
DhananJayarao Gadgll Library 

111~~lImmllllmmllmlml~1 ~ 
GIPI:.-PUNE-.-O 15721 



[.Crown Copyright Reserved.] 

ROYAL COMMISSION ON INDIAN CURRENCY AND FINANCE. 

VOL. II. 

APPENDICES TO THE REPORT 

of the 

Royal Commission 
on 

Indian Currency and Finance 

LONDON: 

)(0/.2· N2.'5c-

1= (, .1.-!> 
157~J 

PRINTED & PUBLISHED BY HIS MAJESTY'S STATIONERY OFFICE 
To be purchased directly from H.M. STATIONERY OFFICE at the following addrt'8~s: 

:\da~tral House, Kingsway, London, W.C.2; 28, Abingdon Street, London, S·W·I; 
York Street, Manchester; I, St. Andrew's Crescent, Cardiff: 

or I20,.George Street, Edinburgh; 
or through any Bookseller . 

. 1926 

Price S~.I~et. 



2 .ROYAL COMMISSION ON INDIAN CURRENCY AND FINANCE: 

APPENDICES. 

CONTENTS. 
PAGII: 

I.-Memorandum circulated to witnesseEl it .. Inuia ;) 

2.-Memorandum (circulated to a number of witnesses in Inuia) describmg certain 
alternative schemes... 6 

3.-1remorandum gIving the History of the IndIan Currency system, submitted by 
Mr. A. C McWatters, C I.E .. I.C.S, Secretary to the Government of India 
Finance Department ... ... ... ... ... . ... ... ...' 9 

4.-Memorandum on "StabIlisation of Exchange," submitted by Mr. A. C. McWattl'rs, 
C.I.E., I.C.S., Secretary to the Government of India, Finance Department .. 3~1 

5.-Memorandum on "A Gold Standard for India," submitted by Mr. H. Dennin!!', T.~.H .. 
Controller of th~ Currency ... ... .•. ... ... ... .-.. ... 4:1 

6.-Memorandum on "Transfer of the Management of the Paper Currency to the 
Imperial Bank of Indta," submitted by Mr. H. Denning, I.C.S., Controller 0' the 
Currency 51 

7.-Memorandum on "The Indian Currency SYfltem," submitted by thfl Honour,lblf' 
Sir BasIl Blackett, K.C.B, Finance Member of the Governor-General's Executive 
Council 6:, 

8.-Note on the profit obt,nned by Government on the note-issue, submitted by 
Mr. H. Denning, I.C.S., Controller of the Currency... 71 

9.-Note on the amount of rupees outstanding, submItted by Mr. A. C. McWatters, C.I.E., 
I.C.S., Secretary to the Government of India. Finance Department 73 

10.-Note on Reverse Councils and Currency Contraction, submitted bi Mr. H. Denning, 
I.C.S., Controller of the Currency 7;; 

ll.-Statements prepared in India for the use of the Commission: 

A.-Statement showing the ahsorpt10n and return of rupees and notes in the 
busy and slack seasons in each year from 1912-:S to 1924-5 ... 76 

B.-Absorption of sovereigns from 1909-10 upwards, showing fleparately 
absorption after passing through Go\ernment treasuries and 
Currency offices and direct absorption without passing through 
Government... 76 

C.-Value of net .lmports of gold and silver on Government account from 
1909-10 to 1924-5 ... 77 

D.-Table showing Percentage in certain years borne to India's total trade 
by trade with the British Empire and with.the United Kingdom, 
respectively... 77 

E.-Statement showing the imports into India of silver in fine ounce.~ 
during the five years ending 191~ and during the last three years 77 

12.-Statement of eVIdence submitted by Dr. Praphullachandra Basu, M.A., B.L., Ph.D. 
(Econ.), Vice-Principal, Holkar College, Indore, C I. ... 78 

13.-Statement of evidence submitted by Mr. H. L. Chablani, M.A., Head of the 
Economics Department, University of Delhi ... 93 

H.-Statement of evidence submitted by Mr. Brij Gopal Bhatnagar, M.A., Lecturer in 
Economics, Allahabad University 100 

15.-Statement of evidence submitted by Mr. Gyan Chand, M.A., Professor of Economics, 
Benares HindulUniversity, Benares IU 

16.-Letter from the Secretary, The Chamber of Commerce, Bombay, to the Joint 
Secretaries, Royal Commission on Indian Currency and Fmance, No.2t91j2I3, 
dated the 24th November, 1925 ... 

l7.-Statement of evidence submitted by Mr. B. F. Madon of Bombay 

l8.-Supplementary notEl submitted by Mr. B. F. :Madon of Bombay 

145 

169 



CONTENTS. 

PAGE. 

I9.-Statement of evidence submitted by Mr. C. N. Vakil, M.A., M.Sc. (Econ.), F.S.S., 
Professor in the School of Economics and Sociology, University of Bombay... 175 

20.":'Statement of evidence submitted by Mr. P. A. Wadia, M.A., Professor of Ecouomics 
and Politics, Wilson College, Bombay, and ~[r. G. N. Joshi, M.A., Professor of 
Economics and History, Wilson College, Bombay... ... ... ... ... 186 

21.-Supplementary note by Mr. P. A. Wa1ia, M.A. and Mr. G. N. Joshi, M.A., Wilson 
College, Bombay... 194 

22.-Letter from the Secretary, The Indian Merchants' Ohamber, Bombay, to the Joint 
Secretary to the Royal Commisilion on Indian Currency and Finance, No. T/1709, 
dated the 1st December, 1925 .•. ... ... ... ... ... . . ... 196 

23.-Statement of evidence submitted by Mr. Kikabhai Premchand, Partner of Messrs. 
Premchand, Roychand and Sons, Bullion, Excbange and Finance Brokers, 
Bombay 199 

24.-Statement of evidence submitted by Mr. Phiroz€shah M. Dalal of Messrs. Merwanjee 
and Sons, Exchange, Fmance and Bullion Broker~, Bombay... ... .. 202 

25.-1.etter from the Secretary, the Millowners' Association, Bombay, to the Secretary, 
Royal Commission on Indian Currency and Finance, dated 7th December, 1925... 207 

26.-Statement of evidence snbmitted by Dr. Balkrishna, M.A., Ph.D., F.S.S., etc., 
Principal, Rajaram College, Kolhapnr 210 

27.-Statement of evidence submitted by Mr. Jamsetji Ardaseer Wadia of Bombay 229 

28.-Statement of evidence submitted by Mr. G I. Patel, RA., M.L.C., Jomt Honorary 
Secretary, Ahmedabad Millowners' Association 230 

)9 -Statement of evidence submitted by Dr. B. R. Ambedkar, Barrister-at-Law ... 235 

aO.-Letter from the Honorary Secretary, the Marwari Chamber of Commerce, Ltd., 
Bombay, to the Joint 8ecretarles to the Royal Commission on Indian Currency 
and Finance, dated the 6th December, 1925 ... 239 

31.-Statement of evidence submitted by Mr. Chunilal B. 'Iehta, Cotton and Bullion 
Broker and Commission Agent, Bombay 246 

~2.-Statement of evi1~nce submitted by the Honour.lble Mr. H. S. L'lwrence, C.S.I., I.C.S., 
Finance Member of the Government of Bombay 2~8 

33.-Statement of evidence submitted by Dr. Promathanath Banerjea, Minto Professor of 
Economics, Calcutta University... 252 

:H.-Statement of evidence submitted by Mr. B. Venkatapatlr~l1' C.I.E., M.L.A., of 
Vizag~patam... 256 

35.-Statement of evidence submitted by Mr. B. Ramachandra Rau, of Calcutta .•• 265 

36.-Statement of evidence submitted' by Mr. J. C. Sinha, Reader and Head of the 
Department of Economics, Dacca University... 272 

37.-Statement submitted by the Bengal Chamber of Commerce 277 

38.-Statement of evidence submitted by Mr. B. Chakravarti, Barrister-at-Law 28."J 

39.-Statement submitted by the Indian Chamber of Commerce, Calcutta ... 283 

40.-Statement of evidence submitted by Mr. A. Ramaiya, M.A., Vakil, Madura 293 

41.-Statement submitted by the Marwari Trades Association, Calcutta .. 305 

42.-Statement submitted by Mr. K. T. Shah, B.A., B. Sc., Professor of Economics. 314 
University of Bombay 

43.-Statement submitted by the Bengal National Chamber of Commerce 336 

U.-Statement of evidence submitted by Mr. H. Stanley Jevons, M.A., LE.S., Professor 
of Economics in the University of Rangoon .. , 339 

(5.-Statement of evidence submitted by Mr. T. K. Duraiswami Aiyar, Acting University 
Professor of Economics, Madras University 344 

66596 A 2 

3 



4 ROYAL COMMISSION ON INDIAN CURRENCY AND FINANCE: 

PAGE. 

46.-Slatement submitted by the Honourable Sir BaSil Blackett, K.C.B., K.C.S.I., showing 
variations in the figures of wages and cost of living of the Bombay cotton mill 
operatives 35R 

47.-Statement of evidf.nce submitted by Mr. C. J. Hamilton, M.A., Professor of 
EconomICS, Patna University... ... ... ... ... ...... 3:)~ 

48.-Statement submlltf'd by Mr. Norman Murray, one of the Managing Govt'rnors of the 
I'Pperial Bank of India, showing the Imperial Bank's figures of DepOSits and 
Altvances di vid,ed under the heads" European" and" Indian" ... ... ... 360 

49.-Letter from Mr. J. F. Gennings, Bar.-at-Vnv, J.P., Acting Director, Labour Office, 
Bombay, to the Secretary, Royal Commission on Indian Currency and Finance 
No. 4945, dated the 19th November, 1925; with enclosures, VLZ. :-(1) "Labou; 
and Wages," and (II) " Agricnltural Wages in the Bombay Presidency" ... ... 363 

50.-Letter from the Secretary, Chamber of Commerce, Madras, to the Joint Secretaries to 
the Royal CommisslOn 011 Indian Currency and Finance, dated the 1st December, 
1925... ... ... ... ... ... ... ... ... ... ... .•. 37:1 

51.-Letter from the Secretary, Burma Indian Chamber of Commerce, Rangoon, to the 
Joint Secretaries, Royal UommlBsion on IndIan Currency and Fmanct', No, G.L. 
176-25, dated the 23rd December, 1925 ... :n,r, 

52.--Statement of evidence submitted by the Karachi Chamber of Commerce 379 

53.-Letter from the Honorary Secretary, The Karachi Indian Merchants' ASBOciatioll, 
Karachi, to the .Joint SecretarIes to the Royal CommIsslOn on Indian Currency 
and FInance, dated the 16th December, 1925 ... 3Rt 

54.-Statement of evidenee submilt~d by Mr. S. N. Pochkhanawala, The Central Bank of 
India, Ltd., Bombay :IS.; 

55.-Statement of eVIdence submitted by Sir Dinshaw E. Wacha, of Bombay :ISG 

56.--Statement of evidence submitted by Mr. Harkissendas Bhatter, Managing P,lrtner of 
Sir Sarupchand Hukumchand, Kt., Sir Sarupchand Hukumchanu & Co. and 
Messrs. Johurmull Gumbheermull, Calcutta 390 

57.-Statement of evicence submitted by Mr. P. R Junnarkar, Head of the Departmt'nt of 
Commerce, Dacca University, Dacca :191 

58.-Statement of evidence submitted by Mr. J. McK. Forrester of Ure amI Company, 
Exchange, Finance. Stock and Share Brokers, Rangoon :19;' 

59.-Statements (A and B) of evidence lSubmltted by Mr. C. R. Chitms, RCom. (Lond.), 
B.A., B.Sc. (Bom.), of Delhi 3!lR 

60.-Statement of evidence subIllittell by the Hon. Mr. Phiroze C. Sethna, of Bombay 406 

61.-Statement of eVidence submitted by Mr. S. C. Shahani, M.A., Principal, Dayaram 
Jethmal Sind College, and Zammdar, Jamrao, SlIld ... 407 

62.-Statement of evidence submitted by Mr. B. Das, M.L.A., of Cuttack 412 

63.-Demi-official letter Ko. 375-F., dated the 14th January, 1926, from Mr. A. C. 
McWatters, C I.E., I.C.S. to the R,lght Hon. E. Hilton Young, P.C., D.S.O., ALP., 
with enclosures 415 

64.-Letter from the Secretary, Punjab Chamber of Commerce, to the Secretary, Royal 
Commission on Indian Currency and Finance, dated the 23rd February, l!l26 ... 429 . 

65.-Letter No. 20/l0, dated 9th February, 1926, from the Financial Secretary to the High 
CommisslOner for Iraq to the Secretary to the Government of India, Flllance 
Department, Delhi ... 431 

66.-Letter from the Secretary to the Government of Madras, Finance Department, to the 
Jomt Secretary to the Royal Commission on Indian Currency and Fmance, 
No. 223, dated 16th March, 1926 ... 433 

67.-List of written statements received, but not printed_ 



APPtNDlX 1. 5 

ROYAL COMMISSION ON INDIAN CURRENCY AND FINANCE. 

Al'l.JENDIX 1. 

Memorandum Circulated to Witnesses in India. 
The following memorandwn, inuicatmg the main questions whIch will come 

under the oonsideration of the RIoyal CommIssion on Indian Currency and 
Fmance under its terms of reference, is published m 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 
ueal with all the questions raised:-

li6li96 

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

What is the oomparative importance of stability in internal priccs 
and in foreign exchanges 1 

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 1 

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

When should any decision as to stabilisation take effect 1 
(3) If the rate selected differs materially from the present rate how 

should transition be achieved 1 
(4) . What measures should be adopted.to maintain the rupee at the 

rate selected 1 
Should the Gold Exchange Standard system in force before the war 

be continued and with what modifications, if any 1 
What shOlUld be the composition, size, location, and employment of 

a Gold Standard ReseI'Ye 1 

(5) Who should be charged with the control of the note issue and on 
what principles1 Should control or management be transferred to the 
ImperIal Bank of India, and, if so, what should be the general terms of 
th::.- transfer 1 

What provisions should be made as to the backing of the note issue 1 
What should be the facilities for the encashment of notes 1 
What should be the policy as to the issue of notes of small values 1 

(6) 'Vhat should be the policy as to the minting of gold in India and 
the use of gold as currency 1 

Should the obligation be undertaken to give gold for rupees 1 

(7) By what method should the remittance operations of the Govern-
ment of India be oonducted 1 . 

Should they be manUeo-ed by the Imperial Bank 1 

(8) Are -any, and, if so, what measures desirable to secure greater 
elasticity in meeting seasonal demands for currency 1 

Should any, and if so, what conditions be prescribed with regard to 
the issue of currency against hundis 1 

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

A.3 
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Memorandum (Circulated to a Number of Witnesses in Inma) Describing 
Certain Alternative Schemes. 

\ The follmvin~ outlines of alternatIve schemes for (1) a Gold ExcLa.nge 
Standard system for IndIa and (2) a pure Gold Standard, on the :u.swnptlOn 
in both cases that the management of the Paper Currency and the ron duct 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 m possession of these 
autlines, and this memorandum is accordingly communicated for the personal 
information of WItnesses. It should be understood that its oontents 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 Btandaflll~ ~ iollow~;­
(A) Gold com, 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 paymellt of a seignorago 
to rover mmtmg charges. 

(C) The Imperial Bank should be under a statutory obligatIOn to buy 
gpld 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 m rupees, and ballk 
notes of the denommation of B.s. 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 w 
the foreign country on which exchange was demanded. Foreign exchange 
would be defined as transfers at the par of exchange on London or Oil 

foreign banks in countries outside Great Britain preSCrIbed by the 
Governor-General m Council subject w th~ 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;-
(i) Invested portiolll 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 pO 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 
eecurities and the balance internal bIlls of exchange having a 
curre~o/ 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 
~O!l'm of rupees or silver bullion at purchase price, remainder being 
III form of gold coin or bullion. Entire reserve w be located in 
India except when awaiting shipment or in transit. 

(G) Silver ~upees wo:uId be given by Government w the Bank in 
exchange for SlIver 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 oost of melting and refining the rupees and to pay to the Bank in 
sterling the value of 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 

(1) 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. 6d 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.) 

Silver. II' Gold. I' Government of IIlI.hall -~te~ling ~ecu-r:les~ -
securities. 

--I ----

Exitlting COllHtltution (as on (JO' 7 , 29'7 57'1 

40 

27 +53 (Gold 
Htandard Reserve). 

50 
30th September, 1925). 

Future constitution ..• 49' 5 I 50 
- - --- --

The foregoing table shows that the constitutIOn of the new reserve should 
present no difficulty provided that gold rould be readily obtained in exchange for 
stelling; 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 
rome into force till after this period. 

Assuming an absorption of 21 crores of rupees before the limit of 50 crorcs 
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 
30d. 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 roinage 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 rombining the currency and Gold Standard Reserves in consequence 
of the iIlJ!POSsibility 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 CTores in respect of rupees outstanding 
and 1 rupee for every 4 rupees to be coined in the future; rover would be provided 
to this extent in the rombined reserve, and the responsibility for the maintenance 
of the exchange value of the rupee will then rest in all circumstances with the 
Bank. 

GOLD STANDARD. 

5. The details of a scheme for a pure Gold Standard after its complete 
introduction are as follows:-

06096 

(A) Gold roin and bank notes should be unlimited legal tender and 
silver rupees up to B.s. 50 only. 
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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 oover mintmg charges. 

(C) The Imperial Bank should be under a Statutory obligation to 
buy gofd 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 com. 
(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 oy Bank of a tax of 6 per cent. on amount by which 
invested portion exceeds 70 per cent. 

(ii) 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 urst given of convertmg the rupee holdings into gold. 

7. The scheme cannot be introduced at once owmg to the ImpossibIlIty of 
providing for the immediate oonversion into gold of all SlIver com that may be 
presented. The following stages have accordmgly been suggested for the gradual 
introductIOn of the scheme:-

(i) A statutory oblIgatIOn should be imposed on Government to sell 
to any person, who makes a demand m that behalf at the Bombay Mmt 
and pays the purchase Prlce 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, m exchange for 
g{)M 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, treasUrles and branches of the Imperial Bank of India, without 
any definite obligation to give gold coin for notes or sIlver rupees bemg 
imposed. 

(iii) After a period fixed by statute (say five years) the liability to 
give gold ooin in exchange for notes or rupees and also 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 Is. 6d. 

The gold ultimately-required for the reserve on the basis of a note circula­
tion of 189·5 crores amounts to 56 9 crores, against which is held at present 
29·7 crores. The total gold required for introducing the scheme in all its stages 
will thus amount to 27 2 crores plus the gold required for converting the 
110 crores to be tendered by the public, i.e., a total of 137·2 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 Govemmcllt while the gold reserves ,\-ere beillg built up. It is c:"timatcd 
that this extra charge would amount during the first five years to about 11 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 purpose of Indian requirements, particularly the effect 
upon world goldlrices, and (iii) the effect of the scheme on the silver market and 
the possibility 0 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.I.E., I.C.S., Secretary to the Government of 
of India, Finance Department. 

I.-Indian Currency System up to 1893 .. 

II.-~'I'om 1!;93 to 1916 

Ill.-Changes made from 1916 to 1920 

IV.-Recommendations of the Majority Report of the Babin~ton-Smith Currency 
Committee 

V.-Measures taken by the Govl'rnment of India to carry out, the recommendations 
of the Committee 

VI.-Exchange and Monetary Policy after the abandonment of the attempt to stabilize 
the rupee at 28. 

VII.-Seasonal Currency 

VIII.-The Imperial Bank of India ... 

IX.-Special features of recent years 

PARAS. 
1-3 

4 

5-9 

10 

11-16 

11-18 

19-23 

24 

25-27 

NOTE.-The object of this Memorandum IS to give lD a self-contained narrdtlve an account of 
the pl'lnclpdl facts rdatlllg to Inuldn ( url'ency anu ~xchange 'down to the 1'1't:tlent. tlllle. Existmg 
l'ubltsheu mdterial hds been freely utilised, and III particular the Memorandum mcorpordtes and 
bringtl up to date much of the Information placed before the Babington-Smith Currency Committee 
by the late Sir Lionel Abrahams. 

I.-INDIAN 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 coms, 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 
val'iations in the rate of excliange with such countries, i.e., in the sterling ~alue 
of the rupee, produced many disadvantages. With Meh fall in the rate of 
exchange~ the bur~en measure~ in rupees of the. external obligations of India 
payable m gold mcreased, whIle great uncertamty was introduced into the 
finances of Government and into foreign tradfJ by the fluctuations of exchange. 

n.-FROM 1893 TO 1916. 

4. After. many years of disc~ssion the conclusion was reached in 1893, in 
a~ordance WIth the recomm~ndatlOns of Lord Herschell's Committee, that the 
dIsadvantages of the flU?tuatlOns 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 



10 ROYAL COMMISSION ON INDIAN CURRENCY AND FINANCE: 

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 comage ceased to exist, 
the control of the amount of new SlIver comage 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 Is. 4-ld. per rupee as a maximum rate. He also 
maintained, though without formal notIficatIOn, the practice of not selling 
below Is. 3Hd. per rupee. 

D The British sovereign and half-sovereIgn were made legal tender 
for ]5 and 7! rupees, respectively, the rate thus established being the 
equivalent of Is. 4d. per rupee The Government undertook to Issue rupees 
to t4e pubhc m 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 m exchange for 
notes or rupees. 

E. Ordinarily there was~ a steady demand for the remIttances OIl 

India (commonly known as Council Drafts) sold by the Secretary of State 
as mentioned in C above This demand came mamly 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 Is 3Hd. 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 contmuance was not prevented by external 
difficulties, had the effect (a) of keeping India supplied with Indian currency to 
the full extent of the effective demlmd as expressed by the tender of sterling for 
the purchase of rupees, (b) of maintaining the rate of exchange m the neighbour­
hood of Is. 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 
ana 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 from 1898-99 to 1915-16, the period in which it may be considered to have 
been fully operative. 

IlL-CHANGES MADE FROM 1916 TO 1920. 

5. It is obvious that the maintenance of the system described in Section II 
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. rtln 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.l 
B. That the price of silver should not be higher than that whiCh 

corresponds to a bullion value of Is. 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 BntIsh and American authorities, in a specially 
unfavourable 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 agamst 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 
Is. 4d. (vide Appendix IV). 

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

(a) 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
diatp telegraphic transfers being Is. 4!-d. until August, 1917, and thereafter 
representmg 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 mimmum rates for the various periods are given below :-

Period. 

3rd January to 27th August, 1917 ... 
28th August, 1917, to 11th April, 1918 
12th April, 1918, to 12th May, 1919 .. . 
13th May to 11th August, 1919 .. . 
12th August to 14th September, 1919 .. . 
15th September to 21st November, 1919 
22nd November to 11th December, 1919 
From 12th December, 1919 

Immediate 
Telegraphic 
Transfers. 

s. d. 
1 41 
1 5 
1 6 
1 8 
1 10 
2 0 
2 2 
2 4 

(b) The limitation of the amount of Counml drafts at a. time when 
the demand for remittance to India was exceptionally strong and no 
adequate alternative method of remittance 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 importance 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 Secretary of State 
Insured them against the risk of a rise in exchange, by unaertaking to 
sell to them within a year after the war exchange up to the amount of 



12 ROYAL COMMISSION ON INDIAN CURRENCY AND FINANCE: 

their overbuying at the rate at which their excess purchases Imd been 
made. After the conclusion of the armistice the nece:;sity for re~crvI1lg 
~nance for particular exports ceased. The OIverbuYlllg guarantee W~ 
III due course terminated, and the list of articles to which priority of 
export finance was given was abolished. 

(c) Purchase of silver.-Special measures were also taken to increase 
the supply of currency. In February, 1916, the necessIty for rupee 
colllage 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 m'arket 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. TIm; 
measure, however, removed only a few of the smaller rompctitors 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 
101i cents per fine ounce. The followlllg table shows the amount of 
silver purchased by the Secretary of State:-

1915-16 
1916-17 
1917-18 
1918-19 
1919-20 

In open market 
(standard ounces). 

8,636,000 
124,535,000 
70,923,000 
106,410,000 

52,200,000 

From the United 
States Dollar Re­

serve (equivalent in 
standard ounces). 

152,518,000 
60,800,000 

(d) Measures jor conservatwl/; and economy of silver.-These special 
measures for obtaining silver were supplemented by endeavours to 
protect the currency against depletion by export or melting. From the 
29th June, 1917, the use of silver or gold coin for other than currency 
purposes was made illegal, and from the 3rd September, 1917, the export 
of silver coin and bullion from India was prohibited except under licenw 
Steps were also taken to economise silver by the issue of Rs. 2! 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 iSl:>ued 
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 exchange 
value of the rupee, took no acoount 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. 

(ii) The issue of sove!eigns had been stopped shortly after the 
outbreak of war. To supplement the supply of silver currency, sovereigns 
to the amaunt of about £5,000,000 were issued at the beginning of 1917 
and sovereigns and gold mphurs 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 by rupees, 
the coinage of gold was discontinued after 2,110,000 gold mohurs and 
1,295,000 sovereigns had been coined. 

(iii) DurinS" 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 
!!!.arket for South African and Australian gold enabled India to obtain 
a larger supply. From the 18th July, 1919, immediate 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 aIIDunt ot ImmedIate 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 vaned 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 
RO obtained available fOir the use of the public, fortmghtly sales of gold 
were held by Government between September, 1919, and September, 1920. 
The total quantity of gold sold was 8,060,454 ounces fine. 

(I) Increase in the Note Issue.-The difficulties of obtaining sufficient 
quantities of the precious metals for coinage purposes, and as backing 
for 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 
netween November, 1915 and December, 1919, the legal limit of the 
invested portion of the IWserve 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:-

(LaUs of rupees.) 
--- ---

COMPOSITION OF RESERVE. I Percentage of I 

Gross not.·: - I total metallic 
Datt'. 

",,,,.laU •• I 
securitit'fI·1 

Total. reserve to 

Silvt'r. Gold. gross note 
circulation. 

I 
.HtiL March, 1~1l4 66,12 20,53 31,59 I 14,00 ti6,12 i 18'9 

" 
In;) 61,63 32,34 15,2!l 14,00 61,63 I 11'3 .. I:IHi 67,13 23,51 24,16 20,00 67,13 10'5 

" 
Ull7 86,il8 19,22 18,07 48,49 86,38 4,3'9 

" 
1918 99,19 10,19 21,52 61,48 99.19 38'4 

" 
1919 153,46 37,39 17,49 98,58 153,46 35'8 

31st J)ec~mber, 1!Jl9 182,91 43,61 :\9,11 99,53 182,91 45'6 

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 jolicy of the Government of India in the years 
preceding the outbreak 0 the war, and this policy was oontinued 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 oonserving 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 demand~ 

• The restrictions on the monment of gold were remond in September, 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. 

S. 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 p'osition when the Babmgton-Smith Committee 
reported were as follows: Counml 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 28 3Hd if the demand for 
them should arise. All gold imported into India had to be Rold to Government 
at a prescribed price. The rate fixed contained an allowance to cover the J;>remium 
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 ob1igation to pay HIs 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 III 

paragl'a ph 7 (I) were still in force 

IV -RECOMMENDATIONS OF THE MAJORITY 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 :-

(a) 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 1130016 grains of fine gold, i.e., one-tenth of the gold contents of the 
sovereign; 

(c) 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; 

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

(I) 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; 

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

(i) The fiduciary portion should not exceed fiO 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 (h) 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 
hE'ld 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 adiust 
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 GOVERNMENT OF INDIA TO CARRY OUT THE 
RECOMMENDATIONS OF THE COMMITTEE. 

11. The recommendations of the M'ftjority 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. Dulling January the drafts had been sold 
at 8, 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. 8lid. on the 5th February and was raised to 2s. 10Hd. 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 Is. llHd., this representing the rate which would 
ultimately hold when sterling returned to parity with gold. Applications 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 sovereigJt.-(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 ~ndia continued to command the high premium over the price indicated by the 
ratIO re~rnmended by the Committee With the object of reducing thh, premium 
on g?l~ It was annou~ce.d in February, 1920, that during the ensuing six month., 
a mIDlmum of 15 mIlhon 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 
Jea~ed 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 of British gold coin 
were also w,thdrawn. 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. XXXVI 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 wll;s Rs. 10 to the sovereign, and in~tructions were acco~dingly issued to 
treasunes 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 
pel' 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 SlIver 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 anll 
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 th.' t 
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 
a.rrangements had been made with branches of the Presidency Banks to carryon 
exchange t.ransactions with the public, those facilities, where they had lapsed 
during the war, should be again restored. So far, therefore, as silver is concerned. 
the recommendations of the Currency Committee were fully given effect to before 
the end of 1920. 

If: 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 seeurities in the Paper Currency Reserve. In the absence of special 
legislation permitting increased investments in Indian securities, it would have 
been necessary to ca~cel notes to the full rupee equivalent of the ster~i~g ~rit~es 
sold. As such actIOn would have caused a severe monetary crISIS III 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 thp 
restrictions as to the locale of the investments and their sterling or rupee character. 
This Act (No. XXI of 1920) remained in force up to the 1st October, 1920, when 
it was rel,laced by the Indian Paper Currency Amendment Act (No. XLV of 1920), 
which practically gave effect to the reco~~ndations of the Currency Committee 
regarding ~h~ eventual statutory constI.t~tIon of ~he Paper. Currency Reserve, 
while proyJdmg for a temporary .transItIonal perIOd of adJ~stment. :rhe Act 
provided lr. the first plae~ for the Issue of currency notes agamst 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 
the second place it laid down the permanent constitution of the Reserve as 
follows :-

(a) The Metallic Reserve, consisting of the total amount represented 
br. the sovereigns, half-sovereigns, rupees, silver half-rupees, and gold and 
SlIver 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 

(b) 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-

(i) 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 
inte conformity with the provisions above outlined and the metallic reserve was 
not less than 50 per rent. of the currency notes in circulation. During the 
intermediate period the Act provided for a temporary constitution of the Reserve 
nndel' 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 Fmance 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 11'30016 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 attemI?t 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. 
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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 wlthm theIr power to prevent exchange from fallIng below 
even Is. 4d. sterLmg. The necessity for fmancing conSIderable Budget deficlts 
and a large programme of new capital expenditure, Central and Provincial, 
had as was meVItable, some inflatIOnary eftect on currency and credit. With 
worid prices of commodities in terms of gold falling rapidly, and sterling prices 
even more ~apidly owing to the steps taken in England to brmg sterling gradually 
towards panty WIth goM, the sterling value .of the .rupee w~ naturally driv~n 
downwards in the absence of any correspondmg actIOn to brmg about a fall m 
rupee prICes. All that the Government were able to do during th~s 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 Is. 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 contractio"1l was in fact insufficient to check the 
downward fall of the rupee, which fell as low as Is. 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 III was I,ll 
lakhs and 5,69 lakhs respectively. Two crores of seasonal currency were added 
and withdrawn during this period. Similar issues and withdrawals of seasonal 
currency were made in the following years and are separately dealt with in a 
later portnon of this memorandum, since they do not represent permanent 
additions to the currency. 

18. Since January, 1923, by which time the rate of Is. 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 payoff 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 OIf Is. 6d. sterling in October, 1924, at which 
time it was equivalent approximately to Is. 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 
Is. 6-h-d.). In order to attain this result, the purchases of sterling required for 
Governmen~ remittances, and when necessary, in excess of this, have been freely 
use~. Du~mg 1924-25 ~ fu~ther amount of 6,00 lakhs was added to the currency 
by mcreasmg the sterlIng. mvestmenf-:s in the Paper Currency Reserve, and in 
VIew of pOSSIble emergenCIes the IndIan Paper Currency Act was amended in 
~ebruary, 1925, so as to increase the permissible limit of the holding of securities 
m th~ ~serve 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 
~vernment remittances required for the whole financial year, as estimated 
III the Budget, and in October the policy of increasing the Dote issue against an 
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increase of sterling securities was again resorted to. Two crores have ~en a~ded 
in this way at the time of writing. The exchange value of the rupee ha~l'emamed 
practically steady during the last 12 months, while the simultanoous rl~e in the 
ste.rling dollar exchange has ma.de 1s. 6d. sterling approximately thec:Saille as 
Is. 6d. gold. 

VII.-SEASONAL CURRENCY. 

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

(1) sta.tutory 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 huruiis drawn for. 

trade purposes. 
(ii) If the documents themselves do not bear any evidence of being 

drawn for such purposes, the Imlperial Bank Df India shall certify that, 
to the best of its knowledge, the accommodation provided for is for the 
furtherance 01£ trade. 

(iii) 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 ():f interest to be charged to the Bank was originally fixed as not less 
than 8 })(lr cent. This cOndition, however, was subooquently modified, a.s shown 
later in this Memorandum. 

20, It will be observed trDm these rules a.nd regulations, which were laid 
down after consulting conunetcia1 opinion in the country, that the idea of basing 
the new procedure on export and import bills did not find favour, the reasons 
being:-

(1) Thgre 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 
uprountry to the ports, before the export bills founded on such produce 
are drawn. When they are actually under export, the exchange banks are 
mmally quite competent to arrange for financing them, and if they find that 
iDlport oover is insufficient, they can lay down funds in India by Councils, 
and no emergency currency is ne-cessary. Besides, there is a pI'actical 
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 
.iust in time to (',atch the weekly mail. If they have to ~ endorsed to the 
Imperial Bank before being forwarded to London, they would invariably 
miss the mail, not only entailing on the banks the I0'SS of a week's interest 
but ihvolving 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 
thi8 class of bills are drawn" D-P " (documents on payment) attd may be 
repaid at any time· during their currency. It is not uncommon, for these 
bills to become past due as certain classes ot: importers treat the due date 
with indifference. It would be impossible for the Imperial Bank to deal 
with a number of snch documents, th@) payment of which is so uncertain. 

(3) Practically all external bills, whether export or import bills, would 
be exprMsed in sterling or other foreign currencies, and the acceptance of 
such bills will complicate the procedure by the introduction. unnecessarily 
of the fluctuations of eichange 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 providedl that it proved 
possible to distinguish between internal bills representlllg 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 bill'S, and it was, therefore, provided that if the documents did not bear any 
evidence of being drawn for trade purposes, they should be endmsed 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 fixed 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 oases 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 lnans 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 a.t the begin­
ning nf the busy season in each of these years showed that the obj ects 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 anticipate 
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 proceaure 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 amnunt of loans outf'ltanding at any time. should bea.r interest at 
current Bank rate subject to the following minimum rates:-

6 per cent. for the first 4 crores, 
• 7 per cent. for tlie 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 29,th 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 in 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 thf 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 Jannary and February, 
thus exhausting the assistance available from this source. There was no. material 
improvemmlt in the ill6lney 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 issueaJ 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 ~f .1923-24, it was necessary to consider whether the existing machinery 
for t~e prOVISI?n o~ cur~ency to meet. the demands of ~rade was ad~quate and, if 
not, III what dIrectIOns It should be Improved. The Important pomt which the 
workirig 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 unsatisfaotory. 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 hundis which the Imperial Bank has outstanding during the busy 
season is 4 to 5 crores only. In order to ohtain 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 tne basis of the Federal Reserve 
note system of America 0iIl 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 Imperial Bank 
had to request the firms to renew them in order that they might obtain a sufficient 
holding of bills. . . 

The Imperial Bank therefore pojnted out that i.n 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 ()ent. 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 ha.ve to pay interest Oin 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 ae- might be necessary, they 
would use their powers to issue currency against Treasury Bills deposited in the 
lPaper 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 lJer 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 
Goverument of India agreed, as a temporary measure, to repay the Bank their 
out-of-pocket expenses in respect of stamp duty. ., 

VIII.-THE IMPERIAL BANK OF INDIA. 

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 betwoon 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 
inte1' alia for the following important matters from the point of view of Indian 
Currency and finance .:- . . 
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(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 stringen<)Y 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 l~d firstly to the abolition 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 IJ?perial ;Banku.ndertook 
to open 100 new, branches. In view of the extel,lslVe u~ m IndIa of the 
precious metals, as. a store of value, due largely to .the IJ?-adequacy of the 
facilities for the disposal of sav.ings in a ~anner wh~ch wIll enable them to 
be used productively, the Babmgton-Smith CommIttee recommended ~he 
extension of the activities of the newly amalgamated Bank by the actIve 
pursuit of the policy of opening new branches. Up to the 31st March, 1925, 
80 new branches had been opened and arrangements have been made to 

.. complete the programme by the due date. With the obje?t of spr~ding 
the use of banking facilities and of bringing ill: money 'YhlCh has hlthe~to 
lain dormant the Bank allows 4 per C1ent. on ordmary savmgs bank depoSIts 
and 4i per dent. on savings bank deposits of Rs. 10,000 and above, fixed 
for 3 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. 10,79lakhs on the 31st 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 disoretion 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 large 
progressive increase in the use by the public of the facilities offered by the 
Bank. 

IX.-SPECIAL FEATURES OF RECENT YEARS. 

25. Government rermittances. Purchases of sterling in India.-An import­
ant change has been introduced with effect from 1923-24 in the mechani~m 
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 19:23-24 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 uncl.erlying 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 192.4-25 the 
upward riee of exchange was only steadied by Government purchases at each 
successive rate and from October 1924 onwards when exchange had! reached Is. 6d. 
the readiness of Government to purchase large sums near this rate has kept 
exchange comparatively stable. 

26 .. Balance of Trq,de: Imports of Bullion.-Attention is also invited to 
the ~gures given in App .. II which sh?w for e~ch year since ~898-99 the exports 
and Imports of merchandIse from and Illto India and the net Imports of gold and 
sil,:er. The larg~ favo,?-rable. balances during and immediately after the war, 
WhICh reached theIr maXImum III 1919-20, were abruptly reversed in 1920-21. The 
balance of tra~e (so far a~ revealed by these figures) conti~ued against India in 
1921-22, but SIllce that time there have been large and Illcreasing favourable 
balance~, offset however by large imports of the precious .metals. The net imports 
of gold III 1924-25 were no less than 73, 78lakhs and the Imports of silver coin and 
bullion (viz., 20,06 lakhs) were also the largest on record. Of ~he gold imported, 
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14,50 lakh!3 represent Imports of gold coin, but since gold is not functiOining 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 mw~t 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 III) was 3,65 lakhs only, i.;t 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 practicaIly 
exhausted by September, 1925, might have been expected to lead to an increase 
in the absorption of coin. 

27. Course oj 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. 

I.-Average ratE'S of sale of Council Drafts, 1873-74 to 1892-93. 

II.--Exports and Imports of Merahandise : Net Imports of Gold and Silver: Sales of Council 
Drafts and Reverse Drafts from 1898-99 to 1924-25. ' 

IlL-Absorption of Currency by the Public, 1898-99 to 1924-25. 

IV.-Highest and lowest priqes in London of Standard Silver per standard ounce annually 
frow 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 price& of Telegraphic Transfers in Calcutta on 
London, from January 1920. 

VlI.-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 issue of currency notes against bills of 
exchange. 

X.-Statement giving the amount of demand drafts purchased and drafts and telegraphic 
transfers paid in each circle of the Imperlal Bank from 1920, 

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

APPENDIX I. 

A'l)erage rate at whrich the Secretary oj State jtJlr India sold Bills and; Telegraphic 
. Tranfers on India in eaehr year from 1B73-4 to 1892-3. 

A'Derage Rate A verage Rate 
Year. obtain;ed. Year. obtained. 

s. d. s. d. 
1873-4 ... 1 10'351 1883-4 ... 1 7'536 
1874-5 '" ( 10'156 1884.-5 ... 1 7'308 
1875-6 ... 1 9'626 1885-6 '" 1 6'247 
1876-7 ... 1 8'508 1886-7 , .. 1 5'441 
1877-8 '" 1 8·791 1887-8 ... 1 4'898 
1878-9 ... 1 7·794 1888-9 ... ... 1 4-379 
1879-80 1 7'961 1889-90- 1 4'566 
1880-1 ... 1 7'956 1890-1 ... 1 6'099 
1881-2 .. _ 1 7-895 1891-2 ... 1 4-733 
1882:-3 ... 1 7'525 1892-3 . __ 1 ~982 
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ApPENDIX II. 

Exports and Imports of Merchandise; Net Imports of Gold and Silver; Sales of Council 
Drafts and Re11erse Draj~8 1898-99 to 19'24-25. 

---~--" - --- -~ 

I EXPORTS .A.~D IMPORTS OF NET IMP()RTS OJ!' TREASURE 
MERCHANDISE ON PRIVATE ON 

ACCOUNT PRIVATE ACOOUNT Government Sales of (IN J..AKHS OJ!' RUPEES). (IN LAKHS OJ!' RUPBES). remittanoos Average Reverse Year. to Rates. ----" 

I I ~et I Gold Coin [Silver cOinl 
London. Drafte. 

Exports. Imports. Export ,and and Total. 
B. Bullion. Bullion. 

I £ I d. £ It. 
1898-99 1,12,72 68,38 44,34 6,05 I 3,97 10,02 18,883,9QO 1 3'972 -
1899-00 1,08,98 70,71 38,26 ' 9,44 I 3,57 13,01 18,703,800 1 4'069 -
1900-01 1,07,37 76,28 41,59 7,57 1,42 8,99 12,824,500 1 3'9iH -
1901-02 1,24,46 81,52 42,95 5,04 6,25 11,29 18,535,800 1 3'982 -
1902-03 1,28,82 78,7.9 50,03 9,47 6,98 16,45 HI,724,OOO 1 4'002 -
1903-04 1,52,96 84,82 68,18 16,33 . 7,46 23,79 23,784.500 1 4'047 -
1904-05 1,57,50 96,68 60,82 18,11 I 6,94 '25,05 24,150,000 1 4'046 -
1905-06 1,61;71 1,03,08 58,6:3 9,45 I 5,02 14,47 '31,886,000 1 4'044 -
1906-07 1,76,57 I 1,08,31 68,26 14,941 6,69 21,63 34,069,400 1 4'084 -

.1907-08 1,77,36 : 1,29,90 47,46 17,35 I 10,03 27,38 15,746,700 1 4'031. 70,000 
1908-09 1.,53,03 i 1,21.27 31,76 4,71 11,96 16,67 13,323,313 1 3'932 7,988,000 
1909-10 1,87,88 1,17,06 70,82 21,68 9,37 iH,05 27,866,600 1 4'037 156,000 
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 1,38,5'l 89,27. 37,77 5,29 4.'3,06 26,917,500 1 4'084 -
1912-13 2,46,55 1,61,02 85,53 37,35 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-
waryeara 
ending 
1913-14 2,24,21 1,45,85 78,36 28,82 7,22 36,04 27,671,631 1 4'062 -
1914-15 1,81,59 1,37 f 93 43,66 8,45 10,01 18,46 7,198,205 1 4'009 8,707,000 
1915-16 1,97,38 1,31,99 65,39 • 4,90 5,58 10,48 20,810,257 1 4'083 4,893,000 
1916-17 2,45,15 1,49,62 95,53 4,20 -2,16 2.04 31,671,577 1 4'147 -
1917-18 2,42,56 1,50,42 92,14 21,16 1,46 22,92 34,865,798 1 4'497 -
1918-19 2,53,85 1,69,03 84,82 2 6 8 22,539,438 1 5'499 5;315,000 
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 
1920-21 2,58,05 3,35,60 -77,~~ -8.8~ , '1,59 1,29 . - -- 30,988,000 
1921-22 2,45,44 2,66,34 -20,90, -2.,79. 14,95 12,16 - - -
1922-23 3,14,32 2,24,31 90,01 4.1,18 18,17 59,35 , 2,570,026 1 4'448 -
1923-24 3,61,91 2,17,03 1,«,88 29,19 18,38 47,57 21,838,705f 1 4'534 -
1924-25 3,98,36 2,43,18 1,55,18 73,18 20,06 93,84 4O,77Q,162 1 6'0~7 -

t Includes .£13,100,000 at an average rate of Is. 4. 75ud. on account of purchase of sterling. 
§ Includes £33,191,000 at an average rate of Is. 5· 58d. on account of purcl1ase of sterling. 

I 

Average 
Rates. 

It. d. 
-
--
-
-
-
-
-
-
-

1 3'906 
1 3'906 
1 3'906 

-
-
-
-

-
1 3'878 
1 3'906 

-
-

1 6'016 
2 7'708 
2 2'042 

-
-
-
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ApPENDIX III. 

Absorption of Currency by the Public, 1898-99 to 1924-25. 

(In lakhs of rupees.) 

, 

ABSORPTION OF COIN. 
Absorption of 

Year. Sovereigns 
I 

Currency Grand Tot; 

898-99 ... 1 
1 
1 
1 

8'99-1900 
900-01 
901-02 

1902-03 
1 
1 
1 
1 
1 

903-04 
904-05 
905-06 
906-07 
907-08 

1908-09 
1909-10 
1910-11 
1911-12 
1912-13 
1913-14 
1914-15 
1915-16 
1916-17 
1917-18 
1918-19 
1919-20 
1920-21 
1921-::12 
1922-23 
1923-24 
1924-25 

... 

... 

... 

.. , 

.. , 

... 

... 

... 

... .. , ... ... 

... 

... 

... 

... ... 

." 

... 

... 

... 

.. , 

.. , 

... 

... 

Rupees. 

, 

... -1,61 

... 13,93 

... 8,62 

. .. -68 
'" 2 
... 10,97. 
... 7,43 
... 14,50 
... 18,00 
... 3,92 
... -14,88 
... 13,22 ... 3,34 
... 11,50 ... 10,49 
... 5,32 ... -{},70 

'" 10,40 
... 33,81 
.. 27,86 
... 45,02 
... 20,09 

-25,68 
... -10,46 
... -9,56 
. .. 7,62 
... 3,65 

and Half- TotaL Notes. 

I Sovereigns·t I 
I - • -1,61 2,52 

4,05 17,98 1,72 I 
I 3,05 11,67 -18 

1,47 79 30 
3,23 . 3,25 2,59 
4,92 15,89 3,28 
4,41 11,84 37 
5,70 20,20 4,16 
7,70 25,70 3,83 

11,08 15,00 -3,85 
5,15 -9,78 2,35 
4,31 17,53 5,03 
2,15 5,49 19 

13,33 24.83 4,44 
16,65 27,14 2,71 
18,11 23,43 2,65 

8;43 1,73 -6,01 
29 10,69 9,23 

3,18 36,99 13,89 
14,26 42,12 17,22 

5,21t 50,23 49,29 
-8,82 16,77 20,20 
-4,88 -80,06 -5,90 

2.78 -7,68 9,35 
9,43 -:18 . 3,87 
6,74: 14,36 7,96 

14,53 11$,18 -2,51 

• Sovereigns were not legal tender this year. . 
f 'Jnad.on gold mohurs to the value of 60 lakhs were absorbed during 1918-19. 
t Sovereigns have been valued at Re. ,15=£1 in the above table. 

91 
19,70 
11,49 
1,09 
5,84 

19,17 
12,21 
24,36 
29,53 
11,15 

-8,78 
2~,56 
15,68 
29,27 
29,85 
26,08 

-4.29 
20,92 
50,88 
59,34 
99,52 
36,97 

-85,96 
1,67 
3,74 

22,32 
15;67 
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ApPENDIX IV. 

lIighest and lowest prices in London of standard silver per ounce annually from 1893 to 1915 and 
monthly from January 1916 to December 1921 and annually from 1922 to 1925. 

PRIOE IN PENOE. PRIOE IN PENOE. , PRIOE IN PENOE. I PRICE IN PENCE. 

Year. Year. Month. Year. Month. I Year. 
Highest. I Lowest. highest. I Lowest. Highest.j Lowest. I Highest./ Lowest. 

1893 381 30* 1916 Jan. 27-.fg 26H 1919 Jan. 48-l.r 481"G" 1922 371 fH 1894 31t 27 
" 

Feb. 27k 26M " 
Feb. . 48-l.r 471 1923 33H 

US95 311 27f'lr 
" 

Mll.rch 28M 26H " 
March 50 471 1924 36ilr 31 

1896 31-h 291 " 
April 35k 29 " A.pril 491lr 48~ 1925 33i6" 31-b 

1897 29H 23t " 
May 37k 32~ " 

May 58 481"G" 
1898 28-.fg 25 

" 
June 32i 30 

" 
June 54~ 53 

1899 28l 26& " 
July 31 28i " 

July 55-h 53 I 
1900 30~ 27 

" 
Aug. 32 30t " Aug. 611 55! 

1901 2916" 24+% " 
Sept. 32M 32k " Sept. 64 59 

1902 26k 21H " 
Oct. 32~ 32t " 

Oct. 66~ 621 
1903 28t 211 " 

Nov. 35H 32~ " Nov. 76 65t 
1904 28-h 24i"G" " 

Dec. 37 35M " 
Dec. 79k 73k 

1905 30/l!" 25-l.r 1917 Jan. 371"G" 36 1920 Jan. 85 75~ 
1906 33k 29 

" 
Feb. 38~ 37-h- " 

Feb. 89t 82 
1907 32-t.r 24f'"G" " 

March 37-h- 35ft " 
March 84 651 

1908 27 22 
" 

April 37M- 361lr " April 721. 64t 
1909 24t 23-b ,. May 38k 371 " 

May 65' 57! 
1910 26* 231s " 

June 39~ 38 " 
June 571 44 

1911 26l 23# ,. July 41* 39t " 
July 56 51k 

1912 29* 25k " 
Aug, 46 40k " Aug. 631 57 

1913 291 25+3 " 
Sept. 55 46 

" 
Sept. 60t 57! 

1914 27t 22k " 
Oct. 48* 41~ " 

Oct. 59 50i 
1915 27* 22-.fg " Nov. 45i 421 " 

Nov. 
~ 43~ 

" 
Dec. 43t 421 " 

Dec. 38~ 
1918 Jan. 45k 431. 1921 Jan. 42i 35k 

" 
Feb. 43* 42t ., Feb. 371 31.3. 

" 
March 46 42t " March 34t 301 I -
April 49* 45* April 36! 321 " " i " 
May 49* 48~ " 

May 35t 33t I 
" 

June 48~ 48~ " 
June 353 33 I 

" 
July 48H 48H " 

July 39: 35* 
" 

Aug. 49t 48H " 
Aug. 38~ 36* 

" 
Sept. 49t . 49t 

" 
Sept. 43i 371 

" 
Oct. 491 49i 

" 
Oct. m 3911-

" 
Nov. 491 48t " .Nov. ~lt " 
Dec. 481 4B-iB- " Dec. 37 



ApPENDIX V, 

Composition, of the Indian Pap~r Currency Reserve, (Figures in lakhs of rupees, ) 

I 
I 

. NOTE CIRCULATION. I COMPOSITION OF RESERVE. 

t 
I GOLD. SILVER. SECURITIES. 

I Last day of Month, Percentage Percentage Percentage Percentage 
,- England. . of of oiGoldand of Securities 

Gross. 

I 
Net •. Active. I Gold to Silver to Silver to to Groes 

In Ont of 'fatal. Coin. Bullion, Total. India. Gross.Note Groes Note Gross Note Note 
! India, India. Treasury Other I Circulation. Circulation. Circulation. Ciroulation, 
I British I Bills. Securities. I I I 

1914, 
March .. , ... 66,12 58,72 49,92 22,44 9,15 31,59 20,53 - 20,53 10,00 - 4,00 47-8 31',0 78-8 21-2 
April ... ... 65,46 59,31 47,99 20,34 9,15 29,49 '21,97 - 21,97 10,00 - 4,00 45'1 33-6 78-7 21'3 
May .. _ ... ... 66,77 59,06 46,79 18,91 9,15 28,06 24,71 - 24,71 10,00 .- 4,00 42'0 37'0 79-0 21'0 
June_ .. ... ... 70,26 61,16 46,34 18,00 9,15 27,15 29,11 - 29,11 10,00 - 4,00 38-6 41-4 80'0 20-0 
July .. _ ... ... 75,45 66,28 45,89 18,36 9,15 27,51 33,94 - 33,94 10,00 - 4,00 36'5 45-0 81'5 18-5 
August ... . .. 65,79 61,59 46,40 6,16 7,65 13,81 37,98 - 37,98 10,00 - 4,00 21'0 57'7 78'7 21-3 
S~ptember ... ... 60,52 58,79 46,45 3,92 7,65 11,57 34,95 - 34,95 10,00 - 4,00 19-1 57'7 76'8 23'2 
October ... '" 60,78 58,82 46,27 6,34 7,65 13,99 32,79 - 32,79 10,00 - 4,00 23'0 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 77'1 22'9 
December ... 

"1 

60,83 58,68 44,83 9,31 7,65 16,96 . 29,87 - 29,37 10,00 - 4,00 27'9 48'3 76-2 24:,8 

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 76-8 23'2 
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 23'5 
March ... ... 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 22'7 
April . .. , ... 60,24 56,37 44,14 7,69 7,65 15,34 30,90 - 30,90 10,00 - 4,00 25'5 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 77'4 22'6 
June ... ... ... 66,48 62,82 44,93 7,77 7,65 15,42 37,06 - 37,06 10,00 - 4,00 23'2 55'7 78'9 21'1 
July .. , ... ... 68,06 60,93 45,07 7,82 6,15 13,97 40,09 - 40,09 10,00 - 4,00 20'5 58-0 78'5 21'5 
August .... . .. 66,41 61,08 45,56 6,34 6,15 12,49 39,92 - 3~,92 10,00 - 4,00 18-8 60-1 78'9 21'1 
Sep~ember ... ... 63,81 58,81 47,26 5,91 6,15 12,06 37,75 - 37,75 10,00 - 4,00 18'9 59'2 78-1 22'9 
October ... ... 63,59 59,51 48,76 7,05 6,15 13,W 36,39 - 36,39 10,00 - 4.00 20-8 57'2 78'0 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-I I 77-4 22'6 
December 62,34 60,99 51,18 12,15 6,15 18,90 29,44 29,44 10,00 4,00 30'3 47'4 

i 77-7 22'3 ... .. - - -
1916. 

January .. .. , 62,42 59,16 50,80 12,74 8,18 20,92 26,02 - 26,02 10,00 ' 1~48 ' 4,00 33'5 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 33-6 37'5 71-1 28'9 
March ." ... 67,73 64.13 53,19 12,24 11,92 24,16 23,06 51 23,57 10,00 6,00 4,00 35'8 34'8 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 30-6 67'5 32'5 
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 65-3 34'7 
June .. _ . ... . ... 71,39 67,94 52,67 12,51 11,92 24,43 22,43 1,47 23,90 10,00 i 9,06 4,00 34'2 33'5 67'7 32'3 





, ~ .~., s.' . - -
NOTII OQWtTLATIOJr. I COMPOSITION OF RIISIIBVII. 

,. 
GOLD. SILVER. SEOUBITIIIS.' 

Lut day of Month. ~ Percentage Percentage PeJ."(lentage PerceJl~ 

I England. of of of Gold and of Securities . 
Grou. Net. Active. " Gold to Silver to Silver to to Gl'08I 

In Out of , Gross Note GrORS Note Grols Note Note 
India. India. I Total. Coin. Bullion. Total. India. 

0 .. " 10 ........... 0irenIati00. CUe_ ... Circulation. 

I 
Treasury British " Bills., Securities. 

1920. 
January ... ... 1,85,15 1,81,67 1,63,41 35,10 11,62 46,72 28,38 11,95 40,33 11),60 82,50 - 25'2 21'8 47'0 53'0 
February ... ... 1,83,03 1,80.~5 1,59,75 41,30 4,65 45,95 29,85 9,14 38,99 15,60 82,50 - 25'1 21'3 46'4 53'6 
March' ... . .. 1.74,52 1,7&32 1,53,78 44,36· 3.45 47,81 33,22 6,63 39,8a 19,59 67,27 - 27'4 22'8 50'2 49'8 
April .•. ... ... 1,70,74 1.69,34 1,50,39 45,38 95 46,33 33,81 5.56 39,37 23,77 61,27 -- ~7'1 23'1 50'2 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 a,6~ ~O,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 - 22'9 36'9 59'8 40'2 
October .. , .. , 1,59,58 1,59,13 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 3.8~ 59,93 68,07 8,35 - 14'9 37'4 52'3 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 52'6 47'4 . 

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 38'5 53'2 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 - 14'5 39'5 54'0 46'0 
April. .. 1,67,32 - 1,41$,51 24,26 24,26 62,45 4,20 66,65 68,06 8,35 14'5 39'8 54'3 45'7 .. , ... - - -
May .. , .. ' ... 1,67,IH - 1,45,62 24,30 - 24,30 62,97 4,20 67,17 67,99 8,35 - 14'5 40'0 54'5 45'5 
June .. ' .. ' .. , 1,71,76 - 1,44,39 ' 24,35 - 24,35 66.87 4,20 71,07 67,99 8,35 - 14'2 41'4 55'6 44'4 
July ... ... ... 1,75,56 - 1,44,40 24,35 - 24,35 70,60 4,21 74,81 68,05 8,35 - 13'9 42'6 56'5 43'5 
August ... ..' 1,76,02 - 1,46,82 24,35 - 24,35 72,19 4,21 76,40 66,92 8,35 

I 
- 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 42'0 
November .. , .. , 1,73,48 - 1,56,00 24,33 - 24,33 74,20 4,21 78,41 6~UO 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 57'0 43'0 

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 - 24,32 171,72 4,55 76,27 67,43 5,85 - 14'0 43'9 57'9 42'1 
March .. , ... 1,74,76 - 1,57,23 24,32 - 24,32 72,96 4,56 77,52 (e)67,08 5.85 - 13'9 44'4 58'3 41'7 
April ... ... .., J,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 44'7 58'8 41'2 
June ... ... ." 1,76,01 - I 1,47,18 24,32 - 24,32 76,17 4,56 80.73 65,12 5,85 - 13'8 45'9 59'7 40'3 
July ... .. , ... 1,80,41 - 1 1,40,28 24,32 - 24,32 

I 
80,53 4,56 85.09 65,15 5,85 - 13'5 47'2 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 - 13'3 48'5 61'8 38'2 



September .. , ... 1,80.76 - 1,49,GO 
I 

24,32 
October ... ... 1,79,63 - 1,50,12 24,32 
November ... ... 1,77,30 - 1,55,00 24,32 
Dec~mber ... ... 1,74,18 - 1,63,14 24,32 

1923. 
January ... ... 1,72,65 - 1.60,24 24,32 
February ... ... 1,73,89 - 1.59,86 24,32 
March ... ... 1,74,70 - 1,61.10 24,32 
April .•• ... ... 1.73,37 - 1.59.96 24,32 
May ... ... ... 1,71,23 - 1,54,09 24,32 
June ... ... ... 1,73,61 - 1,50,32 24,32 
July ... ... ... 1,75,72 - 1.42,60 24,32 
August ... . .. 1,76,30 - 1,41,32 24.32 
September ... ... 1,79.29 - 1.44,10 24,32 
October ... ... 1,80,82 - 1,41,45 24,32 
November ... ... 1,78,30 - 1,57,92 22,32 
December ... ... 1,83,41 - 1,72,48 2232 

, 

1924. 
J'lnuary ... ... 1,84,02 - 1,70,35 22,32 
February ... ... 1,86,19 - 1,73,47 22,32 
March ... ... 1,85,85 - 1,6tl,06 22,32 
AprIl ... ... 1,81.33 - 1,61,07 22,32 
May ... ... ... 1,74,51 - 1,60,64 22,32 
June .•• ... ... 1,72,49 - 1,55,60 22,32 
July ... ... . .. 1,76,24 - 1,41,38 22,32 
August ... ... 1,78,13 - 1,50,48 22,32 
Sept. mber ... ... 1,79.26 - 1,53,93 22,32 
October ... . .. 1,80.98 - 1,64,12 22,32 
November ... ... 1,80,06 - 1.60,22 22,32 
DElcember ... ... 1,79,21 - 1,70,06 22,32 

1925. 
January ... ... 1,81,12 - 1,66,15 22,32 
February ... ... 1,83,72 - 1.68,75 22,32 
March ... ... 1,84,19 - 1,66,55 22,32 
April ... ... ... 1,79,61 - 1,62,86 22,32 
May ... ... . .. 1,73,23 - 1,54,55 22,32 
June ... ... . .. 1,78,25 - 1,49,05 22,32 
July ... ... ... 1.84_30 - 1,40,75 22,32 
Augullt "- -.. 1,88,21 - 1,48,44 22,32 
SElptember _ .. .. - 1,89,51 - 1,60,73 22,32 

(a) Includes Rs_ 8 crores of Internal Bills of Exchange_ 
(d) Inclndes Rs_ 4 crores of Internal Bills of Exchange_ 

I - 24.32 
I 

85,11 4,56 , 89,61 GO,92 5,85 -, 

- 24,32 86,M 4,56 91.10 58,37 5,85 -- 24,32 85,16 4,56 89,72 51,42 5.85 -
- 24,32 82,03 4,56 86,59 51.42 5,85 -

13-5 49-6 63-1 36'9 
13-5 50'7 6,1:,2 35-8 
13-7 50-6 64-3 35'7 
14-0 49-7 63-7 36-3 

I 
- 24,32 80,49 4,56 85,05 57,43 5,85 -
- 24,32 ~1,73 4,56 86,29 57,43 5,85 -

24,32 82,50 4,56 
I 

87,06 57,48 5.85 - -
- 24,32 79,09 4,56 83,65 (8)59,55 5,85 -
- 24.32 79,01 4,56 83,51 51.50 5,85 - : 
- 24,32 81,39 4,56 85,95 51,50 5,85 -
- 24,32 85,48 4,56 90,04 51,51 5,85 -
- 24,32 89,91 4,56 94,41 51,51 - -
- 24,32 92,66 4.83 91,49 57,48 - -
- 24,32 93,48 5,M 99,02 51,48 - -
- 22,32 89,88 5,62 95,50 57,48 3,00 -
- 22,32 80,97 5,64 86,61 (a)65,48 9,00 -

14,1 49-3 63-4 36-6 
14'0 49'6 63'6 36'4 
13-9 49-8 63-7 36-3 
14'0 48-3 62'3 37'7 
H,2 48'8 63'0 37'0 
14'0 49-5 63-5 36-5 
13-8 51-3 65'1 3,1,9 
13'8 53'6 61-4 32-6 
13'6 54'4 68'0 32'0 
13-4 M'8 68-:! 31'8 
12'5 53-6 66'1 33'9 
12-2 47-2 59'4 40'6 

- 22,32 76.49 5,69 82.18 
I 

(a~65.52 14,00 -
- 22,32 74.64 5.70 80,34 (b 6tl,53 14,00 -
- 22,32 74,18 5.82 80,00 (b)69,53 14,00 -
- 22,32 71,50 5,99 77,49 (c)67,53 14.00 -
- 22,32 70,56 6,10 76,66 (d)61.53 14,00 -
- 22,32 72,41 6,18 78,65 51,53 14,00 -
- 22,32 76.23 6,34 82,57 57,35 14,00 -
- 22,32 78,06 6,42 84,48 57.34 14.00 -
- 22,32 79,15 6,48 85,63 51.31 14,00 -
- 22,3~ 80,07 6,47 86,54 57,13 15,00 -
- 22,32 78,13 6,49 84.62 57,13 16,00 -
- 22,32 74,21 6,56 80,77 (8)59,13 17,00 -

12'1 44-7 56-8 43-2 

$ 12'0 43'1 55-1 44'9 
12'0 43-1 55-1 44'9 
12'3 42'7 55'0 45-0 ~ 12-8 43'9 56'7 43-3 ... 
12'9 45'6 58-5 41-5 M 
12'7 46'8 59'5 40'5 ~ 
12-5 47-4 59'9 40'1 
12'4 47-8 60-2 39-8 
12-3 47'8 60-1 39-9 
12'4 47-0 59-4 40'6 
12-4 45-1 57-5 42-5 

- 22,32 71,11 6.56 77.67 (d)61,13 20,00 -
- 22,32 69.51 6,77 76,28 (a)65.13 20,00 -
- 22.32 70,02 6,73 76.75 (a)65,13 20.00 -
- 22.32 67,40 6.77 74,17 (1)63,13 20,00 -
- 22,32 66,95 6,80 73,75 57,16 20,00 -
- 22,32 71,86 6,89 78,75 57,18 20,00 -
- 22,32 77,85 6,95 84,80 57,18 20,00 -
- 22,32 81,79 6,99 88,78 57,12 20,00 -
- 22,32 83,04 7,05 90,09 57_11 20,00 -

12'3 42-9 55'2 44-8 
12'2 41-4 53-6 46-4 
12'1 41-7 53'8 46'2 
12-4 41-3 53'7 46-3 
12'9 42-6 55-5 44'5 
12'5 44'2 56'7 43'3 
12'1 46'0 58-1 41'9 
11'9 47'2 59'1 40-9 
11'8 47'5 59'3 40-7 

-----~ 

(b) Includes Rs. 12 crores of Internal Bills of Exchange. (c) Includes Rs. 10 crores of Internal Bills of Exchange. 
(8) Includes Rs, 2 crores of Internal Bills of Exchange_ (I) Includes Rs. 6 crores of Internal Bills of Exchange_ 



ApPENDIX VI. 

Statement showing highest and lowest market prices of Telegraphic Transfers in Calcutta on London. 

~-----

I .---

I 1920. 1921. 1922. 1923. 1924. 1925. 

--

I Highest. I Lowest. Highest. I Lowest. Highest. I' Lowest. Highest. I Lowest. Highest. I Lowest. Highest. 
I Lowest. 

I - - -~ --~----------

s. d. s. d. s. d. s. d. s. d. s. d. s. d. s. d. s d. s. d. s. d. s. d. 
.January 2 5i 2 3t 1 61 1 41 1 3~1 1 3i 1 5T \r 1 4ti 1 5ti 1 4H 1 GTln 1 5H .. ... "If "3"V 
Februcry 2 lOt 2 7 1 4t 1 3 1 3 23 1 216 1 4~ 1 315 1 ·1 1 ~ 1 6 1· 5H .. "3"V 111 "If rtr ::>"If 

March 2 7t 2 3 1 3H I 2~ 1 313 1 3i~ 1 4 1 1 -1 1 4H- 1 4t 1 5~} 1 527 . . .. "3":1" T1l 3V 
pril 2 4 2 3} 1 31 1 3~ 1 3ti 1 3-z1

g- I 4' 1 4iil" 1 4H 1 4-H 1 ·7 1 513 .. T1l ::>"8" TIr 
:May ... ... 2 3~ 2 ~t 1 321 1 3 1 323 1 31:1" 1 4r~lr 1 ~ 1 429 1 4H 1 G 1 51 ~ .. , ... "3"V 3-V n I1r 
June. ... 2 It 1 1 311 1 3l"lf I 311 1 3i.r 1 41 1 41 I 5~ 1 4N I 6"3"\ 1 5'1 .. nr 111" "If T1l "3"Y 
Julv ... 111 1 81 1 3;' I 3';":1" 1 :-It} 1 31 " 1 4i- 1 4u- 1 5H 1 411 1 6"3")- 1 6T

I
ll' 

.. ... "3"7 "3"":1" 
August 1 101 1 Wi 1 5 1 3ll 1 321 1 3t 1 4ti 1 31~ 1 5H 1 413" I 6~ 1 6"3"\ .. . .. 3"":1" f1l" Tll" 
September ... ... 1 1O~ 1 9} 1 5t 1 41ll" 1 3M I 3t 1 4i 1 4 I 51 1 5..J":I" 1 6~'1 1 61 
October 1 9~ I 6, 1 5t-a- 1 41 1 321 I 31ll" 1 41 1 4.h 1 6"3"\- 1 5H 

"If ... ... 3""":1" - -
November ... ... . . 1 81 1 6j 1 4!ll' 1 3i 1 3ll 1 3j I 53~1 1 417 1 6ill I 5H - -n 
December .. ... 1 6j 1 4t 1 4 I 3t 1 41 I 3~ 1 5i 1 427 1 6A 1 516 - -"If n fir 

.., ... 
Z 

~ 
(") 
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ApPENDIX VIl. 

Statement comparing mOl'ements 0/ gold, sterling and rupee prices and course of Exchange 
since January 1920. . 

-- ---- -------- ----~----------

PUICB IIfDEX NUMBEB. 

Great I Umted IndIA (e) 
Britatn (a) States (6) (July 19H 

(1913 parltY)'l (1913 parity). parity). 

1920. 

---1-
January ... 
F'ebruary 
March 

289 • 233 
303 232 
310 234 

April 
May 
June 
July 
AuguBt 
September 
October ... 

306 ::!45 
305 247 204 291 243 (annual 293 241 
288 231 average). 

284 226 
266 211 

November 246 196 
Decomber 220 179 

1921. 

January ... 
February 
March 

209 170 
192 160 
189 155 

AprIl 
May 
Jllne 
July 
August 
Sept£'mber 
October ... 

183 148 
18~ 145 181 179 142 (annual 178 141 
179 142 average). 

183 141 
170 142 

November 166 141 
Docember 162 140 

1922. 

January ... 
February 
March 

159 138 178 
158 141 179 
160 142 182 

April 
May 
June 

159 143 182 
162 148 187 
Hi:l 150 183 

July 
August 
September 
October ... 

163 155 181 
158 15:> 178 

I 1;)6 153 176 
158 154 177 

November 159 156 178 
December 158 156 176 

1923. 

January •.. 
February 
March ... 
April 
May 
June 
July 
August 
September 
October ... 

160 1:;6 179 
163 157 H;O 
163 159 181 
165 159 178 
164 156 177 
160 153 175 
155 151 170 
155 150 171 
l60 154 17-1 
160 153 174 

November 169 152 177 
December 170 151 119 

------
66596 

I 
I 

I 
I 

I 

. 

RATE 01' EXCHANGE PROM 
CALCUTTA ON LONDON ON 

THE 1ST or TilE MO!l'TH. 

Sterling. Gold. 

s. d. s. d. 

2 37_ 

" 
1 10 

2 8! 1 11]:; 
2 7 1 9}~ 
2 4 1 10i 
2 3i 1 91rr 
2 Ii 1 8~ 
1 81 1 4i 
1 10~ 1 5-?c-
1 10! 1 41'c-
1 9~ 1 3H 
1 7, 1 pi 

1" 
I 61 

• 1 I T'C 

1 5! 1 01 , ,J 
1 4! 1 11 • 1 31 • 1 0' 

" 1 3" 1 OI"'T • 1 321 1 0"' 3!" 3~ 

1 at 1 O! 
1 3tlf o lIt} 
1 31• :r2 o IlJ'!f 
1 411 1 OlJ It; 
1 5l 1 Il 
1 4~ 1 l-r'c-
1 37_ 1 1'":1" " 

1 31 , 
Ttl 1 125 

3:1" 
1 3i 1 12' :rI 
1 31~r 1 127 'J:f 
1 3.'" 1 ]21 

!If 
1 3,'I 1 I" :r2 
1 311 1 2: I" 
1 :I~ 1 2l~ 
1 3!1 1 'J " ofJ -Ttl" 
1 317 1 2..{f J1 

1 31~iI 1 2l'l 
1 311 1 211 

li ':1" 
1 331 1 227 3' 31J 

1 4:r1!" 1 33
9;r 

1 4t" 1 3~ 
1 4 .. l I 1 3' jf 

1 4r
l if 1 311 

3!" 

1 4T1r 1 3 7 lif 
1 !-rlif I 3 ' Tif 
1 4:1" 1 31 
1 4:rl f 1 3iIT 
1 4il" 1 3 
1 43'lJ 1 33'1" 

1 411 1 3~ TB 
1 5i'l 1 3~ 

c 
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~~~~--~-~~~---

PRIOE INDEX NUMBER. 

. \ January ... 
February 
March 
AprIl 
May 
June 
July 
August 
September 
October ... 
November 
December 

January ... 
February 
March 
April 
May 
June 
Jul, 
August 
September 
October .,. 
November 
December 

-

1924. 

... 

... 

... 

... 

... 

... 

.. , 

... 

." 

... 

... 

1925. 

... 

... 

... 

... 

... 
.. 
... 
... 
... 
... 

... 

... . .. 

... . .. 

. .. 

... ... 

. .. .. 

... .. 

... ... 

.. '" 

." ... 

... ... 

. .. ... 

... 

.. .. 

. .. .. 

... ... 

... .. 

... ... 

... .. 

. .. ... 

... ... 

... ... 

-

Great l BrItaIn (a) 
(1913 panty) 

i 

I 
I 

I 

173 
173 
172 
172 
168 
168 
173 
172 
176 
ISO 
179 
180 

177 
177 
174 
169 
165 
162 
165 
165 
164 
161 
160 
158 

(a) Economist Index number. 

- -----
I 

I United States (b) 
(1913 panty). 

151 
152 
150 
148 
147 

, H5 
117 
150 . 
149 
152 
153 
157 

160 
161 

I 
161 
156 
155 

I L!i7 
160 
160 
160 
158 
158 

(b) United States Bureau of Labour Index number. 

IndIa (~) 
(July 19lf 

panty). 

112 
178 
179 
174 
17G 
176 
179 
ISO 
179 
181 
ISO 
176 

171 
172 
1G8 
169 
164 
157 
160 
157 
158 
lGO 
164 
163 

i 
I 

I 
I 

I 

RATE OP EXCHANGE FROM 
CALCUTTA O~ LO~DOII 011 
THE 1ST OP THE MOSTH. 

-- - -

SterllDg. Gcld. 

8. d. 8. d. 

1 5.f~ 1 31
1
0 

1 51 1 3"11 1 4, I I 2 1
a
lf 

1 42
' 

i 1 '1'1 , 
31 -31 

1 411 I 1 3 Ii. 
J 427 1 <)13 

3~ -101" 
1 5 1 3& 
1 51

7
l1" 1 31~ 

1 5 iYj 1 37 

1 521 1 !!; :J!I 
1 6 1 
1 63

1, 1 51'lI" 

1 6-18 1 5H 
1 5ta 1 511 

Ill" 16 
1 5'1 1 5H :JYj 

1 527 1 5'7 3ll 3!1 
1 513 1 52' f1l If 
I 511 1 5U 3!1 
1 63 'f I 1 61

1a 
1 63 • ! 

1 61
1

l1" 
1 63'!I 1 63'9 
1 6ill 1 6,14 

(c) Index: number of wholesale prices In 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 Stlk), 
Hides and SkInS, Metals, Other raw and manufactured articles and Building materials 
(Teak wood). 



APPENDIX 3. 

ApPEYDIX VIII. 

Statem.mt showing loans taIm by the Imperial Bank from Currency and the Bank rate 
and cash position oJ the Bank '/Chen the loans were talen or repaid. 

Repayments Cash balance Percentsge of 
Date. Loan taken of loans (Ita. Bank rate of Imperial C!J,Sh to habl· (Rs. In crorel). 

In crores). per cent. Bank (a) lltles (a). (Re. in crorps). 

----

10th March, 1922 
... 1 

2 - H 17'21 23'82 
27th April, 1922 ... - 2 7 18'04 24'59 

TOTAL 
I 

2 2 ... ••• I 

20th April, 1923 ... . .. 2 - 8 H'oO 19'(1) 
21st May, 1923 ... - 2 ~ 17'65 23'CO 

TOTAL '" I 2 2 
-------

19th December, 1923 ... ... 4 - Ii 17'18 19'90 
28th December, 1923 .. ... 4 - 7 17'04 1(1 ~5 
8th February. 1924 1 - 3 11'90 12',a 
13t.h February, 1924 ... ... 1 - 8 13'15 13'18 
15th February, 1924 ... ... 2 -- 9 13'15 1;\'18 
5th April, 1924 ... ... - 2 9 14'42 1;~'61 
17th May, 19:!4 ... ... - 1 8 17'13 17'07 
19th May, 1924 ... - 1 8 17'13 17'07 
26th May, 1924 - 2 8 18'~2 17'!'6 
31st May, 1924 ... - 2 7 1:)'35 15'70 
19th June, 19:!4 - 2 6 18'3! 19'15 
:.lIst June, 1924 .. - 2 6 ~1'54 22'00 

----
TOTAL ... .. 12 12 

----- ----
23rd December, 1924.. ... 2 - 6 17'1'-2 20'69 
16th January, 1925 " .. 2 - 6 ]8'26 20'65 
6th February, 1925 ... 2 - 7 15'26 16'68 
18th February, 1925 2 - 7 ]5'32 15'97 
30th April, 1925 - 2 7 19'12 18'61 
18th May, 1925 - 2 7 21'50 21'5-1 
23rd May, 1925 - 2 6 21'64 21 71 
26th May, 1925 - 2 6 21'6! 21'71 

• -------
TOTAL ... ... 8 8 

r 
I 

(a) Where the dates of the weekly statement of the affairs of the Imperial Bank are dlfit'rellt 
from those in column 1, the cash balance and percentage figures of the next weekly stcltement 
are given. 

ApPENDIX 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 
Controller 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 crort's and of 7 per cent. for the 
subsequent eight crores, The Bank shall be entitled to deduct from the amount of 
interest payable 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, 

(3) The Local Head Office of the Imperial Bank at Calcutta will present to 
the ControJIer 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. 

56596 02 
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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 
bilh; 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 ImJ\erial Bank under the orders of the Controller to the amount stated in 
the demand promisory nQite on receipt of the documents prescribed in (3) above 
which shall be surrendered on the Bank's repaying the loan with interest. 

ApPENDIX X. 

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

-

Bengal Circle 
Bombay Oircle 
Madras Circle 

TOTAL 

Bengal Oircle 
Bombay Oircle 
Madras Oircle 

TOTAL 

1920. 
\ 

2nd 
Half 
Year. 

Rs. 
14,21 
4,39 

12,58 

31,18 

DEMAND DRAFTS PURCHASED. 

(In lakhs of rupees). 

1921. 
I 

1922. 
I 1923. 

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

Rs. Rs. Rs. Rs. Rs. Rs. 
5,10 17,36 9,65 18,98 16,13 27,07 
4,78 9,72 9,50 11,00 18,92 18,91 

10,31 10,95 13,29 11,75 16,30 10,50 

20,19 38,03 32,44 41,73 51,35 56,48 

DRAFTS AND TELEGRAPHIC TRANSFERS PAID. 

12,14 16,95 17,42 22,64 I 24,54 22,34 22,80 
5,48 16,71 17,15 21,80 

I 

20,02 26.38 ·25,03 
7,03 9,31 8,82 10,16 I 7,47 9,39 9,30 

I 

24,65 42,97 43,39 54,60 
I 52,03 58,11 57,13 

ApPENDIX XI. 

I 
1924. 

1st 2nd 
Half naIf 
Year. Year. 

---

Rs. Rs. 
23,66 33,54 
28,66 17,8i 
18,30 12,55 

70,62 63,93 

26,99 31,31 
30,94 27.10 
12,43 9,96 
-----
70,36 71,37 

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

Council SterlIng Conncil Sterling 
sale purchases sale purchases 

Date. Rate. (m thou. (m thou- Date. Rate. (in thon. (in thon. 
eands of sands of sands of sands of 
rupees). ponnds). I rupees). ponnds). 

I 

i 

I 
s. d. 8. d. 

I 1st May, 1923 ... 1 41 - 50 9th June, 1923 ... 1 4-k - 25 
Do. 1 4lg - 50 12th June, 1923 •.. 1 431![ 20,20 -

2nd May, 1923 ... 1 4i\r - 105 Do. 1 4i 9,80 -
4th May, 1923 1 4-r\- - 50 16th June, 1923 ... 1 4 r. - 25 ... 3![ 
8th May, 1923 ... 1 4k 4.29 - 18th June, 1923 ... 1 4-Iv - 125 

Do. 1 4"G" 25,71 - 19th June, 1923 ... 1 4;1 19,10 -
15th May, 1923 ... 1 4-llf 15,00 - Do. 1 4t 20,90 -

Do. 1 4:r\ 15,00 - 26th June, 1923 ... 1 4i 7,35 

I 
-

22nd May, 1923 ... 1 4llr 16,00 - Do. I 41'J" 32,65 -
Do. 1 4:r\ 5,00 - 3rd July, 1923 ... 1 4-:r'i 21,79 -

29th May, 1923 ... 1 4llr 25,39 - Do. 1 .of} 15,21 -
Do. 1 4-:r~'J" 4,61 - Do. 1 436y , 3,00 -

5th June, 1923 ... 1 4"G" 22,16 - 5th July, 1923 .. , 1 4l¥ I - 25 
Do. 1 43'\ 7,84 - I 6th July, 1923 ... 1 4/9 : - 250 , 

I 



Date. 

7th July, 1923 
10th July, 1923 ••• 

Do. 
17th July, 1923 ••• 

Do. 
24th July, 1923 ... 

Do. 
31st July, 1923 .•. 
7th Ang., 1923 ... 
14th Aug., 1!?23 .•. 
4th Sept., 1923 •• , 

Do. 
8th Sept., 1923 ••. 
10th Sept., 1923 .•. 

Do. 
11th Sept., 1923 •.. 
17th Sept., 1923 ... 
18th Sept., 1923 •.. 
20th Sept., 1923 ••• 
21st Sept., 1923 •.. 

Do. 
Do. 

22nd S~pt., 1923 ... 
25th Sept, 1923 .•. 

Do. 
26th Sept., 1923 ... 
2nd Oct., 1923 ..• 
8th Oct., 1923 •.• 
9th Oct .• 1923 .•• 
11th Oct., 1923 ..• 
15th Oct., 1923 ••• 
16th Oct., 1923 ••• 

Do. 
17th Oct., 1923 .. . 
20th Oct., 1923 .. . 
22nd Oct., 1923 ..• 

Do. 
Do. 

23rd Oct., 1923 •.• 
Do. 

24th Oct., 1923 •.. 
26th Oct., 1923 ••• 

Do. 
Do. 

27th Oct., 1923 ... 
29th Uct., 1923 •.. 
31st Oct., 1923 ... 
6th Nov., 1923 .. . 
10th Nov., 1923 .. . 

Do. 
12th Nov., 1923 ... 
13th Nov., 1923 ... 

Do. 
16th Nov., 1923 ... 
17th Nov., H)23 ... 

Do. 
19th Nov., 1923 ... 
20th Nov., 1923 ... 

Do. 
24th Nov., 1923 ... 

Do. 
26th Nov., 1923 ... 
27th Nov., 1923 ... 

Do. 
29th Nov., 1923 .. . 
30th Nov., 1923 .. . 

Do. 
4th Dec., 19~:1 ... 

Do. 
27th Dec., 1923 ... 

Do. 
1st Jan., 19U 
12th Jan., 1924 ... 

611696 

Rate. 

Council 
ale 

(lD thou. 
eauda of 
rupees). 

27,30 
12,70 
18,8!) 
2],11 
27,20 
12,80 
9,00 
5,00 

25,00 
6,67 

13,33 

20,00 

30,00 

1,00 
29,00 

30,00 

50,00 

25,00 
25,00 

40,00 
10,00 

1,00,00 

15,50 
84,50 

42,86 
57,14 

10,00 
1,15,00 

26,00 
1,00 

50,00 

APPENDIX 3. 

Sterling 
purchases 
(in thou· 
ands of I 
pounda). 

25 

Date. 

22nd Jan., 1924 .. : 
23rd Jan., 1924 .. . 
24th Jan., 1924 .. . 
25th Jan, 1924 .. . 
5th Feb., 1924 
14th Feb., 1924 ... 

Do. 
15th Feb., 1924 .. . 

- I 16th Feb., 1924 .. . 
- 18th Feb., 1924 ... 

250 
305 
25 

130 

385 
250 
35 

275 
200 

245 

140 

10 
100 

225 
370 
405 
560 
300 

12th Mar., 1924 .. . 
24th Mar., 1924 .. . 
25th Mar., 1924 .. . 
9th April, 1924 .. . 
10th April, 1924,.. 
11th April, 1924 . 
12th April, 1924... 
14th April, 1924... 
15th April, 1924... 
16th April,1924,.. 

Do. 
17th April, 192.J. ... 
22nd April, 1924... 
23rd April, 1924... 

Do. 
24th April, 1924 ... 

Do. 
Do. 

25th April,1924,.. 
14th May, 1924 ... 

Do. 
29th May, 1924 .. . 
30th May, 1924: .. . 
7th June, 1924 .. . 
9th June, 1924 .. . 
10th June,1924 .. . 
13th June,1924 .. . 
14th June, 1924 ... 

Do. 
16th June, 1924 ... / 

Do. 
17th June, 1924 ... 

Do. 

100 
200 
250 
150 
100 
155 
250 

I 14th July, 1924 ... 
! 15th July, 1924 ." 

I 
Do. 
Do. 

17th July, 1924 ... 
Do. 415 

150 
250 

Do. 
18th July, 1924 ... 

- i Do. 
- 21st July, 1924: ... 
250 I 

2j() 
500 
300 

500 
200 
100 

Do. 
22nd July, 1924 ... 

Do. 
23rd July, 1924 ... 
2~;h Jul,., 1924 .. . 
4th Aug., 1924 .. . 
20th Aug., 1924 ... 

Do. 
21st Aug., 1924 ... 
4th Sept., 1924 ... 
8th Sept., 1924 .. . 

400 9th Sept., 192.J. ... : 
400 .1 11th Sept., 192'... I 
400 12th Sept., 1924 ..• 
- I 13th Sept., 1924 .. . 
- I 15th Sept., 1924 .. . 
500 I 16th Sept., 1924 ... 
175 f 17th Sept., 1924 ... - I Do. 
100 I 18th Sept., 1924 ... 

t 

Rate. 

CounoII 
sale 

(In thou. 
eanda of 
rupees). 

35,00 

1,50 

-I 

37 

Sterling 
purchases 
(lD thou. 
sanda of 
pound3). 

OJ 

50 
415 
25 

440 
75 

130 
275 
30 
85 

150 
390 
255 
515 
25 

170 
625 
200 

55 
290 
130 
150 
350 
445 
575 
620 
250 
475 
180 
295 
150 
115 
300 

80 
175 
250 
100 
200 
300 

75 
400 
305 
600 
450 
50 

100 
450 
100 
200 
300 
150 
75 

200 
250 
25 

250 
505 
300 
620 
200 
175 
275 
250 
175 
250 
75 
50 
50 

145 
350 
600 
600 
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-------- ----- -- -- -- --- -- ---- -------------- - -----
CounClI SterllDg CouncIl Su.'rhng 

sale. purchases sale. purchMe 
Date. Rate. (In thou- (10 thou- Date Rato. (In thou- tIn thou 

sands of sands of sands of lland. of 

s. 

rupees). pounds). rupees) pound_) 

I 
8. d. 8. d. 

19th Sept., 1924 . 1 5H - 3()J 10th Feb., 1925 ... 1 6 25,O() -
Do. 1 5~ - 300 17th Feb., 1925 .. 1 6 49,50 -

20th Sept., 1924 ... 1 5 11 - 575 2Hh Feb, 1925 ... 1 6 1,00,00 -3"T 
22nd Sept., 1924 ... 1 ·21 - 20a 3rd Mar., 1925 1 6 1,00,00 °3T -

Do. \ 1 5" - 50 10th Mar, 1925 ... 1 6 4,00 -f1J 
24th Sept., 1924 ... 1 i>H - 475 l:ith May, 1925 .. 1 6 - 475 

Do. 1 ~2' - 400 29th May, 1925 .. 1 6 - 400 • 1fT 
27th Sept., 1924 ... 1 5~ - 300 30th May, 192'1 ... 1 6 - 111 
30th Sept., 1924 ... 1 5H 20,00 - 2nd June, 1925 .. 1 6 - 70 

Do. 1 52A 24,06 - 4th Jane, Hl25 1 6 - 105 13T 
Do. 1 51 5,!!4 - 5th June, 1925 ... 1 6 - 750 

2n<1 Oct., 192-1 ... 1 513 - 600 6th June, 19'25 1 6 - 1,330 I1l . . 
Do. 1 527 - 300 Do. 1 631~ - 155 3"1" 
Do. 1 5~ - 135 8th June, 1925 ... 1 13 3

1
1 - 370 

3rd Oct., 1924 .. 1 5k - 565 9th June, 1925 1 ti3'~ - 925 
Do. 1 5U - 700 Do. 1 6 1 

lIT - 35M 
Do. J 51 r. - 425 10th June, 1925. 1 6. la - 568 • T~ 

4th O(·t., 1924 · . 1 5# - 205 Do. I 63"~ -- 205 
6th Oct., 1924 1 5'1 - 125 22nd June, 1925 ... 1 6.11]" - 125 ... 3"!r 
7th Oct., 1924 · . 1 6~ 10,00 - 23rd June, 1925 .. 1 6.1

([ - 960 
Do. 1 6~ 25,33 - 24th June, 1925 ... 1 63"';' - 1,:U5 
Do. 1 6l"2" 14,67 - 2Mh June, 1925 .. 1 6k - 330 

8th Oct., 1924 .. 1 6-1!!" - 500 4th July, 1925 . .. 1 6~ - 445 
Do. 1 6 ' - 500 6th July, 1925 1 6A - 715 TIT ... 
Do. 1 6-h - liOO 9th July, 1925 1 13k - 50 
Do. 1 6! -- 500 10th Julv, 1925 ... 1 6l - 190 

9th Oct., 1924 .. 1 6.t - 600 11th July. 1925 . 1 13k -- 75 
Do. 1 

6;"2" I - 1320 28th July, 1925 .. 1 6~ - 125 
Do. 1 6ill" - 380 29th July, 1925 ... 1 6~ - 80 

.14th Oct, 1924 .. I I 6a-\- 25,00 - 30th July, 1925 . 1 6~ - 25 
Do. 1 6 25,00 - 3rd Aug., 1925 ... 1 6} - 60 

17th Oct., 19.24 ... 1 6n - 480 5th Aug., 1925 . .. 1 6~ - 10 
Do. 1 6t -- 215 6th Aug., Hl25 ... 1 13k -- 50 

18th Oct, 192-1 ... 1 6k - 300 7th Aug., 1925 .. 1 61 - 130 
" 20th Oct., 192-1 ... 1 6A - 600 8th Aug., 1925 . .. 1 61 - 30 8 

21st Oct., 1924 ... 1 6 56,00 - 10th Aug., 1925 ... 1 6~ - 125 
Do. 1 6l~ 8,00 - 11th Aug., 1925 .. 1 6i -- 35 
Do. ... 1 6A 10.00 - 18th Aug., 1925 .. ] 6i - 20 

:llith Oct., 1924 ... 1 b 57,02 - 20th Aug., 192;:' .. ] 6-1 - 130 
Do. " . 1 6iT 41,98 - 21st Aug., 1925 .. 1 6i -- 90 
Do. ... 1 6Tl~ 1,00 -- 22nd Aug., 1925 .. 1 61 - 90 

30th Oct., 1924 ... I 1 ST'Ir - 205 24th Aug., 1925 .. 1 6k - 665 
4th Nov., 1924 1 S 5,00 - 25th Aug, 1925 .. 1 61 - I 590 II 

Do. 1 5d! 17,00 - 26th Aug., 1925 .. 1 6i - 540 ... 3"!!" 
22nd Nov., 1924 ... 1 Sl~ - 310 27th Aug., 1925 ... 1 Sk - 705 
~4th Nov., 1924 ... 1 ST's- - 145 Do. 1 til. - 70 
25th Nov., 19U ... 1 Si"2" 8,00 - 28th Aug., 1925 .. 1 Sr. - 920 :n 
2Sth Nov., 1924 ... 1 6fi - 215 29th Aug., 1925 ... 1 6 " - 2,290 3t 
27th Nov., 1924 ... 1 6-l~ - 20 JIst Aug., ] 925 .. 1 G ' - 175 lll" 

28th Nov., 1924 ... 1 ST'~ - 10 1st Sept., 1925 .. 1 li rIo - 30 
29th Nov., 1924 .. 1 61ll" .- SO 5th SEpt., 1925 .. I 6rlr - 30 
1st Dec., 1924 .. 1 ST'Ir - 300 7th Sept., 1925 ... 1 SI'l!" - 175 
2nd Dec., 1'124 .. 1 Sn 2,00 - 8th Sept., 1925 . 1 61'u- - 50 

00. 1 6TI~ 33,S1 - 10th Sept., 1925 . 1 li 1 - I 290 .. Til" 

Do. 1 6 1 6*,39 - 11thaSept., 1925 .. 1 ti.'/!" - 48.j ... 3"1" I 
31'<1 Dec., 1924 1 SJrlif - 10 12th Sept, 1925 .. 1 G 1 - 490 .. I/!" 
16th Dec., 1924 .. 1 6 30,00 - 14th Sept., 1925 .. 1 Sl\ - 1,080 
18th Dec., 1924 ... 1 SII~ - 275 15th Sept., ] 925 .. 1 (i r'u- - 463 
19th Dec., 1924 ... 1 Sh - 600 16th Sept., 1925 .. 1 61

3
1f - 425 

Do. 1 6n - 226 28th Sept., 1925 . 1 611:- - 200 
20th Dec., 1924 ... 1 6n - 300 29th Sept., 1925 ... 1 6/~ - 150 

Do. 1 H - 50 30th Sept., 1925 ... 1 6l/!" - 100 
22nd Dec., 1921 ... 1 6t - 150 3rd Oct., UJ25 .. 1 {iT'ff - 20 
2ard Dec., 192-1 1 SrlG 50,0,) - 7th Oct., 1925 1 {i r'ii - 100 

Do. · . ,1 6f!!" 27,67 - 9th Oct., 1925 .. 1 ti J~, - 100 
Do. 1 Ii} 22,33 - 10th Oct., 1925 1 "lIT - 47;:' 

27th Dec., 1924. 1 6l1" - 425 I 
12th Oct., 1925 1 6.'n - 100 

29th Dec., 192-1 1 6lf - 2,220 I 14th Oct., 1925 .. 1 
~:, I - 555 

30th Dec., 1!124 ... 1 13k 50,50 - 15th Oct., 1925 0- 1 - 345 
Do. .. I 63"\- 21,00 - 19th Oct., 1925 1 61'IT - 670 

8th Jan., 192;:' 1 Sll!" - li);j 20th Oct., 1925 1 {il'. I - 485 
27th Jan., 1925 ... 1 6 :>5,00 - 21st Oct., 1!125 .. 1 6 ' - 190 III I 

Do. ... 1 S~ 20,00 - J 
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APPENDIX 4. 

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

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

. Desirabil~ty 01 and conditions requisite lor 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. So long, 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 through 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 S'old 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. B:s i~ involved In th.is is worth. taking i!l view. ?f t.he great advantages of 
stabIlIsatIOn, and the mam problem mvolved m stabIhsatIOn becomes the fL'(ation 
of a rate which will be in the best interests of India as a whole and which can be 
maintained effectively .. 

2. Present Position 01 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 subseq,uently at 28. sterling having 
failed, the policy during the years immediately followmg 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 Is. 4d. sterling was reached effectively 
by Januarv 1923, though the Is. 4d. gold level was not reached until about October 
1924. At that time the sterling exchange was approximately at Is. 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 Is. 6d. sterling (more recently above the upper gold point of approximately 
Is. 6it-d.), but the simultaneous rIse in the sterling dollar exchange has made 
Is. 6d. sterling approximately the same as Is. 6d. gold. 

3. Prices.-Since the result of fixation of an exchange level above the present 
rate may be assumed to be a ~owering of ~nternal pri~ in Indi~ and conv~rse~y 
the fixation of a lower rate wIll mean an mcrease of mternal prIces, attentIOn IS 
invited to the comparative statement of prices included. i~ the separate historical 
Memorandum which has been presented to the CommISSIOn. The general level 
of pril'es, which remained remarkably steady throughout the years 1922, 1~23 
and 1924, lias in the current year shown a downward tendency m harmony WIth 
sterling prices, and is now in t~e neighbourhood of ~O pe~ 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. 

D65~6 C i 
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The prICes for July, 1914, are reprcsented by the figure 100. 

CALCUTTA: 

Food grains. 
Cereals. Pulses. 

138 128 

Wholesale prices in ~tUf}U6t 1925. 

Sugar. 

159 

Tea. 

138 

Other food 
articles. 

174 

Oil seeds. 

H8 

Jute raw. 
134 

Cotton raw .• 
215 

Jute manufactures. 
1,7 

Cotton manufactures. 
250 

All commodities. 
157 

Makmg due allowance for the Inevitable margin of inaccuracy in all ~Udl 
figures, It may at any rate be said that the level of food grain pnces IS apprccwbly 
below the general level. In this connection the unusual sequence of tour good 
monsoons has to be taken into account. Certam classes of other agricultural 
produce, however, e.g., raw cotton, are standing at a much higher level. 

As m all other countrIes there has been a general break away from the PrICC 
levels current before the war, though the maximum divergence In IndIa has becu 
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 beeu 
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 m India are agriculturists. The 
agrIculturist, in S()J far as his money debts are concerned, has benefited by the risc 
in prices, since agricultural produce will bring in more rupees now than in H114. 
The lowering of exchange to Is. 4d. would give him a further additional advantage. 
The rise to the Is. 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 In prices. A particular class of such debts is 
represented by the land revenue which is ordinarily settled for a period of 30 y~ars 
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 Heport, 
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 al:} 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 burplus 
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 gDld 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 wide&t 
sense) must eventually balance if the country is to continue to pay its way and 
it is impossible indefinitely to stimulate one at the expense of the other. So far 
as particular classes of the community are concerned, the efiects in the long run 
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are not large except in so tar as those on ~ed salaries and wages a~e con~rned 
who may 1111d difhculty in efie~tlllg a readJ.ustment oomme~surate wIth a hIgher 
level of pnces. These conclUSIOns must, of course, be quahfied by the stat:ement 
that the larger the alteration in the level of exchange attempted, the more difficult 
becomes the process of readjustment. The immedIate effect until readjustment 
has taken place may, however, be considerabl~, since wages ten~ to lag behind 
prices, and long term contracts are not susceptible of speedy rea~Justmel!-t: The 
producer theretore, so far as he is not h!lndlcapped by any sp.ecI!l1 condItI<;>ns of 
his position or tenure will, If ex~h.ange IS low~red, tend t? gam m the perIod of 
readjustment. Similarly, the raIsmg of exchange to a ~l1gher level than Is. 6d. 
would during the period of readjustment operate to the dIsadvantage ~f producers 
and those engaged in industry, an.d there is no reason to expec~ ~hat thI~ temporary 
disadvanta ooe would be offset, as It was when exchange was. rIsmg durmg 1924, by 
any corresponding rise in. sterlin.g pri~s or iD; world prices gen~rallr· It. is 
largelv for this reason and m conSIderatIOn partIcularly of the speCIal difficultIes 
with which industries in certain parts of India are taced, that the Government 
of India took the view that a rise in exchange above Is. 6d. was undesirable. This 
view has received added strength in recent months in oonsequence of the downward 
tendency of Indian prices, since the fixation of exchange above Is. 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 Is. 6d. to the Rupee 
for theIr sterling expenditure. The nett sterling expenditure of the Central 
Government charged to revenue in the current year's Budget (excludmg Railway 
expenditure which under the scheme of separation of H,aIlway finances does not 
enter dIrectly mto the general Budget) was £18,941,100, and the increase in 
Central expenditure if exchange were taken at Is. 4d. would be 3,16 lakhs. In 
the Iuulway Budget the increase which would similarly have to be allowed for 
In their sterling expenditure would be Rs. 1,01Iakhs. Further, the expenditure 
charged to capItal would have increased by Rs.l,68 lakhs under H.ailways, 
21 lakhs under Posts and Telegraphs and !<.s.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 3,161akhs mentioned above. Assuming further that 
prires 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 
extent on those of local Governments) would be consIderable, and so far as the 
current year IS concerned, the fixation of exchange at Is. 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 
!las 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 'Dalorem 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 proreeds of land revenue (which is 
'Provincial) could not, as shown above, be augmented except over a prolonged 
period. But it is at any rate safe to say that while the immediate loss would 
b~ 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 mutandis, to the immediate and ultimate 
gain to Government revenues from the fixation of a higher rate than Is. 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 hkely to foHow before the rate selected is reached. Although conditions 
at present appear to point towards strength in the exchange during the conllng 
busy season, a pohcy of allowlllg 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 Is. 3d. even to the pre-war level. For a prolonged 
period Counilll 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 raise\! during this period. It might well be that the establishment of a 
higher rate than Is. 6d. would again involve borrowci.ng in England or drawing 
on the sterling reserves. A period (or succession of periods) of exceedingly 
tight money in India would certainly result a~d a serious disfocation of trade 
could scarcely be avoided. 

Another factor whIch would begin to operate would be the increased induce­
ment offered to Import 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 brmging _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 of Government's resources being insufficient to maintain exchange, if there 
were a series of bad seasons. 

The movement to a rate below Is. 6d. would probably occur very rapidly. 
There is always a considerable amount of latent demand for remIttance to 
England and If the decision to adopt a lower rate were announced remitters 
w1()luld at once endeavour to obtain the best price for rupees which they could 
get until the rate announced was reached. T.oe tide would then turn the other 
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 Is. 6-h-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 01 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, H fine, and with 
exchange at Is. 4d. the melting point of the rupee is reached approximately 
when silver prices rise above 43d. per standard ounce in London. With 
exchange at Is. 6d. the melting point is 48d. and at Is. 8d., 54d. 

The price of silver before the war from 1893 to 1914 varied between 38~d. 
(the highest in 1893), and 21* (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 30id. In the last financial 
year the fluctuations were between 36nd. (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 43d 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 sutficient m 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 
retaimng 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 e~ected without ~ ~ub­
stantial tightening of the money market and dangers (WhICh are not neghgible) 
to Indian mdustrles (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 corne 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 
nothin~ 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. It examines the defects 
in the pre war system of currency and exchange, and the possible methods of 
remedymg these defects. Throughout the memorandum it IS 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. JIain De/ects 0/ the Pre-TV ar Currency and Exchange 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 
rupE'e. 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. 4ld., but there was no statutory safeguard against 
a fall in the rate of exchange below the lower gold point. In pr~ctice, such 
a fall in the rate of exchange was prevented by the sale of Reverse Councils, 
but Government were under no statutory obhgation 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 
reajising 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. ~llfethods 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 raisiug 
the par o~ the rupee exchange or by decreasing the weight or fineness of the rup~. 
Recent hIstory has shown conclusIvely that there are insuperable practical difli­
eulties 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 fineness 
of the rupee was exammed 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 im:{>racticable as long as the rupee is full legal tender. The only 
methC\d of remedymg 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.g., it would be possible to prescribe by statute that currency 
notes should be payable on demand in rupees or in foreign exchange at the OptioIl 
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 exchan9'e might be 
defined as transfers at the par of exchange on London or on prescribed 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 s:ystem would be a real gold exchange standard, as it would 
involve a statutory obligation to give in exchange for rupees a foreign currcncy 
which would be the equivalent of gold, and it would probably be as satisfactory a 
method of remedying aefects (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 iWere 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 hereafte~, beca?se 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 witli 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 witli 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 impossible 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 liere. 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 outst.anding 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 ~ilver 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 III the event of a return of rupees from 
circulation. An attempt will be made in the memorandum dealing with the 
question of hand ins 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-1 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 I~dia. 

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 oj completely 
Remedying Dejects 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 
gold at rates corresponding roughly to the par of exchange. It is Impossible, 
however, 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 
ourrency is not introduced, defects in the Indian currency and exchange system 
must remain indefinitely. There is, moreover, reason to suppose thatJ the 
introduction of a gold currency would hasten the attainment of the -ideal 
system, as the fact that notes were ooiIlvertible into gold and not merely into an 
overvalued silver coin would tend to increase confidence in the note Issue 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 oj 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 is 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 undel'­
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 oj 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 



46 ROYAL COMMISSION ON INDIAN CURRENCY AND FINANCE: 

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 oontaming 
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. 

(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 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. Extent 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 :-

(a) 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 nec('$sary 
to provide gold or gold securities of the value of about 200 crores. 

(b) 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), i.e., that half the exchange value 
of the rupees would be realised. 

(0) 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 gro&~ 
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. 

(d) 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 geM and sterling securities equal to 50 per 
cent. of the gross circulation. 

(ii) 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 1895 crores, the figure at 
which it stood on the 30th September, 1925, the amount of gold and sterlinO" 
securities required for the Paper Currency Reserve would be- 0 

(i) During stage (I)-Gold and sterling securities 569 Cl'ores 
(ii) Eventually-Gold 569 

Sterling 37'9. 
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On the 30th September, 1925, 29'7 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 WOIIlld 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 fOor 
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 
(I) would be that Government would have to supply to the bullion market the 
gold imported under 'present oonditions 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 woold 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 
purpose of remitting the Home charges, as exchange would automatically be 
kept 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 probablv 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) 
52 8 crores, of which 29'7 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 crares, or £15 millions, of the sterling reserves 
into gold to meet the first demand. The gold and sterling reserves available for 
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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 croreR, 
or £7 5 millions. 

15 The period which would elapse between the introduction of stages (I) 
ancJ (II) 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 upon as soon as the Government reserves of gold had accumulated to an 
extent sufficient to enable g'Old 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 neccsRary 
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 foil' 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 rupecfI 
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 croreR, 
the difference between the amount of gold in the Paper Currency Reserve as 
finally constituted and the amount of gold at present held in the Paper Currency 
Reserve, i.e., 137·2 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 yery serious consideration (the .amount of fine 
silver III 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 0/ Introducing Gold Standard.-Finally, there is the question of 
thp cost of the scheme which may be dealt with under the following heads :-

(a) The net cost 0/ con1Jert'tng sil1Jer rupees into gold.-The real assets 
held in the Government reserves at present are :-

Gold and sterling securities in the Paper Currency 
Reserve ... ... ... .. ... ... ... . 

Sterling securities in the Gold Standard Reserve ... . 
Value of silver in the Paper Currency Reserve (at 24 pence 

per standard ounce) ... 

Total 

Crores. 

56'4 
533 

45 

154'7 

Assuming that 90 crores of Government rupee securities would be 
held in the reserve as finally constituted, 995 crores of the above aSEets 
would be used for the new reserve, leaving 55'2 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 coot, 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 
intrrest on (80-426) = 37'4 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 
goM 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 ('onvert 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 mto gold shortly 
after the introduction of the scheme, involving a further loos 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 recU1:ring cost at 5 per cent. would be 
75 lakhs. During the first five years, thereIore, the average recurring cost 
would be 90 + 75 = 165lakhs. 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 CTores per annum, but it would probably be advisable 
to ('onvert the excess gold securities into gold gradually. If this were done. 
the annual cost during the second five years would gradually rise fro'll 
90 lakhs to 112Iakhs, the final recurring cost. 
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21. Nature of the Gold Coin.-A subsidiary question for consideratioll is the 
nature of the gold coin to be introduced. From the point of view of the workillg 
of the system i~ is of little importance whether the sovereign o! a new dibtin~ti,e 
coin. representmg so many r?pees be adopted, and ~he qu~stlan ca~ be d~cl~led 
wainly on grounds of expedIency, due deference bemg paId to IndIan OpllllOll. 
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 contmue 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 
medi~m 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 Mmt 
in India with all its incidental disadvantages. 

(b) The putting of the sovereign into circulation almost neccssanly 
imphes that the rate of exchange would be fixed so that there would be an 
even number of rupees to a sovereign, 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. 

It 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 
teal. (If exchange were fixed at Is. 6d. the new coin would then be the equivalent 
of £1 lOs). 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 £17i 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 ;-

(a) 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 staJldard 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 unliinited legal tender. 

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

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

. (d) The dr~in of gold to India and the sale of large quantities of silver 
mIg~t hav~ serIOUS world Gonseque~ces, 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 Wtanorandum 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. 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 
[ndia, 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:-

(a) 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. 

(c) 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. Extent of Bank's Control over the Paper C1/)rrency Reserve.-In order 
Lhat these advantages may be derived the Imperial Bank must clearly be given full 
control within statutory limits of the note issue 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 
::ts good as the c, 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 Respon...nbility for Maintenance of Exchange 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 oy the Government of India, viz. :-
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(a) 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. 
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These functions necessarily overlap one another, and the function of manag· 
ing the note-issue. ~overn.ment's ability to control. excha~ge is ~arg~ly due, to 
the magnitude of theIr sterlmg purchases to meet th~Ir sterh~g o~hgatlOns. 1 he 
constitution of the Paper Currency Reserve from time to time IS dependent OIl 

the exchange operati~ns of Government, and the amoun~ 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 th'e Paper Currency Reserve, it must take, at any rate, a part of the respon­
nbility 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 would b~ 
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 paragra phi to 
outline possible schemes showing the responsibilities which the Bank might 
undertake, and the constitution of its reserve :-

(a) With a gold exchange standard. 
(b) With a gold standard under which gold coin and note~ would bt' 

the only forms of unlimited legal tender currency. 

7. A Gold Exchange 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 Babmgton-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 ;n 
rupees or in foreign exchange at the option of the presenter, provided that, 
if payment were demanded in foreign exchange, the Bank might make :t 
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 foreign 
banks in countries outside Great Britain, and the Governor-General III 

Council should be authorised to prescribe by notification from time to time 
t~e. foreign banks on which transfers would be issued, subject to the con­
dItion that at least one such foreign bank situated in a country havinO' ~ 
gold standard currency must be so prescribed. 0 

!f. 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 

SlIver 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 :-

. . (a) The invested portion of the rp"serve 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 Heserve, 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 cur~ency of not more than three months, or other self.-liquida~i!lg 
securIties, but the amount of the Government of IndIa securItIeS 
should not exceed 40 crores. 

(c) The rel!lainder of t.he securities should ~t: in the for~. of 
short-term BritIsh or Colomal Government secuntIes, or secuntleg, 
of the Government of any country in which a foreign bank notified 
by the Governor-General in Council in accordance with (D) above 
is situared, or trade bills drawn in India in sterling and having a 
currency of not more than three months. 

(d) Of the metallic holding, not more than 50 crores should be 
In the form of silver rupees, or silver bullion valued at purchase 
price, the remainder being in the form of gold coin or gold bullion. 
The metallic reserves should be located entirely in India, except that 
gold or silver purchased outside India might be held outside India 
for a period sufficiently long to allow for shipment. 

N.B.-As the existing power of the Governor-General to issue 
Ordinances would remain, the statutory reRerve could be varied in 
exceptionally grave emergencies. 

(G) Government should maintain a separate reserve, mainly in gold 
and sterling securities, to provide against a return of rupees from circu­
lation. The constitution of this reserve, which might be called the Reserve 
for the redemption of rupees to distinguish it from the Gold Standard 
Reserve, and the method in which it should be used, are dealt with below 
[vide paragraphs 9 and 10 (2) and (5)]. 

(H) Silver rupees should ordinarily be given by Government on demand 
to the Bank in exchange for silver bullion, without seigniorage, on pay­
ment to Government by the Bank of the difference between the currency 
value and the bullion value of the rupees. .Government should also under­
takE" to receive back silver rupees from the Bank subject (except in the case 
of a prolonged continuous return of rupees from circulation), to a charge 
equivalent to the cost of melting and refining the rupees and to pay the 
Bank in sterling the exchange value of the rupees so received. Government 
would obtain the sterling required to :eay for rupees so received by drawing 
on the Reserve for the redemption of sIlver rupees maintained in accordance 
with (G) above and would hold the rupees temporarily in this reserve. If 
the return of rupees from circulation proved temporary and was succeeded 
by an absorption, leading to a demand by the Bank on Government for 
rupees, the Bank should take back rupees up to the amount previously 
presented to Government and pay their exchange value in sterling, before 
they would have the option of obtaining rupees in exchange for silver 
bullion. If the return of rupees from circulation went on so long that the 
number of rupees held in the Reserve for the redemption of silver rupees 
became unduly large, Government would melt the excess rupees and sell 
the silver obtained from them in such a way as to obtain sterling to place 
in the Reserve. The Reserve for the redemption of rupees would bear the 
loss involved in the difference between the exchange and bullion value of 
the rupees so melted and sold. 

(I) The Ba~k should un~ertake to keep the India Office supplied with 
funds for meetmg the sterlIng charges of Government. (This point is 
dealt with in more detail in paragraph 16 below.) 

8. Method of providing necessary Reserves.-The distribution of the present 
Government reserves' between the Bank Reserve against its note-issue and the 
Reserve for the redemption of rupees could be arranged as follows. The details of 
the Government reserves as they stood on the 30th September, 1925 (sterling being 
converted into rupees at Is. 6d.), and the constitution of the Bank's reserve on 
the assumptions that the metallic percentage would be about 53 and that the Bank 
would hold the maximum amount of the Government of India securities, no inland 
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trade bills and no gold securities except sterling securities, and practically tht' 
maximum amount of silver, are given below :-

SHver. Gold. I Government of India 
Securities. 

Sterling 
Securities. 

Actual constitutIOn of the 90'1 29'7 57'1 27 + 53 
reserves. (G.S.R) 

Constitution of the Bank's 49'5 50 40 50 
reserv\e. 

It will be seen that the sterling and gold reserves are more than sufficient tu 
provide the necessary sterling and gold reserves required by the Bank, assuming 
that gold could be readily obtained! in exchange for sterling. The Government of 
India securities are excessive, and it would be necessary to cancel 17 crores of the 
ad hoc Treasury Bills at present held in the Paper Currency Reserve, replacing 
the remainder by the issue to the Bank of 31 per cent. paper or some other long 
term loan, or by the creation of a Book Debt. The silver holding is 40 crores in 
excess of the amount required, but this excess would have decreased appreciably 
before the new system could possibly be inaugurated. To avoid throwing a large 
amount of silver on the market suddenly, it might be provided by law that the 
condition that the Bank's holding of silver should not exooed 50 crores should not 
come into force until three years after the inauguration of the system. During 
this period a portion of the excess would probably be absorbed and the remainder 
might be sold gradually and gold purchased with the proceeds. Such a provision 
would have the further advantage that the additional 203 crores of gold required 
would not have to be obtained at once, but would! be acquired gradually over a 
period of three years. 

9. After the Bank's reserve had been constituted as above, and assuming 
an absorption of 21'2 crores of rupees only before the limit of 50 crores to the 
Bank's holdmg of silver became effective (this is a low estimate, as the average 
annual absorption of rupees in the five pre-war years was about nine crores) the 
reserves left with Government would consist of about 31 crores of sterling plus 
the amount realised by the sale of the silver contained in 20 crores of rupees. 
Assuming that an tlverage price of 30 pence per standard ounce were obtained for 
this silver, its sterling value would be about 12 crores. In effect, therefore, the 
amount of the sterling reserve left with Government would be 43 crores, i.e., 10 
crores less than the amount of the Gold Standard Reserve at present. This would 
form the nucleus of the Reserve for the redemption of rupees suggested in para. 
7 (G). The value of this Reserve might be increased from year to year by credit­
mg to it the profits on the coinage of rupees a~d the interest on the sterling 
securities held therein. 

10. Features of the System.-In the Appendix an attempt is made to show 
how the system would have worked if it had been in force during the last two 
years, but it is necessary to emphasise some of the main features of the system :-

(1) A utormatic stabilisation of exchange.-The effect of the obligations 
imposed on the Bank to buy gold and to gIve foreign exchange for notes of 
the denommation of Rs. 10,000 would be to provide by statute for the main­
tenance of the exchange value of the rupee within the gold points. In 
practIce, the Imperial Bank would probably buy sterling to an unlimited 
extent at the upper gold point, unless it wished its gold reserve to be 
strengthened by the presentatIOn of gold by the public, and it would also 
sell sterling at about the lower gold point in order to prevent a demand 
for foreign transfers by the presentation of Rs. 10,000 notes which might 
be inconvenient. The m.aintenance of the exchange value of the rupee, 
however, would not depend on such action. 

(2) R'esponsibility of the Bank and Government 1'espectively for the 
maintenance of the exchange value of the rupee.-The obligation imposed 
on the Imperial Bank to buy gold on one hand and to give foreign exchange 
for Rs. 10,000 notes on demand on the other hand, would place on the 
Imperial Bank the main responsibility for the maintenance of the exchange 
value of the rupee, and the Paper Currency Reserve proposed has been 
constituted with this object. Only in one contingency would Government 
be called in to support the Bank reserves for this purpose, namely, in the 
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event of a return of rupees from circulation. In such an event, the 
Imperial Bank could, under paragraph 7 (H), call upon Government to 
take back silver rupees and to pay for them in sterling. The object of 
the provision that Government should ordinarily make a charge equivalent 
to the cost of melting and refining rupees when the Bank made such a 
demand is to prevent the Bank calling upon Government to coin an 
unnecessarily large amount of rupees at any time, for instance, during a 
busy season, and returning the rupees to Government later if the metallic 
percentage became unduly high. The effect of this charge would be that 
the Bank would not return silver rupees to Government unless it was 
compelled to do so by the fact that the amount of silver in the Reserve had 
reached the limit of 50 crores, and that the Bank would regulate its pur­
chases of silver so as to avoid, if possible, such a contingency. In effect, 
therefore, the Government Reserve would be brought into play to assist the 
Bank in maintaining the exchange value of the rupee only in the case of 
a large return of rupees from circulation. 

(3) Cqntrol of the monetary' reserves.-The banking and currency 
reserves of the country would, as far as is possible under a gold exchange 
standard, be under the oontrol of one authority, namely, the Imperial 
Bank of India, with the result that the Bank would be able to control credit 
effectively in such a way as to prevent undue fluctuations in the bank rate 
and excessive depletion of their reserves of gold and gold securities. In 
the Aprendix the way in which the system proposed would enable the 
seasona demand for currency to be met and would diminish the fluctua­
tions in the bank rate in the oourse of the year has been indicated. 

(4) Gold currency in circulati01b.-The statutory obligation on Govern­
ment to give gold in exchange for gold bullion would enable gold currency 
to b~ obtained to the full extent of the public demand for it. It is a 
question whether the public demand! for gold currency as a medium of 
exchange would be appreciable as long as the silver rupee is unlimited legal 
tender, and there would probably be little immediate change in the forms 
of the currency in circulation unless the policy were deliberately adopted 
of putting gold coin freely into circulation and making it available to the 
public at all branches of the Imperial Bank and Treasuries throughout 
India. If the ultimate aim of the policy adopted were to look forward to 
the time when with the progress of education and of credit facilities the 
demand for rupees would get less and less, and notes and cheques would 
become the only form of currency commonly in use, and if it were considered 
that a gold currency in circulation would be an expensive luxury which 
ought not to be encouraged, the amount of gold coin which would be taken 
from the Mint would probably be small. If, on the other hand, it were held 
that the ultimate ideal could more quickly be obtained through putting a 
golc1 currency freely into circulation to replace silver rupees, the amount of 
gold coin to be provided might be very considerable. In so far as gold coin 
replaced silver rupees and silv~r rupees returned from circulation, the loss 
involved would be borne by the Reserve for the redemption of rupees. 

(5) ReserfJe for the redemption 0/ Rupees.-In paragraph 9 it has 
been suggested that this reserve should be constituted from the amount 
of the present Government reserves remaining over after providing the 
necessary reserve for the Bank's note issue, and that the reserve might be 
added to in future by crediting to it the interest on the investments held 
therein and also the profits on any fresh coinage of rupees. The extent to 
which it would be necessary to increase the amount of this reserve would 
depfnd on the policy adopted regarding the use of gold as currency. If 
it were intended that obligatio!l to .give gold coin. in exchange for rupees 
should be undertaken at some tIme m the future, It would be advisable in 
order to attain this object as soon as possible, to increase the amount of 
this reserve to the full extent possible. It would, therefore, be inadvisable 
to hold any part of the reserve in gold as the amount of annual accretion 
from th~ interest on securities in the reserve would obviously diminish in 
proportIOn to the amount of gold! held. If the reserve were held in sterling 
securities only and the interest on the securities and the profit on the 
coinage of rupees were added to it ~ntinuou~ly, it would eventually become 
strong enough to meet the cost of mtroducmg a gold standard with the 
rupee as a subsidiary coin of limited legal tender. 
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(6) Constitution of the Bank's Reserve.-The proposed constitution 
of the Bank's reserve is intended! to provide an adequate guarantee of the 
Bank's abIlity to carry out its liabilIty to redeem its notes in either rupees 
or foreign exchange. The amount of silver rupees is limited with the Idea 
of ensuring that future expansion of the currency, which will presumably 
take place as India develops, should be based entirely on gold. The amount 
IS not more than sufficient to prOVIde for the seasonal demand for silver 
rupees and to allow a margin of safety. (In the busy season of 1923-24 the 
absorption of rupees was about 23 crores.) The amount of gold and gold 
securities appears to be ample to guarantee that the Bank would be able 
to fulfil its re~onsibility for the maintenance of the exchange value of 
the rupee. The provision for allowing the Bank to increase the invested 
portIOn of its reserve on payment of a tax to Government, which follows 
the system in force in the German Reichsbank before the war, is intended 
to provide for the elasticity of the currency which is required for meeting 
the seasonal demand for money. The way in which this provision would 
work is indicated in the Aippendix. 

(7) Location of the Bank's reserve.-In paragraph 7 (f) (ll) it has 
been suggested that the metallic reserve should be located entirely in India, 
except that the gold or silver purchased outside India might be held out­
side IndIa for a period sufficiently long to allow for shipment. It may be 
said that the proper place for the Bank's reserve of gold is London, where 
it would probably be required for use in the event of the Bank's reserve of 
gold securities becoming unduly depleted. There is, however, a strong 
Indian demand that the metallic reserves should be held in India, and it 
seems desirable to meet this popular demand as far as possible, especially 
as the Bank could, if their reserves of gold securities were running low, 
sell gold in India and thereby decrease the demand on their gold securities 
or obtain a sterling credit against gold earmarked in India. 

(8) F)ffect of the scheme 0'1/- GO'IJ&nment ,revenue.-Assuming that 
Government would obtain the same revenue from the Bank in payment for 
the monopoly of the note-issue as they now obtain from the profits of the 
Paper Currency Department, the effect of the scheme on Government 
revenue would depend on the decision regarding the constitution of the 
Reserve for the redemption of rupees and the use of the interest received 
on the securities held therein. If it were decided to credit to the Reserve 
all the interest on the securities held therein, Government would lose the 
revenue they obtain at present from the securities in the Gold Standard 
Reserve, namely, about 180 lakhs per annum. 

11. A Gold StaguJ,ard with an Imperial Bank of India note-issue.-The 
a.rrangements for handing over the control of the note-issue and the Paper 
Currency Reserve to the Imperial Bank of India would obviously be very 
different if It were decided to adopt a gold standard for India by stages on the 
lines suggested in another memorandum .• It would be inadvisable to hand over 
the control of the Paper Currency Reserve to the Bank before the early stages 
ill the introductIOn of such a scheme had been passed, though it might be advisable 
to let the Bank supervise the machinery of the note-issue as the agents of Govern­
ment, III order that they might become acquainted with the working of this 
machinery before undertaking larger responsibilities. There appears to be no 
reason, however, why a bank note-issue should not be substituted for a Government 
note-issue after the liability to give gold coin in exchange for notes and rupees 
and also for gold bullion on payment of a seigniorage had. been imposed by law 
[vide para. 10 (III) of the memorandum on " A Gold Standard for India" J. It 
would then be possible to make the bank notes convertible into gold only, and 
though the Bank would have to maintain a certain amount of rupees in their 
reserve until the silver rupee was made limited legal tender, the permanent 
constitution of the Reserve could be prescribed by a statute, with a temporary 
provision for this purpose. 

12. Under the system finally reached in which the only forms of unlimited 
legal tender would be notes and gold coin and the silver rupee would be limited 
legal tender, many of the difficulties of transferring the management of the note­
issue to the Imperial Bank would disappear. The exchange value of the rupee 
would be kept automatically within the gold points by the movements of gold. 
fn practice, the Imperial Bank would probably buy and sell sterling to prevent 
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unnecessary shipments of gold, and would influ~nce the rate of exchange by its 
discount rate but its responsibility for the mamtenanre of the exchange value 
of the rupee ~ould be smaller than under a gold exchange .standa~d. Mo~eoyer, 
as the liability on account of a large number of over-valued sIlver com of unlumted 
legal tender outstanding would have been met, it would be unnecessary f!Jr. Gover~­
ment to maintain a separate reserve; and as the rupee would be a subsIdIary com 
of limited legal tender the complicated arrangements suggested above, for the 
supply of rupees to the 'Bank and for the Bank returning them to Government in 
the event of a return from circulation, would be unnecessary. 

13. The following is an outline of a possible scheme ;-
(A) Gold coin and bank notes should be unlimited legal tender, and 

silver rupees should be legal tender for amounts up to Rs. 50 only. 
(B) Government should be under a s~tutory obligation to ~v~ gold 

coin in exchange for gold bullion at any tIme on payment of a seigmorage 
to cover minting charges. • 

(C) The Imperial Bank should be under a statutory obl~gation 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 demandln gold coin. 
(E) 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;-

(i) The gold in the Reserve should not ordinarily be less than 
30 per cent. of the gross circulation, but might be decreased to 20 per 
cent. on payment by the Bank of a tax of 6 per rent. on the amount 
by which the invested portion of the Reserve exceeded 70 per cent. 

(ii) Of the invested portion of the Reserve at least 20 per cent. 
should be gold securitiea. or trade bills drawn in India in sterling 
having a currency of not more than three months. 

(iii) The remainder of the invested portion of the Reserve 
should be Government of India rupee securities, or internal trade 
bills, or other self-liquidating securities, provided that the amount 
of Government of India rupee securities should be limited to 
90 crores. 

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

A detailed examination of the possible working of such a scheme seems 
unnecessary at this juncture. 

14. It is now necessary to consider a number of important questions, the 
decision regarding which would not be appreciably affected by the currency and 
exchange system adopted and which have been referred to only incidentally, if at 
all, in the above outlines of possible schemes, viz. :-. 

(1) The arrangements for the distribution of notes and coin through­
out India and the provision of exchange facilities at places other than 
Currency Offices. 

(2) The method by which the Government remittances to London 
would be effected. 

(3) The restrictions to be placed on the exchange operations of the 
ImperIal Bank. 

(4) The arrangements by which Government would obtain from the 
Imperial Bank payment for the monopoly of the note issue. 

15. A rrangements for the distribution of notes and coin and the pro'Dision 
of e:cch.ange facilities.-A.,t present ~he arrangements for the distribution of notes 
and com throughout IndIa are entIrely in the hands of Government. In their 
Agreement with the I~perial Bank, Government have ~dertaken to supply, free 
of cost, notes and com to the branches of the ImperIal Bank which conduct 
Governme~t treasury business ~nd in order to provid~ for Government payments 
at trea~urles and sub-treasurIes, and. also to prOVIde exchange facilities at 
treasurI.es, Government keep all treasurIes ~nd suh-treasuries supplied with coin 
as reqUIred At all branches of the ImperIal Bank, all treasuries, and most of 
the sub-treasuries, Government keep currency chests in which notes, silver rupees, 
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half-rupee$ (and gold, if any), are stored except in so far as they are required to 
provIde for the ordinary daily transactions. The notes held in currency chests 
are treated as not issued, and the amount of the notes so held is, therefore, 
excluded from the figures shown in the weekly Paper Currency Statement. The 
coin held in such chests is treated as part of the reserve against the notes in 
circulation By the aid of these currency chests Government are able not only to 
make tram;fers of money quickly from one place to another through the currency. 
but also to save expendIture in transporting coin and notes from place to place. 
The Imperial Bank also, which is allowed with certain restrictions to draw 011 

the currencx chests maintained at its branches, is able to work branches with much 
lower cash Balances than would be required if there were no store of money which 
could be drawn upon without delay Obviously this system would have to Ix> 
modified considerably if the Imperial "Bank managed the note-issue, and the 
natural development seems to be for the Imperial Bank to take over a large part 
of the work of distributing coin and notes which is at present performed by 
Government. The arrangements suggested are briefly as follows:-

(a) Gold coin would be obtained by the Bank in the same way as by the 
public, namely, by presenting gold bullion at the Bombay Mint. As long aR 
the silver rupee were full legal tender currency, the Bank would obtain 
rupees in accordance with the arrangements suggested in paragraph 7 (H) 
above. , 

(b) Government should supply subsidiary coin to the Bank only at the 
"Mints at Calcutta and Bombay, and should receive it back again at itR 
face value at the request of the Bank. 

(c) The Imperial Bank should be responsible for the distribution of all 
notf>s and! coin throughout India. It should undertake, as it does now, to 
give free exchanges at all branches, and should be responsible for supply­
ing the currency demanded by the public. 

(d) Government should bear the cost of keeping treasuries and sub­
treasuries where there is no bran@h of the Bank supplied with currency 
botr for exchange purposes and for Government payments. 

(e) In order to retain the advantages of the present currency chest 
system, Government might, as agents of the Bank, maintain currency 
chests at treasuries and sub-treasuries where there is no branch of the 
Bank. A portion of the Bank's bullion reserves might also be kept at the 
Mints. 

16. Government remittances to London.-The working of the schemes out­
lined above is to a certain extent independent of the method by which the 
Government remittances to meet sterling requirements might be made It would 
be possible for the present procedure by the sale of CouncIls and the purchase of 
sterling to continue, but as the Imperial Bank would be mainly responsible for 
the control of exchange, it is obviously desirable that the management of the 
Government remittances should be largely in their hands. The simplest method 
of providing for the Government remittances appears for the Imperial Bank to 
undertake the obligations to keep the India Office supplied with funds. If the 
sterling expenditure of Government were met entirely by remittances from India, 
there would be no room for misunderstanding in such an arrangement; but as 
Government have in the past met, and may again in the future meet, a part of 
their sterling expenditure by borrowing in London, and have a large amount of 
sterling debt outstanding, it would be necessary to lay down some principles by 
which the demands of Government on the Bank would be regulated. It is 
suggested that the principles should be that Government would never borrow in 
London merely in order to lessen their demands on the Bank, but would expect the 
Bank to supply funds to meet all their normal revenue and capital expenditure in 
London, if required. If at any time the question should arise of the repayment 
of any of the sterling debt without fresh sterling borrowing, Government should 
give the Bank ample notice and arrange to draw on the Bank gradually for this 
pUl'pose. The India Office would have to give the Bank some time before the 
beginning of each year an estimate of their probable requirements during the 
year, which would be only an approximation. It would have to be supplemented 
by a definite demand for each month made some time before the beginning of the 
month, the amount of which the India Office would not be able to alter except with 
the consent of the Bank. The amounts drawn by the India Office would be paid 
in rupees to the Bank in India by Government, the rate of exchange being the par 
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of exchange, the market rate on the day of payment or the average of the market 
rates for the preceding month. Of these three alternatives the last appears to be 
the best as the rate paid by Government would correspond roughly to the rate at 
which the Bank would have remitted. 

11. Restrictions to be placed on the exchange operations of the Imperial 
Bank of India.-The exchange business which the Imperial Bank is at present 
authorIsed to transact is shown in items (d), (m) and (n), Part I, Schedule I, 
Imperial Bank of India Act. They are as follows ;-

" (d) The drawing, accepting, discounting, buying and selling of bills 
of exchange and other negotiable securItIes payable in India, or in Ceylon; 
and, subject to the general or special directions of the Governor-General 
in CouncIl, the discounting, buying and selling of bills of exchange, payable 
outside India, for and from or to such banks as the Governor-General in 
CounCIl may apPlove ill that behalt; 

(m) The drawing of bills of exchange and the granting of letters of 
credit payable out ot India, fol' the use of principals for the purpose of 
the remittances mentioned in clause (1) (sale of securities, etc.) and alBo 
for private constItuents for bona fide personal needs; 

(n) The buying, for the purpose of meeting such bills or letters of 
credit, of bills of exchange payable out of India, at any usance not exceed­
ing six months." 

The first sentence of item (d) was intended to apply to internal bills of 
exchange only, but as it reads there appears to be no reason why the London office 
of the Bank should not undertake unlImIted exchange business. In practice, the 
London office of the Bank does not do so, and, practIcally speaking, the exchange 
business of the Bank. is limited to the purchase ot sterling in 
India from banks on an approved list which has been drawn up by 
C'"«>vernment for the pur'pose of remittances for the Bank's private constituents. 
In addition, the Imperial Bank has in recent years been purchasing large amounts 
of sterling from banks and certain firms on another approved list on behalf of 
Government. If the Imperial Bank takes over the control of the note-issue and 
the Currency Reserve, which would carry with it responsibility for the mainten­
ance of the exchange value of the rupee, and also takes ovel" the responsibility for 
supplying the India Office with funds to meet the sterling requirements of Govern­
ment, it is desirable that the Bank should be free to carry out its exchange opera­
tions in the most satisfactory and economical way, but it is undesirable that the 
Bank, with all its special resources, should enter into competition with the 
Exchange Banks. It is suggested that the Imperial Bank might be given the 
necessary freedom without interfering with the business of the Exchange Banks 
by the limitation of its exchange business to the following;-

(a) The Imperial Bank should be allowed to buy and sell sterling in 
India freely, but such purchases or sales should be made not direct with 
the trading public, but only with banks (and possibly a few firms which 
have hitherto been in the habit of tendering direct for Council bills) on a 
list to be approved by Government. It might also be laid down that the 
Bank. should not buy or sell less than £10,000 at a time. 

(b) The Imperial Bank should be allowed to rediscount in India ster­
ling trade bills for other banks, and the London office should be allowed to 
rediscount such bills at the Bank of England only. 

(c) The exchange business of the London office of the BanI\. should be 
limited strictly to the issue of bills of exchange on India for private oon­
stituents for bono' fide personal needs. 

Such restrictions would involve very little extension of the Imperial Bank's 
exchange operations, the only points in which their operations would differ from 
those carried on at present being-

(1) that the Imperial Bank would purchase sterling on their own 
behalf instead of as agents of Government; 

(i1) that the Imperial Bank would be authorised to sell sterling in the 
same way as they are now purchasing sterling on behalf of Government. 
This provision is necessary in order to enable the Bank to carry out its 
obligations to maintain the exchange value of the rupee under a gold 
exchange standard or to protect its gold reserve under a gold 
standard. There is no reason to apprehend that the business of the 
Exchange Banks would suffer in any way from such operations. 
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(iii) that the present provision of the Act referred to above which in 
effect, permits the London Office of the Imperial Bank to conduct unlimited 
e~change business, would .be modified so as to carry out the original inten­
tIon. 

18. Payment by the Imperial Bank of India for the Monopoly of the Note­
I ssue.-It is assumed that the payment to be made by the Bank for the monopoly 
of the note-issue should be approximately the profit which Government would 
obtain if they; retained the management in their own hands, as the incidental 
advantages. to\the Bank of controlling the note-issue would be very cosiderable, 
and there IS no reason why Government should lose revenue on account of the 
transfer of the management. The possible methods by which Government migllt 
obtain payment from the Bank are as follows:-

(1) Government might take a share in the profits of the Bank. 
(2) A separate profit and loss account might be kept for the note-issue 

department of the Bank, and Government might take annually all, or 
nearly all, of the profits shown therein. 

(3) The Bank might pay Government a percentage on the amount of 
the invested portion of its Currency Reserve over and above a fixed figure 
which would be free, and excluding any amount on which 6 per cent. would 
be paid in accordance with the suggestions made in paragraphs 7 (F) (a) and 
12 (E) ('I,). 

The adoption of the first method would in effect make Governmen~ a share­
holder in the Bank, and would, to some extent, at any rate, involve closer Govern­
ment control. It seems desirable that the arrangement between Government and 
the Bank should be such as to enable Government control to be reduced to the 
minimum necessary for guarding the financial interests of the-country, and to 
leave the day-to-day management of the Bank free to be conducted in accordance 
with commercial requirements. Method (2) would necessitate a very close 
examination and audIt of the accounts of the Bank by Government officials, and 
it would be extremely difficult to distinguish, especially at the branches of the 
Bank, the items which ought to be placed in the accounts of the banking depart­
ment and the items which ought to be placed in the accounts of the note-issue 
department. Moreover, there would be an opening for frequent discussiom; 
between Government and the Bank as to comparatively petty details. The adop­
tion of method (2), therefore, does not seem expedient. Method (3) appears to be 
the most suitable. The amount of the notes issued against investments, which 
would be free, would be fixed roughly so that the interest on the investments would 
approximately cover permanent overhead charges which would not vary appreci­
ably with the size of the note-issue. As the percentage of the amount of the 
remainder of the invested portion of its Reserve which the Bank would have to pay 
would depend on the interest rates obtaining in India and in London from tIme 
to time, it would not be possible to fix a definite rate in perpetuity. but it would be 
possible to fix a percentage for a. period of, say, five years, WhICh would be fair 
both to Government and to the Bank. The real profits obtained by Government 
from the note issue during recent years are dealt with in another memorandum 

ApPENDIX. 

In order to give a rough idea of the working of the system outlined in 
paragraph 7 of the memorandum, Statement A has been drawn up giving the 
probable amount of the note issue and the constitution of the Reserve, If the 
system had been in force between the end of October, 1923, and the end of 
September, 1925. The end of October, 1923, has been ~osen as the ~tarting 
pomt, partly because at that time the currency was certamly no. longer mflated 
and partly because it is the time of the year when the expansI<m of currency 
to meet the seasonal trade demand usually begins. Naturally most of the figures 
in the statement are hypothetical. 

2. In the second column of the statement is shown the gross circulation as 
it actually existed, and in the third column the circulation as it would have 
existed if the Imperial Bank had controlled the note issue and had SOl regulated 
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its reserves that the percentage in the banking department did not go above 
~ per cent. or below ~o per cent. The figures in the third column have been 
obtained as follows:-

(a) In months when the Bank's actual percentage was above 25 per 
cent., it has been assumed that the Bank would have cancelled notes to 
the extent necessary to bring their percentage down to 25, e.g., at the 
end of October, 1923, their cash, liabilities and percentage were approxi­
mately 36 crores, 93 crores, and 39. To bring the percentage down to 
25 a decrease of approximately 13 crores in the cash would have been 
necessary. A deduction of 13 crores from the gross circulation has 
therefore been made. 

(b) When the Bank's actual percentage was between 20 and 25, no 
change has been made in the figures of gross circulation. 

(c) In months when the Bank's actual percentage was below 20, It 
has been assumed that the Bank would have increased the note issue by 
the amount necessary to bring its percentage to 20, e.g., at the end of 
February, 1924, the cash, liabilities and percentage were approximately 
15 CI'Ores, 106 crores and 14. To bring the percentage up to 20, an 
increase of about 6 crores in the cash would have been necessary. An 
addition of 6 crores to the gross circulation has, therefore, been made. 

I t will be noticed that during the busy season of 1924, the 3.S.':>llIIled circula­
tion is considerably higher than the actual gross circulatIOn. The increase in 
CIrculation assumed would probably have been sufficient to prevent the extreme 
l)tringency of money which actually OCCUlTed. 

3. The silver holdmg has been divided into two portions in order to indicate 
what purchases of sIlver the Bank would probably have made in the course of 
the perIod taken. It IS assumed that it would have started off at the end of 
October, 1923, with the maXImum holding of silver, namely, 50 crores, because 
past experience would have shown that the absorptIOn of sIlver would start on 
a cunslderable scale trom the beginning of November. Column 4, which is 
headed " Original holding," gives the state of the silver reserve from month 
to month on the assumptlOn that the absorption of silver would have been on 
tLe same scale as it actually was, and that the Bank made no fresh purchases. 
Column 5 gives the" Fresh purchases" which the Bank would have made as a 
matter of polioy. In November, the Bank, knowing that the demand for rupees 
to rlnance large and high-priced crops would be heavy, and, seeing rupees being 
absorbed at a rapid rate, would have taken measure to increase the metallIC 
holding in order to strengthen its position. It would probably not have purchased 
too rapidly at first, as a return of a portion of the rupees at the end of the busy 
season woUld have been anticipated, but purchases of small amounts of silver 
from month to month would have been quite safe. It is assumed, therefore, 
that from November to March the Bank would have purchased a crore of silver 
per month. By the end· of March when it was seen that there had been an 
absorption of nearly 20 crores of rupees, and that rupees were still going out 
in considerable quantities, the purchases of silver would probably have been 
accelerated, especially as the metallic percentage was still low. It is assumed, 
therefore, that in April 2 crores and in May 3 crores of silver would have been 
purchased. In June rupees started to return from circulation. Seeing this the 
Bank would probably have stopped purchasing on account of the possibility that 
a large return of rupees might have brought the silver holding up to the limit. 
Between June and October rupees did actually return fairly freely, though not 
as rapidly as in some years, and by the end of October the Bank's holding of 
silver woUld have been 46'5 crores, i.e., only 3! crores below the limit. In the 
busy season of 1924-25 the absorption of rupees was much less rapid than in the 
previous year. It is assumed, therefore, that the Bank would not have made 
fresh purchases in anticipation of a comparatively small absorption during the 
busy season, and a large return from circulation in the slack season. It will be 
seen that by the end of September, 1925, their holding of silver would have 
reached the limit of 50 crores without any purchases. 

4. Column 6 shows the gold holding. The figure of 40 crores taken for the 
end of October, 192.3, is the amount that would have been necessary to bring the 
metallic percentage of the Bank to a. figure well over the 50 per cent. limit. It 
may be considered that the figure taken, namely, 53"9, is unduly low, but in fixing 
50 per cent. it is assumed that the Bank would work down below this percentage 
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every year and III the slack season would, in order to save payment to Govcrn­
ment 011 an excessive issue of notes against securities arrange, as far as pOSSIble. 
that their percentage would only be so much above 50 per cent. as would be 
necessary to ensure that a sudden demand would not render it liable to pay the 
6 per cent. tax at a time when money would not be lent at a corresponding rate 
In this column a gradual increase in the amount of the gold holding between the 
end of October and the end of May is shown It is assumed that this increase 
in the gold holding would have taken place automatically on account of the 
presentation of gold bullion by the public. In 1911-12 and 1912-13 about 14 
crOires and 10 crores respectively of gold were actually tendered to Governmt"nt 
out of the \large imports in those ye~rs. It is reasonable to assume, therefore, 
that under the system proposed a faIr amount of gold would be tendered to thl' 
Bank. It is assumed that there would have been no tenders in the months of 
May, 1924, to September, 1925, because it is unlikely that gold would be tendered 
by the public in any considerable quantity during the slack season, and durin~ 
the busy season of 1924-25 the demand for gold up-country for industrial and 
other purposes unconnected with currency was so extraordinarily large that it is 
improbable that any appreciable amount would have been received hy the Rank 

5. Column 7 gives the holding of the Government of India securities. The 
figure of 27 taken for October, 1923, is probably lower than the actual holdin~ 
would have been and requires some explanation From Columns 2 and 3 it will 
be seen that, in order to reduce the percentage in the banking department to 25 
from the figure at which it actually stood on that date, it would have been 
necessary to cancel 13 crores of notes and reduce the Bank's cash by this amolmt. 
Assuming that the Bank's liabilities were the same, it would have been necessary 
for the Bank to have obtained other assets of an equivalent amount. It is 
assumed for the sake of simplicity that they would have obtained these assets 
by transferring 13 crores of Government of India securities from their note 
Issue department to their banking department. In practice they would probably 
not have reduced their holding of the Government of India securities in the 
note issue department to so Iowa figure, but if they had not done so the only 
other option available would have been to lend out their money on the London 
market, as it may be assumed that they had lent as much money in India as they 
could place If, therefore, the Government of India securities were taken at 
a higher figure than 27, the difference between 27 and the figure taken would have 
been held in sterling securities in the banking department. For the purpose of 
examining the working of the proposed system, it is simpler to assume that the 
decrease in the Bank's percentage of cash to liabilities would have been effected 
solely by a transfer of Government of India securities from the note issue depart­
ment to the banking department, as this gives a more accurate idea of the amount 
of remittance which the Bank would have had to make from India to Lonnon 
in order to provide for expansion of the currency. 

6. Column 8 shows the amount of hundis or other self-liquidating rupee 
securities. It will be noticed that the largest amount is 14 crores, and it may be 
said that in present conditions it will be impossible for the Bank to find this 
amount of genuine internal bills of exchange or other suitable self-liquidating 
securities. The reply to this objection is that it will be impossible to meet the 
seasonal demands for currency without making money unduly tight, unless there 
is provision in the currency system for a COIIlsiderable expansion against seIf­
liquidating rupee securities It may be possible to frame the law so that the 
Bank would be able to place in the reserves promissory notes or other documents 
representing trade credits as well as hundis. If not, it would certainly be the 
business of the Bank to encourage traders to finance themselves by hundls rather 
than by cash credits, and it might be advisable for Government to assist the 
Bank by abolishing or reducing the stamp duty on hundis. 

7. Column 9 shows the gold securities. The figures in this oolumn have 
been arrived at by subtracting the total of Columns 4 to 8 from the total circula­
tion shown in Column 3. They indicate, therefore, the amount of the remittances 
which the Bank would have had to make in the course of the year for strengthen­
ing their sterling reserve in addition to remittances for the purchase of silver and 
to meet the sterling requirements of Government. Taking the Government's 
sterling expenditure for the year at 34 millions, and assuming that the Bank 
would have purdhased all its silver in London, the total remittances on Govern­
ment and Bank account between the end of March, 1924, and the end of March, 
1925, if the rate of exchange had been 1s. 6d., would have been £405 millions. 
A comparison of this figure with the amount of remittances actually made by 
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Government during this period is not of much value partly because the rate of 
exchan~e was fluctuating and Government during the first six months was 
regulatmg its remittances so as to allow the rate to rise gradually, and partly 
because there were actually no tenders of gold to Government. The actual 
remittances, however, were £408 millions. The average annual remittances for 
the five years 1909-10 to 1913-14 were £Zl6 millions, while the average visible 
balance of trade for these years was 422 crores. Considering that the visible 
balance of trade from 1st April, 1924, to 31st March, 1925, was about 61 crores, 
it seems likely that the Bank would have had no difficulty in making the amount 
of remittance required for meeting the sterling requirements of Government and 
for currency purposes. 

8. The figures in Columns 10 and 11 give an indication of the way in 
which the seasonal demand for currency could be met without unduly tightening 
money. At the end of November, 1923, with a metallic percentage of 50'2 and a 
percentage of cash to liabilities of 25, the Bank would probably have taken ste,Ps 
to lessen the drain on its reserves and to put itself in a positIOn to increase Its 
note issue against securities, i.e., it would have raised the bank rate to 6 per 
cent. By the end of January, 1924, its percentage would have been getting near 
the limit of safety and it would probably have raised the bank rate to 7 per cent. 
By the end of March the demand for money and currency would have shown signs 
of falling off and the bank rate would probably have been reduced to 6 per cent. 
early in April. A further reduction to 5 per cent would probably have been made 
about the middle of June, and this rate would have continued till about the 
middle of December when a rise to 6 per cent. would have been necessary. It 
would have been unnecessary to raise the bank rate beyond 6 per cent. during the 
busy season of 1924-25, and this rate would probably have continued until about 
the middle of June when it would have been possible to make a reduction to 
5 per cent. A comparison of these movements in the bank rate with those which 
actually took place indicates that the character of the seasons would have been 
clearly reflected in the movement of money rates without producing the extreme 
fluctuations which are unanimously condemned. 

9. The statement as a whole enables a rough test to be made of the adequacy 
of the reserve proposed to provide for all contingencies without-involving an 
unnecessarily large metallic holding. The figures indicate that during a season 
of large crops and large exports the metallio percentage might drop to about 40, 
on account of the ordinary seasonal demand for currency. This appears to leave 
a sufficient but not excessive margin for emergencies in view of the fact that if 
the Bank ever worked near 30 per cent. the encashment of a few notes would 
put it in danger of having to apply' to Government fOT the suspension of the law. 
Another contingency is the poSSIbility of a large demand for remittance to 
England. This would probabfy arise in the slack season when it would probably 
be possible to meet it from the excess of the gold securities over the rupee 
securities. If such a demand suddenly arose in the busy season, it might be 
necessary to use a part of the gold reserve either by actual export or by obtaining 
a credit against it in London. Anyway with a reserve of gold and gold securjties 
in excess of half the note issue, there seems to be little possibility of the system 
breaking down on account of a demand for remittance to England, and as a last 
resort the Bank could obtain a temporary credit in Londop. 



STATEMENT A. 

(Pigures in crores of rupees.) 

OlroulatlOn RESERVE. 
assuming that . 

the ourrenoy had 
Silver. Rupee Securities. been regulated so 

Percentage of Gross that maximum 
Met&lho oa~h to habilities End 01 CiroulatlOn. a.nd minimum 

Gold Peroentage. in Banking peroen tages Gold. Government HundlS or Seourltles. Department. of Bank were Original ~'resh of India other self. 25 and 20 Holdmg, Purohases. Seounties. hquidatlDg respeotively. 
Seourlties. 

(1) (2) (3) (4) (5) (6) (7) (8) (9) (\0) I (11) I 

I October, 1923 ... ... .. , .. . 180 167 50 I ... 40 27 . .. 50 53'9 25 November, 1923 ... ... ... .. . 178 176 46'4 
r 

1 41 36 ... 51'6 50'2 25 December, 1923 ... ... ... ... 183 185 37'5 2 43 40 10 52'5 44'6 20 January, 1924 ... ... ... . .. 184 187 33 3 45 40 11 55 43'3 20 February, 1924 ... .. , .. . ... 186 192 31'2 4 46 40 14 56'8 42'3 20 March, 1924 ... ... ... ... .. . 186 190 30'7 , 5 47 40 12 55'3 43'5 20 , April,1924 .. , ... ... .. . ... 181 186 28 I 7 48 40 10 53 44'6 20 May, 1924 ... ... ... ... .. . 175 177 27'1 I 10 49 40 2 48'9 48'6 20 June, 1924 172 172 29 I 10 49 37 47 51'2 22 
... ... ... ... ... ... July, 1924 ... ... ... ... ... 176 171 32'7 I 10 49 35 ... 44'3 53'6 25 August, 1924... ... ... ... ... 178 174 34'4 

I 

10 49 37 ... 43'6 53'7 25 September, 1924 ... ... ... .. . 179 176 35'5 10 49 38 ... 43'5 53'7 25 October, 1924 ... ... ... .. . 181 181 36'5 10 49 40 ... 45'5 52'8 23'8 November, 1924 ... ... ... ... 180 180 34'5 10 49 40 ... 46'5 51'9 25 December, 1924 ... ... ... .. . 179 179 30'5 I 10 49 40 1 48'5 50'0 20'6 January, 1925 181 181 27'5 I 10 49 40 4 50'5 47'8 20 
... ... ... .., 

I February. 1925 
'" ... ... ... 184 187 25'9 10 49 40 10 52'1 45'4 20 March, 1925 ... ... ... ... .. . 184 186 26'4 10 49 40 8 52'6 45'9 20 April,1925 ... ... . .. ... ... 180 180 23'8 10 49 40 6 51'2 46'0 20 May, 1925 ... ... ... ... ... 173 173 23'5 10 49 40 I 4 46'5 47'7 21'7 June, 1925 ... ... ... ... ... 178 169 28'5 10 49 38 .. . 43'5 51'8 25 July, 1925 ... ... ... ... ... 184 164 34'6 10 49 I 34 .. . 36'4 

I 
57'1 25 August, 1925 ... 188 170 38'7 10 49 I 35 37'3 57'5 25 

... ... .. . 
'" ... September, 1925 ... . .. ... .. . 189 179 40 10 49 I 39 ... 41 55'3 25 I 

I ------ ------- ---
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APPENDIX 7. 
Memorandum on the Indian Currency System submitted by the Honourable 

Sir BasU Blackett, K.C.B., Finance Member of the Governor-General's 
Executive CouncU. 
1. The Currency of India, as of almost every other country in the world, :was 

driven away from its moorings by the War, and, as in the case of t~e UD1~edi 
Kingdom till last April, it now consists of an inconvertible medium of CIr.culatIon 
(the note convertible into the rupee and the rupee in essence an inconvertIble note 
printed on silver) whose value both for internal and for external purposes has 
depended on the supply in relation to the demand, that is, has been the resultant 
of the three factors of world prices, internal trade conditions, and the Govern­
ment's policy in controlling the available supply. Of these three factors, the last 
has on tht' whole been the least important, though its importance has been 
continually increasing as conditions have become more normal and demand has 
overtaken E.upply. 

2. For these reasons the experience of the last few years has been to some 
extent abnormal. It contains very useful lessons for application to the future, but 
it is impJrtant to keep the abnormality in mind in any criticism of Indian 
Currency policy either before the War or since 1920. 

3. There appear to me to be three main alternatives for consideration in 
deciding what the future currency system and practice of India should be. The 
first is to go back definitely to the system as it was in essence in July, 1914, i.e., a 
Sterling Exchange Standard, while attempting to clarify the facts as to what 
that situation really was, to simplify the system, and to bring theory and practice 
fully into accord. The second is to adopt a real Gold Exchange Standard system 
on the general lines sketched out in the first part of the memorandum on " The 
transfer of the management of the paper currency to the Imperial Bank". The 
third alternative is to adopt a system on the lines of that proposed in the 
memorandum entitled" A Gold Standard for India". The three alternatives 
may therefore be shortly described as a Sterling Exchange Standard, a Gold 
Exchangf' Standard, and a Gold Standard. Whichever of the three systems is 
adopted, it is in my opinion possible in each case to transfer the right of note 
issue and the management of the paper currency to the Imperial Bank, and on 
many grounds, some of which will appear hereafter, I regard this as desirable in 
any case. 

4. Of the three alternatives the Sterling Exchange standard is considerably 
the most economical from the standpoint of General Revenues, and the Gold 
Standard the most expensive. The Gold Exchange Standard is not much less 
expensive, and may even be more expensive, if, as assumed in the memorandum 
quoted, it is combined with a gold currency in circulation side by side with the 
silver rupee, and there is. I think, very little to be said for this alternative unless 
it is regarded as a stepping stone to a Gold Standard system. It can hardly be 
regarded ap a final solutIOn, since it has to my mind few advantages not possessed 
by the Sterling Exchange Standard, and does not offer any prospect of getting 
rid of the unlimited legal tender character of the silver rupee. which is the real 
stumbling-block in the way of an ideal system. The Gold Standard system is 
expensive. and if it involves a large amount of gold in circulation, is not ideal. 
But this is the only alternative which points the way to an ideal solution. The 
expense of this alternative can, I think, be justified, if it is likely to lead on 
fairly quickly to what I regard as the ideal system, an International Exchange 
Standard on the lines laid dbwn by the Genoa Conference of 1922, a system such 
as England now has with a paper currency inconvertible for internal purposes 
but ab!lolntt'ly convertible into international currency on a gold basis for external 
purposes, or a system such as that of the United States of America has in practice 
become, where the paper currency is nominally convertible into gold coin but for 
practical purposes gold coin does not circulate internally to any important extent, 
the stability of the currency both for internal purposes and for external purposes 
being secured under :;uch a system by the holding in the reserve of a considerable 
amount of gold and external ~ld securities, managed by a Central Bank in close 
collaboration with the Central Banks of other gold standard countries. 

I.-THE STERLING EXCHANGE STANDARD. 

5. It is, I think, possible to give India a very much improved Sterlincr 
Exchange Standard system as compared with that actually in operation in 1914, 
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containing most of the advantages offered by the other alternatives, subject, h~w­
ever, to two postulates: VIZ., (a) that in the abseIl;ce of s?me over~vhe~mmg 
cataclysm such as overtook the world in 1914, the PrIce of slIver bullIOn IS not 
likely to go above 48d. per oz. (I assume for convenience thro~ghout t.his 
memorandum that the rupee will be fixed at 18d.), !-"nd (b) that ste.rhng, havmg 
recovered its parity with gold, will remain the eqUIvalent of gold m all but the 
most abnormal circumstances. It may :well be argued that any probable 
contingency which would upset either or both of thes~ postulates would upset the 
equilibrium of any Indian currency sys~m that mIght .be ::dopted: .The fact 
remains, however, that so long !-"S the sIl~e~ ruvee !etams Its un~lmlted legal 
tender privileges and the diffi.cultI~s o~ r~comm~ It WIth a s~a~ler SlIver conte?t, 
unless and until some other metallIC com IS substItuted, remam msuperable, a rIse 
of the value of silver above 48d. will smash any but a Gold Standard system in 
India. 

6. Accepting for the moment these tw~ po~tulates, the improved system 
which I would suggest would be on the followmg hnes :-

(a) There would be no obligation to buy'or sell gold for rupees and 
there would be no need to go to the heavy expense of keeping gold in the 
currency reserves, unless (which I assume would not be the case) India were 
req'Jired to keep some small reserve in gold as a condition of dependence 
on sterling, that is, of reliance upon the action of the currency authorities 
of Great Britain to maintain sterling at par with gold. 

(b) The right of note issue and the duty of managing the paper 
currency would be transferred to the Imperial Bank of India. 

(c) The Gold Standard Reserve and the Paper Currency Reserve would 
be amalgamated and reconstituted by statute as a single currency reserve. 

(rl) The Imperial Bank will be required by statute to sell rupees for 
sterling without limit at Is. 6-frd. and sell sterling for rupees at 1.'1 51 ~rI. 

7. One of the great objections to the Indian Currency system as operated in 
1914 was that it was extraordinarily complicated and not easily intelligible even 
to the expert, and, so far as the Gold Standard Reserve was concerned, there was 
not only no statutory enactment defining its constitution, purposes or uses, but 
there was not even any recognised body of doctrine on these points. It seems to 
me that it is essential, if the 010. system is to be retained, (1) to recognise and 
state clearly that it is a Sterling Exchange Standard system, (2) to get rid of the 
cumbrous duplication of reserves, and (3) to realise that in essence the problems 
raised by the existence of the silver rupee with unlimited legal tender character 
are rather those associated with a note issue than those associated with a metallic 
currency, and to approach these problems from the standpoint that the silver 
rUl'ee is essentially a note printed on silver rather than a token coin. 

8. The original function of the Paper Currency Reserve was to'provide for 
the convertibility of the paper currency into rupees. By 1914 this function had 
been supplemented by the secondary one of maintaining the exchange value of the 
note at par with sterling. 

The function of the Gold Standard Reserve was to maintain the exchange 
value of the silver rupee at par with sterling . 

. The silver rupee carried within itself a large portion of its cover in the form 
of SlIver bullion, but this cover is oonstantly varying in value and is not in an 
easily or 9.u}ckly realisable form. The bala~ce of t~e value of the rupee depended 
on the wIllmgness of the Government to give sterhng for it at par when it was 
redundant to the circulation, and this was the function of the Gold Standard 
Reserve. If a single ct;trrency reserve is to repl~?e the two existing reserves, this 
new reserve must prOVIde. (a) for the convertIblhty of the paper note into silver 
rupees, and (b) for the mamtenance of the exchange value both of the note printed 
on paper and of the note printed on silver. 

9. . The total amo~nt of silver rupees now in circulation (including the silver 
rupees m the reserve) IS unk?own and unascertainable, but it certainly does not 
e~ceed ~OO c~ores. A. conSIderable number of rupees must always remain in 
CIrculatIon, SI~~ the sIlver rupee p~rforms the functions of a subsidiary coin 
such as the shIlhng and half-crown m England as well as the functions of an 
inconvertible note of ~limited legal tend.er. To the extent of from 60 per cent. 
to 75 per cen~. aCCOrdI?g to the prIce of SlIver, the rupee carries its own cover in 
the form of sIl~er bulhon. It WIll not be necessary therefore in the new currency 
reserve to prOVIde cover for the whole of the outstanding silver rupees, nor will 
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it be necessary to provide special cover for the whole of the nominal value of each 
rupee. 

Any proposal as to the amount of cover required must be arbitrary. My 
suggestIon is that the new currency reserve should contain (a) full cover for all 
outstanding paper notes, (b) an additional 50 crores to cover rupees now in 
cirl'lliation, (c) further cover to the extent of 25 per cent. for all additional silver 
rupees hereafter coined and issued (exception being made for new rupees coined 
to replace worn coins withdrawn), i.e., 1 rupee of cover for every 4 rupees added 
to the circulation If rupees were withdrawn from circulation and melted down 
as redundant one rupee of cover would be released for every four rupees melted 
down. 

10. Taking the figures of September 30th, 1925, the amount of paper 
currency then outstanding was 189t crores. The new currency reserve would 
thetefore at that date have required to contain assets of the value of 239t crores. 
How should this reserve be constituted 1 

11. It must in the first place contain some silver rupees to provide for the 
convertibility of the paper note into rupees. But the amount of such rupees should 
be reasonably limited: if the reserve is to be strong enough to perfonn its other 
functions. My suggestion would be that normally the silver rupees in the reserve 
should not be allowed to exceed 50 crores and that it should be laid down that in 
no circumstances should the rupees so held exceed one-third of the total liabilities. 
There would seem to be no need to prescribe a minimum for the rupees to be held, 
as the Bank would be bound by statute to give rupees for notes and would see to it 
that it was not caught short. Equally the Bank would have to guard itself against 
the risks of rupees becoming so redundant as to exceed the maximum of one-third 
of the assets of the reserve. The amount of rupee securities might be limited: to 
a maximum of 80 crores or 40 per cent. of the liabilities, whichever is less, and it 
might further be laid down that of the rupee securities not more than 60 crores 
should be Government of India securities and the balance but not more than 20 
crores should be held in the form of self-liquidating short-term rupee securities. 
Thl' remainder of the currency reserve would be held in the form of sterling 
securities, the exact forms to be defined but not limited to British Government 
securities. 

12. The assets of the two reserves as at 30th September, 1925, consisted of'-
8ilver ... ... ... ... '" ... ... 90'1 
Gold 29'7 
Government of India rupee securities... 57'1 
Sterling securities ... ... ... 80 

Total 2569 

Being a surplus of . . . . . . . . . . . . . . 67'4 
Over the amount of currency notes outstanding which 

was 1~~ 

An extra 50 CTores of assets are required to balance the liabilities of the new 
currency reserve as suggested by me. The surplus in the existing reserves is 
sufficient to provide this extra 50 crores and still leave a free balance of about 
18 crores. 

13. It would be tempting to apply this 18 crores to reduction of India's 
steI ling debt, but in order to start the new scheme with an extra margin of safety 
I would suggest that it should be used temporarily to relieve the new currency 
reserve of some of th.e surplus rupees. It might, for example, be arranged that the 
Government of IndIa would ~ake over 18 crores of these surplus silver rupees. 
The Government would then eIther hold the rupees in stock pendinO' such time as 
~ :demand arose for new ooinage, or hold a part in stock and ~ell a part as 
bullion. The question whether it would be better to hold or to sell need not be 
examined here. 

14. Supposing this exchange to be arranged, the new currency reserve would 
start its career as follows, it being further assumed that the 29·7 crores of gold 
would be converted into sterling securities :-

Liabilities-
Notes in circulation 
Special rupee liability 

Crores. 
189'5 
50 

239'5 
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Assets­
Silver 
Government of India rupee securities ... 
Sterling securities ... ... . . 

727 
571 

109·7 

2395 

It would be desirable to lay it down as a further temporary rule for guidance 
of the Imperial Bank that until the silver rupees in the reserve fell below 50 crores, 
additioJts to the invested portion of the reserve should not take the form of rupee 
securities. After that the Bank might increase the rupee securities at its discre­
tion within the proposed statutory limits. For simplicity's sake it might be desir­
able to convert the Government of India rupee securities into a non-interest bear­
ing book-debt. 

15. It seems to me that a scheme of this kind would go far, subject to the 
postulates mentIOned above, to give India.a sound currency system, reasonably 
secure against all but abnormal shocks, reasonably intelligible even to the un­
initiated, and managed with the minimum of Government control or interference 
on business lines by the Imperial Bank acting as the Central or State Bank of 
India The plan has the advantage of amalgamating the banking and currency 
reserves of Indi'a and eliminating, all Government intervention in the sphere of 
currency and exchange regulation. The Bank ought, I think, to be able and will­
ing to undertake all the obligations proposed to be imposed on it. Arrangements 
would have to be made on the lines proposed in the memorandum regarding Trans· 
fer of Management of the Paper Currency to the Imperial Bank for the supply 
of the funds required by1 the Government of India in London and for the annual 
payment by the Bank of a suitable sum in respect of the profits of note issue. The 
only functions remaining to the Government beyond general control would be those 
of issuing new rupees in exchange for worn coin, and issuing additional rupcc3 
to the Bank as required. New rupees would be given in exchange for worn coin 
at face value without other conditions. Additional rupees would be issued by th~ 
Government to the Bank at face value, the Government taking the seigno!'age, 
but it would be further provided that out of such seignorage, or if this were 
insufficient out of revenue balances, the Government should pay to the Bank to be 
credited to the currency reserve one rupee for every four additional rupees Sf) 

issued. This latter condition would apply only when the time came for additional 
coinage, and need not apply to additional rupees issued out of the special stock of 
18 crores of silver rupees in the hands of the Government at the start of the new 
system. 

16. One great attraction of this plan is that it not only involves no additional 
expenditure from general revenues, but, on the contrary, gives the Government (a) 
the prospect of being able to secure a special fund amounting at a maximum to 18 
crores for much needed capital expenditure as and when the special stock of 18 
crores of silver rupees is liquidated; (b) an extra sum for credit to annual revenues 
equal to the interest on 29·7 crores of sterling securities resulting from the sale of 
that amount of idle gold; and (c) the prospect, as silver rupees go out into circula­
tion, of receiving in aid of general revenues the interest on further investments, 
either sterling or rupee, on account of the reserve, amounting to some 30 to 50 
crores. 

The extra annual revenue arising under (b) and (c) may be roughly taken at 
not 1ess than two crores, and even if, for any reason, it were found necessary or 
desirable to hold as much as 30 crores in gold, the econdmies mentioned under 
heads (a) and (c) above would still remain. 

H.-THE GOLD EXCHANGE STANDARD. 

17. A scheme for a Gold Exchange Standard is fully set out in the memoran­
dum regarding Transfer of the Management of the Paper Currency to the 
Imperial Bank of India. I need not add anything to that memorandum except to 
say that it would, I think, be possible to avoid the necessity for the special reserve 
for the redemption of rupees by adopting a plan similar to that suggested above iu 
in the case of the Sterling Exchange Standard for amalgamating the two reserves 
into a single currency reserve. I have already expressed the view that there are 
few advantages in this system over the Sterling Exchange Standard, unless it is 
definitely advocated as a stepping stone to the Gold Standard system. I am of 
opinion that the time has come when a final choice might well be mad~ between 
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the Sterling Exchange Standard and the Gold Standard, and, if the choice is in 
favour of the latter, I should prefer to advance to it at once, and believe that it 
can be introduced without further hesitation, if a reasonable transition period is 
allowed, and if India is prepared to face the extra cost involved. 

III.-THE GOLD STANDARD. 

18. My personal view is that the cost involved in an immediate advance to 
the Gold Standard is worth incurring on two conditions. The first is that the 
extent of that cost is fully realised in advance and the decision that it is worth 
facing is arrived at with reasonable unanimity by the Government and people of 
India, and the Government are not put in the position of appearing to force India 
to incur the charge without due consideration of such public opinion as exists on 
so technical a subject. The second condition is that the problems of disposing 
satisfactorily of a large surplus of silver bullion and of satisfying a large extra 
demand for. ~old, though a temporary one only, will not _raise insuperable difficul­
ties in relatIOn to the world's gold and silver markets. 

19. What then is the cost of introducing a gold standard in India? In the 
memorandum entitled •• A Gold Standard for India " the conclusion is reached 
that, on the necessarily hypothetical assumptions there stated, the scheme involves 
the possibility of a recurring cost of about Rs. 165 lakhs a year durling the first 
five years and about Rs. 112lakhs a year thereafter. 

20. It is, however, important to stress the fact that these figures represent 
maxima. The assumptions throughout have been deliberately made to err on the 
side of safet;}". There are reasons for thinking that the actual charges would be 
considerably less, and there are various possible methods, some of which are men­
tioned or indicated in the memorandum, of reducing the liabilities. 

21. In the first place, I incline to the view that 200 crores of silver rupees is 
an over-estimate of the amount which it is at all probable that we shall have to 
convert into gold. If the figure turned out to be 150 crores, this fact alone would 
reduce the loss on sale of rupees by 25 crores and make a corresponding reduction 
in the annual charges. Unfor,tunately, however, there seem to be absolutely no 
reliable data on which to arrive at a satisfactory guess in the case of this vital 
figure. 

22. In the second place, the proposal to reintroduce the import duty of 4 as. 
per oz. on silver bullion (with no corresponding rebate) seems to me to be a very 
reasonable one, and if adopted it would reduce the capital cost by 20 crores on 
the basis that 200 crores of rupees will have to be exchan~d into gold, or 15 crores 
if the amount is 150 crores. It may further be observed that an average price of 
24d. per oz. for silver is to all appearance a very safe figure in view of the present 
level of world prices for commodities generally If it be assumed that the extra gold 
required can be obtained without causing any considerable appreciation of gold. 

23. A third avenue for reducing the cost is offered by a reconsideration of 
the proportions proposed to be adopted for the new currency reserve. The figures 
in the memorandum were intended to be illustrative in the main, and it will be 
acknowledged that they are, in comparison with other countries, exceptionally 
stringent. I have been reconsidering these proportions and the composition of 
the proposed reserve in general since the memorandum was written, and am now 
inclmed to suggest a different set of rules for the reserve, which are less stringent, 
and are also arrived at by a different method of approach. I suggest that the 
rules for the new reserve should require:-

(a) a fixed minimum o£ 40 crores of gold coin or bullion; 
(b) a fixed investment of 90 crores in Government of India rupee 

securities, which might conveniently take the form of a non-interest bearing 
book-debt; 

(c) a further investment not exceeding 20 crores in other rupee securi­
ties which might be either Government of India securities or rupee paper 
of a self-liquidating character; 

«(1) the balance of the reserve to be held either in gold coin or bullion 
or in sterling or other gold securities. 

The Bank might further be permitted to increase (c) and reduce (a) within cer­
tain limits on payment of a graduated tax. 

E3 



;0 ROYAL COMMISSION ON INDIAN CURRENCY AND FINANCE: 

24. There are, I think, some advantages in basing the figures for a lc~erve 
of this nature on fixed amounts rather than on proportions. The rules outlined 
above give considerably more elasticity to the authorities controlling the reserve 
to vary the constituents according to requirements, without endangering the full 
convertibility of the exchange value of the currency. 

25. The final constitution of the reserve on this basis (asbullling as before a 
note circulation of 189·5 crores) would be as follows:-

Gold not less than 
Government of India Book Debt 
Other rupee securities, not more than 
Sterling and other gold securities (if other figurcs as 

above) 

Crores. 
40 
90 
20 

395 

1895 

The gold and gold securities would amount to at least 79 5 crores 01" approximatel) 
42 per cent. of the habilities, but would probably be rather higher, as the other 
rupee securities would not normally amount to 20 crores. If nothing were held in 
other rupee securities at the outset and the 20 crores divided in the proportion of 
one to three between gold and gold securities, the figures would be.-

Gold 
Government of India Book Debt 
Other rupee securities ... 
Sterling and other gold securities 

Crores. 
45 
90 
nil 

54·5 

1895 

Gold alone would compose 2375 per cent of the cover, while gold and gold securi­
ties would comprise 5250 per, cent. 

26. The interest on the Government of India securities now in the reserve 
and the interest, if any, on the proposed book debt do not enter into the question 
of the cost of the change to the Government. That cost is represented by the loss 
of mterest involved in keepmg rather more gold and rather less earning assets 
(other than Government of India seCUrIties). The existing rcserves contain 
apart from silver and Government of India securities:-

Crol'es. 
Gold 297 
SterlIng securities 80 

If the new reserve contams only the minimum of 40 crores of gold, the earn­
ing assets will be 59·5 crores, and the annual cost when the transition is complete 
wIll be the interest on 80--595=20·5 crores. If the gold held amounts to 45 
crores the amount of earning assets will be 54 5 crores, and interest will be lost on 
25·5 crores. That is to say, the loss will be from about 6] 1 to about 761 
lakhs a year. The reduction of cost as compared with Mr. Denning's figure is due 
to the holding under my scheme of rather less gold and rather more securities. 
During the transitional period the charge on general revenues would be the same 
as that assumed by Mr. Denning, viz., an average of 165 lakhs during the first 
five years. 

27. The import duty on silver would serve as an extra protedion against a 
fall in the average price of silver below 24d., and if the assumption of an average 
price not less than 24d. is realised, would reduce the average cost during the tran­
sition period by something like 40 lakhs a year, and the final annual cost to vanisH­
ing point. 

28. It may be further mentioned that a considerable addition to the sterlIng 
securities in the Paper Currency Reserve is likely to take place during the current 
busy season. This addition may, of course, be temporary only, but in any case it 
strengthens the general position, and if permanent (which depends mainly on the 
course of the 1926 monsoon) will provide an additional sterling asset for financing 
the transition As we shall in any case get for general revenues the interest on 
these extra investments, they do not alter the figures as regards net loss vf 
lllterest, but the extra interest may be regarded as an asset out of which to finance 
part of that loss, since it is additional to the revenue budgeted for in 1925-26. 



APPENDIX 7. 71 

29. My conclusion is that it is reasonable to hope that the ultimate charge 
to annual revenues as the result of introducing the Gold Standard would be negli­
gible, though !We must be prepared to face a charge up to a maximum of two­
thirds of a crore a year. 

To make the comparison complete, we must set against this the reduction in 
annual charges obtainable from the definite adoption of a Sterling Exchange 
Standard (vtde paragraph 16). 

30. It remains to consider the second question. Can the transition be 
effected without such a disturbance in the gold and silver markets of the world as 
will threaten or destroy the utility of gold as a standard of value? If the effect 
of a decision to attempt the change to gold in India is going to be to upset the gold 
standard in the United States of America or in Europe, India has clearly 
nothing to gain by making the attempt. Even if the change is likely to cause an 
appreCIation of gold by as much as, say, 25 per cent., India must hesitate before 
rIsking such an upset in her own internal prices, as would accompany a fall by 
25 per cent. of world prices. I do not feel competent to pronounce any decided 
view on this essential point. 

--------------------APPENDIX 8. 
Note on the Profit obtained by Government on the Note-issue, submitted by 

Mr. H. Denning, I.C.S., Controller of the Currency. 
Nos. 62 and 62A of the Finance and Revenue Accounts of the Government 

of India give details of the receipts and charges of the Currency Department and 
the net profit for the year. These acoounts, however, do not areurately represent 
the profit obtained from the note-issue, because certain items of revenue are 
included which are derived from other sources and certain items of expenditure 
are included which are incurred for purposes other than the administration of 
the note-issue, while the accounts do not include any charge on account of rent 
of buildings. Moreover, the acoounts are not very clear because sterling charges 
are shown separately converted into rupees at £1 = Rs. 10, a separate item being 
included to show the exchange on the same. The annexed statement (Appendix) 
shows for the last four years the receipts and expenditure properly chargeable 
to the administration of the note-issue in rupees, sterling expenditure being 
converted into rupees at the average rate of exchange for the month in which the 
expenditure was mcurred. 

2. The following are the important variations from the accounts of the 
Currency De{>artment given in the Finance and Revenue Accounts:-

(a) The item "Premium on bills" appearing on the receipt side 
in the Finance and Revenue Accounts has been omitted, as it does not 
arise from the administration of the note-issue. 

(b) The Controller of the Currency and the Deputy-Controllers of 
the Currency have other functions besides the supervision of the adminis­
tration of the note-issue, e.g., the administration of the public debt and 
the arrangements for keeping treasuries and sub-treasuries in funds. Half 
the cost of the offices of the Controller of the Currency and the Dcputy­
Controllers of the Currency has been allotted to the administration of the 
note-issue, the other half plus the rent of buildings occupied by these 
offices being assumed to be the cost of other work performed by them. 

(c) Charges for remittances of treasure on the expenditure side have 
been omitted. It has been suggested in another memorandum that the 
Imperial Bank of India should, if it takes over charge of the note-issue, 
also be responsible fOor the distribution of coin and notes to the branches 
of the Bank and to treasuries, and that it should bear the cost of remittance 
to its branches. Such an arrangement, however, is not a necessary 
corollarv to the control of the note-issue by the Imperial Bank, and 
although these charges would have to be taken into account in considering 
the general arrangements between the Bank and Government, it seems 
undesirable to take any account of them in considering the profit of 
the note-issue_ 

(d) The item of Rs. 4llakhs for rent of currency offices on the expendi­
ture side of the accounts is an estimate based largely on the estimates that 
have recently been framed for constructing new currency offices. 
3. The expenditure of the currency offices includes charges incurred in 

connection ,with coin. As the Imperial Bank would have to take over the work 
in connection with coin at prerent performed by currency offices, no attempt 
has been made to make a deduction from charges on this account. 
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4. The important variations from year to year are explained below:-
(a) Interest on sefJUrities held in the Paper Currency Reserve 'In 

India.-The large decrease in this item in the years 1922-23 and HI23-24: 
was due mainly to the reduction of ad hoc treasury bills held in the 
reserve, while the smaller decrease III 1924-25 was due to the reductioll ill 
the rate of discount on these treasury bills. 

(b) Interest on loons to the Imperial Bank against internal bills 0/ 
e.xchange.-This item represents the revenue obtained from thc issue of 
additional seasonal currency referred to in the memorandum giVlllg the 
history of the Indian Currency system. As it is customary for the Hank 

\to pay interest when the loans are repaid, the amount of 3727 lakhs for 
the year 1924-25 is the total amount paid by the Imperial Bank OIl account 
of loans taken during the busy season of 1923-24. 

(c) Discount of British treasury bills held in Paper Currency 
Reserve.-The large decrease under this head in 1922-23 was due partly 
to the fall in the rate of discount and partly to the decrease in the amount 
of bills held in the reserve. The large increase in 1924-25 was due to the 
increase in the amount of bills held in the reserve. 

(d) Expenditure in England-Stores, &c.-The large decrease uuder 
this head in the year 1924-25 is due mainly to smaller expenditure on 
note-forms, owing partly to the discontinuance of the issue of one-rupee 
notes and partly to the reduction in stocks of note-forms of other 
denominations. 

ApPENDIX. 

(In thousands of TU/H'es). 

]921-22. I 192~23~1 1923-24. 

------------------~----~----~------+-- -
1924-2;'. 

RECEIPTS. 

Interest on securities held in the Paper 
Currency Reserve in India. 

3,58,]7 3,07,80 

2,10 

35 

2,69,53 

Interest on loans to Imperial Bank against 
Internal Bllls of Exchange. 

Value of old currency notes assumed to be 
no longer in Circulation. 

Value of unclaimed currency notes ... 
Mlscellaneous .•. ... ••• ... . .. 
Discount on British Treasury Bills held in 

the Paper Currency Reserve. 

Deduct-Rofunds including refunds of 
value of old currency notes. 

TOTAL RECEIPTS 

EXPENDITURE. 

Half the cost of the offices of the Controller 
and Deputy Controller of the Currency. 

Currency offices-
PdY of Officers .. , ••• ... • .. 
PdY of Establishment ... ... .. 
Allowances, Honoraria, &c. .... . .. 
Supplies and Services... ... . .. 
Contingencies ...... . .. 

LOfls on note and specie remittances ... 
Pensions and Gratuities .•. ... ..-
Value of stationery supplied ... . .• 
Value of pr;nting executed by Government 

Presses. 
Repairs of buildings and other Public 

Works charges. 
Rent of Currency offices ... ... . .. 
Expenditure in England-Stores (cost of 

notEl-forms, &c.). 
Other items .. , 

TOTAL EXPENDITURE 

NET PROFIT 

46 

1,57 
4 

61,63 

4,21,87 
61 

1,18 
5 

23,00 

3,34,48 
76 

1,36 

27 

1,46 
15 

21,54 

2.94,31 
73 

37,'!7 

34 

96 
12 

70,99 

--------------·---1------
4,21,26 3,33,72 2,93,58 3,56,05 

1------1---·-----------

2,27 

1,50 
10,15 
1,16 

98 
1,44 

9 
36 
12 
52 

2,69 

4,50 

62,78 
13 

88,69 

3.32.57 

2,06 

1,46 
10,81 

1,03 
79 

1,36 

36 
8 

43 

95 

4,50 

58,89 
69 

83,41 

2,50,31 

1,90 

1,62 
11,17 

96 
33 

1,55 
1,36 

42 
6 

40 

50 

4,50 

53,29 
71 

78,77 

],88 

155 
11:65 

~15 
19 

1,17 
2 

(a) 42 
(a) 6 
(a) 40 

(a) 50 

4,50 

29,76 
47 

53,45 

(a) Previous years' figures have been repeated as actualE! of 1924-25 are not yet aVclildLle. 
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APPENDIX 9. 

Note on the Amount of Rupees Outstanding, submitted by Mr. A. C. McWatters, 
C.I.E., I.C.S., Secretary to the Government of India, Finance Department. 

The only method of calculating the amount of rupees in the hands of the 
p~blic which. has been contInuously prepared by the Government or, so far as is 
known, by any other body in India is that known as the rupee census method. 
This method IS fully described l?Y Mr. Findlay Shirras on pages 162-168 and in 
Appendix II of his book " IndIan :Finance and Banking." The rupee census 
is based on the scrutiny of 10,000 rupees selected at random in the first week of 
May of each year at each treasury and currency office in India and the figures 
are published each year in the Report of the Controller of the Currency. As 
there are upwards of 300 treasuries and 7 currency offices, the amount of rupees 
under scrutiny in each year is approximately one-third of a crore. The rupee 
census method of calculating the rupee circulation admittedly makes a number 
of assumptions :-

(1) That the percentages in the rupee census tables are estimates of 
the l'ercentages of the several years' issues to the total stock of rupees 
in CIrculation; 

(2) that the coinage of any year is completely in circulation in the 
year in which the maximum percentage IS attained; and 

(3) that there is a certaIn rate of wastage. 
In the later developments of this method the procedure described in detail 

by Mr. Finlay Shirras is intended to reduce the element of error lllvolved In this 
last assumptIon. 

2. The figures arrived at by this method in recent years have Leen as 
follows :-

Crores. 
1919 228 
1920 260 
1921 233 
1922 247 
1923 244 
1924 ~34 

There has been no new rupee colllage in 1924 or H)25. 

3. In order to arrive at the total amount of rupees outstanding, includlllg 
the silver held by Government, it is necessary to add to this figure the amount 
of silver coin and bullion in the hands of Government. On the 2'2nd of November, 
1925: the amount of coin held in the Reserve was 81,10 lakhs and the amount of 
bullion 7,13 lakhs, making a total of 881 crores. According to this method of 
calculation, the amount of rupees outstanding, including Government silver, 
would be not more than, say, 325 crores in round figures. 

4. In view of the assumptions made by this method it is desirable to apply, 
if possible, some further check. An attempt is made below to apply a check 
based on the total coinage of rupees from 1835 making deductions for such 
amounts as are known or can reasonably be assumed to have disappeared. The 
total ooinage of rupees from 1835 to date is 647! crores which includes 8} crores 
coined for Indian States. The latter coins, although marked with the designa­
tions of the States, are current in British India. 

Coins are withdrawn from circulation under standing orders and melted 
down for recoinage when they fall below certain limits of weight or are defaced. 
All treasuries in India remit such coins to the mints when they are used for 
recoinage. The total amount of recoin age since 1835 exceeds 90 crores. Thl~ 
recoinage includes a certain quantity of half-rupees, but we may safely take a 
round figure of 85 crores as a legitimate deduction. 

The second deduction that can be made is on account of the rupees of 1835, 
1840 and 1911 which have been withdrawn from circulation. The issue of 1911, 
it may be mentioned. was withdrawn owing to a defect in the design. The other 
issues were withdrawn about 1900 and 1904, respectively, after having been in 
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ciroulatIOn for more than 60 years. The total amounts of these three Issues 
which have been withdrawn since 1900 and 1904 are:-

1835 Issue 
1840 .. 
1911 " 

Total 

lakh.\. 
4,05 

35,38 
43 

49,86 

The original amount of these issues was:-

1835 
1840 
1911 

Total 

laklts. 
16,40 

1,07,83 
94 

1,25,17 

Coins of these three issues are hardly ever seen in circulation and no lar15c 
quantity of them IS likely to be retained in hoards. They must have been largely 
melted down, or had disappeared in other ways, before the orders for withdrawal 
were issued. This is practically proved by the statistics of withdrawals for the 
last five years whioh have been as follows:-

1920-21 
1921-22 
1922-23 
1923-24 
1924-25 

Average 

(In thousands of Rs.) 
1835. 1840. 1911. 
2,56 30,78 9 
2,59 29,61 10 
2,81 31,36 12 
2,77 28,99 8 
2,33 25.20 5 

2,60 29,13 9 

That is to say, out of an original ooinage of 125 crores, less than 32 lakhs 
a year are now being received and withdrawn. 

It would be legitimate to assume that no more than 5 crores of these issues 
still remain tOi be redeemed and it would follow that 120 crores of these issues 
have been disposed of. In view of the fact, however, that the rupees of theHC 
issues withdrawn have been employed for reooinage, we are entitled to take only 
70 crores as a legitimate deduction. The deductions which can be made there­
fore amount to 85 plus 70 crores, leaving 4921 crores unacoounted for. 

5. This figure of 492 crores makes no allowance for the melting down or 
disappearance in other ways of any of the ooinages since 1862. It is well known 
that rupees are largely melted down for ornaments and there is also a oontinuous 
drain across the land frontiers, of which there is no record. In view of the rate 
at which the 1835 and 1840 ooinages have disappeared, it seems hardly reason­
able to suppose that the melting and disappearance of all the coinages since 
1862 will not greatly exceed 921 crores. These figures suggest that the maximuJIl 
number of rupees outstanding is probably nearer 350 than 400 crores, and they 
therefore to some extent oorroborate the figure arrived at by the rupee censml 
method. 

6. So far as half-rupees are ooncerned, these have been coined from time 
to time only as required for active circulation, and although half-rupees are 
unlimited legal tender, it may be assumed that the amount outstanding is not 
more than would continue to be required for use as subsidiary coin. 

7. The figure of 150 crores of rupees, which has been elsewhere suggested 
as the maximum amount of whole rupees that would be required in circulation 
Ii the rupee became limited legal tender, allows for less than 5 rupees per head 
of the population. There are a few areas (notably Hyderabad) where Indian 
State currency still circulates; against which, however, may be set the fact that 
the rupee is the currency in use in Ceylon, Iraq and Mauritius, and also circulates 
in some of the areas beyond the land frontiers of India. 

8. No direct calculation is possible of the amount of rupees retained in 
hoards. The use of this term also is not free from misunderstanding, since it is 
the natural instinct of a large proportion of the inhabitants of India to keep 
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some store of cash as a reserve against a rainy day instead of placing it in a 
ballk or investing their money. Such hoards may be called temporary hoards a~d 
certainly the greater number, if not the greater part, of th~ h~ards. of IndIa 
consist of relatively small sums (from Rs. 15 to Rs. 1,000) set aSIde III thIs manner. 
The practice of retaining small hoards of this kind would probably not altogether 
cease even if the rupee were made limited legal tender. 

APPENDIX 10. 

Note on Reverse Councils and Currency Contraction, submitted by 
Mr. H. Denning, I.C.S., Controller of the Currency. 

The following is the information asked for by the Currency Commission 
regarding the action taken by Government to contract the currency on the various 
occasions on which Reverse councils have been sold. 

(1) In 1907-8 and 1908-9 the total sales of Reverse councils were £8,058,000. 
All the sterling paid in London was debited to the Gold Standard Reserve and 
rupees were transferred in India to the Gold Standard Reserve simultaneously 
with the sterling debits to the Gold Standard Reserve in London. The currency, 
therefore. was contracted to the full extent of the sales of Reverse councils. 

(2) In 1909-10 the sale of Reverse councils amounted to £156,000. Pay~ent 
waf) made from the Secretary of State's treasury balance and the amount reCeIved 
in India. from the sale of the bills was credited to the treasury balance in India. 
There was, therefore, no contraction of the currency. 

(3) In 1914-15 the sales of Reverse councils between August 1914 and 
January 1915 amounted to £8,707,000. When the sales were started it was 
arranged that transfers of gold should be made in India to the Gold Standard 
Reserve either from the treasury balance or from the Paper Currency Reserve 
simultaneously with the payments from the Gold Standard Reserve in London. 
Transfers tQ the full amount of £8,707,000 were actually made in accordance 
with this arrangement. From the beginning of October, however, Government 
took loans in gold from the Gold Standard Reserve in India and the amount of 
the loans taken between the beginning of October and the end of December was 
£8 million'>. The net effect of the two sets of transactions, therefore, was that the 
currency was contracted by 105 lakhs only as against the sale of Reverse councils 
of the amount of £8,707,000. The reasons for borrowing from the Gold Standard 
Reberve were (to quote the communique issued at the time) "to strengthen the 
Government balances in view of the special strain now pl:~,ced upon them in various 
directions, and to avoid the necessity of reducing the amounts which Government 
has been :tble to keep with the Presidency Baiiks for the general assistance of 
trade." The loan of £8 millions from the Gold Standard Reserve was repaid in 
the following instalments :-

£1,000,000 in February, 1915. 
£345,687 in February, 1916. 

£2,654,313 in March, 1916. 
£500,000 in January, 1917. 

£2,000,000 in February, 1917. 
£1,500,000 in March, 1917. 

£8,000,000 

(4) In 1915-6 Reverse councils of the amount of £4,893,000 were sold. Of 
this amount £4,668,000 was paid from the Secretary of State's treasury balance 
and the proceeds of the sale of the bills were credited in India to the treasury 
balance. The remaining £225,000 were paid from the Gold Standard Reserve in 
England and gold of this amount was transferred from the Paper Currency 
Reserve in India to the Gold Standard Reserve. There was therefore a 
contraction of the currency of the amount of 34 lakhs only. ' , 

(5) In 1918-9 Reverse Councils of the amount of £5,315,000 were sold. On' 
this occasion the Secretary of State had a large treasury balance and was able to 
meet the payments on account of Reverse councils from this balance without 
drawing on the Gold Stundard Reserve or the Paper Currency Reserve. The 
amounts obtained from the sale of the bills in India were credited to treasury and 
there was no contraction of the currency. 
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(6) In 1919-20 and 1920-1 the total amount of Reverse councils sold was 
£55,532,000. The entire amount was in the first place met from the Secretary of 
State's treasury balance and the sale proceeds of the bills were credited to the 
treasury balance in India. Between March and October 1920, however, the 
Secretary of State drew £46,650,000 from the Paper Currency Reserve in England 
and the withdrawal of this amount would have involved a contraction of the 
currency in India to the extent of Rs. 68,731akhs if the Government of India had 
not issued ad hoc treasury bills to the Paper Currency Reserve in India to the 
extent of Rs 34,05 lakhs. The net result of all these transactions was, therefore, 
that the currency was contracted by Rs. 34,68 lakhs as against the sale of Reverse 
councils :tmounting to £55,532,000 from which Government realised Rs. 4714 
lakhs in India The currency was not contracted to the full extent of the amo~nt 
realised by the sale of Reverse councils as it was feared that the money stringency 
which woula have resulted might have seriously dislocated business generally. 

APPENDIX 11. 

Statements prepared in India for the use of the Commission. 
(A).-Statement showing the Absorption and Return of Rupees and JI-lotes in the Bllsl/ 

and Slack Seasons in each year from 1912-13 to 1924-25. 
(In lakhs of Rs.) 

Year. Busy Season. Slack Season. Total. 

Rupees. Notes. Rupees. Notes. Rupees. Notes. 
1912-13 ... ... ... 32,42 -2,31 -21,20 2,44 11,22 13 
1913-14 ... ... .. . 32,20 55 -26,15 1,87 6,05 2,42 
1914-15 ... ." ... 19,14 -9,79 -25,36 6,72 - 6,22 -3,07 
1915-16 ... . " ... 29,66 52 -21,05 7,96 8,61 8,48 
1916-17 ... ... . .. 49,27 9,14 -15,78 8,10 33,49 17,84 
1917-18 ... ... ... 33,64 -11,53 -6,73 21,33 26,91 15,80 
1918-19 ... ... ... 29,72 26,82 13,79 25,48 43,;)1 52,30 
1919-20 ... ... ... 17,79 3,63 2,23 19,62 20,02 23,25 
1920-21 ... ... ... -7,44 -2,56 -18,13 -4,57 -25,51 -7,13 
1921-22 ... . ' ... 91 -3,31 -11,99 11,91 -11,08 8,60 
1922-23 ... ... .. . 4,57 -7,30 -14,19 7,24 -9,62 -6 
1923-24 ... ... ... 22,44 1,56 -15,05 9,58 7,39 11,14 
1924-25 ... ... .. . 13,41 -5,98 -9,76 3,41 3,65 -2,51 

,------

( -) Indicates return. 
NOTE.-For 1912-13 to 1916-17, see para. 22 of the Report of the Controller of the Currency 

for 1916-17. 
For 1917-18 to 1924-25 (Busy season taken to be November to May, and Slack season 

June to October). 

(B.) Absorption of sovereigns from 1909-10 onwards, showing separately absorption 
after passing through Government treasuries and Currenc!! offices and direct 

absorption u:ithout passzng througlt Government. 

190V-10 
19lO-11 
1911-12 
1912-13 
1913-14 
1914-15 
1915-16 
1916-17 
1917-18 
1918-19 
1919-20 
1920-21 
1921-22 
1922-23 
1923-24 
1924-25 

Year. 

(In thousanrls oj £). 
, I I 

Absorption after passmg I Direct absorption Wlth-
through Government out pa8smg through 

treasurles and Currency I Government. I 

Offices. I 

712 
7,187 
7,600 

10,245 
10,843 
4,990 

- 26~ 
917 

7,758 
3,475 

- 2,215 
- 6,054 

-2 
2 

2,lO2 
914 

1,289 
856 

1,231 
632 
456 

1,200 
1,748 

3,136 
1,858 
6,288 
4,493 
9,912 

Total. 

2,874 
8,101 
8,889 

11,101 
12,074 
5,622 

192 
2,117 
9,506 
3,475 

- 2,215 
- 2,918 

1,856 
6,290 
4,493 
9,912 
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(C.) Value Of Net Imports of Gold and Silver on Government Account from 
1909-10 to 1924-25. 

(In lakhs of rupees,) 

Year. Gold. Silver. Total. 

l!lO!l-lO .•• 1 8 9 
)910-11 ..• 6 6 
1911-12 ..• -1 5 4 
1912-13 .•. -3,58 10,62 1,04 
1913-14 ..• 6,19 6,79 
1914-15 .•• -In -1,14 -1,95 
1915-16 .•. 4 -75 -71 
1916-17 ••. -4 22,13 22,09 
1917-1R ... 5,24 18,36 23,60 
1918-19 ... -3,08 -66,90 63,82 
1919-20 •. 31,29 29,66 60,95 
1920-21... 10,99 -1 10,98 
1921-22 ... -7 15 8 
1922-23 ... 1 18 19 
1923-24 ... 31 31 
1924-25 (for 11 months only) 2 2 

( - ) indicates return. 

(D.)-TaUe showing 1!ercentage in certain years borne to India's total trade by trade 
with Ihe Britzsh Empire and. with the United Kingdom respectit'ely. 

BUITISH EMPIRE (including United Kingdom). 

Exports from India ... 

Imports to India ... 
-- -

Exports from India ... 

Imports to Iudia 

1 1900-01.1 190:H>6·1 1909-10.\ 1914-15.11919-20.1 1923-24. 

... 

... 
42% 32% 33% 

67% 69% 
I 

64% 

UNITED KINGDOM ONLY. 

30% 

64% 

25% 

67% 

26% 

62% 

40% 

69% 
I 

-

31% 

61% 

N.B.-The years have been selected at random. 

37% 

54% 

30% 

50% 

33% 

60% 

25% 

58% 

(E.)-Statement showing the imports into India of Silver in fine ounces during the 
five years ending with 1913-14 and during th.e last three years. 

(OOO's omitted.) 

Years ... 1909-10.\1910-11.\1911-12.11912-13.11913-14. 1922'-23. J 1923-24.11921-25. 

Fine Ounces. Fine Ounces. 

Government 289 238 168 51,853 32,768 787 1,106 70 
Account 

Private 69,550 63,840 64,932 47,298 41,079 88,475 98,643 1,13,084 
Account 

TOTAL ... 69,839 64,078 65,100 99,151 73,847 89,262 99,7-19 1,13,15t 
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APPENDIX 12: 

Statement of evidence submitted by Dr. Praphullachandra Basu, M.A., 
B.L., Ph.D.(Econ.), Vice-Principal, Holkar College, Indore. C.I. 

The relevant points on which discussion should centre in connection with 
Indian currency at the present time seem to me to be the following:-

1. What are the effects of the variation of the rate of exchange upon 
the trade and production of India. 
\ II. Whether the Gold Exchange Standard should be retained for 
India or whether India should take steps towards having gold or silver 
currency. 

III What steps are necessary in order to improve the present 
machinery of Indian exchange if the gold exchange standard be retained. 

IV. In terms of what should the Indian currency be fixed in foreign 
exchange Whether it should be so fixed now. 

V. Suggestions to the Commission. 
I shall deal with each of the above items separately. 

I.-EFFECTS OF VARIATION IN THE RATE OF EXCIIANGE. 

The effects of a variation in the rate of exchange upon the trade and 
production of a country should be considered under two heads, viz., (1) n'mporary, 
and (2) Permanent. 

(1) Temporary Effects. 

In India the rate of foreign exchange is quoted in terms of sterling, that IS, 

the foreign currency. Thus if there is a rise in the rate, it means that the home 
currency has appreciated. This will have adverse effects upon the exporter, for 
he finds that he has to surrender more in terms of the foreign currency of the 
country where he has sold his goods than he used to do before. Thus the amount 
in rupees for the same quantity of the goods at the same price in the foreign 
country becomes less Getting less than before he can offer less to those from whom 
he buys. Therefore, the demand price of the commodity, which is offered to it>; 
producers, falls Thus a rise in the rate first affects the export trade and then 
necessarily the production of the goods which are subject to the export trade of 
the country. 

On the other hand, a rise in the rate helps the importer. He finds that in 
order to pay for the same quantity of the goods at the same price in the foreign 
country, he has to give less in rupees. This leads to an increase in the import<; 
Such an increase brmgs about a fall in the price of the importeo good>; and then·by 
benefits the eonsumers of the country. 

(2) Permanent Effects. 

The above are the temporary effects. If the process continues sufficiently 
long, then there are interactions upon exports and imports and, through them by 
a Sj rnpathetic operation in prices, upon most other goods If the rate of exchange 
goes up, the increase in imports reduces the prices of all imported goods as also of 
those which may be used as substitutes for them. Thus a material fall in the 
price of cotton piecegoods of above 30's counts would affect the price of those of 
below; 30's counts; a fall in the price of sugar bring down the price not only of 
home-made sugar but also of gur. Further, this fall in the prices of so many 
artjcles will lead to a sympathetic fall in the 'prices of other articles which are not 
directly subjects of foreign trade. Such a WIde fall in the prices of most articles 
will necessarily reduce the cost of production of the exported articles. Every fall 
here will neutralise the effect of a rise in the rate upon their export'!. On the other 
hand, a fall in the price of the imported articles will neutralise the importer's 
advantages from a rise in the rate. As the cause operating is the same, viz .• the 
rise in the rate of exchange. the chance of the effects of imports neutralising thoR(' 
of exports is the greatest. 

Of course, different interests will be affected differently, but ultimately the 
effects must be as stated above. Thus in the long run, that is, when sufficient time 
is allowed for the internal prices to adjust themselves to the variation in the rate 
of exchange, the latter has little effect upon the trade and production in the 
country. As I believe that there is effective competition among the exporters 
and among the importers, this time is not usually very long, even in a country 
like India. 
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Thus the disturbing effect is due not to a rise or fall in the rate of exchange 
b~t to the rising or falltng rate of exchange. Hence if once the rate is stabilised 
at anyone point-the exact point is not of very great importance-the trade and 
production of the country would remain practICally unaffected. This is especially 
so in a country like India where mass production with heavy and costly 
specialised plants is not yet very widely spread. 

II.-THE GOLD EXCHANGE STANDARD. 

Here I propose to deal with the gold exchange standard not only as it is in 
India but as it might be for any other country in the world. 

(1) General Principles. 
The fundamental principle of the gold exchange standard is that the home 

currency is different from the medium of international payment. But the 
relative value of the two is permanently fixed in terms of each other It is evident 
that if this be secured, all the advantages of a gold currency will accrue, for the 
main object of introducing gold as the currency is to be assured, in times of need, 
of the adequate supply of a metal which is unIversally accepted in the settlement 
of outstanding debts. The working of the system is not very complicated. A 
gold reserve is built up to ensure that the international currency will be available 
when required by the demands of external trade. This may be distributed 
amungst different centres of the world according to the needs of the country for 
foreign remittances. Bills will be drawn by the Government of the country either 
on itself and sold abroad, or on its foreign gold reserve and sold at home. The 
amount of such bills should be the difference at any time between the demand 
for remittances and their supply at par. (1) Thus, if at Paris the rate on a 
country, as quoted in the home currency, goes up, this would show that demand 
for remittances to the country whose currency has thus appreciated at Paris is 
greater than supply. Bills on that country, drawn against the foreign gold 
rest:rve, will be sold at Paris, and their amount would be just enough to bring 
down the exchange rate to par plus the cost of transporting specie. It is, there­
fore, clear that these bills must in all cases, be the marginal bills in the market. 
The gap covered by the excess of demand! over supply is just filled up by the sale 
of these bills. This can be easily managed by an open offer to sell at the fixed 
rate to an unlimited extent. (2) On the contrary, when the exchange rate falls 
in Paris, it shows an excess 01 supply of foreign bills over their demand. At 
such a time the foreign country, whose currency has thus depreciated, would 
draw bills against its gold reserve at Paris, and thus choke off some bills at Paris 
by supplying remittances to the foreign debtors of Paris exporters. Or, in such 
a case the :French Government may undertake to sell, in the foreign country, 
remittances to Paris, with the same result, viz., to push up the exchange rate at 
Paris. The French Government would do this whenever it finds this to be a 
cheap means of building up a reserve in the particular foreign country. In case 
(1) the bi11s will be drawn against French gold reserve in the foreign country 
but paid in the currency of that country, which will be easily available there. In 
case (2) the bills will be sold in foreign currency but matured in French currency. 
If they are sold by the French Government the sale proceeds will add to its gold 
reserve in the foreign country, that is, the foreign country will convert the sale 
proceeds of the bills realised III its currency and credit France with a correspond­
ing amount in its gold reserve. It is evident that actual gold need not pass even 
between the agency of the French Government and that of the Government of 
that foreign country, because an accommodation like this in terms of gold will be 
required by the French Government mainly to sell in Paris bills against it, and 
these will be paid in the foreign currency. What the French Government needs 
to be sure of is that the reserve which it has built up in the foreign country by a 
sale of bills on Paris will again give it an equivalent amount when Paris bills are 
drawn against the reserve. 

'Vithin the country the home currency will consist wholly of token coins and 
notes, inclnding the full legal tender money. The Government will guarantee an 
unlimited conversion of the home currency into gold bills, and vice versa, thus 
always ensuring that the exchange rate will not vary beyond certain maximum 
and minimum limits. These limits should be fixed at the specie points. Thus all 
bills sold by the Government will bring some profit to it inasmuch as, normally, 
the foreign reserve will be built up at the gold import point. and the bills on 
foreign countries will be sold at the gold export point. All this profit should be 
earmarked for swelling the gold reserve. The main portion of the reserve will he 



80 ROYAL COMMISSION ON INDIAN CURRENCY AND FINANCE: 

built oat of the profits of coinage. The home purrency being wholly of token coins 
and notes, its issue will mean profit to the Government. This should be utilised 
in piling up the gold reserve of the country. 

(2) Its A d'lJantages. 

Thus the gold exchange standard will bring about the following advan­
tages :-

(1) Economy in the cost of the home currency. Now the country will not 
have to lock up a large portion of its national wealth in the mere circulating 
medium of the country. Moreover, gold will fall in value if natIOnal assets are 
not locked up in financing. the actual circulating medium of the country. At the 
same time the present stock of gold can be utilised for the new gold rese~e for 
exchange purposes On the other hand, however, the profit derived out of token 
coins will be used also in buying gold for the reserve, and to this extent, which 
will be much less than what would be required if the home currency were in gold, 
the demand for gold would rise. 

(2) Economy in building up the gold reserve. The profit out of minting 
token coins will swell the gold reserve, or accommodation in foreign currencir!; 
fixed in terms of gold. It is evident that, ~n the beginning, the first and the second 
advantages cannot both accrue, since, to secure the second, the first will be gwal­
lowed up But that will be so only till a working reserve is secured After that, 
instead of all the profit, only a certain proportion, fixed and definite, may be thus 
utilised. The rest will be the net profit to the country. To the extent that notes 
can displace actual coins. there will be further economy to the country because the 
note issue is nothing but token money with a seigniorage charge of 100 pel' cent. 

(3) The exchange rate will be as stable as it can be under the existing system 
of gold standard, because the fluctuations can never go beyond the limits fixed by 
the gold points. Probably it will be less, especially when the movement of gold is 
minimised by the introduction of the system of granting credit to a country in It 

foreign country against the former's holding of gold in a third country; which, 
of course, will be earmarked for such credit till it has matured and has been met. 

(4) There will be international guarantee against seizure of this gold reserve 
in foreign countries. This will assure international trade of a medium of settle­
ment, which will be available for this purpose alone The guarantee will further 
enhance the international credit of a country, because by it the reserve cannot b~ 
sequestered in any circumstances. Similarly, the internal law of the country will 
guarantee against its sequestration by itself for any purpose other than mamten­
ance of exchange; that is, settlement of its external debt. The amount of this 
reserve, together with the condition of its external trade, or rather the balance of 
its outstanding external debt will determine at any time the international credit 
of the country, inasmuch as this will show the capacity of the country to finance 
its external trade, when its imports and exports, visible and invisible, do not 
equate The main attempt of each country should be to accumulate a reserve 
which is not excessive, because that would mean a national wastage, but which IS 

certainly not below what is required bX the conditions of its external trade. Thus 
it will be cheaper for a country to buIld up its foreign reserve if it has a favour­
able balance of trade, as it can sell remittances to itself from foreign countries. 
But the cost, in any case, can never exceed the expenses of shipping gold. An 
adverse balance of trade will necessitate a sale of bills on foreign countries. This, 
however, need not necessarily mean transport of gold to these countries. If those 
countries buy accommodation in the country concerned, guaranteed by the gold 
which must be otherwise sent to meet the adverse balance it can receive similar 
accommodation in those countries, against which it can, in its turn, sell bills In 
this operation what are known as arbitrage transactions will necessarily enter, 
and the chances of loss by fluctuations in the exchange rate will be further 
reduced. In any case, if the country is solvent in the long run; that is, if ulti­
mately its debt balances its credit, as there must be under the operation of 
economic forces, the exchange rate can never fluctuate beyond the gold poir.tq • 

The fluctuations will reach gold points only for a time during which a tolf'rably 
good Ireserve is being built up. After that the fluctuations may be further 
limited. At the same time all the advantages mentioned in (1) and (2) above WIn 
accrue to the country. 

(5) One advantage of the gold exchange standard over bimetallic and other 
systems is that it can work with countries on a gold hasis Even if a country 
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refuses to accept it finally or even temporarily this will not hinder other countries 
from ~dopting it, and yet carrying on international trade with gold-using 
~11:ntrles. If, for example, Greece sticks to the use of gold, France or England, 
If It adopts the gold exchange standard, can sell bills in Greece on Paris or 
London, and pile up its gold reserve there at a time of favourable balance, and sell 
bills in Paris or London on Athens at a time of adverse balance of trade. For 
the latter contingency it must have a reserve in Greece or in any other country 
bills on which are in demand in Greece. Of course, if all the countries join 
together and use token coins and notes as their home currency, the gold reserves 
can be more cheaply built up, since the gold circulating at home will thus be 
liberated and earmarked for the settlement of international debts. 

(6) In the beginning the gold reserve must remain as the basis of all such 
settlement. But when the war conditions disappear and the normal working of 
the system continues, it is not necessary for actual gold to be passed from one 
country to another. GoM, for example, may be definitely set apart for supporting 
the exchange rate with another country, and gold certificates may be issued 
agaInst the reserve, which the Government of the other country will recognise as 
representing gold. This involves international guarantee of the gold reserve, 
and the local Government's good faith in not diverting this reserve so long as 
the gold certificates in the foreign countries have not been paid off by a sale 
of bills on its own country, drawn in the country where the gold certificates 
originated. These transactions will have to be done under the sanction of the 
Government concerned, but through a recognised bank. The greatest publicity 
should be given to the amount of the gold reserve as earmarked for supporting 
the exchange rate with a particular country; to the amount kept fluid, ready to 
be turned for other exchange purposes; as also to the variations in each from 
time to time, say, from week to week. Finally, when the system has worked for 
some time, the problem of whether, instead of gold certificates; that is, repre­
sentatives of actual gold kept in the reserve, international credit papers based on 
gold can be created, may be profitably discussed. The gold reserve will then work 
exactly like the cash reserve in the home currency, kept against the note issue. 
This will mean further economy in the use of the metal as international money. 
This system, if properly handled by an international body, can reduce the uncer­
tainties of fluctuations in the value of gold, which are sometimes a highly dis­
turbing factor, especially with regard to the disturbances in the level of world 
prices. This is a highly subtle operation, but to the present writer it does not 
seem to be altogether outside the range of practical considerations. 

All the foreign operations can conveniently be carried on by the central 
banks of the different countries, as, for example, the Bank of England working 
on behalf of the British Government. 

(3) Its Drawbacks Examined. 
There are, however, certain drawbacks of the gold exchange standard, which 

should be carefully studied, and their operation properly comprehended. 
(1) The first drawback, which must at once attract the attention of the casual 

observer, is that the gold exchange standard is a Government managed syste~. 
From this the conclusion is too hastily drawn that it is therefore not automatic 
in its operation. Of course, it is managed by Government. But it is neverthe­
less automatic. The essential feature for an automatic currency is that its amount 
should increase or decrease according to the need of the country; that is, accord­
ing to the volume of transactions to be carried on with the currency. If, for 
example, there is an adverse balance of trade, it shows that the country is a good 
market to sell in and a bad one to buy from. The reverse process is at once started 
by the efflux of specie to meet the adverse balance when the reduction ip. the home 
currency increases its value and diminishes the prices, thus making the country 
a better market for buying and a worse one for selling. If this be considered as 
the fundamental feature of an " automatic" as opposed to a " managed " cur­
rency, then the gold exchange standard is certaiply automatic, even if it be 
managed by Government. Let us suppose that both England and France have 
adopted this system; let us also suppose ~ha.t exports from E~gland to France are 
greater than the imports. Under the eXlstmg syste.m gol~ Will fl~w from Francp 
to England, swell its currency, and push. up Enghsh prICes, whIle t~e rontrary 
will be the case in France. The remedy wIll thus be found by cheapenmg French 
products in England and making English products dearer in French money. 
Therefore, French exports to England will increase and English exports to 
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France will diminish; and the bala,nce of trade will be restored. It should be 
noted that the amount of export, which is invested abroad, does not affect the 
rate of exchange so long as it or its income is not remitted home. 

Now let us see what will be the case when England and France, in our fOfc­
going illustration, are under the gold exchange system. To make payments to the 
English creditoI1s, French debtors will, as under the present system, try to buy 
bills on London; but as the amount of these represents the amount of English debt 
to France, it will be less than the French debt to England, because there is, as has 
been supposed, an adverse balance against France. So, sterling will tend to rise 
in terms of franc, and as gold is not circulating in either country except perhaps 
as token coins, the rise in exchange will tend to be indefinite, limited only by the 
extent ott the token character of the gold coins, if any, in circulation, or the 
facility of buying gold as a commodity in France. But here the Government will 
intervene, and sell an unlimited amount of sterling bills realisable in London at 
a rate corresponding to the gold export point. This will at once check the rise 
by neutralising the excess of demand over sUP'ply of sterling bills in France. By 
their sale the French Government will realIse, in French home currency, the 
amount of sterling in franc. This should be rigidly kept out of circulation as 
a part of the home reserve for maintaining the exchange rate, and therefore the 
amount of French currency, being reduced, will rise in value and bring about a 
fall in prices. At the same time, these bills will be presented in London and paid 
in English home currency out of the accommodation which the French Govern­
ment will have from the English Bank against the French gold reserve in London. 
This will swell the currency in England, bringing about a fall in its value and a 
risf in prices. This is exactly the process which we want to have in operation in 
the case of an excess of English exports over imports, and this is exactly what the 
gold standard normally does. The point to be noted is that the French currency 
thus locked up should never be liberated except to mature Paris bills sold in other 
countries to maintain the rate of exchange. It is in this way alone that the home 
currency will respond to the ;oint stimulus of home and foreign trade. And this 
is what we mean to have when we say that the currency should be automfttic. 
Thus it will be seen that a " managed " currency and an " automatic" currency 
are not two contradictory conceptions as in the popular mind, but that the two 
principles can be combined together in the gold exchange standard system, to 
the great economy of tlie countries adopting it. 

(2) It is evident that, to secure the greatest economy, it is essential that the 
home currency should consist of very cheap metals, so long as metals are 
considered to be necessary parts of home circulation. This means that silver and 
other metals will be largely used as token coins. It may be anticipated that the 
countries adopting the gold exchange standard will have more coins of silver, 
displacing gold. This means that the value of token silver coins must remain 
below their face value as fixed by the exchange rate adopted and maintained by 
the Government of the country Want of this led to grave troubles in India 
during 1917-1920, especially in 1919-1920. It is evident that if the price of silver 
rises in terms of gold, and sweeps away the token character of silver coins 
circulating in different countries, it will be profitable to utilise such token coins 
as specie, and use them for other than currency purposes. For example, India 
till 1916 had a fixed exchange of Is. 4a. to the rupee, the rupee coin containing 
metal roughly worth two-thirds of the face value. By 1917 the price of silver 
increased so much as to make the intrinsic value of the rupee more than its face 
value as fixed by law and maintained in exchange. The Government had no 
alternative but to raise the rate to cover the rising value of the metal. The 
sterling value of silver rose from below 28a. per ounce to about 90a. Apparently 
the rupee c-Oin was threatened. The exchange rate had to be raised to more than 
2s. lOa., and the Government had to support this rate by selling bills in India on 
its gold reserve in London. The resources of the Government were too limited 
to meet the unforeseen and unprecedented rise in silver. During the last half 
of the nineteenth century the fall in silver unnerved all the countrIes, and several 
international monetary conferences were held to stabilise, if possible, the gold 
value of silver. But then the price of silver varied from 59}a. per ounce in 1844 
to 42a. in 1889, a fall of about thirty per cent. Whereas the sterling price of 
silver in 1920 as compared with that of 1914 rose by more than two-hundred 
per cent., from which the extent of sterling depreciation of about thirty per cent. 
will have to be deducted to find the net variation. Therefore, we may say that 
the variation in the value of silver was unprecedented and, humanly speaking, 
no country could have made provision for such a rise in anticipation of events. 
In such extreme cases the excliange rate will have to be altered to protect the 
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coins u~less a country is prepared to give up its coins of a particular metal, the 
gold. price of which rises. But ordmarily the best insurance against such a 
contmO'encv is to have a token silver coin, the face value of which will be con­
siderably above its metallic value, so that any probable rise in silver will not easily 
swallow the margin by which the coin is made token. If this be done, then this 
f~ature, inste~d. of being a dr~wback. of the ~old exchange standard, becomes 
hIghly economic III two ways. :Fustly, It makes It less costly for a country to have 
its coin circulation, thus reducing the cost of national investment in the home 
currency. Secondly, as the profit of coinage, or a portion of it, is to be utilised 
for building up the gold reserve, the resources of a country to have its gold reserve 
increase with the margin which is kept between the face and metalliC values of 
the silver coin To the extent that gold coins are kept for home circulation this 
cO!ltingencv does not arise. The above considerations ipso facto apply to token 
coms of other metals. 

(3) There is the danger of currency inflation, which, it may be urged, will 
increase if the system be adopted. When the existing gold s'ystem is in normal 
working order, an'y divergence between the value of the com and that of its 
metallic contents IS quickly reduced through the system of free coinage. But 
under the gold exchange standard the mint being closed to the public, there will 
not be any such increase in the coins nor will there be a reduction by melting 
since the coins will be token ones. In this consideration we should not lay too 
much emphasis on the function of coins in the determination of internal prices. 
Thr limitations of the quantity theory of money should be recognised. In the 
present system money has been displaced to a considerable extent by notes, and, 
where, as in the Umted Kingdom, the note issue is very rigidly limited by the 
legal conditions regarding the metallic reserve, the law has been successfully 
dodged to the great benefit of the country by the de"'elopment of the system of 
cheques, bills, and advances by book-credit. The Bank: Charter Act of 1844 
might have ruined the economic progress of the United Kingdom if this system 
had not taken up the work which the Act sought to restrict. In Germany and 
America the English system has been relaxed for occasions of emergency. The 
argument may be advanced that the notes, being legal tender, should be cautiously 
guarded. This is right, and this can be attained in the gold exchange standard 
by carefully noting the variations in the purchasing power of money, or the rate 
for money, and making the home currency elastic enough to respond to such 
variations. But the fact needs to be emphasised that the internal trade of a 
country can be and, in all advanced countries, is actually financed mainly through 
the credit system which has developed so wonderfully, and the evils from the 
temporary breakdown of which are so patent in Europe now So, the home 
currency need not in itself be so responsive to the demands of internal trade. 
It was not so before the War disorganised the gold standard. Rather it should 
respond to the movements of external trade where bills are considered, either 
really as in the case of cc drafts with documents," or fictitiously as in the case 
of " accommodation bills." to be the crux on which the rate of exchange largely 
depends. ¥oreover, bullion as money enters only in. international payments 
as a determmant of values. Therefore, the response whIch a country should aim 
at can be secured, as has been shown previously, by locking up the proceeds in 
the home currency, out of the sale of bills on foreign countries against the gold 
reserve. and releasing them only in payment of bills drawn by the Government 
on itself, and sold in foreign rountries to support the rate of exchange or add 
to its gold reserve in those countries. 

If it be considered essential to have the home currency immediately responsive 
to the internal trade conditions without. as is really done, having an inflation 
or deflation of the credit system, this also can be achieved in the gold exchange 
standard. Ordinarily when gold rises as bullion, coins are withdrawn from 
circulation to be used as metal, and when it falls, bullion is brought to the mint 
for coinage In the gold exchange standard when gold falls in terms of the token 
coin at its face value, the Government would be prepared to receive gold and 
issue the home currency, and release the gold locked up by the former process. 
But this demand for gold cannot be for an indefinite quantity because this gold 
cannot be coined and therefore can have only bullion value within the country. 
To begin with, the export of this may have to be restricted as it is done at present 
by all the European countries. Or, instead of releasing gold within the country, 
gold bills may be issued on another country as are done by India on London in the 
form of steriing drafts called reverse council bills. In either case the ultimate 
effect on the home currency will be the same. 
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Thus the system will work even with a gold standard for internal prices 
without a gold currency, and, on this point, will be analo~ous to the external 
standard wihich is always gold. It should be noted that this gold reserve for 
internal use must be entirely separate from and unconnected with the gold reserve 
maintained to support exchange. This does not mean that there will not be any 
transfer of gold from the home reserve to the exchange reserve. Like the issue 
and the banking departments of the Bank of England, the two will work in 
harmony but kept distinct. This internal gold reserve need not necessarily be 
the object of international agreement, and may be left to individual States. So 
far as ot1;ler countries are concerned the level will be automatically determined 
by the balance of indebtedness working through the locking up or release of the 
home currency through the exchange reserve. 

(4) It may be objected that the cost of building up and maintaining a gold 
reserve dispersed in many countries will be very great. This should not act as a 
deterrent inasmuch as such cost can never even approach what will entail if an 
attempt be made to rehabilitate gold as the circulating medium of all those 
countries which are without aJold standard now. Moreover, the gold reserve 
will be kept at different places so for the sake of economy. For example, if, in 
Sweden, bills on Paris be at a premium, the obvious interest of both France and 
Sweden, under the gold exchange standard will be to sell bills in Sweden on Paris 
Sweden will do so to add to its gold reserve at home, and France to add to its 
reserve in Sweden. In either case these bills will be sold at a rate approximating 
to the gold export point in Sweden, since they supply a market which is short of 
bills; that is, the value of kronor in terms of francs will have gone down. This 
means that the gold reserve in Sweden, whether accumulated by that country or 
by France, will grow at a cost less than it would do at par. Therefore, the 
proposed dispersion of the gold reserve of a country is meant for further 
economising the cost of the reserve. Such a reserve may be at home or at any 
important centre abroad When the system has developed sufficiently it will 
not be necessary to transmit gold from the reserve in one country to that in 
a.nother, but gold certificates or even credit papers can be issued in one country 
backed by the gold in the reserve held in another country, but earmarked for the 
redemption of such certificates or credit papers. Even with regard to the cost of 
holding such reserves it is not necessary to have them separately at the same centre 
by the different countries, hut the local bank, e.g., the Bank of England in London, 
may keep them and charge the cost to those countries With international 
guarantee of the integrity of the reserve, the cost of maintenance will be materially 
reduced. 

(4) Its suitability fo'1' all countries. 

There is little chance of recovery from the currency disorganisation in the 
European countries east of the Rhine. In other words, more than two-thirds of 
Europe are not expected to recover if the gold currency is sought to be re-instated. 
Of these parts Germany was the only country which probably might recover but 
now its case also is hopeless. Therefore, a cheap and effective method of currency 
recovery will have to be found if the delicate balance of the eoonomic situation in 
Europe is to be restored. In this, not only are the more favourably placed 
countries of Europe concerned, but all the countries of the world. Japan suffers 
from want of any demand for its goods. India is passing through a similar 
crisis; its exportable surplus cannot be absorbed so long as the currency and 
exchange system of Europe is not placed on a sound footing. The United States 
is also suffering from the same want of demand for its exports. At the same time 
a large portion of humanity is suffering from want of goods which glut 
the extra-European Markets. Humane sentiment and self-interest thus combine 
to urge the great countries of the world to help the rebuilding of Europe. Besides 
the settlement of the amount of reparations and the balancing of the budgets, an 
essential condition of such work is to re-organise the currencies of those countries, 
and, in doing so, one must not lose sight of the cost of the home currency. The 
home currency in most countries consists of inconvertible paper, but within the 
countries themselves, the paper has been circulating, although, in some cases, 
hopelessly depreciated. The immediate problem, therefore, is to stabilise 
exchange, that is, the value of home currency in terms of foreign currencies or 
preferably gold, and simultaneously to reform as rapidly as possible the home 
currency. The process will be rapid in proportion as it is cheap. The recovery 
will be effective in proportion as it is pot mer~y a makeshift, but based on :\ 
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system which can work permanently. The gold exchange standard has both these 
essentials. It is cheap inasmuch as it dispenses with the national investment of 
a large sum in the home currency, releases most of the existing gold reserves to 
stabilise the external value of the home currency, and further provides for a 
development of the reserve in proportion to the increase in the volume of 
transactions, which, by demanding more of the home currency as time goes on, will 
swell the profits of comage to be utlised for the exchange reserve. The system is 
permanent inasmuch as it will work with equal efficiency when normal conditions 
are restored. Indeed, it will then work with greater efficiency than the gold 
currency by being independent of the fluctuations in the value of bullion. 

It may be pointed out that the exchange standard wnI not hinder any country 
from subsequently adopting the gold standard. When the gold reserve is 
sufficiently big, and when time is considered to be ripe for it, the reserve may be 
utilised in replacing the token legal tender by gold coins, and in withdrawing the 
token coins and notes in exchange for the new coins. Thus the gold exchange 
standard can be adopted not only by those countries which intend to stick to it, 
but also by those which want to have the gold currency and are unable to finance 
it now. Unlike national bimetanism it has the further advantage in being able 
to work efficiently side by side with gald currency in the neighbouring countries. 

Finally, it may be pointed out, although it must be known to all economists, 
that a high or low exchange rate has no permanent effect upon the trade anci 
production of a country. Once exchange fluctuations are steadied through the 
gold exchange standard, and the rising or falling exchange rate stabilised, it may 
be, at any point, adjustments proceed rapidly. In fact, to some extent, adjust­
ments have already been effected. After this process is completed, the exchange 
tate has no influence whatever on trade and production. The point is of great 
practical importance because it may be imagined that the countries whose 
currencies are highly depreciated cannot recover so long as the pre-war gold parity 
is not attained. The adjustment of internal prices in response to the exchange 
rate is of greater force among the European countries which are not at all self­
sufficient and therefore in whose economic '.life foreign goods, both raw and 
finished, enter on a much larger scale than in other countries. It is evident that 
the greater the forei~n trade of a country the greater will be the ease with which 
the evils of a deprecIated currency can be obviated by accepting the depreciation 
to a large extent, and stabilising at that. If the depreciation be great and if yet 
the currency be decided to be retained, the best method will be to stop further 
depreciation, or for the matter of that, further fluctuation, by stabilising at that 
pomt, and linking the standard, so hopelessly debased, witll a new standard, 
which will supersede the depreciated one as the fulllega!l. tender. This latter will 
be a token coin and be linked, in its turn, with gold in the exchange standard. 
The attempt, therefore, of Germany for having the Boden-mark or Thaler is in 
the right direction. 

(5) Its possibilities of development. 
Some of the possibilities of expansion of the gold exchange standard have 

been incidentally noted in the foreguing discussion of its underlying principles. 
Here I may conveniently state them together. 

(1) The central bank in each country willl do the work on behalf of the Govern­
ments of the different countries. This will considerably reduce the cost of main­
taining the reserves, and the publication of the reserve accounts separately will 
materially help to inspire confidence. When the working of the system has 
developed, and it has reached the end of the initial stage, a further development 
will be in the establishment of an international clearing house of these banks, first 
to square the reserve accounts and then to settle international bill debts in one 
country against credits in another. Thus even the international movement of 
gold on Government account to encash exchange bills or secure gold will be 
obviated to a large extent. 

(2) The banks will· have international accounts. These will be credited or 
debited against gold held at any of the central banks doing exchange business 
on behalf of the various countries. Through the international clearing house 
the total reserves of any country held in all the countries will be unified and 
therefore more effectively used than they could be if each reserve were separate 
and unconnected with the others. 

(3) Thus gold reserves need not be held ~n all the different cen~res with which 
a country has dealings. These may be bUIlt up only at convement centres, or 
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~ven at one cen~re, and credit obtained, through the central banking organisation, 
III othE'J' conntrles where a country has no gold. For example, in Europe. London 
may theoretically be the only centre of international gold reserve. 

(4) The clearing house system, starting with the exchange operations in the 
gold exchange standard, may be extended to other operations of the central banks. 
This will be only an extension of the system which had already been working tv 
some extent in Europe before the War. But the solidarity of interest, as 
developed througtb. the exchange reserve system with international guarantee, 
is bound tCt reflect upon the efficiency and ease with which other operations of the 
c~ntral banks than exchange ones can be carried on. 

(5) The unification of the reserves of each country, and the international 
guarantee will necessarily secure for a country better credit in the world market. 
Gradually, through the same system, and on the basis of the reserves, an entirely 
new credit system may be organised. Like the fiduciary portion of the note issue 
in the home currency, international credit papers may be issued, which will have 
as free circulation in the international market as the best of securities. Such 
an issue will be of a much later date, but there is no reason why it should not 
succeed if, through the central banks, these credit papers are issued on purely 
business principles, and if their issue be properly safeguarded by an international 
agreement on the principle, for example, of the English Bank Charter Act; or, on 
a more elastic basis like that in Germany or America with a high penalty for any 
excess issue; or, on a combination of the two principles; that is, elasticity on pay­
ment of a penalty up to a certain amount, beyond which, iike the English system, 
there shall be no further fiduciary issue. 

(6) Finally, through the same organisation international borrowing may be 
facilitated. This borrowing may be eIther in the form of loans or merely credit 
accommodations. That is, it may be either a regular loan, or, like the Treasury 
bills at home, temporary only. In the latter case, in the beginning at least, the 
floating debt should be kept within a statutory limit. 

(6) Conclusion. 

Therefore, my conclusion is that the gold exchange standard should be 
retained for India, because it is the cheapest and the most effective currency, and 
therefore especially suitable for poor countries. 

III.-IMPROVEMENTS IN THE EXISTING MACHINERY. 

The main points under this head have been dealt with incidentally under II. 
lt requires to be emphasised here that in the case of India it is necessary rigidly 
to separate the exchange reserve from the currency reserve. In order to have the 
automatic operation of the managed currency that obtains in India, this separa­
tion is vital. It exists in a way so far as the Gold Standard Reserve in London 
is concerned. But in India the resources are too much mixed u.p with the currency 
reserve and the general balances of the Government of IndIa. The automatic 
operation implies that in case of an adverse balance of trade the home currency 
should contract and foreign currency expand. In the case of India the foreign 
currency expands by the Secretary of State meeting- the reverse council bills drawn 
by the Government of India; this statement applIes so far as these bills are met 
out of the gold reserve. But the home currency does not necessarily contract, 
for there is no law by which the Government of India is compelled to hold back 
the sale :eroceeds of the reverse council bills till they are required to meet the 
council bIlls drawn by the Secretary of State in case of a favourable balance of 
trade. 

I would, therefore, suggest that an exchange reserve be set up in India also, 
the use of which should be confined to exchange purposes only by Statute. This 
reserve should have nothing to do with the currency reserve except through an 
account system like the relation betwe~n the iss~ing and the banking departments 
of the Bank of England. The functIOn of thIS reserve should be twofold, viz .. 
(1) sale and encashment of council bills and reverse council bills, and (2) sale and 
purchase of bullion required for exchange purposes. 

IV.-FIXATION OF THE R1-TE OF EXCHANGE. 

This question resolves itself into two or probably three. The first is the 
question of fixing the Indian currency in terms of some thing which is more stable 
than the sterling has proved to be in the crisis of the last War. The second is the 
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question of fixin$ a rate now, that is, whether the present time is opportune for 
permanently fixIng a rate. The third question arises out of the second that is 
to find out the mistake of 1920-21. ' , 

(1 ) With what should the rupee be linked f 

The sterling was formerly equivalent to gold, so that when the rate of Indian 
exch~nge was originally fixed it was really in terms of gold. Now that gold and 
sterlIng have diverged in value and may again do so in case another crisis like 
the late War intervenes, what should India do 1 I think that on this point both 
the majority and minority reports of the Babington-Smith Commission concur. 
The rupee, If it is to be linked with anything, ought to be linked with gold which 
is stable in value throughout the world, and not with sterling which has different 
value in terms of different currencies of the world and varies constantly even at 
that. When it is decided to link the rupee with gold, a further question arises 
as to whether, linking the rupee with gold, India should continue to have sterling 
bills for controlling the rate or whether it should have gold bills; in other words, 
whether India should draw its council and reverse councd bills in gold or sterling l 

The exchange rate may be maintained in two ways. It may be maintained by 
sticking to sterlIng in the bills; or sterling may be abandoned as in the rate, and 
gold substituted in the bills. If the former method be adopted the rate for council 
bills would be the sterling rate plus the depreciation in sterling plus the cost of 
transmitting gold from England to India, and that for reverse council bills would 
be the sterling rate plus the. sterling depreciation minus the cost of transmitting 
gold from India to England. This method does not obviously eliminate or control 
the uncertain factor, the pound sterling. Since 1920 the Government of India 
is pursuing this policy. But it seems to be at least anomalous to fix the rate in 
gold and to attempt to maintain it in sterling. If the rate be accepted in goUl, 
the international medium, why fix the rate of bills in sterling, the currency of one 
country, that varies in its relation to the currencies of other countries 1 This 
method could have been rational if India's foreign trade were confined only to the 
United Kingdom. But as that is not so, Inaia, by this method, is made dependent 
'Upon the English cross rate with all the other countries, so that in making its 
payments to, say, France or Italy or Japan, India has to follow the sterling-franc, 
sterling-lire, and sterling-yen cross rate. If not anything else, the system at least 
becomes more complex than a flat rate in gold with easy calculation of the rate 
with another country by finding out the depreciation of the foreign currency in 
terms of gold. 

On the other hand, if the gold rate be adopted for the bills issued by Govern­
ment to maintain the exchange rate, there would accrue certain advantages to 
both India and England. Such a rate would be maintained with gold at par ± 
the cost of transmitting specie. Such gold bills sent from India in payment, say, 
for the imports of English. goods would increase the supply of gold bills in London 
and raise the dollar value of sterling. This is an advantage for India as well as 
for England. This also means some Indian control of the gold-sterling (dollar­
sterling) cross rate upon which India has become dependent and thereby help 
Inaia to stabilise the gold-sterling (Le., rupee, fixed in gold, and sterling) rate of 
the Indian exchange. 

In this connection it is well to consider whether there would be any diversion 
of India's import trade with the United Kingdom; this question IS relevant 
because now a system of Imperial preference within the British Empire is being 
favoured in some quarters. Even if this gold bill system stimulated American 
imports into India at the expense of imports from the United Kingdom, it would 
have been advisable to adopt it because (1) the dangers from an anomalous 
exchange to a country are very great and should be avoided at any cost, and (2) the 
effect of the rate of exchange on trade and production is always temporary. But 
I think that India or the Empire runs no such risk of being flooded With American 
goods coming merely as a result of gold bills, apart from other and general forces 
already operating lD that directi~n; that is,. thos~ internal causes ~hich ha~e 
made English products .too uncertalD as to th~lr P!lce and 3;s to th.e tIme of the!r 
delivery. The difference between the gold prIces In the Umted KIngdom and In 
the United States is very slight. Even this slight advantage in favour of America 
does not stand in final analysis since the cost of transport from America to India 
is much greater than the cost of transport from the United Kingdom to India; 
and, notwithstanding the Ameri~an effort to incre~e its merchant m3;rine, it is 
expected to re!llain so for a long. tIme. In any case ~s method .of .gol~ bIlls cannnt 
penalise EnglIsh exports to IndIa so long as the sterlIng depreCIatIOn lD the U.S.A. 

66696 F4 
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cross rate is not greater than the sterling depreciation in the Indian rate. When 
the pouna. sterling recovers its gold value, which it has almost done, it wkll be at 
or about par in the American E:8:change but about 33 per cent. lower than the 
former Indian par (if the 2s. rate be made the baSIS for calculation). If the rate 
be fi:8:ed at any other point, the temporary effect will be disturbing to the extent 
that the rate diverges from the market rate. 

If the cause of the gold bill be so strong as I have represented it to be, every 
effort should be made to convert our sterling bills into gold bills. With a good 
e:8:change l'ystem India should attempt to come up to a gold bill system i and the 
sooner this is done the better for all the parties concerned in the Indian exchange 
rate. 

(2) What was the mistake in 1920-1 ? 
For this purpose it is necessary to recapItulate the history of the rupee. Since 

1835 the rupee has been practically the sole legal tender and up to 1893 it was a 
free coin. But OWIllg to the contIllued deprecIation of silver during the second 
half of the nineteenth century (in 1844 it was 59!d. per ounce, in 1889 It was 42d.), 
the rupee could no longer be consideredl as the equivalent of 2s., the rate at which 
it was usually convertIble into gold. This conversion was, of course, dependent 
upon the market rate of gold and silver; the Rs. 10 of those days was roughly the 
pound sterling. The rupee was at this time a free coin and sterling was not 
recognised as the legal tender in India. Thus the relative value of gold and silver 
in the e:8:change rate depended upon the fluctuation of their relative value as 
bullion in the world market. Silver depreciatIOn, therefore, brought about violent 
fluctuations in the rate of e:8:change, and all interests--imports, e:8:ports, home 
charges, etc.-grew nervous at this uncertainty. A general desire for stabilising 
the e:8:ternal value of the rupee was manifest III India. The proposals for inter­
n:1tional bimetallism failed at the international monetary conferences of 1878 and 
1881, as also the proposal of the United States at the monetary conference of 1892 
to " increase the use of silver as money in the currency systems of nations" for 
the purpose of retarding the fall of silver by creating a demand for it among the 
nations of the world. Thus it began to be insisted in India that either the rate 
should be controlled or gold should be introduced as the circulating medium. It 
was found at the time that gold was unsuitable for India as currency. Thus the 
pfOlblem was ihow to keep the rupee as the internal currency and at the same 
time to have a steady e:8:change rate with gold-using countries, that is, the 
countries with which the major portion of India's foreign transactions were 
carried on. In: this way what is known as the gold e:8:change standard was evolved. 
To secure this, one method was to reduce the rupee to a" token coin and consequently 
stop its free coinage, so that the normal fluctuations in the relative value of gold 
and silver would not be able to affect the e:8:change rate or "the money value of the 
rupee The alternative was to introduce permanent Government control of the 
e:8:port and import of gold and silver to keep up an artificial rate between 'the two 
metals in India different from that in the world market, thus penalising all uses 
of silver in India other than for currency. A token rupee could evidently be 
maintained as long as the gold price of silver did not rise so high as to reduce 
wholly the margin created by making the rupee token. Now this object of 
having a token rupee might have been secured by either of two ways. The 
rupee might have been debased, that is, its silver contents might have been reduced. 
Or, the e:8:change rate might have been fi:8:ed at a point at which the value of the 
silver contents of the rupee would be permanently lower than its face value in 
gold. The latter method was adopted in 1893 and the e:8:change rate was fixed 
at Is. 4d. to the rupee. 

In this s~stem the obvious defect was that when gold was e:8:cluded from 
circulation but retained in e:8:change, the rate could not be restricted within the 
specie points since gold would not be easily available in India for purposes of 
e:8:ternal payment. The upper limit to the exchange rate set by the higher specie 
point, that is, the gold import point, could not rise because (1) Europe, working 
for India through the London money market, was a free market fOil' gold, and 
(2) such a rise might easily be prevented by sales of council bills by the Secretary 
of State at London. But the difficulty was about the lower specie point, that is 
the gold e:8:port point. If gold were not easily available in India for purpose~ 
of foreign payment, the rate might go. down. below the specie point, that is, gold 
might run up and be at a premIUm; III WhICh case the ~Id e:8:change standard 
itself would break down Of course, this danger was neither continuous nor 
very great in e:8:tent inasmuch as India maintained, as it still maintains, not onl'y 
a favourable balance of trade but also a favourable balance of indebtedness; thIS 
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balance is to the extent of India.'s gold imports and the gold reserve built up 
in London by selling council bills in excess of the requirements of the Secretary 
of State. Yet for the contingency provision had to be made. Hence the Govern­
ment of India undertook, although it was not legally bound to undertake, to 
supply gold for external payments in times of unfavourable debt balance. As all 
the external financial transactions of India, as of many other countries, used to 
be carried on through the London money market, it was considered more ron­
venient to hold the gold reserve of India at London, so that when the exchange 
rate tended to fall below the specie point, the Government, instead of giving 
actual gold for foreign remittance, would give the equivalent of gold by oilering 
reverse council bills on London. The great advantage of this system IS that It 
obviates unnecessary movements of gold to and from India, and, by the sale 
of council bills at the higher specie point and that of reverse council bills at the 
lower specie point, leaves to India a profit of about double the cost of transmitting 
specie. Even if the sale of reverse council bills be not necessary the gold standard 
reserve as indeed all Indian gold reserves at London is built up cheaply, that 
is, at the higher specie point, since council bills in excess of the Secretary of 
State's requirements are drawn at a favourable rate by offering council bills at 
the proper time of the year, that is, whenever the rate tends to exceed the higher 
limit. 

Thus it will be seen that (1) the rupee was not tampered with in 1893 when 
it was reduced to a token coin; and since 1835 it has been the standard not only 
as coin but also as to its weight and fineness throughout the whole of India; and 
(2) the exchange rate was in reality fixed in gold as in those days sterling meant 
immediate gold; and reverse council bills, meant to support the rate at the bottom, 
were drawn also in gold, that is, sterling 

In 1899 the pound sterling was made legal tender in India. at Rs. 15 with a 
view to the eventual introduction of gold as the ourrency of India displacing 
gradually the silver rupee. I need not now enter into the question, but for good 
or for evil the scheme of introducting gold as our currency was abandoned, 
~erhaps within a few years of the recommendation of the Fowler Commission. 
Since then our system definitely became the gold exchange standard and not as 
before a ~rospective gold standard. This system was supported by the 
Chamberlam Commission with certain modifications about gold coinage in India, 
which did not affect the principle of the system. 

The gold exchange standard worked admirably well in India till 1914 as if 
the standard were of gold but at a considerably less cost to the country. Then 
came the War followed by an unprecedented rise in the price of silver and 
depreciation of the pound sterling which, for external purposes, is no longer 
convertible into gold. With all this India's troubles began. During the War, 
however, they were manag-e<i by India's purchases of more than 200 million 
ounces of silver from the United States at controlled price and by the official 
fixation of the dollar-sterling rate at 4.761, that is, only 10 cents. below ~ar. 
The control on the cross rate was removed by the Government of the Umted 
States on the 20th March, 1919, and that on the price of silver a few weeks 
later. Immediately the crisis in our exchange became manifest. The special 
fe'ttures of the crisis may be said! to be mainly three, viz., (1) sudden and unpre­
cedented rise in the price of silver, (2) divergence of the pound sterling from 
gold, and (3) influence of the London-~ew York cross rate upon Indian exchange. 

(1) The price of silver rose very much owing to world causes. These were: 
signs Of exhaustion of the Canadian mines, political unrest in many of the South 
American States, especially Bolivia and Mexico, and demand in Europe and 
other countries for silver to substitute for gold. Hence the margin obtained for 
the rupee as a token coin was not only sw~pt away but the rupee was reduced to 
much less than the worth of its silver contents. This meant that instead of being 
appreciated in currenoy, silver became appreciated as bullion and depreciated as 
currency in India. Thus the rupee coin in circulation was threatened. 

(2) To make our position worse sterling simultaneously declined. As our 
exchange was linked with sterling, its depreciation in terms of gold meant a 
rise in silver even when its price in gold, i.e., dollar, was unaffected. 

(3) New York tended to become temporarily the monetary centre of the 
world, the position so long held by London. As gold oould be freely obtained 
only in the United States, the English debt balance to that country determined 
the extent of sterling depreciation; that is, the dollar-sterling rate was the only 
gold-sterling rate in the world. Moreover, the United States market was the 
great controller of the price of silver, so that the price of silver in sterling, the 
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currency in which the Indian exchange rate was fixed, was dominated by the 
dollar price of silver and the extent of sterling depreciation as measured in 
dollar. As the sterling price of silver affected the Indian rate by affecting the 
token character of the rupee, the United States cross rate was destined to 
dominate the Indian rate so long as sterling was not the equivalent of gold and 
so long as the pdce of silver was not steadIed. Therefore, the Indian rate was 
moving up with every depreciation of sterling, since, to prevent a very great 
rise in our rate, it was being fixed at a point slightly hIgher that what was 
necessary to feep the rupee not as a token coin but as a coin worth its own metal. 

There were two alternatives before the Babington-Smith Commission, viz., 
(1) to keep the rupee intact and therefore raise the rate, or (2) to keel? the rate 
unaltered and therefore debase the rupee. Theoretically there was a thIrd means 
also" viz., to oontrol permanently the influx and efflux of gold and silver so that 
they would have in India an artificial value different from their wocld value, 
which would maintain the present rupee as a token ooin, whereas the external 
exchange would be fixed at Is. 4d. or indeed at any point by the complete Govern­
ment control over all movements of specie. This obviously was impracticable and 
dangerous in principle. 

It should be noted that neither of the above two alternatives should be taken 
as faultless, but we have to strike a balance between the advantages and dis­
advantages of each, and ascertain which of them would, on the whole, have 
conferred greater benefits on India, always of course keeping in mind the then 
existing economic conditions of the world. To take first the second alternative, 
viz., the exchange rate of Is. 4d. with the debasement of the rupee coin. Its 
great advantage was that Indian exports would be stimulated, especially in view 
of the enormous rise in prices in all the countries of Europe; at the old rate of 
exchange India was sure to have an unprecedented expansion of its export trade. 
This would naturally have tended to raise the exchange rate and th~reby help 
India to build up a hugh reserve in sterling at London or lead to an influx of 
gold into India if it were available in the countries to which India would export. 
The negative argument in support of the old rate was that a rise in exchange will 
penalise India's exports, but this could be so only when the rise in exchange was 
greater than the rise in the price level in India's exporting markets. Another 
argument was that if, in this way, the gold were reduced in value, those who 
had hoarded gold would be penalised. 

The most important factor involved in this method was that the rupee would 
have to be debased, that is, its sIlver contents would have to be reduced. Against 
this there were two objections, one economic and the other socio-economic or 
quasi-political. The first was that when the debased ruJ;lee would be introduced 
the present rupee would surely go out of circulation; thIS meant that the whole 
of the coined rupees must be replaced and that also within a very short period 
since the existing rupee at Is. 4d. woo.ld be highly profitable when sold as bullion. 
In a country like India where ooin has a charm all its own, it was bound to lead 
to a severe shock to the credit of the State, and the same difficulties as had been 
experienced during the first eight or nine months after the outbreak of the War 
might have been accentuated. This shock might be fatal to the su~ss of the 
new currency, however sound it might otherwise be. Secondly, the rupee, as the 
majority report pertinently pointed out, has been well kriown in India for 
generatlOns. It is accepted even in the villages as the standard of weight and 
fineness and it is the basis of many daily transactions which have nothing to do 
with money as such. All this would have been disturbed and the masses might 
grow highly suspicious of Government methods in general. Theoretically the 
debasement does not in itself mean much, but if a token coin or paper money 
be a credit instrument, its prospect is bound to suffer materially if it does not 
take into calculation the prejudices of the masses who are to use It; and in India 
currency prejudices are by no means confined only to the illiterate. At a time 
when the public mind was in a highly disturbed oondition for various reasons, it 
would have been inviting a breakdown of the currency system if the rupee were 
debased. This I would call the socio-eoonomic or quasi-political danger from 
debasement. 

Another argument in support of the Is. 4d. rate and debased rupee was that 
one cannot change the legal rate without some discredit. This is true, but one 
should accept the lesser of the two evils. AI change in the rate is to be compared 
with a change in the silver contents of the rupee. The latter would affect the vast 
majority of the people, and would introduce a change never before experienced 
rlnring the long career of the rupee for morE: than eighty years. On the other 
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hand, the exchange rate was unfixed till 1893, before which, for a time, it fluc­
tuated like the movements of a shuttle-cock, and continued unsteady for several 
years after the rate had been fixed. During the war there was unsettlement of so 
many things, and the exchange rate was changed many times since January, 1917, 
when it was raised to 18. 4!d. As the exchange rate deals with India's foreign 
trade, if a change were inevItable as a result of external causes, the shock should 
be made to come on that rate instead of the internal currency, which has nothing 
to do with exchange as such. Moreover, the community, which is affected by the 
rate, ought to be less guided by such sentimental reasons, because it is expected 
to understand the reasons of exchange fluctuations. Further, it is accustomed to 
minor variations of the rate within the specie points, whereas the weight and 
fineness of the rupee are considered unalterable. 

Apart from sentiment, which is not negligible in currency affairs, there was 
that economic argument against raising the exchange rate, viz., its adverse effect 
upon the export trade. So I shall examine this pomt in some detail. It is cer­
tain that raising the rate would not have entailed a net loss to the exporter so 
long as this rise was less than the rise in the prices of. the market to which India 
exported. Hence a discussion of the topic that does not take into account the 
price level of the foreign markets is one-sided and misleading. Therefore, I shall 
first of all give the figures of the wholesale prices in the important countries, 
taking an average of the prices of all the important articles. Taking 1913 as the 
standard or basic year the index numberS! are as follows: 

Countries. Index Numbers. 1919. 
France 330'0 June. 
Italy 329'9 April. 
Japan 214'0 May. 
Sweden 339'0 April. 
United Kingdom 257'2 August. 
United States 20EfO May. 

The temporary effect on India's export trade can be measured by comparing the 
percentage increase in the new exchange rate (28. gold) and the extent of sterling 
depreciation on the one hand and the percentage increase in the price level of the 
foreign countries. I may illustrate the point thus: Let the rupee be equal to 
2s. 6d., assuming that 2s. gold was equivalent to 2s. 6d. in sterling. At this rate 
goods worth £100 in 1913 could in 1920 be exported from India at Rs. 800, neglect­
ing' for the present the increase in the cost of transportation. In 1913 at Is. 4d. 
they would have fetched Rs. 1,500; thus there would be a loss of Rs. 700 to the 
exporter. But the price of goods worth £100 in 1913 was now £257 48., by which 
an additional amount of £157 4s. would come to the exporter; this in rupees 
would be more than 1,257 according to the new rate of exchange. From this 
deduct Rs. 700, the loss by high exchange; this leaves a net additional profit of 
Rs. 557. The item so far neglected is the cost of transportation, the increase in 
which must be deducted from Rs. 557 in order to find the net additional gain on 
the whole transaction. When sterling further moved towards gold the position 
of the exporter would become more favourable. In 1919 when the Commission 
reported, sterling prices in the United Kingdom and prices in general in the 
European countries were mounting up. 

The above calculation is on the supposition that there was no special demand 
for Indian good& in the European markets. But when we consider the fact that 
Europe's demand for most of India's exports was inelastic just before the war, 
the position of the exporter was naturally taken to be very strong. The facts 
which were incontrovertible in 1920 are as follows: In Europe then there was a 
great demand for foodstuffs, which formed about 25 per cent. of India's exports. 
Jute raw and manufactured, was another commodity in a similar position, and 
it al~ formed about 25 per cent. of India's exports. Cotton export was about 
20 per cent., and so long as the American exchan~ remained in favour of that 
country Indian cotton could not be exllected to fall m demand. Tea formed about 
8 per ce~t. of our exports, and its pOSItion was considered by the trade itself to be 
absolutely secure. HfiIes and skins, raw and manufactured, and leather came up 
to about 8 per cent. ; it was a mistake, but from the fapt that a special export duty 
-what I may call the experimental Protective-cum-preferential tariff-had been 
imposed upon the raw variety, one was justified ~o presume .that i~s fore~~ market 
was considered to be safe. These were all the Important Items In IndIa s export 
trade, and they could legitimately be considered to be in no danger of falling off 
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in demand. So that the European price, even if it haa not otherwise been favour­
able to the Inaian exporter, as shown above, could not have been taken to bring 
any [oss ~o him, since his capacity to push up prices was maintained in the pre­
vailing CIrcumstances of the European countries in 1919-20. 

It must, however, be remembered that all the above calculations rested on the 
as~umption that ~ ine.lastic demand leading to a h~gh price level would be main­
tamed for some tIme m Europe, so that enough tIme would be left for Indian 
prices to adjust themselves to the new forces. After this internal adjustment 
there could, of course, be no effect of the exchange rate upon the trade and pro­
d~ction .of t~e country. Thus the crux .of the whole thing lay in. the then existing 
hIgh prIces m Europe. All experts saId that they would remam so for a period 
much longer than what India would require for adjustment within itself. But 
we, who are now wiser after the event, know that prices began steadily to fall from 
1921. The main reason is, of course, the vicious circle created by the treaty of 
Versailles, by which huge reparations are to be paid by the enemy countries at the 
same time that their exports are to be prohibited from entering the allied countries 
The breakdown of credit and the blind opposition to its rebuilding considerably 
reduced the purchasing power of all the European countries. Thus, we have now 
for six years the spectacle of immense sufferings of millions of human beings for 
want of the necessaries of life, while the same necessaries are glutting the markets 
of India, Japan, and the United States; partially also of the United Kingdom. 
The economic solidarity of the world is more inexorable than the dictates of the 
Big Three at the peace conferences. The result is that the problem has become 
acute for the exporting countries outside Europe as it is for the non-consuming 
countries of Central and Eastern Europe. The note of warning was early raised 
by the English economic expert at the Paris conference, but it was in vain. With 
circumstances as such it could hardly be expected that the Babington-Smith Com­
mission would anticipate the obvious follies into which the victorious countries 
of Europe drifted. In India the boom of companies in 1919-20 shows that a faJl 
in prices was not only not expected, but a contrary process was confidently antici­
pated. Tihus for the miscalculation nobody in 1919-20 could be held responsible. 

Another disadvantage of the 1s. 4d. rate was that the price of imported 
articles would have risen immediately to the full extent of the rise in the foreign 
countries. The Indian public were already bitterly resenting high prices, and 
the Government, as well as many public men, were of opinion that a further rise 
might lead to disastrous consequences. This in itself was an advantage of the 
high rate fixed in 1919-20. Moreover, this helped the payment of the home charges 
as also that for the purchase of machinery, &c., for India's nascent industries, 
which had received a strong stimulus during the last years of the war and the 
period just following the armistice. On the other hand, it must be acknowledged 
that the attempt permanently t~ fix th~ new exc~ange rate. by. legislation at 1-. 
time when there was the utmost dIsorder m the busmess orgamsatIOns of the world 
waf'! not only prema~ure, but proves the want ?f that gr~p o~ exchange princ.iples 
for whi'ch the IndIa Office was famous durmg the hfe-tIme of SIr LIOnel 
Abrahams. 

Thus it will be seen that the mistake of 1920-21 was two-fold, viz., (1) in 
ascertaining the circumstances in regard to future prices, which were likely to 
be permanent, out of a changing mass of circumstances which were further com­
plicated by; the foolish economic provisions of the treaty of Versailles, and (2) in 
ascertaining the proper rate of exchange, which, in view of the gold price of 
silver, could be maintained by the Government. I do not consider the sale of 
reverse council bills in 1920-21 as a mistake in itself. I believe that at the current 
rate of exchange the Government would have to do the same again if the sterling 
price of silver went up to 50d. per ounce. The alternative would be to lose all our 
silver rupees and half-rupees. 

(3) Is the present time opportune 1 
In view of the above facts it will be seen that the disturbing factors practi­

cally remain the same as in 1920. The economic provisions of the Versailles 
Treaty remain intact, so that Central Europe cannot offer a good market for the 
extra-European countries. Therefore, the course of prices in the world is yet 
uncertain, and little can be guessed about it when the old economic solidarity of 
the world will be restored. The currency system of Europe except the United 
Kingdom is uncertain and violently fluctuating. Therefore, it is futile to 
n++,.....--_+ +-. l'I4-n'h~l~l"I"'" T ..... ,..1;o ..... .o.vnh'lon(1'O 1;£\:'P;n DoVnhl.:lnl'PO th'o'r'o 01 ... .0. +'U7'n. .... n'l"pt:lnnl£l,a 
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involved, and it is impossible to stabilise the rate so long as one item remains 
hopelessly unfixed. The fluctuation is only a little minimised by the stability 
of the sterling and the dollar. Arbitrage operations are an important factor in 
foreign exchange although they are now regulated by most of the Governments 
of Europe. Tb.erefore, so long as European currenCIes are unstable the rate of 
Indian exchange must be uncertain also, for the rate is fixed through the marginal 
transactions, and these depend upon arbitrage operations. 

Therefore, I would recommend that no rate should be prematurely fixed now. 
Otherwise the mistake in principle made in 1920 will be surely repeated. The 
great evil of repeating the mistaKe lies in the temporary unsettlement of the trade 
and production of the country as explained under I. 

V.-SUGGESTIONS. 
My suggestions, therefore, are that the present Commission should-

(1) affirm the principle of the gold exchange standard and accept it 
finally as the currency system of India; 

(2) declare that the Indian rate should be fixed in terms of gold and 
not in terms of sterling or the currency of any other country; 

(3) recommend! the desirability of building up a big gold reserve ear­
marked for exchange purposes, which should be rigidly separated from all 
other reserves, especially the currency reserve; and 

(4) declare that is premature to fix the actual rate of exchange, and, 
therefore, desist from doing so, and recommend that another Currency 
Commission should be appointed to do that when greater stability is 
attained in the currenoy systems of the European countries. 

APPENDIX 13. 

Statement of evidence submitted by Mr. H. L. Chablani, M.A., Head of the 
Economics Department, UniverSity of Delhi. 

Question I.-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 1 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. 

Answer.-In my opinion, it is premature to stabilise the rupee at any fixed 
rate in terms of gOld at the present moment; Government ought to profit by the 
mistakes committed in 1920. The future trend of gold prices in the world IS yet 
uncertain. Only recently Sir John Fergusson in hIS inaugural address as 
President of the Institute of Bankers held the view that taking a long view of 
the situation, we might expect a downward trend in prices, that is a rIse in the 
value of gold. He advanced two main reasons for his opinion. The first was that 
" monetary reconstruction in the world must inevitably lead to a greater demand 
for gold by central banks and Governments; the redistribution of America's 
superfluou';! stock of gold over the world should certainly tend to cause a rise in 
the value of the metal. Secondly, the introduction of mechanical aids to 
production, the cheapening of industrial process, must expand the volume of 
wealth, and this factor acting on the demand side of the e~uation of value, should 
also tend to make for an appreciation in the value of gold, ' As against this view, 
it is plausibly suggested that America has in reality demonetised gold, and that if 
the influx of gold to the United States had been allowed to play its normal function 
of expanding credit, the purchasing power of gold would be far lower than it is 
at present. The output of gold, which is again approaching the high levels reached 
between 1908 and 1916, and the ever increasing use of substitutes for gold as a 
medium of exchange throughout the 'world, are also important factors tending in 
the opinion of some, to effectively oppose the tendency to a fall of gold prIces. 
Much wi11 depend upon the possibility of co-operative action by the Central Banks 
contemplated bv the Geneva Conference Resolutions. The stock of gold held by 
the Centra I Banks of the world is so large compared to the annual consumption 
for non-monetary purpose, that it is quite possible for them to regulate by agree­
ment among themselves the value of gold. But if the Central Banks compete with 
one another in their efforts to accumulate as large stocks of gold as possible in 
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order to restore the gold standard, the value of gold is bound to go up. Though 
at present, outside United States, there is little gold in actual circulation, one 
calJnot take for granted that there will be no reversion to an actual gold circulation 
anywhere in the world and that this will not make too severe a demand on the 
world's stock of gold. The accumulation of gold in United States is so large and 
that c0untry occupies such a commanding position in the world to-day, that by 
slightly altering their monetary policy it can keep its general level of prices higher 
or lower and thereby give gold a lower or higher value; and there is no certamty 
as to what policy that country will follow from time to time. As one of the critics 
of the restdration of gold standard in England put it, there is no guarantee that 
the present Federal Reserve Board will remain in office or that the inflationist 
pal ty which has always been very active in the United States will not at any time 
overthrow the present policy of price stabilisation, and raise a cry for a more 
liberal use of the hoarded stores of gold which will lead to a large expansion of 
credit and a violent rise of prices in America. Personally I am inclined to believe 
with Prof Cassel that for the future we must reckon with a growing scarcity 
of gold (vide his paper read before the institute of Bankers on June 11th, 1924). 
It will, however, be unsafe to dogmatise on the subject when the factors to be 
considered are so uncertain. It is necessary, therefore, to be extremely cautious in 
the matter, and avoid making experiments with currency every now and then. If 
Government decides at the present moment to fix the value of the rupee at Is. 4d. 
goM, more currency will have to be put in circulation and prices will tend to rise, 
much to the detriment of at least a section of the community. If a year later, gold 
prices in the world fall, it will be necessary to deflate the currency to maintain the 
gold values of the rupee at Is. 4d. If, on the other hand, the rupee is to-day 
stabilised in the neighbourhood of its present market value in gold, and gold! prices 
begin to fall to such an extent as to bring down the gold value of the rupee to even 
les~ than Is. 4d gold, the country in order to maintain the rupee at Is. 6d. gold 
rate, will have to submit to drastic deflation which will raise a howl of protest 
among the business community. 

The only feasible course at the present moment is to fix the upper and lower 
gold value of the rupee in such a way as to leave some discretion to the authorities. 
I believe that the authorities can without any very great risk announce that they 
will use all their resources to keep the rupee between Is. 4d. gold and Is. 6d. gold. 
Curiously enough, while the Finance Member told the Indian Merchants' Chamber 
(3rd July 1925) that it was the definite intention of the Government of India not 
to allow the rupee to rise" above Is 6d. gold, he made no announcement that the 
rupee will in no circumstances be allowed to fall below Is. 4d. gold. It is far more 
important to fix the minimum gold value of the rupee than the maximum. 

While I am in favour of stabilising the gold value of the rupee, I am on 
principle opposed to any measures bemg taken to stabilise the rupee-sterling 
exchange at any fixed level. I consider it a mistake to link the maintenance of 
the Indian standard of value with the incidental and varying circumstance~ of 
exchange. I agree with the view endorsed by the Babington-Smith Committee 
that "exchange stability is an important facility ratlier than an essential 
condition." I regard instability of foreign exchanges as a sympton of a disease 
rather than the disease itself. The real diseases in the world are political 
insecurity, chaotic finance and uncertain currency policy. As these maladies are 
being attenaed to and gold standard gradually restored! among the trading nations 
of the world, exchange fluctuations will gradually be reduced to such dimensions 
as would induce banks to supply the machinery which will enable the merchant 
to cover his risks. Stability of exchange is an international and not a national 
problem. It is not in the power of any country to stabilise its exchange with other 
countries, when the commodity values are constantly changing because of deflation 
in some countries and inflation in others. Even if exchange stability is- attained 
between any two countries or even a group of countries, it cannot bind up a stable 
international commerce while excliange on other important countries continues to 
fluctuate, for the markets of the former would be sub;ect to constant exchange 
dumping on the part of the inflationist countries. Stabilisation of exchanges must 
be general or it is useless. 

Apart from these objections on principle, the time is not yet propitious for 
fixing the rupee-sterling exchanges at a particular level. There is still a certain 
maladjustment between sterling- and gold prices. Since January last, sterling 
prlCes have shown a downward trend. Probably the fall would have been more 
pronounced, but for the budgetary deficit of £36 million for the first half of the 
financial year, and the embargo on foreign loans. If exchange were stabilised 
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to-day at h. 6d., and sterling prices continue to fall at a quicker rate, Government 
will either have to allow the rupee-sterling exchange to fall or produce acute 
financial stringency by a policy of deflation, The only wise course in the present 
circumstances is for each country to take care of its own standard of value and 
in~pire general confidence in its comparative stability in terms of gold, if not in 
its general purchasing power. 

Even from the narrow point of view of exchange stability, the best remedy 
is the restoration of an effective, automatic gold standard in most of the countries 
of the world. Such wide exchange fluctuations as we have been witnessing since 
the war are due to divergences between international price-levels; and divergent 
price-level movements as between gold standard countries are impossible except 
withiu very narrow limits. 

Even an automatic gold standard is open to the objection that it is wanting 
in stability of purchasing power. Theorists like Dr. Fisher, Prof Marshall and 
Mr. Keynes have suggested far better monetary standards from this {>Oint of view; 
but the greatest difficulties in the way is the distrust of the public 1D all schemes 
that are too scientific to be easily understood, or that involve Government manage­
ment of any kind. And trust and confidence are the very essence of the matter in 
currency problems. 

The fear that gold may in the next few years prove even more unstable in 
purchasing power than before the war and that prices may fall to such an extent 
as to kdl all enterprise, led some currency experts of international repute to 
suggest an international gold exchange standard for the world as a whole; and 
tht' International Conference at Geneva actually passed a resolution in favour of 
" e.ome mrans of economising the use of gold by maintaining reserves in the form 
of foreign balances, such for example as the gold-exchange system or international 
gold-exchange system." These new schemes of an international gold exchange 
standards differ in some respects from our pre-war Indian Currency system. In 
the first place, there is no talk of any attempt to prevent a rise in the exchange of 
any country participating in the system. As one of its advocates explains" the 
Bank can hardl:y be obliged to take measures a~ainst a rise, the sign of deprecia­
tion of the foreIgn valuta, although it will qUIte naturally contribute a little to 
the restoration of a rising exchange as a prominent purchaser in the market. 
Even in countries with a metallic currency system, neither Government nor the 
Board of the Bank have even been either legally or even morally obliged to 
guarantee industrial life against possible depreciation of foreign valutas. " (C. A 
Verrijn Stuart in the Ecorwmic Journal, March, 1919). The only instance of 
such a guarantee is the voluntary practice of the Secretary of State of preventing 
a rise in the sterling value of the rupee by selling Council Drafts at fixed rates in 
unlimited amounts. Secondly, these new schemes all insist on a direct limitation 
!On the quantity of legal tender money within the country. Thirdly, the advocates 
of the proposed system recognise that the currency policy is ultimately credit 
policy, and that the oo-operation of the central banks of the participating 
countries is an essential condition in the problem. Lastly, these schemes aim at 
regulating credit II not only with a view to maintaining the currencies at par 
with another, but also with a view to preventing undue fluctuations in the 
purchasing power of qold " (vide resolution No. 11 Geneva Conference). In other 
words these schemes imply (a) international co-operation; (b) a policy of stabilis­
ing prices through the action of Central Banks, on the basis of an index number; 
and (c) a policy of economising gold in internal circulation. 

If the Indian system is modified along these lines, almost all the objections 
against it disappear. Such a scheme will secure stabilisation both of prIces and 
exchanges. But the crucial questions are: Is it possible to have a binding inter­
national agreement in these matters 1 Is it practicable to regulate, not only the 
legal tender currency, but also the market rate of discount or the rate of interest 
by the use of an index number of prices 1 Is the public sufficiently educated to 
have confidence in such a reform 1 Will the controlling authority command 
public confidence 1 There is nothing inherently impossible in such a scheme, but 
the practical difficulties seem almost insurmountable. 

We must therefore be content with something less satisfactory but more 
feasible. The main obiect to be aimed at should be to ensure the automatic 
expansion and contraction of our currencv and link it with a commodity that 
is comparatively stable in value. For this it is enough to have a convertible 
rupee, convertible not in gold ooins, but Qold bullion only. The stabilisation of 
the rupee in terms of gold will give us such stability of prices as is possible under 
an effective and automatic gold standard. What the country as a whole requires 
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is stability in internal prices more than in foreign exchanges. If owing to 
external causes beyond our control, this stability- in internal prices does not give 
us stability of exchanges, I would leave the exchanges to their own fate. 

As regards the effects of a rising or a falling rupee on trade and industry, 
I have nothing to add to what Professor Marshall said before the Fowler 
Committee. Other things remaining the same, a depreciating currency or a 
falling exchange tends to stimulate exports and discourage imports. But the 
advantage to the exporter is largely at the expense of the other classes of the 
community and can be only temporary. The common opinion that a depreciating 
exchange was for the benefit of an export trade, rests on the natural habit of 
regarding the interests of the Eutrepreneur as co-extensive with those of the 
trade. What really happens when a C1Irrency is depreciating, is that a person 
who is under obligations to make certain currency payments fixed by definite 
contracts or by custom is allowed through the change in the value of the currency, 
to discharge those obligations at less cost to himself and less benefit to those who 
were engaged with ,him in trade. There is no doubt that a fall in the value of 
the currency is a bounty; but it is a bounty not to the export trade but to one 
class in the export trade at the expense of the other olasses engaged in it. Just 
the opposite is the effect of an appreciating currency. 

But these effects are only temporary. The depreciating rupee is advantageous 
to exporters only so long as the cost of production and prices in India do not rise 
in terms of rupees. When that happens the bounty will disappear. In other 
words, there is a race between the specific depreciation of the rupee in terms of 
sterling and its general depreciation in terms of commodities and services. 
Exports will be stimulated only so long as the specific depreciation is greater than 
the general depreciation. As regards National finance, the effect differs in 
different cases. The sterling obligation of the Government of India is really 
paid by the remittance of surplus produce from India, the magnitude of which 
depends upon the value for which the produce could be sold in the money obtained 
outside India. If the fall in exchange is due to a rise in the purchasmg power 
of sterling, India will be obliged to send a larger amount 01 produce than 
formerly to meet its sterling obligations; and Government will have to resort to 
increased taxation in some form or other. Either there must be new taxes or the 
old taxes, must be made to command more produce by an artificial enhancement 
of the value of the rupee; in either case the final result is the same; there will be 
an increase of taxation of the people of India of an entirely unavoidable kind. 
If, on the other hand, sterling prices remain steady and the fall in exchange is 
due to depreciation in the purchasing power of the rupee, the same produce will 
be sent from India.as before, though the Government may find that owing to the 
depreciation of its money its revenue is insufficient to obtain command of the 
produce required to meet its sterling liabilities. In this case what is lost by the 
Indian GO'vernment clearly amounts to a remission of taxatiGn of equal amount 
to the people of India The problem then is not how to increase taxation as 
compared with what was before, but how to make the taxation equi1)alent to what 
it was befOlI'e 

Similarly if the rise in the rupee-sterling exchange is due to the depreciation 
of the purchasing power of sterling while the Indian rupee prices remain steady, 
India will part with less of her produce in discharge of its commitments abroad. 
On the other hand if the Indian exchange rises because rupee prices fall while 
sterling prices remain the same, the same amount of produce will be sent as 
before in discharge of external obligations. But so long as the Government 
revenue in rupees remains the same, it will command more produce than is 
needed by Government for the discharge of its liabilities abroad. In that case 
Government gains at the expense of the tax-payer who while giving nominally 
the same amount of rupees as before in reality parts with a greater purchasing 
power over goods. 

But when once the amount of money realised from taxation has adjusted 
itself to the depreciation or appreciation of the internal monetary unit, Govern­
ment will cease to lose or gain in the cases discussed above. For instance, when 
the tariff valuation of all the commodities paying Customs duties rises owing 
to the depreciation of the rupee, Government will realise mpre rupees from 
Customs. Similarly rising prices will me.m rising incomes and the taxes on 
income will yield more. When business and profit are good because of rising 
prices, there may be a larger movement of goods than before and the railways 
earnings may go up. And if commercial undertakings like the railways increase 
their charges because of increase of prices and wages, Government gain rather 
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than lose. Of course in such a case taxes which are fixed for any length of time 
will not respond to the movements in price. But at least so far as the Govern­
ment of India is concerned, most of its sources of revenue are not of this sort. 

Q. 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 1 
A .-The rupee should be stabilised in relation to gold, and the rate to be 

aimed at should be the pre-war one, viz, Is. 4d. gold. The rupee and sterling 
prices have both risen nearly to the same extent since the war. Taking the year 
1913 as the base, the index number of wholesale prices in Bombay advanced in 
June and July, 1925, to 160 and 158, respectively, while the index number of 
wholesale prices in the United Kingdom stood at 159 in May and at 158 in 
June last. It would appear then that the present market rate of Is. 6d. is above 
the normal rate as determined by the purchasing power parity-theory, and can 
only be accounted for as temporary deviation from the normal rate due to 
favourable balance of account or some other temporary cause A closer examina­
tion will, however, show that the assumption made by the exponents of the 
purchasing-power theory that the percentage difference between the internal 
and external purchasing power in 1913 is an approximately satisfactory 
correction for the disturbing effects of tariff, etc., etc., at the present time is 
not true in the case of India. Since the war our tariff has been considerably 
raised. This increased Indian tariff is an influence tending either to produce 
a higher level of prices in India or to decrease the value of sterling, the currency 
of the exporting country, in terms of the rupee, the currency of the importing 
country. I am inclined to think, therefore, that the difference between the 
pre-war and the present market rate represents the effect of changes in tariff 
and that the normal rate at present is in the neighbourhood of Is 6d. To bring 
it down to Is. 4d. it will no doubt be necessary to raise prices in India to a 
higher level than in England. But that was exactly the object of recent pro­
tective policy and the expected result of a high tariff. Certain classes will no 
doubt suffer from such a policy; but, rightly or wrongly, the country as a whole 
consented to pay this pnce. And Government cannot be allowed to neutralise 
by its currency policy and the consequent rise in the normal rate of exchange 
to Is. 6<1. the intended effect of protectionist tariff. I, therefore, consider the 
Is. 4d. gold rate as the proper rate to be maintained. The only question is, 
whether we should allow exchange to come down by a fall of gold prices or bring 
it down by raising prices in India. I am emphatically of opinion that the first 
is the proper course in view of the indications we at present have as to the trend 
of gold prices. 

Sterling prices have been falling since December. 1924. According to the 
Statist during six months of this year the net decline in wholesale prices on the 
average has been as much as 11'2 per cent. (Vide Statist August 15th, 1925.) 
At no time since the great depression that began in 1920. did England experience 
so severe a contraction. If this tendency to a fall of prices continues, the normal 
rate of exchange will fall below the present market rate of Is. 6d.; and it will be 
difficult for Government to maintain Is. 6d. rate without further deflation of 
currency. It will be easier to maintain the pre-war rate between the rupee and 
gold. In these circumstances, the safest course for Government is to accumulate 
g-old by offering rupees more freely at the rate in the neighbourhood of Is. 6d., 
with a view to be in a position to maintain at least the rate of Is. 4d. gold both 
within the- country and outside it. All that the Government should at present com­
mit themselves to is to maintain the value of the rupee between Is. 6d. and Is. 4d. 
gold. 

Q. 4.-What measures should be adopted to maintain the rupee at the rate 
selected 1 . 

Should the Gold Exchange system in force before the war be contmued ana 
with what modifications if any 1 

What should be the composition, size, location, and employment of a Gold 
Standard Reserve 1 . 

A .-The rupee should be declared convertible. in gold b.uZ.l~on in India at the 
rate- of Is. 4d. gold; and with a view to ensure thIS convertIbIhty, .both t~e paper 
currency reserve and the gold standard reserv~ should be locat~ III IndIa .. The 
greate-r part of the gold reserv~ should pc held I~ actual gold: thIS does not Imply 
that India should have no forelgu credIts and bIlls to be drawn upon when nece~­
sary. For. as long as India has to pay home charges, and her balance of trade IS 

G 
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at the mercy of rains it would be wise to keep a certain amount of our resources in 
foreign credits to mitigate the hardships of an occasional adverse exchange. 
~overnment shoul~ f~rther attempt to accumula;te a large ~tock of gold by keep­
mg gold.products mSIde the country, make the Im~ort duties pa~able in gold or 
gold eqUIvalent, and take full advantage of the occaSIOns when IndIa had a favour­
able balance of trade by becoming large buyers of its export bills, and ordenne, 
gold to be sent to them from the proceeds of such bills. ~ 

The main changes that I propose in the pre-war currency system are:-
(t) that the rupees be made freely convertible into gold bullion at the rate 

of Is. 4d. gold. 
(2) that the British sovereign should cease to be legal tender, 
(3) that the paper currency Reserve be amalgamated with the gold stan­

dard reserve and both located in India. 
The first is only a slight variation of Ricardo's Exchange remedy; the second 

will be dealt with in my aswer to Q 6; while the third is only a repetition of the 
suggestion made by Mr. F. C. Harrison to the Chamberlain Commission. Ricardo'~ 
scheme provided that paper should be the ci.rculating medium, and that the Bank 
of England be obliged to purchase with notes any quantity of gold that was offered 
at a fixed rate (£3 178. per oz.), and sell any quantity of gold that may be 
demanded at another fixed rate (£3 17s. per oz.). The only change that I have 
made is to substitute partly rupees for paper money. Complete convertibility is 
the basis of both the proposals; and both seek to prevent gold coin from entering 
into circulation by issuing gold in the form of bullion bars and not gold coins. 
Neither leaves the quantity of circulation to the discretion of the Bank or the 
State. Ricardo's exchange remedy, however, included an additional safeguard 
against a capricious refusal by the Bank to issue paper money. It kept the mints 
open to the coinage of gold; but fixed the price at which notes were to be 
issued in exchange of gold in such a way that taking into account the loss of 
interest during the interval between the delivery to the mint of gold bullion and 
the receipt of coins, the owner or the bullion found it to his interests to sell it to 
the Bank for notes rather than have it minted as coins. This appears to me not 
only unnecessary, but also liKely to seriously interfere with the success of the 
sclieme. 

I regard these changes as substantial modifications of our pre-war currency 
system They will give India an automatic gold standard and remove the 
greatest defect of the gold exchange standard as it operated before the war. 

Under our pre-war system the currency of India was expanded not in response 
to the demands of trade as a whole, but only of a part of that, namely, external 
trade. If during any period the balance of trade in favour of India increased 
rapidly, the sale of Council Bills received a stimulus, and the amount of rupees or 
notes in circulation was augmented thereby out of all proportion to the real in­
cTease in the total trade (external and internal); for the internal trade does not 
necessarily grow in proportion to the growth in India's favourable balance of 
trade. Thus the system increased the total purchasing power much more than a 
real automatic system would. 

Even this statement needs an important qualification. India is a land of 
seasons; and it is only in the busy season that there is a keen demand for council 
bills, necessitating fresh coinage or further issue of paper money. Thus the cur­
rency of India was expanded, ruot in response to the growth in external trade 
throughout the year, but only in proportion to the demand for funds for financing 
export trade during the busy season. The truth is, that the idea underlying the 
whole system that the rate, of exchange is the test of deficiency or redundancy 
of the currency, is wrong and mischievous. Exchange may be the measure of the 
temporary requirements of foreign trade, but it is the rate of discount that is 
the proper index to the temporary requirements of India's internal trade. Ex­
change may show the scarcity or abundance of currency in one country as com­
pared with another; but it is the fall or the rise in the price levels of a country 
that reveals the insufficiency or redundancy of the currency for the normal 
requirements of its total trade. 

A satisfactory system of currency is automatic also in contracting currency. 
In gold-using countries before the war, gold coins were easily exported, or melted 
and withdrawn from circulation, when trade was slack. This automatic pro­
cess of contraction has all along been wanting in the Indian system. Legally. 
the rupees have never been freely convertible into gold inside the country; nor are 
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they externally convertible except on those rare odcasions when Government 
se~ls Reserv~ Councils at t~es o! weakening exchange. And excha.nge, as every 
one ~ows, IS_ capable of bemg mfluenced by many factors other than internal 
condItIons of trade. Tr~de may be d~pressed, and currency may be 'redundant, 
and yet heavy and contmuous borrowmg on the part of India may reverse the 
tendency to w~ak exchange. Prices may rise in India, and yet exchange may 
n~t only remam stable, but even rise because of greater inflation in other COull­
trIes. 

It is true t~at the rupee was not absolutely inconvertible into gold inside 
the country, for m pre-war days the Indian Government did at times offer gold 
for rupees. But there are varying degrees C?f inconvertibil~ty. The very essence 
of the gold exchange standard hes, accordm~ to one of Its best exponents in 
" some degree of .unwillingness t? ~upply gold locally. in exchange for the l~al 
~urrency; but a hIgh degree. of wd!mgness to ,~ell.fo~eIgn exc.han~e for payment 
m IC?C'~I. cu~rency at a cer~aIn maXImum .rate, thIS In Itself Imphes some incon­
yertIblhty In act:ual practI~e. Add to thIS the fact that against the rupee, which 
IS only ~ ~?te prInted on sIlver, Governm~nt keeps no reserve in gold to ensure 
convertIbIlIty apart from w~at they conSIder necessary for supporting the paper 
currency notes and the foreIgn exchange, and the degree of its inconvertibility 
bec~mes all too p~!ent. The rupee at .b~s~ had, under our pre-war system, only 
an Imperfect or suspended convertIbIlItv," and its over-issue was on that 
account just as likely as that of inconvertible notes. Our inconvertible rupee 
therefore, failed to satisfy the most essential requisite of a sound currency viz' 
stability of purchasing power. It failed in this respect to a much greater ~xtent 
than the old freely minted rupee did. 

Prior to 1893 the value of the rupee was the same as the value of its silver 
content; and so a substantial part of the rupee coinage was used as bullion. A 
simple calculation would show the effect of correction on this account. Mr. F. C. 
Harrison estimated the volume of rupee circulation at 120 crores in 1892; and 
Sir Edward Baker put the loss by wastage at 2 per cent. per annum. The 
average annual coinage previous to 1893 was about seven crores, of which hall 
used to be melted by the public. according to official estimates at one time. But 
later on Mr. O'Connor. the Director General of Statistics, in 1898 adrrYitted 
before the Fowler Committee that" A very much larger proportion of the rupees 
that were coined must have been melted down into ornaments" It would not 
thE'refore be far wrong to put the amount which thus disappeared from circu­
latiion at five crores per annum. The annual addition to currency before the 
closing of the mints was thus only two crores on an averag~, an amount just 
enough to make up the loss by wasta~e. In other words, the rupee circulation 
was pretty steady prior to 1893. This accounts for the comparative steadiness 
of prices before the closing of the mints. 

Conditions, however, were different after 1893. Rupees once coined 
remained coins, for it was unprofitable to melt them. They could be used only as 
currency, and so the entire amount of coinage influenced prices. 

It is interesting to note in th!is connection the opinion of Mr. Lindsay, t~e 
real ori~inator of the present system, on the nature of the rupee standard In 
India. He plainly told the Fowler Committee, " I look upon rupees under the 
present system as simply ,inconvertibl~ metallic. notes, and they operate ~ntirely 
according to the laws that govern an Inconvertible paper currency. I thInk the 
laws that ~overn an inconvertible paper currency and the laws that govern an 
inconvertible coin currency are precisely th~ same " . (Q. 37-42). ,!he natll:ral 
corollary follows, that the main ca:use .of a rIse of prIces unde! an InconvertIble 
~oin currency is usually its exceSSIve Issue, or to use a techmcal phrase, over-

~ssue. , l' I d' Much the same thing may he said about our note ClrCU atlOn. n Ian cur-
nncy notes were convertible into rupees both before and after 1893; but the mone­
tary changes of 1893 effected ~ revoluti~n i~ the cha~acter of the rupee. Prior to 
1893 it was a freely minted. COIn convertible Into bulhon; after ~893 It was a token 
coin not convertible freely mto gold except ,on those rare oc~slOns w~en GC?vern­
ment sold Reverse Councils. The n~tes hemg ~hus convertIble only .In an In~on­
vertible coin currency influenced prIces much III the same way as mconvertIble 
pa per money does. . 

This grave defect in our ~re-~ar currency system can he eaSIly cured by 
making the rupee freely convertible mto gold. 
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Q. 5. Who should be charged with the control of the note issue and on 
what principles should control and management be transferred to the Imperhl 
Bank, and'if so what should be the general terms of the transfer 1 . 

I would entrust the control of the note-issue to the Imperial Bank provided 
its issue department is kept se'parate from the banking department and its con­
stitutlion changed, so as to provIde for more Government control over the manage­
ment of the Bank. I am generally in agreement with the scheme outhned by 
Mr. Keynes in his Memorandum before the Chamberlain Commission. 
. I would aim at keeping the metallic backing of the note issue entirely in gold 
and fi~ the statutory minimum at 60 per cent. of the net circulation. 

I am not in favour of issuing notes of lower denomination than Rs. 10, as in 
a vast country like India, where communications are so defective, a small note is 
de facto inconvertible. 

Q. 6. I am not in favour of minting gold in India nor of using gold a-l 
currency. The bulk of internal transactions in India involve only small alIl()Uut:::;, 
for which rupee is quite a suitable coin. There is no adequate reason why poor 
nations like India should allow a large part of theIr resources to be spent III pro­
vidmg themselves with so costly a medium of exchange as a gold currency if some­
tllIng cheaper can serve all the purposes that it would do. It IS, moreover, neces­
sary to keep down the world's monetary demand for gold if we are to avoId a 
heavy fall of prices all over the world. [For these reasons I would be content with 
a convertIble rupee, convertible not in gold coins, but gold bullion only. TillS WIll 
ensure the automatic expansion and contraction of our currency. ConvertibIlIty 
is the best safety value for redundancy of currency; it provides the easiebt auto­
matIC danger-signal to Government when it is inflating the currency. A bystem 
of convertibIlity WIll not need for its success a large part of gold if the /Jritish 
sovel'eign ceases to be legal) tender. For if the rupees in circulation are 
diminished and not replaced by gold coins, the value of the rupee will rIse quickly 
to the point where it will cease to be profitable to exchange rupees for gold. It 
is no doubt possible that in times of war or severe fammes convertIbIlIty may 
involve Government in serious risks; but if the Bank of France has had some­
times to suspend cash payments or the British Government to suspend the Bank 
Charter Act, there is no harm if a similar course is left open to tile IndIaTl 
Government in exceptionally grave emergencies Such exceptional cases, as was 
pointed out by Mr. Farrer in his evidence before the Fowler Committee, are not 
made the basis of currency systems " We look to the ordinal'Y state of tIJlngs.·' 
Looking at the problem from this point of view, India's case seems to be a 
specially favourable one. " She has a great and elastic power of producing 
saleable exports; she imports, on the balance a large quantity of the preeiom; 
metals, which she retains with great tenacity; and she recovers very quickly from 
great depressions." It is again true that the largest possible reserve of gold 
will prove insufficient if all the rupees in India, or for the matter of that, even 
all the rupees except those absolutely required for purposes of circulation, were 
pre~ented at one moment for encashment in gold. But such contingency is just 
as lIkely as a general run on all the banks and currency offices The only security 
against such a panic is that no such demand for conversion is ever likely to be 
made. The masses, the majority of whom are poor, will find the runee useful 
as the rupee; it is the thoughtful and the speculative people who will demand 
gold for rupee The only way to establish the confidence of the latter is to 
meet their demand boldly. 

APPENDIX 14. 

Statement of evidence submitted by Mr. Brij Gopal Bhatnagar, M.A., F.S.S., 
Lecturer in EconOmiCs, Allahabad UniverSity. 

At the very outset, I may be permitted, to emphasise two or three points that 
appeal' to me important in connection with the problem in hand. First that we in 
this country are not fortunate enough to have a clean slate, on which we could draw 
any figure that our imagination, helped by all the sound reasoninO's of currency 
theory of the highest order were to lay down as the ideal picture of the currency 
systeI?' We have had a system of currency, good, bad or indifferent as it may be, 
workmg for a number of years, and we could not, however much we may desire, 
change it at a stroke to approximate to our ideal in a day ThrouO'hout the 
discussionq on this topic this point is generally ignored, and youn~t and old 
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enthm,iasts of gold standard backed with gold in active circulation go on advocat­
wg all iUl:itantaneous return to gold standard and gold currency with such an ease, 
as If the road to gold currency was as unblocked as the free surface of their own 
writing pads to give an unblocked journey to their pens. And the same is true 
ill another sense of the advocates of a managed currency system as expounded by 
Prof .. J. M. Keynes. While discussing c,urrency problems in India or for the 
matter of that in any part of the world, we should not (as a matter of fact we 
cannot afford to lose sight of this limitation, if we mean business, and do not 
want to indulge in mere rhetoric to catch the public ear) lose sight of the lImita­
tiolls placed upon our present actions by those of the past. 

To bring the full significance of the above, I must mention another factor, 
however shockmg it may be to our faculty of reasoning, and perhaps to us also 
whr) look upon ourselves as reasonable beings, and it is that in matters of currency 
sometimes men in the mass are very much guided by prejudIce. If they have 
been accustomed to the use of a partIcular com of a particular size or shape, with 
a parhcular figure on it, and it this coin is sought to be replaced, say by some 
better coin, even then we have the sad! phenomenon of the masses refusmg to adopt 
it as their currency. However much we may feel mortIfied at the stupidity of 
people who cannot distinguish good from bad, yet no amount of heart burning 
on our part is likely to help us in seeing our favourite through as a current coin. 
History tells us that thIS actually happened in some of the States of North Africa, 
where in the 19th century the Austrian Government had to com the Maria Theresa 
dollar with exactly the same design and date as when first issued in 1780 and that 
because it was the favourite coin of the people and they refused to accept any 
other. 

Secondly, the system of currency in a country has necessanly to be something 
of a compromIse as between the ideal of economIC theorists and the business needs 
of the country, wherein agam a very large part IS played by what people call 
popular sentiment and the popular prejudICe. From the theorIsts' point of view, 
what the system of currency in a country should, WIth many other things, always 
be able to do, in order to be classed as a good and successful system of currency, 
is that it should provide media of exchange suitable to the needs of the dIfferent 
dabses of people hving within the country, that is, the currency of the country 
should consist of coins of such varied values and! denominations as would be suit­
able to perform the exchange transactions of the various groups of people with 
their varied standards of livmg and standards of purchases. From the theorists' 
point of view, the more of these coins of various denominations consist of paper or 
leather or some other cheaper material the better. But can a theorist by his 
mere wish. or by the dictates of his very sound logic, make the unlogical public 
adopt the paper comage as the common media of exchange in a country, unless 
the bulk of the people of that country have been educated m the use of paper? 
My answer is an emphatic No! And this because both past and present suggest 
that answer. 'Ve read that in the 14th century Muhammad Tughlaq, perhaps 
one of the ablest kings to hold sway over India, issued his token currency of copper, 
and that people refused to accept it even at the point of sword. And poor 
Muhammad earned for himself the title of Mad Tughlaq in the bargain. The 
history of our own note circulation during the Great War is also suggestive of 
the same idea. Or can a Government, be it ever so powerful as the Government 
of India, compel our masses to use the gold sovereign as their medium of exchange 
if their standards of living and purchases be such as to make the rupee or some 
other coin of lesser value more convenient than a coin of such high value as the 
sovereign? By no means yes. They failed to do so in their first attempt when 
actmg on the Report of the Fowler Committee in the year 1900-01, they tried to 
pu!>h the sovereign in, and they are bound to fail again, so long as the standard 
of incomes and of expenditure of the masses in India is not sufficiently raised to 
warrant a change in that direction. It was this internal weakness, sad indeed 
from a theorist's point of view, this peculiar insistence on the part of the Indian 
public to have rupees which compelled the Government of India to adopt the Gold 
Exchange standard instead of gold standard with gold in active circula­
tiOll as against the express recommendations of the Fowler Committee 
and the still more express demand of the vociferous educated classes 
of thIS land-classes accustomed to measure the needs of India by 
their own measuring rods. It was this peculiar insistence on the part 
of the Indian public-real people of India, who live in villages and whose monthly 
income, according to the most sanguine and the most optimistic calc1.llation3 is 
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not more than Rs. 9 As. 12* per month per he,ad-that compelled Government 
of India not only to depart from the findings of a Committee, which they had 
accepted, but also to depart from the ideal of the ~old Excha~ge Stan~ard .itself, 
as conceived by Plato or as developed by that prInce of theorIsts DaVld RIcardo 
and as recommended by Lindsay before the Fowler Committee. In deference to 
the wishes of the people, Government had to adopt" a note printed on SlIver," 
and not a note printed on paper for internal clfculation. That up to the time 
of the Chamberlain Commission (1914) even the Government of India had their 
Ideal in the Gold Standard backed with gold in active circulation is made perfectly 
clear \When we read Lord Meston's (then Sir James) following statement, when 
speakIng during the Budget debate of 1910. " The broad lines of our action and 
our objects are clear and unmistakable, and there has been no great or fundamental 
sacrifice of conSIstency In progress towards our ideal. Since the Fowler Com­
mission that progress has been real and unbroken. There is still one great step 
forward before the idea can be realised. We have linked India with gold countries 
of the world, we have reached a Gold Exchange Standard, which we are steadily 
developing and Improving The next and final step is a true gold currency. That 
I have every hope will come in time, but we cannot force it. But the final step 
wIll come in time when the country is ripe for it." It was in pursuance of thIS 
that in thf' year 1912 the Government of India proposed to open the Bombay Mint 
to the coinage of sovereigns, but for one reason or another the British! Treasury 
came to their rescue, and they had to defer the proposal until the Royal Com­
mission appointed in the year 1913 had reported on the course to be taken. 

This should be enough to show that while deciding what kind of currency, or 
what system of currency a particular country will adopt, or change to, at a 
particular time, we must not ignore the practical needs of the people as determined 
by their standard of living and standard of purchases. 

The third, and I should think the last point to be kept in view while tackling 
the currency question of India, and as a matter of fact all practical problems of 
life in all parts of the globe, is the interdependence of life phenomena within a 
community and with phenomena outside the community under discussion. State 
of progress in one department of life has its influence on the possibility of progress 
in other departments of life. 

* * * * * * * 
ThIS is what I mean by interdependence of life phenomena. Thus during 

the war, India as usual wanted to absorb Immense quantities of SlIver rupees, 
and the Government were equally anxious to give her the same, but changes in 
other parts of the world made it next to Impossible for them to contInue to give 
rupees In exchange for Indian produce at the pre-war rate, and they had to shift 
from one thIng to another-from gold mohul' to temporarily inconvertible paper 
notes It is in this synthetic way that I should like the problem of IndIan 
Currency to be approached. The problem IS not such a simple matter as our 
enthUSIasts of different schools, would have us believe. It is above all a practical 
problem, and is one of those lIve problems, where theory and practice, and reason 
and prejudICe, commonsense and sentiment jostle with each other, and where out 
of these conflicting forces the practical administrator has to evolve a 'Cia media 
more or less acceptable to all. 

After the prelIminary discussion carried out above three questions naturally 
come to my mind: (i) What is that system which we have now and which we seek 
to modify 1 (ii) Why we seek to modify it, and what is our ideal in the light of 
which we witfu to modify and to which we wish to reach ultimately 1 And (iii) 
how far under the present circumstances of life and labour in this country can 
we go towards the realisation of our ideal? I need not stop to answer' the first 
of these questions, as all of us are familiar with the one answer that alone can be 
given for it. But I must say something about the second, as all of us are not of 
the same mind in giving an answer to it. 

Before answering the first part of the second question, "Why we seek to 
modify the existing system? " we may note the canons of currency. True, so far 
nobody has form:;tlly given us the canons of curre~cy as Adam Smith gave us the 
Canons of TaxatIOn. But for anyone who cares, It should not be difficult to read 
them for himself from the functions of a currency. I read them thus: Every 
system of currency, in order to be classed as a good and successful system must 
have: (i) Coins of varied values and denominations to suit the standa~d of 
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incomes and expenditure of the different classes living within a community. If 
the currency system of a country consists of only one coin, and if there are four 
or five classes (based on their incomes and spending habits) then the result would 
be that such a system would not give complete satIsfaction to all members of t.he 
community; for some it would be too high, for others too low, and general dIS­
satisfaction would be the result. (ii) In every system of currency there should be 
some scope for expansion and contraction o~ the volume of currency to suit the 
varying volume of trade at different times. In India during certain n;tonths of 
the year we find that trade is brisk, larger number of exchange transactIOns take 
place, and naturally people want more of money, while when the trade is dull 
less of money is required. If the volume of currency in a country is not change­
able with more or less ease, chances are that community would be subject to 
continuous fluctuations of prices. And everyone knows that constant and quick 
fluctuations of price level are not healthy for the trade and commerce of a coun­
try. (iii) Every system of currency, and the systems of currency of those coun­
tries in particular that have trade -relations· with foreign countries must have 
some sure and certain provision for providing the international currency-gold 
-whenever and in whatever quantities it is needed for making payments abroad. 
Now unless a system of currency is capable of satisfying the three conditions 
mentioned above, with more or less success, it is hardly possible to look upon it as 
a good system of currency. Let us see if our own system is capable of passing 
the test. 

Leaving apart what there may be on the Statute Book of India, in practice 
our system of currency consists of :-

(1) token rupee, which is our principal, as well as the unlimited legal 
tender coin, 

(2) the silver subSIdiary coins, consisting of 8 As. or half-rupee pieces, 
and 4 As. or quarter-rupee pieces, . 

(3) the nickel change, consisting of 2 As. or i of a rupee piece, and 1 anna 
or n of a rupee piece, 

(4) the oopper change, consisting of pice, a coin which is one quarter of 
an anna or .?4 of a rupee, and pie which is i of a pice, and 

(5) paper currency, consIsting of notes varying in denominations from 
Rs. 5 to Rs. 10,000, payable on demand in token rupees. . 

For payments abroad, or for payments by outsider to us in India, Govern­
ment have undertaken to provide gold for the rupee at a ratio which has been 
varying from point to point for the last five or six years in the first case, and to 
provide rupees or notes convertible in rupees at equally varying rates, during 
the same past period. To discharge this double duty with success they maintain 
two reserves, one of gold, and the other of silver rupees or notes, convertible in 
rupees. 

As must have been noted by this time none of the coins used in the country 
is a standard coin, and naturally none of them is freely minted. Such in brief 
is 'l\ hat we have in the domain of a currency system in this country. 

Putting our system on the first touch-stone, we must frankly admit that 
both in theory and in practice it passes through. The poorer classes, who con­
stit.ute the majority in this land find their suitable money of account in the rupee, 
and their current monies in the rupee for their highest payments, and, in the 
silver, the nickel and the copper change for their daily needs. For hoarding, of 
course, if there is much of hoarding amongst these classes, outside a few unusually 
rich areas, such as the Punjab Canal Colonies, they can purchase gold or 
silver in the market. Let him who doubts the truth of this statement convince 
hiI!lself bv goinS through the large number of family budgets collected by (1) the 
census authoritIes of 1921, (2) the Labour Office, Bombay, (3) the Chanakya 
Society, Patna, and (4) the Economic Enquiry Board, Punjab, Lahore. 

For our middle classes the rupee and the paper notes of smaller denomina­
tioH:': from Rs. 5 to Rs. 100 are there, and that is what they use in their daily life. 
For the rich of the land, the banks' cheques, and ungreased notes of denomina­
tions higher than Rs. 100 must be helpful, and that is what we find them using 
in cities like Calcutta, Bombay, or Karachi, wherever they live. 

From the point of view of variety in values and denominations to suit the 
business needs of the different classes of people living in .this country, our sys­
tem of currency, with its wide range of coins, varying in denominations from i 
of a pice, which is itself -r,\; of a rupee, to a Rs. 10,000 note, is eminently satisfac­
tory. But this is only from a theorist's point of view. It fails to take note of 
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that deep-rooted love of gold WhICh seems to b~ pecuhar to humankillll all ovcr 
the world mcludmg the advanced England and backward Indm, as well as 1)1 

that lack' ot faIth III our paper currency, WhICh IS, as was pOlllted out by ::;11' 
James Begble ill hIS mmute ot DIssent to the Chamberlalll l"ommISl:>lOn (H)l4) , 
the dIrect result of our note CIrculatIOn bemg convertIble III mconvertlble tui"cn 
rupees. To these we would return III theIr proper place. 

Now to the second: That mlndla every year we have a l:>cason of black trade 
and another of brIsk trade IS a fact known to all, and nceds no prool lor Ill:> 
eXIstence on my part. Is our system by ItS nature responSIve to the::,e chaugc::, 
m th~ trade conditIOns! :My answer IS, It IS not. ::;0 lOng as we had an 0VCll 

mmt for sIlver, ~.e., up to the closmg ot mmts m 18U~-3, the element ot elastIcIty 
was present, but after that we have not had a ,standard com, and all cUlllage Ol 

fresh supplies as well as all meltmg down of the unnecessary or ul:>eles" culllS 
have been under the dIrect control 01 the Government WIth the rel:>ult that our 
internal currency has not been able for so many years to contract Itself III 

response to decreased trade, although we must admIt that It has always eApandcu 
m response to the mcreased trade demand. It could not be otherw Il:>e: III 
mne years out of every 10 we have a tavourable balance 01 trade resultlllg 1U 

payments m the form of currency to our people, and currency goos on lllCl'ea.-,llJg 
trom year to year. in, other countrIes WIth an open mmt anu a standard com, 
extra COlllS find theIr way back to the mmt or the meltmg pot. Here WIth a 
closed millt and a token rupee as our prmCIpal com and standard money, tlllS 

IS ImpOSSIble. True thIS serIOUS defect ill our system has been partIally nwdlheu 
by the aotIOn taken on the recommendatIOn 01 the Babmgton C0Ill1111ttec that 
,. WIth a VIew to meet the seasonal demand tor addItIOnal currency prOVIl:>IOU 
should be made for the issue of notes up to five crores over and above the llorm.ll 
fiduciary Issue as loans to the Presidency Banks (now the ImperIal Bank of IndIa) 
on the security of export bIlls of exchange." The limIt of five crores fixed thcn 
has now been raIsed to Rs. 10 orores. But this at best can be looked upon as a 
pallIative, not because the deVIce m Itself IS m any way exceptIOnable. Perhaps 
no more eoonomJ.c method could be thought of. But here, agam, the pecuhar 
habIts of the people of this land come in our way. When the season of brIbk 
trade IS on in indIa, the big merohants of Bombay and KarachI need huge sums 
to make payments for the agnoultural ·produce that they purchase IU the 
up-country rural tracts. And the demand in these up-country rural tracts is 
for metallic com, and not for paper convertible in token rupees. The rel:>ult 
has been that the country has not been able to get full advantage of the unexcep­
tionable device suggested by the Babington-l::hnith Committee. If our paper 
ourrency were convertible III gold, it would have appealed much more to the 
country seller, and the big merohant engaged ill export trade could have ubed 
less of metallio currenoy (necessarily rupees under the present system) and more 
of paper notes. Thus It is that the phenomenon of annual permanent additions 
to the volume of ourrency m this country stIll contIllues, of course, in a mitigated 
form than before. But the problem is still there, and we cannot by any means 
say that our system of currency is elastic in the full sense of the term. 

Commg to our third canon we find ourselves in a wonderland with things 
bewildering all about us. According to the Statute Book of India, Government 
undertook (vide an announcement m the Gazette of India, February 2, 1920) 
to give 2s. gold in exohange for a rupee to whomsoever has got to make some 
payment abroad, as well as to give a rupee in exchange for 2s. gold to whomsoever 
has got to make a payment in IndIa. But in practice, It has been otherwise. 
In February and March following the announcement, the actual rate was 28. 10d., 
while in December of the same year it was as low as 1s. 5d., and in February and 
March of 1921 it came down to 1s. 3d. It continued somewhere about this figure 
throughout the years 1921 and 1922. It began to rise again from January, H123, 
and was maintained at about 1s. 4d. throughout that year. While since July, 
1924, it began to rise again, and has been hovering now for more than a year 
at 1s. 6d. Surely the picture drawn above, if it is faithful, and I for one belIeve 
that it is both true and faithful, could not justify us to say that our system of 
currency, as it is, makes" sure and certain provision for getting the international 
currency (gold) whenever and in whatever quantities it is needed for making 
payments abroad. 1'> 

Such are. in brief the shortcomings of our existing system and the sooner 
they ar~ modIfied the better for all concerne~. The simplest and in one sense 
the easIest way to get over the defects mentIOned above would be to introduce 
gold standard backed with gold in active circulation, to declare our paper 
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wrrcnt:y WllvcrtllJlc III gold a.nd to reduce the tokeu rupee whll:h 1:::. nuw our 
prlllcipal Will to the posItion of a subsIdIary coin with a. lImIted tender. And 
this IS what IS generally recommended by the thinking people m this couutry, 
Loth as a solution of our present diliicultles as well as the hr:::.t step to reach our 
1uture Ideal. I must COnIess that if we cotlld adopt the system outlmed above, 
the element of variable rates in foreign exchanges would have dIsappeared and 
the lack of elasticIty would have also gone. But If, as a theOrIst, I cannot recom­
mend It as our ideal for the future, the eXIgenCIes of the present sItuation prevent 
me from recommenaing Its Immediate adoption. 

Should we adopt the system as outlined above as our permanent ideal? When 
we study the history of currency in some Important countrIes of the world, we 
find that most of them have been consciOUSly or unconsciously approximating 
towards the system in WhICh internal currency consists mainly 01 paper (SUCh 
as notes, cheques, etc.), coIlVertible in gold, and of such cheap metalhc subSHlIary 
coinage or surrogates as may be neoossary for the day-ta-day transactIOns 01 the 
people. Gold IS kept III the reserves 01 banks or government treaSUrIes and IS 
Ul~de obtainable as far as possIble only for making payments abroad. It IS not 
demed to the people legally, but the whole thing IS so managed (in fact, the 
banking habIt being highly developed in the people they seldom ask for It) that 
p{},Ople take as little ot it as poSSIble. Both gold and the paper convertIble m 
·gold are made unlimited legal tender, whIle the subsidIary coinage is made 
tenderable only up to a limited amount. 

That this was the ideal of the Indian Government and the IndIan people 
at the time of the Fowler Committee is clearly recognisable m the past htt:rature 
on the subject, both Government and popular. That thIS was not kept constantly 
in view, after that as the guiding star of India's Currency Policy, is also made 
perfectly clear by the fitfUl movements of Government during the last ~5 years. 
That it IS not now the ideal of the Government is also clear trom the following. 
Thus Sir Basil Blackett, K.C.B., while speaking before the Associated Chambers 
of Commeroo, at Bombay on the 4th Deoomber, 1923, remarked: "The wholc 
tenor of my remarks to-day has been to suggest the unwisdom of attempting to 
speak too confidently about the future or to act in anticipation of events . 
l'he goal towards which we are all working is, of course, a gold standard. 
England is doing the same. A gold standard does not by any means necessarily 
mean a gold currency. Let me appeal to three authOrIties in support of thIS 
statement. My first is Plato, who, in .laying down laws for his Ideal State, 
pronounood strongly in favour not of a gold currency but of the gold exchange 
standard. For internal purposes his State was to issue currency notes, stamped 
on bits of leather, but for jnternational payments it was to keep a reserve of 
gold. My second authority is Mr. Keynes, who, in his book already quoted, 
expressed himself on this subject perhaps more freely than I should care to do. 
, Much nonsense,' he says, ' is talked about a gold standard' properly carrying 
a gold currency: with it. If we mean by a gold currency a state of affairs in 
which gold is the important medium of exchange, no country in the world has 
such a thinR; (unless it be Egypt). GoM is. an international but not a local 
currency. Ihe currency problem of each country is to ensure that they shall 
not run the risk of being unable to put their hands on international currency 
when they need it, and to waste as small a proportion of their resources on 
holdings of actual gold as is oompatible with this. The general adoption of the 
practice of putting gold into active circulation would at the present time involve 
such a demand for gold as would bring gold prices down to a level so far as to 
discredit all forms of paper currency and drive people back to metallic forms 
of currency. Were this to occur, the demand for gold as a medium of internal 
exchange might have disastrous consequences. England, I imagine, is not likel~ 
again to waste any proportion of her resources on an actual gold circulation. ' 
The question whether India will want to do so need not at present arise, because 
proO'ress towards a gold currency would necessarily be made by way of tha 
establishment of a gold standard, and on that first step we are all agreed, and 
it is for that we are working. But the gold standard of the future may perhaps 
be a little different fJ,'om the system with which we were familiar in Europe 
before the war. This brings me to my third authority in favour of the gold 
exchange standard system. If the resolutions of the Currency Committee of the 
Genoa Conference are carefully studied, as they deserve to be, it almost seem~ 
as if Europe intended to work her way towards something very like the systel1 
which we have had established in India for many years past. There you will find 
reference to cr gold centres" in which, for convepience and economy, the world'~ 
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reserves of international currency would be concentrated. If other countries 
maintaIlled reserves of gold at all it would not be because, they required them for 
theIr own purposes" but because, being unable or unwillng theIlllielves to take a 
leading part III the maIlltenance of an internatIOnal gold standard, they were 
expected as a condition of membership of a world currency system eIther to make 
a direct money contrIbution to the oost of central gold reserve or to suffer, for 
their own and the general advantage, the inconvenience and expense of having a 
portIOn of their resources locked up III unproductive form. 

" In such a system it seems that India might well find her appropriate 
place, for in matt~rs of currency policy there can be no irreroncllable 
conflict of interests between nations. The advantage of the whole must 
be the advantage of every part. I cannot admit, for example, that the 
question which we have been discussing to-day can be viewed either from 
an Indian or from an English standpoint. It is my business as Finance 
Member to put the interests of India first, and I unhesitatingly do so. But 
in this matter the idea that there is a conflict of interests is moonshine. 
There is plenty of room for difference of opinion but there cannot be any 
difference of motive. Whether we are exporters or importers or merely in 
the Finance Department of the Government of India, we can afford to 
approach the subject from the same angle, with the same ends in view, and 
we cannot afford to do anything else." 

That thIS should not be the ideal of our currency polIcy III the future IS my 
conSIdered opIllion and for the foilowIllg reasons: Although one CommIssion 
and one CommIttee have pronounced in lavour of adopting the gqld exchange 
standard as It has been working III India (and not as It was conceived by RIcardo 
or as It has come to functioo in England) as our permanent currency policy, and 
although Mr. J. M. Keynes is never tired of singing its praises, yet, I for one, 
cannot reconcile myself to a system at once expenSIve (expenSIve because instead 01 
paper in internal CIrculation, it has silver token rupees on which India loses much 
in wear and tear) and crude (crude as it IS exposed'to danger at its two ends). It 
is liable to fail (1) if the Government fall to gIve gold III exchange for rupees to 
meet external obhgations of India, and (iI) If the Government fall to give rupees 
III exchange for gold. In view of these facts we could never dream of having the 
Gold Exchange Standard as developed in India as our permanent currency 
system. Naturally then we could have no better ultimate aim of our currency 
policy in India than the system that we have termed as the ideal system of 
currency towards which consciously or unconsciously most of the countries of the 
world have been converging. With this as our ideal let us examine the question 3. 
How far under the present circumstances (i) of life and labour in this country, 
(ii) of past developments in our currency sy-stem, and (iii) of condition of trade in 
and out of the country can we go towards the realisation of our ideal? 

The :Fowler Committee and the educated public opinion in India were, and the 
public III India are in favour of reaching the ideal by adopting a gold currency 
in active circulation and then its voluntary substitution by paper (convertible in 
gold) when the people will have been educated in the use of paper-nroney as 
England and some other countries of the world have done before us. The Govern­
of India, though they accepted the recommendations of the Committee, and in 
the beginning were anxious to translate them into practice, after the set-back 
of 1900, when they made an effort to send sovereigns into active circulation and got 
them back. lost confidence in gold standard backed with gold in active circulation 
and adopted gold exchange standard as the means to attain the end. And after 
the Chamberlain Commission's Report the gold exchange standard that was in 
the beginning adopted! only as a means to an end, was adopted as the end in itself, 

There are people who believe that it was a mistake on the part of the Indian 
Government to give up the introduction of gold into active circulation, after 
making one half-hearted effort in that direction. Why they think it was a mistake. 
1S very well brought out by Sir James Begbie's minute of dissent to the Chamber­
lain Commission Report, part of which is quoted here: "Another argument given 
i& that it is desirable to educate the people in the use of more economical form.~ 
of currency than gold, that, of course, is a desirable object but the experience so far 
gained does not inspire the hope that the educative effort of the present methods 
will be effective in attaining it The increased circulation of notes may be pointed 
to aB an advance towards the use of more economical forms of currency: but it is 
due not only to a desire to economy in currency, but partly at least to increased 
facilities for the employment of ,notes Against this favourable sign must be set 
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the increased absorlltion of sovereigns. . . . This demand for gold coin, 
accompanied as it has been by increased demand for gold bullion, dommates the 
;whole currency situation. For a country that takes gold in great quantitIes an 
extensive token currency is most unsuitable. It has the usual effect of driving 
gold out of circulation. It has the still greater disadvantage that it keeps gold 
out of useful employment. People who value gold so highly as to store and hold 
it to the extent witnessed in IndIa are not likely to invest or make other profitable 
use of it, so lon~ as they have to take the risk of being repaId in token coins when 
they realise theIr investments. The token currency not only prevents the holUers 
of the gold from utilising it to some advantage, but the country as a whole loses 
the benefit that should accrue to it from the possession of great wealth. While, 
therefore, the process of education in the use of economical forms of currency is 
proceeding, the probabilities are that people will none the less continue to amass 
their growing wealth in solid gold. In my opinion wliat IS needed is not educa­
tion in the use of economical currency so much as education in the use of stored-up 
gold. The first step, however, is to convince the people that if they use their gold 
they will get it back when they want it, and that cannot be done while there is 
extensive and expanding token currency. A currency in which gold was a more 
prominent feature and to which token coins were less freely added would be more 
practical as an educative force. 

" The hoarding habit in India is no doubt a difficult problem. Its recent 
rapid development in increased demands for gold, and the possibility of its further 
expansion make it a question of the highest Importance. I do not, however, think 
that the opinion expressed in paragraph 75 of the Report that' the hoarding 
habit is sanctioned by the experience of centuries in India and by religious and! 
] acial laws and customs,' sufficiently accounts for the accelerated pace it has 
latterly acquired. In my opinion that is to a large extent the outcome of the 
policy which has brought into existence the extensive token currency. Up to the 
closing of the mints in 1893 to the free coinage of silver the public had been 
accustomed for generations to full value coins for their currency requirements, 
and they are not now prepared to hold their profits and savings in the form of 
over-valued rupees. Hence, their preference to gold, both coin and bullion. 

" For the reaons that I have indicated, I am of opinion that the true line of 
advance for the currency policy is to discourage an extension of the token currency 
by providing increased facilities for the distrIbution of gold when further increase 
in the currency becomes necessary. These greater facilities should, r consider, 
include the issue of a gold coin from an Indian mint of a value more SUItable for 
general currency use than the sovereign and the half sovereign. . . ., 

Further, those who believe in the above line of argument point their finger 
towards the huge additions to currency that have been made in the years succeeding 
to the Report of the Fowler Committee, and say that had Government of India 
adopted the policy of sending gold coin into active circulation, then long ago very 
large quantities of gold coin would have permeated in the internal currency of 
the country, and people would have lost the sense of insecurity about getting gold 
back, which has been engendered by the introduction of the silver tokens, and that 
now gold could have easily found its way to the treasuries of Exchange Banks at 
the tIme OIf an adverse balance of trade. How sadly true this line of thought! 
AntI yet now it only reminds me of those words of wisdom which I remember 
having read somewhere that" the saddest words are might have been ". 

No doubt, there is much force in the argument of Sir James Begbie, that the 
use of token rupees helps to intensify the desire of India people for hoarding gold, 
and that if gold were freely available as a medium of circulation much of its 
glamour 1n the public eye would go. But there is one point which we should 
cOI:aider before we can completely subscribe to the idea of immediate adoption of 
Gold Standard with a gold currency in active circulation. Is the large consump­
tion of gold in India solely due to this cause, or is it also due to the innate desire 
in man and woman for jewellery and ornaments? If in India it is due to the 
absence of gold in active circulation then how to account for the large consumption 
of gold in European countries, where gold standard and gold currency are the 
rule and where people are more advanced and enlightened than the Indian people? 
To me it seems that Sir James has attached rather too much importance to the 
educative influence of a gold currency on the hoarding habit of the people of this 
land. Without denying the influence of an active gold circulation in this direction. 
I would attach far greater importance to such factors as general education, the 
development of co-operative credit and banking, and a general rise in the standard 
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of livmg and thinking, and this due to a rapid progress in the arts and industry, 
the means of communication, and trade. The development of banking and 
investing habits have been a slow process even in the countries of the West, and 
are bound to be so in a conservative country like India, and so long as these 1.\\0 

habits are not fairly highly developed, hoarding of precious metals is bound to 
continue, whether there be gold in active circulation or not. 

To me it seems that the initial mistake was made by the Fowler Committee 
WhICh in recognition of the monetary needs of the masses permitted the coutlIlU­
ance of the rupee as unlimited legal tender. With many other thmgs the 
ComIV-ittee recommended (1) the opening of the Indian Mints to the free coinage 
of gold, (2) the fixing of the exchange value of the rupee at Is. 4d. gold, and (3) the 
continuation of the token rupee as well as of gold as unlimited legal tender. Now 
had the Government of India persisted in carrying out all the above recommenda­
tions in full, then the policy of open mints for gold would have sent all fresh 
supplies of gold to the public; and perhaps most of it, in the beginning at least, 
would have gone to replace rupees in hoards and notes in active circulation, and 
for years to come would not have formed a subtantial part of the active circulation 
And as the rupee was permitted by the Committee to remain full legal tender and 
as the Government had accepted this recommendation, therefore, perhaps at the 
time of an adverse balan.ce, the public would have confronted the Government 
with large number of rupees to be exchanged into gold for export. How far 
Government could have discharged this onerous duty, without sufferin~ a serious 
10s8 is not easy to judge; but I for one think that they must have suffered consider­
ablY if an exchange crisis were to take place soon after the recommendations of the 
Coinmittee, as it actually did take place in the years 1907-8. 

The idea of some people, that just as in France we had what is known as the 
Limping Standard where both the token silver franc and the gold franc were 
unIlmited legal tender (in theory now, but in actual practice during the last 
quarter of the last century) and the system worked for so many years almost 
successfully, simila;rly in India also we could have the same system is, though 
plausible not practIcable. And the reasons are not far to seek. In France the 
silver token franc never held such a predominant position in the cIrculatidn of 
the country as the rupee does in India. The circulation of gold franc was much 
greater, and it acted as the actual money of account and the medium of circula.­
tion for a very large part of the total population. While in India the bulk of 
the people are poor, their standard of purchases is low and for years to come, 
rupees are likely to continue to be the most oonvenient medium of circulation. 
Here a gold coin be it of the same weight and fineness as the sovereign or even 
of so much weight and fineness as would be equal to say &s. 1(} has not got much 
chance of forming an appreciable factor in active CIrculation. It may serve 
the oonvenience of the very few rich in cities like Calcutta, Bombay or Karachi, 
or it may serve as the store of value f()(l' the hoarding variety, but under the 
existing conditions of standards of income, expenditure and living of the mass 
of the people, it can never be of any practical use as currency to the Indian 
people The argument, that we in India, have used the gold mohul'. and the ~old 
janam in ages past, does not apply to the existing conditions. The days when 
these gold coins were used no longer exist. In the days of the gold jrlnfl1lt 

there was no quick and cheap means of communication, there was very little 
trade between the cities and the surrounding rural areas, and most of the 
bargains in the villages were transacted in kind and not in cash. In the days 
of the jan am , although there was money, and that money of gold and yet the 
majority of the people lived under barter eoonomy, and the few who oould 
seoure the gold coins invariably used them as a store of value. It was only the 
very few rich people living in towns who did make use of the gold mohul' or the 
gold janam as medium of exchange. Now things are completely changed, and 
under the stress of modern economic forces are changing still faster. People 
even in the remote villages are using money in day to day transactions and for 
people in the villages, so far rupee is by far the most convenient unit, both as a 
medium of circulation as well as a money of account. 

That is why, I look upon the recommendations of the Fowler Committee as 
illconsistent. Perhaps if they had recommended the immediate declaration of the 
rupee as a subsidiary coin renderable say up to Rs. 100 or Rs 250, then for all 
higher payments gold could have been attracted. It is true that the Fowler 
Committee themselves point out that at some future date the rupee will have 
to be rele~ated to the position of a subsidiary coin, tenderable only up to a limited 
amount, but that failed to make arrangement for the intervening time As a 
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first step therefore towards the realisation of their ideal and keeping full well 
in view the peculiar needs of the people, they should have made the rupee a 
truly subsidiary coin tenderable say up to Rs. 250 only. 

And the next important steps towards the realisation of their ideal would 
have been (as actually -recommended by them) (i) to take steps for the intro­
duction of gold in active circulation and (ii) (this they omitted to do) to make 
note circulation beyond the limit up to which rupees were kept legal ten.der, 
(!onvertible in gold only. And ~day if we could do that our system so modIfied 
would be much nearer the ideal than ever before. But can we take all these steps 
nOlW 1 Perhaps the majority of thin. king Indians, after wItnessing the callo~s 
waste of India's gold resources d~ring the war, have come defimtely. to t~ls 
opinion that whatever the cost, IndIa must at once adopt gold currency in actIve 
circulation to ensure that the full share of the world's supply of gold to which 
she can legitimately lay a claim may reach her in safety. Suppose the Govern­
ment also decide to do so, then they can adopt one of the two following methods: 
(1) They may begin (a) by introducing a gold coin in India, and opening' mints to 
Its free coinage, (b) by declaring notes convertible in gold, only keeping notes of 
small denominations, convertible in the token rupees and that too at the option of 
the holder, and then declare the rupee a subsidiary coin, tenderable only up to 
a limit. (2) Or they can modify (i) by giving an opportunity to the people of 
India to exchange their rupees for gold at a fixed rate, and then allow the free 
mintage of gold in India and as in (1) make the paper currency convertible in 
gold. If they adopt the one, then the public will be put to much inoonvenience 
and loss as the large mass of rupee circulation will have become comparatively 
useless except as bullion for securing gold, to meet large internal and external 
transactions. Further the country will suffer an immediate loss as the Government 
shall have to change that part of the cover of paper currency which is now held 
in silver into gold. All thIS will cause substantial shrinkage of currency in India 
and prices will fall very much below what they are now. This will materially 
injure the agricultural classes. This, of course, will stimulate export of raw 
materials and thus by bringing about a favourable balance of trade, attract gold, 
and relieve the situation in the long run. But during the time that adiustment 
will be taking place, this move will have ruined a large number of individuals 
having a large number of rupees in their possession. It will have used up all 
the existing gold resources of Government in providing cover for the paper 
currency and if an adverse balance were to take place and bring about an exchange 
crisis like that of the years 1907-08, and 1914, then it will cause a further loss 
to the people and the Government. If they adopt the second course, which they 
should on grounds of equity, then the results would be substantially the same 
as discussed above, with only this difference that instead of individuals bearing a 
substantial part of the loss, the whole of it would fall on the Government. But 
is it absolutely essential that we must suffer all this loss 1 I think not. As I 
have discussed above there is much truth in the statement of Sir James Begbie. 
that India cannot come to adopt Ricardo's ideal system without passing through 
active circulation of gold inside the oountry. But it is not absolutely essential for 
us to introduce gold iV active circulation immediately. For a long time to come 
for the various rea..c;ons that I have discussed above, there can not be an appre­
ciable amount of gold in active circulation, an amount nart of which could be 
released at the time of an adverse balance to meet external demands. We should, 
therefore, again adopt the Gold Exchange Standard system as we had it before 
the war, but not as a permanent system. as is oontemplated by the Indian Govern­
ment, but as a preliminary step towards our ideal. To be sure there should be a 
definite announcement to this effect. 

That it is possible to reach the ideal through the Gold Exchange Standard 
system will be clear when we recall to mind the fact that we had almost reached 
it. during the years of the war had not the Government with callous indifference 
wasted India's accumulated gold resources as they did after the Report of the 
Babington-Smith Committee by selling the Reverse Councils. And further had 
not the Government studiously and deliberately sacrificed India's legitimate share 
ot world's gold to the interests of the London Money Market when during the 
war years from 1916-17 onwards, the balance of trade became very much favourable 
to India. Then was the supreme opportunity for the Government of India to 
permit the free inflow of gold into the country, to have it minted here, and then 
to declare the notes convertible in gold instead of in token rupees, and to make the 
rupee itself a subsidiary coin, tenderable up to a limited amount. But as I have 
~aid above. the interests of the London Money Market came in their way and 
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all sorts of devices were adopted to economise the use of gold for England. Wha t 
did it matter that India suffered as she did! But this is past history and it is 
no use worrying about it now. Now we have the present and the future to take 
care of After we have accumulated sufficient gold then we snould take the first 
move towards passing from the Gold Exchange Standard to the Gold Standard 
with gold in active circulation in theory, but gold in bank reservE'S in practice 
and this first step should be the declaration of paper currency convertible into 
gold Of course, to facilitate the use of small notes, they should be made con­
vertible in gold or rupees just at the option of the holder. To those who might 
say ~hy should we not declare the paper currency convertible in gold just now. I 
may be permitted to point out that we can not do so as our present stock of gold 
is not sufficient for the purpose: This is clear from the acrounts of the Currency 
Department on the 7th September, 1925 :-

Notes in circulation 
Reserves in India: Silver Coin .. 

Gold Coin and Bullion 
Silver Bullion under Coinage 

Securities in India . . . . . . . . .. 
" in England 

Rs. 
188,09,51,399 

81,67,51,991 
22,31,72.559 

6,99,48.303 
57,11 ,14.946 
19,99,62,600 

If the metallic reserve to cover the total note circulation should be 50 per 
cent., then the quantity of gold in the reserve should come up to about Rs 94-
crores worth of gold. This means that our present gold resources in the Paper 
Currency Reserve fall short of the necessary minimum by about Rs 72 crores 
worth of gold Probably greater part of this deficit could be met by selling- the 
silver contained in the stock of rupees which was about Rs. 89 crores on the 7th of 
September, 1925, held in the Paper Currency Reserve. At the present price of 
silver (Rs. 75 per 100 talas of fine silver) it is likely to fetch about 64'5 crores 
worth of gold. Even then we shall have a deficit of about 7 crores worth of gold. 
However, as a matter of policy, I could not recommend the selling of rupees 
in the Paper Currency Reserve, because even if the rupee were reduced to the 
position of a subsidiary coin, people in India will surely continue to demand 
rupees in exchange for notes as well as for other purposes. We should therefore 
utilise these rupees and substitute gold by and by. Any sudc1en attempt to sell 
the hugh stock of rupees as silver is sure to depress the price of silver in the 
market and thus cause an unnecessary loss to the Indian Exchequer. Then 
again the gold in the Gold Standard Reserve should not be utilised for this 
purpose, so long as gold has not permeated sufficiently in the active circulation 
and the rupee formally declared a subsidiary coin So long as the rupee continueq 
to form the chief part of the Indian Currency, and unlimited legal tender it would 
be dangerous to spend any part of this gold as at any moment it may be needed 
to support an adverse balance of trade and the resulting demand for reverse 
councils. Therefore the real shortage of our gold resources at present to provide 
the minimum metallic cover for the note circulation is 72 crores, and so long as it 
is not provided we can not take the step of making our nQtes convertible in gold. 
We should. therefore, for the time being, resume the Gold Exchange Standard 
system as we had it in the pre-war period and be ever watchful for the accumula­
tion of gold in India in the paper currency reserve till we have brought it to the 
level of 50 per cent. of Note Circulation. To secure this end as soon as possible. 
we should renew our efforts towards the popularisation of notes. Whenever there 
is a demand for Council Bills, they should as far as possible be cashed in notes in 
India, and not in rupees And in deference to the wishes of the people of this 
country, as well as to save the chances of its being invested in foreign securities 
or employed for other productive but easily unrealisable purposes, all this gold 
rec-eived for such Council Bills should in future be shipped to India to be kept 
here in the Paper Currency Reserve. The arg-uments generally advanced in 
favour of keeping the Gold Standard Reserve in England do not apply at all to 
this case, as the object of this Reserve is to secure the convertibility of note 
circulation. However. the gold received for that part of the sale of Council 
Drafts, which is done by the Secretary of State for India, to meet the Home 
Charges, should not be sent to India. And as I have mentioned above for the time 
being therE> should be no fresh coinage of rupees, and if there is a demand for 
them, it should be met from the stock in the Paper Currency Reserve. In these 
two ways, within a reasonable time we may be able to declare our note circulation 
convertible in gold. 
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When we have done this, we should declare the rupee as a subsidiary coin, 
tenderable up to say Rs. 100 or Rs. 250 and begin to send gold in active circulation. 
The coinage of rupees should be discouraged as far as possible. 

However, so long as the rupee is allowed to continue as unlimited legal tender, 
it will be necessary to have a legal rate of exchange between the rupee and the gold 
for facilitating foreign transactions: The experience after the Bablllgton-Smith 
COLlmittee has shown that it is next to impossible to maintain the impossibly high 
rate of 28. gold to the rupee. In his memorandum submitted to the Bablllgton­
Smith Committee (which, however, the Committee have not included in the 
evidence submitted before them, and which Mr. Madon has very kindly supplied 
to me) Mr. B. F. Madon of Bombay had pointed out that all past experience showed 
that wars generally led to the rise of value of silver, and that after the war, silver 
was not likely to maintain its high price in terms of gold; and this statement of 
his is supported by very interesting data. But the committee paid no heed to it. 
They, on the Report of Professors H. C. Carpenter, F.R.S. and G. Gilbert 
Cullis, D.Se., quite unreasonably, I say unreasonably because the conclusions 
drawn by the Committee are not warranted by the Report of these gentlemen, 
took it for granted that the rise in the price of silver was going to be prolonged, 
with the result that the price of silver did fall, and the Government of h.dia 
failed to maintain their legal rate. However, what has been done, cannot be 
undone and we have now to adopt a new rate. What should it be? Whether 
Is. 4d. or Is. 6d. or Is. Sd.? We had the Is. 4d. rate before the war, and some very 
big authorities, including most of the Indian writers on the subject, have been 
recommending going back to it. But when we study the table of quotations for 
demand drafts in Calcutta, and at the same time recall to our mind the fact that 
these quotations have been the result of free play of price levels III countries 
having commercial relations with India on the price level in India itself, and not 
the result. of any serious manipulations on the part of the Indian Government 
then we feel that perhaps a higher rate would be better. First we notice that the 
downward movement in exchange that set in after iFebruary 1920, when it stood 
at 2s. 9d. brought the exchange down to Is. 3d. in March 1922. After this we 
again find a revival, which has been continuously maintained up to the present day, 
and the exchange now stands at about Is. 6d. If side by side with this recovery 
in the rate of exchange, we study the conditions of politics, production, trade and 
finance in the erstwhile belligerent countries of the west, we notice a strange but 
parallel movement that of gradual resettlement to normal conditions in those parts, 
and of the recovery of the rate of exchange in India. The presence of this parallel 
movement is undeniable. What are its implications? May it not mean that as 
new conditions created by the war will have assumed a more or less permanent 
character their result on India will be a new adjustment of her exports and 
imports, as well as of her ~rice level within the country? And perhaps to suit all 
these changed factors, a hIgher rate, would be more natural than the pre-war rate 
of Is. 4d.? And this because there is no denying of two facts: (i) diat the price 
level in India now is certainly higher than III the pre-war year, and (ii) that in 
spite of a continuous decline in the post-bellum prices in European countries, the 
present price levels there are higher than what they were in pre-bellum days and 
at present stand much higher than the price level in India. In the pre-war days 
we had a price level in India, and we had some price levels in all those countries 
with which we have trade relationship. Similarly their price levels must stand 
to some relationship to our price level in India at present. Now if the difference 
to-day as between our price level in India and the price levels in those countries 
with which we have trade relations, be greater to-day than it was in the pre-war 
days, then certainly it is desirable to have a hi~her rate than what we had in the 
pre-war days. Now taking the index number ot prices in India in 1914, 156 equal 
to 100 price level we find that the price level in India in 1923* was 133 (on the basis 
of 207 the index number of price in India in 1923). Similarly taking the index 
number of prices in the United Kingdom in year 1914 (122) as 100 we find that 
price level in the United Kingdom in 1923 was 162. The same is true of the 
United States of America and Canada with their respective Index Number for 
1923 as 153 and 164. (Vide Tables A and B.) 

From the above discussion it is abundantly clear that the relative price levels 
in India and some of the important countries with which India has trade relations 
do justify us to going in for a higher rate of exchange than we had before the war. 
Unless we do that the price level in India is sure to rise in response to the higher 
price levels in other countries. And surely a higher level of prices than what we 

·~This is the latest figure available. 
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have now, I for one, could never recommend for a poor country like India where 
the standards of income are so low. A lower rate of exchange than what we have 
now may benefit the exporting houses in big seaside cities and put ill thetr pockets 
huge sums by encouraging exports of raw materials but so far as the mass of people 
is concerned it would have only raised the prices of their daily necessities of life 
for them. True, the agriculturist who has exportable surplus, is also sure to 
benefit, but leaving aside a few prosperous tracts in the Punjab, Bengal, Central 
Provinces and Bombay, where the agriculturist is likely to benefit, in other parts 
of India the agriculturist is so bound up with the sahukar that he is not likely to 
get 1ny benefit out of the rise of price of his produce which a low rate of exchange 
is likely to bring about Those who are in touch with rural areas, and are familiar 
with the methods of the village money lender and the zemindar know full well as to 
who benefits when the price of agricultural products rises. (For further informa­
tion on this point please refer to Mr Darling's Article on Prosperity and Debt in 
Punjab, in the Indian Journal of Economics, Vol. III. Part 2.) 

'Ve see then that it is both desirable and justifiable to have a higher rate of 
exe-hange than we had before the war not only because it would keep prices low for 
the masses, but further because it would give a better protection in future against 
ano!her rise of price of silver if that event were to take place in the period when 
we would be preparing for declaring our note issue convertible in gold and 
reducing the rupee to the position of a surroqate. Incidentally it would also 
reduce the burden of Home Charges, and give relief to the various services withont 
visiblE> call on the Exchequer 

Arguing on the above lines one might feel tempted to take the exchange to a 
figure even higher than where it is now (Is. 6d.). But that would mean injustice 
and hardship to a lot of people in this country. True the importer of foreign 
articles would benefit, as well as the people with fixed incomes in their capacity 
as consumers, but our exporters and the producers of raw materials who have an 
exportable surplus would suffer loss Here I am conscious of that argument that 
whatever the rate of exchange in the long run the price for a country's produce 
that would be paid by other countries anxious to have it, is determined by th(' 
relative cost of production of the commodities in the two countries, and therefore 
a change in the rate of exchange one way or the other cannot cause a permanent 
loss. This is true but it is equally true that in the intervening period while the 
adjustment to the new level will be taking place, serious injury will have been done 
to some interests. I am also conscious of the other argument that if people in other 
countries want our produce they must be prepared to pay for them There is 
muth truth in this, but it presupposes a certam intensity of demand on the part 
of buyers of a country's exportable surplus. If this intensity of demand were to 
remain constant then whatever the price other countries would continue to buy as 
much as before even at higher prices, but if it is also capable of a change then 
certainly their demand would decrease and the Indian agriculturist would suffer a 
permanent loss. During the war when the demand of foreign countries for 
Indian produce was very insistent we could with impunity raise the rate of 
exchange, but things are not expected to take the same course now. In this 
connection we must keep an eye on the slump in production that is now present in 
most of the countries which buy our goods, before we decide to raise our rate of 
exchange to a figure higher than Is. 6d. the prevailing rate. 

Looked at from these points of view the prevailing rate of Is. 6d. seems to 
be suitable, but in future it would mean that one sovereign would be equal to 
Rs. 13 as. 12, instead of being either equal to Rs. 15 or Rs. 10. This parity of 
sovereign to the rupees would prove full of inconvenience, and there is no doubt 
about the unsuitability of the rate of Is. 6d. from this point of view. But after 
taking all things into consideration, to me, it appears as the lesser of the two 
evils--either we must suffer all disadvantages of a variation in the rate of 
exchange if we depart from the prevailing rate, or we must put up with the 
inconvenience of making nice calculations. 

But whatever the ratio fixed, when it is done, Government should definitely 
undertake to sell council drafts, as well as the reverse councils, without limit 
whenever there is a demand for them at a fixed rate. There should be no uncer· 
tainty and hesitation about it. 

Allied to the above is the question. whether the gold in the Gold Standarll 
Reserve should be kept in India or in England? Looking at thic; question from 
a purely economic point of view, and leaving sentiment. as well as other CDn­
siderations, for the time being apart, as well as taking the practice of other 
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independent nations like China, Japan, Germany, France, or Belr'um into con­
sideration, I must say that it is desirable to keep a substantia part of this 
Reserve in Foreign Securities. The ,funds in this Reserve are needed to support 
the foreign exchange in the event of an adverse balance, and as we do not have 
an adverse balance every year, but very seldom, say once in 12 years, it would 
be wasteful to keep the whole of it in liquid gold. But this does not mean that 
the management of this Reserve should be in the hands of the Secretary of State, 
and that the whole of it should be invested' in the seCUlI'ities of the British 
Government and other public and private bodies of the British Isles. The 
entire management of the Reserve should be in the hands of the Government of 
India; they should select the securities, and the liquid gold should be kept in 
the country itself. There are people in India who realise the wisdom and the 
desirability of keeping their gold reserves in foreign securities, but when they 
see the interests of the country sacrificed, and that in the name of sound cur­
rency policy, they cry down the policy itself. And one cannot reasonably blame 
them. 

However, before any of these things is done it is absolutely essential that 
Government should definitely adopt a well-thought-out policy, be it as I have 
suggested above, or on some different lines, and then pursue it with determina­
tion. Public in India should know the ultimate aim, and the various steps that 
are proposed to be taken in the intervening period. This will create confidence 
in the public mind, and then there will be greater chance of the success of the 
scheme. One great curse of the Indian Currency System, so far, has been its 
dependence upon the will of the Executive, specially the Secretary of State 
and his financial advisers of the London Money Market, and unless this is 
eliminated Indian interests are not likely to recelve their due consideration. The 
safety of the money market in London was a laudable object in the days of the 
Great War, when the safety of the Empire was at stake; and we in India could 
look upon that practice with a feeling of suppressed indignation when India 
was being governed as a mere dependency of the British Isles, but certainly now 
when the declared policy of His Majesty's Government in India is progressive 
realisation of Swaraj, the subjection of Indian interests, and the sacrifice pf 
Tndian sentiment, in the matter of currency policy, to the interests of London 
Money Market is at least out of tune, if not worse. 

TABLE A.-index Numbers. 

O?FICIAL India United , U.K. U.S.A. Canada Canada 
Year. INDEX 1914 as Kingdom I 1914 as U.S.A.D. 1914 as Dept. of 1914as 

India. base. economist. base. base. Labour., base. 

1914 ... . .. 156 100 122 100 136 100 131 100 
1915 ... . .. 153 98 130 107 135 100 143 109 
1916 .•• . .. 155 100 168 138 150 110 174 133 
1917 ... . .. 160 103 228 187 185 1:~6 227 173 
1918 .•. ... 196 126 269 220 242 178 267 20-1: 
1919 ... . .. 340 218 283 232 251 185 281 215 
1920 ... . .. 325 208 342 248 270 199 320 244 
1921 .. ... 225 144 275 225 186 137 236 1RO 
1!l22 ..• . .. 219 140 202 166 188 138 215 164 
1923 ... 107 133 198 162 208 153 215 164 

TABLE B.-Abstract from the Table A. 

Year. India. U.K. U.S.A.. Canada. 

1914 100 100 100 100 
1915 98 107 100 109 
1916 100 138 110 133 
1917 103 187 136 173 
1918 126 220 178 204 
1919 218 232 185 215 
1920 208 248 199 244 
1921 144 225 137 180 
1922 140 166 138 lli4 
1923 133 162 153 161 
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TABLE C.-Exchan.qe Rates, 1917 to 1925. 

Quotations for Demand Drafts in, Calcutta. 

Date. 11917. j 1918.11919.11920.11921./1922. ! 1923.11924.11925. 

8. d. 8. d. 8. d. 8. d. 8. d. \ 8. d. s. d. s. d. 8. d. 
1st J~nuary ... ... 1 4* 1 5 1 6 2 3~ ! 1 51 1 4 1 4,J"'lJ 1 5r'lI" 1 6~ 
15th anuary ... 1 4~ 1 5 1 6 2 4 11 5f 1 3~ 1 "rIll 1 53~'1 1 51-
1st February ... ... 11 4i 1 5 1 6 2 81 1 4 1 3~ 1 -tIll" 1 5T~ 1 5U 
15th February ... ... 1 :1 1 5 1 6 2 7~ , 1 4t 1 3~ 1 4H 1 5 1 6 
1st March ... ... I 1 1 5 1 6 2 

7 I 1 3S 1 
3t 

1 4T\r 1 4H 1 !'IH 
15th March ... i 1 41 1 5 1 6 2 31 1 3t 1 3 1 4 1 427 1 5U ... 39 
1st April ... ... ... 1 4t 1 5 1 6 2 1: 1 3~ 1 3 1 4k 1 4H 1 5U 
15th April ... 1 41 1 6 1 6 '2 3k, 1 3~ 1 iii 1 4/9 1 p' 1 5H ... 

I~ 
'U 

1st May ... 1 4t 1 6 1 6 3S I 1 3t I at 1 4T'1l 1 423 1 5\1 ... ... 39 TIJ 
15th May ... 1 41 1 6 I 8 Ot 1 3t 1 31 1 ~t''lJ 1 4>7 1 5H ... ... n 
1st June ... ... 1 41 1 6 1 8 2 It 1 31 1 4iir I 4/lr 1 4H 1 5~~ 
15th June 1 4i 1 6 1 H 1 10 1 3t 1 3\ 7 1 43\ 1 4H 1 63\, ... ... H 
1st July ... ... .. 1 41 1 6 1 8 1 8f 1 3t 1 3i 1 ~i 1 ~ 1 61\1J 
15th July 1 41 1 6 1 8 1 9i 1 dt 1 a' 1 1 511\ 1 61\lI ... .. lJ9" 
1st August 1 41 1 6 1 8 1 lOt 1 :~t 1 327 1 4[11J 1 5H 1 63', ... ... 39" 
15th August ... ... 1 4i 1 6 1 10 1 lOt 1 

U 
1 3i 1 41111 1 5~'lJ 1 6s't 

1st September 01 5 1 6 1 10 11~ 1 1 317 1 4;, 1 5;9" 1 6/, ... ... !J9" 
15th September ... ... 1 5 1 6 1 10 1 10 1 1 6111 1 4/9" 1 5171J 1 6/, 
1st October 1 5 1 6 2 Ot 1 !lg 1 5t 1 3/T 1 4b 1 59~ -... ... St 
15th October 1 5 1 6 2 Of 1 7t 11 5~ 1 3i 1 4i 1 5H -... ... 
1st November 1 5 1 6 2 Ot 1 7! 1 4" 1 3-B 1 4H 1 6 -... ... 1r 
15th November ... 1 5 1 6 2 Ot 1 7 I 1 41 1 32 • 1 4H 1 aU -... 39" 3"1 
1st December .. Ii 5 1 6 2 3k 1 6S 1 4 1 3j; 1 51!! 1 6 I -... 1/1 
15th December ... 5 1 6 2 4 1 5t 1 3i 1 4 1 5 1 6 -

I 

APPENDIX 15. 

Statement of evidence submitted by Mr. Gyan Chand, M.A., Professor of 
EconOmiCs, Benares Hindu University, Benareso 

I. 
In view of the necessity of finding an abiding basis for the reconstructi~n 

of the Indian Currency System, it will perhaps be helpful to preface th.lS 
Memorandum by a statement of the requisites of a good currency system. 10 
order that the suggested remedies of our currency difficulties may be exammed 
by reference to the first principles. The first requisite of a good currency system 
is, of course, that it should enjoy the confidence of the people. A currency 
system which is not acceptable to the people for whom it is intended! cannot, 
whatever its other merits, work well. This does not, however, rule out the pos­
sibility of a people being educated in the use of a better system than the one to 
which they are accustomed or have preference for. The paramount importance 
of a currency system giving stability of purchasing power, both internal and 
external, is now taken for granted. by every student of the subject, and it is alw 
further admitted that if the choice lies between having stable internal prices 
and unvrurying rate of exchange, the former alternative should be accepted on. 
account of its manifest advantages. The need for stability cannot be satisfied 
without making the currency system flexible as far as possible. Economic life of 
every nation is subject to fluctuations, and should, if it is sound, expand as D 

matter of course, for all-round national progress requires a strong material 
basis. This consideration suggests the desirability of introducing an element of 
what is generally called elasticity in every cUTrency system. The word connotes 
two different things which ought to be distinguished from each other. There are 
the seasonal and periodical fiuctuations, which have to be provided for. The 
volume of currency should be capable of being easily increased or decreased in 
response to the changes of economic activity and the extent of variations should 
neither be in excess nor fall short of the need for them. The economic progress 
~urther requires that the circulating media of the country should continuously 
lllcrease to make it possible for an economic system to work without friction. 
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On account of the growing complexity of economic life, these two objects cannot 
be. realised without an intelligent direction of affairs. A plea for a policy of 
la~ssez faire should have as little weight in currency matters as it has the other 
spheres of social life. No currency system can be made fool-proof or knave­
proof, and the only adequate safeguard against the ignorant or deliberate per­
version of a currency system is an enlightened public opinion alive to the pro­
found importance of excluding the use of all devices, which, we knOw. from 
experience, eventually react adversely on national life. The maintenance of a 
sound currency system, like that of every other vital activity of social ~ife, means 
an outlay of national resources, which should be economlse!i in every possible 
manner. This can be done by reducins the use of metallic money to the mini­
mum and extending that of the credit lllstruments. It is in this connection 
necessary to emphasise the distinction between currency and capital. Every 
measure of economy increases the potential supply of capital, and use of less 
expensive or inexpensive media of exchange has the same effect. But it is vain 
to expect an increase of capital from the working of a currency system itself. 
The soundness of the latter is an essential condition for the growth of national 
income, which is the source of all capital, but all proposals which seek to find 
funds for trade and industry by the reorganisation of our currency system, 
involve inflation in disguise, and should in the national interest be denounced 
A good currency system should make it possible for us to mobilise our liquid 
resources and increase the turnover of our currency; but it should be recognised 
that the problem of increasing our capital resources is distinct from that of pro­
viding a suitaQIe currency for the country. Scarcity of capital is often mis­
interpreted as scarcity of currency, and attempts are made to ease the situation 
by multiplying the latter while the real remedy should be to increase the former. 
The confusion between currency and capital is responsible for a great deal of 
loose thinking', and has to be avoided. This introductory paragraph may be con­
cluded by pOlllting out the obvious necessity of devising a currency system best 
suited to the economic and social structure of the nation. It is necessary to 
reconstruct our currency system on a sound basis, but it would be unwise to 
ignore the limitations inherent in the very nature of things, or press sectional 
or narrow standpoints in the consideration of the question. Pecuniary calculus 
being essential for exchange economy, it is of very great importance to develop 
the currency system in conformity with the requirements of the economic 
organism. 

II. 
2. The considerations referred to above may appear somewhat academic, 

but it is necessary to put them in the forefront of the discussions of our currency 
problem. Every currency system must have a standard of value. An ideal stan­
dard, which may be an unvarying unit of value, is conceivable, but is not within 
the domain of practical politics. The standard of value must, for a long time to 
come, be a constant weight of gold or silver. Silver standard or bimetallism 
being of no practical importance, the possibility of their introduction need not 
be seriously considered~ For us the choice lies between Gold Standard and Gold 
Exchange Standard. The latter system, it is generally assumed, has been dis­
credited by events, and it would be wrong to re-establish it. But most of the 
arguments generally urged against it are mistaken. The strongest arguments 
used against the system are its inability to maintain a stable rate of exchange, 
and tlie great rise in the level of the Indian prices during the period that it 
remained in operation. The Exchange Standard that fails to restrict the varia­
tions of the rate of exchange within very narrow limits ceases to fulfil its essen­
tial function. But the weakness of exchange in 1907 and then in 1914 was not 
due to the Exchange Standard, but unwillingness on the part of the Government 
of India to accept the liability of managing it to the full. They Ihav-e never 
accepted the responsibility of converting rupees into gold even for the discharge 
of our international obligations. The Chamberlain Commission and Babington­
Smith Committee both pointed out the necessity of authorising the Government 
of India to sell ReverSe Council Bills without any limit, and if their sale had 
been rc on the tap" on the occasions referred to above, the rate of exchange 
would not have fallen below the gold point. The breakdown of the Exchange 
Standard in September, 1920, is due to causes which it is not necessary to discuss 
here, but the fact that it went out of action under conditions, which would have 
meant a very severe strain for any system, is not a conclusive argument against 
it. A currency system should not merely be a cc fair weather" scheme, but a 

66696 



116. ROYAL COMMISSION ON INDIAN CURRENCY AND FINANCE: 

system whi~ will work successfully in spite of. the cataclysm ~f a ~or~d war has 
still to be dIscovered. The fact of the matter IS that the full ImplIcatlOns of the 
Exchange Standard were not understood by the Government of India till 1914, 
and since then the war and its aftermath have created circumstances that have 
made it impossible for the authorities to give it a fair trial. The stabilisation of 
the rate of exchange is a difficult task, but it is not right to condemn the principle 
of the Exchange Standard on account of its unfortunate career in India since 
the outbreak of the war. 

3. The rise of prices in India since 1900 is another serious charge that. is 
brought agMnst this system. Tlie rise in itself would not be a matter of specIal 
significance since it is a world-wide phenomenon. But it is contende~ that the 
rise in India is higher than elsewhere, and the fact is due to the workmg of .the 
Indian Currency System. The currency notes and rupees were not convertible 
into gold for internal purposes. The currency history of the world shows that 
the use of inconvertible money invariably leads to its over-issue. Since 1900 
about 350 crores of rupees have been coined and issued by the Indian mints. 
The active circulation of notes has increased from 22 crores to 166'5 crores and 
the absorption of small coin, which, we are told, ought to be take~ into account 
in calculating the effective circulation of currency, has also considerably in­
creased. In view of the very great rise of p;rices the conclusion, according to 
this view, seems to be irresistible that the Indian Currency System has led to 
over-issue of currency and its depreciation in terms of oommodities. This 
charge cannot be sustained with regard to the war period, as there are very few 
countries in the world where the prices have not risen as high, if not higher, 
than they have in India. But it is maintained that during the pre-war years 
rise of prices in India was much greater than elsewhere, and was directly due 
to tlie inflation of our incOnvertible silver and rupee currency. The facts on 
which this conclusion is based may be briefly stated. Taking 1890-94 as the base 
the Index Number shows that while prices in India rose to 156 in 1914, the prices 
in the United Kingdom and the United States of America, taking these two 
eountries as the representatives of the whole world, rose to 124 and 127 respectively 
during the same period. Since 1900 the circulation of rupees increased from 
130 to 191 crores and active circulation of currency notes from 22 to 50 crores. 
It is difficult to gauge the effect of the increase of bank-clearings on prices ill! 
India. They cannot have affected the prices anything like the extent to which 
their amount increased during the period in question. But the fact that they 
increased from 212 to 615 crores may be admitted to have contributed in some 
measure to tlie rise of Indian prices in the pre-war years. Th~_.rise of about 
56 per cent. in prices and more than 60 per cent. in the circuIation of currency 
points to the existence of some connection between the increase of currency and 
depreciation of money. But the existence of this connection cannot be held as a 
conclusive argument against the Exchange Standard from the standpoint of the 
stability of prices. The decennial average of the balance of trade in India in 
1894-95 was about 31'5 crores. It increased to 38'9 crores in 1904-5 and to 
579 crores in 1914-15. Part of the balance was liquidated by increase in the 
net import of gold and silver, the decennial average of which was 1204 crores 
in 1894-95, 136 crores in 1904-5, and 31'7 crores in 1914-15. The only way in 
which the remaining balance could be adjusted, taking the foreign investments 
as being out of question, was by the increase of domestic currency. Even if 
India had had what is generally called effective Gold Standard, this increase 
could not have been prevented, and the fact that this increase took the form of 
gold coins, paper currency, and rupees instead of gold coins and paper currency 
IDakes no material difference so far as the <J.uestion of inflation is concerned. 
During the war the countries like the United States of America and Sweden were 
considerably embarrassed on account of the influx of gold, which was, as is well 
known, due to the inability of the belligerent countries to pay for their imports 
by exports. There was inflation in these countries, but it was due to causes 
with which the standard of value of countries concerned had nothing to do. 
In India from 1900 to 1914 the exports increased much faster than the imports, 
and, in spite of heavy imports of the precious metals, there remained a balance 
to be adiusted, which made the increase of currency inevitable. No one has 
blamed Gold Standard in America for the rise of Index Number of prices from 
100 in 1913 to 226 in 1920, and the Exchange Standard is as little resP9nsible for 
the increase of the Indian prices in the pre-war years as Gold Standard is for 
that of American prices during the war and post-war years. A creditor country 
must either increase her imports of connnodities or of securities and money. 
India during the pre-war years exported securities instead of importing them, 
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and as her increase of import of commodities, including precious metals, did 
not keep pace with her increase of exports, she had to square up her inter­
national aooount by the expansion of her currency. Apart from the possibility 
of the Indian rupee having been undervalued in 1900, when the rate of Is. 4d. 
was adopted as a permanent measure (a fact which the critics of the Exchange 
Standard have not even taken into account) and therefore exports having 
received an artificial stimulus, about which something is said a little later, there 
is no connection between the working of the Exchange Standard, such as we had 
in India before the war, and the rise of prices during the years in which it was 
being unconsciously evolved as the result of "a series of experiments." 

4. This argument leaves unnoticed the contention on which the charge 
mentioned above rests, that the Exchange Standard not being automatic, the 
currency in India could be expanded but not contracted easily, when the changes 
in the trade conditions made the latter course desirable. It is claimed that if 
India had gold currency she in times of slack trade would have exported gold or 
otherwise melted and withdrawn it from circulation, which alternative was not 
open to her on a.coount of the intrinsic value of silver rupees being lower than 
its nominal value. Ru'pees as it is figuratively put, could easily be pumped in but 
not pumped out. It IS a good figure of speech, but obscures the issue a little. 
The export of gold would have been necessary if the balance of international 
accounts was against India, .but as throughout this period, with the exception of 
1907-08, the value of Indian exports was much higher than her imports (even 
making allowance for her invisible imports) the question of the contraction of 
currency on account of the need of heavy payments abroad did not and could not 
arise. The only other way in which gold in circulation could have been with­
drawn from its use as money was by its increased consumption in arts and for 
social and religious practices. India, during the period from 1900 to 1914, 
imported gold worth 208'98 crores, most of which went into hoards or was used 
for ornaments; and it is idle to suppose that the consumption of gold would have 
increased if India had had more gold in circulation. The line of argument is 
based on the mistaken assumption that the expansion of currency was necessitated 
by increase in demand during the busy season and ought to have been contracted 
when that need was over. The real cause of the increase of currency was, as 
already stated, the rising balance of trade in India's favour, which could not 
liquidate in any other way. The Exchange Standard before the war did not.give 
us stability of prices or provide for temporary expansion of currency, but it 
is wrong to attribute this defect to the absence of a larger volume of gold in 
circulatIOn or inconvertibility of rupees and notes into gold. The departure from 
the reoommendations of the Fowler Committee, which is often sI?oken of as a 
grave offence of the Government of India, may be taken exceptIOn to on the 
ground that the latter drifted into a position the full significance of which it 
failed to appreciate on account of the absence of a well-defined currency policy; 
but a stricter adherence to their letter and spirit would not have given us a 
more stable level of prices or relieved the seasonal stringency in the Indian 
Money Market. MarShall's well-known analogy that stable exchange is some­
thing like bringing the railway gauge of the country in unison with the main 
line is often quoted in the writings on Indian currency questions, but its full 
bearin~ on our economic life is generally overlooked. The commercial contact 
of IndIa with the world has since 1900 become much closer than before, and the 
presumption is that the lag of the Indian price level behind the level of 
world prices has been made up during the period. This fact in itself would 
go a long. way to account for the higher rise of prices in India than elsewhere 
before 1914, which is so often laid at the door of the Exchange Standard; but 
as it is difficult to give any statistical evidence in support of the conclusion, 
it is not ~iven prominence in pointing out the erroneous nature of the arguments 
used agamst ilie pre-war Exchange Standard in India.. 

5. There is one other argument which deserves a passing notice in this 
connection. It is held that the Government of India in assuming the role of 
the Exchange Banker and undertaking the responsibility for providing currency 
for the growing volume of business went beyond the limit of its legitimate 
functions, and has, therefore, erred grievo~slr i~ handling the currency problems 
of the country. It is not necessary to SIt m Judgment upon the Government 
of India and assess its responsibihty for the creation of the present difficult 
position. Some serious mistakes have been committed, and a few of them could 
perhaps have been avoided if our currency system had been free from bureau­
cratic control. But it would be wrong to argue against the re-introduction of 
the Exchange Standard on the ground that the Government officials have already 
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been tried and found wanting in this respect, and cannot be entrusted with the 
duty of managing a c, managed" system of currency. It is possible to safeguard 
agamst repetition of the eITors of the past by proVIding for a closer a5SOClation 
oi banking, business and other interests in the management of the currency 
system. But It is not poSSIble to avoid an intimate contact of the Treasury with 
its working. The Finance Departments in all countries have been drawn into 
the very centre of the currency ambIts of their respective countries. That is 
partly due to the exigencies of the war finance, and the need of the speedy 
liquidation of all outstanding issues, which have been bequeathed by it; but It 
is mainly due to the need of regulating the currency system m the interest of 
the commuttity as a whole. Economic Liberahsm is an outworn creed, and the 
demand for "automatic" currency is an attempt at reviving it in a sphere, in 
which organised action, with its many limitations, is of utmost importance. 
The close association of the Governnlent with the currency system is inevitable, 
and the fact that the Exchange Standard presupposes the existence of a regu­
latory authority is not, as is often assumed, a strong argument against Its 
adoption in any country. 

III. 

6. The pre-war Exchange Standard does not afford us any arguments 
agamst itself. But it does not thereby carry Its own recommendatIOn. '1'he one 
thIng to Its credIt is the fixIty of exchange for a period of 20 years, but that 
does not make It an ideal system of the future. Its most ardent advocate­
Mr. J. M. Keynes-has admItted that a fixity of exchange when the prices in 
India and elsewhere are rapIdly changmg IS more an element of weakIiess than 
of strength. The pre-war system thereiore may practically be ignored in the 
consideration of the questIOn of the future. The considerations which have to 
be taken into acOOl\lD.t m this connectIOn are comparatively simple though they 
carry in them difficulties of fundamental character. The success of an Exchange 
Standard depends upon, to use the happy phrase of Sir Basil Blackett, the 
selection of a rate which is attainable and maintainable. It sums up very well 
the conditions which are essential for the successful working of the Exchange 
Standard. The first condition requires that the rate chosen should neither under­
value nor overvalue the rupee. There should be no disparity between its internal 
and external purchasmg power. An error in eIther direction will not necessarily 
paralyse our trade or make it prosperous, but it will have the tendency to give 
It a turn which it otherwise would not take. The only criterion which can be 
used in the choice of the rate is the comparison of the Index Number of prices 
in IndIa and in other countries, with WhIch she has got active trade relations. 
Among the latter the most important are the United Kingdom, British 
Dominions, United States of America,.Japan, France and Germany. The cur­
rencies of all these countries, except France, are in a fairly satisfactory con­
ditioill. A comparison of the Indian prices, taking 1913 as the base, with the 
prices of these countries shows that the value of rupee is not very different from 
the value of their currencies. The price level in Japan is considerably higher 
than the Indian price level, but her trade with India 18 about 10 per cent. of the 
total international trade of the latter and may, therefore, be taken as relatively 
unimportant in the choice of the rate of exchange between rupee and gold. It 
would appear that if Index Numbers can be relied upon for this purpose, 
reversion to the pre-war rate would not lead us very much astray. The proviso 
regarding the reliability of Index Numbers is, however, important. Price indices 
are constructed by taking the mean of a series of means and are not an exact 
measure of the general price movements including the cost of services of various 
kinds. It is necessary to proceed very warily in basing any conclusion on their 
comparison, and even the most elaborate calculation, which would require careful 
and complicated examination of the available materials with the use of difficult 
mathematical devices, will not eliminate an element of arbitrariness in the 
selection of the rate. Whether the selected rate would turn out to be appropriate 
to any given price level, is a matter with regard to which it is not safe even to 
venture a guess, In India the question of the selection of the rate is rendered 
more difficult on account of two other considerations which have to be taken into 
account. If the Exchange Standard is to work in India, the gold value of the 
rupee should be high enough to keep it a token coin in spite of the upward move­
ments in the price of silver. The Babington-Smith Committee, as is well known, 
attached very great importance to the consideration and in recommending 2s. rate 
for the stabilisation of rupee in gold was mainly guided.by its forecast of the 
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likely changes in the movement of the price of silver. The movements in the 
price of silver have so far proved very tricq, and though for the present it seems 
to have settled down between SOd. to S6d. :per oz., its future movements are a 
matter for speculation, and cannot be predIcted with any degree of certainty. 
The margin, however, between the. gold price of silver and pre-war rate 
of exchange is not wide enough to set at rest the apprehension regarding the 
possibility of the rupee ceasing to be a token coin. The selection of the rate 
which will corlI'ectly express tl:\e rates between the Indian and the world prices 
is difficult enough, but to make this rate correspond to the rate which will make 
the gold value of the rupee independent of the movements in the price of silver 
is well-nigh impossible. The changes in the purchasing power of currencies are 
in no way connected with the changes in the price of silver, and the divergence 
of the rate required by the relation of the former from that which will have to be 
adopted if the rupee is to remain a token currency, may be taken for granted. 
The fact that in our domestic currency the silver rupee with a high intrinsic value 
occupies such an important position handicaps us still further in the selection 
of a suitable rate. The.other consideration which is significant in this connection 
is the infiuence of the balance of trade on the rate of exchange in India. The \ 
view, which is now generally in favour with the theorists, is that the balance of 
trade, apart from itsefiect on the temporary fluctuations on the rates of exchange, 
is not an important factor ill_the_determination of the foreign exchanges. There 
IS an element of truth in this view, and in the long run it may be assumed that if 
the other conditions which make for stability of exchanges are present, the balance 
of trade can be left alone to look after itself. But in a country like India over 
periods long enough to matter, the influence of trade on foreign exchange cannot 
be left out of account. The Indian economic life is very precarious on account 
of its extreme dependence on the adequacy and seasonableness of the rainfall, 
and her ability to hold her own in the woll'ld markets is determined by the annual 
production of raw materials which constitute the bulk of her exports. In spite 
of a steady price level and low exchange-a condition which is generally supposed 
favourable for her exports-India may sufiEn' from a sudden contraction of her 
purchasing power on account of the failure of the monsoon, and that fact more 
than anything else may set up such a severe drain on her means of meeting her 
liabilities abroad as to defy all calculations of the purchasing-power-parity 
theorists. This adverse contingency occurs at least once in ten years but 'two 
or three years of successive droughts have not been unknown. But besides the 
vaTiations in her own annual output of exportable goods,. changes in the economic 
life of her customers have also to be reckoned with. Our recent experience in 
this respect is somewhat abnormal on account of the upset of economic conditions 
throughout the world in 1920, but with the restoration of normal conditions the 
cyclical fluctuations of tTade will remain, and if unfavourable trade conditions 
elsewhere synchronise with a bad agricultural year in India, the strain on the 
resources, on which we must mamly rely for attaining the selected rate 
of exchange, may prove unbearable. India has had four years of good monsoon 
and the world has been plodding upwards on the painful path of economic 
recovery. There is room for qualified optimism, but it is not reasonable to think 
that no mishap will occur within two or three years to endanger the success 0 f 
our enterprise, if we now set ourselves to the task of exchange stabilisation. We 
need not anticipate the recurrence of the condition of 1920 when our favourable 
balance of 49'76 crores in 1919-20 was changed into an unfavourable balance of 
88'S9 crores in the course of a few months, but we will be bad students of our trade 

. history if, having selected a rate suggested by any accepted formula, we take it 
tor granted that the balance of our international account will not matter. But 
it may be contended that every period of transition has its risks, and even allow­
ing for a moderate error in the selection of the rate, we may be able to tide over 
it if we have a substantial reserve of gold or its equivalent at hand, and the forces 
of nature and economic life do not conspire together to frustrate the attempt. 
Once the sy-stem has been set going for a number of years, it will be established on 
a self-regulating basis, and it will not be necessary to watch its working with 
anxious care. But it is now accepted that for stability of exchanges stability of 
prices is an essential pre-requisite. Flux referring to the delusion that official 
decree can fix the rates of exchange compares the notion to an attempt to prevent 
the temperature of a room from altering by preventing changes in the thermometer 
which indicates it. The Genoa Conference, in whose deliberations the Exchange 
Standard was so much in prominence, postulated the stability of the value of gold 
as an essential condition for the success of their proposals. In Resolution 11 

56596 
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they said that " currenc~ will be regulated not o~y .wit~ a view to ma;intaining 
the currencies at a par wIth one another, but also wIth a VIew to preventmg undue 
fluctuations in the purchasing power of gold." They were of opinion that the 
0entral Banks of Europe would have to act in close concert with one another in 
order to stabilise the prices and regulat~ their c~edit policy not with refe~ence to 
their gold reserves, but to the changes m the price levels of the countrIes con­
cerned. The proposal has remained a pious wish, and there are no signs on the 
international horizon of its b~ing impl.~mented in the ~urreD:cy polici.es of . the 
leading countries of the world 1ll the VISIble future. TheIr frUitless dehberatlOns 
have, howe,ver, emphasised the importa~ce ~f the stability of prices f?r the work­
ing of the E~c~ange St!1ndard. ~o m.alI~talll a rate of exchange,. wh~ch may once 
be attained, It IS essentIal that prIces mSIde the co?Utry and outSIde It should not 
differ by more than relatively small amounts WhICh, to quote Ga-egory, produce 
self-regulatory effects. During the war India was called upon to make a very 
heavy sacrifice on account of the pegging of sterling-rupee exchange. She was 
practically forced ~o raise her prices and inflate her currency as a.measure of wa!' 
service. The sterlIng-dollar exchange was pegged, but the way It was done was 
different from the way that sterling-rupee exchange was pegged. In order to 
prevent the fluctuations in the sterlmg-dollar exchange, England had to export 
gold, commandeer securities, control imports, and float loans in America. She 
found herself under the necessity of taking initiative in the matter, as otherwise 
she would not have been able to import war necessaries or maintain the exchange 
value of sterling-a desideratum which became very important in view of the pre­
vailing belief that the fixity of exchange was essential for the internal financial 
soundness of a country. Messrs. Morgan and Co. were placed with funds to buy 
all foreign bills drawn on London at a fixed price. In India the Exchange Stand­
ard made it unnecessary for England to take any steps for the pegging of ster­
ling-rupee exchange. That made it possible to force India to receive payment in 
the form of external credit against which the Government currency notes were 
issued. The process was much simpler, but not in the interest of India on that 
account. The rise of prices in India was, as Mr. Lucas pointed out in the evidence. 
before the Currency Committee of 1919, due to the fact that the rupee-standard 
of value in India was mechanically linked to the sterling by the peggmg of rupee­
sterling exchange. Depreciation of the monetary unit was one of the most onerous 
services which India had to render during the war, and without saying anything 
about the equity or otherwise of requiring her to make this contribution, it is 
necessary to point out that this experience reinforces the argument in favour of 
the stability of prices as an essential condition of the stability of exchanges. 

7. India is not in a position to prevent variations in the purchasing power of 
her currency. Of the two schemes that are in the field, assuming for the sake of 
the argument their soundness, neither one nor the other can be made effective in 
India. The bank-rate of the Imperial Bank has practically no effect on Indian 
prices and a wise discount policy cannot, therefore, be of any use for the purpose. 
According to Dr. Fisher's plan rupees will have to be exchanged for varying 
quantities of gold bullion. That besides entailing frequent fluctuations in the 
rates of exchange, which will defeat the essential purpose of the Exchange 
Standard, will not produce the desired effect on Indian ,Prices. But even if the 
changes in the price level of India were to cease It will not be possible 
to counter~ct the disturbing effect of changes in the world prices. England has, 
by returnmg to Gold Standard, shelved all proposals for manipulating the' 
currency for preventmg the changes of price-level. The Federal Reserve Boatd 
ha~ disavowed the intel!-tion at~ributed to it of bottling up gold for reducing the 
prICe movements, and IS not lIkely to pursue any policy of price stabilization. 
Other countries are anxious, as. Professor Pigou has pointed out, to find the firm 
ground that they have left b~hmd rather than seek to realise some new Utopia. 
Gold may be a barbarous rehc, but the people would rather trust it with all its 
vagaries than the Governments which, they think, have betrayed them woefully 
so very recently. This prejudice is regrettable, but it does exist and makes the 
c~a~ces of having a world level of pric~s, which will vary only within narrow 
lImIts ~ v~ry remote as to make.us ~espalr.of the Exchange Standard, if the ratio 
on WhICh It rests cannot be mamtamed WIthout stable prices on either side. It 
may, of course, be urged that sudden and violent changes in the price-levels will 
soon be a thing of the past. Changes in prices will occur but the corrective 
process implicit in the Exchange Standard will be adequate k> meet the situation 
that they may give rise to. It is very difficult to foretell the future, but phrases 
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like "the world being on the edge of a volcano" and' 'rumbling of the times" have 
acquired currency and indicate the presence of a general feeling that the worst 
is not yet over. It is desirable to hope that all will go well with the world and 
disruptive forces will be effectively held in check by the good that there is in men; 
but it is a]so possible that events may take their own course and rapidly produce 
stresses at least comparable to the major stress of war itself. It IS not safe to 
count upon the increasing stability of currencies when there is so much instability 
in the world. 

IV 
8. It is not fair to expect greater stability of prices from Exchange Standard 

than from Gold Standard, but a reasonable stability of prices is more essential for 
the former than for the latter. It is under these circumstances advisable that 
India should endeavour to have Gold Standard. For Gold Standard the identity 
of circulating medium and the standard unit of value is not essential, or, in other 
wOI'ds, it is possible to have Gold Standard wIthout gold c.urrency. But it is 
essential to realise three conditions before Gold Standard can be said to be 
established. The most important condition, of course, is that the value of the 
currency should be kept at par with gold. The next in importance is the redemp­
tion of rupees and notes in gold. Tlien comes the necessity of having certain gold 
reserves as covering for the currency in circulation.· Leaving the cardmal ques­
tion of the rate at which the parIty between rupees and gold should be establiShed 
out of ac.count just for a while, the prospect of fulfilment of other conditions may 
be con&idered. The average active note circulation in 1924-25 was 160-91 crores, 
and, according to Mr. Findlay Shirras, the circulation of rupees amounted to 
228 crores in 1919. Since 1919 about 34'5 crores of rupees appear to have been 
withdrawn from circulation. The total circulation of rupees and notes may very 
roughly be taken as 356'5 crores. Sir David Barbour once said that a stOck of 
gold equal to one-fifth of the total quantity of rupees and notes in circulation will 
do to maintain the Gold Standard. We have at present 22'32 crores of gold, 
20 crores of short-dated sterling securities in Paper Currency Reserve and about 
60 crores of sterling securities In Gold Standard Reserve. That gives us, if the 
securities are sold, about 100 crores of gold. There are, besides, 70 crores of 
rupees in the Paper Currency Reserve, which can be converted into gold in two 
or three years. We can in this way accumulate about 50 per cent. of gold as a 
cover for the combined circulation of rupees and notes. It is a very good pro­
portion, and it should, in a normal year, when India has its usual favourable 
balance of trade, be possible for the Government of India to assume the liability 
for the redemption of rupees and notes into gold at a selected rate of exchange. 
The Government of India has since 1893 refused to accept the obligation to find 
gold in exchange for rupees and notes, for it was afraid of bringing thereby an 
amount of demand into existence which it might not be in a pOSItion to satIsfy. 
Since 1835, 647'56 crores of rupees have been coined and issued from the Indian 
mints, and more than two-thirds of this huge amount have gone out of circulation. 
What has happened to them is not known, but supposing even half of them are 
in hoa~ds, ana can be presented for conversion into gold, the Government of India 
will find itself in a very embarrassing position. This apprehension is based on 
the assumption that the Indians prefer gold to rupees and will avail themselves of 
the opportunity of exchanging the latter for the former as soon as the Government 

·undertakes the liability to give gold for rupees. The demand for gold can arise 
either for hoarding or for currency purposes. The introduction of gold currency 
will not affect the people's demand for hoarding. We are now Importing an 
enormous quantity of gold every ,ear and may be expected to do so in the future, 
no matter whatever the system 0 our currency. People who prefer to hold their 
hoards in silver rupees will not change them into gold unless the official rate is 
more favourable that the market rate. They can get all the gold that they desire, 
and convertibility will not make them more keen to do so. India's demand for 
gold as currency is bound to be limited for years to come. The currency most 
generally suitable for our internal needs must consist of rupees and notes. Even 
if the introduction of Gold Standard leads to increased demand for gold currencI, 
the facts of economic life will make themselves felt soon after, and gold wIll 
return from circulation. The drain that may arise at the initial stages of the 
establishment of Gold Standard can very well be met from the large stock of gold 
that can be made available by the conversion of rupees and securities in the Paper 
Currency and Gold Standard Reserves into gold. The Chamberlain Commission 
took special pains to .point out ho~ in 1990 the Gove~men~ of India,. in spite of 
its earnest efforts to mcrease the CIrculatIOn of gold In IndIa, found Itself under 
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the necessity o.f resuming f~esh coinage of rupees, beqause most of the gold coins 
soon made theIr way back mto Government's hands, and came to the conclusion 
that India neither demanded nor required gold for purposes of circulation. The 
fact that India is not likely to require gold for circulation under an~ circum­
stances is not an argument against but for the establishment of Gold ~tandard. 
It will make it pOSSIble for us to economise the use of gold to a very large extent, 
realise the object to which the Chamberlain Commission rightly attached very 
great importance, viz., the centralisatIOn of gold reserves, and simplify the 
exchange problem very largely. One of the reasons which has stood in the way of 
the introdu~tion of Gold Standard in India is the dread of the London Money 
Market that the measure would involve a draft on the world's supply of gold. 
whICh will cause serious inconvenience to the monetary systems of other countries 
Apart from the ethics of the question which requires that India as a creditor 
country should not surrender her unquestioned right to take at discretion as much 
gold as she may desire in payment ofber trade balance, it is necessary to point out 
that this fear is imaginary. India wil require a large quantity of gold for hoard­
ing under any currency system, and so long as the world requires the raw materials 
which India can supply, it will not be possible to withhold from her the share of 
gold to which she is entitled, if she chooses to take payment for her commodities 
in that form. Since 1919 the absence of Gold Standard has not prevented her from 
importing gold to the value.of 160 crores, which is more than the annual output 
of gold in the world. It is bad for India to utilise her economic resources in this 
unproductive manner, but she cannot be saved from the consequences of her own 
folly, by the efforts of any outside agency, much less of those who have an interest 
in preventing the inflow of gold into India. The currency demand for gold in 
India will not be very large even under the Gold Standard and need not cause 
any uneasiness to those who are anxious to conserve the world's supply of gold or 
to the Government of India in assuming the liability of giving gold In exchange 
for rupees and notes. The transition from the present system to Gold Standard 
requires the exercise of caution and forethought, but it can be made without any 
undue strain provided a suitable rate of exchange can be selected as a basis for 
the future. 

9. The solution of the problem, therefore, turns on the selection of the rate 
at which purchasing power of currency IS to be maintained at parity WIth that ot 
gold. The difficultIes of selecting a good rate have already been brierty referred to, 
but in view of the great interest WhICh is being taken in the question it is worth 
while to examine It a little more fully. The pre-war rate of Is. 4d. has been 
insistently demanded by one section of the public, which, however, claims to speak 
on behalf of the whole community. It is said that stabIlisation of the rupee at a 
rate higher than 16d. will be an act of fraud and practically amount to debasement 
of the rupee. It is not necessary to examine this contention in detail, for according 
to it the gold value of the rupee will have to be kept fixed, whatever may be the 
changes in the gold value of silver or the relatIOn of internal and externa] 
purchasing power of the rupee-a state of things which may give us a fixity in 
the gold value of our currency, but will upset the whole equilibrium of economic 
life, and produce violent oscillations in the working of the forces on the inter-play 
of which real stability must depend. But in view of the importance attached to it, 
it will be useful to refer very briefly to its hist.ry in order to see how it worked 
its way to its pre-war positIOn and whether we are bound to revert to it. The 
history of exchange prior to 1873 is not of any 'practical importance from this 
standpoint. During the period from 1873 to 1893 m the proposals put forward for 
escaping from the inconveniences of falling exchange, a number of rates varying 
from 18d. to 24d. were suggested, and in 1892 the Government of India wanted to 
take power to declare gold sovereign legal tender at a rate not less than Rs. 131 
per sovereign, which would have prevented the exchange from rising above Is. 6d. 
But the Herschell Committee wanted to set a limit to the rise in the exchange value 
of the rupee, and provided for the issue of rupees at the mints in exchange for 
gold at. the rate of Is. 4d. per rupee, though they made it quite clear in paragraph 
151 of their Report that it was not essential to their plan that the rates should 
never be fixed above Is. 4d. and recommended that the Indian Government, with 
the sanction of the Secretary of State, be authorised to raise the ratio if the 
circumstances arose rendering it proper or necessary to take that step. Sir David 
Barbour in his speech introducing the legislation for carrying out their 
recommendation laid stress on the provisional nature of the ratio, and intimated 
that a permanent rate of exchange would be provided for by future legislation 
and in the light of future experience. The first time that the Is. 4d. rate became 
a practical issue in the history of the Indian exchange, no one seemed to attach 
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an) special importance to it, and the question was left open on account of inadvisa­
bl11ty ot fixmg It permanently. l,he Fowler t;ommlttee was divided over the 
question of the sterlmg rate for the ru~, but the maJorlty ot the members were of 
opInion that the experIence of the precedmg (; yel;U's Justlhed the adoption of Is. 4d. 
ratio. For thIS reoommendation they gave tbree or four reasons. One was that 
for ten months prlor to the submissIOn of their Report this rate had been main­
tained. It was stated that though the limit of Is. 4ti. for the rupee was declared 
to be merely proVlsional, It had been regarded generally as a. permanent rate at 
which the Indian monetary standard was to be translerred lrom a silver to a. 
gold baSIS. They further assumed that Is. 4d. being the rate ., of the present 
day" the prIces in India. had adjusted themselves to It, and the adoption of a. 
ditterent rate would cause a dIstinct and, in their opinion, mischievous dis­
turbance to trade and business. The Secretary of State accepted the view of 
the majority" in the light of the experience ot the last 18 months." That was 
on the 25tJi July, 1899. The Is. 4d. rate was thus given a place of honour in 
our currency system-a place to which, we are told, it should be restored. In 
spite of the explicit statement of the Herschell Committee and the Finance 
Member regardmg the tentative character of the ratio, the majority convinced 
itself that any departure from it would almost amount to a breach of faith. 
From 1897 to 189\) the index number of price-level in India fell from 113 to 
96 to rise agam a year later to 116, and still the assumption that the Indian price­
level had adjusted itself to their favoured rate was supposed to be warranted 
by facts. During the same years the price-level in Great Britain, which also 
should have been taken into account in considering the question of adjustment, 
varied from 62 to 75 according to the Saurbeck Index Number. In paragraph 66 
of their Report, while referrIng to the proposals to fix the rate from Is. lid. to 
Is. 6d., they pointed out that all of them were arbitrary and would involve a 
dislocation "of the existing rate between rupee prices and sterlmg prices." 
Of all the possible rates only the rate recommended by them was to be taken as 
expressing the' real rate of exchange between Indian and world prices, and it 
had, besides other advantages, the merit of being" the rate of the present day." 
The rate which has acquired such an importance for some of us, that they 
cannot wait even for the award of the Currency Commission for its re-intro­
duction, was made the basis of our currency for such reasons. It is risky to 
make much of the purchasing-power-parity formula, but if it is of any utility, 
it appears that the rupee was overrated in 1900 and its external purchasing 
power remained higher than its internal purchasing power till 1924-25 with 
the exception of two or three years. This fact should have, on theoretical 
grounds, stimulated imports and discouraged exports. But this, as we know, 
has not taken place. It may be incidentally mentioned that if the rupee had 
been underrated in 1900, the Exchange Standard could have been, according to 
this theory, rightly held responsible for the expansion of our currency in the 
succeeding years. But these assumptions are so very hypothetical that it is 
not worth while to press the point in either direction. It may be contended 
that even if the rate was not chosen with sufficient care, the fact that it remained 
operative for about two decades is a very strong argument in its favour. This 
argument would be valid but for the fact that the rate reased to be operative 
about 10 years ago, and during the interval the world war has made all the 
difference. Revaluation of all values-including the value of Indian currency­
has become necessary, and it would show an irrational attachment to the past 
to insist on the adoption of this ratio merely because it was our rate in 1914. 
A great deal of nonsense is talked about the gross inequity of the proposals to 
raise the rate of exchange above Is. 4d. to the debtors, poor consumers and the 
tax-payers, because the rupee, being a token coin like the shilling, ought to 
have a constant value in terms of gold. The outstandin~ contracts which were 
entered into 10 years ago cannot be very many, and the mjustice, if any, to the 
parties concerned is due to the rise of prices and not the rise of the rate of 
exchange; and the right method of redressing it is not to restore the pre-war 
rate of exchange, but the pre-war level of prices, an alternative which would be 
less acceptable to those whose main reason for asking for the Is. 4d. rate is to 
get easier accommodations from the banks by the immediate expansion of 
currency. The·rupee is not a token.coin like the shilling, but an inconvertible 
currency note printed on silver. It is money of account, and the debtors and 
creditors have a square deal, if they make and receive payment in it. The 
conditions have radically changed SInce 1914, and a large number of persons 
have undeservedly suffered or been benefited by the process. But it is not possible 
to straighten out things by fixing the rate of exchange or even the prices at a 
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particular level. The suffering has already been gone through and unmerited 
benefits derived, and it is not necessary for the currency reformer to increase his 
difficulties by taking upon himself the task of dealing out justice with an even 
hand to all who have been affected by the monetary cha.nges. The question of the 
rate of exchange should be considered in the light of present circumstanres, and 
the only factors which need be taken into account are those which have a. bearing 
on the existing situation and its future developments. 

10. The question of the rate of exchange on exports and imports may here 
be considered. This IS a vexed question in the real sense of the word. J. t has 
been a source of acute controversy smce 1893. The Herschell Committee heard a 
lot of evidence on the question but came to the conclusion that the view that low 
exchange was good for exports was ~a.se.d on SOIIIle trai!lS .of a priori reasonings, 
and was not borne out by the exammation of the StatIStiCS of the years during 
which the exchange had been falhng. The Fowler Committee also devoted a 
great deal of attention to the consideration of the question and though it had 
nothIng to say about it in Its Report, It definitely recorded its opinion that it was 
not by such an expedient as the wrIting down of the rupee III sterling that a 
permanent stimulus could be given to production. The Chamberlain Commission 
was more concerned with showing how the Government of India had muddled 
through with admirable results than discussing the question of the effect of rate 
of exchange on our economIC life, and, therefore, maintained silenoo on this 
question. The Babington-Smith Committee was confro.n.ted with the issue again, 
and one of the reasons why it recommended 2s. rate in gold was its belief that 
the volume of Indian exports would not fall off on account of insistent demand 
of the world for the supply of raw materials and foodstuffs and the high level of 
prices in most of the countries with which India had trade relations. It was of 
opinion that in discussing the question of the future of Indian trade exchange 
was only one and not necessarily the most important factor of -which account had 
to be taken. The events, which followed the attempt to give effect to its recom­
mendations, showed how mistaken it was in its antiCIpation, but they showed more 
conclusively the effect of the trade on exchange rather than that of exchange on 
trade. In spite of the weighty character of opimon against the view that any 
country can derive any permanent gain from the depreciation of its currency, it is 
still held that the adoption of any rate of exchange higher than Is. 4d. will be a tax 
on the IndIan and a bounty to the foreign producers. The reason which accounts 
for the vitality of this discredited opinion is very SImple. The changes in the 
rate od: exchange affect different classes differently. Some gain while others lose, 
and those that suffer can, by a process of reasoning which self-interest easily 
stimulates, readily postulate the identity of their sectional and the national 
interests, and raise the alarm that exchange is ruining trade and industry. It 
is not its partial truth which has given to it such a long lease of life, but the 
possibility of its being pressed into service by those who find or fancy that 
exchange is going agamst them. In 1893 it was the tea and cotton industries 
which were against any action being taken for arresting the further decline of 
th<" rate of exchange, and considered that their industries would be crippled, if 
not killed, by the rise in exchange. In 1898 again the proposals were put forward 
by the interests concerned to throw the mints open again to the free coinage of 
silver, who advocated this policy in the interests of the nation as a whole. Now 
it is once more the cotton industry which is threatened with extinction unless the 
Is. 4d. rate is restored to its pre-war position, and attributes its present condition 
to the exchange policy of the Government of India. The rise of the rate of 
exchange from Is. 4d. to Is. 6d. is considered almost a national calamity, and the 
small cultivators, poor debtors and voiooless millions have had their cause valiantly 
espoused by those who are interested in the further expansion of our currency. 
It is natural for the interests concerned to convince themselves that their gam 
is a.lso the gain of the nation, but it would be a misfortune if their claim to 
represent the interest of the latter is not taken for what it is worth. The wails 
of the cotton industry call for sympathy and even a great deal of charity, but 
should not be allowed to influence our juagment in the slightest degree regarding 
the right exchange policy of the future. The advocates of the low exchange are 
virtually putting in a demand for inflation in a disguised form, and though India 
is not the only country where the doctrine of the issue of more currency as the 
specific for numerous economic ills has been preached, we know that the countries, 
which have followed the line of least resistance and accepted it as their working 
faith, have not thereby made the task of their economic recovery easier on that 
account. That, in the trade of the country, exchange is only one and not the 
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most important factor is a fact which can be better illustrated by a brief examina­
tion of the trade statistics in India since 1873-the year since which the e~change 
began to loom so large in our currency discussions. The trade figures till 1893 
need not be analysed as the Herschell Commission has in paragraph Zl of its 
Report dealt with them in detail and shown how inconsiderable was the effect of 
the falling exchange both on imports and exports. Since 1893 the exchange 
history of India falls into four well-marked reriods. The exchange fell from 
1893 to 1896. It began to rise in that year til it stood at about Is. 4d. in 1898, 
and remained stationary till 1917. From 1917 to September, 1920, the rate rose 
once more on account of the unexpected rise in the value of silver and the ill­
conceived exchange policy of the Government of India and has since then been 
fluctuating on account of the changes in the trade demands; but during the last 
two years the rate has, as it is well known, been moving upwards. The 
rupee has risen during the last 22 months in sterling, and risen still higher 
in gold on account of the attainment of parity of sterling with gold. The gold 
value of the rupee has during this period risen by more than 20 per cent.-a 
change which should have paralysed export trade and inundated the country with 
imports if exchange has all tlie potency which is attributed to it in popular 
discussions. The table giving the Index Numbers of exports and imports, since 
1873 with the average of 1865-6 to 1874-5 as base, the actual rates of exchange and 
what is now called the parity rates with its attached graph, forms the annexure 
to this Memorandum From 1893 to 1896 during the fall of the actual rate by 
5 per cent. and the parity rate by 14 per cent. exports increased by 8 per Gent. while 
imports increased by 5 per cent .. From 1879 to 1917 the actual rate was fairly 
st£'ady and parity rate rose by 66'4 per cent. but the exports rose by 136 per cent. 
and imports by 98 per cent. From 1917 to 1920 the actual rate increased by 26 per 
cent., and the parity rate remained constant, and the exports and imports increased 
by 34 and 47 per cent. respectively. Durins: the period from 1921 to 1925 the 
aCltual rate rose by about 20 per cent., panty rate fell by 7 per cent., exports 
increased by about 43 per cent. and imports decreased by about 17'5 per cent. 
During the year 1924-5, in spite of an appreciable rise in the actual rate of 
exchange the exports increased from 348 to 384 crores, and established a new 
record. while the imports increased only form 217 to 24.3 crores. Almost all the 
principal articles of exports, raw cotton, jute, raw and manufactured, rice, wheat, 
oil seeds and tea showed considerable increase. The only exception was 
manufactured cotton, the export of which fell from 13 crores in 1922-3 to 11 crores 
in 1924-5-a decrease of 16 per cent., but when we remember that the export of 
manufactured cotton is only 3 per cent. of our total exports, we will be disposed 
to retain a right sense of proportion in our appreciation of the present positioll 
These figures have not been quoted with a view to arrive at any positive conclusion, 
but they point to the comparative unimportance of the rate of exchange in 
determming the volume and value of our exports and imports. The parity rate 
is the quotient of the Index Numbers of India and the United Kingdom and is 
not expected to yield any conclusion, except that even if it is the true normal rate, 
there is no direct relation between the variations of the rate of exchange and those 
of the exports and imports. This hoary old fallacy, to use the famIliar words, 
has been revived in India at a time when the latest statistics perhaps affords its 
most strikin~ refutation. The future of the Indian exchange lias already become 
a controversIal issue. The feelings that have been stirred up about it have created 
confusion in the public mind, but it is important to remember that what is called 
the popular view of the matter is neither supported by the history of the question 
nor by the figures of exports or imports. In matters relating to currency and 
exchange, the fact that a view can be called popular is generally a very good reason 
for presuming that it is entirely mistaken. The view discussed here raises this 
presumption against itself. 

11. The arguments set forth in the foregoing paragraph only lead to a 
negative conclusion, and that is that there is no necessity or obligation for adopting 
the Is. 4d. ratio as the basis of our currency system. But they leave the question 
of the selection of the rate still unsolved. It has already been pointed out that the 
purcha~ing-power-parity formula is not quite reliable, and in the selection of the 
sterling rate of the rupee, the value of sIlver and the changes in the balance of 
trade nave also to be taKen into account. The ideal rate of exchange between the 
currencies of two countries should be such as, to adopt the word used by Ricardo 
in his famous theorem regarding the distribution of precious metals, to accommo­
date itself to the natural traffic which would take place if the currencies were not 
in use and t.he trade between t~e countries was purely a trade of barter. In other 
words thE" tlelected rate of exc1iange should not have any disturbing effect on the 
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working of what is called the principle of comparative costs, which governs the 
currents of international trade. It should not stimulate the export or import of 
any commodity, which otherwise would not have been exported or imported, or in 
any way modIfy the terms at which the exports and imports would exchange with 
each other. This is the real importance of the purchasing-power-parity theory. 
It does not give us any formula which can be mechanically applied for the adoption 
of the exchange ratio. It restates Ricardo's theorem, and emphasizes the necessity 
of not disturbmg: the internal economio equilibria of the countries concerned by the 
adoption of a wrong rate of exchange between their currencies. The selection of 
this rate ~ust be a difficult task even when things have settled down, but in the 
present unsettled condition of the world it is impossible not to commit a serious 
mistake in the selection of the rate. The Finance Member, after having very ably 
argued against the premature stabilization of the rupee 0IIl several occasions, seems 
to have veered round to the view that now the circumstances are favourable for 
fixing the exchange value of the rupee. The introduction of the Dawes plan, the 
restoration of Gold Standara in the United Kingdom and the prospect of 
Germany's entry into the League of Nations on a footing of equality have improved 
the situation WIthin certain hmits, but it would show an excess of our optimism if 
we were to assume that normal conditions have, thereby, been already established, 
or are within sight. The prices are not the only factor to be considered in this 
connection, though even they have been rising in almost all countries since the 
beginning of 1924, and the argument of India not being tied down to the chariot 
wheels of any country still holds good. There are other factors upon which the 
barometer of business generally depends that mu~t be taken into account, and with 
regard to which it is idle to contend that a state of normal equilibrium has been 
established. Things are still in a state of flux. It is difficult to say what the gold 
value of the rupee should be. Any rate that may 6e chosen is bound to be arbitrary. 
There are no criteria which we can go by in our choice. Our last experience is a 
warning against presuming too mucb.. Since September 1924, the rate of exchange 
has been about 1s. 6d., but apart from the fact that it has been maintained at that 
level by the sterling purchases of the Government, it would be a mistake to fix the 
gold value of the rupee at a ratio" of the present day" or " in the light of the 
experience of the last 18 months." Sir James Wilson is of opinion that the present 
high gold value of the rupee is due to, a general fall in the oommodity value of gold, 
and exceptionally food harvests in India; and as he anticipates a rise in the 
commodity value 0 gold on account or the increase in the world's demand for it, 
and almost a certainty of comparatively poorer harvests, he suggests that the gold 
sovereign be declared legal tender at 14 Rs. or the far rate of exchange should be 
17·14d. It would be possible to support the proposa for any other lower ratio with 
similar arguments. It must be admitted that we neither possess knowledge nor 
experience to choose the suitable rate and since the choice is so very difficult, it is 
best to desist from making a wrong and possibly a rash one. The best way to 
realise the real stability for some time to come is, to use Sir Basil Blackett's 
excellent paradox, not fixity but mobility of exchange. Nothing will be lost by 
waiting upon events for a few more years. Our exports and imports need not fall 
off if our harvests are gooa. The merchants engaged in international trade can 
always cover themselves by forward dealings, and the Exchange Banks can, by 
following the policy of " even keel," afford exchange facilities without any limit. 
Tht' Government of India Budget will remain speculative to a certain extent, but 
if, otherwise, our finances are well managed, it will not have an unduly disturbing 
effect en them. The Government of India can reduce their sterling obligations by 
introducing the system of rupee tender for the purchase of stores, the question of 
the introduction of which is already under their consideration. The dictum of the 
Babington-Smith Committee, that stability of exc~g-e is more a facility for 
international trade than its essential condition is sound and should convince us 
that since the rate at which the gold value of rupees should be fixed is a matter 
with regard to which widely different opinions can well be held, there is no 
immediatE' necessity of deciding its value permanently. The Brussels Financial 
ConferencE' in pointing out the limitations of the financial remedies said" Finance 
is, after all, a reflection of commercial and economic life--a part only. though an 
essential part of its mechanism" This is also true of exchange which is a part 
of the financial part of economic life, and since the latter, of which it must be 
refleotion, has still to find its own level, the obvious conclusion is that the rupee is 
still nQt ripe for stabilisation, or rather the conditions are not ripe for a stabilized 
rupee 
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V. 
12. These considerations by natural transition lead to the question of the 

position of the rupee in our monetary system. There are two aspects of the matter 
;which may be separately considered. What should be the position of the rupee 
when the stability has been attained 1 Two or three alternatives suggest them­
selves REpees should no longer be the king of the monetary syste~. !t should 
be dethroned, declared' a limited legal tender, should not be convertIble mto gold, 
and no more rupees should be put into circulation for a very long time to come. 
The remedy will be heroic and possibly efficacious, but as far as it is possible to 
1001; ahead, it will not be praGticable. The other is that the rUp'ee should remain 
unlimited legattender, but its further coinage should be absolutely stOpped' and it 
should not be convertible into gold. The additional currency should be provided 
by the issue of standard gold coins and currency notes. This will mean the 
introduction of what has been called. " the limping standard." There is no reason 
why this alternative should not be adopted. The value of the rupees will be 
mamtained by the limitation of supply, and the automatic expansion of currency 
will take place. The decisive factor in the adoption of the alternative must be our 
opinion as to whether no serious inconvenience will arise by withholding th~ 
additional supply of rupees when the economic life needs the expansion of 
currency. As it is merely a matter of opinion, it is not necessary to be positive on 
thi~ point. But since small payments form the bulk of our economic transactions, 
we will need small units of value for everyday life, and either one rupee notes will 
have to be re-introduced, if the objection regarding their being more expensive 
in the long run can be ~ot over and the people weaned from their attachment to the 
metallic com, or additIOnal silver ruJ?ees provided for the purpose. If it be found 
necessary to adopt the latter course, It will practically mean the re-introduction of 
the pre-war method of issuing rupees in exchange for gold, which really amounts 
to their unlimited coinage of rupees with varying seigniorage determined by the 
gold value of silver. That will again give rise to knotty problems. How should 
profits from coinage be utilised 1 If the rupee is convertible into gold for internal 
purposes, gold reserve will have to be maintained. The profits of the coinage will 
most likely enable us to build up sufficient reserve for the purpose, and the demand 
for gold for foreign payments can, as suggested below, be met by drawing upon 
the invested portion of the Paper Currency Reserve, which would mainly consist 
of readily realisable short-dated foreign securities. The arrangement will work, 
but in order to insure its smoothness it will be desirable to devise measures for 
making the rupee a comparatively less important constituent of our currency 
system. It is not possible or necessary to suggest any, as the question is not of 
immediate importance. 

13. It is of greater interest to consider the position of the rupee in the imme­
diate future. Its gold value should not be fixed, but even then the question as tu 
whether more rupees should be roined or issued will have to be answered. A com­
plete cessation of coinage will mean that the only method provided for permanent 
expansion of currency will be to increase the invested portion of the Paper Cur­
rency Reserve, the amount of which will necessarily depend upon the discretion 
of the Government. To this course there are two objections. There must be a 
limit to the increase of fiduciary issue, and as the amount of additional currency 
will depend upon the discretion of the Government, it will be in its power to 
affect the course of exchange by increasing or withholding the issue of currency as 
it may think fit. The exercise of this power by the Government will, apart from 
the question of its liability to serious errors, defeat the object of not taking imme­
diate action for the stabilisation of the rupee. It should, therefore, be possible 
to increase the currency permanently even during the period of transition. Thif 
object can be realised by adopting the scheme which the Government of India 
formulated in 1878 for transferring the Indian currency system from a silver to a 
gold basis, in a modified form as a tentative measure. They, in paras. 48 to 51 
of their despatch'No. 423, dated the 9th November, 1878, suggested that the Gold 
Standard be adopted in India and the gold value of rupee be fixed at 28. but as 
they expected that the ,exchange would not settle itself sufficiently. to enabie them 
to fix the rupee value in relation to the pound sterling permanently at 2s. they 
wanted to take power to receive gold coin at rates to be fixed from time to 'time 
and charge a varying rate of seigniorage on the coining of silver, so as to mak~ 
the cost of a' rupee to a person importing bullion equal in amount to the value 
given to the rupee in comparison with the gold coin. The proposal amounted to 
charging a seigniorage varying inversely as the gold price of silver and directly as 
the current rate of exchange. The proposal was turned down by the Committee 
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appointed jointly by the Secretary of State and the Chancellor of the Exchequer. 
From the evidence given by Sir Robert Giffen (who was a member of the Com­
mittee) before the Fowler Committee, it appears that the main reason why the 
proposal was rejected was the apprehension that its acceptance would make the 
Indian system a " managed" currency. The Herschell Commission also con­
sidered the proposal of charging a seigniorage varying inversely as the gold price 
of silver, and rejected it, as it would have been necessary to provide for frequent 
alterations of such a varying seigniorage, which would have involved" adminis­
trative function of some difficulty." The work of calculating the seigniorage tl} 
be charged "\Vould be purely of a mechanical nature, and would therefore not entail 
much "management," though now the word " managed " should not be enou~h 
to prejudice us against the acceptance of any proposal. As regards the admims­
trative difficulties, it is sufficient to quote the words of Mr. Leonard Courtney, a 
member of the Herschell Commission. IReferring to the plan for charging a vary­
ing seigniorage, he said: " In para. 139 I think that we have overrated the diffi­
culty and delicacy of the administrative function involved in the plan there dis­
cussed. I believe that action would be fairly simple, if the plan were practically 
tackled. The mints in India are not so very numerous as to prevent a daily tele­
graphic message of the seigniorage to be charged if such frequency should be 
deemed necessary." The Government of India in 1878 contemplated the adop­
tion of this proposal, as they expected that the period of transition would be short, 
and the 28. rate soon be reached. It is impossible to foretell the duration of the 
period during which the plan, if adopted, would remain in operation, or the rate 
at which the rupee would be eventually stabilised. That the period of transition 
would not be short is almost certain, and the permanent rate is at present incal­
culable. But these facts do not affect the soundness of the proposal or its prac­
ticability. It would provide-for expansion of currency without necessitating any 
attempt to effect the premature stabilisation of the rupee. 

14. There are two ways in which varying seigniorage can, according to this 
plan, be charged. One is to announce the weight of silver bullion which would 
have to be brought to the mint to get a rupee in exchange, and the other is to, alter 
the rate at which rupees or notes can be issued against the tender of gold or gold 
coins. The first alternative throws the liability for the provision of silver on the 
public, and thereby obviates the necessity of making any special arrangements for 
the purchase of silver. The second alternative has the advantage of resulting in 
the automatic accumulation of a reserve which will be utilised later for the con­
vertibility of rupees and notes into gold. It will be, however, advisable to com­
bine both the alternatives in the working of the plan, and let the public utilise 
one or the other according to its convenience. The accumulation of fold in the 
Paper Currency Reserve, which cannot be used for the encashment 0 notes and 
the evaluation of which will, on account of the variations in gold value of silver 
and silver rupees, lead to accounting complications, be a disadvantage of the 
second alternative. But it will not give rise to any serious difficulties, and need 
not stand in the way of its adoption. 

15. As the nominal value of the silver rupee will most likely be generally 
higher than its intrinsic value, the question of the use to which the accumulated 
profits of coinage should be put during the,period ()f transition will have to be 
faced. They should not be used for supporting exchange or converting rupees 
or notes into gold. They should be used for building up a gold \l'eserve, which 
would in due course be the basis; of the Gold Standard. The reserve may be 
invested in long-dated securities of the Government of the United Kingdom or 
the Dominions. But proposals for using it for the capital development of the 
country should not be countenanced at all. They, besides depleting the reserve, 
which ought to be kept intact, practically amount to financing industries by infla­
tion. There is a difference between the issue of inconvertible currency notes on 
which cent. per cep.t. seigniorage is charged for development of industries and 
the use of funds raised by the imposition of the seigniorage on the coinage of 
rupees for the same purpose, but it is only a difference of degree, and does noV 
change the real nature of the transaction. No one has seriously suggested that 
inconvertible notes should be issued for accelerating the pace of economic progress 
in the country. But proposals for using the profits of coinage for the purpose 
have freely been made, and have passed unchallenged. The historical instance 
of this conf!Ision of ideas is the recommendation of the Mackay Committee that 
£1,000,000 out of the profits of coinage of 1907 should be used for railway d(Velop­
ment, and the decision of the Secretary of State in the same year that one-naIf of 
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the profits should thereafter be used for capital expenditure on railways until the 
Gold Standard Reserve reacbed £20,000,000, and after that total amount had 
been readIed, the whole profits on silver coinage were to be spent for what would 
have been technically described as the avoidance of debt. This ill-considered 
df'cil:!ion was given effect to for a year only, but the events of 1907-8 and not the 
te:dll'atlpn of its essentially mistaken character modified the outlook in this 
respect. Mr. H. F. Howard made similar proposals in his Memorandum submitted 
to the Babington Smith Committee. Proposals have lately been put forward by 
a well-known merchant of Calcutta which will have the same effect. All of them 
rely on insidious methods of inHation for Tealising desirable end, and should not, 
on that account, even be entertained. No nation can ever become properous by the 
use of such questionable devices. 

VI. 
16. The importance of having a sound Paper Currency System in India is 

admitted by all schools of thought. The cheque currency being unsuitable for 
India, the only method by which we can realise the advantages of economy and 
elasticity in our Currency' System is the extensive use of currency notes. Two or 
three guestions have to be taken up in this connection. The present Act makes 
provisIOn for a minimum cash reserve of 50 per cent., which, however, can in prac­
tice be reduced by the issue of emergency currency in the busy season. But the 
disadvantage of fixing a proportion of note issue to cash reserve is that in times 
of panic every drain of one rupee from the reserve would, under certain con­
ditions, involve a forced contraction of Rs. 2 in the currency, and unless issue in 
excess of legal limit be allowed to stay the panic, the cash reserve will be immobi­
lised, and what is known as the " dead line "reached. It is better to fix the 
amount of fiauciary issue rather than the proportion of the cash reserve. This 
amount should be high enough to realise the advantages of note issue, but not so 
high as to dispense with the necessity of keeping a substantial amount of cash 
reserve. The temporary provision in the Paper Currency Act that the fiduciary 
issue should not exceed 100 crores seems preferable from this standpoint. The 
maximum amount of fiduciary issue must. of course, be changed from time to 
time, generally in the upward airection. But it should not be raised to provide 
extra currency for a temporary period. The raising of the limit of 85 crores to 
100 crores was a mistake, as the obiect of the change was only to avoid seasonal 
stringency in the money market. In fixing the maximum amount, however, pro­
vision should be made for special arrangements to meet the emergencies. It 
should be possible to adopt a plan which can be put into operation without special 
legislation. though the conditions under which it should be set to work will have 
to be carefully considered and definea. If, however, the provision regarding the 
proportion of cash reserve is to be maintained, steps should be taken to extend 
the limit for the issue of currency notes on the security of bills of exchange, ana 
the Government or the authority in charge of the Paper Currency System be 
permitted to prevent the reserve requirement from acting as the IC dead line" by 
authorising their suspension for .a specified perioo. The cash reserve sliould be 
located in India and the permission to keep gold to the value of 5 crores in London 
De withdrawn. For the purchase of silver the treasury balances or the sale proceeas 
of the ~terling securities, which should be readily realised, can easily be used'. 

17. The question of the paper cover of the note issue also needs very careful 
consideration. As regards a part of the Paper Currency Reserve being invested 
in the self-liquidating trade bills there can be no difference of opinion. That is 
the only metliod by which the note issue can be made elastio in the real sense of 
the word. The limit of 12 crores will soon have to be exreeded and provision 
should be made for the purpose. But the investment of the Paper Currency 
Reserve in securities other than the trade bills is a matter which lends itself to 
being used as an issue on which the bona fides of the Government can be questioned. 
If, however, the political aspect of the matter is excluded from consideration, the 
question is comparatively simple. The permanent ptovisions of the pr~nt Act 
require that tEe investment in Government of India securities should not exceed 
20 crores, and the remaining invested portion of the Paper Currency Reserve is 
to consist of securities of the United Kingdom, the date of maturity of which 
should not be more than one year. The restriction regarding the investment in 
the Government of India securities is sound, for it is obviously undesirable that 
promises to pay ready cash in exchange for currency notes should, to any large ex­
tent, be secured by other promises of the same authority to pay a certain amount of 
~~ I 
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money after a specified perIod and interest at stated Intervals during the period III 
questIOn. It IS a case of one 1. O. U. already issued' coverIng another 1. O. U. In 
the form of currency note. The process of the creation of securities for the Issue 
of notes can be rendered eaSIer m this way. But the re:::,trictIOll of 20 crores should 
not be rigid and It should be possIble for the Government of Illdia to payoff theIr 
outstandmg loans by mcreasmg their mvestment in these SeCUrItIes WIthIn certalll 
well-defined limIts, for the purchase of rupee securities by the use of Paper 
Cmrency Reserve practically amounts to the redemptIOn of pubhc debt. There are 
no other Indian securities whICh can be used as a suitable cover for the issue of 
notes. Pr~posals have been made that the Government of India may issue 
securities dIrectly to the Paper Cur:rency Reserve agaInst which they wIll hold 
assets m the nature of productIve works constructed out of the proceeds. 
Mr. H. F Howard made a proposal to that effect before the Babington Smith 
Committee for, acco,rding to the view put forward by him, there could be no 
objectIOn to the Government of India utilising the funds in the Paper Currency 
Reserve for increasing their assets and thereby Improving their position and credit, 
provided the rupee portIOn of the mvestments in the Paper Currency Reserve were 
strictly limited to the amount whICh it would never be necessary to realise. Prima 
facie there can be no objection to investing a part of the currency reserve in 
financing productive publIc works and converting cash m the reserve into assets ill 
the sh:Npe of capital development of IndIa, provided the condition regarding- un 
absolutely safe minimum I?-ot being extended is stri~t1y. obser,,:ed, and 1Il a 
particular year there IS no sudden mflux of currency III CIrculatIOn But the 
inherent danger of adoptIng such a course has to be realised. India's need for 
capital is so urgent that if the investment of Paper Currency Reserve is considered 
as a recognised method of findIng funds for capItal development, the temptatIOn 
of extending the use of such mvestments will be so great as to make it necessary 
for us to provide very effective safeguards agaInst excessive issne. Whether such 
safeguards can or cannot be prOVIded is a matter with regard to which it is 
pOSSIble to take different views, but the fact that investments of this kind are risky 
suggests the need of making use of them very sparingly The bulk of the invested 
portion of Paper Currency Reserve should be held in a readily realisable form 
As regards this portion of the investment realisability is essential. If this 
condition is to be fulfilled, it is not possible to snggest any other method which will 
do as well as the investment in the short-dated seCUrIties of Great Britain and 
now possibly of New York. But this brings us against a mass of prejudices which 
have gathered round the question The investment of a large portion of Paper 
Currency Reserve in foreign securities-and that of Great Britain-when India 
needs all the funds that she can get has all the appearance of being an act of 
lobbing a poor nation for the benefit of a rich one The political status of India 
makes it easy to understand why this preiudice should exist, and the fooli"h 
utterances of a number of otherwise estimable men connected with the Lonaon 
Money Market do a great deal to strengthen it But in spite of these difficultie"l. 
the fact remains that the foreign securities which mature in a year provide us the 
best means for the temporary investment of Paper Currency RE'serve Besidcf'I th(' 
Treasury Bills, we may also make use of the first class bills of exchange for tht> 
saine purpose Prejudices do not die soon, but the preiudice ref~rred to here may 
be decreased if the proposal made below for practically withdrawinO' all control 
of currency questions from the Secretary of State in Council is a~cepted and 
realised 

18 The investment of a large portion of the Paper Currency Reserve in 
foreign securities has another advantage. The foreign securities reserve can Le 
used for liquidating an adverse balance of international accounts when India is 
in a position to establish the Gold Standard. Gold reserve in India should 
ordinarily be used for converting rupees and notes into standard money, and pay­
ments abroad, when it is necessary to make them, should be made by selling these 
securities by the authority in charge of the working of the Paper Currency System 
These securities can be used for the same purpose even if the Exchange Standard 
is working. A reserve of £50 millions IS generallv considered adequate for th(' 
support of exchange The portion of the Paper 'Currency Reserve invested in 
foreigl1 securities will always be in excess of this amount. The use of this portion 
for fOleign payments will either result in the reduction of the circulation of note" 
in India or the strengthening of the cash reserve. In the first case the liabilities 
on aCCllUnt of note issue will be decreased and in the other the cash aSf;Cts will he 
increased In either case convertibility of notes will be renderer! more secur(' 
This step ran be taken up at once. An analysis of Gold Standard Reserve, ag it 
wa'l constituted on the 31st March 1925, shows that one-fourth of it was invested 
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in the Tre~sury Bills. and the .rest, w:ith the exception of a small amount, which 
was ~ept In ~ash or Invested III NatIOnal War Loan 1920-47 stock, consisted of 
seCUrItIes WhICh at the outside will remain outstanding till 1933. On the same 
date we had about £20 millions of T~easury Bills in the Paper Currency Reserve 
and but for the fact that there are stIll about 47 crores of created securities in the 
Currency Reserv~,. the value of foreign securities in the reserve, according to the 
permanent prOVISIOns of the Currency Act, would have amounted to about 
45 crores The foreign securities in the Paper Currency Reserve can be made to 
perform exactly the same function as the securities in the Gold Standard Reserve 
~nd will do it bett~r on .account of their early maturity. There is no sense in keep~ 
mg two reserves WIth dIfferent names when they are almost alike in their contents, 
and can be put to the same use without producing any undesirable lesults. If the 
long-dated securities in the Gold Standard Reserve are converted into short-dated 
securities, it can, with very great advantage, be abolished and merged into the 
~aper Currency Reserve This will make it possible to cancel the ad hoc securities 
In Pa~er Currency Reserve a~ ~nce, and the way will be clear for bringing into 
operatIOn the permanent prOVISIOns of the present Act. or as it may be amended 
on the rec?mmenda~i?ns of ~he Cur~ency Commission It will not be necessary 
to use foreIgn securItIes for InternatIOnal payment for the years during which the 
ratio between rupees and gold remains indeterminate, and rupees and notes are 
not convertible into gold With the establishment of normal conditions foreign 
securities can be relied upon for facilitating the smooth working of the Gold 
Standa,rd. This advantage will, however, be merely incidental to the essential 
pU~'pose o~ i,nvestment in foreign securities, viz .. realisability It will, in spite 
of Its SubSIdIary character, be a great advantage and has also the additional merit 
of making it J?o~sib~e for us to abolish the Gold Standard ~eserv~ an~ get rid of 
created seCUrIties In the Paper Currency Reserve, whICh extInctIOn will be 
welcomed by everyone concerned. 

10. The management of the Paper Currency Reserve system by the Con­
troller of Currency on behalf of the Finance Department of the Government of 
India is another matter which calls for consideration The right method of 
working a paper currency system is that its fundamental principles should be laid 
down by the Legislature after due consideration of the Issues involved, the Finance 
Department. should ensure the observance of these principles and exercise general 
supervision, and the actual work of day to day management should be entrusted 
to an authority, which has the opportunity of acquiring first-hand knowledge of 
the different currents and under-currents of economic life. If the temporary 
investments of the Paper Currency Reserve in Indian bills of exchange and 
foreign securities are to be made use of to a larger extent in the future, it will 
be necessary that the management of the Paper Currency System should be con­
ducted on the basis of knowledge, which only direct contact with facts of economic 
life can give. The authority which seems to be competent to undertake the work 
is the Central Board of the Imperial Bank. If it is required to manage the Paper 
Currency System, it should, for the time being, keep its banking department 
separate from the issue department, and maIntain separate reserves for its 
banking and . currency liabilities, though it should be allowed to transfer funds 
from one reserve to another at different places, provided the integrity of the 
currency reserve as a whole is not thereby affected This facility will be utilised 
for the movement of funds in the same way as the transfers from Currency to 
Treasury and vice versa are being used at present for reducing the remittance of 
cash from one place to another to the minimum. The expenditure to be incurred 
on the management of the system should, as now, be met out of the receipts of 
the Currency Department, a fraction of the profits paid to the Imperial Bank, 
and the balance credited to public revenues. This appears to be the natural course 
under the present circumstances, and the conditions sU1:![ested above will probably 
meet the requirements of the case. But there is one dithculty in adopting it, the 
magnitude of which is .like~y to be differently estimated .by different individua!s 
The Imperial ~ank 'YIll, I~ a. few months, ~ completIng the fifth year of Its 
existellce. DurIng thIS perIOd It ~as made satisfactory progress. It has fulfilled 
the condition regarding the opemng of 10~ new, ~r~ncpes. Its London branch 
has been doing useful work and the scope of ItS actIVIties can very well be extended. 
It has provided facilities for the transfer of money between its branches, which 
have been fully utilised by the public. Its deposits have increased during this 
period The only feat~re ?f ~t~ work ~hich is not quite satisfactory is the low 
proportion of cash to ItS habIhty, whIch, however, can be strengthened. The 
Imperial 'Bank has, therefore, done well and d~serves well., But in spite of it~ 
good work. it has for reasons, perhaps not of Its own makIng, not been able to 
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inspire confid~nce in ~ts impartiality or sense <;>f de~achm~nt ~roI? lower. eie1!lents 
of economic hfe, whICh seems to be so essentIal for an IllstItutIOn whIch IS, or 
aspires to become, the keeper of the currency conscience of the community. .:;rhe 
charges of racial discrimination in its deahngs have often ~en le,:elled aguw-rt 
it and though it is not possible to investigate them or establIsh their corre.ctness 
or the reverse, it is clear that the operations of the Bank have not been consI~ereJ 
above criticism. Under these circumstances two courses are open to us. EIther 
the Imperial Bank should be reconstituted and practically converted into a State 
Bank; or the currency work of the country s~o?ld be assigned t<;> an aut~ori~y 
which may be considered as much above SUspICIon as any authorIty workmg III 
close asso~iation with the alien Government can be considered under the present 
circumstances. The latter course is the easier of the two and will be more 
effective. An institution whose good faith is being constantly questioned cannot 
be expected to perform well the delicate function of the management of the Puper 
Currency System. 

VII. 
20. The problems of currency and banking are inter-related, and the solu­

tion of one has its reactions on the other. But III India their connection, if note 
issue is not made a function of the banks, will not be as close as in other countries. 
They are essentially dealers in capital, and do not perform any important cur­
rency function. Their deposits are, though reliable information is not available 
on this point, "cash" deposits, and are not, as in countries like England and 
the United States of America, created by loans. They do not, to use a very 
expressive phrase of an American professor, coin goods into money--or, in other 
words, convert specialised purchasing power into general purchasing power. The 
importance of the development of the Indian Banking System cannot, from the 
standpoint of the development of our capital resources, be exaggerated. It is 
necessary, as has 'been recommended by the External Capital Committee, to 
undertake at once a comprehensive survey of the whole field, which should be fol­
lowed by a detailed inquiry by one or more committees. But it is not necessary to 
devote much attention to it in the examination of our currency problem, though it 
is not possible to overlook it altogether The main currency function which the 
banks can perform in India is to increase the mobIlity of money, and thereby 
make it do much greater work than it does at present. Collection into the bank­
ing reserves of innumerable stores of money lying idle throughout the country and 
centralising them as far as possible has considerable importance from the cur­
rency point of view. It will make money a much more efficient instrument of 
exchange, and thereby realise the principal advantage of the use of paper cur­
rency, viz .. economy The main defect of our banking system, looking merely at 
the currency aspect of the question, is the lack of cohesion. It is a very loose and 
ill-co-ordinated system-so very loose indeed that it is hardly possible to call it a 
system. Witho\lt undue centralisation, it is necessary to make it much mare 
compact than it is, and give to it an organic unity of its own. For this purpose 
the first requisite is greater differentiation. There should be different banking 
organs for different functions. The long-term and short-term credit requirements 
should be separately provided for, and there should be different institutions for 
th~ needs of agriculture, commerce, and industry. Institutio_ns of the same kind 
functioning in different areas should be federated together, and different institu­
tions should all be aJffiliated to a central institution, which should become the cus­
todian of t1ie capital resources of the country, and mobilise them to the highest 
degree. That will give us integration of the specialised institutions, which is 
equally essential for the introduction of a fully-developed banking system in the 
country. The elaboration of these general principles in actual practice will 
require collection of accurate and up-to-date information, its detailed analysis 
for appreciating the present situation, and adoption of a well-thought-out 
scheme of future reconstruction and development. This will take time. In the 
meanwhile the currency system can be taken in hand and placed on a satisfac­
tory basis The introduction of a currency system, which, as Sir D. M. Dalal 
pointed out in para. 78 of his minute of dissent written by him as a member of 
the Currency Committee of 1919, inspires the public with absolute confidence, 
will lead to a great extension of modern banking in India. The immediate neces­
'3ity is the solution of our currency difficulties. 

21. The other ancillary problem which cannot be left unnoticed here is the 
question of remittance of funds for meeting the sterling obligations of the Secre­
tary of State. The first consideration which can be urged in this connection is 
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that t~ey should be reduced. The advice to this effect has been consistently given 
ever smce the fall in the price of silver threw a new burden on the Indian 
Exchequer, and has been, as consistently, ignored. The result is that India's 
sterling payments on account of expenditure charged to revenue amounted to 47 
crores In 1923-4, as against about 30 crores in 19134, and besides this amount 
more than 10 crores were, spent in England on capital account in the same year. 
It is time that the question of the reduction of our sterling obligation should be 
seriously taken in hand·' All stores, whether purchased in England or in India. 
should be indented through the new Stores Purchase Department in India, and 
the rupee tender system be introduced without further delay. The outstanding 
questions regarding the apportionment of charges, which are a subject of dis­
pute, must be settled at once, items like capitation charges reduced in order to 
redress the wrongs of years, and every other avenue of minimising such payments 
fully explored. The extinction of these obligations is a political question, and 
cannot be brought about merely with a view to easing the currency situation; but 
the currency aspect of the matter is also an argument in favour of the plea for 
reducing them as fast and as soon as possible. For many years to come, however, 
the need of placing the Secretary of State in funds to meet his obligations will 
remain. The practice of drawing funds from India to meet the home charges by 
means of bills of exchange drawn on Inaia is a legacy of the East India Company. 
From being" a simple and effective means of laying down in London the funds 
required by the Secretary of State" it became" the key to the whole system" of 
currency and exchange in India. The machinery, of which it was the central 
feature, has broken down, and if it is not to be set up again it is necessary to 
reconsider its future, and revise it in the light of the considerations which have 
now to be taken into account. The two alternatives of effecting remittances, i e . 
by selling draft on India in London or by buying sterling bills in India-are, in 
appearance, different, but, in reality, identical. It is suggested that the purchase 
of sterling bills should in future be the normal method of remitting funds to 
London, and the sale of rupee bills reserted to under exceptional circumstances. 
For the adoption of this course two reasons can be given. In the first place, the 
Government of India should, in respect of remittances, be emancipated from the 
control of the Secretary of State. The latter should, while sending his estimates 
to India, state the amount that he is likely to require the next year, and leave the 
que&tion of remittances entirely to the unfettered discretion of the Government 
of India. The Controller of Currency, who is in charge of the ways and means 
programme in India and England, will, from time to time, have to decide the 
amount that should be transferred from India to England. He will, of course, in 
these matters, as he does in all others, act under the orders of the Finance 
Member, and both of them will, in choosing the time and amount of the purchase, 
be guided by the need of keeping the Secretary of State supplied witlI adequate 
funds and the condition of the Money Market In India, for the interpretation of 
which they will, necessarily, rely on the advice of the experts. The remittance of 
funds has an important effect on the working of the Indian Currency System, the 
Money Market in India, and the rate of exchange; and it is highly desirable that 
in all matters affecting these important interests the centre of gravity should be 
shifted from London to Delhi. It is not necessary to add that in making these 
sterling purchases, the authorities in India should not seek to modify the rate of 
exchange, or otherwise produce an impression of their own choice on the Money 
Market. Their main object should be to place funds in London as eoonomically 
as possible and in realiSIng it they should follow the lead of the market, and not 
set the pac~ themselves. This course is also preferable for another reason. Even 
from the point of view of trade, it is more oonvenient that the Exchange Banks 
should be able to sell sterling bills in India than rediscount the sterling bills, 
which they buy in India in the London Money Market, and with the proceeds buy 
Council Bills or Transfers from the Secretary of State. The latter course, 
obviously sets in motion a very complicated train of events, which can be easily 
avoided by the Government of India .purchasing the st~rling bi~ls for m~vin.g their 
funds from India to England. ThIS met~od of makmg remIttances IS SImpler, 
and has the advantage of giving the Government of India the opportunity of 
takincr initiative in the e."{ecution of their ways and means estimates. The tra­
ditio;al practice of selling oouncil drafts for meeting the home charges should, 
therefore, be abandoned, and in its place the method, which is commendable on 
account of simplicity and suitability to the local conditions, substituted. 
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VIII. 
22. The conclUSIOns of the Memorandum may, for the sake of convelllenee, 

oe urIefiy summarIseu. IndIa should endeavour to have Gold ~tandard, and bhc 
is III a pOSItIOn to establIsh It at once, but for the fact that It is exceedlllgly dif­
ferent to fix the gold value of the rupee. A number of confiictlllg consHleratlOns 
have to be taken llltO account III comlllg to a deCISIOn, and tLe economIC conditlOn::. 
of the world are not stable enough to make it pOSSible for a suitable rate to be 
selected. It IS, therefore, best to leave the exchange to Itself, and in the mean­
whIle making prOVISIOn tor the expanSIOn ot currency by charglllg a selglllorage 
varylllg d~rectly as the rate of exchange and inversely as the gold value of SlIver. 
The Paper Currency System should be managed to realise the advantage 01 
economy and elastICIty. The maXImum of fiducIary Issue should be fixed, but 
changed from tIme to tIme as the CIrcumstances of the case may require. The 
lllvestments in the P,aper Currency Reserve should partly consist of the SeCUrItIes 
of the Government of India, but the bulk of them should be temporary and take 
the form of the purchase of the bIlls of exchange and short-dated foreign 
securities. The total amount to be lllvested III thIS form should be determined 
from time to time provided the prescribed maXimum is not exceeded. It is not 
necessary to maintain a separate Gold Standard Reserve. It should be merged 
in the Paper Currency Reserve WIthout any delay. A well-co-ordinated llanklllg 
System can, by increasing the turn-over of money, realise the advantage 
of economy and should be developed. The normal methods of makIng remIttances 
to England should be the purchase of sterling bills in India. 

23. In conclusion It IS necessary to emphaSIse a very Important conSIdera­
tIOn. It IS admItted that there IS a deep-rooted and WIdespread SuspiclOn that 
the polIcy of the Uovernment ot lndla In regard to Currency and hxchange I"; 

dICtated by conSIderatIOn 01 lllterests other than those of India. The .l!'InallCC 
Member conSIders that thIS SUSpICIOn. IS untounded, and tells us that he ardently 
wI&hes for knowledge WhICh may help hIm to combat It. It IS easy for hIm to 
trace thIS suspICIOn to Its source, and take steps to remove thIs" bar to eftectlve 
co-operatIOn. " SIr Stanley Reed III hIS evld.ence before the BabIngton-SmIth 
CommIttee referred to " the mountalll of mIsunderstandIng " WhICh had been 
reared up by the secrecy WIth WhICh the Secretary of State controlled the IndIan 
currency polIcy, and put III a.vlgorous plea for publicity III all matters relating 
to Currency and Exchange III order that " the truth WhICh was mterned in the 
archIves of IndIa Office" mIght have the chance to prevail. He suggested that 
the Secretary of State should, as far as possible, dIvest himself from the manage­
ment of IndIan Currency and Exchange. ThIS is the only way III WhICh thIS cloud 
of SuspiCIOn can be dispersed. The Flllance Member may contend that in matters 
of currency policy there can be no conflict of interests though there may be dillerence 
of oplllion, but It is not possible for him to conVInce the public that exerCIse of 
such complete powers by an authority so far removed from India and, to quote 
from SIr Stanley'S evidence once more, " surrounded by, and naturally amenable 
to, lllterests WhICh are not IndIan III theIr Ideas and alms" cannot be perverted 
to serve the interests of those who unlIke the Finance Member himself, do not 
always " put the lllterests of India first, second, and last." The Finance Com­
mittee, on whose adVICe the Secretary of State naturally relies in currency 
matters, contallls members who are connected with large banks in tbe city of 
London. It is considered undesirable that men connected with the Big Five 
should have anything to do with the management of the Bank of England, in 
spIte of the fact that even in that case there is room for difference of opinion 
though none for any difference of motives. This has given rise, in the words of 
Hartley Whithers, "to one of those anomalous absurdities so common in 
England," which disqualifies for membership of the Bank Court anyone with an 
expert knowledge of banking. The Finance Committee has practically a decisive 
voice III the questions connected with the transfer of funds, allotment of Council 
Bills, lllvestment of reserves, and treasury balances, and the pursuance or sus­
pension of a particular policy with regard to the rate of exchange-matters in 
which the banks are vitally interested; and it is really too much to expect that 
they, in giving their advice to the Secretary of State, will always keep the best 
int~rest~ ~f Indi.a in view; ~hey would be m.ore than h1l:man if they, in $iving 
theIr OpInIOn on Issues, whICh Involve the questIOns of locatIOn and use of illlUions, 
do not often succeed in convincing themselves that their interests are identical 
with the interests of India. Even if they can take their stand on an elevated 
level, and subordinate their interests to that of India, it is almost impossible to 
make the Indian public believe that they have performed this remarKable feat. 
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The remedy of the evil is not the abolition or reconstitution of the Finance Com­
mittee, but abdication of all powers over matters connected with the Indian Cur­
re~cy . and ~xchange by the ~ecretary' of State. This should not be made a con­
tititutlOnal Issue. It may not be possIble to put statutory limit on the powers of 
the Secretary of State in this respect, but India should by convention, if not by 
law, be guaranteed that in these matters the Secretary of State will pursue a policy 
of non-mtervention as far as possible. The belief that India's curreIjlCY p()licy is 
dictated from Whitehall in the interests of the London Money Market will do 
more to endanger the good relations of India and Great Britain than the similar 
belief with regard to India's fiscal policy has done or can do. It makes it impos­
sible to secure a dispassionate consIderation of the complex currency problems or 
have the necessary atmosphere for the successful working of a currency policy, 
even though it may be formulated in the highest interest of India. It is, there­
fore, a matter of primary importance that the Secretary of State should virtually 
let the Government of India and the Indian Legislature determine the principles 
on which the Indian Currency System should be based, and authorise the con­
stitution of a body fully equipped for its duties, to which should be assigned the 
work of the day-to-day management of the Currency System. 

24. This body may, in the absence of a better title, be called the National 
Currency Board. It is not possIble here to work out in detaIl the constitution or the 
functions of this authorIty. It will COnsISt of members nominated by the Govern­
ment, and their number may vary from seven to nine. The Government should be 
represented by two members, one of whom wIll, of course, be the Controller of 
Currency, and the other may be the Finance Secretary. The non-official members 
tihould represent banking, busmess, and general interests. Indians should have a 
distinct majority in the composition of this body, though any political pressure to 
pack it with men belonging to a particular party or holding certain views should 
be strongly resisted. The Board should have a non-official and preferably an 
Indian Chairman, and its own office and Secretariat. A permanent administra­
tive officer of the rank of Deputy Controller of Currency should be the Secretary 
to the Board. It should practically be in charge of the working of the whole cur­
rency system, though the ultimate responsIbihty for its soundness and efficiency 
must rest on the Government of India. It should declare the seigniorage to be 
charged for the fresh issue of currency, manage the Paper Currency System­
take custody of the securities, decide questions of temporary investments within 
the provision of the law, and see to the proper distribution of the cash reserve­
a<,lvlse the Government of India in effecting it!? home remittances, and work the 
arrangements for the purchase of silver for coinage. All purchases of silver for 
the Government of India should, in future, be by open tender to be delivered in 
Bombay. The Board should, if the members nominated to it are men whose repu­
tation and knowledge inspire confidence, be able to dispel most of the prejudices 
that have accumulated round the Indian Currency System, and prepare the way 
for introducing such changes as experience and knowledge of its working may 
suggest or make inevitable. It is absolutely necessary that the existing difficul­
ties" of arriving at and carrying through the policy most truly beneficial to 
India" be removed by an arrangement which will dIsarm all suspicion, and be 
considered satisfactory by those who are in a position to form an intelligent 
judgment on questions ?f <;!urrency and Exchange. As thin~s .are, it is impos­
sible to promote clear thm~mg on these matters, or carry co~vlctIon merely by the 
inherent soundness of partIcular proposals. 'Ve badly reqUIre an atmosphere free 
from the mist of doubt and distrust. The National Currency Board should be 
able to create it. 
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ANNEXURE TO THE MEMORANDUM. 

Table showing the Index Numbers of Exports and Imports, the actual rates 
of Exchange and Parity rate from 1873 to 1924. 

(NoTE.-FDr exports and imports average of 1865-6 to 1874-5 is the base and 
parity rates have been calculated by taking the rate of 1873 as the base.) 

Year. Export. Import, 

\ 
1~65-66 to 1874-75 ... 100 100 
1875-76 .,' '" ... 105'62 118'18 
1876-77 ,,' ... ... 110'93 113'64 
1877-78 '" '" ... 118'58 125'76 
1878-79 ... ... . .. 110'78 114'55 
1879-80 ... ... . .. 122'2 124'85 
1880-81 ... . .. . .. 135'6 160'9 
1881-82 ... ... . .. 149'02 148'99 
1882-83 ... . .. .. 151'78 157'58 
1883-84 ... . .. . . 160'31 167'27 
1884-85 ... ... . . 151'36 168'78 
1885-86 .,. ... . . 152'51 168'48 
1886-87 ... ... . .. 160'85 187'18 
1887-88 .. , ... ... 164'62 196'97 
1888-89 .. , ... ... 176'43 210'42 
1889-90 ... .., ... 188'11 209'67 
1890-91 ... ... 182'22 218'09 
1891-92 _ .. ... ... 196-67 210-39 
1892-93 ... ... ... 193'8 200-79 
1893-94 ... ... --- 193-64 233'39 
1894-95 ... ... .., 198'02 222-79 
1895-96 ... ... ... 207-87 221 
1896-97 ... ... .. . 189'05 230-64 
1897-98 ... .., ... 177-51 223-15 
1898-99 ... ... ... 205-07 218-48 
1899-1900 ... ... ... 198-33 228'18 
1900-01 ... ... .. . 195'84 245'12 
1901-02 .. - ... ... 227-07 269'03 
1902-03 ... ..- ... 235'25 260'03 
1903-04 . - ... ... 279'11 280'57 
1904-05 ... _ .. ... 286-76 316-39 
1905-06 .. - .. .. , 292-42 339-72 
1906-07 .. - ... ... 321'85' 355-42 
1907-08 ... ... ... 322'69 414'06 
1908-09 ... . .. . . 278'44 390'24 
1909-10 ... . .. ... 341-75 371-67 
1910-11 ... ... ". 381'75 405-15 
1911-12 ... .. - .. . 412'69 436-52 
1912-13 .. - .. - ... 447'65 504-91 
1913-14 . . . .. .. 452'75 586-06 
1914-15 .. , ... ... 331-22 439-18 
1915-16 ... ... .. . 362'84 418-73 
1916-17 ... ... . .. 449-64 455-27 
1917-18 ... ... .., 445-27 495 
1918-19 ... .. - ... 464'22 -!>71- 39 
1919-20 ... . .. ... 605 671'89 
1920-21 ... .. , . .. 486-83 1053-24 
1921-22 .. , .. 452'09 856'33 
1922-23 ... ... ... 574-67 746'03 
1923-24 ... ... ..- 660-67 788-73 
1924-25 ... .. - . .. 643-58 705'03 

I -

NOTE.-A graph of these values IS also attached,-

Rate of 
Exchange, 

-
2l'04 
20'499 
20'81 
19'93 
19'895 
19'96 
19'888 
19'572 
19'53 
19'347 
18'318 
17'46 
16'93 
16'389 
15'562 
17'999 
18-833 
15-026 
14-556 
13-100 
13-4 
14'433 
15'366 
15'972 
16-069 
15-981 
15-982 
16'022 
16-047 
16'045 
16-042 
16'087 
16'031 
15-931 
16'037 
16-06 
16-083 
16'059 
16'069 
16-009 
16-082 
16-147 
16-496 
17-497 
21-691 
20-66 
15'85 
15-76 
16-5 
16'006 

• Not printed, 

Parity rate. 

-
20'6 
21'25 
18'4 
16'5 
16'2 
17'0 
18'2 
21'2 
18'6 
16'8 
1G'7 
15'8 
15'15 
14'4 
14'4 
14'55 
14-8 
13-5 
la-I 
12'4 
1~ 
11-2 
11-0 
13-4 
14·a 
13'0 
12-8 
13'1 
14-0 
13-1 
13-35 
12'05 
11-75 
10-7 
12'0 
12'85 
12'5 
12-5 
11'95 
11-7 
14-3 
14'8 
18'0 
17-2 
15'05 
18'0 
13-25 
11'2 
11'8 
12-35 
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APPENDIX 16. 

Letter from the Secretary, The Chamber of Commerce, Bombay, to the Joint 
See,retaries, Royal Commission on Indian Currency and Finance, 
No. 2491/213, dated the 24th November, 1925. 

My Committee have carefully considered the terms of reference of the lWyal 
CommIssion on Indian currency, and I am now instructed to place before you the 
written evidence which they wish to submit. 

2. At the outset, I am to say that my Committee are unanimously of opinion 
that the time is now ripe for an attempt to be made to solve the problems affecting 
Indian Currency and Exchange; pending the re-establishment of the Gold 
Standard in the United Kingdom my Committee felt, and repeatedly emphasized, 
that it was undesirable that any attempt should be made to arrive at a solution 
of India's particular problems, both because of the uncertainties surrounding 
world gol!I values and because of the extent to which the foreign trade of India 
is financed in sterling. My Committee were of opinion that it would be most 
undesirable to attempt definitely to link the rupee with gold until such time as 
the stability of gold values throughout the world appeared reasonably assured, and 
the United Kingdom was in a positio~ to re-establish a gold standard. While 
my Committee recognise that the United Kingdom has technically not yet fully 
restored her gold standard they feel that sufficient progress has been made in this 
direction to warrant India giving consideration to her own special problems of 
Exchange and Currency, with a view to_ effecting stability of the one and institu­
ting a more automatic system of the other. 

3. My Committee have considered very fully the problems i:pvolved, and I 
am to lay their views before you under five main headings, viz.:-

(a) The Standard in relation to which the rupee should be stabilised. 
(b) The Ratio between the rupee and the standard of value. 
(c) The Currency Department in India and in London. 
(d) The -Remittance business of the Government of India. 
(e) The Gold Standard Reserve. 

THE STANDARD. 

4. Inasmuch as gold is the world's standard of value my Committee are of 
opinion that stability of the rupee in India must connote stability of purchasing 
power in terms of gold, and they therefore feel that stability of the rupee can only 
be assured by basing the rupee on gold. My Committee have discussed the com­
parative importance of stability in internal prices and foreign exchange, and 
while they agree that it is desirable that internal prices should be as stable as 
possible in relation to the currency, it would appear to them to be impossible to 
ensure complete stability of internal prices, which must be subject to influences 
which do not affect external prices, and they consider it of prior importance that 
Indian Exchange should be stabilised in relation to the world's standard of 
value. 

5. Agreeing as they do that gold should be the standard of value on which 
to base the Indian Currency, my Committee have considered whether it is advis­
able that India should revert to a gold exchange standard, or whether she shou~d 
attempt to instal a full gold standard and gold currency, and I am to say that 
they consider it desirable, with a view to stabilising exchange that India should 
ultImately have a full gold standard and gold currency. 

In arriving at this conclusion, which corresponds with the views they have 
advocated for a gre~t many years, my Committee have been influence~ by several 
considerations, 'laz.:-

(a) The more automatic nature of a full gold currency makes a strong 
appeal to the commercial community, which would naturally be glad to see 
any form of management of the country's currency and exchange policy 
restricted as far as possible. 

(b) They feel that a gold standard and gold currency, if gold could 
be made to circulate, would probably have a relatively greater stabilising 
effect on internal prices than a pure rupee currency working under a gold. 
exchange standard. 
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(c) They feel that a gold currency, divorced from hoarding influenccs, 
would be more easily capable of contraction than a rupee currency, inaslllul'h 
as rupees are neither exportable in the same manner as gold, nor meltahlt· 
without loss, and this capacity for contraction should have the effect if} 
the long run of producmg greater stability. 

(d) They are of opinion that a gold currency would probably have 
the effect of Imparting confidence in banking amongst the people of Indi.l 
as the result of the knowledge that gold could always be obtained III 

exchange for a cheque. In this connectIOn my Committee would prefer 
to ~ee the use of cheques rather than of currency notes encouraged in India, 
and if their premise is correct it follows that the use of cheques would 
be promoted, and this would in its turn give greater elasticity to the cur­
rency from the point of view of the volume of credit being increased. 

(e) My Committee feel that more actual goM would be imported illtn 
India unaer a full gold standard and currency than under a gold excha 1Ig't' 

standard, and that this would automatically ensure the accretion of greater 
real wealth in terms of the world's standard of value. 

(f) My Committee feel that the rural population prefers gold to silver, 
and they consider that this, coupled with the strong political demand fIJr 
gold in India, is a factor which ShOl,lld be taken into consideration. 

6 My Committee realise that a gold standard and currency would be more 
costly to maintain than a gold exchange standard, and that In Europe it is eOIl­

sidered uneconomical to dissipate gold reserves in actual currency, but they fecI 
that in this respect India cannot be judged solely by Western standards, and that 
the mentality of the average Indian must be taken into consideration 

7. My Committee have given consideration to the problem of hoarding in 
India, and while they agree that a gold currency in its first stages might incrcaRc 
the tendency to hoard, they would point out that the gold exchange standard haH 
not stopped the hoarding of the precious metals in the past, whilst it is more than 
possible that familiarity with a gold currency and the knowledge that gold could 
be obtained at will in exchange for a token coin would ultimately promote the 
confidence necessary to reduce the tendency to hoard. 

8, My Committee have further discussed whether there is a real risk with 11 

gold currency in circulation that gold would not be forthcoming for export whell 
required except from the Paper Currency Reserve, for if it could be shown that 
this would be likely to occur, there would exist, of course, an argument of some 
weight against a gold currency, for contraction would become difficult to effect; 
but while an expression of opinion on this point can at best be conjectural my 
Committee would point out that a falling exchange normally follows crop failures 
and the swinging of the balance of trade against India, and that under these cir­
cumstances it is more than probable that the people would be forced to part with 
a portion of their gold. 

9. If a full gold standard and currency were in operation my Committee 
are agreed that a necessary concomitant would be legislation prOVIding for the 
compUlsory conversion of rupees Into gold or gold into rupees, on demand, but 
they feel that it would be unsafe for Government to accept the full responsibility 
of converSIOn of rupees into gold WIthout in some way limiting the issue of silver 
rupees or the issue of notes against a backing of silver, for not only would it 
appear necessary to limit the liabilIty of Government in this connectIOn, but{ also 
it is doubtful whether the objective of a real gold currency could ever be achieved 
as long as there was no limit to the coinage of rupees. The advisability of con­
tinuing to purchase unlimited stocks of silver, which can alter in value in terms 
of gold, and the fact that an unlImited number of token coins in circulation may, 
by their very number, and the fact that they are unlimited legal tender tend to 
depreciate the value of the rupee even under a gold standard, are factors which 
my Committee consider should be seriously considered. • 

My Committee do not subscribe to the theory·that a gold currency cannot 
exist unless the major portion of the circulating currency consists of gold. They 
hold that the adoption of the principle of convertibility Into gold would in itself 
ensure the existence of a gold currency. But at the same time they are of opinion 
that the full advantages of a gold currency cannot be obtained merely by increasing 
the gold element in the silver currency. The actual circulation of gold, coupled 
with the acceptance of the principle of convertibility would, they feel, tend to 
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give greater stability to internal prices, and also to encourage banking, so that 
allY mean!:! to secure thooe ends, such as the hmitation of the coinage of rupees, 
would appear worthy of consideration. They wish it to be understood, however, 
that they do not advocate the limitation of the issue of rupees solely in order to 
force gold into circulation, or in such a manner as deliberately to contract the 
volume of circulating currency. In short, they would be opposed to anyattempt8 
being made to force gold into circulation. 

They appreciate that the meeting of all demands for gold might eventually 
entaIl the melting down of a portion of the silver currency, and they have con­
sidered whether Government would ever find themselves, as a result, in such a 
position as to be unable to meet a sudden demand for rupees~ but as the adoption 
of a full gold standard would of necessity have to take place very gradually they 
are of opinion that such a position would be unlikely to arise. 

10. My Committee are inclined to the view th.at the sovereign is too large a 
coin to circulate freely in India, and they would prefer to see a smaller coin 
minted in India. 

11. I am to say, however, that while my Committee are of opinion that India 
8hould ultimately have a full gold standard and currency they appreciate that 
there are many and obvious dIfficulties in the way of the immediate attainment 
of that object. They therefore recommend that as soon as possible a transition 
period should be inaugurated, during which a gold exchange standard should be 
in operation, and that Government should endeavour during this transition period, 
by the creation of sufficient gold reserves in India, to place India in a position 
ultimately to adopt a full gold standard. 

12. With regard to the gold exchange standard that should be ill operation 
durlIlg the transitIOn period, my Committee are of opinion that to ensure as com­
plete a stability as possible and to render the system as automatic as possible it 
would be necessary to fix both high and low gold points, and for Government to 
undertake, by statute, to convert rupees into gold or sterling, at their option, on 
demand. My Committee are of opinion that It would not be safe for Government 
to undertake full conversion into gold at this stage. 

THE RATIO. 

la. In discusslIlg the questIOn of what should be the ratio between the rupee 
and the standard of value, consideratIOn must be given to the extent to which the 
rupee can be called a token COlIl. My CommIttee are of opinion that the rupee IS 
to all intents and purposes a token coin, which for many years prior to the 
findings of the Babington Smith Committee represented the fifteenth part of a 
sovereIgn. Theoretically the ideal token coin should never vary in its ratio with 
the standard of value, and its bullion value should be low enough to permit of 
this stability, but the problem of the exchange value of th~ rupee is complicated 
by the fact that for generations before it became a token coin the rupee was a 
standard of value, and is still looked upon as such in many parts of the country, 
and, moreover, that it is unlimited legal tender. 

My Committee submit not only that the bullion value of the rupee is, because 
of its universal use, somewhat greateI'l than that of most token coins, but also 
that the gold value of the silver contents of the rupee, owing to its unlimited 
issue, is a factor that must influence the ratio between it and the standard of 
value. 

14. The fixing of the ratio at 2s., following the recommendations of the 
Babington Smith Committee, has been proved in the light of subsequent events 
to have been premature, for this ratio has almost from the beginning been inopera­
tive, and the subsequent rapid fall in exchange to below Is. 4d. was only to be 
expected, but it is interesting to note the manner in which the gold price of silver 
influenced that Committee in its decisions. 

The rise in exchange from the Is. 4d. level in 1923 to the Is. 6d. level. at which 
it stands to-day, was clearly due to a series of favourable trade balances, and 
might have been prevented by the liquidation of those balances with impol ts of 
gold, 

(a) If the ratio between the rupee and gold had been such as to permit 
of gold being bought and tendered in exchange for rupees. 

(b) If sufficient gold had been available for this purpose. 
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(c) If it had been considered prudent to expand the currency to the 
extent of the imports of gold that would have been necessary. 

(d) If it had been considered safe to allow the percentage of the gold 
value of the silver rupee to increase. 

My Committee have held throughout that it was inadvisable to make any fresh 
change in the ratio until such time as gold prices and values showed real sIgns of 
stability, and, because of the extent to which Indian foreign trade is conducted in 
sterling, until it had been found possible to restore the gold standard in the United 
Kingdom. Consequently, tliey have been opposed hitherto to any fresh change 
being made in the present inoperative ratio of 2s. But apart from that they 
would point out that the free export of gold from the United Kingdom was not 
permitted until early in 1925, when exchange was already at over Is. 6d., so that it 
is improbable that sufficient gold would have been forthcominfS as long as the 
control of ;gola lasted to have enabled the rate of exchange to De kept down at 
Ls. 4d., even had the ratio been altered from 2s. to Is. 4d. lAnd, as it would 
appear to have been impossible for Government under its statutory limitations 
to have sold and coined sufficient rupees against purchases of sterling securities 
to have ensured the rupee remaining at Is. 4d., it appears to my Committee that 
the rise to Is. 6d. was inevitable. (See Appendix A-Average Exchange Rates, 
and Appendix B-Imports of Gold Coin and Bullion.) 

15. The question for consideration now appears to be whether there is any 
justification for an attempt being made to stabilise exchange at its former ratio of 
Is. 4d., or whether it is advisable to stabilise it at its present level of Is. 6d. or at 
any other level. 

In discussing this matter my Committee have given the fullest consideration 
to the question whether a change -in the ratio of a token coin involves any section 
of the people of India or any part of India's commercial activities in hardship or 
loss, and they are agreed that any alteration in the ratio, which has as its effect 
an increase in the gold value of the rupee, must, to the extent that a complete 
adjustment of internal prices fails to take place, result in indirect taxation of a 
large section of the agricultural population, and must also be detrimental to local 
industries, and inasmuch as my Committee are of opinion that a country's main 
obligation is to its internal debtors they agree that every effort should be made to 
stabilise exchange at a figure as near the original ratio of Is. 4d. as possible. 

But they would point out that a return to Is. 4d. would involve :­
~a) A large expansion of the currency. 
(b) A rise in the internal price level. 
(0) Losses to Government in connection with the payment of home 

charges, external debt, &c., which might or might not be balanced by 
increased customs duties and greater prosperity. 

These considerations in themselves are sufficiently serious, and in particular my 
Committee liave grave doubts whether in the event of the balance of trade con­
tinuing heavily in favour of India and the ratio being brought down to Is. 4d. 
it would be possible to adjust the balance by means of gold imports without 
expanding the currency to a point that might be dangerous; and my Committee 
would also point out that when the rupee was fixed at Is. 4d., the gold value of 
the fine silver contents was 1l·333d., i.e., 71 per cent. of the currency value, while 
to-day the gold value is 12285d., or about 68 per cent of the currency value, 
whereas if the ratio were to be reduced to Is. 4d. the percentage would at once be 
increased to 77 per cent Therefore, taking into consideration on the one hand 
the increased c9st of production, and the fact that it is improbable either that 
the price of silver will return to its pre-war low levels or that the gold value of 
the silver in the rupee will recede from its present level, and on the other hand 
that it is not impossible that the price of silver may rise and that it would appear 
impossible. at all events for many years to come, that the rupee will ever be 
displaced as a form of currency to such an extent that the value of its silver con­
tents will no longer continue to he a factor affecting the ratio between it and the 
standard of value, my Committee are of opinion that it would be a grave risk to 
allow its bullion value to approach any nearer to its currency value than it is 
to-day. In this connection, I am to express the view of my Committee that an 
alteration in tke issue or fineness of the rupee should not be considered as a pos­
sible solution of the difficulty I have set out, for any debasement of the rupee 
would, in the opinion of my Committee, cause the gravest distrust in the whole 
fabric of the currency. 
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16. The conclusion my Committee have arrived at therefore is that it is 
desirable, as soon as possible, to alter the ratio from its present 28. level to that 
of 1s. 6d. Unless the 2s. ratio is altered it is clear that automatic currency con­
ditions cannot be restored. The level of 1s. 6d., on the other hand, would appear 
to my Committee to be one that will ensure a free flow of gold into India, and 
they feel ~easonably confident, now that the United Kingdom has returned to :l 

gold standard, that the low gold point of 1s. 5 13J16d. can be safely maintained. 

CURRENCY DEPARTMENT. 

17. My Committee have discussed whether it is desirable that the control 
and general management of the Currency Department in India should remain 
as at present or whether it should be handed over to the Imperial Bank of India. 
The work an.d responsibilities involved would appear to embrace:-

(a) Issue of notes and their' cancellation. 
(b) Registration of notes of high denomination. 
(0) Provision and control of metallic and other reserves. 
(ll) Management of currency chests and sub-chests in all large 

centres and in up-country treasuries and sub-treasuries, including the 
transfer of funds. 

(e) The supply of currency of required denominations to the public 
and to up-country treasuries and sub-treasuries. 

(/) The provision of sufficient currency of each denomination, metallic 
and paper, including small coin. 

(g) The handling of claims on half, mismatched, and imperfect notes. 
My Committee are of opinion that the Imperial Bank of India could not under­
take this work unless they were permitted to absorb the personnel of the Currency 
Department, and, moreover, that a transfer of this nature would entail the 
making of a fresh agreement between the Government of India and the Imperial 
Bank of India in which the safeguards necessary to ensure the correct function­
ing of the new department could be providedl for. 

Provided that the absorption of the Currency Department's staff is possible, 
and that such a fresh agreement between the Government of India and the 
Imperial Bank of India were made, my Committee are of opinion that the co­
ordination between Banking interests and the Currency Department, and tlie 
elimination of dual control that would result from the transfer, both of which 
would tend to promote greater efficiency and elasticity in the working of the 
department, would result in advantages sufficiently solid to make the transfer 
desirable. 

18. My Committee are satisfied with the present denomination and currency 
of the note Issue. 

19. My Committee would prefer an automatic increase in the volume of 
currency to any system giving a slow and steady annual addition irrespective of 
the volume of trade. 

GOVERNMENT REMITTANCES. 

20. Inasmuch as the Government of India must be responsible ultimately 
for the support of the gold exchange standard and for all book profits and losses 
on exchange in connection with Government remittances, my Committee are of 
opinion that Government remittances should remain under Government control. 
At the same time, they feel that it would be impossible for the Imperial Bank 
of India to manage the Currency Department in India with any degree of 
efficiency or confidence unless it were permitted not only to operate the high and 
low gold points under the gold exchange standard, but also to exercise a fair 
measure of discretion in the remittance of Government funds between the gold 
points. The exercise of these functions by the Imperial Bank of India would 
tend, in tlieir opinion, to give a very desirable continuity of control and would 
enable the commercial community to keep in closer touch with the Currency 
Department My Committee feel that it would not be impossible for the Govern­
ment of India to maintain the ultimate control which in their oppinion is desir­
able, and at the same time not to interfere unduly with the Imperial Bank of 
India in the execution.of its duties, and they would like to see the remittance 
business of the Government of India managed by the Imperial Bank of India 
under these conditions. 
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But, whether the Currency Department is handed over to the Imperial Bank 
of. India or whether Gove~n!llent continues to manage it as at present, my Com­
mIttee are strongly of OpInIOn that Government remittances should be effected 
by means of public tender, either in London or in India, rather than by private 
purchases of sterling, as the former method is more equitable, and promoteil fI. 
greater feeling of confidence In the minds of the public. 

PAPER CURRENCY RESERVE. 

21. ~ My Com.mittee are satisfied with the present sta~utory limitil J~overnin~ 
the fiducIary portIOn of the paper currency reserve. WhIle the n1l'talhc buckiJI" 
provided would appear to be ample, they would not like to see this percentag~ 
reduced. 

22 My Committee would like to see the management and investment of the 
paper currency reserve both in India and in London in the hands of the Imperial 
Bank of India 

23 Whether there is a full gold standard or a gold exchange standard. my 
Committee are of opinion that the home payments of the Government of Inc1i:l 
will continue to make it necessary for a branch of the paper CUrr(-'Ilcy reserve to h<­
held in London. This branch should in their opinion be under the control of th<­
Imperial Bank of India. 

24 My Committee have considered whether there are any methodil, as yet 
untried in India, of providing for greater elasticity in the currency, and their 
opinion, expressed very generally, is that the only sound method of providing for 
such elasticity lies in the application of the American method, i.e., the re-dis­
counting by the Imperial Bank of India of up-country trade bills or hundies 
already discounted by smaller country banks and the use of these bills or hundies 
as a backing for the issue of paper currency. This method, however, clearly 
depends on the growth of banking in India, and my Committee are not prepared 
to recommend that such trade bills or hundies, when discounted direct by th<­
Imperial Bank of India, should be used in the same manner. 

For the present, and as a last resource, if a further expansion of the currency 
is felt to be an absolute necessity, my Committee think that it might be well to 
explore the possibility of using demand trade bills or hundies diilcountN) hy tllf' 
Imperial Rank of India as a backing for the issue of paper currency 

[GOLD STANDARD RESERVE. 

25. Since my Committee have already expressed their opinion that the gold 
exchange standard should remain in existence for several years to come, it follows 
that they advocate the retention, for the present, of the gold standard reserve 
They have considered whether it would be advantageous to keep a whole or a part 
of this reserve in India, but they are of opinion, in view of the purpose for which 
this reserve was formed, that the balance of advantage lies in keeping the whole 
of it in London. They would recommend, however, that it should be kept in the 
custody of the Imperial Bank of India and that the investment of the fund should 
be managed by that body. 

26. My Committee are agreed, after examination of the trade figures for 
the periods 1910-13 and 1921-25, and particularly in view of the slump year of 
1921 when the nett adverse balance against India amounted to £31t mi11ions, that 
the figme of £40 millions would appear:to be adequate for the purpose for which 
the gold standard reserve was formed They reoognise, however, that what may 
be oonsidered adequate to-day may be inadequate in a few years' time under 
changed conditions, and they submit therefore that no definite limit should be fixed 
to the amount to which the reserve should be accumulated 

27. My Committee have already expressed their opinion that the introduc­
tion of a full gold standard and currency could only be effected gradually, that 
the first step towar!fs its accomplishment would have to be the replacement of a 
part of the present paper currency reserve in India with gold, and that in the 
transition period Government should undertake. by statute, to convert rupees into 
gold or sterling. 

To convert the gold standard reserve completely into gold under these cir­
cumstances would appear to my Committee but an unnecessary tax on India's 
resources They recognise. if a gold exchange standard is to be the final obiect 
to be achieved, that it would be fundamentally sounder for the reserve to be held 
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in gold, but they feel, if a full fold standard is to be aimed at, that the necessity 
for the conversion into gold 0 part or the whole of the gold standard reserve 
should be governed to a large extent by the progress m'ade in converting part of 
the paper currency reserve into gold, for presumably with a full gold standard 
the necessity for the separate existence of the gold standard reserve would cease. 

While. therefore, they would be prepared to see a part of the gold standard 
reserve gradually converted into gold, they feel that this converSIOn should be 
dictated by current circumstances and not laid down as a necessity. 

28. As regards the use of this reserve, my Committee are of opinion that it 
should be used by the Imperial Bank of India, for the support of exchange, in 
consultation with the Government of India. 

ApPENDIX A. 

Al'erO(/f E3Jchange Rates, Bank,~ Selling 'l ele!Jraphic Tran~ters Month 
from April, 1919 to Ucto/Jfr, 1925. 

II.'IJ Month 

1919. I 922-cont. 
Month. Average Month. Average 

Exchange. E.rc/iange. 
8. d. .~. d. 

April ... 1 5H August 1 31 • 6":r 
:\lay ... 1 611 September 1 3 9 'I"!l ror 
June ... 1 7" October 1 3~ 3!I 
July ... 1 7H Novemher 1 3~2 
August 1 8 II December 1 3

n 
• :f!l tl.f 

September 1 11k: 
October 2 n·ll" 192;~. 
November 2 H January 1 41 • 
Decembt'r 2 114 

Febru,lry 1 4i!l 
1920. March 1 411":r 

January 2 4! 
April... 1 41 
May ... 1 4j!I 

February . 2 8t June ." 1 43',z-
March 2 51'(f July ... 1 "if\' April ... 2 4 Au~ust 1 363 

May ... 2 215 if4 
J U Septembt'r 1 4A 

June ... 1 11i October 1 4" 
July .. 1 101Ior 1I .. 

November 1 4~9 

August 1 IOI'if 11-1 
Dt'cembt'r 1 5l.f 

September 1 1O~ 
OClober 1 7A 1924. 
November 1 7tlr 
December 1 5 lIT January 1 5if7:r 

February 1 4"' 114 

1921. March 1 ." I III 

January 1 5T~or April ... 1 4~1 B-r 
M,\y 1 4\1 

.I<'ebruary 1 3n .. , 6:r 
1 :1r'. June .. , 1 4 ~9 

March A:r 
April ... 1 3~ July ... 1 5h 

to August 1 5i May ". 1 3llf September 1 5" June ... 1 3U 
July, .• 1 3i October 1 6

H 

August 1 41\ NovembeI 1 5H 
September 1 5u December 1 6i\-.'" October 1 4at 
NovellJuer 1 41 1925. 
December 1 4cl:r Jauuary 1 5H 

February 1 5N 
1922. March 1 5H 

January 1 351 A.pril ... 1 52. orT :fll" 
February 1 3~t May ... 1 5t: 
March 1 3lll" June ." 1 6 
April ... 1 33

6
!T July, .• 1 6/,r 

May ... 1 31
' August 1 6fi or", 

June , .. 1 335 September 1 6 9 
C"4 IT 

July ... 1 311 October 1 63"\ 3":1 
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ApPENDIX B. 

Imports of Gold Bullion and Coin into British India from 1st January, 1924 to ?,Oth September, 1925. 

... . .. 

. .. 

. .. 

. .. . .. 

. .. . .. 

. .. ... 

. .. . .. 

. .. 
I 

1924. 

Value. 

Gold Bullion. I Gold sOVereigns., Gold other coins I Total Value. 

Re. Rs. 
1,85,60,778 23,06,24.7 

49,26,013 44,82,536 
2,21,71,315 51,48,145 
2,69,37,615 24,61,850 
2,20,23,873 73,34,050 
2,12,11,036 65,75,438 
1,00,50,070 74,24,139 
3,11,23,551 97,62,800 
5,66,18,462 66,34,578 
4,98,12,262 1,48,78,074 
5,43,16,392 1,29,67,287 
3,12,88,195 1,61,33,116 

34,90,39,562 9,61,08,260 

Re. 
21,13,308 
19,08,864 
25,41,755 
7,72,679 
1,04,435 
4,00,090 

26,998 
1,48,090 

23,876 
47,942 

1,38,554 
15,100 

82,41,691 
......... ---~--

Rs. 
2,29,80,333 
1,17,13,413 
2,98,61,215 

. 3,01,72,144 
2,94,62,358 
2,81,86,564 
1,75,01,207 
4,10,34,441 
6,32,76,916 
6,47.38,278 
6,74,22,233 
4,74,36,411 

45,33,89,513 

} 
-------~-~-

1925. 

Value. 

Gold Bullion. I Gold Sovereigns. I Gold other coins I Total Value. 

Rs. 
5,35,76,245 
8,18,03,030 

12,34,04,939 
1,22,24,322 
2,61,75,202 
1,12,13,39g 
1,21,20,988 
2,27,4-1.254 
2,52,76,766 

36,85,39,145 

Rs. 
2,17,72,621 
1,24,52,618 
2,58,13,977 

12,06,715 
43,13,114 

1,21,78,781 
1,39,01,017 

38.91,974 
1,22,26,] 80 

Re. 
1,76,226 
3.81,827 
8,86,839 
2,77,089 

12,19,619 
2,98,426 

13,464 
8,35,87X 

16,25,527 

Not yet available. 

10,77,56,997 57,14,895 

Re. 
7,55,25,092 
9,46,37,475 

15,01,05,755 
1,37,08,126 
3,17,07,935 
2,36,90,606 
2,60,35,469 
2,74,72,106 
3,91,28,473 . 

48,20,11,037 
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APPENDIX 17. 

Statement of evidence submitted by }lr. B. F. Madan, of Bombay. 
The terms of reference to the Commission are (1) to examine and report on 

the Indian Exchange and Currency System and practice, (2) to consider whether 
any modifications are desirable in the interests of India, and (3) to make recom­
mendations. 

THE SYSTEM. 

We shall first see what the system was. As a matter of fact, there was no 
well-thought-out system. Steps were taken from time to time that tended to the 
establishment of tlie Gold Standard in India, but they were disconnected, and the 
bearing of any r.articular step on the whole was not very clearly appreciated 
by those responsIble for it, but, by 1913, we had muddled through somehow to a 
system which the Royal Commission on Indian Finance and Currency of 1913 
described as a Gold Standard. This Commission carefully examined the system 
and practice then in vogue, and their findings provide a most valuable indication 
of what the system was. They found that 

56598 

1. The History of the previous 15 years (i.e., 1898-1913) showed that 
the Gold Standard had been firmly secured in India (paragraph 223, IV). 

2. The Indian System, as the crisis of 1907-08 revealed it, is a Gold 
Standard supported by Gold in Reserve with a Currency in internal use 
composed mainly of rupees and notes (paragraph 50). . 

3. Experience has further shown that though in origin and 
machinery the Indian Currency System, based on what is now known as 
the Gold Exchange Standard IS different from the Currency Systems of 
such oountries as Russia, Holland, Japan or Austria-Hungary, yet, in 
actual ,Practice, these latter systems are not very different from that of 
India (paragraph 51). 

4. There remains the argument that without gold in active circula­
tion India's Currency system must remain a 'c managed" system, it being 
implied that a managed system is a bad system. The idea with which this 
managed system is contrasted seems to be the system of the United 
Kingdom, where fresh supplies of the only unlimited legal tender coins, 
the sovereign and the half-sovereign, can be obtained at will by anyone 
who takes gold to the Mint for coinage. In our opinion this oontrast is of 
no value. There does not appear to us to be any essential difference 
between the power to import sovereigns at will, and the power to have 
gold coined into sovereigns in India (paragraph 66). 

5. The idea of a gold mint has been pressed on the ground that it 
would increase the amount of gold in circulation . . . . The· idea 
that such a Mint would give India an " automatic" currency, in any 
sense, which is not true of the existing power to import sovereigns at will, 
appears to us to be wholly without foundation (paragraph 71). 

6. If Indian sentiment genuinely demands a Mint, there is no 
objection in principle to its establishment, provided that the coin minted 
is the sovereIgn or the half-sovereign (paragraph 223, VII). 

7. The only point of the criticism that India's Currency System is 
managed in a sense that is not true of the Currency of the United Kingdom 
lies in the fact that the rupee is a token passing at a value above its 
intrinsic value, and at the same time is unlimited legal tender. It is true 
that it is not practicable even to consider the limitation of the amount 
for which the rupee is legal tender . . . . (but) it is not, in fact, 
possible for the Government of India to manipulate the Currency for 
their own ends (paragraph 66). 

8. The prioo of Is. 4id. for Council Bills approximates the normal 
gold export point from London to India (para~aph 33). 

9. Act XXII of 1899 making the sovereign and the half-sovereign 
legal tender throughout India at 15 rupees to the £ remains the only statu­
tory provision for the rating of the rupee at Is. 4d. and has the effect of 
providing a statutory means of preventing the rupee from rising above the 
par. of Is. 4d. (paragraph 21). 

10. In 1906, difficulty in meeting the demand of rupees led to the 
formation in India of a Special Reserve outside the Paper Currency 

K 
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Reserve. This Reserve was needed in order to prevent the possibility of 
the exchange value of the rupee going to a premium over Is. 4d. through 
a failure in the supply (paragraph 30). 

11. We advise that the Government should definitely undertake to 
sell Bills in India on London (Reverse Bills) at the rate of Is. 3-29/32d. 
per rupee whenever called upon to do so to the full extent of their resources 
paragraphs 101 and 2'23, XLI). 

From the above it will be seen what the system in India was up to 1913, 
accordmg to the Chamberlain Commission. 

We see 
1. That it was what is known as the Gold: Exchange Standard. 
2. That this was really a Gold Standard supported by Gold in 

Reserve with internal circulation mainly in rupees and notes. 
3. That the rupee was a token and was equal to the fifteenth part 

of the sovereign, i.e., Is. 4d. gold. 
4. That Is. 4-ld. was the upper gold point and Is. 3Hd. was the lower 

gold point. 
5. That it was a part of the system that the rupee should not be 

allowed to go over Is. 4d. 
6. That the system permitted of our Currency being as" automatic II 

as in the United Kingdom. 
7. That it was not possible for the Government of India to mani­

pulate the Currency for their own ends. 
The Chamberlain Commission came to the conclusion that the system as 

found by them was not essentially different from the Currency System of the 
United Kingdom and gave their benediction to it, adding that " although the 
belief of the Committee of 1898 was that a Gold Currency in active circulation 
was an essential condition of the maintenance of the Gold Standard in India, 
the history of the past 15 years had shown that the Gold Standard had been 
firmly secured without this condition" (paragraph 223, IV). 

The Committee of 1898 above referred to is what is commonly known as the 
Fowler Committee and this is what they said on the subject of gold in 
circulation :-

" Weare of opinion that the habit of hoarding does not present 
such practICal difficulties as to justify a permanent refusal to allow 
India ~o possess the normal accompaniment of a Gold Standard, viz., a 
Gold Currency" (paragraph 51 of their Report). 

" We are in favour of making the British Sovereign a legal tender 
and a Current Coin in India. We also consider that at the same time 
the Indian Mints should be thrown open to the unrestricted coinage of gold 
on terms and conditions such as govern .the three Australian branches of 
the Royal Mint . . . . Looking forward as we do to the effective 
establishment in India of a Gold Standard and Currency based on the 
principles of the free inflow and outflow of gold we recommend these 
measures for adoption (paragraph 54 of their Report)." 

This most important recommendation of the Fowler Committee was unfortu­
nately brushed aside by the Chamberlain COIIimission, and it is to this most 
serious defect in the Indian System that have to be attributed many of the serious 
errors in practice that the authorities fell into in the past ten years, errors that 
have cost this country immense losses and have dIsorganised the trade and 
industry of the country. The view taken by the Chamberlain Commission that 
gold in circulation was not necessary was based on the fact that the Gold 
Exchange Standard System seemed to them to have worked in every essential 
particular just as well as a Gold Standard would, and in addition seemed to have 
saved India an appreciable sum in the way of charges for movement of gold to 
and from India to adjust the Balance of Trade, and brought further profits to 
the country in other ways. They naturally assumed that the system would be 
worked honestly, and could not foresee how much easier it was for Governments 
to manipulate such a system to tide over their immediate difficulties. The 
experiences of the past ten years have unfortunately provided ample proof to 
the contrary. 
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THE PRACTICE. 

We shall now examine what the pre-war practice was. A close examination 
reveals that it was not based 011 any clear understanding of the system. This 
was noticed even by the Chamberlain Commission, who remark in their Report 
that .. the system actually in operation had never been deliberately adopted as 
a oonsistent whol~, nor did the authorities themselves appear to have had a clear 
idea of the final object to be attained, and that to a great extent this system was 
the result of a series of experiments" (paragraph 45). 

But even the Chamberlain Commission do not seem to have been entirely free 
from the same charge, as they too talk of the" profits" on the coinage of rupees, 
and they too mix up Currency Reserves with the Balances of the Secretary of 
State. The pre-war practice will be more easily understood by an examination of 
the various measures then taken, and by pomting out their analogy to what 
would have had to be done under a real Gold Standard System. 

The first step in going over from a Silver Standard to a' Gold Standard 
necessarily was the decision to close the Mints to silver and to issue fresh 
currency only against gold. Even here the mistake was made of doing this at a 
level several pence higher than the level that would have been justified by the 
current price of silver, and this inflicted on this country five years of great 
misery, until the Exchange could be screwed up to 1s. 4d. This was of course 
done on the recommendations of the Herschell Committee of 1893, but reading 
their Report one cannot help coming to the conclusion that, in their recommenda­
tions, they gave far greater weiglit to the real or supposed difficulties of the 
Government of India, and to the assumed impossibility of raising fresh revenues 
by taxation, than to the correct scientific solution of the problem placed before 
them. It is necessary to point this out, because it was similar considerations 
of expediency that led the Babington-Smith Committee into its Himalayan errors, 
and It is similar considerations that are being put forward to-day to once more 
divert attention from the correct scientific aspect of the problem. However, the 
first step was taken as above, and paved the way to an accumulation of gold in 
the Reserves. 

The next step was to try to force this gold out into circulation, but this 
effort failed as rupees oontinued to be demanded, and at one time sovereigns as 
well as notes went to a discount. Failing to understand the correct significance 
of this :phenomenon, the authorities jumped to the conclusion that the people of 
India did not want a Gold Currency and that it was best to send the gold back 
to England. However, to meet the persistent demand for rupees, it was decided 
to coin more rupees and give them out against tender of gold. The so-called 
'I profits" of thIS coinage were to be kept in a Special Reserve. The very word 
'I profits" in this connection shows that the authorities had no clear Idea of 
what thEly had embarked on. The position really was this. If gold was tendered 
to the Currency Office and Notes were asked for, then all the 16d. tendered 
would go into the Reserve, and a piece of.paper-a Note-would go out, and the 
gold would have to remain there until the Note came back for encashment. 
Similarly, when it was rupees that were called for part of the 16d., say lld., 
would go out -as a piece of silver, and the rest would have to remain in the 
Reserve, to meet encashment in gold of this silver Note when it happened to be 
presented. But the authorities considered it to be .. profits" and a part of it 
was actually diverted to railway building. 

So little was the true function even of the Gold in the Paper Currency 
Reserve appreciated that when Indian Exchange became very weak in 1907-8 and 
Gold was required to adjust India's adverse Balance of Trade, the authorities 
could not make up their minds to give it, although the Fowler Committee had 
clearly laid down that while the Government of India should not be bound 
by law to part with its gold for internal purposes, they regarded it as the 
principal use of a gold reserve that it should be freely available for foreign 
remittances whenever the Exchange fell below specie pomt. Under an effective 
Gold Standard this would have automatically taken place. Under the Gold 
Exchange Standard the authorities evidently thought there was no obligation on 
them to do it. The same want of appreciation of the true function of this gold 
had led to the Reserves being invested in British securities, and the hesitation 
to give gold out was probably due to difficulty in realising such securities, because 
there was a monetary crisis raging at the same tirr(e in Europe and America. 
However, after some hesitation sterling was offered, and sales were continued 
until exchange again became steady and recovered to within gold point. It was 

IiRIiQR ..,.. .. 
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the Chamberlain Commission that first definitely laid down that Government 
should undertake to sell Bills in India on London at Is. 3Hd. per rupee whenever 
called upon to do so and! thereby indicated the action that should be taken in 
the Gold Exchange Standard System when the lower gold Point, I.e., India's Gold 
Export point was reached. Henceforth, Council Bills were to be sold at Is. 41ld. 
and sterling received by the Secretary of State for India, and l~serve BIlls sold 
at Is 3Hd'. and sterling paid oot by the Secretary of State, in the same way as 
Gold would have come in or gone out at one of these two points, and it was only 
then that the claim that the Gold Exchange Standard System was the same as a 
real Gbld ~tandard with gold in Reserve, had any justihcation. 

There were two separate Reserves. There was the Paper Currency Heserve 
and there was the Gold Standard Reserve. The gold in the former was that 
which came in to be tendered In exchange for Indian Currency whenever the 
Balance of Trade was favourable. The Gold in the latter was the so-called profits 
on new, coinage. The real functIOn of either of these Reserves was never clearly 
understood. We have already seen that it was not clearly understood by the 
authorities that Paper Currency Gold was for conversion of the note issue 
for liabilities to be met outside India, i.e., conversion of internal ourrency into 
international currency, but the authorities did awaken to a true appreciation 
of it later on. However, so far as can be seen, the true function of the other 
Reserve, viz., the Gold Standard Reserve has never been clearly appreciated. 
There seems to have been no recognition anywhere of the fact that thIS Reserve 
was fDr conversiDn Df the other Notes-the Notes printed on silver-if they came 
back in some big crisis to be converted into international currency. Both these 
Gold Reserves against our Note Issue (paper as well as silver notes) were regarded 
merely as a fund from which the Government of India and the Secretary of 
State were to meet their sterling obligations in the event of a falling off in the 
demand for Council Bills, and it was even thought that the latter (the Gold 
Standard Reserve) could be legitimately invested in the building of Railways. 

It was also decided to keep both these Reserves in London, on the ground 
that they would in any case be wanted in London, and it was needlessly expensive 
to allow, the gold to first come to India, and then be shipped back to London, and 
accordingly the rates for Council Bills were so adjusted as to divert all gold from 
India to London. This has been one of the sorest points with Indian publIc 
opinion, and the Babington-SmIth Committee tried to conciliate it by recommend­
ing that the whole of the Gold in the Paper Currency Reserve, and one-half of 
that in the Gold Standard Reserve should be peld in India. However, what we 
are now concerned WIth is the method of the diversion of gold from India to 
London. 

This diversion was effected by means of Sales of Council Bills, and naturally 
resulted in sales of far larger amounts than was needed to cover the Home 
charges for the year, whenever the Balance of Trade in India's favour was very 
large. There was bitter controversy over this procedure. On the one hand it 
was contended that suoh oversales unnecessarily transferred larger amounts from 
India to London than was necessary to meet the requirements of the Secretary 
of State, and that such balances were then lent out at very cheap rates to the 
Lonoon money-market and benefited that market at the expense of India, where 
the withdrawal of such funds was considered to be one of the causes of high 
rates in the country. On the other hand, it was contended on behalf of Govern­
ment that the extra sales were made by Government in order to Jupply up to 
the limit of their power the demands of trade for funds in India. It was also 
urged that Government ought to take advantage of such heavily favourable years 
to remit extra ampunts against a possible lean year that may follow. 

Both the above arguments showed that those who took part in this contro­
versy did not understand the correct bearings of the Gold Exchange Standard. 
The Chamberlain Commission seems to have had a clearer idea of what was 
happening as they say that" If the empense and waste involved in the shipment 
of sovereig.ns from India to London is to be avoided, it is necessary for the 
Secretary of State to sell sufficient drafts, not merely to meet his own require­
ments on Revenue and Capital Accounts, but also to satisfy the demands of trade 
up to such an amount as will enable the Balance of Trade in India's favour 
over and above the amount of the Home Charges on Revenue and Capital 
Account to be settled without the export to India on private account of more gold 
than is actually required in India for absorption by the public" (paragraph 176 
of their Report). However, even the Chamberlain Commission did not seem to 
~ufficiently appreciate the real significance of these operations, because they 
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remark (in paragraph 178) that "the interests of trade were indeed of high 
importan~, but that it was not the business of Government to favour trade at 
the expense of general Revenues." This would seem to show that in their opinion 
trade was being favoured which was clearly an error. They then lay down (in 
paragraph 179) that " the risht view is that the extent of the sale of Council 
Drafts depends on the reqUIrements of Goovernment whether immediate or 
I>rospective," and that " if the Government were to exceed their requirements, 
they would! lay themselves open to the charge of manipUlating Government funds 
for the benefit of trade (para~aph ISO)." This last remark shows that even the 
Chamberlain Commission faIled to see that unlimited drawings up to the full 
requirements of trade, i.e., up to the full extent of the surplus trade balance, 
was a necessary element of the Gold E:J)change Standard System with Reserves in 
London. If the Reserves had been allowed to be held in India, the Secretary of 
State would never be asked to sell a single rupee more of Councils beyond his own 
requirements, because trade could take gold to the Currency Office in Bombay or 
Calcutta, and there would be no need for them to go to the Secretary of State, and 
that, therefore, all talk of convenience or of benefit to trade was misleading. 

Let us now examine the argument of the other side, i.e., of those who contended 
that immense sums were needlessly transferred from India to London, and deprived 
the Indian money market of funds to which it was lelPtimately entitled. These 
people also failed to understand the correct a:{>plicatlOn of the Gold Exchange 
Standard, and they too, therefore, failed to pmnt out the real evil, from which 
they somehow felt that they suffered. What happened was this. If the !Gold 
Exchange Standard had been allowed to freely operate, all Council Bills over and 
above the amount required for the year for Home Charges would liave been under­
stood to be, and treated as, substitutes for imports of gold to India for tender to 
the Currency Office. Therefore, fresh ()Urrency would have come out into circu­
lation against all such Bills, and the proceeds of such Bills would have gone, not 
into the balances of the Secretary of State, but straight into the Paper Currency 
Reserve. This would have provided the automatic expansion of the circulation 
that the trade then required. Instead of this the excess Bills were treated as 
additional remittances for the ordinary requirements of the Secretary of State, 
and ne fresh currency came out of the Currency Office until Government here 
found itself short of funds. The result was that there was a transfer of funds 
from credit of Government to credit of banks. Not a rupee was added to the 
existing supplies in the shape of additional coinage or additional note issue, the 
automatiC' expansion of currency was prevented, and trade and industry felt the 
piIlC'h without understanding why. If the Bills had been treated as on account 
of the Currency Department, there would hav~ been a fresh supply of fun4s in 
the Indian market, while the proceeds of such BIlls would not have been permItted 
to go on the short loan market in London, but would have been held in gold in the 
Currency Reserve or invested on behalf of the Currency Reserve. 

. Failing to appreciate the true significance of excess Council drawings the 
Chamberlain Commission have also failed to give the correct lead in the matter 
of the amounts to be drawn and the rates at which they should be drawn. They 
say that" the India Office perhaps did sell Council Drafts unnecessarily at very 
low rates on occasions when the London Balance was in no need of replenishment, 
but they still did not recommend any restrictions upon the absolute discretion of 
the Secretary of State as to the amount of Drafts sold or the rate at which they 
were sold. provided that it was within the Gold Points (paragraph 223)." A 
correct application of the Gold Exchange Standard, as defined by this Commission 
itself should have led it to lay down that while the drawings for his ways and 
means requirements as budgetted for might be at the best current rate"" within 
the Gold Points, exactly as the drawings of any merchant who had liabilities to 
meet in England, the other drawings, i.e., those on account of the Currency Reserve, 
should be at the Gold Points and the Gold Points only. 

We have now seen what the pre-war system and practice was. We have seen 
that the various steps that were taken were taken at haphazard, and that there 
was no clear understanding of the system and of its working as a whole. The 
crisis of 1907-S found the authorities unprepared as to their obligations under the 
Gold Exchan~ Standard System. As the Chamberlain Commission remarks, 
.. no one in either official or unofficial circles had any experience of the machinery 
required for meeting the crisis, nor had any plans been fully worked out in advance 
for dealing with such a crisis." Hardly had the ink been dry on their Report, 

• For this, the method of pilblic tenders is the best. 
16596 Xli 
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then the war came on, and the authorities were face to face with another crisis, 
and the mistake of 1907-8 was repeated, i.e., gold was again given out for internal 
purposes, but they had to stop this very soon. Drafts on London were, however, 
also offered at the same time, and again, as in 1907-8, a little under £9 million 
sufficed to tide over the period of weakness of exchange. Both the above crisis­
that of 1907-8 and this one of 1914-15---were of a temporary Balance of Trade 
against India. The Currency System of the country had now to face a different 
kmd of crisis, viz., that of a heavily favourable Balance of Trade without the 
normal means of adjusting tEe same, as there was a general embargo on the export 
of gold by\all the principal trading countries. Once again the Indian Currency 
authorities were found unprepared to meet this eventuality, and once more the 
country had to pass through' a series of experiments" some of which have cost 
it extremely dear, and, what is still more unfortunate, the end of them is not yet 
in sight. 

After the first shock of the War had been got over, there arose an immense 
demand for Indian goods and services, and the Balance of Trade in favour of India 
began to grow rapidly. The position was abnormal, because, normally, the 
drawings of the Secretary of State for meeting India's liabilities at home would 
set off a good part of its favourable Balance of Trade, Imports of Treasure would 
set off another very considerable part, and only a small amount would remain to 
be adjusted by imports of cash (i.e., gold for tender to the Currency Office). But, 
with the progress of the War, the first was almost entirely eliminated, because the 
Secretary of State had to receive in London, by way of recoverable expenditure 
incurred bv the Government of India on account of the Imperial Government, 
very large· amounts which not only covered the Home Charges but left a large 
surplus. As for Treasure, gold was out of the question, and so the whole of the 
surplus had to be brought in, either in silver or in cash. Thelosition was further 
complicated by the fact that the Government of India ha to make enormous 
disbursements for War purposes, both on its own account and on account of the 
British Government, and very large amounts of currency were needed. As the 
condition of the masses was also much more prosperous on account of the 'Var 
demand for their goods and services, the demand for silver for ornaments was also 
daily larger. At the same time, the output of silver from the mines seriously fell 
off for various reasons. As the Indian Currency authorities never gave much 
thought to their Currency problem until they were face to face with them they went 
on issuing Currency in India against tender of Sterling to the Reserve in London, 
and went on coining and giving out rupees as long as the silver was to be had. 
If we had been on an effective Gold Standard with gold in circulation, such a 
thing would nev~r have happened. The Indian Government like every other 
gold country would have been forced to go to inconvertibility of the Note Issue, 
from the very beginning, as in Egypt, but the existence of the fraudulent rupee 
-(the token that masqueraded as the standard coin)---enabled the Indian Govern­
ment to maintain a show of convertibility of their Note Issue till well into the 
latter part of 1917 without any change in the system or practice. Silver had 
already begun to rise from the strain put on it, and in August, 1917, it had risen 
to a point where the bullion value of the rupee exceeded 1s. 4d'. The first aberra­
tion from the Gold Standard then came about. The public was gravely told by 
the Secretary of State that he could not supply further coin without loss and 
that consequently the rate of exchange had to ~e raised to Is. 5d'. The rate was 
fmther raised by successive stages to as much as 28. 4d'. by December, 1919, on the 
same ground, viz., that of loss on coinage of rupees at the then rate of silver. The 
authorities seemed to have clean forgotten the findings of the Chamberlain Com­
mission. They seemed to have forgotten that India had been placed on a Gold 
Standard and that the rupee was only a token-<mly a note printed on silver-and 
that if the material on which this note was printed proved too dear, the right 
way was to use other or cheaper material. That the highly intelligent men in 
charge of our Currency System should so easily fall into such gross error is 
sufficient proof of the deceptive nature of the GoIa EXGhange Standard System. 
I was among some of the first of those whose raised their voice in protest against 
this heresy of changing a unit in a gold' Standard System on the ground of a change 
in the value of silver, but, as mentioned above, the authorities went complacently 
on their way. What they could have, and should have, done is described in mv 
Memorandum, submitted to the Babington-Smith Committee, of which I attach 
a copy herewith, and to which I be~ to refer. It is noteworthy that, a little later 
on, when !'lilver touched a higher level, other countries including England had 
exactly the same problem to face in respect of their own token currency, and we 
all know how they faced it. 
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.The next ~portant stage in the practice lWas reached with the Report of the 
Babmgton-Smith Committee. The terms of reference to this Committee were :-

" to examine the effects of the War on the Indian Exchange and 
Currency System and practice, and on the position of the Note Issue, and to 
con~ider whether, in the light of this experience and of possible future 
varl~tions in the price of silver, modifications of system or practice may be 
reqUlred, and generally as to the policy that should be pursued with a view 
to meeting the reqUlrements of trade, to maintaining a satisfactory 
monetary circulation and to ensuring a stable Gold Exchange Standard." 

This famous Committee came to the conclusion that the price of silver was 
likely to remain high, very high, for many years, that it could not in any case fall 
below G. $1 per oz. for years, and that the rate of the rupee would have to be at 
least Is. 6d. gold to fit in with this price of silver. (They have not told us what the 
price of silver had got to do with a gold Unit as the rupee undoubtedly was in the 
Gold Standard System, but this is only by the way.) But while this Committee 
was still sitting, Exchange had been put up much higher, and it seems to have 
aroused ambitions in influential quarters of putting India back to 2s., which was 
the coveted goal in the early 'nineties, and the return to which was being urged in 
Anglo-Indian circles ever since 1917. Hence Is. 6d. was not good enough. The 
opportunity of putting the rupee up to 2s. was too good to be missed, and so this 
famous Committee decided to recommend 2s. and they regale us with sophistries 
to justify this course in paragraph 43 of their Report. 

To further justify this most unwarranted course they went into an argument 
about prices, which be it remembered, did not form any part of their terms of 
reference. They forgot that India was not the only country that was suffering 
from high prices. England suffered still more, anc;l yet no one in England liad 
dared even to suggest that there should be only 12 shillings in the £ instead of 20. 
Th6 'British public would never have tolerated such humbug, but apparently any­
thing was good enough for India. This Committee was very emphatIcally warned 
against hasty action in the then abnormal circumstances, but they had apparently 
a mandate not to disperse without definitely fixing a new rate, and so, fix it they 
did. The warning I refer to above, came amongst others from the representatives 
of the Exchange Banks who appeared before that Committee to tender evidence. 
This is what they said-

Our opinion is that the conditions we have been going through during 
the last four years-the war period-have been absolutely artificial in every 
way; they are artificial to-day, and it hardly seems reasonable to suppose 
that in the light of artificial conditions you are going to upset a system 
which has been in force with much success from 1893 to 1914. It seems 
unreasonable to do that in the light of the artificial conditions which have 
been ruling, and which have not yet disappeared. We feel that it is 
absolutelv necessary to fJe't back to a; state of normality before any attempt 
is made ~n any way to alter principles laid down in 1893 and as. brought 
up-to-date in the Chamberlain Commission. Report of 1914. In view of 
the experience that we have been through during the last four years, we 
cannot see any ground whatever for making a drastic change in India's 
c.urrency System. 

And again 
·When things begin to move in India, they move very quickly, particu­

larly in a financial way j we have all had experIence of that. As to the result 
of what the changes may be, it is impossible for any of us to foretell, but 
when a change comes, it comes very quickly, and you may then look at a. 
thing from a totally different perspective to that in which you look at it 
to-day. Your perspective to-day is warped; you are living in an artificial 
atmosphere. If you get away from that, your horizon may be totally 
diff€'rent from what it is to-day. Judged in the light of things as they 
appear to-day, I would not say lor a moment that we should formulate or 
attempt to formulate an opinion now as to what the permanent policy 
should be, which you may have to bring into force three years hence. It 
would be a waste of time in my opinion. 

It was mOEt fortunate that the Babington-Smith Committee decided in spite of it 
all to fix some rate at once. Even this Committee did not feel itself on very sure 
ground as it hedged in its recommendation by saying that--

" If contrary to expectation, a great and rapid fall in world prices 
were to take place, and if the costs of production failed to adjust themselves 

..,. . 
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with equal rapidity to the lower level of prices, then it might be necessary 
to ronsider the problem afresh." . 

Yet in spite of it all, they thought it incumbent on themselves to fix some rate. 
because forsooth " postponing such action would entail prolongation of Govern 
ment control." They evidently considered such control very undesirable, but it 
was their own rash fixing of a new rate that led to such undesirable control over 
currency for another six years 

I would beg to refer once more to my Memorandum to this Committee, where 
I have sho~n from previous history why silver prices (and incidentally commodity 
prices too) were bound to come down (paragrat>h X, pages 5-7). I do this only in 
order that it may not be thought that I am trymg to be wise after the event. The 
whole t.rend of the Commitee's inquiry was in the direction of finding arguments 
for a pre-conceived opinion, otherwise the very fact that the great rise in the 
prices of food-grains in the latter part of 1918, which naturally affected the 
general price level, was very largely due to the serious and widespread failure of 
crops in that year, and to which the Committee's attention had also been drawn, 
should have made them pause I do not wish to tire the present Commission with 
further remarks, on the shortcomings of this Committee, and will, therefore, point 
out that the most important currency consideration, viz., the sanctity of the 
standard unit, does not find any place in their considerations, nor do they seem 
to have perceived even distantly that the change they proposed would vitiate all 
contracts and would operate as a fraud on one of the parties to such contracts. 
Both in the matter of the standard unit and of high prices the action of England 
for its own currency was most circumspect, and is- in strange contrast to the haste 
exhibited in the case of India. It has even been alleged in the press that-

" the error of the 1919 Committee would not have been perpetrated but for 
the accident that one member was absent from its sittings when the most 
important evidence from India was given and on his return he rushed his 
colleagues into a sudden conversion to the two shillings rupee." 

If this is at all correct, it shows how lightly questions so momentous to the whole 
economic fabric of India have been treated in the past. 

We now come to the next stage, which will ever remain a blot on the Currency 
administration of this country. The Secretary of State at once accepted the 
recommendations of the above Committee, and issued certain orders for effect to 
be given to them, the result of which was that there was a most criminal dissipation 
of India's Currency Reserves through sales of Reverse Bills, Post Office Money 
OI'derb, Sales of Gold, etc., etc., the loss on which must run into enormous figures. 
I do not wish to take up any space here in a discussion of these most unfortunate 
operations, and would refer the Commission to a work called" A Chapter in 
India's Currency History" of which I beg to attach aJ copy herewith. I would 
also urge that the correspondence between the Secretary of State and the Govern­
ment of India re Exchange and Currency for this period be called for, so that the 
Commission may see how far each step was ;ustified by the circumstances of the 
situation, and who it was that was really responsible for these disastrous 
operations. This suggestion is not put forward by way of mere idle curiosity. I 
shall not be surprised if it tUl'ns out that persistence in the sales of Reverse Bills, 
etc., in spite of strong public protests, was forced on the authorities here by the 
India Office in spite of themselves, and, if it does turn out to have been tlie case, 
the Commission may find it necessary to make recommendations that will free the 
Currency System from India Office domination in the future. The only other 
remark I would here make is that the operations undertaken for the establishment 
of their new ratio were very amateurish, and showed a clear lack of appreciation 
by the authorities of the working of the Gold Exchange Standard System. It 
was again a series of experiments inflicted on poor India. 

'Ve now come to the next stage. The frantic efforts made during the above 
operations had most miserably failed, and the rupee could not be maintained at 2s. 
gold, but went crumbling down to Is. 10d. sterling by September 1920, which at the 
cross rate of the day was even less than 16d. gold. The disasters so far wrought 
might be put down by some to errors of judgment in the then abnormal circum­
stancef> all over the world, but nothing could justify the next step, viz., the change 
of the ra.tio in the Indian Coinage Act and in the Indian Paper Currency Act 
which was carried through in spite of and after all these failures, and at a time 
when Exchange was already back to 16d. gold. I would ask the Commission to 
look into the correspondence for this period, and see who it was that was 
responsible for forcing througli this new ratio in spite of all that had happened. 
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One oi the members of the then Legislative Council-Mr. R. D. Tata-most 
earnestly prayed for only a postponement of this action till the following Session 
of the Assembly, but it was of no avail, and the new ratio was put on the Statute 
Book. The speeches of the Finance Member who piloted the two Bills through the 
Council are full of fallacies, which once more show how little the Indian Currency 
authorities understood the system they were working. However, we need not go 
into these here. 

There was now provided a most potent instrument for rigging up Exchange 
by preventing automatic expansion of currency on the basis of 16d. gold. Previous 
currency history clearly shows that India needs an expansion of a few crores year 
by year, and that this was the case not only during the period before the closing of 
the mints, hut also ever since 16d. became effective in 1900. This one factor alone 
would slowly but surely have contracted the circulation, and forced exchange up 
to the point aimed at. But as in 1897, the authorities found it too slow, and so 
not only was further expansion prevented, but contraction ot existing supplies was 
also step by step carried on, as shown in Chapters 6 and 7 of my book " India's 
Exchange Problem," of which I beg to hand in a copy herewith and to which I beg 
to refer. 

To repeated representations to Government that the Bill might be once more 
amended and the 16d. gold ratio restored, there was only one answer, viz., that 
world conditions ;were abnormal, and they thought it best to wait. Meanwhile 
contraction of the circulation steadily went on, and the money market became 
tighter and tighter, but ,Government continued to claim that they were doing 
nothing, that the rise of exchange was natural, and that the money tightness was 
what had happened frequently before in the busy season. I do not wish to tire 
this Commission with extracts of these replies, and will, therefore, content myself 
with indicating the attitude taken up by Government since 1923 with regard to 
the restoration of the pre-war rate, as it has an important bearing on the issues 
the Commission has now before them. In March 1923 the T. T. on London was 
about Is. 41a. sterling, and the cross rate being about 4'68 this rate was equal to 
only about 15!-d. gold. A return to Is. 4d. gold began to be now advocated from 
other quarters besides the Indian Merchants' Chamber, and Prof. Jevons of Alla­
habad, who probably had as great a share as any other man in the happenings of 
1920, showed in a series of articles to the Times of India how deflation had been 
carried on, and advocated a return to 1s. 4d. gold. In July of the same year the 
Times of India had a special cable from London, which said among other things 
that-

II the general impression that the India Office authorities have now in mind 
a policy of stabilizing the rupee at Is. 4d. is held to have been exercising a 
strong influence since early spring and preventing a renewed rise (in the 
rate of Council Bills)." 

A couple of months later, i.e., in September 1923, the Indian Merchants 
Chamber addressed the Government once more and urged the restoration of the 
pre-war ratio. But Government had always the same stereo-typed reply. 
Exchange was then at about 1s. 4-hd. sterling which at the cross rate of the 
day of 4'55 equalled only about 15i-d. gold, so that the ratio of Is. 4d. could have 
been easily restored on the Statute Book even then, without adversely affecting 
any interests whatsoever. But evidently the authorities wanted the rate to be 
screwed up as high as it could be aone without drawing too much attention 
to the process. 

We now come to another stage in the manipulations. The Bombay Chronicle 
in its issue of 10th October, 1923, published a warning note from its London 
correspondent against attempts that were shortly to be made on India's Gold 
Reserves. On the 15th November, 1923, Government showed their hand. They 
came out with a fait accompli by announcing the transfer from the Paper Cur­
rency Reserve of £2,000,000 of gold and a substitution for the same of £2,000,000 
of securities. To those who understood how currency was being manipulated, this 
was clearly another step in the policy of deflation that had been steadily pursued 
for years. However, the public was told that it was all done to get a profit for 
India. Indians naturally wondered why the Bank of England failed to make 
similar profits for its own people by selling its o~ gold. It is difficult to say 
where the authorities would have stopped but for the great outcry from Indian 
commercial circles. 

Then came a very elaborately drafted pronouncement by the Finance Member, 
Sir Basil Blackett. It was on the 4th December, 1923, on the occasion of the 
meeting of the Associated Chambers of Commerce of fndia and Ceylon in Bombay. 
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rn this speech Sir Basil Blackett made a detailed examination of the resources 
India could command for the maintenance of the rate of Exchange, and his con­
clusion was as follows;-

" There can be no doubt that in present circumstances our Reserves 
are ample in case of need for the support of exchange to the extent neces­
sary to maintain the value of the Rupee at 16d." 

Tn the course of the same speech he explained that he would not have 16d. sterling, 
because exchange was 17d. sterling then, and, going back to 16d. sterling might 
mean inflatj.on. On the other hand, he would not declare 16d. gold to be the 
object, beca'use, if this was done, 

" an immediate tendency would set in for exchange to move towards its 
ultimate level; the future would be liberally discounted . . . export 
trade would be brought temporarily to a standstill, and, in fact, we should 
have been faced immediately by all the difficulties of an unduly appreciated 
exchange.' , 

The cross rate then was 4·35 or so, which meant that Is. 5d. sterling was equal to 
only about 15 3/16d. gold. It will, therefore, be seen that the old ratio could have 
been easily restored even then, and exchange allowed to find its own level without 
3erious hardship on anyone. The Indian Merchants' Chamber once again ur~ed 
Government to take action, and pointed out that there was no question of linkmg 
with Sterling, because in our only two Acts dealing with this particular matter 
the Rupee was linked to gold and gold only. This was in the middle of January, 
1924, when T.T. on London was Is. 51d. sterling, equal to 15d. gold at the cross 
rate of the day. Money market was getting extremely tight, and a repetition of 
the experiences of 1897-98 was only averted by the issues of fresh currency against 
deposit of sterling in the Currency Reserves in London, and of Emergency Cur­
rency issues, methods which were quite unknown 30 years ago. 

On 25th January, 1924, Government sent a reply to the above representation 
of the Indian Merchants' Chamber, in which they said that-

" on the desirability of working towards an eventual restoration of the Gold 
Standard both the Government of India and the Indian Merchants' 
Chamber were agreed, but if the ratio of Is. 4d. gold was to be achieved, it 
would be necessary to begin by removing the discount at which the Rupee 
then stood below parity reckoned at that rate." 

This would convey the impression that the old ratio could not be restored until the 
rupee was nearer parity. 

Exports were now very heavy, and as automatic expansion of currency through 
imports of gold was not allowed, and Government gave out only as much currency 
as it thought best, we were face to face with a most serious financial stringency, 
and Bank Rate touched 9 per cent. in the middle of February. The position may 
be best described in the words of a special article in the Times of India on 16th 
February, 1924 ; 

" It is reported that the Imperial Bank has already utilised to the full 
amount permissible under the Paper Currency Act, the facilities from the 
issue of Currency Notes against Commercial Bills of Exchange. Yet, in 
spite of the extra Rs. 12 crores thus made available, the cash balance at the 
Bank did not exceed 12 crores, as shown by this week's statement of affairs. 
When, by the amendment to the Act passed last year, the system by which 
the Bank was enabled to borrow from Government was extended from the 
maximum of Rs. 5 crores to Rs. 12 crores, an important advance in the 
facilities to meet tlie emergency demands for cash was effected. It might 
be asked what the situation would now be, and to what level the Bank Rate 
would have risen at this juncture had it not been for the extension of these 
f acili ties. ' , 

This correspondent then urged a further extension of the emergency issue 
powers, and, in doing so, was merely voicing the opinion in commercial circles of 
the best method of combating the stringency, because it was not understood except 
by a few that it was the prevention of automatic working of the currency that was 
the real source of the trouble. However, we shall oeal with this point when we 
consider the modifications of the system for the future. 

The starvation of the country in the matter of its currency needs was the 
topic of the day, and was brought to the notice of the Finance Member by the 
Chairman of the Indian Merchap.ts' Chamber on the occasion of his visit to that 
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body early in July, 1924, and a return to Is. 4d. gold was again urged. In his 
reply the Finance Member said ;-

" The Government's attitude is that it would be possible to pass an 
Act, here and now, to say that the future ratio of the Rupee and gold shall 
be Rs. 15 to the gold sovereign, (but) . . . as a matter of fact the ratio 
between the Rupee and gold has never yet been as high as Is. 4d. gold. 

It has been claimed in your speech, Sir, that India has been starved 
of currency in the last year, that India has not had the currency it required. 
If our idea is to reach a parity of Is. 4d. gold at the earliest possible oppor­
tunity we are, I think, open to the accusation that during the last winter 
we provided India with more currency than was necessary. . . . If we 
altered the ratio to Is. 4d. gold, as suggested, I maintain that the new ratio 
would be equally ineffective (as the 28. ratio) so long as we did not take 
further steps so to manage or manipulate the currency as to secure that the 
ratio of Is. 4d. gold were :reached and were maintained." 

[t will be seen that the Finance Member here abandons the argument lie had put 
forward at the meeting of the Associated Chambers that from the very fact of 
this ratio being made the goal " an immediate tendency would set in for exchange 
to move towards its ultimate leveL" He also begged the whole question in the last 
sentence above quoted. There would have had to be manipulation if the 
ratio was to be not only reached, but maintained, but nobody had suggested that 
this was also to be done. 16d. coulq have been made the legal ratio, and exchange 
could then have been left to find its own level. But the object of Government in 
refusing to take action was to have a chance of tampering with the rate a second 
time, as will be seen later on. 

The Finance Member took another opportunity of defending Government 
policy ,against the charge of causing grave monetary stringency on the occasion of 
the opening ceremony of the branch of the Central Bank of India, Limited, in 
Calcutta on 11th July, 1924. He then said: 

" Stringency in the money market has its roots in the facts of nature. 
In a country whIch is predominantly agricultural more currency is neces­
sarily required in those periods of the year when crops are harvested. 
. . . I am not sure, however, that the stringency last winter and spring 
was not accentuated by the very fact that the Government were known to 
have passed the new Act allowing them to increase the amount ,()f Emer­
gency Currency issued against C hoondies,' and were known to be desirous 
of mitigating stringency as far as possible. If one of the results of the 
provision of emergency facilities is to lead to the locking up during summer 
by Banks and others of funds, which they would otherwise have kept liquid 
for use in winter, the emergency provisions can contribute nothing to a solu­
tion of the problem, and we are just as well off without them." 

The recourse to seasonal stringency as the real explanation of the problem showed 
that Government did not understand the meaning of an automatic currency, nor 
appreciate the need of it. The charge on Bankers of imprudence in the invest­
ments of their funds was equally unwarranted, and it was probably this that at 
last compelled the Bengal Chamber of Commerce to speak out. 

In a letter addressed to the Government of India and dated the 16th July, 
1924, they draw attention to the serious stringency that had prevailed during the 
past busy season, and point out-

that this was due to the fact that the requirements of the country in the 
way of currency were not being adequately provided for, that it would not 
be contested that every progressive countrr required a steady increase in 
its currency year by year, that the sale 0 Council Bills did not to-day 
ordinarily result in an increase of currency, that it was only when the pur­
chases were made by the Currency Department that addItional currency 
was created, and that a supply of currency ade<l,uate to the requirements of 
the country should be the paramount consIderatIon. They thought that the 
difficulties would disappear when an effective standard was again 
established, and that the weakness of the position in the present transitional 
perioa lay in there being no provision for a permanent or at least quasi­
permanent expansion as distinguished from the seasonal increase. They 
then suggest purchases of sterlmg at the market rate ruling at any time 
when the Imperial Bank balances were unduly. low, and payment for such 
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purchases from the Currency, and further eniphasise that it should be -it 
full amount of the purchase money, and not only Rs. 10 per £ from Cur­
rency, and the rest from the Treasury, as was bemg done by Government. 

(This last refers to another of the devices adopted by Government for keeping the 
circulation rest:r:icted, and which was in direct contravention of the provisions of 
the Paper Currency Act.) The Bengal Chamber close the letter by repeating that 
"their Committee had grave apprehensions as to what the situation would be next 
cold weather unless some remedial measures were put into operation." This is 
emphatic ~vidence from European Commercial and Banking circles as to what 
the position was. They, however, refrained from pointing to the need of a return 
to Is. 4d., !l)ecause during the previous four years, the Government had adroitly 
given the agitation for a return to the pre-war ratio a political turn. and the 
European Commercial Community was perhaps anxious to avoid anything that 
tended! to add to the supposed political difficulties O'f the Government. 

As Government refused to take any action for the restoration of an effective 
iitandard in spite of all that had happened so far, the Indian Merchants' Chamber 
thought that the time had arrived for the question to be brou~ht up before the 
Legislative Assembly, and their representative in the Assembly, Sir Purshotamdas 
Thakurdas, accordingly put forward two Bills for the re-amendment of the Indian 
Coinage and the Indian Paper Currency Acts, so as to restore the pre-war ratio. 
This was in the latter part of August, 1924, and tlie Session of the Assembly ter­
minated on the 23rd September, 1924. Exchange during this period fluctuated 
between Is. 5-h;d. and Is. 5id. sterling, which at the cross rate of the day was 
equal to Is. 3Hd. to Is. 4id gold. It is most important to remember this because 
Government now claim that they cannot possibly go back to 16d. gold without 
serious injustice and hardship to various interests Any amount of hardship 
should n0't stand in the way of justice being done to the teeming millions of India, 
but if this difficulty is a real 'difficulty. Government alone is to blame, because 
they could have accepted the two Bills of Sir Purshotamdas. and India could very 
smoothly have got established once again on the pre-war ratio in September, 1924. 

But Government obstinately refused to take any action. Their object evi­
iently was to once more take advantage of the facilities that the fraudulent Gold 
Exchange Standard System gave them, and to push exchange a few pennies further 
up. I would ask the Commission to call for the correspondence between the 
Government of India and the Secretary of State, and to see who was responsible 
for this second attempt at a currency fraud in India. 

This brings me to the end of the examination of the practice since 1920. 
Briefly put, it was a constant pumping out of currency from circulation in order 
to raise Exchange, and the occasional pumping in of a few fresh crores when the 
3ituation would otherwise become too dangerous. What the goal was, and whether 
any definite goal was kept in view, it is very difficult to say without a full know­
ledge of the correspondence on the subject between the Government of India and 
the Secretary of State, but so far as can be judged from the public utterances 
quoted earlier, a restoration of the pre-war ratio was not attempted all these years 
simply because the rupee was still at a considerable discount from parity at that 
ratio, and because any hasty action would call forth the forces of speculation, and 
affect trade and industry adversely. In any case. it will be seen that Government 
was satisfied that it had very ample resources to maintain Exchange at 16d. gold 
whenever such ratio was made effective. Some time during July-August. 1924. 
this goal seems to have been given up when almost within reach, and 18d'. made 
the next goal. 

MODIFICATIONS PROPOSED. 

We shall now consider what modifications in the past system and practice I 
}onsider advisable. The first and foremost of my recommendations is 

A GOLD STANDARD WITH A GOLD CURRENCY. 

The Gold Exchange Standard Syst~m should be given up, because it was 
clearly shown in 1917-20 and again in 1924 that this system can be manipulated 
by Government for its own purposes in spite of the findings of the Chamberlain 
Commission to the contrary. We must give the country an honest standard, and 
this, under present world conditions, can only be an effective gold standard with 
a gold currency_ 
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A gold currency is absolutely necessary, so that the people of this country 
may come to know what their real standard ooin was, because it was their delusion 
that the Rupee was the Standard Coin that was responsible for the supposed 
necessity during 1917-20 of buying silver at almost any price, and giving this 
Hupee to the public. Even the authorities in charge of the currency of India do 
not seem to have understood what their currency was, as they so seriously talked 
of the impossibility of debasement and of resorting to inconvertibility in con­
nection with this token Rupee. The delusion of the masses can therefore be more 
easily understood. We have, then, to see that India hereafter has its own gold 
coin, and that it is this coin that is the only ultimate legal tender and the only 
money of account, and that all contracts (after a given date) shall be in terms of 
this money and this money only. 

THE GOLD MOHUR TO BE THE UNIT. 

In my opinion, this coin should be the Gold Mohur of 1918, which was of 
exactly the same size, weight, and fineness as the sovereign, although the latter 
may also be allowed to freely circulate in this country as full legal tender. I con­
sider a coin of our own necessary, because we must provide for gold to come direct 
to India, and must mint it here, and the minting of the sovereign in India depends 
on the British Treasury agreeing to a Branch of the Royal Mint being allowed to 
operate in this country. My fear is that, in some future crisis, this permission 
might be withdrawn, and the Indian Currency might once more become the victim 
of manipulation by some future Government for such purposes as may seem to 
them to be of most immediate expediency. . 

If smaller gold coins are considered desirable I would not have the half-mohur 
of Rs. 7;, but a unit more in consonance with Indian idiosyncracy, i.e., of Rs. 10, 
and with a special name given to it. I personally do not think such a ooin at all 
necessary. 

RELATION OF THE RUPEE TO THE MOHOR. 

The next thing to be considered is the relation of the present Rupee to this 
MohVr. I think It should be 15 to 1, as ;was actually imprinted on the reverse 
of the Mohur of 1918. Any other relation constitutes a fraud. If it was 18 
to I, it would be a fraud on all creditors, as they would have to be satisfied with 
only 100 mohurs (or sovereigns) instead of 120, to which they would have be~n 
entItled. On the other hand, 13i to I, which is the ratio at to-day's exchange 
would, if made permanent, be a fraud on all debtors, because they' would be com· 
pelled to pay 135 Gold Mohurs instead' of 120 to satisfy the same debt of Rs. 
1,800. I know the ratio of 18 to 1 is not even dreamt of to-day, but I purposely 
give both cases, so that it can be at once seen that a change in one directIOn is 
as fraudulent as it is in the other. In fact, when it is borne in mind that the 
agricultural population constitutes over 70 per cent. of the total population of 
India, and when it is further remembered that this enormous popula~ion is 
extremely poor, and is heavily submerged in debt, the very idea of increasing 
their burdens by currency manipulation cannot be tolerated for a moment by 
9.nyone who claims to have the interests of the agricultural population at heart. 

Those who advocate that the Rupee should be placed on a higher ratio than 
15 to 1 (say 13! to I, or Is. 6d. Gold) glibly talk of the Rupee being a. mere 
counter and there being no sanctity about a particular ratio, and so on. These 
gentlem'en either do not undex:stand, or they tail to give sufficient weight to the 
three different functions of standard money. Standard money is not only a 
medium of exchange, i.e., a counter that merely facilitates the exchange of 
goods and services. It is also a measure of 'l)alue and a store of 'l)alue. As a 
measure, its size should remain constant just as measures of length or weight, 
e.g., a yard or a. lb. must rema:in constan~. If the sanctity of the yard or the lb. 
is violated it leads to frauds III transactIOns that depend on these two measures, 
and in ev~ry oountry the law provides very heavy punishments for those who 
tamper with such measures. Any tampering with the standard measure of 
value is equally unpardonable. The layman. may say here. that I was perfectly 
right so far, but my argument had no applIcatIOn to IndIa's case, because the 
Rupee was to be of the same size, weight, and fineness as it ever was. Such a 
misconception is due to the fraudulent nature of the Gold Exchange Standard 
System. It is quit.e true to say t~at the Rupee coin .remains what it was,. but the 
Rupee is made of SlIver, and IndIa had been, aooording to the Chamberlam Com­
mission, firmly established on the gold standard. Therefore, ou!" $tandard 
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measure must be a gold coin of a particular weight and fineness defined by law. 
The Rupee merely represents this coin. What it was that this Rupee repre­
sented IS seen in our Coinage and Paper Currency Acts as they stood before 
September, 1920. It represented 7'53 grains of gold, and it must oontinue to 
cepresent 7'53 grains of gold. 

What I say above IS not merely my mdividual ipse dixit. We have very 
high authority for It, no less than that of the BritIsh Treasury authorities. 
rhey were approached m 1879 for an opinion on the advisabihty of raising the 
~xchange ,\alue of the Rupee, from what it then was, to 2s., and this is what they 
said in their letter to the Secretary of State for India under date 24th November, 
1879:-

"1. The proposal appears to be open to those objections to a token 
currency which have long been recognised by all civilised nations, viz.:­
That instead of being automatic, it must be managed by the Government, 
and that any such management not only fails to keep a token currency at 
par, but exposes the Government which undertakes it to very serious diffi­
culties and temptations. 

"2., It appears to my Lords, that the Government of India, in 
making the present proposals, lay themselves open to the same criticisms 
as are made upon Governments which have depreCiated their currencies. 
In general, the object of such Governments has been to diminish the amount 
they have to pay to their creditors. In the present case, the object of the 
Indian Government appears to be to increase the amount they have to 
receive from their taxpayers. My Lords fail to see any real difference 
in the character of the two transactions. 

• • • • 'c If, on the other hand, it is the case that the value of the 
rupee has fallen in India, and that it will be raised in India by the 
operation of the proposed plan, that plan is open to the objection that it 
alters every contract and every fixed payment in India. 

" This proposal is, in fact, contrary to the essential and well­
established principle of the currency law of this country, which regards 
the current standard coin as a piece of a given metal of a certain weight 
and fineness, and which condemns as futile and mischievous every attempt 
to go behind this Simple definition. 

" It is perfectly true as stated in the despatch (paragraph 41), that 
the' :very essence of all laws relating to the currency has been to give 
fixity to the standard of value as far as it is possible,' but it is no less 
true that, according to the principles which govern our currency system, 
the best and surest way, and, indeed, the only tried and known way, of 
giving this fixity is to adhere to the above definition of current standard 
coin. A pound is a given quantity of gold, a rupee is a given guantity of 
silver; and any attempt to give those terms a different meamng is con­
demned by experience and authority. 

"3. If the present state of exchange be due to the depreciation of 
silver, the Government scheme, if it succeeds, may relieve:-

" (1) The Indian Government from the inconvenience of a 
nominal re-adjustment of taxation in order to meet the loss by 
exchange on the home remittances. 

" (2) Civil servants and other Englishmen who are serving or 
working in India, and who desire to remit money to England. 

"(3) Englishmen who have money placed or invested in India 
which they wish to remit to England. But this relief will be given 
at the expense of the Indian taxpayer, and with the effect of 
increasing every debt or :fixed payment in India, including debts 
due by riots to money-lenders; while its effect will be materially 
qualified, so far as the Government are concerned, by the enhance­
ment of the public obligations in India, which have been contracted 
on a silver basis." 

The above verdict of the British Treasury Authorities is very emphatic indeed, 
and expresses without any circumlocution what the proposals of the Govern­
ment of India to raise the Exchange value of the Rupee really amounted to. The 
attempt then was to put the Rupee up from 20d., its then value as a silver unit, 
to 24d. In 1895-1900, the Rupee was actually put up from about lld., its then 
current market value as a Silver ooin, to 16d. Gold and was thenceforward a 
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token in a Gold Standard System. In 1920 they tried to put it up from the same 
16d. which was its gold value since 1900 to 24d., and to-day the idea seems to be 
to put it up from that same 16d. to 18d. and the above remarks equally apply to 
all the four cases. 

RUPEE TO CONTINUE UNLIMITED LEGAL TENDER. 

We have next to consider whether any limits can be put on the legal tender 
quality of the Rupee. I have given very considerable thought to this question, 
and have come to the conclusion that in view of the enormous amount that must 
be now in circulation or in hoards, it is not practicable to consider any limitation 
at this stage. I would, therefore, allow the existing Rupees to continue to be 
full legal tender for any amount as at present. 'When the Gold Currency gets 
firmly established in the minds of the public as the real money of India, the 
position of the Rupee can be reconsidered. I would, however, make it clear that 
this refers only to the Rupees now in existence. No fresh Rupees are to be 
coined on any account. 

As for the smaller coins, the present silver half-rupee is also unlimited legal 
tender. It should now be limited to legal tender up to Rs. 10 only, also all coins 
under one rupee, if they are to be made of silver, should be of about the same 
fineness as the present English shilling. 

THE NOTE ISSUE. 

We have next to consider the position of the Note Issue. If the coinage of 
rupees is stopped, all further expansion of currency will in the first instance be in 
Notes issued against gold. The Paper Currency Act already provides for this, 
but it should be modified to read that the issues be made against gold coin or bullion 
tendered to the Controller in British India. There is no reason why this cannot 
be done. England does not produce an ounce of gold. It is all produced many 
thousands of miles away, and can be more economically brought direct to India, 
where it can be used for the new Gold Currency. ThIS will also provide for all 
further backing to our Note Issue being in gold and gold alone, and will gradually 
build up our Gold Reserves without unduly encroaching on the gold supplies of 
the world about which there seems to be so much apprehension in certain financial 
quarters in London. 

ENCASHMENT OF NOTES. 

We have next to consider the encashment of these Notes. I propose that until 
our Reserves are sufficiently strong, the obligation to give gold for rupees or Notes 
should not be undertaken, and that the Note Issue Department should have the 
right to cash Notes, either in gold, or in silver rupees, or in both, as may be most 
convenient at the moment. This will obviate any danger of the very moderate 
stocks of gold (with which we must necessarily begin), being depleted too rapidly, 
and is no new suggestion but only an application of the practice of the Bank of 
France to our future Gold Standard System. Like the Bank of !France I would 
give gold out to all b()11,(], fide applicants for export. In fact, I would not put any 
hindrance in the way of such exports whenever they are necessary to adjust trade 
balances. As we shall have a very large amount of sterling securities in our 
Reserves when we inaugurate the system, I now propose that the practice should 
be to first use these up until the total amount of securities is entirely reJ?laced by 
gold bullion. The result will be that when India has to pa'V, it is securIties that 
:will go out of the Reserves, and when India has to receive, It will be gold bullion 
that will come in and in this way, in the course of time, all the securities in the 
Reserve will be converted into bullion without the least friction or disturbance to 
the money markets of the world. 

THE ONE-RupEE NOTE. 

As for the denominations of the Notes, I do not see need for any change 
except that I think the re-introduction of the One-Rupee Note very necessary. I 
may go further and say I think it essential to the smooth working of the new 
scheme. I was one of those who first advocated the issue of the One-Rupee Note 
as one means of getting over the difficulties of getting sufficient silver during the 
war period. It was very strenuously opposed by so-called experts, and it was 
boldly asserted that the masses would never ta~e them. These gentlemen were not 
aware that the masses did take such a Note all over the Far East. Unfortunately 
such opposition made Government hesitate till the position was almost desperate. 
Then, the One-Rupee Note was issued, and, as we know, was an immediate success, 
and did its little bit in tiding the country over the scarcity of silver. How was it 
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that the experts were so hopelessly wrong 1 It was because they argued from the 
analogy of bIgger Notes. It was well-known that for crop-moving purposes it 
was rupees that the cultivator wanted, but it was not appreciated that he dId it 
because the only Notes that would be offered were Rs. 5 or higher denommations, 
and he was sure to lose some money when he wanted to change such Notes iu hIS 
vIllage or market-town HIS requirements called for a much smaller unit, and 
hence his refusal to take Notes. Here also lay the explanation of the success of the 
One-Rupee Note. I would refer the Commission to my Memorandum to the 
Babington-Smith Committee, where I have treated the subject more fully. 

The\Retrenchment Committee of 1922-23 recommended a withdrawal of this 
Note on the score of expense and there was also a feeling in various quarters that 
the material used as well as the size were such as involved considerable losses on 
the poorer classes owing to these Notes being either lost or torn or mutilated in 
passing from hand to hand or while carried on the person. These notes were 
consequently withdrawn. The reason why I consider a re-introduction of this 
Note necessary is this: A small currency unit like the rupee is the one most suited 
to the needs of the masses even to-day in view of their very small income and their 
extremely petty disbursements, and it will have to be provided to them, for years 
to come. I would do it by the coinage of a new rupee of the same fineness as the 
present English shilling, because our rupee is nothing more than an Indian 
shilling, but this would be opposed on the ground of debasement and of .Gresham's 
Law by superficial critics, who do not understand that neither of these apply to a 
token which is circulating at much more than its intrinsic value. The only other 
way would be, to re-issue the One-Rupee Note and make the masses familiar with 
it, so that our whole system may not be jeopardized for want of silver, or of silver 
at the right price, in some future crisis like the World-War of 1914. 

If such revision is undertaken, I would urge that the needs of the masses, for 
whom alone this Note would be aestined, be more closely' studied. A lot of energy 
and ingenuity has been wasted in the past in the beautIfying of the design, and in 
making it up into coupon books, etc., etc. This shows that it was the needs and 
conveniences of the burrasahib that had received most attention. What the masses 
want is a piece of paper whicli stands all kinds of rougli usage including wet. 
which shows very plainly its denomination by a simple big figure, and which is of 
a sufficient size not to be overlooked even when crumpled up. From the point of 
view of the masses, Notes of smaller and smaller sizes on which our Currency 
Department seems to waste its ingenuity are a serious error. The size has nothing 
to do with the denomination, and I urge a reversion to very near the size of the old 
Ten-Rupee Note even for the future One-Rupee Note. 

FACILITIES FOR ENCASHMENT. 

As for the facilities for encashment, those already existing appear adequate 
so far as Rs. 5 and Ihigher denominations are concerned. If the One-Rupee Notes 
are again issued as I suggest, the facility needed will be of encashment into small 
change. In rural areas and even in fair sized towns, the money changer makes a 
charge for givmg small change, and if G()1)ernment so orgamise things that small 
change is readily available without charge for only the One-Rupee Note, I feel sure 
this Note will be immensely popular in all rural areas, while in urban areas it has 
alread) proved popular. In course of time, I expect this Note to take as important 
a place in all small transactions of daily life as the Unit-Note does in the Straits, 
China, Japan, ana. America, and now even in the United Kingdom, and coin will 
not be needed in the circulation and will remain in the Reserve. 

THE BACKING TO THE NOTE ISSUE. 

We shall now consider the question of the backing. The present position is 
roughly as follows:-

Total Note Issue. Backing. 
Rs. 190-52 crores Crores. 

Rs. 
90 09 Silver Coin and Bullion. 
57'11 Indian Securities. 
21'00 Sterling Securities. 
2232 Gold Bullion. 

190'52 

(N.B.-The above figures are as they stood on 15-10-25). 
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The go~d and sterling in the above are valued at Rs. 10 to the Sovereign or the £. 
These, If revalued at Rs. 1.5 to the Mohur, would show a much larger gold backing, 
and enable us to ~o away with some of the" ad hoc" securities now in the currency 
Reserv.e, and whIch really represent the gap caused by losses on Reverse Bills, etc., 
operations, and are not an inflation of currency agamst securities. The figure of 
57'11 crore~ is made up as below:-

Rs. 
1000 crores in 3 per cent. and 31 per cent. rupee paper at cost. 
47'11 " in Indian Treasury Bills for the nominal value of 49 65 crores. 

57'11 JJ 

As I propose placing India on an effective Gold Standard, it is desirable that the­
gold or quasi-gold backing should form the largest part of the backing. Hence on 
re-valuation of gold and sterling @ 15 to 1, the position will stand thus :- ' 

Crores. 
Rs. 

9009 
31'50 
3348 
1000 
2545 

silver coin and bullion. 
equal to £21 million in sterling securities 

" " £22 32 in gold bullion. 
Indian 3 per cent. and 3} per cent. paper. 

" TreasQry Bills. 

190 52 Total Note Issue. 

I would next provide for the Indian Securities being further reduced to the total 
of Rs. 20 crores to which they are limited in the Paper Currency Act under its 
permanent provisions. This can be done by replacing Rs. 15'45 crores of Treasury 
Bills by £10'30 million of securities to be transferred from the Gold Standard 
Reflerve, which now amounts to £40 millions. The position now will be: 

80'43 

Crores. 
9009 
2000 

{ 

33'48 
31'50 

15'45 

Silver coin and bullion. 
Indian securities (of which 10 will be 3 per cent. and 31 per 

cent. paper and 10 Treasury Bills). 
£22 32 million in gold bullion. 
£2100 million in sterling securities now in Paper Currency 

Reserve. 
£103 million in sterling securities transferred from the Gold 

Standard Reserve. 

190'52 Total circulation. 

It will be seen that after the above readjustments, there will be about. 
42t per cent backing in gold and gold securities. 
47t " . .. silver coin and bullion. 
10.. "Indian securities. 

This gIves a far stronger position than many of the countries that are now back 
to the Gold Standard can claim to-day. 

It will be noticed that I grouf gold and gold securiiies together and take 
silver apart: This is the only logica thipg to do under. an effective Gold.Sta~dard. 
Counting sII.v~r 3;s a Reserve IS mea~mgle~ .. Holdmg a larger prop?rtlon of 
Indian secuflties IS also not sound, as, m a CflSIS, you cannot turn them mto gold 
to meet international liabilities. This part of the Reserve should, therefore, be 
limited to such a fiO'ure as is deemed safe. and I am inclined to think that while we 
are holdinO' so mu~ silver, which is useless for meeting gold liabilities, it will be 
wiser to k~p Indian securites at Rs. 20 crores only. 

THE GOLD STANDARD RESERVE. 

We have next to consider the position and uses of the Gold Standard Reserve. 
I have already indicated in the earlier part of this Memorandum my view that it is 
wrong to call thi~ reserve " pro~ts " a~d t~at it ~s really part of t~e backing to 
our Silver Notes (I.e., rupees) whICh are m cIrCUlatIOn to-day along WIth the Paper 
Notes. There must be a very large amount of these Silver Notes in circulation. 

L 
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Prof. J evons in his work " The Future of Exchange" considers that in H.l22 the 
circulation of silver coin was some 220 crores. This es.timate is probably too low 
III view of the very heavy mintings between 1916 and 1920. 'Vhatever the real 
figure may be, what we have to bear in mind is that these are all potential Notc'l 
that may one day turn up for encashment in gold if something happened to upS('t 
the mind of the public It is t9 avoid this risk that I propose to leave discretion 
to Government to cash Notes in gold or silver or both. However, while such make­
shifts have to be borne with in the early stages of the Gold Standard, the object 
should be to one day do away altogether with the use of rupees except as limited 
legal tender. Therefore, provision must be made for a Reserve of gold that could 
be resorted to for this particular purpose. I have already proposed a transfer 
from the Gold Standard Reserve of about £10 million to the Paper Currency 
Reserve. This will still leave us £30 million in hand, which gives 

A Reserve in gold securities of Rs. 45 crores against silver Notes out-
standing of say Rs. 220 crores 

or a sepamte backing for these notes alone of about 31- annas or over 20 per cent. in 
every rupee. My proposal is that when the new system is inaugurated the £30 
millIon left in the Gold Standard Reserve be maintained as a separate reserve, and 
interest earnings of this reserve should be allowed to accumulate in it, while the 
interest earnings of the Paper Currency Reserve may be carried to Revenue as is 
now done, for at least the next ten years, by which time we shall be able to judge 
more accurately of the volum.e and effects of the Silver-Note circulation on our 
Gold Standard System It will follow from what I have already said that this 
Reserve will have to be held in securities, and in England, but it should be with 
the Imperial Bank of India on behalf of the Government of India. 

THE FUTURE MANAGEMENT OF THE NOTE ISSUE. 

I would also recommend that the whole of the work of the Currency Depart­
ment be handed over to the Imperial Bank of India, who will run it as a distinct 
Department just like the issue Department of the Bank of England. It will be the 
duty of this Issue Department. 

(a) To issue local currency against gold tendered to it in India at 
the rate of one rupee for every 7 5334 grains of gold.' 

(b) To hold all gold so received as part of the Currency Reserve and 
in specie; none of thIS to be invested. 

(c) To 'issue Notes against Mohurs or rupees. 
(d) To Issue gold agamst .Notes tendered for bona-fide export pur­

poses; the best index of this will be the decline of Indian Exchange to the 
Gold Export Point, i.e., no gold will be given except at that point. 

(e) To cash Notes presented for encashment for internal purposes in 
Gold or Rupees or both at its option. 

N.B -It will be seen that there will be no room for manipulation here. The 
Bank wIll only be carrying out definite instructions. 

The Banking Department will go on doing its business on present lines. I 
would make it clear that in, case the Note Issue is handed over to the Imperial 
Bank, it should not be permitted to do foreign exchange business, but should try 
and develop as the real Bankers' Bank, and should develop the real trade accept­
ance and a rediscount. market in this country with a view to greater economy in 
the use of currency. I would beg to refer the Commission to pages 9 and 10 of 
my replie" to the External Capital Committee, of which a copy is enclosed here­
with, and where this matter has been treated in more detail, as any digression 
here may appear out of place. 

BEST WAY TO MAKE SILVER PURCHASES. 

If the Commission decide to recommend the establishment of a Gold Stan­
dard with a Gold Currency more or lesS! on the lines outlined above, it will be at 
once seen that there will be no further coinage of ,Rupees, and so, no silver will 
have to Ix: purchased. I need not, therefore, discuss exist~ng methods of pur­
chase of SlIver by Government except to remark that, even m the past, it would 
have been better to call for tenders for delivery in this country. Government 
used to argue that they would thus be playing into the hands of speculators in 
India, but this was a consequence of their own unbusinesslike methods. If they 
could have foreseen their requirements by only six to eight weeks, and called for 
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lienders for delivery eight weeks ahead, they could easily have brought the whole 
silver producing world, as well as a big consumer like China, into the competi­
tion, and cornering tactics by speculators would have had no chance whatsoever. 
Their mistake lay in postponing purchases until further delay was dangerous. 

COUNCIL REMITTANCES. 

I shall now come to the question of Council Remittances. The practice in 
the past has been most unbusmesslike, and Councils to lay down funds for 
meeting Home Charges have been hopelessly jumbled up with Sterling laid down 
for fresh Currency Issues. Disbursements for Home Charges as well as for, say, 
purchases of silver, were made from the same till. I have discussed this unbusi­
nesslike system in my Memorandum to the Babington Smith Committee in 
detail, and would beg to refer the Committee to my remarks there. 

As for the future, if the Currency Department is handed over to the 
Imperial Bank, and treated by it as a distinct Issue Department, the jumble d 
currency operations with Home Charges operations will automatically cease 
The Home Charges will then alone have to be considered, and the remittances 
will simply mean that the Government of India has to lay down funds in London 
for goods or services bought by it, just as an importer might have to do for, say, 
Manchester goods. As the merchant would arrange his remittances to fit in 
with his receipts of proceeds from his customers here, so Government would 
'1lso have to fit in its remittances with its receipts of Revenue and the amount 
out of it that could be spared for remittance Home. Just as a merchant covers 
bis Exchange three or four months or even more forward, so should Government 
At present the practice is to buy ready T. T. or (which is the same thing) sell 
ready Councils. The result is that very poor rates are obtainable in the so-called 
slack season May to October. However, as a matter of fact, a great deal of 
export business IS booked just in this period by forward sales for shipment in 
November to April, and Exchange for this has to be covered. The present 
methods compel Banks to keep funds idle for a considerable time. If Govern­
ment would agree to contract for forward deliveries, better rates would be 
)btainable by Government, and the trade could have a convenient cover available 
a.t all times, and Government would be able to have a considerable part of their 
remittance requirements covered at favourable rates. I am aware of the diffi­
culty of Government having such forward contracts with individual banks or 
firms, and would recommend that all remittances be hereafter arranged through 
the Imperial Bank, subject, of course, to the control of the Finance Department 
as to the total commitmertt or the commitment for anyone month, which woulfl 
depend on Government's ways and means position as also on the dates on which 
the money is needed in London. 

I also think that it will be advisable to lay down that such remittances 
should not be allO'l.lJed to exceed in any year the requirements of the Secretary 
of State for that ye(1l1' as indicated in the Budget. There has been great laxity 
i~ this respect .in the past, mainly due to the ju~bling up of Currency operations 
'lVlth such remIttances. I would further lay It down that sych remittances 
should be at best rates, but within the {fold points. 

There is one phase of this problem that has a very close bearing on the Cur­
rency System. The authorities seem to hold to the theory that our Currency 
Reserves are meant to provide the Secretary of State with :funds whenever the 
Balance of Trade begins to go against India and Council Bills cannot be sold in 
the open market in the usual way. They seem to argue-" A merchant or 
banker could tender Notes to the Currency Department, and get gold for pay­
ments outside India. Why cannot Government do the same when it finds that 
it cannot sell its Bills even at the lower Gold Point"? I submit that there is 
an important difference. The circumstances that bridg about such adverse 
Balance of Trade mean poor trade, reduced profits, nay, eyen losses, and reduced 
finance for the merchant. These things automatically make him cancel or reduce 
his commitments abroad. They at the same time make him reduce his stocks 
here even at a sacrifice. These forces aoting on the whole body of the trade of 
the country tend to automatically set the BOlance right. A Government has no 
anxiety about losses in its operations, and it does.not get pinched for finance as 
the merchant does. and so the forces described abcve do not act on Government 
in a 'way to make it curtail its commitments. Then, again, the amounts required 
are very big, and if the Reserves were allowed to be raided for this purpose the 
whole Currency System would be put in danger. I think that the correct 'pro-

56596 L2 
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Gedure in such circumstances is to curtail commitments, but as this may fre­
:}uently be impossible, the right way to finance the operations is for the Secretary 
of State to borrow on six months or 12 months India Bills up to the amount 
necessary to make up the deficiency in the remittances, and leave trade breathing 
time to recover All past experience shows that India has always recovered in the 
very next season. I would urge the Commission to make very definite reeommen­
dat'ions on this particular phase of the Home Charges operations, as, otherwise, 
there is danger of the Currency Reserves being raided by the Secretary of State, 
.lnd the whole Gold Standard System being put in jeopardy. England to-day 
stands fn the same position to America that India does to England, and while 
India'.3 Currency Reserves were allowed to be raided between 1920 and 1924 for 
meeting India's payments in England, England's Currency Reserves were not 
only very carefully conserved, but were even very largely added to at great saCfl­
fice. This is mentioned here in order to point out what sound Currency practice 
should be, in a year of an adverse Balance of Trade, in the case of a debtor 
country, as India and England both are to-day. 

SEASONAL DEMANDS FOR CURRENCY. 

The greater part of the exports of India get concentrated into the period 
December to April, when the most important export crops happen to be 
marketed. In pre-war days there was a recurring stringency at this period. 
because Revenue collections were also heaviest in the same period, and under the 
pre-war system, the bulk of this money was kept in Reserve Treasuries, and 
beyond the reach of the money market, until it could be released by purchases of 
Council Bills. This has been all changed since 1920, when the bulk of Govern­
ment funds began to be placed with the Imperial Bank. The following figures 
will make my meaning clearer. 

TREASURY BALANCES IN INDIA. 

In the Three Presidency Banks. 
Dec. Jan, Feb. March April May 

1913-14 - 2'59 2'60 2'44 2'54 2'33 2'28 
1923-24 - 8'52 16'99 22'63 26'94 19'~2 20',5 ) 

In t1~e Government Treasuries. 
Dec, Jan, Feb, March April May 

1913-14 - 18'99 15'58 lR'40 19·J 5 21'07 19'18 
1923-24 3'12 3'21 3'13 4'21 3'16 2'91 

These figures are taken from the Reports of the Controller of Currency. It 
will be seen that in pre-war days anything from 15 to 21 crores were drawn away 
from the market and locked up by Go-rernmentJ at the busiest time of the year. 
Now it is all changed. 

The average individual in the commercial community does not appreciate 
how great a difference this change of system must make to the money market. 
He has a vague· impression that such strirrgency used to be felt even in pre-war 
days, and this mistaken general impression has been taken advantage of by 
Government to divert attention from the policy of deflation that they were pur­
suing for the last five years by making out that such stringency during the busy 
season was nothing uncommon in India. It will now be seen how misleading this 
argument is. 

To understand the real source of the trouble, we have to see how, where, and 
when, the money is wanted. The first stage is from the field to the market. This 
is almost entirely looked after by indigenous financing agencies. The next stage 
is from the up-country market to the exporting point. This is financed by funds 
remitted from the ports to the interior by the export houses. The last stage is the 
actual export and its .finance by the Exchange Banks. For this purpose, the 
Excha~e Banks lay down funds in India, by sale of Sterling or of gold to the 
Secretary of State, and the money for that part of it in excess of Home Charges 
has to come from the Currency Department. The money laid down by the 
Exchange Banks passes on to the Exporters, and through them to the 
up-country markets (the second stage) and from those markets to the producer. 
Therefore, if the Currency door was not shut as it now is, there would be no 
serious stringency even when exports were very heavy, as the Exchange Banks can 
easily take care of it all by laying down funds here to the extent of the Export 
Bills purchased by them, 
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WHEN 18 EMERGENCY CURRENCY REALLY NEEDED 1 
With the Currency door open, i.e., with f1.I1I, automatic system, there can, there­

fore, be no serious stringency so long as the loreign ae.mdlnd lor our (p!oducts 
remains good. If for some reason this falls off, i.e., if there is a serious 
trade depression all over the world and India's products are not wanted, then 
and then alone will there be any serious stringency, because in such cases 
Exchange Banks cannot lax down in India all the funds that may be needed to 
carry its unsold products tIll such time as the world is ready to take them freely 
once more. 

It is in this second case that special financial facilities would have to be pro­
vided, and it is then alone that recourse will be necessary to the issues 
of Emergency Currency, provided of course that we are again on an automatic 
Gold Standard. 

The strain of this kind of finance will be made lighter if a really free dis­
count market is developed in this country, because, then, 60 days' sight bills based 
on produce will become a favourite form for the temporary investments of funds 
by bankers all over the country. In the term Bankers, I of course include the 
very large number of indigenous financing agencies, e.g., marwari shroffs, 
chetties, &c 

As to the amount that could be made available it should not be a rigid figure, 
as is now the case; but a percentage of the figure of the total Note Issue, as it 
may have stood on the 31st March of the previous year. By this means a reason­
able relation will be established between tlie total needs of the community in the 
matter of currency and the extra assistance it may hope for, in times of serious 
stress. 

WHAT KINDS OF BILLS SHOULD BE MADE ELIGIBLE? 

There is no danger to be apprehended in such advances, because, if it is the 
right kind of bills that are discounted under these provisions, i.e., those based on 
produce or manufactures at some stage between the field and the market, they will 
be self-liquidating. 

What I am suggesting here is more or less on the lines of the Federal Reserve 
Act of the United States. In Section 13 of that Act, there is the following 
provision: 

.. Upon the indorsement of any of its member banks, which shall be deemed 
a waiver of demand, notice and protest by such bank as to its own indorsement 
exclusively, any Federal reserve bank may discount notes, drafts, and bills of 
exchange arising out of actual commercial transactions; that is, notes, drafts, and 
bills of exchange issued or drawn for agricultural, industrial, or commercial pur­
poses, or the proceeds of which have been used, or are to be used, for such purposes, 
the Federall Reserve Board to have the right to determine or define the character 
of the paper thus eligible for discount, within the meaning of this Act. Nothing 
in this Act contained shall be construed to prohibit such notes, drafts and bills 
o( exchange, secured by staple agricultural products, or other goods, wares, or 
nerchandise from being eligible for such discount; but such definition shall not 
include notes, drafts, or bills covering merely investments or issued or drawn for 
~he purpose of carrying or trading in stocks, bonds, or other investment securities, 
:lxcept bonds and notes of the Government of the United States. Notes, drafts, 
Ind bills admitted to discount under the terms of this paragraph must have a 
maturity at the time of discount of not more than ninety days, exclusive of days 
)f grace ................................. . 

The aggregate of such notes, drafts, and bills bearing the signature 
or indorsement of anyone borrower, whether a person, company, firm, or 
c0r:l~oration. rediscounted for anyone bank shall at no time exceed ten per centum 
of the unimpaired capital and surplus of said bank; but this restriction shall not 
apply to the discount of bills of exchange drawn in good faith against actually 
existing values." 

DIFFERENT TREATMENT REQUIRED FOR A BANKING CRISIS. 

There is another kind of crisis which may need such issues, such as the failure 
of the Alliance Bank of Simla. In. such crisis, people get panicky, and draw away 
their funds, and hoard them. But this is always very temporary and as soon as 
people get over their fright, mpney comes back to the usual market' channels. The 
Emergency Issue above deSCrIbed does not seem to me to be the right method of 

66696 L3 
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dealmg with it, because there is always a possibility that a trade crisis l!nd a 
banking crisis of this kind may come simultaneously. For this situatIOn, a 
remedy somewhat analogous to the suspension of the charter of the Bank of Enc;­
land is more suitable. I would, therefore, provide for a special issue up to a 
maximum of 5 crores being made on the orders of the Governor-General-in-Councll 
whenever he is satisfied on information submItted to him that the situatIOn calls 
for such an extraordinary step. 

The two issues are different in their nature and object. The first is to finance, 
produce or manufactured goods when it is temporarily impossible to find a market 
for th~ same. The rate of interest in this kind of issue should be moderate, 
because the burden of it ultimately falls on the producer, and he will be already 
hard enough hit by the depression of prices that is a feature of all such periods 
The second is to tide over a period when credit and confidence have been 
momentarily destroyed, and people are actuated more by impulse than by 
reason. Such periods are always very short in their duration, but they call for 
the exercise of great courage and great initiative on the part of the central finan­
cing authorities. Help must be given, .and freely given, at such critical moments 
to all who are sound, and even to many who are of doubtful standing, so that what 
had begun (to speak in military parlance), as the defeat 9f ajarticular battahon, 
might not degenerate into the rout of a whole army, an spread widespread 
disaster. At the same time, one has to see that no undue advantage is taken of 
such extraordinary financial assistance, and consequently the rate of interest 
charged to all who need assistance should be sufficiently high to ensure that this 
extraordinary issue does not stand out a single day longm- than is absolutelv 
necessary I feel sure that the help so extended to them will be cordially appre· 
ciated by all concerned and the price cheerfully paid. 

SUMMARY OF MY PROPOSED MODIFICATIONS. 

This is all I have to say as to the modifications of the present system and 
practice that I consider necessaTy. I will now summarlse them for ready 
reference ;- • 

. . l. The Gold Exchange Standard System should be given up, because 
It IS so very liable to manipulation, and an effective Gold Standard 
adopted. (When I drafted my Memorandum for the Babington-Smith 
Committee I :was in favour of the Gold Exchange Standard, as I never 
dreamt that men with British traditions as to a sound currency would ever 
tamper wIth the standard, but I have been sadly disillusioned.) 

~. There should be Gold Currency in circulation, so that the people 
of thIS country may come to understand what their real standard was and 
manipulation may thereby be rendered far less easy than it now is if it IS 
not made altogether impossible. ' 

3. The Mint should be opened to coinage of gold. 
4 .. The coin so minted should. be the Gold Mohur of 1918, though the 

sovereIgn may also be made unlimIted legal tender. 
5. No furt~er ~up.eeg. are to be coined, but the present existing 

Rupees to repIam unlImIted legal tender, and to bear the same relation to 
the Mohur as in 1918, i.e, 15 to 1, as any other ratio vitiates all past con­
tracts made in terms of Rupees . 

. 6. Local. eu.rrency sho.uld be issued only against tender of Gold in 
IndIa to the ISSUIng authorlty at the rate of Rupee 1 for each 75334 grains 
of gold tendered. 

7. Gold should be freely issued to all who tender local currency and 
ask for gold, but it should !:>e issued only for bona-fide export purposes, 
and ~t the G?l~ ~xport Pomt only: As there will be a large amount 0/ 
sterlwg securzttes w the Reserve th'ts portion 0/ it should be used up first. 

8. Encashment of Notes for internal purposes to be in Gold or Silver 
RUJ;>e.es, or ~oth a~ the. option of the Issuing authority. (This is the 
:pOSItIO~ as It obtained m the pre-war period. I am obliged to agree to 
ItS contmuance for the present in view of the enormous amount of Rupees 
that must be now outstanding.) 

. 9. T~e re-issuing of the One-Rup~e Note should be considered but if 
re-Issued, It should be of a much bigger size, and in other ways 'should 
conform to the needs of the masses and not of the classes. 
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10. Present facilities for encashment are adequate, but special facili­
ties for encashment of the One-Rupee Note into small change should be 
created. 

11. As for the backing of the Note Issue, the ultimate aim should 
be-

(a? 20 crores of Indian Government Securities. 
(6 Silver Rupees so long as they have to be held. 
(c Gold. 

It is not possible for the present to lay down definite percentages for 
silver and for gold. It is. also necessary for the present to mclude sterling 
securities as part of the holding of gold. The practice should be to pay 
out sterling when gold is called for against Notes tendered, and on the 
other hand to issue fresh C1l1'rency only against gold. This will gradually, 
in the course of some years, enable gold to be substituted for the whole of 
the sterling securities in the Reserve. While the backing here indicated 
may appear unnecessarily high, it is on the lines of that of the Bank of 
England, but, with this most important difference, that India has to main­
tain a sufficient backing not only for its Notes printed on paper, but also 
for those other Notes printed on silver, and of which the volume is a good 
deal larger than that of the Paper Notes. 

12. The Gold Standard Reserve, after the transfer of a part of it to 
the Paper Currency Reserve as proposed by me, should be continued as a 
separate reserve as at present, and the interest earned on it, should be 
allowed to be accumulated therein. The Reserve will serve as a backing 
to the Silver Notes (i.e., Rupees) now in circulation. It will also ill due 
course facilitate the conversion of these Rupees into gold if, at some future 
date, this appears practicable. 

13. The silver Half-Rupee should hereafter be legal tender up to 
Rs. 10 only. 

14. All subsidiary ooinage below Re. 1, if it is to be of silver, should 
be of same fineness as the present English shilling. 

15. The Note Issue should be handed over to the Imperial Bank of 
India, to be run as a separate Issue Department as in England, and its 
duties in this regard should be clearly laId down by law. 

16. If the Note Issue is so transferred, the Imperial Bank should 
not be allowed to do any foreign exchange business on its own account. 

17. The remittance operations of Government should also be carried 
out through the Agency of the Imperial Bank, the Finance Department 
oontinuing to control the amounts and the dates of remittance, and 
regard should also be had to the dates when the money would really be 
wanted by the Secretary of State. 

18 Such remittances should not exceed the amount indicated in the 
year's Budget in the ways-and-means programme of the Secretary of State 
and should be made within the Gold Points. 

19. The covering of Exchange for forward deliveries against such 
remittances should be oonsidered. 

20. The erroneous idea that the Currency Reserves are for placing 
the Secretary of State in funds whenever Councils cannot be sold within 
Gold Points should be given up, and the Secretary of State should meet 
the deficiency in his remittances by cancelling or postponing oommitments 
whenever practicable, and making up the balance, for the time being, by 
short-term borrowing in London. 

21. The idea that the stringency felt in the busy season in 1924, was 
of the same kind as that felt in pre-war days is erroneous, because the 
latter was due to the locking up of enormous sums in the Reserve 
Treasuries. The stringency felt In recent years was really due to the 
Currency door being practically closed to Gold, and if this is again opened, 
Exchange Banks wIll be able to lay down all the funds needed for financing 
of our exports. 

22. The Emergency Issue would be only needed for financing Indian 
produce when for some reason the foreign demand for it was poor, and the 
produce had to be carried for a oonsiderable time, Such issue should not be 
a rigid figure such as 12 crores as is the case now, but 10 per cent. of the 
actual Note Issue on 31st March of the previous year. 
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23. There should also be provision for extraordinary powers being 
given to the Governor-General-lll-Council to direct the issue of Currency 
to an amount not exceeding 5 crores to meet the situation that may be 
created by a mooey market panic. 

24. The rate of interest on the Currency issued as per Clause 22 
should be moderate, while for that under Clause 23 it should be a penal 
rate to assure the automatic return of such funds the moment the panic 
was over. 

I believe thIS Memorandum so far answers all the paints indicated in the 
Note i\*,ued to intending witnesses by the Secretary as far as the system and 
practice and the modifications of same are concerned. There are some further 
questions that I shall try and answer as briefly as possible. 

One questIOn is whether the time for a solution of this problem is ripe. My 
reply is that for the past two years India has been even more ripe for a reversion 
to the Gold Standard than any of the Dominions or even England, as it is perhaps 
t.he ooly country after America whose balance of trade has given it command of 
very large amounts of gold. 

Another questIOn Is-What is the comparative importance of stability in 
internal prices and in foreign exchanges 1 My reply is that to try to maintain 
stability III internal prices by manipulating Currency is a delusion as otherwise 
England would have been only too glad to try it these past five years. The only 
thing that can be aimed at is to see that the prices of the various commodities in 
India are not maintained at a higher level, other things being equal, than is 
justified by the prices of similar oommodities in other countries, so that the 
consumer in this country may not suffer in comparison with the consumer in 
other countries. Au effective Gold Standard is the best means of achieving this, 
as commodities tend to flaw out, and gold to flow in, into countries where prices 
are relatively low and vice versa. Manipulation of Currency and raising of its 
exchange value does not really cheapen prices. Prices expressed in terms of gold 
remain what they were. The mani'pulation merely surreptitiously raises the 
amonmt of all fixed wages and salarIes as also of all other fixed payments as 
expressed in terms of gold As for stability in foreign exchanges, this is only 
a convenience to merchants and bankers, but this also is best achieved by an effective 
Gold Standard, as it im'Illediately makes Indian Exchange stable with every other 
Gold Standard country. 

Another question is-What are the effects of a rising and falling rupee and 
of high or low rupee on trade and industry including agrICulture and on national 
finance 1 This question begs the whole issue, because the implication is that a 
consideration of such effects justIfies a tampering with the standard measure of 
value of a country. I consider that nothing can Justify tampering with currency, 
as it amounts to a fraud on one section of the community to the benefit of the 
other, and no honest man can ever condone a fraud, however great the need of 
the party that committed it. However, if the Commission wishes to see what I 
have to say on this subject, I would beg to refer them to my book" Exchange 
Fallacies Exposed," pages 27-40, 55-56 and 59-85. 

Yet another question is-when should any decision to stabilise take effect? 
1 do not propose mere stabilisation but a return to the Gold Standard, and the 
recommendation should be, first, that India should return to it, and next that 
it should be achieved by such steps as will prevent any sudden upsetting of 
markets. 

The next question i&-If the rate selected differs very materially from the 
present rate, how shoold transition be achieved 1 My reply would be that any 
~hange up or down from a given rate must cause a certain amount of inconvenience 
md loss to a section of tlie community, but such a consideration should not be 
allowed to stand in the way of doing the right thing. The present rate differs 
very materially from what it was early last year, and, so far as I am aware, no 
?Ompunction was felt by the authorities at the screwing up of Exchange. Certain 
lI~.terests were very heavily hit during the past year and a half, and are still being 
hIt by the rate remaining where it is. Other interests will, no doubt, be hit if 
we go back to 16d. gold, but if they are so hit, it is the authorities themselves 
~hat will. be most to blame, because they deliberately let slip more than one 
opportumtyof reverting to the pre-war ratio during 1923 and 1924, and, in fact, 
up to September, 1924. 

. Howey-er, I a~ unable to ~e that there can be any important intereRts that 
wIll be senously hIt. The questIOn of the rate has been on the anvil for at least 18 
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months past, and no merchant or banker can claim that he has been taken 
unawares. To put it in the words of Sir Malcolm Hailey-

" Ordinary commercial prudence should lead all such merchants and 
bankers to cover their exchange. Common commercial morality should at 
all events prevent those who desire to dishonour their contracts from plead­
ing so unsubstantial an excuse as the failure of Government to make its 
policy good." 

These words were used in 1921 in the Budget Speech. In those days there 
was at least a definite policy, not only publicly declared, but embodIed in the 
Statute Book. In the present tase, no policy of establishing the 1s. 6d. rate has 
been declared from any authoritative quarters, so far as I am aware. If any­
thing, official utterances have been in the contrary direction. 

The only interests that can be conceivably hit are the import trade, and they 
can only be hit by a reversion to 16d. gold in so far as they have failed to cover 
exchange in respect of their purchases from foreign countrIes. If there are any 
such, they have to-day absolutely no excuse for remaining uncovered, because 
forward exchange has been very freely obtaiRable to-day rIght up to May-June 
next year. 

As to how a return to 16d. gold can be most smoothly achieved, it can be 
done the same way as we came up to 18d. The latter was achieved by starving 
the country of currency. The former may similarly be achieved by reversing this 
policy and allowing the country to get all the fresh supplies of currency it may 
need by tender of gold. The trade balance is still heavily in favour of thIS 
country, and it will tend to act as a buffer against a too rapId decline. Govern­
ment should do as follows :-

1. Declare its policy to be a return to Rs 15 to the sovereign by 
gradual stage •. 

2. Offer to buy sovereigns or gold bullion for unlimited amounts @ 
Is. 6fid. gold per rupee (this is the actual policy at present but for sterling­
and not for gold). The effect of this will be to prevent the rate going above 
Is. 6fid. gordo 

3. Offer to buy gold up to say £1 million a week by tender at best 
rates. 

4. 1-d. above the maximum of such tender should be the next limit for 
unlimited purchases with the prOVISO that this lImit will in no case be 
allowed to exceed Is. 6-ikd. gold. 

All these purchases of gold should be on account of the Currency Departmellt, 
and not on account of the Remittances to the Secretary of State, as it is the 
automatic inflow of currency to the extent of the needs of the market that will 
effect the transition most smoothly. Incidentally, such purchases will provide a 
welcome addition to our stocks of gold coin and bullion in the reserves, and 
thereby provide a still stronger foundation for a return to an effective Gold 
Standard as proposed by me in this memorand11.m. 

APPENDIX 18. 

Supplementary Note, submitted by Mr. B. F. Madan, of Bombay. 
In the course of my oral evidence on Tuesday, the 8th December, 1925, I 

said, in reply to a question from, I believe, Sir Reginald Mant, that I did not 
accept the Quantity Theory of money at all. I noticed that several members of 
the Commission were taken aback at this statement, and I am afraid it will be 
considered a very rash statement on my part_ I can understand the Commission 
not wishing to take up its valuable time in a discussion of this Theory, and would, 
therefore, be glad to have it go on record that I consider the fundamental pro­
position of this Theory that expansion of money or money instruments comes 
first and the rise of prices afterwards is contrary to all the known facts, and to 
the experience of all merchants who deal in commodities on a large scale. The 
following remarks of John Stuart Mill in this connexion are as pertinent to-day 
as in his time:-

" Not only has this fixed idea of the currency as the prime agent in 
the fluctuations of price made the adherents of the Quantity Theory shut 
their eyes to the multitu~e of circumstances which, by influencing the 
expectations of supply, are the true causes of almost all speculations and 
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of ~lmost all fluctua~ions of price; but in order to bring about the chrono­
logICal agreement required by their theory, between the variations of bank 
Issues and those of prices, they have played such fantastic tricks Wlth 

facts and dates as would be thought incredible, if an eminent practical 
authority had not taken the trouble of meeting them, on the ground of 
mere history, with an elaborate exposure. I refer, as all conversant with 
the subJect must be aware, to Mr. Tooke's' History of Prices.' The result 
of Mr. Tooke's investigations was thus stated by himself, in his examina­
tion before the Commons Committee on the Bank Charter question 1Il 

1832; and the evidences of it stand recorded in his book: ' In point of fact. 
\and historically, as far as my researches have gone, in every signal 
instance of a rise or fall of prices, the rise or fall has preceded, and, there­
fore, could not be the effect of an enlargement or contraction of the bank 
circulation.' " 

I may add that an investigation of price movements during the last 10 years will 
show that the conclusion that Tooke arrived at III 1832 will hold equally true of 
this recent period of big price fluctuations. Therefore, what the Quantity 
Theorists put forward is almost like arguing that the son begot the father A 
second maxim derived from the same Theory is equally untrue. It would ask us to 
believe that a 10 per cent. addition to the supply of money or a 10 per cent. sub­
traction from the supply of goods would result in a 10 per cent. variation in 
prices. All wholesale merchants know that this is absurd. A 10 per cent. addi­
tion to the supply of sugar has reduced its price by some 60 per cent., and of 
cotton by some 30 per cent. this year. Again, a 10 or 15 per cent shortage of 
supplies has resulted in a rise of some 90 per cent. in jute and of as much as 400 
per cent. in rubber in the past 12 months. When a Theory is so contrary to all 
the facts, the Commission will understand why I so emphatically reject it. I want 
these remarks to go on record, because it is to a blind reliance on this Theory that 
.is largely to be attributed all the recent manipulations of currency with the 
object of control of prices that we have noticed in so many countries, including 
India, in the past few years, and which result in what is tantamount to a fraud 011 

large sections of producers, and particularly on the most helpless and most voice­
less of them. 

Another thing I would wish to put on record is this. Sir Henry Strakosch 
mentioned the resolutions of the Genoa Conference re the desirability of a Gold 
Standard, and of the Central Banks of various countries having a common policy 
with a view to credit control. I then said that I could not recall exactly what it 
was, but agreed that the recommendations as then put before me were sound. I 
have since had a look at the original resolutions, and would like to record my 
reservation as to the desirability therein indicated of controlling credit not only 
with a view to maintenance of the currencies at par, but also with a view to pre­
vent undue fluctuations in the purchasing power of gold. My view is that the 
present methods of measuring such purchasing power are altogether too 
empirical, and it is dangerous to take action on conclusions as to the value of gold 
arrived at by such methods, and to try to control prices of commodities, because 
that is what it finally amounts to. I also dissent from the recommendation [Reso­
lution 11 (4)] that Central Banks should buy and sell Exchange on other partici­
pating countries in exchange for their own currencies, as I consider this liable to 
very serious abuse and very serious risks also. 

The next remarks I would like to offer are as to the so-called hoarding in 
India. I have already explained to the Commission that it is not hoarding as 
understood in the West, but only the storing up of values for a rainy day. I have 
further explained that it is in this form, because of conditions of the female sex 
in Indian and particularly in Hindoo society, and because of the illiteracy of 92 
per cent. of the total population. The ChaIrman had been good enough to find 
these explanations Of mine rather illuminating, but, to European-trained minds, 
the explanation I gave may still appear inadequate, and they might still wonder 
why a' good deal of it cannot be deposited with Banks. It may, therefore, interest 
the Commission if I point out that there are in India 

2,316 towns, 
685,665 villages. 

For the supply of Western Banking facilities to all these we have­
The Imperial Bank ~p.d its branches, 
Banks registered in India and branches, 
Exchange Hanks and their branches. 
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As these Banks naturally select large centres of population or of trade, it will, I 
believe, be found £hat almost everyone of the other Banks will have its office in 
the same town as the Imperial Bank. In fact, Banks as understood in the 'Ve.at 
exist to-day in India in only about 250 out of the 2,316 towns, let alone the vIl­
lages. If I further point out that out of these 2,316 as many as 738 towns can 
claim a population of 10,000 or more, the backwardness of India in the matter of 
Western banking facilities will become even more striking. 

That does not mean that all the rest-some 2,100 towns and some 700,000 
villages have no banking facilities. They have their indigenous banker, but he 
does not operate cheques. It is all cash paid in or paid out. The Commission 
will now perhaps be able to see that all this vast area must require a vast amou~t 
of currency to carryon its operations, because this Currency has to do for all thIS 
vast area the same work that the cheque does in England. The impression is 
abroad in certain circles that there is too much currency in India. The above facts 
will, I hope, at least show the Commission that India in this matter, as in many 
others, has to be judged by different standardg, and conclusions drawn from 
experience of Banking conditions in the West are hkely to be highly erroneous. 

The use of Currency instead of the Cheque is not confined to the non-bank 
areas alone. It is notorious that in indigenous commercial circles, even in the big 
cities where banking facilities are adequate, a vast amount of business is carried 
on by means of Currency, not Cheques. This may partly be due to conservatism, 
but I am inclined to think it is due to no small extent to the stamp duty on 
cheques. Here, again, the mistake is made of judging this country by Western 
standards. We are told an anna (a penny) is nothing; It cannot stand in the way 
of a free use of cheques. These gentlemen forget that in rich England the 2d. 
stamp on cheques is widely resented, and the Associated Chambers of Commerce 
of Great Britain are making the reduction of this duty to 1d. a part of their pro­
gramme. 

The penny in England will buy hardly anything to-day. An anna in India 
will buy in many areas a substantial quantity of commoditIes. 

Then, again, if A gives a cheque to B of Rs. 10,000, and B has to pay this 
out again to five different persons, C, D, E, F, G, by five cheques, A pays one anna 
and B pays five annas on the same 10,000. The indigenous Banker does not see 
any sense in paying such a tax. He prefers to get it in 100 notes of 100 rupees 
each and paysJhem out to C, D, E, F, G, and has no stamp on cheques to pay. In 
effect, therefore, the Currency Notes operate as a Government cheque that passes 
from hand to hand many times over, and saves the stamp every time. 

In England they grudge even 2d., and in the enormously rich United States 
they have no duty at all. I urge that the case is far stronger for the abolition of 
this duty in such an extremely poor country as India is to-day. The fact that this 
duty is now provincial revenue is advanced by Government as a valid reason for 
doing nothing. I submit that the much wider use of the cheque is a most 
important currency question, that it has a most important bearing on the Reserves 
the country must hold, and that the loss to the Provinces could rightly be made up 
from the profits on investments in the Currency Reserves. 

The above remarks about the Currency Note really acting as a Cheque pass­
ing from hand to hand in over 2,000 towns and in some 700,000 villages should 
also indicate that the time has arrived when even Notes of higher denominations 
than Rs. 100 may safely be made universal. 

There is another matter in my oral evidence that I should like to see cleared 
up. In reply to a ques~i?n from tp~ Chair whether prices had been adjusted to 
the l8d. rate now prevaIlmg, I beheve, my reply was that they must get adjusted 
every moment, as most of India's commodities were exported to a larger or 
smaller extent, and the prices of all such commodities had, therefore, to get imme­
diately adjusted to the rate then prevailing. What I want to now make clear is 
that this adjustment that I spoke of only refers to prices of articles for Export 
that come to the var~ous markets, and that prices in the widest sense, that is, 
prices of such articles as do not figure in the Exports, and the prices of labour, 
and of transport and other services, are not so easily or readily adjusted, and 
have in a great many cases, as a matter of fact, not been yet adjusted at all. Thus 
there has not yet been any readjustment of Government services, or of the railway 
or other services, nor has there been any adjustment of the prices of labour whether 
industrial or agricultural, and it can only come about after long and bitter 
struggle~. 
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In the course of my examination on the 8th instant, Sir Henry Strakosch 
seemed to have some doubts about the self-liquidating nature of the Trade Bills 
that I advocate as the only kind of Bills that should be eligible for Emergency 
Currency Issues. I would, therefore, liKe t~ quote the recoI?men~ation of 
Drs Kemmerrer and Vissering to the South African Government m theIr Report 
early this year recommending an immediate reversion to the Gold Standard. In 
para. 49 (2) of this Report they say: 

" The present campaign to further the wider use of Trade ~ccepta~c~s 
III lieu of open accounts should be encouraged and that to thIS end. It IS 

desirable that 
'\ " (a) Merchants should give preferential terms to purchasers 

who are willing to accept such bills in lieu of obtaining credit on 
open accounts, that 

"(b) Commercial Banks should give rates that are more 
preferential than those now prevailing to merchants who obtain 
their advances from the banks by discounting such bills as compared 
with merchants who borrow from the banks on current account, viz .• 
overdrafts or one-name P fNotes, and that 

"(c) The Reserve Bank give substantially preferential discount 
and rediscount rates on trade acceptances." 

If u discount market on these lines was developed in normal times, then, in times 
of a world trade depression, it is the excess of such bills over their normal volume 
that will overflow into the Currency Department, and they will be absolutely self­
lIquidating. if properly operated, and the Emergency issue will automatically run 
down to zero as soon as there was no excess. I do not. therefore, have the 
apprehension that Sir Henry Strakosch seemed to have in mind that such Bills will 
be used speculatively in order to carry produce for eight months or a year. The 
Bankers who have put their endorsements on such bills will insist on their Clients 
retiring them, and in any case will retire them themselves on due date. This is 
not the case with the present system of " manufactured " Bills, and, if for nothing 
else, then at least for this reason, the development of a discount market in this 
country on the lines suggested by Drs. Kemmerrer and Vissering is highly 
desirable in the interests of a sound currency policy. 

There is another point in my examination by Sir Henry Strakosch, about 
which I would supplement my replies to him by a few words here. He seemed to 
have very great apprehensions about the day ten OIr fifteenlears hence when we 
make up our minds to go to what is called a full-fledged gol standard. and have, 
according to him, to offer to convert all the rupees then in existence into gold. I 
do not share his apprehensions, because 

1 No such offer need be even then made if the limit of legal tender 
of the rupees is fixed at 500 or 1,000 rupees, and thus the hoards of the 
small man are safeguarded against any depreciation of their purchasing 
power 

2 Nor do I propose that any such offer should be made until our 
holding of gold is sufficiently strong.; and lastly 

3. I do not apprehend that any large part of the rupees then in 
existence will ever come back for conversion, because this rupee-the 
shilling of India-will be even more wanted in this very poor country of 
ve;y small indivirlual payments than the British shilling IS in the United 
Kmgdom. 

However, if these apprehensions also find any weight with the other Members of 
the Commission, then I withdraw my recommendation for a One-Rupee Note. 
This will ensure that all payments under Rupees 5 will have to be necessarily made 
in the silver rupee and absolutely compel its retention in circulation, and it cannot 
come back for conversion into gold-at least a very large part of it cannot come 
back-in this country of three hundred and twenty milhons. 

How,e~er, in orde~ to satisfy this Commission that they ~eed not have any 
fears on thIS score, I trIed to procure the figures of the total nommal value of silver 
subsidiary coinage now in existence in England. I am sorry to say I was given to 
understand that such information was not available in this country even in official 
<l.uartel"~. T mus.t, therefore, content myself f?r want of more up-to-date informa­
tIOIl, ,!Ith certam figures put forwa.rd by SIr Robert Giffen before the Fowler 
CO!llmittee as far back as 1898. In hIS eVIdence before that Committee Sir Robert 
Giffen quoted certain figures of such circulation on the authority of a Report made 
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by Mr. Roosevelt to the United States Government some years earlier. I do ~ot 
know the date to which the figures in that Report had been brought up, but thmk 
it will be safe to take them as relating to the end of the year 1896, because it was 
abuut that time that the fight of the two standards-Bryan and the Democrats 
wanting a Silver Standard, and McKinley and the Republicans wanting a Gold 
Standard-ultimately resulted in the final victory of the Gold Standard in the 
United States. Assuming that 1896 was the year Mr. Roosevelt reported for, 
there was silver subsidiary coin in circulation in the United Kingdom in that 
vear of as much as 
. £22 million. 

The nett additions, year by year, since then, were according to the Report for 1923 
of the Controller of the Royal Mint as follows: 

£ 
1897 383,500 
1898 370,603 
1899 369,301 
1900 592,900 
1901 111,160 
1902 -142,080 
1903 -133,000 
1904 -437,088 
1905 -213,000 
1906 182,084 
1907 178,625 
1908 161,267 
1909 -62,491 
1910 589,752 
1911 672,091 
1912 . ,. 1,253,938 
1913 982,284 
1914 5,640,444 
1915 7,096,151 
1916 7,312,096 
1917 2,777,782 
1918 7,913,940 
1919 3,211,950 
1920 1,340,800 
1921 -722,369 
1922 -4,503,575 
1923 -5,557,700 

29,369,365 

The above figures are from page 63 of the Report. 
We thus find that 

1. There was already in existence at the end of 1896 
subsidiary silver coin of a total nominal value of ... 

2. There was between that year and end of 1923 a 
£22 million 

further nett addition of about ... ... . .. £29-1 " 
Total apparently now in existence £511 million 

. I h~d wired ~ a fri~nd i,n E~gland to get me the figure of the present silver 
CIrculatIOn from HIS MaJesty s Mmt, and he reports that the Mint estimates it at 
between £50 and 60 millions. However, to avoid exaggeration I will take mx own 
fi~ure of £51 t million arrived at as above. This sum reduced to terms of shillings 
gives us 

a total circulation of 1,050 million or say 105 crores shillings in the United 
Kingdom to-day. 

The population of the United Kingdom including both Northern and Southern 
Irelanrl was reported to be under 47 million in 1921, so that it will be at once 
seen that the Subsidiary Silver circulation was'as much as 

over 22 shillings per head. 
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It is also to be noticed from the Mint Report that the Silver Coin held by 
Banks was between £6 and 7 million in the 5 years before the ·War, :while to-day 
it if; as much as £14 to 17 millions. This means that the payment of wages makes 
much bigger calls to-day for such money, and the Banks are obliged to hold much 
larger amounts to-day i~ or~er to be able to meet the nee4s o~ thei.r clients. It is 
important to bear thIS In mInd, because wages and salarIes In thIS country have 
also gone 70 to 80 per cent. above pre-war level. 

In order to test the English figure of 22 shillings, I tried to get figures for 
other coup tries. Through the kindness of Dr. B. M. Anderson, of the Chase 
National Rank of New York, I have obtained the following figures of subsidIary 
Silver circulation :-

Paper Money $1 denomination chIefly Silver Certificates 
Silver Dollars .. 
Silver Coin of less than $1 

$ 
429,621,000 

54,G85,000 
272,217,000 

756,523,000 
Copper and Nickel Coin outstanding of which part 

undoubtedly lost or destroyed 106,000,000 

Distributed over a population of 110 million people this gives 
288 per head without Copper and Nickel 
328. " " including the Copper and Nickel. 

$8G2,523,000 

I also find that in Germany when it went over to the Gold Standard, the 
Subsidiary Silver was as much as 10 Marks, say 10 Shillings per head, and it 
was found necessary to increase it to 12 Marks, say 12s. per head so early as 
1880 I cannot get later figures, but the above corroborates the figure of 11s. 
fot;.. England in 1896 According to the Report of His Majesty's MInt for 1923 
there was $3.06, say 128. 7d., per head of subsidiary silver in Canada and 
14s. 3d. in Australia In both of these Dominions the average level of wages i~ 
much higher than in the United Kingdom. 

Let us now apply the above data to the case of India. India is a country' 
of 320 million people, and, in this country, not only the petty payments of retaIl 
trade, but many other kinds of payment have to be made in silver, because the 
population is poor, because average earnings are only a few pence a day, and 
because the cheque is not known in the whole of the rural areas and inasmuch 
as 90 per cent. of the urban area. If we leave aside the case Oof the Ujnited 
States and make only the same allowance per head of popUlation in India as in 
Englandi, ie, 22s. per head, it would call for 

704 crores Shillings, 
or, putting it in terms of Indian money at Is. 4d to the Rupee, India should 
have under even a Gold Standard a subsidiary silver circulation of as much as 

528 crores of rupees. 
If our actual circulation of Silver money (fractional coin inclusive) is less than 
this figure-if it is only about Rs. 300 crores as would appear to be the case from 
certain authoritative estimates-then it is easy to see that it is by no means too 
large for the needs of our present population. Again, the case of England 
teaches us that such silver circulation must increase both absolutely and also 
per head. It is, therefore, not at all extravagant to say that even if there is 
any excess to-day, it will be all absorbed in the next few years, and the amount 
nOlW in existence may even prove inadequate for the growing needs of a larger 
and more industrialised population 15 or 20 years hence. 

Therefore, if the purchasing power of the rupee is not destroyed by absolutely 
demonetising it, and if this purchasing power is safeguarded by allowing the 
Rupee to remain legal tender up to at least Rs. 500, then the above remarks 
will show that we need have no apprehensions about any of these rupees coming 
back for conversion, nor need we offer any such conversion. Our case is very 
similar to that of America in 1896 when it finally voted for the gold standard. 
They left the Silver Dollar full and unlimited legal tender, and I consider that 
the same thing, if done here will suffioo. I may add that even Germany had to 
continue the Thaler-a silver coin-as full and unlimited legal tender till about 
1908. although it adopted the Gold Standard in 1873. This is merely to show 
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that it is not at all necessary to put any limit to the legal tender quality of the 
existing Rupees if India adopts the Gold Standard to-morrow. Any such action 
may wait without any disparagement to the Gold Standard whatsoever. Nor 
is It at all necessary to offer conversion of the silver that may be in circulation 
into gold. America did not make any such offer, nor did England when it made 
the shilling limited legal tender a hundred and fifty years ago. 

It was Currency unwisdom in the past that saddled India with the huge 
amount of token currency, against which Sir James Begbie, a Member of the 
Chamberlain Commission, had recorded his most emphatIc protest. It will be, 
I subwit, adding insult to injury if India is to be told to-day that it cannot 
have a Gold Standard unless it provides for conversion of the bulk of its present 
SlIver circulation into gold, and, as a necessary corollary, agrees to enslave itself 
economically to England or America to the tune of another £80 or £100 million. 

If the apprehensions that Sir Henry Strakosch seemed to have in mind still 
weigh on the minds of this Commission after the above examples of the silver 
circulation in England, the United States, etc., and if they still consider that 
conversion may have to be offered 15-20 years hence when the Rupee is made 
lil]1ited le~al tender, then, may I be permitted to point out that fixing the rupee 
at any higher ratio than 16d. unnecessarily and heavily increases our gold 
liabilities under the Gold Standard in the matter of conversion of this silver 
token Currency as well as all other token Currency, and that this should be a 
further powerful argument for going back to l6d. 

This reminds me of a further remark about the Ratio that I might be 
permitted to make here. Devaluation of currencies, i.e., reduction of the gold 
value of the Standard Unit, has been known for centuries, and w:e have seen 
instances of it in the last five years. Put in plain English it means nothing more 
than this: That an insolvent oountry is not able to pay its creditors-the holders 
of its paper-full 20 shillings in the £, and compels them to accept less. Such 
a thing is fairly common in the case of both insolvent individuals and insolvent 
nations. 

The apposite of devaluation is so unknown in Economic History that there 
is not even a recognised term for it. The" Statist" calls it plus-valuation, and 
says India is the only instance since the War of such a thing as plus-valuation. 
This word may look harmless, but, in plain English, it means nothing more nor 
less than that India is the only country that has deliberately arranbtld to pay 
its oreditors-the holders of its paper-more than they were entitled to This 
is a thing absolutely unheard of, either among indiVIduals or among nations. 
And, this would be done by the British Government, who dHhn 4-.11 be the Trustees 
of India. 

There is another consideration that I hope-the Ccirrirrilssion will also bear 
in mind when framing their final recommendations. If it is right to change 
tht' Standard Ratio to-day from l6d. to lSd. to suit the purposes of the present 
Government, it will be considered an uI}impeachable precedent by some future 
Government for once more changing it from lSd. to l2d'. or Sd. if it suited their 
purposes. Any charure now recommended will stand' as such a precedent for the 
future. 

APPENDIX 19. 

Statement of evidence submitted by Mr. C. N. Vakil, M.A., M.Sc. (Econ.), 
F.S.S., Professor in the School of Economics and Sociology, University of 
Bombay. 

AGOLD STANDARD AND GOLD CURRENCY FOR INDIA. 

The Pre-War System. 
The pre-war system of currency and exchange in India has been known as 

the Gold Exchange Standard System. 
Under this system, the legal tender currency consisted of rupees, rupee notes, 

sovereigns and half-sover~igns. 
The Government had the monopoly of coining rupees at their discretion; 

notes were issued against a certain reserve, a fixed part of which consisted of 
securities and the rest of coin or bullion; sovereigns and half-sovereigns woce not 
coined in India, but could be imported. I, 
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Relation 0/ the 1'1i:pe:e with the so'Ve~eign.-Government was willing to give 
15 rupees for a sovereIgn or gold of eqUIvalent value, but was not bound to give 
a sovereign for the same number of rupees. 

The Gold Exeltange Standard.-The underlying ~uea of a Gold Exchalwe 
~tandard is that wher~as silver ,or any other cheap cu*enc,Y would be uSf'd tgr 
mternal purposes, the mternal currency would be converted mto gold--thc inter­
national currency, for meeting external obligations. As we have f>cen ab(Jve, 
howevee, the people had no power to compel Government to give them guM in 
exchange for rupees, and in this respect we may say that India did not enjoy tee't 
a genuin~ Gold Ea:e'hangle Standard be/Qre the war. 

Maintenance of the ea:ehang'e value of the rupee.-If the Government had 
undertaken the obligation to give a sovereign for rupees at the rate of 1 to 1;), 
just as they gave rupees for go~d at this rate, the exchange value of the rupee 
would have been automatically stabilised at this rate, that is, at Is 4d. 

Though such automatic stabilisation of the rupee was not secured under the 
pre-war system, the Government adopted certain other measures to maintain the 
exchange value of the rupee at Is 4d. 

Couneil Bills.-This is done with the help of the machinery of what are 
known as Council Bills. The Secretary of State for India requires certain large 
-gums of money to meet hIs sterling expenditure in Eng.land on behalf of India, 
commonly known as Home Charges, but which we prefer to describe as English 
Charges· Instead of sending the necessary funds from India, it has been found 
convenient to sell bills of exchange in England, the proceeds of which are used 
to meet English Charges It is possible to do so, because normally India. h?s an 
excess of exports, and those who have to send remittance to India on trade account 
arc willing to buy these bills The bills are ultimately cashed in India. in rupees 
by the Governme~t of India. In the pre-war years Council Bills were sold not 

I only to meet EnglIsh Charges, but also for other purposes as we shall see below. 

I 
In order to maintain the exchange value of the rupee, the Secretary of State 

was willing to sell Council Bills at Is 4td. per rupee without limit of amount 
>'Without going into other details about these bills, we may say that this practice 
had the effect of preventing the exchange value of the rupee from going beyond 
this limit, which may be considered the upper gold point for India when exchange 
is stabilised at Is. 4d. 

If eXGhange became weak and had a tendency to fall below Is. 4d., the effective 
ay to maintain it at that level was for Government to give' gold or sovereigns :It 

he rate of 1 to 15 in exchange for rupees The Government was, however, not 
ound to do this, .and the way in which Government tried to maintain exchange 

on such occasions was by the sale of bills in India on London. known as Reverse 
Councils at a rate of Is 3 '>O.J!t'hLor slightly less, this being the lower gold point 
for India. 

The Gold Standard KeS(j(l've -'fhe capacity of the Government to sell Reverse 
Councils was limited by the amount of resources at the disposal of the Secretary 
of State out of which he cashed them In order that the Secretary of State may 
have sufficient resources for such emergencies, a special reserve was. built up ~o 
maintain the stability of the rupee in times of weak exchange. ThIS reserve IS 
known as the Gold Standard Reserve \ It consists of the profits on the coinage 
of rupees and the interest on the sam_, _ ',' i 

This was, however, not the only resource at the disposal of the Secretary of 
State to maintain exchange. A part of the Paper Currenc~ Reserve was a)so 
kept in London and utilised for the purpose of cashmg Reverse BIlls 
when necessary. When the Reverse Bills were cas~ed out of ~he Paper C~rrency 
Reserve, a corresponding amount of no~es were Wlthdr~~n 1~ IndIa, whIch led 
to a contraction of the currency, anf) hail the effect .of ralS)nCl' he exchange value 
of the rupee. 

E(J)patnsion and CO'ntraetion of the Currency -The coinage of r,upees was 
as we have seen above in the hands of the Government. The only effectIve way by 
which the rupee currency was increased was by the sale of 90uncil Bills in Eng­
land, in cashing which the Government issued rupee~ i~ I~dI~ .. 

_ "The term' Home Charges' is a great anomaly in the accounts of the Government of India. 
These charges represent the expenditure incurred in sterling in England by the Secretary of Sta!e 
for India. It was natural for the English officials in the early day~ of the Compa~y to sele.ct thiS 
term to represent these charges, for they were paid to their' home. From ~he POlDt ?f 71ew o,f 
the Indian taxp:iyer who contributes to these payments, these charges .are paid ou~ of hlB home. 
To avoid this ambiguity, we shall speak of these charges as the' EIlghsh Cha:ges of the Govern­
ment of India." Of. Financial Developments in Modern India, by ,c. N. Vakll, page 307. , 
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T~e expansion of the currency thus depended on the demand of the Exchange 
Banks In En.gland for Council Bills, which in its turn depended on the state of the 
exp?rt ~rade ?f India. The real need for expansion of the currency, however, 
b~gIns In ,IndIa. B;s soon as the crops are ready to be moved! from thousands of 
VIllages to the CItIes and the ports. The monetary stringency thus created is not 
met fo~ some time, because the demand of the exchange banks for Council Bills 
takes tIme to become effective, and even then this demand is not sufficient to meet 
the stringency, which is partly due to the internal movement of goods meant for 
internal consumption and not for export. 
. Thoug:h in t~e expansion of the currency, the people had some indirect share, 
It was not In theIr power to contract the currency at all. The rupee which forms 
the bulk of the currency is a token coin, and cannot be either melted or exported 
without loss. The contraction of the currency took place onll when the Govern­
ment sold Reverse Councils to mllintain the exchange value 0 the rupee in times 
of weak exchange, and cashed them by means of the Paper Currency Reserve in 
England. 

We conclude, therefore, that the pre-war system was defective in as much as 
the volume of currency did not adjust itself to the requirements of the people at 
their will, or in other words, the system was not automatic. 

Management oj the Currency.-· This important function of expanding and 
contracting the currency which ought to be left to the free will of the people, was 
performed by the Government. In spite of the best of motives or knowledge, 
it may be said that Government officials are likely to commit mistakes in deter­
mining such a delicate thing as the currency requirements of the people at a 
particular time. 

lAnd we know as a matter of fact that during the pre-war days, Council Bills 
were sold for various purposes-to meet the sterling obligations of the Government 
of India, to transfer the Gold Standard and the Paper Currency Reserves from 
India to England, to suit the convenience of the trade and so on. The effect of all 
this was that the number of rupees issued to meet these Council Bills was larger 
than required, with the consequence that prIces rose. This was carried to such 
an extent that one of the anxieties of the Government during the pre-war years 
was ro keep sufficient stocks of silver--or partly coined rupees--or later, fully 
coined rupees-always ready to meet the unlimited flow of Council Bills which 
the Secretary of State was selling. 

On the other hand, when contraction of the currency became necessary, the 
action was not always prompt, as in the crisis of 1907-08. Besides, the power to 
contract the currency has been used not only to meet a genuine demand for con­
traction, but also to achieve a certain result on which the Government had rightly 
or wrongly set its heart. This was done when on the recommendations of tho 
Babington-Smith Committee, Reverse Councils to the extent of more than 55 
crores of rupees were sold to bring up the exchange value of the rupee to 2s. gold 
by contracting the currency. The currency was again contracted In very recent 
years not by the sale of Reverse Councils, but by a slight variation of the same 
method. The sterling securities held in the Paper Currency Reserve in London 
were transferred to the cash balances of the Secretary of State for his ordinary 
requirements, and notes to that extent were cancell~d i~ India. If ~his ha~ not been 
done it would have been necessary to sell CouncIl BIlls on IndIa leadmg to an 
inC1'~ase in the volume of the currency. This was done when the Government had 
no definite exchange policy, and when the condition of the trade did not require 
it. The consequent tightness in the money market created a great suspicion among 
the commercial community regarding the currency and exchange policy of the 
Government. 

The conclusion from this is that the power to expand cr contract th~ currency 
in the hands of the Government is likely ro be wrongly used. It may be added 
that the Government should be above suspicion in these matters. 

Stability oj Inte1'nal Prices.-As we have seen above, during the pre-war 
yellrs, on account of the unlimited sale of Council Bills, more and more rupees had 
to be issued, This increase in the volume of the currency had its inevitable effect 
of raising the level of prices in India. If we compare the price-level of India 
with that of gold standard countries like England and the U.S.A during the 
pre-war years, we find that the rise in India was greater than in these other 
countries. 

565911 M 
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We conclude, therefore that the management of the pre-war system, in which 
the chief aim was the maintenance of the external stabihty of the rupee, did not 
give sufficient attention to its internal stability. 

Silver and the pre-war Systern.-W e have seen above that the expansion of 
the currency in India depended on the sale of Council Bills. Or, the sale of 
Council Bills depended on the amount of rupees which the Government could 
issue in India. This means that if circumstances arose under which the Govern­
ment of India found it difficult to issue rupees on account of the want of silver in 
sufficient, quantities, the system would not work. 

During the war, this difficulty was experienced, and special measures had 
to be adopted on the one hand to economise the use of silver, and on the other to 
obtain special supplies of silver from the U.S.A. 

In any such emergency the price of si~ver is likely to rise. Because of the 
great demand for silver during the war in ditferent countries, and also because of 
the failure of the Mexican supply, the prIce of silver rose, and rose to an undreamt 
of level. 

The rupee is a token coin. But with the existing weight and fineness of the 
rupee, it becomes profitable to melt or export it when the price of silver goes 
beyond 43d. per standard ounce in London, with exchange at Is. 4d. In other 
words, this may be considered the rupee-melting point. 

This difficulty arose during the war, on account of the phenomenal rise in the 
price of silver, referred to above This meant that any further coinage of the 
rupee at the old rate would involve the Government in a loss. The alternative 
was to raise the exchange value of the rupee in such a manner that the temptation 
to melt or export it may not exist. But as the price of silver went on rising this 
policy involved a parallel incTease m the exchange value of the rupee from Is. 4d. 
to 2s. 4d. 

The principal aim of the pre-war system, namely, the maintenance of the 
exchange value of the rupee at Is. 4d. was thus frustrated by this external factor 
over which the Government and the people of India had no control. 

This leads us to the conclusion that If we continue the Gold Exchange 
Standard System with the token rupee as unlimited legal tender, we shall be at 
the mercy of the silver market, and all the evil consequences which it may involve. 

Sterling and the Gold Exchange Standard.-Another difficulty of the Gold 
Exchange Standard is also due to an external factor, over which we have no control. 
Under this system there must be a fixed ratio between our internal currency and 
gold for setthng foreign transactions. In view of our connections with England, 
we naturally settle our foreign transactions through English currency, and It has 
been found convenient to have a fixed relation between the rupee and the sterling 
at 15 to 1. 

We did this on the assumption that sterling was equivalent to gold, and 
therefore good for international payments. But as soon as this assumption proved 
wrong by fact\Ors affecting the relation of sterling to gold, we were likely to be 
affected in an adverse manner. 

During the war, sterling depreciated with reference to gold, and the only 
cu:::rency on a par with gold was the American dollar currency. The sterling­
dollar exchange therefore became the measure of the depreciation of sterling with 
refer~nce to gol~. This was, however, .concealed for a time by the method of 
peggmg the sterhng-dollar exchange durmg the war. But as soon as this control 
of exchange between the two countries was removed in March, 1919, the depre­
ciation of sterling became evident. 
. The depreciation of sterling J?1eant a~ incTeas~ in th~ London quotation for 

sIlver. As we have seen above, an mcrease m the prICe of sIlver means at a certain 
stage Gn increase in the rupee-sterling exchange. This meant that fluctuations 
in the doll!lr-sterling exchange had a corresponding and opposite effect on the 
rupee-sterlmg exchange. 

We come to the conclusion, therefore, that under the Gold Exchange Standard, 
the exchange value of the rupee is liable to be disturbed by another external cause 
over which we have no control, namely, a change in the value of the sterling 
thlough which we make our foreign paJ:lllents. 

Token Rupees and the Use of Gold..-Under the present system we are faced 
with a curious situation. On the one hand, India absorbs large quantities of gold 
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every year. as the statistics of trade will show. This gold is either turned into 
ornaments or hoarded as a store of value. On the other hand, there has come into 
existence a huge token currency of rupees, which are not convertible into gold at 
the option of the people. 

The people have naturally lost confidence in the rupee-because of its token 
character and because of the great fluctuations in its gold value, so far as foreign 
exchange is concerned. This is proved by the fact. that the people are as a rule not 
willing to give out the gold which they possess, unless forced by circumstances to 
do so. They are afraid that if they once part with their gold for rupees, they will 
be in possession of tokens of fluctuating value, and that there is no guarantee that 
they will be able to get gold at the same rate, in exchange for rupees from the 
Govt!rnment when they want it. 

The token rupee currency has thus the effect of encouraging the hoarding of 
gold which is extremely wasteful. A system under which the large quantities of 
gold that India has already absorbed and is absorbing every year, would be put 00 
better use than at present is therefore urgently required. 

This argument has been ably developed by Sir James Begbie in his Note of 
Dissent to the Report of the Chamberlain Commission on Indian Currency and 
Finance. 

A State Bank and Currenc,!/.-In all advanced countries, the Government and 
the Central Bank work in co-operation for the maintenance of a sound currency 
and exchange system. In fact, the actual day to day management is left to the 
Bank, over which the Government retains a certain amount of control. At the 
same time, the Bank is also in charge of the Treasury and other funds of the 
Government. In this way the complicated and expert work necessary to carry out 
any good currency system is in the hands of the expert:. officers of the Bank, who 
are obviously qualified for the same, and who are above political or party 
influences. 

By its very position as the Central Bank, it would be, as it were, a Bankers' 
Bank, and thus be able to control the banking re~rves of the country. In addition 
to this, the concentration of the general resources of the State and also of the 
Currency reserves would give it a pre-eminent position, and enable it to lay down 
a definite policy for the regular, uniform and effect.ive management of the money 
market. 

Such a system is not yet in existence in this country. 

SUMMARY OF DEFECTS. 

'For the sake of convenience, let us summarise the chief defects of the existing 
currency and exchange system, that we have seen above:-

(1) The expansion and contraction of the currency is not automatic, 
and the management of this function leaves room for grave mistakes on 
the part of Government. 

(2) The absence of a legal obligation on the part of Government to give 
gold for rupees does not secure the automatic stabilisation of the rupee, 
which is supposed to be the main function of the Gold Exchange Standard 
System, and in this respect therefore India does not enjoy even a genuine 
Gold Exchange Standard. 

(3) The pre-war system was directed to attain external stability of the 
rupee, but in doing so the internal stability of the rupee was sacrificed. 

(4) The system will break as soon as the price of silver rises to the 
rupee-melting point. 

(5) The system will also break as soon as sterling loses gold parity. 
(6) A huge token currency of rupees of fluctuating value has come into 

existence in which the'people have lost confidence. In consequence, gold is 
being hoarded to a large extent. 

(7)· A regular, uniform and effective management of the money market 
has not been hitherto possible, because the resources of the country are not 
under one management-as with a Central Bank. 

REMEDIES. 

A system which shows sueh grave defects stands self-condemned. It is 
obvious that no partial changes in the Gold Exchange Standard system as it exists 
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to-day will remove a~ these def.e~ts. The efforts of. the Babi~gton-Smi.th Com­
mittee and of the IndIan authOrities to do so have mIserably faIled only III recent 
years. The time has therefore arrived for a radical change in the Indian 
currency and exchange system. 

The Gold Standard has been universally acknowledged to be the best currency 
system in practice, and is either in force in or is the ideal of all advanced 
countries. 

The most economical form of the Gold Standard which has been evolved in 
England may be thus described:-

The 'only form of full legal tender is the notes issued under certain conditions 
-notes of the Bank of England and currency notes issued by the Government. 
The gold value of the sterhng is maintained by a statutory obligation on the 
Bank of England by which it is obliged to buy gold in unlImited quantities at 
the rate of £3 17 s. 9d. per standard ounce, and sell gold in bars "containing, 
approximately, four hundred ounces troy- of fine gold" at the rate of £3178. 10ld. 
These rates correspond to the par of exchange. 

The effect of this system has been thus described :-" In future the value 
of the pound sterling will be definitely fixed in terms of gold. If British money 
rises above the value of gold, so that less than £3 17 s. 9d. will buy an ounce of 
standard gold, gold will be sold to the Bank of England; the volume of notes 
will increase and the value of British money in terms of gold will fall. On the 
other hand, if an ounce of standard gold fetches more than £3 178. 10ld., British 
money will be taken to the Bank to be there exchanged for standard gold in 
amounts of not less than 400 ounces fine. This will reduce the amount of British 
money, and this reduQtion will raise the value of the remainder." (Cj. the Heturn 
to Gold by Dr. Gregory, pages 46-47.) 

GOLD STANDARD IN INDIA. 

The introduction of such a system in India is desirable and possible with 
one difference. In England though the sovereign is not in circulation at present, 
it was supposed to be in circulation before the war, and could be demanded by 
the public in exchange for notes. It is after using gold currency for a large 
number of years or decades that the people of England have been accustomed 
to think of the pound sterling as eqUivalent to the sovereign which they could 
get at any time till before the war. 

In India, under present circumstances, the sudden introduction of gold 
notes as the only full legal tender without gold coins is likely to be misunderstood, 
and may not succeed. It is obvious, therefore, that for some years to come at 
least the Gold Standard in India will require both gold coins and gold notes in 
circulation. 

If a state of affairs could be imagined when a suitable goin coin and gold 
notes circulated in India as full legal tender, with other subsidiary coins 
including the rupee as limited tender, and when the Government of India bought 
and sold gold at rates corresponding to the par of exchange, we shall have a 
system as good as that evolved in England-a system which will be free from the 
defects df the existing system pointed out above. 

The people will then learn the economical use of gold (defect 6); the expan­
sion and contraction of the currency will take place automatically (defect 1), 
and both external and internal stability will thereby be attained (defects 2 and 3). 
Besides, the Indian system will no longer be liable to break by external forces 
as at present (defects 4 and 5). 

PRACTICAL DIFFICULTIES. 

The chief difficulty in the way of the introduction of such a plan is the 
existence of the huge number of token rupees iD. circulation and in hoards. 
When the Gold Standard is in full operation as suggested above, the rupee must 
be reduced to a subsidiary position, and made a limited legal tender. But this 
very action involves the liability of the Government to convert the rupees into 
gold at the option of the people, before declaring them limited legal tender. It is 
difficult to have even an approximately correct estimate of the number of rupees 
in circulation and in hoards. For our present purpose we may take 300 crores 
as the maximum figure of such rupees. It is obvious however that if the Govern­
ment were required to convert all these rupees into gold, it would be an impossible 
task. 
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But we need have no such fears. The lar~e masses of the people are bound 
to require rupees for their small daily transactIOns. And when we bear in mind 
the extent of the territory, and the number of the population that will necessarily 
deal with ru;>ees, we must come to the conclusion that it will be only those rupees 
which are III excess of such daily requirements that will be presented for 
conversion. 

Besides, if for the convenience of the poorer classes of the people, the legal 
tender limit of the rupee be fixed fairly high, say at Rs. 100 at first, then the 
demand for conversion of rupees into gold will be smaller. This limit may be 
lowered at a later date. 

Though it is difficult to hazard a guess in these matters, we may say that at 
least 50 crores of rupees will be presented for conversion, and that the maximum 
number which the Government should be prepared to convert may be put at 100 
crores. This does not mean that all such rupees will be presented at once or in 
anyone year. The conversion may be timed acoording to the resources at the 
disposal of the Government, and be spread over a number of years, say at least 
five. 

It is obvious that when this process is going on, the Government shall not 
coin more rupees. In other words, as soon as the Gold Standard is decided upon, 
the ooinage of fresh rupees will stop. The demand for an inorease in the currency, 
if any, should be met by the issue of gold coins and gold notes. 

Simultaneously with the issue of gold coins or even before it, the Govern­
ment should undertake to do what the Bank of England is required to do at 
present-to buy and sell goJd at rates corresponding to the par of exchange. 
Like the Bank of England the Government of India may buy gold in any quantity, 
small or large, but may sell it only in certain large quantities. 

Such an action will inspire confidence in the determination of the Govern­
ment to establish the Gold Standard, and though this may be followed by a rush 
on the Government for gold in the beginning, there will be obvious limits to the 
demand. whioh may be followed by an inflow of gold to the Government. 

RESOURCES FOR A GOLD STANDARD. 

In order to establish the Gold Standard, and to meet the liabilities that will 
be imposed on the Government thereby, there must be sufficient resources with 
them, and if they are not already sufficient, suitable arrangements should be made 
befOrehand to acquire them as and when necessary. 

On the introduction of the Gold Standard it will not be necessary to main­
tain a separate Gold Standard Reserve as at present. For our present purpose 
therefore the Gold Standard and the Paper Currency Reserves may be oonsidered 
as one fund. The resources at the dispooal of Government in the shape of this 
consolidated fund are as under :-

Crores of Rs. 
Gold 22'3 (The figures for the Gold Standard Re-
Silver coin and bullion 894 serve are of 31st October, 1925, and 
Indian Securities 57'1 those for the Paper Currency Reserve 
English Securities 63'2 are of 7th November, 1925). 

But as the existing rupee-sterling ratio on the statute book is 2s. the gold 
and sterling securities in the reserves are valued at this rate. In view of the fact 
that this· rate is no longer in operation, the figures give an inoorrect impression. 
As we propose later to fix the ratio at the pre-war rate of Is. 4d., the figures 
should stand as under :-

Crores of Rs. 
Gold 33'4 
Silver coin and bullion 89'4 
Indian Securities 57'1 
English Securities 94'8 

We thus see that the amount of gold already in the hands of Government is 
worth 334 crores. We have now to find out the way in which Government can 
get additional gold, if required. 

The very next item in the above figures suggests a second source. This large 
amount of silver already in the hands of Government will be of little use to 
them on the introduction of the Gold Standard. Besides, with the incoming of 
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rupees from circulation ~nd hoards for conversion i~to gold, this stock of. s}lver 
will inorease stIll further. Though we cannot determme the amou!lt of addItIOnal 
silver which the Government will thus get, from what we have pomted ()ut above, 
it is certain that this amount will be large. The only use to which Government 
can put all this silver is to sell it and acquire gold instead. 

If the gold already on hand plus the gold acquired by the. sale of silver is not 
sufficient the Government must have recourse to the last Item m the above figures, 
as the third item is not likely to be of much use for this purpose. It is submitted 
that the Government should sell its sterling securities to acquire more gold. 

It is\possible, however, to utilise the sterling securities more effectively for 
this purpose of finding the necessary amount of gold in the early stages of the 
introduction of the Gold Standard. 

In spite of the pre-war policy of dIverting gold from India, we had l:uge 
imports of gold on private account in the settlement of our trade transactions. 
This policy of diverting gold from India will no longer be necessary as soon as the 
Gold Standard is established. In other words, the power of the Secretary of State 
to divert gold from India by the sale of Council drafts will disappear, and to this 
extent we shall have a larger import of gold. than before. 

The Secretary of- State may still sell Council drafts to the extent of his own 
requirements, including those of the High Commissioner, or the Government of 
India may purchase sterling in India to meet the English charges. 

But as it was done on certain occasions in the past, if the sterling resources 
already with the Secretary of State are used for his annual requirements, to that 
extent gold will have to be sent to India by those importers of foreign countries 
who may have taken our excess of exports, otherwise cancelled by the remittance, 
referred to above. This import of gold into India will be in addition to that due 
to the absence of diversion of gold from India, to which reference has been already 
made. 

Such gold coming into India in either manner will take the place of Council 
drafts, or in other words of the issue of rupees in India as has been the case till 
now. Whereas up to now the demand for additional currency is met by the issue 
of more rupees to cash Council drafts, additional currency will henceforward be 
formed by the people tendering their gold to Government and asking for legal 
tender, coins or notes In other words, the gold which will come to IndIa in either 
of the above manner will to a great extent be presented to the Government, and 
wil1 be an additional support to the measures for the introduction of the Bold 
Standard. 

The capacity of the Government to keep up this inflow of gold into India by 
the method of using sterling resources in London for meeting the English charges, 
is limited by the strength of these resources. The Government should, however, 
be prepared to allow gold to come in this way, if circumstances demand it, for 
some time longer even after the sterling resources in England have been exhausted. 
This can be done by borrowing in London to meet the English charges. This will 
obviously be the last step, and before the time to have recourse to it has arrived, 
gold would have gone to India, and therefore to the Indian Government, in large 
quantities This means that the demand for additional gold to be provided for 
in this way would not be very large. But if this step has to be taken, it will mean 
an addition to the Public Debt of India, which the people of India will be prepared 
to bear as the cost of having a sound currency system, which will more than repay 
the burden in a short time . 

. ~nother reason why such a step may be~ome necessary is that the whole of the 
eXIst~ng ~es.ources cannot be used up for m~roducing the Gold Standard. A 
certam mInImUm amount shall have to be retamed on hand to ensure the converti­
bilit~ 0.£ t!Ie existi1?g: note issue. ,;£,he difficulties of the Government may, however, 
be mmimised by gIvmg them specIal powers during the transition period to allow 
the Paper Currency Reserve to go to a minimum level. 
. An att~mpt has been made in the foregoing remarks to lay down the general 

hnes on whICh the practical difficulties in the way of the introduction of a Gold 
Standara may be met. The working out of the detailed stages on these lines may 
better b~ left to those more conversant with the administration of the currency 
mechamsm of. the country. .With IJ?ore information on the~ subjects than a lay­
man can com~and, and WIth theIr knowledge and experIence regarding the 
resource operatIOns of the Government as well as the currency requirements of the 
people, the officers of the Finance and Currency Departments should be able to 
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devise stages by which the Gold Standard may be introduced in India without 
undue delay on the one hand, and with as little cost and trouble as possible on 
the other. 

SALE OF SILVER. 

We pointed out above that the rupees which will gradually return to the 
Government for conversion into gold, and which it may be considered will not go 
back into currency, will have to be melted and sold. The same will have to be done 
with the stock of silver, coin and bullion, already in the hands of the Government. 
The Government will obviously lose in this transaction (1) because of the token 
character of the rupee, and (2) because this action will have a depressing effect on 
the silver market. This second loss can be minimised if the sale of silver is spread 
over a series of years, and managed with due regard to the state of the silver 
market. 

EFFECT ON GOLD AND SILVER MARKETS. 

It may be said that an action on these lines will have grave effects on the 
prf-cious metals-that the price of gold will rise and that of silver will fall, with 
consequent effects on the prices of commodities measured in gold or silver. 

The Government and the people of India need not be afraid of any such cry. 
India has every right to reform her currency and the other countries are strong 
enough to manage their own affairs if they are adversely affected by the action of 
this country. When silver was demonetised by the Western countries, the harm 
done to India was not considered by them. And if now India asserts her right to 
have gold for the precious exports which she sends abroad, it is nobody's business 
to interfere. 

These remarks are made deliberately. Proposals for the establishment of a 
Gold Standard with a Gold Currency in Inaia were made on several occasions 
before this. This is, however, not the place to discuss the history of this question 
since the famous minute of Sir William Mansfield was written in 1864. But even 
a cursory perusal of the currency history of India shows that the introduction of 
this the only good system for India was denied because England and other 
countries were afraid of the drain of gold to India. * 

Fortunately for us, the western countries are now facea with larger stocks of 
gold than they can handle without endangering its purchasing power. It is, there­
fore, to their benefit that gold should be used to a larger extent than before by 
other countries foil' currency purposes. t 

THE GOLD COIN. 

Since the sovereign and the half-sovereign were made legal tender in India in 
1899, the people of India have become familiar with its use. At the same time, 
our connexion with England points to the desirability of our having the sovereign 
as our gold coin. 

Without going into historical details, we may, however, point out one great 
obstacle which has come in the way of the establishment in India of a gold mint to 
coin the sovereign. If we adopt the sovereign as our coin, we shall be required to 

... It seems much more likely that silver owes its position in India to the decision which thtl 
Company made before the system of standard gold and token silver was acciJentally evolved in 
1816 in England, anJ long before it was understooLl : and that the position bas been maintained 
not because Indians dislIke gold, but because Europeans like it so well that they cannot bear to 
part \\ith any of it". (Cf. Professor Cannan in his Foreword to "The Problem of the Rupee" by 
B. R. Ambedkar, page xiii). 

t "This reluctance to allow gold to go to the East is not only despicable from an ethical point 
of view. It is also contrary to the economic interest not only of the world at large, but even of 
the countries which had a gold standard before the·war and have it still or expect soon to restore 
it. In the immediate future .gold is not a commodity the use of which it is desirable for 
these countries either to restrict or to economise. From the closing years of last century it 
has been produced in quantities much too large to enable it to retain its purchasing power and 
thus be a stable standard of value unless it can constantly be finding existing holders willing 
to hold larger stocks, or fresh holders to hold new stocks of it ••. On the whole it seems fairly 
certain that the demand of Europe and European-colonised lands for gold will be less rather 
than greater than before the war, and that it will increase very slowly or not at all. 

"Thus on the whole there is reason to fear a fall in the vaJue of gold and a rise of 
general prices rather than the contrary." "A much more practical way out of the difficulty 
is to be found in the introduction of gold currency into the East. If the East will take a 
large part of the production of gold in the coming years it will"tide ns over the period which 
must elapse before the most prolific of the existing sources are worked out". (C/" Professor 
Cannan, Ibid, pages xiii-xv). 

~~ Hi 
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constitute the Indian mint a branch of the Roya} Mint in England under the 
provisions of the latter's charter. This difficulty has already been a source of 
trouble in the past, and India need not be at the mercy of the Royal Mint in 
England for this purpose. 

The effective way out of this difficulty is to have a gold mohur-a separate 
Indian coin-of the same weight and fineness as the sovereign. This will give us 
all the advantages of the sovereign without its disadvantages, inasmuch as the 
Government of India need not wait for the sanction of the Royal Mint in coining 
the gold mohur. 

RATE OF INTERNAL EXCHANGE. 

Under the Gold Standard the external exchange will be maintained by the 
sale and purchase of gold by Government as suggested above. Besides, it will be on 
a par with that of England, the sovereign and the mohur being identical for all 
practical purposes. 

The question of internal exchange or the relation of the rupee to the mohur 
becomes a subsidiary question. It will no more raise those mysterIOUS controversies 
and hair-splitting differences which have hovered round the question of the rupee­
sterling exchange under the Gold Exchange Standard system. 

The best thing to do is to adopt the ratio of Rs. 15 to 1 mohur on the simple 
and solid ground that the people have been accustomed to it for many years, and 
have found it convenient for all calculations. In such matters, the sentiment of 
the people should be respected, and the sentiment is decidedly in favour of this 
ratio. Besides it is not likely to do any harm which the opponents of this ratio 
may point out, because the supposed harm is with reference to the external value 
of the rupee, which is no longer required to be considered. 

It may be added that the adoption of this popular ratio will facilitate the 
introduction of the Gold Standard. One of the main difficulties which we 
discussed above is the drain on Government for gold, on account of its liability to 
convert rupees into gold. If the ratio be 15 to 1, the drain on Government will 
be materially less than if the ratio be 13! to 1, which is advocated in some quarters. 
For one ~old mohur the people will have to tender 15 rupees under our suggestion, 
whereas III the other case they will get a mohur for less number of rupees. And 
when the extent to which this conversion is likely to take place is taken into 
account we shall realise that the other rate will involve the Government in a great 
loss, which can be easily avoided. 

NOTE-ISSUE. 

Rupee Notes.-Even when the rupee is made limited legal tender, rupee-notes 
of smaller denomination, that is of Rs. 10 and 5, may be allowed to remain in 
circulation. It should, however, be understood that these notes are in place of 
tokens, and hence limited legal tender like the rupees which they represent. When 
a genuine demand for additional currency takes place, efforts should be made to 
put into circulation gold coins and gold notes. 

Gold Notes.-Gold notes of the denomination of 1 gm. (gold mohur); 5 gms., 
10 gms., 100 gms., 1,000 gms., may be issued. 

Paper- Currency Rese'/'ve.-The constitution of the Paper Currency Reserve 
will have to be changed. It should consist of (1) sufficient amount of gold and 
gold coins to convert gold notes; (2) of subsidiary coins, namely, rupees, to convert 
rupee notes; and (3) of securities. The general principle of the existing per­
manent constitution may be followed. At least half the gross circulation of notes 
should be supported by a metallic reserve, which should primarily consist of gold 
or gold coins. The amount of silver ne~d not be more than half the gross circula­
tion of rupee notes. The fiduciary portion should consist of easily realisable 
securities, chiefly mohur or sterling. 

Management of the Paper Currency.-The management of the Paper Cur­
rency should be handed over to the Imperial Bank, which should have a separate 
department fm' doing this work. 

THE IMPERIAL BANK. 
Suitable legislation will have to be passed to ensure the control of the Govern­

ment over the Dank in the proper discharge of its important duties regarding the 
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management of the Government balances, and Paper Currency. The buying and 
selling of gold, which will be a necessary feature of the Gold Standard, should 
also be handed over to the Bank, as in England. The Ba~ shou~d also be entrusted 
with the remittance transactions of the Government, whICh Will, under the Gold 
Standard, be of less importance than before. 

I?etail regulations regarding the management ?f each. o~ these important 
functIOns should be laid down. The veto of the State m certam Important matters 
should be secured. There should be a certain number of official and non-official 
directors nominated by the Government. A majority of the d~rectors .sho.uld. be 
Indians, and an effective arrangement should be made regardmg IndlamsatlOn 
of the Bank's service. 

Indianisation should not mean the selection of a few Indians for the posts 
of subordinate officers. It should mean that all posts in the gift of the Bank will 
be open to Indians first, ,provided qualified men are available. In order to ensure 
such qualifications, the Bank shot;1d be required to put. on special training a 
certain number of selected and tried men, or send a certam number of such men 
for higher training abroad, at the expense of the Bank, every year. 

ADVANTAGES OF A GOLD STANDARD. 

(1) The establishment of a Gold Standard and Gold Currency as outlined 
above will put the Indian Currency system on the soundest of basis hitherto con­
trived. It will be a necessary transitIOn to that stage when gold notes will be the 
only full legal tender, and gold coins will not circulate as in Engand. 

(2) This system will give us stability of internal prices and external exchange. 
(3) Complaints about the mismanagement of the currency system, and some­

times of undesirable motives in connexion with it on the part of Government will 
no more exist.· 

(4) People will learn to use their hoarded gold in a better way on the one 
hand, and foreign capital, if required, will be available with greater ease than 
before on the other. 

(5) The Finances of the Government will no longer be upset by that 
mysterious item, loss or gain by exchange. 

(6) It will relieve Indian trade and industry from all those defects of the 
present system from which they have suffered so long. 

(7) In short, in so far as a sound currency system can help the economic 
development of a country, the right step wi~ have been taken. 

SUMMARY Oi' RECOMMENDATIONS. 

(1) That the coinage of rupees should be stopped. 
(2) That the demands for additional currency should be met by the issue of 

gold coins and gold notes. 
(3) That a separate ~old coin, called the mohur, of the same weight and fine­

ness as the sovereign be Issued by the Indian mints. 
(4) That the Government should undertake, through the Imperial Bank, to 

buy and sell gold at rates approximately equal to the par of exchange, as is done 
by the Bank of EI]gland. 

(5) That the resources to introduce the gold standard with gold currency are 
adequate, and can be increased, if necessary, by suitable arrangements. 

(6) That the detail stages by which this should be done need to be carefully 
worked out on the general lines suggested. 

(7) That after a certain period, the Government should declare the rupee ., 
limited tender, the limit being fixed at Rs. 100 at first, and lowered subsequently. 

(8) That the rupee notes of Rs. 10 and 5, may remain in circulation with the 
same legal tender limit as the rupee. 

• "The recent experience bo~h of belligerents and neutrals certainly shows that the simple 
gold standard, as we understood It before the war, is not fool-proof, but it is far nearer being 
fool-pro?f and knave-proof than the gold-exchange standard. The percentage of administrators 
and !eglslators who un~erstand the gold standard is painfully small, but it is and is likely to 
remam ten or twet;ltr .tlmes as great as the percentag~ which understands the gold-exchange 
~ystem. Th~ posslblhty of a gold-exchaDl:!e .system belDg ferverted to suit some torrupt purpose 
18 very conSIderably guater than the posslblhty of the simple gold standard being so perverted" 
(Of, P~?fessor Cannan, in his Fore" ord to "The Problem of the Rupee" by B. R. Ambedkar 
page xn). ' 
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(9) That for internal exchange the ratio of the l1lpee and the mohur should 
be 15 to 1. 

(10) That gold notes of the denomination of 1 gm , 5 gms., 10 gms , 100 gillS, 
1,000 gms should be issued. 

(11) That in the Paper Currency Reserve at least half the gro!-.s note circu­
lation should be supported by a metallic reserve, primarily of gold, and the re.;t 
by securities, chiefly mohur and sterling. 

(12) That the management of the Paper Currency, of remittance transactions, 
and of the ~ale and purchase of gold should be handed over to the Imperial Bank, 
over which there should be adequate control to ensure the interests of the State 
and the public, with effective provisions for Indianisation of the Bank's service. 

APPENDIX 20. 

Statement of evidence submitted by Mr. P. A. Wadia, M.A., Professor of 
Economics and Politics, Wilson College, Bombay, and Mr. G. N. Joshi, 
M.A., Professor of Economics and History, Wilson College, Bombay. 

1. Before the outbreak of the War the civihsed world had settled down in 
matters of currency to the gold standard after a prolonged and vaned experience. 
Silver which had up to the third quarter of the nineteenth century preserved its 
position alongside of gold as a monetary standard was subsequently abandoned by 
one country after another, and reduced to a token currency. The only countries 
which before 1914 dId not possess a gold standard were China and India. The 
gold standard, as it existed before the War, rested on a few simple principles. 
The sole legal tender money consisted of gold and of substitutes which were con­
vertible into gold at the option of the holder. The effectIve and ever-increasing 
use of these substitutes-bank notes, cheques, and bills-depended on the con­
fidence in the public mind that whenever gold was wanted for internal purposes or 
for export, it was readily available. If relative stability in the purchasing power 
of the monetary unit in terms of commodites is the criterion by which the sound­
ness of a currency system is to be Judged, experience had demonstrated that gold 
was better fitted for serving as the basis of currency than any other commodity, 
the gold standard secured both relative stability in the internal level of prices, and 
stability in tbe foreign exchanges. The experience of the War and the post-war 
years has confirmed this judgment in favour of the superiority of the gold 
standard. The belligerent countries during the 'Var resorted to en9rmous issues 
of paper money to meet the cost of the War, instead of meeting that expenditure 
by taxation and loans. The paper money soon became inconvertible, the gold 
standard disappeared, prices rose enormously, and the fluctuations in the price 
level combined with the dislocation of the foreign exchanges in disorganising 
trade and industry, discouraging savings, and endangering the very foundations 
of economic life and prosperity. 

2. The problem that faces the Western countries to-day is the problem of 
securing stability in the level of prices, securing a monetary unit which could 
cease to fluctuate from day to day, and it is also a problem of securing stability in 
the foreign exchanges, which would restore confidence and foster the revival of 
international trade. It is felt that a restoration of the simple gold standard would 
contribute to European recovery and prosperity as almost no other single measure 
will, that the introduction of the gold standard at the present time is possible in 
practically all European countries with their substantial gold reserves; and that 
any prospective short period fluctuations in the purchasing power of the monetary 
unit under a gold standard can be substantially controlled by credit operation 
judiciously exercised by banks 

3. The fear of deflation resulting in increased unemployment in a country 
like Great Britain, which has reached what one may call the limit of maximum 
utilisation of her industrial resources, and the fear of redundancy of gold leading 
to a sudden fall in its value in terms of commodities, have led Mr. J. M. Keynes to 
advocate the permanent abandonment of gold as a standard, and the adoption of 
a system of managed currency based on index numbers for the future. But these 
proposals have been condemned as theoretically unsound by leading representa­
tives of economic thought, and have been rejected in practice by the virtual resump­
tion of the gold standard in Great Britain in May, 1925. 
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4. In India the same question of monetary reform has been opened up again 
by the appointment of a royal commission to " examine and report on the Indian 
Exchange and currency system and practice, to consider whether any modifica­
tions are desirable in the interests of India, and to make recommendations." We 
must remember, however, at the outset that whilst the main problem for European 
countries to-day is that of finding methods of reverting to the pre-war go~d 
standard, subject to such modifications in the direction of further economy 10 
the use of gold for internal purposes as the lessons of the last ten years may have 
taught them, the problem for India is not a simple issue of this nature--not a 
question of simply returnin~ to the pre-war currency system. The terms of refer­
ence of the present commiSSIOn are wide enough to allow us to raise a more funda­
mental issue. Ever since the closure of the mints to the free coinage of silver in 
1893 this country has been subjected to a series of experiments in matters of 
currency; whilst, having as our goal, the gold standard, we have drifted between 
1900-1914 into a system which lias been called the gold exchange standard; this 
Rystem was abandoned owing to the abnormal conditions which ensued on the out­
break of the War. The question now before this country is therefore of wider 
import than one of merely returning to pre-war conditions; it is briefly the ques­
tion, What is the system of currency that is best adapted to the requirements of 
this country 1 Are the principle and practice of the gold exchange standard calcu­
lated to meet these requirements 1 And if not, can the simple gold standard 
meet them more effectively 1 Finally, if the gold standard is economically desir­
able, is it practicable 1 

5. We shall endeavour to answer these questions in the order in which we 
have raised them, and shall preface our answer by a brief history of our currency 
measures between 1893 and our own days. 

HISTORY. 

6. India had a gold standard and gold currency in the past; it was only in 
the first half of the nineteenth century that the East India Company reorganised 
the currency system, making silver money the sole legal tender. The violent 
fluctuations in the gold price of silver, which began about 1870, led the European 
countries to abandon silver as standard money in favour of gold. Ih India these 
fluctuations in the gold price of silver raised problems of a somewhat different 
character-primarily concerned not with instability in the internal level of prices, 
but with the upsetting of budget calculations, the 'increase of taxation, and with 
instability in foreign exchanges, which affected the foreign trade. The Govern­
ment of India desired to secure greater stability in the foreign exchanges, in par­
ticular, the sterling value of the rupee, and, as an initial measure, closed the 
mints to the free coinage of silver in 1893. When the relative stability in the 
sterling value of the rupee was secured in 1898, the Fowler Committee recom­
mended the introduction of the British sovereign as " a legal tender and a current 
coin in India " and the opening of Indian mints for the coinage of gold. The 
Fowler Committee looked forward to .. the effective establishment in India of 
the gold standard and currency," the Coinage Act of 1899 made the sovereign 
legal tender, with the token silver coins in cir.culation as unlimited legal tender. 
Arrangements were made for opening a gold mint; but these arrangements were 
shelved owing to the hostility of the British Treasury. The Fowler Committee 
recommended that no further coinage of rupees was to be resorted to till gold 
occupied a predominant position in circulation, and that the profit on the coinage 
of rupees was to be set apart as a separate fund. 

7. Anxious to meet the home charges and the trade demand for rupees, the 
Government of India found in the surplus sale of Council Bills a ready and con­
venient method; Mr. Lindsay had suggested it to the Fowler Committee, and the 
continued favourable balance led the Government to fresh coinage of rupees, 3. 

process which started as early as 1901; gold was economised, and the dues of India 
were settled at the same time. The profits on the coinage of rupees were accu­
mulated in a reserve called a Gold Standard Reserve, which was soon transferred 
to London on the ground that in case of adverse balance India would be saved the 
cost of transmitting gold to London. Whilst the Government thus drifted in 
practice into the Gold Exchange Standard, as late as 1912 it wrote to the Secre­
tary of State: .. It is, we think, an undisputed fact that the establishment of a 
gold currency was regarded as the logical and natural sequence of the closing of 
the mints to silver and the necessary accompaniment of a gold standard. Such a 
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measure will mark a step along the path which has been authoritatively accepted 
as the line on which our currency must develop, and in time it will be of great 
assistance in maintaining the stability of our currency system." 

8. The Chamberlain Commission in 1914 definitely advised the Government 
of India to abandon the idea of an effective gold standard, and sanctified the then 
existing gold exchange standard. "Our view is," the Commissioners observe, 
" that India neither demands nor requires gold coins to any considerable extent 
for purposes of circulation, that the most generally suitable media of internal 
circulation in India are at present rupees and notes, and that the Government 
should, as\opportunity may offer, encourage notes, while providing-and this is 
the cardinal feature of the whole system-absolute security for the convertibility 
into sterling of so much of the internal currency as may at any moment be required 
for the settlement of India's external obligations." • 

9. Before these recommendations could be considered the War broke out; 
India found herself a creditor _country on a large scale; the Government of India 
to liquidate these obligations went on purchasing silver and coining rupees. When 
the price of silver rose above 43d. an ounce further coinage at the existing rate 
became impossible; the rate of exchange broke loose from its frail moorings; the 
fiduciary portion of the Paper Currency Reserve, which was only 14 crores before 
the War, was increased till it reached nearly 100 crores in 1919. As backing to 
the reserve Government showed investments in British Treasury Bills, but as this 
was not enough, a portion of India's favourable balance was adjusted by a gift 
of £100,000,000 to the British Treasury. In the meantime exchange rose in 
sympathy with the price of silver from Is. 4d· to 2s. 4d., and finally to 2s. 10d. in 
1920. 

10. The complete breakdown of the foreign exchanges led the Government at 
the end of the War to appoint the Babington-Smith Committee, which once again 
sanctified the Gold Exchange Standard, this time at a new ratio of 2sh. gold to 
the rupee; they also recommended at the same time the opening of a mint for the 
coinage of gold. The ratio was accordingly altered to 2sh. by the Coinage Act of 
1920. Shortly after the price of silver fell below 2sh.; and the Government of 
India endeavoured to maintain the legal rate by the sale of reverse bills. Taking 
advantage of the situation, all those who had been unable to remit money during the 
War tendered rupees to the Government at the 2sh. rate, and bought claims on 
the Secretary of State, which were met from the liquidated Treasury Bills anri 
other balances belonging to India. The process went on for some time, involving 
the Government in a loss of 45 crores of rupees. The attempt had to be finally 
abandoned, with the result that the exchange fell to Is. 7d.~ then Is. 6d., and 
reaclted Is. 3d. in 1921. The market rate was left to itself, though the legal rate 
was 2s. During these last five years India has had continued favourable balances, 
but no additions have been made to the volume of her currency. By careful 
manipulation of the volume of money a working stability in the neighbourhood of 
Is. 6d. has been secured during the last 12 months, and Government have 
announced that till the finding of the Commission they will not allow tne exchange 
to go beyond Is. 6d. 

11. Thus Indian Currency consists of sovereigns (occupying an insignificant 
position), rupees, and notes. The i'upees are token coins, but legal tender to an 
unlimited extent. Between 1900 and 1914 sovereigns were convertible. into rupees 
at the rate of 1 to 15, but rupees were not legally .convertible' into sovereigns. The 
exchange rate remained stable at Is. 4d. during' this period. Durin~ the War the 
exchange broke down; after the War it was fixed at 2sh., only to be abandoned 
again. To-day it has been maintained fairly steady at Is. 6d., with the help of 
two factors-a favourable balance of trade and the gold price of silver below 
43d. an ounce. 

The Gold E:»change Standard. 
12. The present Commission, amongst other things, is asked to consider 

whether " any modifications " in the present currency system "are desirable in 
the interests of India." We hope to be excused for urging that the main issue, in 
our opinion, is the question of abandoning or continuing a currency system into 
which the Government of India drifted, a system which was found convenient in 
practice, and was therefore subsequently pronounced to be theoretically sound. 
If on an examination of the theory and practice of the Gold Exchange Standard 
system, it is found to be theoretically unsound and practically harmful to the 
best interests of India, the question of considering modifications does not arise 
at all. 
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13. The only economist of reputation who offered a theoretical defence of the 
Gold Exchange f::jtandard before the 'Var was Mr. Keynes, who, in his " Indian 
Currency and Finance," indicates the fundamental principle of a sound system 
of currency as below: •• The Currency problem of each country is to ensure that 
they shall run no risk of being unable to put their hands on international currency 
when they need it, and to waste as small a proportion of their resources on hold­
ings and actual gold as is compatible with this. . . . As long as gold is avail­
able for payments of international indebtedness at an approximately constant 
rate in terms of the national currency, it is a matter of comparative indifference 
whether it forms the actual national currency." .. Speaking as a theorist, I 
believe that it contains one essential element-the use of a cheap local currency­
artificially maintained at par with international currency-in the ideal currency 
of the future." 

14. The Chamberlain Commission, using almost identical language, pointed 
out that the cardinal feature of the gold exchange standard In India was 
" absolute security for the convertibility into sterling of so much of the internal 
currency as may at any moment be reqmred for the settlement of India's external 
obligations." We cannot allow this statement to pass without noticing that so far 
as India is concerned this cardinal feature does not exist so long as there is no 
legal obligatiQn on the part of the Government of India to convert the rupee into 
sterling. 

15. Mr. Keynes gives us this further description of the Gold Exchange 
Standard: .. The Gold Exchange Standard may be said to exist when gold does 
not circulate in a country to an appreciable extent, when the local currency is not 
necessarily redeemable Into gold, but when the Government or Central Bank 
makes arrangements for the provision of foreign remittances in gold at a fixed 
maximl,lm rate in terms of loc~l currency, the reserves necessary to provide thesa 
remittances being kept to a considerable extent abroad." 

16. Briefly, the claims made on behalf of the Gold Exchange Standard are 
that it secures stability of exchange, diminishes the pressure on gold, and provides 
a cheap medium of exchange for internal currency. It is a cheap, efficient, and 
economical system. 

ExaminatiQ1l, of the Theory. 

17. In his" Indian Currency and Finance" Mr. Keynes contends that the 
Gold Exchange Standard has for its fundamental object stability of exchange. He 
further contends that the only purpose of a sound currency is to secure fixity of 
foreign exchanges, and to provide tacilities for payment of foreign debts. Now it 
is an elementary principle familiar to every student of eoo[lomicsthat sound system 
of currency fulfils certain indispensable objects, and satisfies a few basic needs of 
economic life. It supplies a standard of values, offers a universally acceptable 
medium of exchange, serves as a standard for deferred payments, and as a store 
of values. 'Briefly, a sound system of currency secures relative stability in the 
purchasing power of the monetary unit in terms of commodities, and therefore 
also secures stability of exchanges. In his" Indian Currency and Finance " Mr. 
Keynes makes fixity of foreign exchanges the primary concern of a sound mone­
tary system. But in his" Tract on Monetary Reform" he gives up this earlier 
view, and maintains" stability of exchange is in the nature of a convenience, 
which adds to the efficiency and prosperity of those who are engaged in foreign 
trade. Stability of prices, on the other hand, is profoundly important for the 
avoidance of various evils." If the gold exchange standard aims primarily at 
fbr;ity of exchanges, it is aiming at what is merely a facility or convenience to 
those engaged in foreign trade, and not at what is of profound importance to the 
country at large. Assuming that the gold exchange standard secures stability of 
foreign exchanges, does it secure relative stability in the internal level of prices? 

18. Whilst we have experience in favour of the proposition that an effective 
gold standard secures both a ~table level of prices and stability of exchange, the 
history of Indian prices during the period 1900-14 makes it sufficiently clear that a 
gold exchange standard does not secure stability in the price level. Between 1900 
and 1914 there was a rise in the price level in India WhICh had nothing analogous 
to it in the history of the price levels in other countries. This extraordinary rise 
in price le~el can only be. accounted by the over-i~sue of the token rupees that 
took place In the same penod. But Mr. Keynes claIms that after the 'Var India 
has secured the advantages of a relatively stable level of internal prices. In the 
first place, Mr. Keynes hImself admits that this was brought about more perhaps 



190 ROYAL COMMISSION ON INDIAN CURRENCY AND FINANCE: 

~y cha1?-ce. than ~y de~ign. In the seco~d .place, this relative stability of prices 
m IndIa IS a misleadmg statement, as It IS the result of a comparison with 
countries like Germany, France, and Russia, that had over-issued paper money, 
and suffered from violent fluctuations in price level. And even if India secured 
the advantages of a relatively stable price level after the War, this was due not 
to the Gold Ex;,change Standard, which has ceased to function during the last 
seven years, but to the restriction in the issue of currency by the Government with 
a view to maintain a higher rate of exchange since 1921. Finally, the stability 
of price level in detail, for whch Mr. Keynes pleads, and which may'be desirable 
for a cOU1~.try like Great Britain, which has reached the point of maximum utilisa­
tion of her industrial resources, and for which therefore fluctuations in either 
direction may spell unemployment and misery, may not be equally desirable for 
a country like India, with potentialities of industrial development in the future. 
and for whom therefore slowly rising prices, not due to over-issue of tokens, but 
resulting from the adoption of a gold standard, may be a necessary stimulus t;) 
industrial expansion. Great Britain desires stability in detail, or short term 
stabilty because of the fear of deflation; in India it is not falling, but rising. 
prices against which we are sought to be protected by a managed currency And 
a slow and natural rise in prices is not necessarily harmful. 

19. If we turn to the question, has the Gold Exchange Standard during the 
period that it worked, namely, 1900 to 1914, secured stability of exchanges, the 
,answer is simple Stability of exchange under the Gold Exchange Standard is 
practicable, and can be maintained at any ratio at or above Is. 4d. so long as India 
has a favourable balance of trade, and so long as the price of silver is below 
43d. an ounce. These two conditions were present during the period. When in 
1907 one of tliese conditions was absent the system was on the point of breaking 
down, and during the War, when the second condition was absent, it broke down 
completely. Stability of exchange under the Gold Excliange Standard depends 
upon conditions which the Gold Exchange Standard itself does not necessarily 
secure 

Imperfections of the Gold Exchange Standard. 

20.-(1) Under this system the rupee has been reduced to the position of an 
inconvertible note printed on silver, the printmg of these notes is at the discretion 
of the Government, and the Government of IndIa went on coining rupees between 
1900 and 1914 irrespective of all considerations of the actual demand for money. 
The one tangible proof of the over-issue of our rupee currency is to be found in the 
continuous rise in the level of prices in India from 1900 to 1914 far in excess of the 
rise in the level of prices in the rest of the world in the same period. The reasons 
for this inflation of prices in India are obvious. The additions to the rupee 
currency made from time to time owing to the normally favourable balance of 
trade are incapable of being withdrawn; the rupee currency admits of expansion 
but not of contraction. The rupee does not permit of being melted; people will not 
hoard it to any appreciable extent, because its value is arbitrary; and it has no 
use as a coin for export. Whereas under an automatic system of currency, like the 
Gold Standard, WIth an open mint, there is a mechanism for the expansion and 
contraction of currency, according to the needs of commerce; under the gold 
exchange system there is ample provision for expansion, but no provision for 
contraction. -

(2) As a result of this lack of provision for contraction we find the currency 
system inelastic, and incapable of readily responding to the demands of the 
market. In a country like India where there is a seasonal demand for currency, 
and banking facilities are either unknown or undeveloped, the evils of an inelastic 
currency are accentuated by a system which leaves the management of the currency 
in the hands of a body which is not in touch with the day-to-day requirements of 
the commercial community. This inelasticity is indicated by the violent fluctua­
tions in the bank rate as between different months of the year, and is a sufficient 
condemnation of a monetary system devised and intended to supply money to the 
people when they want it. There must be something intrinsically wrong with a 
currency system that permits the bank rate to rise from 4 to 9 per cent. at a time 
when the country has an outstanding balance of several crores of rupees in her 
favour from month to month. 

(3) The Gold Exchange Standard seeks to stabilise the exchanges by a 
'mechanism which involves the sale of Council Bills by the Secretary of State to an 
unlimited extent in normal times when the balance IS in favour of India, and by 
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the sale of reverse Bills in exceptional years, when the balance turns against India. 
If the mechanism worked smoothly lor a number of years, it was because the 
balance of trade was almost always III favour of India, and made it profitable for 
the Seuetary of State to go on selling Bills and making a profit on the coinage of 
rupees. ThIS mechanism for stabilising exchanges can only be effective, if there 
is legal obligation on the Government of India to convert rupees lllto gold. So 
long as this legal obligation does not exist, the mechanism is one-sided and can 
never be effectIve-nay, what is more, the absence of this obligation makes the 
currency system of India a hybrid system, neither a Gold Standard nor a Gold 
Exchange Standard. 

(4) The most serious disadvantage to the country that the Gold Exchange 
Standard involves is that it leads to the frittering away of her gold resources at 
a stage of her economic life when she needs all the gold that she can possibly 
command for the development of her agriculture and her industries. This dissipa­
tion of the gold reHources is brought about in a two-fold manner: firstly nearly 
£60,000,000 worth of her gold, including £40,000,000 in the Gold Standard 
Reserve, is locked up in London for the stabIlisation of her exchanges and secondly 
increasing quantities of gold from year to year have been imported into the country 
without being mobilised and used for the development of her economic life. 

21. It has been urged that the Gold Reserve should be located in London, 
because in case of an adverse balance India will require gold in London; London 
is the Clearing House of the World; and gold in London means saving freight 
charges, and interest, and payment on spot. This case for the location of the 
reserve in London is clearly put forward in a speech delivered by Sir Basil Blackett 
in December, 1923: "For foreign debt must be paid in international currency. 
If India is called upon to meet her indebtedness at a time when she is unable to 
prcvide goods in sufficient quantity, or insufficiently short time to satisfy her 
creditors, Rhe must find cash at short notice. Normally an adverse balance could 
be met by borrowing cash; but borrowing abroad is not desirable in itself, and in 
a crisis may become Impossible. It is, therefore, necessary to keep reserves of ready 
cash for the purpose. It is essential that our external reserves should be available 
in case of need without delay at an international financial centre." 

22. These contentions it is not difficult to meet. In the first place India is 
normally not a debtor, but a creditor country. In normal years she has to receive 
and not pay gold. Even if there is an adverse balance, it can be adjusted by the 
operation of the bank rate or by the flotation of a temporary loan abroad. Sir 
Basil overlooks the operation of an effective discount rate under the gold standard 
with a centralised reserve. If these expedients fail, gold may be shipped abroad 
to meet her foreign obligations. But it may be urged that India has to pay every 
year Home Charges to the extent of £27,000,000 and in the case of an adverse 
balance there will be difficulty in the adjustment of accounts as India has a silver 
currency. Normally the Home charges are met by the export of commodities 
covered by the Secretary of State's Bills; and these bills are sold all throughout 
the year. In any case the balance of dues may be met by the shipment of gold in 
the last resort 

23. With a gold standard in India the Imperial Bank may be left to itself 
to keep if it thinks proper a portion of its gold reserve in sterling securities ,in an 
international centre like London; a measure like this would not lock up, as the 
present Gold Exchange Standard does, the total gold reserves of this country in 
London and deprive India of the means of fostering her industries and improving 
her agriculture. 

24. But what is more the Gold Exchange Standard has not resulted in an 
economy of gold. The Chamberlain Commission in defending the Gold Exchange 
Standard urges that gold will be hoarded in a country like India, and will not be 
available for shipment in a crisis, that India is too poor a country to have such a 
luxury as a gold currency, that India is a land of small transactions and that gold 
in circulation is wasteful. If by " gold in circulation" the Chamberlain Com­
mission meant that everv transaction was to be settled in gold, no economist will 
ever favour the use of gold. Everyone now recognises that notes and cheques 
increasingly take the place of gold III the settlement of by far the larger number 
of commercial transactions. A gold standard with a gold currency does not mean 
that the majority of commercial transactions will be settled in gold. On the other 
hand it is an undoubted fact that the Gold Exchange Standard which was meant 
to economise the use of gold has practically resulted in the most unproductive use 
of the precious metal. It tends to drive gold out of circulation, and makes people 
hoard it, because there is no guarantee of converting the token into gold when 
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necessary. The only effective remedy against hoarding is the restoration of public 
confidence by the introduction of a gold currency. During the lai;t 3 years alone 
t.his country has imported 150 crores worth of gold; the total balance of trade in 
these 3 years in favour of India was 200 crores And yet the greatest need of 
India to-day is capital; during these years the bank rate fluctuated from 4 per 
cent. to 9 per cent.; and the country is asked to look to external capital for the 
development of her resources. Probably nowhere in the history of the world can 
we find such a strange and anomalous combination of economic conditions--dearth 
of currency and dearth of capital-combined with enormous imports of the 
precious ~etals in partial settlement of our balance of trade-as is to be found in 
India at present under the Gold Exchange Standard. 

25. As for the argument that gold will not be available for shipment in times 
of necessity, we have the recent experience of the free outflow of gold to the extent 
of nearly £10,000,000, from a country which has neither a gold currency nor a 
centralised national reserve in the country itself. If India is a country of small 
transactions, a1l that is necessary is the provision of a larger volume of subsidiary 
token coins, and the raising of the legal tender limit of the token coin to a higher 
level than obtains in other countries. 

26. The Gold Exchange Standard has thus neither secured stability of 
foreign exchanges nor has it given us stability of prices. It has not only failed to 
economise the use of gold, it has been responsible for a phenomenal dissipation of 
the gold reRources of this country. It has encouraged habits of hoarding, hampered 
the growth of banking and the accumulation of capital. It has given us a currency 
system that is inelastic; in a country dominantly agricultural it has failed to 
provide adequate currency and capital for the needs of agriculture. It has locked 
up the existing gold reserves of the country in a distant money market to provide 
against a contingency which might arise once in ten years. And it has incidentally 
involved the country in heavy losses in futile attempts to stabilise the exchanges 
at times when the conditions that make stabilisation possible were absent. 

The Gold Standard the only sound monetary system lor India. 

27. The only sound monetary policy for India is the establishment of a gold 
standard with gold currency The Fowler Committee recommended it in 1899; 
almost all the finance members of the Government of India had expressed them­
selves in favour of the gold standard before 1899; even as late as 1912 the 
Government of India adhered to the view that the gold standard was the goal of 
all currency measures It was the Chamberlain Commission that first gave a 
scientific defence of the Gold Exchange Standard in 1914; and the theory of the 
system was elaborated only after its accidental advantages had been discovered in 
practice between 1900-1913. Our examination of the theory and practice of the 
Gold Exchange Standard has led us to the view that the best interests ()f this 
country require a currency system that the rest of the world has already accepted 
-a gold standard pure and simple. 

28. The balance of trade is normally in favour of India from year 
to year; India can, therefore, like the United States of America demand 
the import of enormous quantities of the precious metals, if her foreign 
exchanges were left to themselves. These might be made the basis of 
an effective gold standard securing the stabilisation of price level so 
vital not only to India but to the civilised world. With a free market 
for gold, India would be in a position to save the rest of the world to some 
extent from the stagnation and depression that now threaten it-firstly in so far as 
such a free market would release for circulation the amounts hitherto hoarded or 
kept back from monetary use, and secondly in so far as on the basis of a gold 
reserve in the country a credit superstructure on a larger scale might be erected 
to stimulate trade and industries, to promote agricultural production and to 
quicken the process of economic development. The greatest economic need of 
India to-day is capital; and with a gold standard India's gold would be used for 
the creation of credit both internally and externally, enabling the country to buy 
from abroad the technique and the equipment necessary for her industrial 
development and also enabling her to relieve her agricultural population from the 
incubus of indebtedness. The economic prosperity of India to-day means the 
prosperity of the European countries. The true remedy for reducing unemploy­
ment in Great Britain may be in the direction of giving to India an effective goid 
standard which by stimulating her economic life will increase the purchasing 
power of her people and create a demand for English commodities. 
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29. We have been told that with India on a gold standard, the annu.al supp~y 
of gold will be inadequate to the extraordinary demand for the met~l wl;l.1ch India 
might make for the adjustment of her balance o~ trade, and that this mI~ht pr~ve 
a potent factor of disturbance in the attempt. whIch ~he rest o~ the world IS makmg 
to-day for price stabi~isation ~m a g~ld basIs. It IS very dIfficult at the pre;;ent 
juncture to say anythmg defimtely with regard to the futur~ t;end of gold prices. 
The production of gold in the last few years has been declmmg, ~u~ .p.erhaps to 
increased cost of production: and ~e cannot saf~ly count on posslb~htles of the 
discovery of new gold fields or of Improvem~nt m methods of refinmg. It may 
alsl) be likely that South and Central AmerIca may ado{>t a gold standard th~s 
increasing the demand for gold. On the other hand owmg to changes ?f habIt 
a.lready observable in the West the demand for go~d ~or the purposes of mterx;tal 
circulation may be considerably reduced and thus mdIrectly mcrease the effective 
supply of gold The devel!>pment of an effective banking organisation i~ ~ndia 
coupled with the introductIon of the gold standard may throw large quantities of 
gold on the market releasing the precious metal for international purposes. All 
that one can say with regard to the immediate future is tha~ judging from past 
experience when for nearly a century and a half the productIOn of gold has kept 
paep with ihe growth of population and general economic development, we may 
trust that no lasting changes in the purchasing power of gold will take place 
suddenly. 

30. The growing popularity of paper currency in India during the last 
eleven years may be judged from the fact that the amount of notes in circulation 
increased from an average of 62 crores in 1913-1914 to 1,91 crores on the 31st 
October, 1925. The paper currency reserve on the same date in 1925 was com­
posed of the following items :-

ReSe1"DB in coin and bullioo. Rs. 
Silver coin 83,21,00,000 
Gold coin and bullion 22,31,00,000 
Silver bullion under coinage 7,13,00,000 

Total 
Securities in India ... 
Securities in England 

1,12,65,00,000 
57,11,00,000 
21,99,00,000 

1,91,75,00,000 

Tht~ percentage of cash reserve to the total circulation as fixed by law at present 
is 50, and with a more centralised and adequate banking system may even be 
reduced to 45. But in the history of no other country in the world do we find the 
practice of keeping the fiduciary backing of the paper currency reserve in 
securities of a currency' different from the currency of the country, with a view to 
ensu.re not the convertibility of ~he paper money, but to secure the stability of the 
foreign . exchan~es. Theory wIll never countenance such a measure; and in 
practice it may m a time of crisis shake the foundations of economic life. 

31. The money market in India is known to suffer from the evils of seasonal 
stringency. a stringency which has never been so acute as during the last two years 
The prOVision for the issue of emergency currency undoubtedly meets the situation 
to SOIre extent; but the problem of seasonal strmgency can be adequately solved 
only by the adoption of two measures-the introduction of an effective gold 
standard, and the development of a centralised banking organisation which implies 
tht> transformation of the Imperial Bank of India into a national or State bank 
and the transfer of the management of the Paper Currency to the Imperial Bank. 

32. The nationalisation of the Imperial Bank of India will mean the elimin­
ation of the interest of the private share holders as earners of large dividends, 
the conversion of the present shares into fixed interest bearing scrip and the 
reorganisation of the present constitution of the Bank. The management of the 
Pa{>er Currency by such a national bank will make possible the concentration in 
a smgl~ reserve of t!'te gold reserves of the country on th~ strength of which the 
bank Will be able to Judge the demand f~r_ curr~ncy Jrom time to time and be able 
to e.upply the additional currency when required without appreciablY. raising the 
ratt>. 

33. The questio~ of remittances to England in payment of the Home charges 
does not present any difficulty under an effective Gold Standard, with a centralised 

56598 N 
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bankirg system and a branch of the Imperial Bank in London. But we think it 
necessary to add that the nationalisation of the Imperial Bank and the transfer of 
the management of the Paper Currency to the Bank will aggravate the economic 
difficulties of this country if they are not simultaneously accompanied by the 
introduction of an effective gold standard. The introductIOn of the gold standard. 
tho nationalisation of the Imperial Bank and the concentration of the reserves by 
the transfer of Paper Currency to the Bank are all organic parts of a single 
scheme for the economic development of this country and the adoption of anyone 
part of the scheme apart from the rest may do more harm than good to the economic 
life of th'1.s country. 

34. We shall conclude by saying that the gold standard is eminently 
practicable to-day in India, with the gold in the Paper Currency Reserve and with 
the balance of trade in her favour. The introduction of an effective gold standard 
does not necessarily imply the immediate conversion of the existing token currency 
into gold. What is needed immediately is the adoption of certain preliminary 
measures. 

(1) No fresh additions to the currency to be made in rupees or rupee notes; 
all such additions to be in the form of gold notes or gold certificates. Thus no 
immediate additions to the currency in the shape of gold coins will be necessary 
nor will it be necessary to convert the existing stock of rupees into gold. 

(2) So long as this country has not built up adequate gold reserves-though 
we have already substantial reserves to which additions can be made from year to 
year with the balance of trade in our favour-it is not necessary to make the 
existing token currency convertible into gold for internal purposes. 

(3) A gold coin to be called the Mohur of the same fineness and weight as the 
sovereign be made the sole standard coin of this country, and a mint for the free 
coinage of gold to be established immediately 

(4) The relation of the rupee to the standard coin to be defined by law, 
preferhbly as 15 to 1. 

(5) The issue and management of the paper currency to be transferred to the 
Imperial Bank of India safeguarding the interests of the public, by a revision of 
its constitution and by its transformation into a State Bank. 

APPENDIX 21. 

Supplementary Note by Mr. P. A. Wadia, M.A., and Mr. G. N. Joshi, 
M.A., Wilson College, Bombay, dated the 24th December, 1925. 

We submit herewith two supplementary memoranda as requested by the 
President :-

(1) Index numbers showing trend of prices between 1899-1914 in 
IndIa, in the United Kingdom and the United States. These index 
numbers show greater fluctuations in an upward direction in India than 
in either of the two other countries. 

(2) Statement showing the feasibility of converting the present cur~ 
rency into a currency resting on a gold basis. 

We shall be glad to furnish you with any further information you require 
by way of elucidation. 
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SUPPLEMENTARY MEMORANDA I. 

Trend of Prices in India, the United Kingdom and the United States. 

1899 
1!J00 
1901 
1902 
1903 
1901 
1905 
1906 
1907 
1908 
1909 
1910 
1911 
1912 
1913 
1914 

Year. 

96 
116 
110 
106 

99 
10L 
110 
129 
137 
138 
124 
122 
129 
137 
143 
147 

United Kingdom. 
(-2) 

61 
68 
63 
62 
62 
63 
65 
69 
72 
66 
61 
70 
72 
77 
77 
77 

United States. 
(-3) 

92 
100 
99 

103 
103 
103 
105 
111 
118 
111 
115 
125 
118 
127 
110 
118 

- 1. The general index number for India is based on prices of 11 imported articles and 28 
articles exported from and consumed ill India, with 1873 as the base year. (See Sir Lionel 
Abraham's evidence, Babington Smith Commltteo RepOl·t. Vul. I, p. 8!J.) 

- 2. For the UDited Kingdom, ill order to make a clos~r comparison with Indian prices, Sauer­
beck's index numb€r has been modified so as to make 187:1 the base year. (See Babmgton Smith 
Committee's Report, Vol. I, p. 8~.) 

- 3. For the United States we have 1900 as the base year. 

SUPPLEMENTARY MEMORANDA II. 
Statement showing the feasibility of oonverting the present currency into a 

currency resting on a gold basis. 
The total purchasing power of the country in 1919 was 362 crores of rupees 

including silver coins and notes. 80 crores of rupees have been added between 
1919 and 1924. Thus roughly the country possesses to-day 450 crores of media 
of exchange in coins and notes. Of these 260 crores are ooins and 190 crores 
are notes. 

We assume that under an effective gold standard the country will require 
200 crores of rupees as token currency. Thus the total rupee currency that 
requires converSIOn into gold is 250 crores. 

Now our assets in the Paper Currency Reserve are £22 millions in gold 
at 10 to 1; we have also £23 millions in sterling securities at 10 to 1. These 
£45 millions at 15 to 1 are equivalent to 67 crores worth of gold. We have in 
addition 58 crores of Government of India securities which will need to be 
renamed as Securities in Gold, and which will serve as backing to gold notes of 
a similar amount in circulation. We have in addition £40 millions in the Gold 
Standard Reserve equivalent to 60 crores. Thus our assets are:-

Gold equivalent to... ... 67 crores in P.C. Reserve . 
Jt " 

.. " 60 crores in Gold Standard Reserve 
Renamed gold­

SecurIties in the Paper 
Currency Reserve. 

58 crores to secure fiduciary gold nooos. 

185 crores. 

We have further 60 crores of surplus rupee currency in circulation and 90 
crores of rupees in Par.er Currency Reserve. These 150 crores of silver rupees 
if melted and sold as SlIver bullion will give us gold ooins more than sufficient to 
meet the balance of our requirements under an effective gold standard. 

With this conversion completed, we shall be on a sounder footing, in as much 
as we shall have reduced the fiduciary issue of gold notes to 58 crores worth, as 
against the present fiduciary issue of 58 + 35 crores (the latter representing the 
equivalent of £23 sterling securities at 15 to 1) of rupee notes. 
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APPENDIX 22. 

Letter from the Secretary, The Indian Merchants' Chamber, Bombay, to the 
Joint Secretary to the Royal Commission on Indian Currency and Finance, 
No. T /1709, dated the 1st December, 1925. 
1. I am directed by the Committee of this Chamber to acknowledge the 

receipt of your two letters Nos. 1 and 47, dated 22nd September and 21st October, 
1925, respectively and to send hereby theIr views in reply to the same. 

~ * * * * * * 
7. My Committee will now turn to the terms of reference to the Royal Com­

mission, WhICh are :-
(1) to ~xamine and report on the Indian Exchange and Currency 

system and practice; 
, (2) to consider whether any modifications are desirable in the interests 

of India; a;nd 
(3) to make recommendations. 

8. As for the first point, the present Indian Exchange and Currency system 
is what is commonly described as the Gold Exchange standard System and my 
Committee have repeatedly expressed their very strong views against the same and 
asked for the estabhshment ot a real gold standard system wIth a gold currency 
in circulation. Therefore the kind of modification of the present system that my 
Committee consider not only desIrable but also necessary is the establishment of 
an effective Gold Standard which has been the goal aimed at from the very 
beginning when 30 years ago yre decided to give up the SlIver standard and closed 
the Mints to the free coinage of silver. This was put very clearly by the Com­
mIttee of 1898 commonly laiown as the Fowler Committee which dehnitely said 
that it was of opinion that the habit of hoarding did not present such practical 
difficulties as to Justify a permanent refusal to allow India to possess a Gold 
Currency. That Committee also laid down that while the British Sovereign 
should be made legal tender in India, they thought that the Indian Mints should 
at the same time be thrown open to the unrestricted coinage of Gold 
and. they explained that they recommended these measures for adoption 
as they were looking forward to the effective establishment of a Gold 
Standard with a Gold Currency, based upon the principles of the free 
inflow and outflow of Gold. My Committee are strongly of opinion 
that if the above recommendations of the Fowler CommIttee had been 
carried out, India would have been placed on an effective Gold Standard 
many years ago and the country would have been saved from the disastrous con­
sequences of the manipulation which the Gold Exchange Standard system 
facilitated. Unfortunately, the Government of India disregarded this most 
important recommendation of the Fowler Committee and continued to manipulate 
the Indian Currency system in the way it best suited them, and perhaps suited 
also the interests of London, as the world's central gold market, because the steps 
taken were calculated to prevent gold coming to India to be tendered to the 
Currency authorities here, and to encourage the issue of enormous quantities of 
the token -rupees against the sterling handed over in London to the Secretary of 
State. There were continual protests from the Indian Commercial community 
against this procedure and a definite demand for an effective Gold Standard with 
a Gold Currency was put forward in 1912 in the Imperial Council of those days 
by the late Sir Vithaldas D. Thackersey, an ex-President of this Chamber. Partly 
as a consequence of this agitation, the Royal Commission commonly known as the 
Chamberlain Commission was appointed in 1913 to investigate the system and 
practice in vogue in those days. They coolly brushed aside the above fundamental 
recommendation of the Fowler Committee and reported that although the belief 
of that CO:IIlD1ittee was that a Gold Currency in active circulation was an essential 
condition of the maintenance of the Gold Standard in India, they (the Chamber­
lain Commission) considered that the history of the previous fifteen years clearly 
showed that the Gold Standard had been firmly secured without this condition. 
This white-washing decision of the Chamberlain Commission by which the wronO' 
practi.~ in v?gue since 1900 was tried to be justified is directly responsible fo~ 
the mIstakes III the management of our Currency system during the last ten years 
when it was clean forgotten that India had been firmly established on a Gold 
~tandard and the ratio was moved up on the ground _of rise in silver or the rise 
Jll general prices, etc., which had nothing to do with gold. This would not have 
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been possible if we had an effective gold standard in this country and the rupees 
had been oirculating only as tokens just as shillings do in England. Theretore 
the first I?oint in the refonn of the present practice that my Committee would 
insist on IS an effective Gold Standard with a Gold Currency. 
, O. This naturally leads to the question: what kind of Gold Currency my 

Committee have in mind. Our reply would be that as the sovereign has been the 
legal tender in India ever since we changed over to the Gold Standard, it may be 
allowed to continue as our standard gold coin but only on one condition, viz., that 
it should be minted in India just as sovereigns are now being minted in the 
Dominions. This had been actually done in 1918 and so what my Committee now 
advocate is no new departure. However, if there are any obstacles to-day in the 
way of sovereign being allowed to be coined in this country, then my Committee 
would ask that the gold coin should be the Gold Mohur of 1918 which was of 
exactly the same WeIght, fineness and dimensions as the sovereign. As soon as 
it is decided that the Gold Standard should be made effective in this country all 
further coining of rupees should be entirely discontinued, and all new coinage 
(except, of course, subsidiary coins) should be confined to gold and gold only. 
When gold is tendered by bankers for local currency, that gold should be coined 
into mohurs and kept in the Paper Currency Reserves until it is required to go 
into circulation. The question would naturally arise as to what should be the 
relation of the gold coin to the rupees now in actual circulation. My Committee 
think that there can be only one answer, viz., that the gold mohur should be equal 
to Rs. 15, as it actually was under the Act of 1918, because it was at this ratio 
that the rupees had circulated ever since 1898, and any change in such ratio would 
vitiate all long-term contracts expressed in terms of rupees. 

10. My Committee have not overlooked the difficulty that the very large 
amount of silver rupees now in circulation presents, and they advocate that the 
pr<:sent rupees should be allowed to continue as full legal tender for the present, 
the cnly change to be made being that no further rupees should be allowed to be 
coin£'d. 

11. The next point that we should have to consider ~ould be the encashment 
of the note-issue. My Committee consider that the best solution of this difficulty 
will be to permit encashment for the present in either rupees or mohurs, or both, 
at the option of the Government. This will protect the reserves of gold against 
any undue raid by the public, and, on the other hand, pennit of the gold being 
gradually passed into circulation as and when it was found to be expedient to 
do so. _ 

12. My Committee would like to make it clear that the above suggestion of 
encashment in rupees or mohurs and of allowing rupees to continue to remain full 
legal tender is intended only for the first stage of going over to the effective Gold 
Standard, and that as soon as our reserves become sufficiently strong in the 
matter of gold holding, the question of some limit on the legal tender of the rupee 
would have to be considered, say, within ten years after the new system comes 
into force. 

13. The next point that my Committee would like to emphasise is that no 
currency shall be issued in future against anything but gold. As regards sales of 
Council Bills they should be restricted to the actual needs of the Secretary of State 
for the year. 

14. Mv Committee would like to mention in this connection that it will now 
be best to hand over to the Imperial Bank of India the charge of currency and note­
issue under such restrictions and safeguards as may be deemed necessary for 
correct functioning of the Gold Standard and the automatic expansion and con­
traction of the circulation, such restrictions and safeguards to be clearly laid down 
by law. 

15. They would also like to emphasise that not only currency and note-issue 
operations but the whole remittance operations of the Gov~rnment of India. sh(mld 
now be entrusted to and carried on through the ImperIal Bank of IndIa, and 
that the Finance Department should divest itself of all this work which is essen­
tially of a banking nature. 

16. They would also urge that the balances of the Secretary of State in 
England :;houid also hereafter be left with the Imperial Bank of India in London. 

17. MV Committee would also urge the greater development of bank~~ 
facilities allover India, as they feel not only that the present facilities are stIll 
inadequate, but also that such development will very much facilitate the smoother 
working of the currency system in India. 
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18. My Committee will now briefly touch upon the various points raised by 
the ~'oint Secretaries in their memorandum. 

(i) The first question is: " Is the time ripe for a solution of our currency 
problem 1 "-and my Committee's reply would be that it has long been ripe, t's 
so many countries have now reverted to the Gold Standard, while India, the oru­
country whose balance of trade gives it command of large amounts of gold, still 
lags behind. As for the comparative importance of stability in internal prices 
and in foreign exchanges my Committee are of opinion that while both are desir­
able, Government manipulation to bring about any such stability, even if that 
were possible is to be very much deprecated. The right solution is to go to the 
Gold Standard, which will give India, firstly, exchange stability with every 
important Gold Standard country in the world, and next greater stability in the 
gel.eral level of prices of commodities by free flow of commodities from countries 
where they may be cheaper to the countries where they may be dearer. Therefore, 
if the stability of prices and of exchanges is a desirable thing to achieve, it fur­
nishes a most important reason for going back to the Gold Standard without undue 
delay. 

My Committee do not wish to discuss the effects of a rising or falling rupee 
nor of a high or low rupee on trade and industry, because they cannot agree that 
the standard money of any country should be manipulated on such considerations 
because any such manipUlation vitiates all outstanding contracts, and inflidq 
unmerited hardship and injustice on different sections of the community. 

(ii) Second question is: " With relation to what standard and at what rate 
should the rupee be stabiliseg., and when should the decision be taken? " Our 
answer is that there is no question of stabilising the rupee. What my Committee 
desire is a Gold Standard. 

(iii) The third question is: " If the rate selected differs materially from the 
present ruling rate how should transition be achieved 1" This question implies 
stabilising of the rupee with foreign currencies, which we have already said we 
do not want. As for the method of passing over the transition period, my Com­
mittee would leave it to experts. My Committee consider that what will be required 
if India has a Gold Standard will be fixed relation of its token rupee to its 
Standard Gold Coin for internal purposes only. They, however, think that such 
internal ratio ,should be 1 /15th of the gold sovereign or the gold mohur, 
and will only add that the pre-war par did differ in the case of England very 
mater:ially from the gold value of the £ early in 1924, and there were fluctuations 
before the pre-war par was reached. There will be similar fluctuations here also, 
but they should not deter us from selecting such internal ratio as may be dictated 
by sound scientific and economic considerations. 

(iv) The fourth question is about the measure to be adopted, and whether the 
Gold Exchange Standard should be continued. The reply to this will be found in 
the princ~pal part of this memorandum. 

As for the composition, size, location, and employment of our Paper Cur­
rency Reserve, my Committee consider that--

(1) it should be composed very largely of gold coin and bullion, 
although some part may be securities; 

. (2) its location should be in India, at least as regards the gold part 
of It. 

As for what is now called the Gold Standard Reserve, my Committee sug­
gest-

(1) that a part of it may be transferred to the Paper Currency Reserve 
to give it a larger backing of gold and gold securities, and thus facilitate 
the establishment of an effective gold standard; 

(2) that the remainder may be held in reserve for the support of the 
gold standard system that is herewith proposed to be introduced. 

(v) The fifth question is about the control and management of the note-issue. 
My Committee would like to see this handed over to the Imperial Bank. The 
metallic backing should be as largely as possible in gold. The encashment facili­
ties should be as liberal and extensive as circumtances permit. 
_ (vi) The sixth question is as to minting and use of gold as currency; the views 
of my Committee have already been indicated in the earlier part of this statement. 
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(vii) The seventh question refers to the remittance operations of the Govern­
ment. My Committee feel that all such operations should now be carried on 
through the Imperial Bank of India. 

(viii) The eighth question refers to seasonal demands for currency. My 
Committee would suggest that the total of such currency to be issued should be 
10 per cent. of the then existing note-issue, and that such issue should be made 
whE'n the bank rate is as follows: -

10 crores when the bank rate is 6 per cent. and the rest when the bank 
rate is 7 per cent. 

(ix) The ninth and the last question is about purchases of silver. My 
Committee consider that all such purchases ought always to have been made by 
open tender in India in rupees and for delivery in India, but they think the issue 
is now merely academical, because if further coinage of rupees is discontinued no 
silver will be required to be purchased by Government for many years, if at all. 

APPENDIX 23. 

Statement of evidence submitted by Mr. Kikabhai Premchand, Partner of 
Messrs. Premchand, Roychand and Sons, Bullion, Exchange and 
Finance Brokers, Bombay. 

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

B. What is the comparative impartance of stability in internal prices and in 
foreign exchanges f 

C. 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? 

(A) It is our opinion that, owing to the constantly changing conditions upon 
which our financial and economic structure depends, the time will never be com­
pletely ripe for a conclusive solution of Indian currency and exchange problems. 
However, stability in exchange and commodity prices is a most essential factor 
in promoting the welfare of the country as a whole, and present conditions are 
sufficiently normal to permit that definite steps be taken with that end in view. 
Tht' way has already been partially paved through the remarkable rehabilitation 
of most of those European countries disrupted by the War, while the resumption 
of the gold standard by Great Britain and various other nations should simplify 
our own problem. 

(B) Stability in internal prices and in foreign exchanges are more or less 
interdependent, but the former is of much more importance to the country as a 
whole, because the vast majority of the Indian population is only indirectly 
afi'E'cted by foreign exchange rates. This is primarily an agricultural country 
and. to a certain degree, self-contained, so that comparatively few of the peoples' 
needs must be sought abroad. For those classes whose incomes are fixed or very 
limited (and these certainly constitute a majority) the smallest possible variation 
in the prices of essentials is desirable. 

(C) This is an extremely broad question, which might lead to endless discus­
sion if one attempted to treat it exhaustively. In merely stating our opinions on 
the various points raised we are basing our judgment on personal observations 
and impressions rather than attempting to substantiate our contentions by recourse 
to the almost endless statistics that might be brought to bear on the subject. 

A rising rupee reflects improved trade and a substantial demand for India's 
products. It reduces costs of all imported articles, facilitates the repayment of 
debts abroad, makes far more favourable Governmental budgets, and thereby 
opens the way for tax reductions. Although somewhat detrimental to indigenous 
industries that must meet foreign competition, we must bear in mind that ours is 
primarily an agricultural country, and, furthermore, that Government is now 
committed to a policy of discriminate protection. 

A falling rupee encourages increased purchases of our products by foreign 
consumers, and discourages imports from abroad. This, however, is only a tem­
porary artificial stimulus to trade, which is usually followed by periods of depres-
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sian as internal price levels rapidly adjust themselves to the new exchange ratio. 
Government's obligations being more difficult to meet, increased taxation 
becomes almost inveitable. 

The law of supply and demax;td is effecti!e in bringing abou~ adjustment~ to 
changes in currency values, but WIde fl~ctu!ltI~ns are mo~t .undesirable-partl~u­
larly so in this country, where speculatIOn IS rIfe and legItimate commerce easIly 
discouraged. 

While we firmly believe in stabilisation, we contend that the sudden transition 
to either a\high or a low rupee would be detrimental to the interests of the country. 
We are not of the opinion that there is a magical level for the rupee at which all 
of our problems. WOUld. fi;nd thei~ solution, and ~h~ desired s~abilisation c~)Uld be 
accomplished WIth a mInImUm dIsturbance of eXIstIng economIc and financIal con­
ditions. 

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

B. When should any decision as to stabilisation take effect 'I 
(A) Until such time as a gold standard is practicable the rupee should be 

linked to the pound sterling, thus affording a gold exchange standard. In view 
of the comparative ease with which the rate has been maintained at or about 
ls. 6d. during recent months, we should suggest that stabilisation at that level 
would be most feasible. 

(B) Immediately the report is published. 
(3) If the rate selected differs materially from the present rate, how should 

transition be achieved? 
Unless the rate finally selected is approximately the current market rate the 

transition will present almost insurmountable difficulties. Any abrupt change 
would certainly cause serious consequences, while we doubt if even a gradual but 
marked alteration of the present rate could be accomplished without disrupting 
the financial machinery of the country. 

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

B. Should the gold exchange standard system in force before the war be 
continued, and with what modifications, if any? 

C Wk.at should be the composition, size, location, and employment of a Gold 
Standard Reserve't 

~A) To sell Council Bills between the limits of 1/6 and 1/6 3/16 and Reverse 
Council Bills at the lower gold point of 1/5 13/16d. 

(B) It is our opinion that the gold exchange standard system in force before 
the War should be reinstituted, with a change in the exchange ratio to that 
indicated above, and fixed upper and lower limits. 

(C) Location.-London. 
Co,mposition.-British Treasury Bills and Indian sterling securities. 
Size.-£50 millions or such greater sum as may be found necessary to 

meet changing conditions. 
Employm'ent.-(a) To regulate exchange. 

(b) For emergency purposes. 
(c) To utilise under favourable opportunities for the 

gradual repayment of India's sterling debt . 
. (I!) A. Who should be charged with the control of the note issue, and on what 

pnnc'tples should control or management be transferred to the Imperial Bank of 
India, and if so, what should be the general terms of the transfer? 

B. What provisions should be made as to the backing of the note issue? 
C. What should be the facilities for the encashment of notes 'I 
D. What should be the policy as to the issue of notes of small 'Dalues'l 
(A) The .control of the note issue should gradually be transferred to Imperial 

Bank of IndIa, and G~ve~nment sho~ld begin.in trade centres, and gradually 
extend the system to P!Incipal mofussIl towns, In order to avoid the distrust of 
notes prevalent among Ignorant people. It is our opinion that the Imperial Bank 
of India should function in all such matters as a State Bank. 
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(B) The present provisions for ~he backing of the ~o.te issue are satisfactory, 
except that Indian rupee treasury bIlls and rupee seCUrItIes should ~ r~placed by 
gold or British treasury bills. The metallic reserves should be mamtamed at 50 
per cent. (gold and silver). 

(C) The Imperial Bank of India should be given wider powers and lar~er 
balances to facilitate the encashment of notes. The present system of cashmg 
them at currency offices is cumbersome and troublesome. 

(D) The notes of small values should be freely issued both by Currency or 
Treasury Offices and the Imperial Bank of India. In fact, it is our opinion that 
the one-rupee notes should be reinstated, in spite of <considerations of cost, as they 
were popular, and have a very distinct educational value. 

(6) A. What slundd be the policy as to the minting of gold in India and the 
use of gold as currency'! 

B. Should the obligation be undertaken to gi'De gold for rupees'! 

(A) The policy of minting gold in India should be a free exchange of gold 
bars for sovereigns and 'Dice 'Dersar-a reasonable charge to be made by the mint. 
Government should, when fixing a ratio between sovereign and the rupee, also give 
a price at which they would buy gold bars and pay for them in rupees, as in the 
case of sovereigns. While the use of gold as currency is highly desirable, it is not 
practicable at the present time in view of the widespread habit of hoarding. It 
can only be gradually introduced over a period of years. 

(B) Ultimately yes, but under existing conditions this could not be feasible. 

It is our conviction that a gold standard should be gradually introduced con­
('urrently with determined efforts on the part of Government to discourage the 
hoarding habit. We have in mind a practical scheme, by means of which both 
these desirable aims could gradually be accomplished. 

(7) A. By what method should the remittance operations of the GO'Dernment 
of India be conducted f 

B. Should they be managed by the Imperial Bank 'I 

(A) As in pre-war days, with sales of Council Bills by public tender as 
required. 

(B) It is our opinion that the entire business of Government remittances 
should be managed by the Imperial Bank of India both in India and in England. 

(8) A. A re any, and, if so, what, measures desirable to secure greater 
elasticity in meeting seasonal demand for currency 'I 

B. Should any, and, if so, what, conditions be prescribed with regard to the 
issue of currency against Hundis'l '. 

(A) When the rupee is stablilised funds will be readily transferable from 
London to India and 'Dice 'Dersa through the medium of exchange operations, 
and, therefore, the necessity for further special measures will be eliminated. 

(B) The present provisions of the Paper Currency Amendment Act, under 
which currency notes are issued against Hundis is quite satisfactOry, and we do 
not consider a revision of these conditions necessary. 

(9) Should any change be made in emsting methods for the purchase of 
silver 'I ", 

No. London is the most accessible and favourable market for Government 
to buy silver. Making such purchases in foreign markets would introduce 
exchange complications, while such purchases made in India would have the effect 
of unsettling our local markets to too great an extent. 
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APPENDIX 24. 

Statemen~ of evidence submitted by Mr. Phirozeshah M. Dalal of Messrs. 
Merwanjee and Sons, Exchange, Finance and Bullion Brokers, Bombay. 

1. Questions 1 and 2 -I do not wish to enter into the various phases of the 
Indian currency question since the closing of the Mints in 1893, but will confine 
myself to the discussion of the subject since 1920, when the 2s. gold ratio was 
establisheti by statute. It is now admitted on all hands that the fixing of the ratio 
at 2s. gold was a grievous mistake. The attempt to maintain the ratio at 28. gold 
by sale of Reverse Councils ended' in a loss of many millions to the Government, and 
of heavy losses to those engaged in the trade and industries of the country. 
When the attempt to maintain exchange at 2s. gold failed, the Government 
adopted for the time the policy of letting exchange take its course and in 1921 it 
dropped to Is. 3d. Since then by various manipulations by the Finance Depart­
ment of the Government of India, notably the contraction of currency, aided by 
heavy exports and a series of splendid harvests, exohange has been forced up to 
Is. 6d., at which level it now stands. The question now is whether exchange 
should be allowed (1) to regulate itself, or (2) should be forced up to a higher level, 
or (3) stabIlised at the present level of Is. 6d., or (4) brought back to the pre-war 
level of Is. 4d Those who advocate the first course that exchange should be left 
to regulate itself (retaining the 2s. gold rate on the statute book), state that Gov­
ernment can thereby control prices, raising exchange in India when prices have 
an upward tendency and lowering exchange when prices have a downward 
tendency In dther words, they aim at stability of prices by Government manipula­
tion of exchange. Such a course would be most harmful to the interests of India. 
It means in fact an attempt to regulate prices in India and keep Indian prices on 
a level different from world prices. Such power to manipulate exchange and 
stabilise prIces in India must end in disaster to the economic development of India, 
principally its industrial development, and this country has had bitter experience 

,pf the same in the last three years. Exchange has been forced upon the plea of 
stabilising internal prices with the result that foreign imports have been pouring 
into the country and every indigenous industry III competition with foreign 
indust! ies is in a state borderin,gL,that of ruin. The only industries that are able 
to stand this intense foreign competition are monopolistic industries like jute and 
~1ea Exchange has been arbitrarily raised 12! per cent. in the last few years 
with no corresponding reduction in wages, because any attempt to lower wages 
meets with the most strenuous opposition (even Government itself favouring a 
non-reduction of wages), and the industries that have to face foreign competition 
are tottering I do not refer to ag:r:icultural industries which have not felt the 
~train to the same extent as manufacturing industries owing to the high world 
prices for certain raw products, which prevail at present, but which also will feel 
the effects in the years to come. The power to manipulate exchange which the 
Government at present possess has already done immense harm to Indian indus­
tries. To give them permanently the power to stabilise prices by manipulating 
exchange is to give them a power which no nation in the world gives to its 
Government, even where Governments are responsible to the legislature. To give 
this power to the Government of India, which under the present constitution is 
only partially responsible to the legislature, is therefore open"to greater objection, 
as it gives them the power to make or mar the fortunes of the Indian people. 

~. As regards the second course, whether exchange should be forced up still 
higher, the answer can only be an emphatic No. The disastrous consequences of 
moving exchange up are p~ainly visible in the pitiable condition of Indian 
industries. Even the Government of India have lately admitted that any further 
rise in exchange would be preiudicial to producers, and unless high protective 
duties are to accompany a further rise in exchange, the position of most Indian 
manufa~turing industries would be hopeless. 

3 As regards the third course-that of stabilising exchange at Is. 6d.-I 
havl' already referred to the evil effects which this rate has had on the industrial 
development of India, and will have on the agricultural situation in future. 

4. I am, therefore, of opinion that the fourth course-that of lowering the 
exchange to the pre-war ratio of Is. 4d.-is the best course for India and should be 
carried out at the earliest opportunity if her industries are again to thrive and 
she is to be able to face foreign competition. The competition from forei~ 
c~untries, especially those with depreciated currencies like Japan, France, B~l­
glUm, and Italy, may be met bv lowering the exchange to Is. 4d. To keep the 
ruppe-sterling exchange high when these countries are working on a depreciated 
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currency is an incentive to these countrie~ t? pour good~ into India. ~he gold 
stanuard is now established in Great Britam and her Important colomes, and 
continental Eu"rope is gradually reverting to the same. The opinion h~s been 
expressed by leading statesmen and financiers ~n Englan~ that the ~s~bhshment 
of the gold standard will lead to a gradual fall m gold pr.Ices, and thIS I~ a str~ng 
rea~on for reverting to the Is. 4d. ratio. For, as gold PrIces fall, th~ prIce whIch 
India will realise for her produce will be less ~nd the ~rade ba~anc~ l~ her favour 
will get less. As prices fall all over the world Imports mto IndIa WIll mc~ea~e and 
competition of foreign imports will grow and India can only face thIS If her 
exchange is also lowered. It will be, therefore, to India's advantage to revert to 
the Is. 4d. ratio. 

5. The raising of exchange has led to the lowering of the rupee price of gold 
from Rs. 24 per tola, the pre-war pri~e, to Rs. 21-3 t~e present prIce. T~is lowe!­
ing of the price has led to enormous Import~ of gold m recent years, t~e Imvort m 
1924-5 being 73·78 crores. The surplus savmgs of the country are bemg dIverted 
more and more into gold, anlitpeople prefer to buy gold rather than cloth. and ot~er 
necessities of life. This is having a detrimental effect on indigenous mdustrIes, 
and also on Lancashire which cannot sell the quantity of piece goods to India which 
she would otherwise do. This huge import of gold is having a serious prejudicial 
effect on the industrial and financial development and can only be checked by 
reverting to the Is. 4d. ratio. Vast quantities of the savings of the country which 
would be diverted into fruitful and productive channels, are being sterilized by 
purchases of gold. It is stated by some that India will soon get saturated with 
~old at the lower price, but my experience as a bullion broker for the last 34 years 
IS that India is never saturated with gold, and that if the present low level of gold 
is maintained she will continue to absorb large quantities of gold, except in years 
of scarcity, to the great detriment of her economic development. 

6. But the advocates of Is. 6d. exchange say that if the exchange is lowered 
to Is. 4d., the Government would have to find Rs. 3 crores more to meet the Home 
charges. The answer to this is that Government should economise and save tIre 
Rs. 3 crores, or raise the money by additional taxation. Even additional taxation 
would be preferable to getting the 3 crores by maintaining exchange at Is. 6d. 
For not only Government get Rs. 3 crores by keeping exchange high, but they put 
an add.itional burden of 12l per cent. on all tax-payers by raismg the sterling 
price e:f the rupee In other words, every rupee of revenue the Government raises 
has an enhanced value measured in commodities 'of 12l per cent. A budget which 
balanc('s itself by raising exchange is unsound financially and economically, and 
the pr!lctire of balancing it by raising exchange cannot be too strongly condemned. 

7. But it is urged that Is. 6d. is now the" natural" rate of exchange, caused 
by the balance of trade in favour of India, aided by currency manipulations. The 
answer to this is that the natural rate of exchange is the rate at which the silver 
contents of the rupee will exchange for gold. I This hatural rate works out at the 
presen~ price of silver of 3U. at a fractIOn over If. per rupee. The natural rate 
of exchange was abandoned when the Mints were closed to the free coinage of silver 
in 1893, and the unnatural and artificial ratio of Is. 4d. per rupee was adopted. 
After years of industrial and economic trouble this unnatural rate of Is. 4d. became 
effective, and prices and wages and other conditions settled down to the new ratio. 
Then came the great War which upset this ratio, as a result of worldwide infla­
tion of currencies and destruction of commodities. This was made the occasion 
for raising the ratio to 28. gold, followed by grim realities, which lowered it tlo 
Is. 3d. in 1921. A series of favourable harvests and contraction of currency has 
enabled. the rate to be raised now to Is. 6d., but that does not make it the natural 
rate Even Is. 4d. ratio is not the natural rate, but"'1s nearest to the natural rate 
and should be forthwith restored. ' 

8.. The trade fi~res for the last few Y:,ears show that the heavy balance of 
tradE: m favou~ of In~ha has. been created mamly by the en?rmous foreign demand 
for cotton at hIgh prIces owmg to the short crops 1Il AmerIca. Taking away this 
factor the balance of trade is enormously reduced, and it is not safe to assume that 
the v.-orld will c~ntinue to buy large quantitiC? of !naian cotton at considerably 
over pre-war prIces. The great development of cotton-growing in the world 
particularly in the British Emp~re and countries und~r Bntish influence point i~ 
futu~e to a less demand for IndIa cotton at l?wer prIces, and this may make the 
keepmg up of exchange at Is. 6d. a matter of dIfficu1ty~ 'Vhen that difficnlty arises 
the Government must resort to fresh currency manipulations" to maintain 
exchange at Is. 6d .. with a repetition of the disastrous consequences to the finances 

. and industries of the country. 
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9. And here I must state that the Government of India could have maintained 
~xchange at Is. 4d gold at any time during the last two years, by bUfing sterlmg 
at ls. 4d., gold point. In October, 1924, exchange advanced to Is. 5sd. (sterling) 
and this was equivalent to Is. 4d. gold. It was at this critical moment that 
Government deliberately broke away from the !s. 4d. gold ratio, and raised 
exchange to Is. 6d., i e., over Is. 4d. gold point, in spite of strong protest from the 
country, particularly from Bombay. At the time when they did so there was 
unmisfakeable signs that Great Britain would soon revert to the Gold Standard, 
and that sterling would raise to par with gold. The deliberate breaking away 
from Is. 4d. gold therefore meant that Government regardless of the economic 
consequences wanted to rai~ exchange to Is. 6d. sterling which would soon also 
be Is. 6d. gold. If Government had then stuck to Is. 4d. gold and met all demand 
for rupees by purchasing' sterling at lsi. 4d. gold point. Exchange would have 
gradually receded to Is. 4d. instead of standing at Is. 6d. to-day. The consequences 
of that act of the Government we see in the disaster which has overtaken Indian 
manufacturing industries, and .which will be felt, ~cutely in the agricultural 
industries as world prices recede as a result of tne establishment of the gold 
standard in most of the leading countries of the world. 

10". It is estimated that the total remittances which India has to make to 
meet Government expenditure in England of various kinds, and the private 
remittances from India that is of private individuals and of profits on foreign 
capital employed in India, amount to about Rs. 100 crores per annum. It is easy 
to remit this sum in years of big harvests in India when there is a great foreign 
demand for Indian raw products, and world prices for such products are high. 
But it is a difficult matter when the reverse is the case. The ratio fixed between 
gold and the rupee should therefore be such as to enable these remittances to be 
made year after year without a jerk to the financial and economic system of India. 
ThE- fixing of a high ratio must lead to efforts in years of bad exports to meet these 
remittances by contraction of currency, and consequent financIal and industrial 
parassment. And the higher the ratio the greater the drain on the country to meet, 
'pther things being equal. 

11. Any change of the ratio from Is. 4d. which was the legal ratio from 1893 
to 1920, i.e., for 27 years, must upset the relations between debtors and creditors. 
The raising of the ratio must benefit the creditor as against the debtor, the Govern­
went as against the tax-payers, and private creditors against private debtors. As 
the masses in India are steepedJ in indebtedness, the fixing of a higher ratio of 
exchange means the laying of an additional grievous burden on them. 

12. Too much importance has also been attached to the necessity of con­
trolling internal prices by manipUlating exchange. Unless an attempt is to be 
made to control internal prices apart from world prices, i.e., setting up prices in 
India not based on world prices then an automatic exchange system can regulate 
internal prices as well as a manipulated exchange system. Under an automatic 
currency system if Indian prices went over the world level imports would pour into 
the (ountry, exchange would fall to gold export point, gold would be exported, 
currency would contract and prices would fall. The process would be reversed if 
prices went below the world level. Automatic working of exchange and move­
ment of internal prices on world level was a noticeable pre-war feature, and would 
be again operative if an automatic currency system is re-established. 

13. I am of opinion that if the Government had not adopted this policy of a 
high exchange the Government of India Rupee loans would have been floated by 
this time at a half per cent. less interest than is now paid by the Government, and a 
gTE'at saving in interest charges would have resulted to Government. If exchange 
had been allowed to recede td Is. 4d. gold point, and Government had shown its 
willingness to maintain it there, a free flow of money into and out of India would 
have immeaiately commenced, the money rates in India, would have fallen and 
tended to approximate to the Bank of England rate, the nervousness in the money 
market so noticeable in 1922 to 1925 would have disappeared, a great demand for 
Government rupee securities would have sprung up, the Government rate of 
interest on their loans would have immediately fallen, and the yearly interest 
charge would have been considerably reduced. If the policy of a high and fluctuat­
ing excliange is persisted in the interest rate for borrowing will have to be kept 
high, and not only this but foreign holders of Government securities will sell off 
Indian securitie~ and remit money out of Inaia at every favourable opportunity. 
Such action on tlieir part will lower the quotations for Government securities and 
keep the Government borrowing rate high. In the next few years huge quantities 
of Government bonds are maturing and large rupee loans have to be raised. Unless 
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the exchange policy.is settled satisfact~rily, the loss to G~vernm~nt on the con­
version of the maturmg bonds and flotatlOn of new'loans will run mto crores, and 
the loss to tlie Government only means additional burdens on the people. 

14. Not only has the rate of borrowing on Government loans been high in the 
last few years, but the Indian Corporations have also had to pay high ra~s for 
their borrowings in India, ranging from 6} to 6 per cent. And the flowmg of 
money into Government and Corporation loans at high rates has made it exceed­
ingly difficult for industrial concerns to raise money either by way of debentures 
or preference shares and has been a serious check to industrial expansion, particu­
larly in Western In'dia. Not only has the high exchange policy of Government 
lowered or extinguished industrial profits by encouracging foreign. competition, but 
has also made the raising of industrial loans a task of great dIfficulty. Unless, 
therefore. the exchange problem is satisfactorily settled, industrial development 
will continue to receive a serious check. 

(In the above paragraphs I have endeavoured to answer questions 1 and 2 of 
the que.stionnaire though I hfve not strictly confined myself to these questions). 

15. Question 3.-If it is decided to revert to Is. 4d. ratio, I am of opinion 
that the transition should be achieved step by step. It is feared that importers 
may suffer if exchange is lowered. But this need not be if importers keep their 
excnange covered, and at present it is possible for them to cover exchange for 
12 months forward at practically' the same rate as ready. If their exchange is 
covered a lowering of exchange WIll do them good but no harm as a fall in exchangp 
will raise the value of their goods. If a raising of the exchange.,rate is decided 
on, and this is inconceivable, then it is not necessary to make any suggestions for 
the transition period, as the Indian Finance Department will do so on the lines 
they have followed in the past and with fearful consequences. 

16. Question 4.-1 think a definite move should now be made towards the 
establishment of a gold standard in India. It is not possible to establish the gold 
standard in India Immediately and with a stroke of the pen, considering the vast 
an!ount of silver rupees in circulation which, though called " token," are legal 
tender to an unlimited amount. Till.these rupees are reduced to real tokens, and 
the amount that can be given as legal tender is ~educed, the gold standard cannot 
be established. The first step towards the est3blishment of a gold standard is 
the stupping of rupee coinage. It may even be necessary to melt the rupees an~ 
sell them as bullion when favourable opportunities occur, and collect gola with 
the proceeds. It will be years before the reduction of the rupee to the level of a 
real token can be carried out, and the process would have to be effected by reducing 
step by step the amount of rupees which can be given as legal tender. No insuper­
able difficulties stand in the way of the establishment of a gold standard if once 
the policy is decided on, and the Government of India are given a free hand to 
carry out that policy, and devote themselves :whole-heartedly to carrying it out. 
When the Indian Mints were closed to the free coinage of silver the policy was 
laid down of going to a gold standard India wouW have been on a gold standard 
by now if that policy had been faithfully adhered to and her gold resources had 
not been played with, and converted into silver rupees on some pretext or other. 
Tho establishment of a gold standard in India will place her on the same footing 
as all the advanced natio~s of th~ world. But onc:e this J?olicy is embarked upon 
there should be no wavermg as m the past, and In the mterests of India alone 
she.uld weigh at every step taken to carry it out. 

17. As regards the Gold Standard Reserve, it will not be added to if there is 
no further coinage of rupees, and the interest on the same should be carried to 
revenue as now. When the gold standard is fully.~stablished the Reserve can 
be used for some purpose beneficial to India, e.g., reducing her sterling loans. 
. 18. A~ regards measures to ma~ntain tlie rupee at the rate selected, only such 
measures WIll be necessary as were m force before the war, i.e., the import and 
export of gold at gold points, and the use of the Gold Standard Reserve in case of 
necessity. 

lJ 

19. Question 5.-The note-issue should be transferred to the Imperial Bank 
of !ndia, and an Act should be passed for the purpose of the transfer, and for 
la~n.g.down rules for the management and control of .the issue by the Bank. All 
fac]htIes for the encashment of the notes should be gIven the eventual aim being 
to make currency notes of any denomination and to any a:mount encashable at all 
the main offices of the Bank, and to a limited amount at the branches. The 
backing of the notes should be in gold and silver and securities, ~~ gold to be an 
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increasing amount and the silver to be a decreasing amount step by step. The 
fiduciary issue to be not less than 50 per cent. to begin with and as at present. 

20. As regards issue of notes of small value, I think that the one-rupee note 
should be re-issued if.it is found that the expense of such issue is not heavy. The 
usf": of this note has an educative effect on the masses in the use of paper money, 
and will help in the passage to the gold standard. 

21. Question 6.-The Indian Mints should be thrown open to the minting of 
gold roins, preferentially the sovereign and the half-sovereign. But if the Mint in 
London cannot get over its objections to. the minting of the sovereign and half­
sovereign in India, then a mohur and half-mohur and a quarter-mohur should 
be ('oined in India. The weight and fineness of these coins should be determined 
after the exchange ratio between gold and the rupee has been fixed. The mohur 
may be made the equivalent of Rs. 20, the half-mohur Rs. 10, and the quarter­
mohur, Rs. 5. 

22. As regards the use of gold as currency, in the initial stages gold coins will 
have to be given freely, till such time as the Indian people get more used to notes. 
There are unmistakeable signs that the people are taKing more to the use of notes, 
and after a time, when the people find that they can get gold when they want 
against notes, gold will not be so much in demand. The vast masses of India do 
not really want a gold coin in circulation, taking into account their income and 
standard of life, but in order to satisfy the sentiment of the wealthier classes 
gold coins will have to be given freely in the earlier stages. The obligation to 
give gold shoul9. not be legally undertaken until a vast amount of gold is accumu­
lated in the currency reserves, but Government should give gold as much as 
possible and convenient in the transit.ion period. 

23. Question 7.-The remittance operations of the Government of India 
should be handed over to the Imperial Bank. Onre the budgeted amount is 
remitted to London by the Bank, the Bank should stop making remittances on 
9-overnment account, and leave the balance of trade to be adjusted by the trade, 
when the balance is favourable, either by importing gold and tendering to the cur­
rency offices, or taking gold from the currency: omces and exporting it if the same is 
unfavourable. The Imperial Bank should mterfere as little as possible with the 
exchange operations of trade, beyond looking after Government remittances. It 
may take delivery of the gold in London on currency account or give delivery 
of gold in London on currency account at gold point rates, and save freight 
charges when circumstances permit. . There should be no secrecy or even partial 
secrecy (as at present) about Government remittances to London. The trade and 
finance of India depend a great deal on Government remittances to London for 
securing rupees in India, and secrecy in remittance operations is detrimental 
both to trade and finance. Partial secrecy has recently been practised but this 
should stop, and every morning the remittance operatIOns of the previous day, 
and the total remittances to date, should be published in the Press. 

24. Question S.-Provision should be made by statute for securing greater 
elasticity in meeting seasonal demands for currency. At present the provision 
is for Rs. 12 crores, but this should be raised to Rs. 20 crores. 'With an automatic 
currency system which will follow with the fixing of the ratio between the rupee 
·and gold, the demand for emergency seasonal currency will show a tendency to 
fall off, except when high money rates prevail in London. But ample provision 
should be made by law for all contingencies and Rs. 20 crores will cover all 
requirements for some years to come. But the figure will have to be raised from 
time to time as the trade of the country and its financial requirements expand. 
The emergency issue should pe against bona fide trade bills and bona fide trade 
pro-notes (i.e., pro-notes issued for the purpose of trade). The Imperial Bank 
should encourage the use of hundis, particularly amongst small traders, and should 
be('ome a rediscounting bank, i.e., discount the hundis of discounting banks. At 
present the Imperial Bank prefers to discount the hundis of shroffs who have 
been its principal customers in the past. But a s~p forward should be taken 
and hundis endorsed by discounting banks should aJso be rediscounted by th~ 
Bank. This will help the Imperial Bank to have a large portfolio ready to be 
used against the issue of emergency currency. 

25. Que~tion 9.-No necessity will arise for the purchase of silver for many 
years to come If the gold standard is decided on and the further minting of rupees 
is stopped. But when necessary to purchase silver the same should be as far as 
pOMsible, by public tender in India and for delivery and payment in India.. 
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APPENDIX 25. 

Letter from the Secretary, the Millowners' Association, Bombay, to the Secretary, 
Royal Commission on Indian Currency and Finance, dated 7th December, 1925. 

I am directed to acknowledge the receipt of your letter No.1, dated 
22nd September, 1925, and your further communication No. 47, dated 
27th October, and in reply have tbe pleasure to submit the considered views of the 
Committee of the Bombay Millowners' Association regarding the Indian Currency 
problems. 

In the opinion of my Committee the time has" now arrived for a concerted 
attempt to be made to solve the currency problem of the country. They further 
consider that the two main essentials for the permanent solution of the Currency 
problems are:-

(a) The introduction of a true Gold Standard in India, with the value 
of the rupee fixed at.(¥- rate which will correspond with countries where 
currency bas returned to its normal value. With the rupee exchange at 
the present rate 100 United States of America Gold Dollars are worth 
Rs. 272'4 as against Rs. 307'S in January, 1914. From this it would seem 
that the present value of the rupee is far too high unless the Government 
of India are in a position to show that the United States of America has 
a depreciated currency. 

(b) That the rupee exchange rate should not be liable to large 
fluctuations. 'r 

If the value of the rupee was fixed at Is. 6d. gold my Committee 
believe that in the event of two successive failures of the monsoon it would 
be found impossible to maintain its parity. The present rupee-sterling 
exchange rate has <mly been possible because India has had four successive 
good monsoons. For these main reasons my Committee are convinced that 
It would be inadvisable to stabilise the rupee at a higher value at Is. 4d: 
gold, a rate which it was found possible to maintain for m<JTe than twenty 
years previous to the War. 

In connection with the subsidiary problems)with which the Currency Com­
mission is confronted, my Committee desire to make the following suggestIOns :-, 

(1) That the token value of the rupee in terms of gold should be fixed 
at a rate not higher than Is. 4dr gold. 

(2) That the English sovereign or an Indian coin of similar weight 
and fineness should be made legal tender in India. 

(3) That Gold Certificates should be issued on the basis of Rs. 15 to 
the sovereign against gold held in reserve in India. My Committee oon­
sider that tor the first few years after the coUntry has gone over to a true 
Gold Standard, it will be necessary to build up an adequate Gold Reserve, 
and in order to prevent the possibility of any undue raid on the gold 
reserve during these years it should not be compulsory to make payment 
against Gold Certificates in gold coin. At the same time Government 
should declare that the ultimate object WQuld be to meet all payments 
against gold certificates in gold currency. 

(4) SUbject to the issue of temporary emergency currency no further 
issues of rupee notes (in contra-distinction to gold certificates) should be 
made, and no further minting of silver rupees should be made. 

(5) It should be the aim of Government to withdraw gradually the 
notes now issued 3;gainst silver ~acking in not more than ten years, and 
to replace them WIth Gold Certificates. At the end of that time it will 
be necessary to decide the amount against which silver rupees should be 
accepted as legal tender. 

(6) That the sale,of Council Bills should be restricted to the actual 
needs of the Secretary of State for the financial year in which the sales 
are made. 

(7) The control of the note issue should be handed over to the Imperial 
Bank of India with definite regulations regarding its expansion and con­
traction. The present method of control has led to suspicion, unfounded 
or otherwise, that the Government of India have been guilty of manipula­
tions which might possibly have been to the benefit of Government revenues 
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b:ut have a;dversely affected the interests of the great mass of the popula­
tIOn of thIS country. By a transference of theIr powers, under definite 
rules, to the Imperial Bank, this suspicion would be removed. 

(8) That the whole of the remittance operations of the Government 
of India should be entrusted to the Imperial Bank. These transactions 
are essentially Banking transactions, and should be conducted through 
the usual agenoy. 

My Committee do not in their written evidence wish to dilate upon the 
suggestiolls they have made as this is more the function of financial experts, and 
can hardly be considered as ,the legitimate function of the Millowners' Associa­
tion, but they desire to state more fullv their views upon the essentials which 
they submit are necessary for the satislactory solution of the Indian Currency 
problem, and the reasons why the Textile Industry of the country must support 
the demand for a Is. 4d, gold. 

The introduction of a true Gold Standard.-The present currency system 
is open to objection for the reason that it permits the value of the rupee to be 
raised or lowered practically at the will of the Finance Member of the Govern­
ment of India, and my Committee believe that it is extremely desirable that the 
system should be changed for this, even if no other reason. 

The only recognised International standard of value is Gold, and my Com­
mittee al'e unanimously of the opinion that the rupee, which by the very fact 
that it has a nominal value greater than its intrinsic value beoomes a token coin, 
&hould possess -a constant relation to the only universally recognised measure of 
value. The only way to achieve this, in the opinion of my Committee, is by the 
minUing of gold ooins in India and for the issue of Gold Certificates against 
tenders of gold by the public. A necessary corollary to the suggestion made by 
my Committee would be that " the Indian Mints should be thrown open to the 
unrestricted coinage of gold on terms and conditions such as govern the three 
;.Australian Branches of the Royal Mint," as recommended by the Fowler 
'Committee. 

Fi:»ation of the value of the rupee at Is. 4d. Gold.-As explained in the 
preceding paragraphs, the rupee is a token coin. This has been true since the 
time it ceased to ciroulate at the value of the silver contained in it. When it 
teased so to circulate, a definite face value was given to it equivalent to Is. 4d. 
Gold. In other words 15 token rupees became equal in value to £1 Gold, and in 
reality the English Sovereign became the standard of value whereby the value 
of India's products were reckoned. 

For more than 20 years, the rupee circulated at this value and during that 
time oontracts began to be made in terms of this token coin. The whole of the 
land assessments of the country were made 'upon this basis, and practically the 
whole of the rupee capital in Indian Industries was invested in machinery, 
buildings, etc., upon this basis.. 

It has been stated in responsible quarters that, if the rupee was fixed at 
1s. 4d. Gold, it would constitute a hardship to those people who have entered 
contracts at Is. 6d. My Committee maintain that this hardship is more or less 
a figment of the imagination, for until the end of March last year, when 
England's currency was restored to its pre-war parity with the Dollar, the rupee 
never had a value equal to Is. 6d. Gold and as recently as September, 1924, had 
an equivalent gold value of under Is. 4d. 

My Committee realise that the present Finance Member of the Government 
of India has more or less ad'vocated a policy which would give a token value to 
the Rupee higher than Is. 4d. Gold, and has been able-Lo support his policy by 
two successive prosperity Budgets. Most of his surplus, Sir Basil Blackett has 
stated, has been due to the high exchange value of the Rupee in terms of 
Sterling. 

With this view, my Committee entirely disagree, and they maintain that 
even with the value of the rupee fixed at Is. 4d. gold, there would have been equally 
big surpluses for reasons similar to those given by Mr. B. F. Madan in 
Chapter XII of Part II of his book on the Indian Exchange Problem. 

It may be true that there has been a gain to Government under the matter of 
home charges, but this gain has been more than counterbalanced by the loss in 
rupee value of the exports of the country which has correspondingly reduced the 
amount which tfis country has been able to spend. 



APPENDIX 25. 209 

Effect 0/ a Is. 6d. rate on the people 0/ India generally.-As is well known, 
the very great majority of the people of this country are agriculturists and their 
prosperity depends upon the prices received: for the produce of their lands. As 
is almost equally well known, the prices which they receive depend upon the 
prices which the rest of the world is willing to pay for the surplus which is 
exported. These prices are very largely dependent on their International Gold 
value, and it necessarily follows that, if the Gold value of the rupee were fixed 
at Is. Gd., the number of rupees received by the Indian exporter would tend to 
be less than if the Gold value of the rupee were fixed at Is. 4d. 

As internal prices are also largely dependent upon the export prices, it also 
follows that the total number of rupees received by the agricultural popUlation 
of India for their produce would be considerably less with the rupee fixed at 
h. (',d. than if fixed at Is. 4d. gold. 

Coming down to the individual, it will mean that, in spite of a smaller rupee 
income, he will have to pay the same number of rupees rent, the same number 
of rupees for land revenue, and the same, if not a higher, number of rupees as 
interest to the Sowcar. Thus the balance left over in rupees after paying all 
those fixed amounts will be reduced and the purchasing power of the general 
population correspondingly decreased. 

Effect upon the Cotton Industry 0/ India.-As explained in the preceding 
paragra'ph, with the rupee fixed at Is. 6d. gold instead of Is. 4d., the general 
populatIOn of the country would have a smaller balance left over after paying 
interests, rent and land revenue, and this means that they would be unable to 
pay the prices for cloth which they could previously afford. This also means 
that not only will the demand for Indian mill-made cloth decrease, but that prices 
w()luld have to be reduced to meet the decreased purohasing power of the general 
population. 

The decrease in the price of the Indian mill-made cloth would, however, be 
maue doubly certain owing to the fact that the price at which it is possible to 
import Japanese and other foreign cloth would be automatically reduced by 12! 
per cent. or round about this figure. 

Let us examine what this means to the Mills of Bombay, who are to-day 
faced with the problem of reducing the cost of cloth by 121 per cent and will 
continue to be faced with these difficulties if the rupee is kept at Is. 6d. gold 

To reduce the price of cloth by 12i per cent., the manufacturer has to reduce 
everyone of his cost items by that percentage. In many cases this is impossible 
because the prices paid for labour cannot easily be reduced and the cost Oof power, 
depreciation, interest charges, rates, taxes and insurance will remain the same or 
be increased. 

The net result of this is that, where the full force of foreign competition 
exists (Bombay) if the rupee is fixed at 18. 6d. gold, many mills will eventually 
be forced into liquidation unless the import duty on cotton piecegoods were 
increasod and even if the import duty were increased, it will not help the TextIle 
Industry so much as would fixation of Is. 4d. gold owing to the decreased demand 
for doth cH.used by the lesser rupee income of the agricultural population. 

So far mention has only been made on the effect which a Is. 6d. rupee would 
have upon the home trade of the Bombay Cotton Mill Industry, but it should 
also be realised that it would have an equally severe effect upon the export trade 
because if the gold value of the rupee is made higher than has previously been 
the ~<;e, it means that the cost of producing a given quality of yarn or cloth 
in terms of gold, which is the standard by which world prices are measured, would 
he correspondingly increased. 

If therefore, India found it unprofitable to attempt to build up an export 
trade when the rupee was equivalent to Is. 4d. gold, it would be impossible to 
build up such a trade (which is becoming increasingly necessary without very 
substantial help from Government), if the value of the rupee was fixed at Is. 6d. 
It has been stated bv the Finance Minister that the increase in the sterling value 
of the rupee during recent years has been due to natural causes and that there 
has been no manipulation by Government, but my Committee are inclined to think 
that this statement cannot be borne out in view of the fact that there has been an 
insufficiently great increase in currenoy to meet the increased requirements of the 
~Ildustry and agriculture caused by the general high level of world prices and the 
mcrease in population. As long as the 28. gold to the rupee ratio remains in the 
Coinage and Currency Acts of the country, the free importation of gold into 
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India will be retarded and there will be a tendency for the sterling value of the 
rupee to rise until it finally reaches the 28. point since this 28. ratio effectively 
prevents the importations of sovereigns into India for use as currency in as much 
as accordingly to the Currency and Coinage Acts, a sovereign is equivalent in 
value to Rs. 10 only. 

Had the pre-war ratio of Rs. 15 to the sovereign been retained, gold would 
have flowed into India owing to the favourable balance of trade and would have 
been to a very large extent put into circulation as currency and would moreover 
have effecrively maintained the value of the rupee at 18. 4d. 

APPENDIX 26. 

Statement of evidence submitted by Dr. Balkrishna, M.A., Ph.D., F.S.S., 
etc., Principal, Rajaram College, Kolhapur. 

RECOMMENDATIONS. 
(1) The most effective measures to secure both stability in internal prices and 

foreign exchange is to introduce gold currency in the country, as the gold standard 
is comparatively the most stable standard. 

(2) Internal stability is vastly more important than stability of exchange. 
The latter is most difficult to control. Government should give up its role of 
managing the unmanageable. Gold finds its own level. Like forces of nature it 
tends to How from high places to low. Gold Standard is a self-regulating system. 

(3) Decontrol the exchanges at once by dethroning the sovereign ruler of the 
Indian money machine. Emancipate India from the anachronous and unnatural 
supremacy of the Secretary of State. He ought not to be the dictator of currency 
policies when the country has been given fiscal and financial autonomy. 

The exchange rate, if controlled at all, should be restored to 18. 4d. and not 
fixed at 1s. 6d. 

-(4) Replace the manipulated and monopolised rates and remittances 
by automatic exchanges. Government remittances should be made through the 
Imperial Bank. 

(5) The gold holdings in London should be transferred to India. 
(6) Gold notes should be issued on the basis of gold, sovereigns and securities. 
(7) A gold Mint be established at Bombay open only to the Government up to 

31st March, 1928, and then to the public, too. No brassage should be charged. 
(8) Gold sovereigns and gold notes be legal tender to an unlimited extent. 
Steps should be taken to encourage the use of both. Rupees and rupee notes 

should be legal tender up to RS.1,000 at present. 
(9) The Government should retire silver notes with gold notes. No fresh 

rupees should be coined till the Gold Standard has become an actuality. Rupee 
should be linked to the gold sovereign at the ratio of 15 to 1. 

(10) The Gold Exchange Standard should be continued up to 31st March. 
1928, with this modification that rupees and rupee notes be redeemable in gold 
notes and that gold be given for foreign remittances-the foreign exchange rate 
should not be fixed by the Government. 

The working of this modified standard has been outlined below. 
(11) Banking should be developed vigorously by a special programme and 

the cheque system should be popularized. 
(12) The control of the note issue should not be transferred to the Imperial 

Bank. The masses have yet no confidence in banks. 
(13) The constitution of the Imperial Bank should be improved in a manner 

to command universal confidence in its stability, honesty, usefulness and 
impartiality. Its powers should be carefully limited by such legislation as has 
been recommended by the Controller of Currency in America for FO'reign and 
National Reserve Banks. (P. 11 of the Report, 1921.) 

DOMESTIC TRADE VERSUS FOREIGN TRADE. 
The comparative importance of stability in internal prices and in foreign 

exchanges can be measured by the ratio existing between the internal and external 
trades of a country. Professor Irving Fisher has followed 3i very exhaustive 
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method of calculating internal trade in his memorable work entitled the " Pur­
chasing Power of Money." UnfOTtunately, we have no reliable or even 
approximate statistics regarding the amount of money and credit instruments, 
or regard ins their velocities. Hence Fisher's method cannot be followed here. 
However, his conclusion regarding the relative importance of the two trades is 
fulJ of significance :-

" Probably few persons outside of statisticians would have imagined 
that our import and export trade, which has filled so large a place in our 
political vision, sinks into utter insignificance as compared with the internal 
trade of the country. The total exports and imports amount only to a 
-ealtry 3 billions as compared with a total national trade of 387 billions." 
(P. 306.) 

Thus the e3Yp{j(rts and imports represent less than 1 per cent. as much trade 
as the internal commerce of the United States. 

This calculation of domestic trade takes account of all turn-overs, while 
export and import figures count only once. On this basis the relation of our 
domestic trade to foreign trade may be surmised at 96 to 4 at the highest. So 
the comparative stability of internal prices to foreign exchanges is in the ratio 
96 :4. 

However, Mr. Anderson, the Economist of the Chase National Bank, has 
followed another method. He eliminates all turn-overs from domestic trade. 
" Trade " is not synonymous with" exchange " as it should be. His calculation 
is of some good in showing the true proportIOns in which labour and capital are 
engaged in supplying the domestic and foreign markets. 

According to Findlay Shirras the per capita income in India was Rs. 50 in 
1911. The population of the country in that year was 315 millions. Hence the 
total income was 315 x 50 million rupees. 

Of this income of 15,750 million rupees in 1911, the country spent 1,385 
million rupees on imports. The remainder of 14,365 million rupees represents 
the expenditure of the people on Indian goods and services in 1911. This figure 
of 14,365 million rupees is calJed the "domestic trade" of India for 
1911. Indian exports in the same year totalled 2,218 million rupees. This 
figure is taken as representative of .. foreign trade" for the purpose of compari­
son with the figure for" domestic trade." The foreign trade of India in 1911 was 
thus 15 per cent. of the domestic trade of India. 

It is interesting to find that Mr. Anderson calculates the foreign trade of the 
United States in 1924 to be 14'5 per cent. of its domestic trade. 

Thus the two percentages do not vary much from each other. This method 
is objectionable on account of the elimination of all turn-overs, which are of 
supreme importance in influencing prices, internal and external. But I have fol­
lowed it to show that the ratio of foreign to domestic trade is as low as 4: 96 or 
as high as 15 : 85. This means that statesmen should pay far greater attention 
to the stabilisation of internal prices than to the stabilisation of foreign 
exchanges. The former is at the least six times as important as the latter. 
Government's policy in the past has been solely dictated by the ideal of stability 
in foreign exchange, and it paid scant attention to the stability of internal prices. 
It is high time that this short-sighted policy be reversed. The questionnaire of 
this Commission, too, unfortunately lays stress upon the stabilisatIOn of the rupee, 
and discloses the mind of the Government. The fixing of a ratio through the 
manipulations of the Finance Department should no more be thought of. It is a 
pity that colossal efforts should be made to maintain foreign exchange, which 
affects about 4 per cent. of the purchases, but no real anxiety has been shown to 
establish the currency system on a sound basis. While unlimited funds have been 
spent to buttres~ the e~ch3;nge rates, no sound currency' p?licy h~s ~till been evolved 
in spite of the mvestIga:tlOns of four currency commissions wlthm 30 years. 

Internal stability or stabilisation of prices is supremely more important than 
stabilisation of exchanges or external stability. This does not mean that Govern­
ment should be allowed to control internal prices or foreign exchanges. Govern­
ment has done it with disastrous consequences to the count.ry. The free and 
effective gold standard and uncontrolled currency can be relIed upon more than 
Governments. We depend mor.e upon the free play of the impersonal ,!orld forces 
than upon the dicta of a finanCIal secretary to settle exchanges and prIces. 

0'1 
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The importing and exporting firms and all those sections of the people which 
are connected with export and import business do want stable exchange rates to 
avoid risks. TheIr demand for stability of exchange is unnatural and contrary 
to all experience of the world's import and export trade. However, the gold 
standard will give them what they want. The fluctuations of the rupee sterling 
exchange can be set right only by the adoption of the gold sterling in this country. 

HIGH OR Low EXCHANGE. 

The\rupee for some time past has remained at the level of 1s. 6d. There 
seems to be a demand in the country for lowering the exchange rate to Is. 4d. Let 
us, therefore, see the pros and cons of a low and high rate of exchange. 

BENEFICIAL EFFECTS OF THE NEW RATE OF 1s. 6n. 

At the present rate of 1s. 6d. we have to pay Rs. 131 for buying a pound 
sterling, but at the old rate of 1s. 4d., we shall have to pay Rs. 15 for the Rame. 
Now what does this hIgh exchange involve? It means-

(1) we are paying a lesser number of rupees in the shape of interest on 
and capItal of our sterlIng debt. 

(2) home charges are paid with a lesser number of rupees; 
(3) the English capitalists who have employed their capital here, will 

be immensely benefited by getting more pounds sterling at Is. 6d. than they 
would at Is. 4d. per rupee; 

(4) the civil and military classes will also be benefited in the same way; 
(5) we pay less money for all imports of merchandise and stimulate 

imports by givIng a substantial bounty to English and American manu­
facturers; 

(6) we buy gold and silver at a cheaper rate; 
(7) new sterling loans can also be raised with less burden; 
(8) the burden on national finance is so much lessened. It ensures 

lighter taxation and gives more money for developments; 
(9) the commerCIal undertakings of Government are discharged with 

a lesser amount of money; 
(10) the prices of domestic manufactures, particularly those which 

compete with foreign markets, must be low; 
(11) the low prices of manufactured goods have their effects by reaRon 

of the sympathy of markets on agricultural products. It means cheap 
foodstuffs, cheap clothing and luxuries In other words, all the consumers, 
the people at large, both rich and poor, are universally benefited by this 
high exchange. 

India with the rest of the world has been suffering from high prices since the 
iWar This suffering will be relieved by fixing the exchange rate at Is. 6d. per 
rupee. This is only one side of the picture. There is yet a different story for 
the producers. 

ADVERSE EFFECTS OF THE NEW RATE. 

Falling prices cause depression in trade and industry, bring crises, bank­
ruptCIes, the closing down of firms and factories. This has been the result in 
India, as is visible by the crisis in the cotton industry and slump in coal mining. 

The low prices discourage even new enterprise, because when the old houses 
are tottering, falling, and failing, no one dares to build new ones. The preRent 
depression in textile, coal, jute, and sugar industries bears it out. 

The ent~epreneur~ and capitalis~, discouraged by small or dwindling profits, 
contract theIr borrOWIngs. IndustrIes started when the general level of prices 
was high. suffer most by the fall in prices. Cotton imports from Japan will have 
a serious effect upon our greatest industry. Foreign manufacturers are definitelv 
benefited at the expense of Indian manufacturers. W 

Hence interest falls. Cf. the low Bank rate at 5 per cent 
Loans decrease. Cf. the contraction of credit and currency and increase of 

cash balances in' banks. ' 
The business of banks suffers reduction. Deposits and velocities of money 

are lowered. These causes tend to reduce prices more. The vicious circle is 
begun. Depression in trade becomes universal. It extends to agriculture too. 
Incomes of all the people engaged in trade, agriculture, and industry decrease. 
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There is a fall in wages, and, therefore, the purchasing power of the labour­
ing classes also is reduced. Compare the present strike in Bombay. 

Reduced demand for goods means reduced production The stimulation of 
imports also will have an adverse effect upon home industries, as is visible in these 
days. The high exchange has conferred a bounty upon our competitors for our 
industrial depression. 

The agriculturists suffer not only by obtaining less for their produce, but have 
to sell more produce to get the same number of rupees to payoff their debts and 
interest thereon. These same agriculturists have to pay fixed taxes to the Govern­
ment. They suffer by the appreciation of the rupee. They form 70 per cent. of 
the populatIOn and they are poor. What must be the consequences of increasing 
the burdens of theit liabilities 1 

The non-agricultural debtors suffer no less from the appreciation of the rupee 
Now a few crores gained by paying less home charges and less in imports are 

most dearly gained by the misery unIversally inflicted upon all producers and 
debtors, and by incTeasing the burden of taxation. 

Cheap imports do not much benefit the agricultural classes, as they do not 
use any appreciable amount. Their losses as producers, tax-payers, and debtors 
are in no way offset by cheap imports. 

The importin!7 firms might suffer a little, but they are shrewd enough to cover 
their loses. The losses of producers and exporters by the rise in exchange rates 
are simply staggering. 

Take the annual value of agricultural produce to be Rs. 3,000 crores. Ten 
per cent. appreciation of the rupee means 10 per cent. fall in general prices. The 
value of all the stocks and the new produce is reduced by Rs. 300 crores. 

(Professor K. T Shah calculates the value of produce to be 2,187. The value 
of stocks held by the people may be put at 813 crores.) 

The losses of imports may at the time of the change amount to a paltry sum 
of two or three crores only. 

Exports have a tendency to fall. A fall in the quantity of goods exported 
lowers prices of these goods in India. The growers of commercial crops specially 
suffer losses. Jute, tea, hides, and skins feel the effect of foreign competition. 
The rising exchange is having such adverse effects upon the above-named exports. 
The silver-using countries will have an advantage over India on account of a high 
exchange. 

This high exchange will set up an agitation for levying increased protective 
duties on imported manufactured goods. It will be very difficult to suppress such 
a demand. A vociferous section of Indian politicians interpret this high exchange 
as a stimulus to British industries which are now suffering from an extraordinary 
slump. 

Hence, manufacturers, artisans, wage-earners, agriculturists suffer by the fall 
in prices Reduced production, reduced consumption, reduced incomes mean 
reduced taxation. 

Thus neither the people-manufacturers, importers, agriculturists, labourers, 
nor even the Government ultimately will be gainers by fixing the rate at Is. 6d. 
per rupee. 

EFFECTS OF RESTORING THE RATE TO Is. 4n. 
The fixing of this low rate means that we will have to pay Rs. 15 instead of 

Rs. 131, as we do now for a pound sterling. The rupee will depreciate in terms 
of sterling. It means that all the beneficial effects of the high rate shown above 
will not be derived by the Government, the English settlers, the English civil and 
military classes. The people at large will suffer by high prices. The finances of 
the Government will be tightened. More money will have to be found out by new 
taxation or loans. There will probably be deficits in budget, though the income 
from railways, opium, salt, customs, income-tax, excise will have a pick-up. 
Lowering the rate to Is. 4d. means 121 per cent. depreciation of the rupee, and it 
will involve a rise in prices to the same extent. It will be tantamount to increasing 
the import duty on all goods brought into the country by 12-1 per cent. or giving a 
bounty to all indigenous industries. Low exchange will stimulate exports, while 
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high exchange stimulates imports. The English manufacturers will suffer loss 
by the reduction of imports to India, as well as from the capture by India of 
some American and ASIatic markets with her manufactured goods. 

We must frankly admit that all these evils will follow in the wake of restor­
ing the exchange rate to Is. 4d. 

But we must also see with an unbiassed mind the advantages of fixing the 
rupee at this ratio. . 

The depreciation of a .rupee means .a r~se in prices. Rising pri~s stin;lUI.ate 
production, favour enterprIse, cause a rIse III wages, and serve to brmg optlmlsm 
in trade and industry. 

Producers and manufacturers all feel gratified, and look to a further rise as 
the sign of the healthy organisation of the economic life of.tbe nation. It was 
for thIS reason that the" Green Backers" in the U.S. agitated for the maintenance 
of the Greenbacks, or that there is a party in the Argentine Republic to maintain 
paper money, or that the sudden contraction of money on the continent is so much 
dreaded. 

The falling r~pee is favourable to debtors,. because they can e!lsily p.ay otT 
their debts by paymg money of less value. Indla as a debtor nation wlll be 
benefited. 

Joint stock companies are fioated and private business, too, receives a 
stimulus. 

Wages rise all round. 
Banks increase their business. 
Deposits and velocities of money increase. 
The rate of interest will rise, and capitalists will be benefitted. 
Entrepreneurs, encouraged by large profits, will expand their business, and 

go in for new industries. 
Agriculture gains most. The raw material of all manufactures is bought at 

higher prices. Similarly, foodstuffs rise in value. As 80 per cent. of the people 
in this country live upon ~gricultllre, a rise in prices confers the greatest advan­
tage on the rural populatIOn. 

The producing power of the nation increases, and.thus it not only neutralises 
the effect of high prices, but enhances production. 

The interests of the agriculturist.s are thus in no way sacrificed to those of 
the importers or financiers and millowners of Bombay and Calcutta. 

Expansion in business, acceleration in industry, stimulation of agricultural 
industries, prosperity in the nation, cheerfulness, buoyancy, optimism, more taxa­
tion, more revenue are the characteristics of the restoration of the rate. 

People bought sovereigns at the rate of Rs. 15 each. The high exchange ratio 
will give them only Rs. 131 for each. They will not consequently bring them out. 
The 2s. ratio drove out sovereigns from circulation and this Is. 6d. ratio will serve 
the same purpose. 

Greater production, higher wages, higher profits, higher interest, more bank­
ing business, more mills and factories, more optimistic and jubilant industrial 
woOrld bring in moOre revenue to Government and hence the adverse effects pointed 
out above, will not be in evidence on National Finance. 

The cessation of coinage of rupees will reduce the demand for silver, the 
adoption of gold as currency will further reduce the price of silver, and send 
up the price of gold, it will then be difficult to maintain the present rate of 
Is. 6d. This will probably hover about Is. 4d. 

The high exchange will depreciate our present holdings of sterling securities. 
There is a demand for bringing back the Reserves from London in the shape of 
gold to withdraw paper and rupee currency and circulate gold. 73'5 million 
sterling at Is. 6d. will redeem 98 crores of rupee notes, while at Is. 4d. the amount 
of redeemed notes will go up to 110 crores. It is evident that both the Govern­
ment and the country will gain by the low exchange. 

There is a universal apprehension among the educated classes that the 
Government desire to peg the rupee at Is. 6d. sterling and are manipulating the 
rates by their usual mysterious ways. Let me hope that these apprehensions are 
unfounded and that the Commission will recommend complete nln-interference 
in foreign exchange rates and the adoption of 15 Rs. to one sovereign for internal 
purposes only. 
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No FOREIGN EXCHANGE RATE. 

Questions 2 and 3.-1 stand for no control of foreign exchange rate and no 
stabilisation. Let it be free, open and automatic. No controlling dams should be 
raised up by the Government. The great desideratum is a natural rate of 
exchange. 

Under the gold standard regime there is no necessity of fixin~ any exchange 
rate. All trade internal and external, will be done on a gold basIS. Even under 
the Gold Exch~nge Standard in England the British Government does not fix 
exchange rates. 

For the last thirty years or so the Indian Government has been tossed between 
the Scylla of Exchange Standard and Charybdis of Exchange Rates. It is 
strange that the frequent shipwrecks and the consequent misery inflicted upon 
itself as well as the people have not yet taught it to get the ship of finance out 
of these uncontrollable whirlpools. It is still harping upon the same old tune of 
fixing rates, stabilising the rupee, the means to maintain equilibrium and 
stability in the unstable seasaw of exchange. Our Finance Department with a 
doggedness that is characteristic of an Englishman, though often submerged 
in the tempestuous tide, feels delight in controlling the eternal ebb and flow of 
exchange. It has so long played ducks and drakes with its reserves and the 
fortunes of the people. Sufficient has been the evil of this meddling intervention 
and interference. 

It is a hopeless task for a government to bring stability in unstable things. 
It is to command the sea to go so far and no further. It is to defy the laws of 
supply and demand. It is to ignore the psychological effects on prices. Just as 
no government will dare continue for a long period in normal times to fix prices of 
commodities and take effective policing steps to maintain those prices, so govern­
ment ought not to fix and be responsible for maintaining the exchange rates of 
gold and silver. 

No modern government except the Indian Government has tried that mad 
and expensive experiment. The Indian Government by undertaking to maintain 
the exchange rates has cost this country untold misery. Hundreds of millions 
have been extorted from the pockets of the people in subtle ways. 

An alien government to be on the safe side ought not to have any concern 
with exchange rates. Already the phrase of " Satanic government" has become 
universal. A hundred: bad names are being given to the government. The 
people are now wide awake to their interests. They are not dumb now as they 
were in the past. The Press, the Platform and Parliament are being strenuously 
utilised for throwing mud on the government. Every action of the government, 
however noble it may be, is misunderstood and misrepresented by a certain 
vociferous section of the people. 

The people rightly mistrust the government and doubt its motives. If it has 
not to gain anything, why should it be so solicitous in fixing rates and controlling 
the currency policy. The Secretarv of State cannot be said to be free from 
influences detrimental to the intereSts of India. He works in secret and is 
amenable to London financial interests. 

India can now be held by England on the basis of equality and not 
of dependency. British financial interests must not dictate what is good for us. 
J..et the people decide the complicated issues of their currency question. 

Government should boldly wash off their hands from this muddling jumble 
of varying rates and vacillating currency policies. Let the people suffer by their 
mistakes. Just as the Government gave up intervention in checking plague in 
Bombay at its. out-burst and for the last one generation the whole oountry is 
suffering from its. ravages, so let it now give up its interference in currency even 
though the people may have to suffer more severely from their mistaken policy. 

Why should the Government be so anxious here to fix Exchange rates in India 
to protect the interests of English bureaucracy and capitalists! Are they not 
strong enough to protect their interests here as elsewhere! The tentacles of 
British capital are spread far and wide. The British ca.pitalists all over the 
world are subject to varying rates of exchange, with their mother country, why 
should they have any guarantees in India only T 

The ci",il and milita'rl/ seT'Dices are already paid fat salaries. They are 
expected to spend their savings.and pensions here and rot out of India.. If they 
prefer to spend them outside, let them take the chance of remitting their fortunes 
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at the market rates. '.(0 ask IndIa to guarantee exchange rates for them is to add 
Illsult to inJury. 

Government purchases. Government has to send the money for thci r 
purchases made for commerCIal purposes. In this respect the 90vcrmllcnt IS un 
entrepreneu1' like the Tata:s and others. If thou~nds of prIvate traders and 
industrIalIsts here as III Chma and all other countrIes have to depend upon vary­
Illg rates, why should not the Government depend upon the same 1 The German 
and RussIan Governments with their convulsive ups and downs in exchanges 
are dOlllg ~he same kinds and even more sorts of business. Have they fixed any 
exchange rate 1 If not, why should the Indian Government resort to this meddle­
some policy 1 

Although England has now the Gold Exchange Standard, no foreign 
exchange rates have been fixed by the Government. These rates arc varying from 
day to day in obedience to certain laws. 

Why then a foreign excllange rate should be fixed in India even under the 
Gold Exchange Standard 1 All prices should be expressed in sterling. Sterhng 
notes should be issued here too. The rupee should approximately be relegated to 
the posItIOn of a,. shilling and rupee notes be in the position of sterling notes of 
small denominations. 

If m England the ratio between a sovereign and shilling is not being changed, 
why should frequent changes be proposed between the rupee and pound here? 
Let the rupee as token coin remam pegged to sovereign at the ratio of 15 to 1 for 
internal trade. 

For the last three years the Government has allowed the rate to be fixed by 
the Banks or the market conditIOns. Let the same policy be followed III the 
future All classes will get accustomed to this sort of free play of exchange 
My advice to the Government IS: "Hands off the Foreign ExchruJge Rateb 
Allow the streams of gold and silver to run freely, without impediments in and 
out of the country" The Government must completely divest itself from the 
management of exchange and the manipulation of currency. Exchanges WIll be 
adjusted to their natural level and comparative stability will soon be brought 
about by natural causes. Not stability of exchange, but stability of internal 
currency system should be the guiding principle of Government's policy. With 
due respeet to the Commission and Government, it seems to me to be a wild 
goose chase to fix any definite, stable and workable ex~hange rate 

HOME CHARGES AND CERTAINTY OF BUDGETS. 

The gravest objection to the varying rates is the uncertainty brought in the 
budgets. Government has to pay about 30 million pounds per year. It cannot 
forestall the rates at which money has to be remitted to England. This difficulty 
does not arise in a pure gold standard with gold or sterling notes in circulation, 
nor is it grave enough in a gold exchange standard with no gold in circulation, 
but with gold alone as legal tender to an unlimited amount 

RUPEES AS LIMITED LEGAL TENDER. 

Question 4.-1 believe that we cannot forthwith a-dopt a perfect gold 
standard in India. The Rupee shall, for many years to come, remain the general 
medium of exchange. My reasons for this view are the following:-

(1) The banking system is still in its infancy in India. The use of 
cheques is practically unknown except in a few large cities. The cheque 
system is not in use in more than one per cent. of the population. Only 
cities with a population of 100,000 and over are learning the use of the 
cheque. Even there it is limited to a few upper class people. 

Even all these scarcely use the cheque system in about half of their 
dealings. 

Thus metallic currency is a sine qua non of the economic organisation 
of India. 

(2) Though the note circulation has of late years increased by leaps 
and bounds, yet it cannot fully take the place of the Rupee. 

(3) The people of India are used to the Rupee for the last several 
centu,ries. -The demonetisatiori of silveF will not be liked by them. 

'(4) Metal tokens are more convenient to handle than pieces of paper. 
THe 'peasants cannot· accept the latter during rains, nor can they keep 



APp!BNDIX 26. 217 

them away in their thatched and mud huts 'Yhere they will be eaten by 
ants, spoiled by damp or reduced to ashes by fire. 

(5) Paper promissory notes are more liable to .forgery t~ metallic 
tokens. The Illiterate people are consequently afraId of acceptmg paper. 

(6) The masses do not have much confidence in Government notes. 
Moreover notes are inconvenient for the masses. Hence rupees ought to 
form a l~rge portion of the currency circulation. 

(7) Demonetisation, by reducing the price of ~ilver. will reduce the 
value of the hoardings and ornaments. But the mamtenance of the rupee 
as legal tender up to, say, Rs. 1,000 will not have such adverse effects. 

(8) The masses on account of their poverty, require a cheap coin for 
the internal transactions of the oountry. Gold cannot beoome a medium of 
exchange for ordinary purposes. 

The total number of assessees to the Inoome Tax in all the provinces of India 
in 1922-23 was stated to be 238,212. These persons belong to non-agricultural 
occupations. The majority of small land-holders, peasants and tenants have 
incomes far below the limits of the Income Tax From among 30 per cent. of the 
non-agri~ltural population we have 238,242 persons enjoying an income of about 
£11 per month or more. At the same rate the agricultural population will have 
555,898 persons with a monthly income of £11 or more. Hence the total number 
of persons with a monthly inoome of £11 can be approximately 800,000. 

It is evident that many gold sovereigns cannot be used by these oomparatively 
few rich people. 

The precedin~ reasons may be construed as showing that gold currency is 
not needed in IndIa. These rather lead us to another conclusion and it is this. 
Much ~ld currency will not be required and therefore the apprehension of some 
Englishmen that streams of gold will disappear underneath or that there will 
be a huge waste by having gold in circulation is ill-founded. 

(9) Coining of silver will have to be stopped for some years to come. 
The initiation of the gold standard and currency, the depreciation of the 
rupee and the probability of a continuous fall m the prIce of silver will 
have a serious effect on the mentality of the people. There will be a 
sudden release of rupees from the hoards, ,if gold were available in 
exchange for them. Hence, steps have'to be taken to check this rush and 
to increase our gold stock. This can be done by issuing sterling notes. 
These should be issued at an early date. 

To sum up, for the reasons detailed above the rupee in India cannot be fully 
reduced to the position of the shilling in England. It shall always form a very 
important medium of currency. Gold can never find its way to any large extent 
in general oirculation. Nor is it desirable that such a costly medium be used 
as popular currency. 

THE NEW GOLD EXCHANGE STANDARD. 

Henoo rupees shall remain legal tender up to a limited amount. I propose 
the limit to be one thousand rupees. Rupee notes will be placed on the same 
footing. 

For some years to com~ the mi~ting of rupees and the issue of rupee currency 
notes ~ould be stopped. tIll the tIme when the proportion of gold and sterling 
notes m the curre~lCy ~s found adequate for the requirements of the public. 
Rupees should be gIven m exchange for gold and sterling notes at the fixed ratio, 
but not ~ld for rupees up to 31st March, 1928. 

Up to that date Gold Exchange of the type adopted in England should be 
put ~n operation. Gold ~ould be tendered, when demanded, for rupees and 
sterhng for bona fide foreIgn remittances, and rupees should be given for gold. 

Rup~ s~all be equiva!ent to gold for internal purposes, but they shall not 
be C?n!ertible mto gold bl~t mto gold and silver notes only. Their position should 
be SImIlar to tha:t of ~he sIlver ooms of France and the United States, or shillings 
at. the present t1me m England. . The varying price of the rupee in the market 
WIll drIve out gold from CIrculation. Till the return of normal eonditions gold 
notes alone should circulate side by side with rupee notes. 

Befor~ point~ng out ~he m?difica~ions in the Gold Exchange Standard system 
prevalent 'lll IndIa, I WIll hnefly state the salient features of the new system 
adopted by England .. 
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GOLD EXCHANGE STANDARD IN ENGLAND. 

(1) Mints are closed to the public but open to the Bank of England only. 
Gold bullion can be offered in unlimited quantities to the Bank which is to buy 
it at the rate £3 17s. 9d. per standard ounce. 

(2) The Bank is relieved of the obligation to pay its notes in legal coin. 
(3) Holders of Bank and currency notes and sovereigns are entitled to 

demand, at the head office of the Bank, gold bars containing approximately 400 
..ounces troy Qf fine gold, or £1,699 11s. 8d. per 400 ounces. 

(4) The export of gold is not prohibited. 
(5) Sotereigns and half-sovereigns are legal tender, though they can no 

longer be obtained on demand ihl exchange for Bank and currency notes. 
(6) The issue of uncovered currency notes is nQt limited by any Parliamentary 

~~tatute, but by a Treasury Minute. . 

THE INTERIM SCHEME. 
I 

My tentative scheme for the transition period is Qutlined below:-
(1) Mints shall remain closed to the public for the free coinage of 

both rupees and sovereigns in India up to 31st March, 1928. They shall be 
open to the Government only for the minting Qf sovereigns alone~ 

(2) Rupees and rupee nOltes shall remain legal tenders up to Rs. 1,000 
only. SDvereigns, half~sovereigns, sterling notes shall be full legal tender 
for all sums. 

(3) Gold bulliQn will be freely acceptable to the Government in 
exchange fDr rupee and sterling notes and rupees for these two years at 
rates announced by the Government from time to time. 

(4) The Government is not bound to pay gold sovereigns in exchange 
for notes, bullion, rupees or subsidiary money during the interim. 

(5) Gold fQr export can be obtained at Government treasuries in 
Calcutta, Madras, Bombay, Karachi and Delhi in exchange for legal 
tender sterling notes in quantities Df not less than 200 ounces as bullion 
Qr its equivalent in sovereigns or half-sovereigns. 

(6) The export of gx>ld by the public for purposes Qf international 
trade Qr by the Government is allowed in unlimited quantities 

(7) The Government shall not coin any more rupees, but shall increase 
sterling note circulation by putting gold fQr the notes issued during the 
interim and after. 

(8) Gold shall be bought by open tenders in Bombay, Calcutta, etc. 
(9) Silver in the currency reserve shall nQt be disposed of, but shall be 

kept for coining rupees after the interim. 
(10) The strengthening of the gQld reserve in the Paper Currency 

Department bv the liquification of all securities. This gold to be, of 
course, kept in India. 

(ll) The transfer Qf the Reserves in LondQn tD India in the shape of 
gold. '{ 

LOCATION OF THE GOLD STANDARD RESERVE. 

Reasons for the location of the gold reserve in London may be stated as 
:belQw:- . 

I.-(a) It is required only for the settlement of foreign indebtedness. 
Instead of shipping gold at the needed hour it is better to have it in 
London to meet demand there. 

(b) Freight and insurance charges of the shipment of gold from and 
to London are saved. . 

(c) The holding of gold in India cannot be in securities, and this 
entails a serious loss of interest. 

(d) Delay of about three weeks will occur in the arrival of gold to 
London, and this means a great disadvantage in critical times. 

(e) Gold held in India will probably be used in currency and thus will 
disappear among the people. 

II. London, being the financial centre for the settlement of inter­
national indebtedness, is the safest and most convenient place for the pay­
ment of gold. 

III. Gold placed in London will strengthen the financial stability of 
London, the great central reserve of the Empire. Withdrawal of gold 
from London means weakening of the financial heart Df the Empire and 
even Qf the world. 
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IV. After the war the financial strength of London has been much 
reduced. Removal of the gold Reserves from LondOlIl will still more 
weaken its position. 

V. Just as there are transfers of money from one treasury to another 
in the Indian Empire and Government has adequate funds in each treasury 
to meet such demands, it is necessary that there be one such treasury in 
London for the transfer of funds there. I 

VI. The Philippine Government, too, has a Gold Standard lWserve 
in New York to meet the adverse balance of trade. 

OBJECTIONS TO THE LOCATION OE' GOI,.I) RESERVE IN LoNDON. 

I. If every act of the Government was not looked upon w.ith suspicion anft 
mistrust, if the past policy of the Government had not afforded. cogent reasons 
for miapprehenslOn, If the Gold Reserve Funds had not been dIssipated by 
objectionable methods, there would have been not many objections to their location 
ill London. 

II. But funds piled with considerable sacrifices have been frittered away. 
The introduction of the pledged gold standard has been jeopardised. The 
reserves are not kept in liquid money, but are diverted from Indian trade and 
industry to assist the English trade. 

III. There is always a free and unfettered flow of gold among gold standard 
countries. Why should not the same case hold good with a gold standard in India 
and immense balances in its favour 1 

The following table will reveal the favourable and unfavourable balances for 
40 years:-

Average 0/ years ending 

1883-1884 ... 
1888-1889 '" 
1893-1894 '" 
1898-1899 .. . 
1903-1904 .. . 
1908-1909 .. . 
1913-1914 .. . 
1918-1919 .. . 
1923-1924 .. . 

[ , 

Thousands sterling. 
Fav. Un/avo 

707 

360 
1,153 
1,386 

23,578 
262 

453 

1,188 
285 

(Shiras's " Indian Finance," p. 442.) 
It is clear that there are few occasions for adverse balances, and these too 

are not serious. With gold in circulation it will be as easy for us to meet ou; 
liabilities as it is for other countries to part with their gold for us. 
. IV. O~e of the objects of hol~ing gold in London is to purchase silver. But 
If gold a~d. sIlver are to be bought III Bombar by open tender instead of the secret 
and SUSpICIOUS methods of the Secretary 0 State, the necessity, of locating the 
funds vanishes away. Moreover, on account of the introduction of gold and stop­
page of coini~g rupees we wi!l not require any more silve~ for several years. The 
rulers of IndIa should not rIde roughshod over the sentIments of their subjects 
Indian opinion is unanimous on the Roint that no reserves should be kept i~ 
London. 

Y·. The reserves have be~n frittered away in buying Treasury notes al~d 
securIties. The London financIal world to that extent has been assisted while 
Indian industries have been starved. The composition of the reserves will be 
manifest from the following table :- . 

Year. 
1913-14 

15 ... 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 ... 

, ... 

• (l1Jr J.lJill,ons of Pvunds.) 
Gold an two reserves. Securities. Total Balances. 

10! 20~ 39 
6 16 30 

:.14 23 44 
10~ 51 67 
6! 83 100 
6 92 106 
2 82 92 

•• Practically none. 47 55 
" 45 54 
" 46 56 
" 54 64 
" 60 74 
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There is Q,O gold in the two reserves. Every pound has been locked up in 
securities to fiWtnce British trade. These should be slowly sold off, and the pro­
ceeds should be brought to India in the shape of gold. Seventy million pounds 
of gold in circulation in India will do an incalculable good to trade and industry 
here. 

VI. India has been a creditor country, and it shall remain so as far ahead 
as we can see. It IS her natural birthright to demand gold in payment of her 

; debts. No nation has the right to refuse to India the gold that is her due. The 
balance of trade in the quinquennium 1909-1913 was Rs. 391, and in the next five 
years of w':;tr it was no less than Rs 381 crores. Even during the succeeding quin­
qUE'nnium, in spite of large adV'~rse balances, the balance in favour of India 
amounted to Rs 262 crores. The'world owes so much money to India, and we can 
claim its payment in the form of gold. The Government, however, stood in the 
way of India during the War, refused to import gold here, strengthened the 
London reserves, and thus did lasting injury to India. Even the right note 
struck by the Chamberlain Commission was ignored in the din of war. (P. 129.) 

VII It is strange that England should prohibit or restrict the import of 
gold into India England, by reason of the home charges and greater imports til 
India, is a creditor country. About 71 orores of rupees' worth of gold was every 
year transferred from oor debtors to London. Still about four crores were left to 
be annually transmitted from other countries It is self-evident that London has 
no right to restrict the export of this amount of gold, but even this gold due from 
other nations to India is by overt and covert means intercepted by England. Thus 
India has tol pay the price of her political bondage to the master of her purse and 
destiny During the War this glaring injustice was done to India. Our trade 
balances, with different regions during the triennium of 1911-1913, are givell 
below to show the amounts due to us from various countries :_ 

United Kingdom 
Europe 
Africa 
America 
Asia ... 
Australia 

(In Thousand Rupees.) 
Exports to Imports from Excess of Errports 

Ol'er Im'J)orti. 
1,298,303 
1,579,398 

89,134 
.1R9,937 
191.726 

92,983 

1,756,473 
2,322,270 

197,179 
742,954 

1,932,142 
122,681 

. 'i ,073,690 

3,054,776 
741,872 
107,436 
1.53,017 
740,416 

, 29,698 

4,828,215 1,244,875 

Thus during the three years we paid gold worth 130 crores of rupees to 
England for excess in imports, met our sterling liabilities to India Office from 124 
crores and could bring the balance in precious metals. We carry gold to Ellglaml 
by various ways and not drain it. 

USE OF GOLD AS CURRENCY. 

I need not lay stress upon the theoretical merits of the gold standard. It is 
universally accepted in international payments, and obviates oscillations in foreign 
(,xchanges; it is the best prop for exchange; It Imparts comparative stabilIty 
to prices over time and space; it is automatic in its operation and does away with 
managed currencies All these advantages will accrue to India by linking herself 
with gold standard countries. Moreover, the country will get rid of the auto­
cratic practice of constantly minting unlimited supplies of inconvertible token 
currenoy. Prestige, progress and prosperity are the landmarks of a gold 
currency; it secures the same international price level and does away with large 
geld movements. For these rea~ons all peoples have confidence in a free and 
enective gold currency. 

The ever-expanding token currency dr~ves gold sovereigns out of circulation, 
and thus deprives the latter of their very function for whidi they were coined. 

The educated classes in India are so fully convinced of these great advantages 
of a gold standard with gold in circulation that they will not accept any other 
currency The case for a gold currency does not depend upon these general argu­
ments only. but also upon severa1 other important ones, such as the following:-

(1) The flow of capital from England, British Dominions and other 
gold standard countries to India will be stimulated with rising import 
duties upon foreign goods brought into India. Foreign capitalists will he 
tempted more and more to start industries in this country. 
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(2) State-managed exchange rates will give place to automatic 
exchanges. A similarity of standards and a stable exchange will attract 
large amounts of foreign capital to this country. Indian industries are 
starving from a lack of capital, though there is an urgent and extensive 
need for the investment of fresh capital in the development of natural 
resources of India. 

The first maxim of attracting foreign capital is that it should be able to flow 
out of the country without a depreciation. This can satisfactorily be effected 
through a gold currency. 

(3) International trade is very i~iuriously affected by VIolent and 
capricious fluctuations, due to rates JIlanaged by governments. War 
experience has proved to the hilt that the control of currency is liable to 
the gravest possible abuses. Manipulated currencies have caused havoc 
throughout Europe, and if in India the results are not so serious it does not 
mean that discretionary autho:Hty of the Finance Department should he 
allowed to be continued any longer. 

The Indian Government should give up its role of acting as the biggest 
exchange bank for the settlement of India's inter~ational indebtedness. 

The fall in the value of gold has led to a considerable rise in the prices of 
commodities. The depreciation of gold is mainly due to less demand in Europe, 
in industries and currency, and probably to more production. India has importeJ 
an enormous quantity in 1924 as compared with any previous year, as is evident 
from these figures:-

Crores 
2886 Average of pre-war five years ending 1913-14 

Average of five war years ending 1918-19 ... 
Average of five years ending 1923-24 . .. 

1923-24 
1924-25 

781 
1393 
29'19 
7378 

If, in spite of such an extraordinary absorption, the wholesale prices of the 
world have gone up, the rise would have been stIll more rapid if so much gold will 
not have been brought to this country. The adoption of gold standard here will 
benefit the European world. 

Suppose gold currency is not adopted in India the demand for gold will be 
lessened here. The yellow metal will fall more in price This fall will entail 
f~ll'ther rise in prices. Demand for gold in India and elsewhere will arrest this 
rIse. 

The import of 102 crores worth gold will be turned to industrial uses only if 
gold standard is not adopted. It wIll seek private hoards. Gold currency will 
keep it in the market, and thus make it available for international payments 

(4) Our trade of late with foreign or non-Empire countries has been 
increasing fast. The interest ()f that trade should not be sacrificed to that 
of English trade. 

(5) England has not much gold to part with. America and Japan 
have a plethora of gold for the present. Our exports to these countries 
should be increased to obtain gold for our currency and industrial uses. 
The currencies of European countries are now linked to dollar rather than 
sterling. The latter is itself at the mercy of New York. II 

The linking of our rupee to the depreciated sterling will be subject to two 
variants-the sterling- and dollar. It will be impossible to maintain parity of 
exchange without serIOUS losses to the Government. 

(6) We can raise loans in the American market on easier terms than 
in that of London. An automatic gold standard will place us on equal and 
certain terms with that country. 

(7) Silver, too, is to a large extent obtained from America. An 
automatic currency will mean the free and unfettered flow of the precious 
metals. The white and yellow streams will constantly pour forth their 
contents to entich the Indian soil. 

(8) The Government will be saved losses in exchange. The colossal 
amount of Rs. 55 crores lost in the so-called" organised loot" of 1920 is 
the most notorious example on the point. :> 

Mr. Probyn has calculated that the people of India lost £43 million durinO' 
1873 to 1893 by buying depreciating silver whose price was buoyed up by artificial 
means by the Government (Indian Coinage and Currency, p. 51). 
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The Indiap. taxpayer will have been saved much of the exchange loss up till 
no"" if automatic currency system would have existed in place of guaranteed and 
managed system or if gold standard had been adopted in the 'eightIes. 

No other Government, even in the disorganised condition of Europe, has 
1,mdertaken to cover the losses of exchange of its exporters and importers. When 
the policy stands condemned, even in abnormal times, how can it be justified under 
~ormal conditions in this country 1 

(9) India is a creditor country. 'Vith very few exceptions from 1870 
on!,ards every year India has been receiving gold and silver in payment of 
her net exports. When si~yer money will be restricted, that metal will not 
be required for currency p*poses and hence silver imports will be curtailed 
and gold imports will be increased for the payment of our net exports. 

This will swell the gold reserve that will be required for an automatic gold 
standard. 

(10) The output of gold in India though small has been, except for a 
very short period, going out of the country. 

By minting gold in India we will utilise our own production and all the 
hoarded stocks too will come out. 

The Herschel Committee, too, admitted that much of the uncoined gold in 
India,which must be very considerable, would be brought to the mints if a gold 
coinage were introduced on a proper basis. (p.28.) 

(11) I think prices in India were, to a large extent, governed by silver 
rupees, and controlled to a small extent by gold. Their action is either com­
pensatory or aggravates the situation in one way or another. It is better to 
be pegged to the world prices by adopting the pure gold standard. The 
Indian prices being subject to the two influences cannot be compared with 
either the gold using or silver using countries. The true action of this 
hybrid system of gold exchange standard cannot be statistically expressed.-

(12) The gold st~dard alone will permanently solve the problem of 
exchange. The country will not have to pay increased salaries to the civil 
and military services for losses in exchange. The Government, merchants, 
importers, exporters, and so the civil servants, will have to depend upon 
the market rates. 

(13) With gold as standard and currency, much of the silver kept in 
the currency department will be displaced by gold. It is feared that gold 
:will be more easily concealed and hoarded for some time to come. There 
is a gold hunger amongst the people and until it is satisfied to an appre­
ciable extent, hoarding will continue. Its use in ornaments will also 
increase on account of high price of silver and low price of gold. I main­
tain that there is no hoarding and there shall be no hoarding. Hoarding 
always proceeds from the fear that gold will not be available when 
demanded. With gold in circulation no grounds of such fear will exist 
and hen& people will not resort to hiding gold. 

It is a legitimate need and the Western countries ought not to look with 
apprehension, consternation, or alarm on the use of gold by India. She has a 
tight to one-fifth of the annual output of the world. 

It should be remembered that hoarding can take place even under the gold 
exchange standard. . 
, On ilie other hand, we should not ignore the remarKable fact that a gold 
currency will draw out hoards of gold. The so-called hidden hoa.rds will be put 
in active circulation. The consiaered opinion of the ;Fowler Committee on this 
point is worthy of note :_ I 

9 " As regards the hoarding difficulty in India, we are not satisfied 
that the danger therefrom is so great as has been suggested. There is a 
little or no likelihood, even according to the most sanguine view, that for 
a time to come gold coins even if declared a legal tender forthwith, would 
find their way to any great extent into general circulation. 

'" Of. the remark of the Herschel Committee :-
.. As long as the Indian Mmt is' open, the measure of value is the market value of the weight 

of silver contained in the rupee, but as soon as the mint is closed we can no longer be sure that 
this will be the case. Further so soon as the rupee has risen to the given ratio, the fraction of an 
English gold sovereign represented by Is. 4d. will b~come the measure of value. This is rin itself 
a most important change," (p. 40). 
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" If hoarding did not render a gold circulation an impossibility in 
the past, we look for no such result in the future. t 

" Consequently, we are of opinion that the habit of hoarding does not 
present such practical difficulties as to justify a permanent refusal to allow 
India to possess the normal accompaniment of gold standard, namely, a 
gold currency." 

Ptople are taking more and more to banking habits. Special efforts should 
be made to develop banking on sound lines. Instead of keeping gold with them­
selves and losing interest thereon, they will part with it to the mints and banks. 
India requires a well-established and strong banking system. The use of cheques 
and notes will do away with metallic money to a large extent. 

(14) The. introduction of gold staI].dard in India would tend to 
enhance the price of gold. This appreciation of gold means depreciation 
of commoditIes, or falling price~ of goods, with all the consequences of a 
slump in manufactures. MoredYer, the British and European taxpayers 
will not obtain the relief that the falling price of gold is affording them. 
Every fall in the purchasing power of gold lightens the gigantic burden of 
debts due to America and England by European countries or by England 
to America, If the price continues to be the same for a year or two more, 
at least 25 per cent. burden of debts and interest will be cancelled. 

Hence British and European nations are interested in keeping the price of 
gold at a low level. They will not like that India should monetise gold and thus 
raise its price. 

The bankrupt nations of Europe and debt-ridden Britishers are forging 
philosophies on the ideal benefits of gold exchange standard. England herself has 
adopted the same system, and it is unlikely that in her present distress she will 
allow India to have gold standard. 

(15) But the other side of the picture has to be seen. The use of gold 
as currency in India will arrest its downward tendency and thus arrest 
the growing rise in prices which is causing so much misery to various 
classes all the world over. 

The value of gold in spite of its large use in currencies and its widespread 
ust" iIi industrial arts has been falling. 

Its value is likely to faU'still more due t<r-
(a) its curtailed use in currencies on account of the adoption of gold 

exchange standard by England and other countries; 
(b) the spread of the habit of using more and more bank cheque and 

and currency; and 
(c) the reduced demand in industrial arts by reason of the less pur­

cliasing power of the European countries. 
Consequently, the introduction of a gold currency in India by arresting the 

fall in the price of gold will do a real good to the whole world. 

(16) Gold standard will not be much more wasteful in India than in 
France or Italy. The cheque system is not so much developed there as in 
England and America . 

. GO.ld Exchange Standard has not bee~ successful in times of stringency tDj 
mamtam the exchange rate. It defeated Its own purpose. Gold saved with so 
much care for years was drained away in the course of a few months. Gold 
accumulations are no guarantee for stable exch~n,ge. 

(17) How l?ng can unconstitutionar Czarism in finance be permitteQ. 
under democratIc Governments 1 How can the wisdom of two or three' 
Financial Secretaries, even if they were adamentive to the influences of the 
Downin~ Street and Thre3;dneedle Street be said to compare with the free, 
automatIc play of eCOn?mlC ~orces working through the open competitive 
markets 1 Secret malllpulatlOns of our currency rates by the Finance 
Depart~ent ~ust pa~alyse and pervert t~e freedom and flexibility of our 
economIC and mdustrIaI system. Even WIth honest motives and profound 
~eal.for the pu!>lic good, no single brain canfmaster, control, and guide the 
mtncate machmery. 

Government should not trample under foot the sentiments of the people 
They believe in gold to be the only sound money. For 30 years Government ha~ 
been loud in its professions of establishing an effective gold standard, but always 
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doing Just the contrary actions. People have lost all faith in the Government 
policy. When the most vItal interests depend upon currency, the latter should 
be estal>lished according to the pronounced wishes of the people, otherwise thl~ 
political consequences of discontent and agitation will be disastrous. 

I cannot understand the mentality of the Government. It is forgotten that 
Democracy in politics is wedded to democracy in finance. 

Objections to a gold currency in India were ably disposed of by Sir J. Degbie, 
and I need not recapitulate them here. 

But \1 cannot pass over the huge misconception of India being a bottomless 
sink wherein gold and silver streams constantly discharge their precious contents 
but find no outlet. 

It ought to be remembered that Inaia is in no wayan exception in the attrac­
tion of either gold or silver to its stores. During the last half of the 19th century 
India has been kept starving in its currency. Very little more silver wa~ 
imported into India than was needed for its currency purposes. Similarly, the 
amount of gold absorbed was exceptionally insignificant. (See Note on Absorp­
tion of Gold and Silver.) 

REMITTANCE OPERATIONS OF THE GOVERNMENT OF INDIA. 

Evils O'f Manipulated Exchanges. 

The sale of Council Bills is one of the best and easiest methods of remitting 
money to England for the requirements of trade and the Secretary of State, and 
releasing currency here for the use of internal trade. The system has very suc­
cessfully worked for about a century. But there is a universal belief that the 
Indian currency and exchange are managed by the Imperial and Indian Govern­
ments, to the detriment of India. 

The history and mechanism of remittances have given room for such a convic­
tion. Only a few evils of manipulated exchanges are pointed here :-

(a) The sale of Council Bills depresses exchange rates, and prevents them 
from rising above the specie points as they frequently would for a creditor country 
like India Indians pay more and our debtors pay less for remittances than they 
would under automatio exchange. 

(b) This manipula:tion prevents the flow of gold and silver in payment of her 
debts. The doles of the preoious metals coming to India depend upon the sweet 
will of the Secretary of State. He can open and close the market at will. The 
Secretary controls exchange rates and the flow of gold to India. How he manipu­
lated exchange in 1893, in 1919-20, and during the War years is known to all 
He can divert gold to London in transit from Australia or Egypt to India. He 
sells drafts in a way that more gold should not be drained to India than can be 
safely spared by London. He sells drafts to take off the profits of the rupee 
coinage. Thus he masters exchanges, and this commanding position is used to 
the prejudice of India. Hence the country depends on a purely artificial, mani­
pulated, perverted and autocratic system of exchange. The interests of India are 
several times sacrificed to the financial interest of London. The Chamberlain 
Commission has thus adruitted the charge:-

" It is necessary for the Secretary of State to sell sufficient drafts, not, merely 
to meet his own requirements on revenue and capital account, but also to satisfy 
the demands of trade up to such an amount as will enable the balance of trade In 
India's favour over and above the amounts of the home charges on revenue and 
oapital account to be settled without the export to India on private aCCQunt oj more 
gold than is actually required in India for absorption by the public." (P. 121.) 

(c) How is the Secretary of State to know that so much gold is demanded for 
internal consumption? The imports of gold are characterised with such wild 
variations that it is impossible to predict even approximately the real demand for 
the yellow metal. The imports of gold touched the low figure of eight crores in 
1908, rose to 41! crores in 1911, again fell down to 2:1- crores in 1918, recovered to 
48 crores in 1919, dropped to 14 crores in 1921, but reached an unprecedented 
height of 74 crores of rupees in 1924. How can the Secretary of State know the 
demand for gold in India? Hence it is supremely necessary that the import and 
export of gold should be left to natural causes. 

During the War the import of gold was practically stopped to such an extent 
that for the war quinquennium the total net import was 26 millions aO'ainst 102 
millions of the previous quinquennium. 0 
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(d) After the 'Var, too, gold was successfully prevented from coming to India, 
so that the London reserves were swollen at the expense of India, as will be evident 
from these returns:-

BALANCES HELD IN LONDON. 

Year. TotallJlillion .£. Year. TotallJlillion .£. 
1913 39 1919 96 
1914 30 1920 55 
1915 44 1921 54 
1916 67 1922 56 
1917 100 1923 64 
1918 106 1924 74 

The purpose of keeping such in6rdinately large reserves in London was to 
prevent the export of gold from London to India. 

(e) The gold in these two reserves was used in financing British industries by 
buying their securities. This game has been played with such recklessness that the 
gold stock has been allowed to be reduced to zero. 

The value of securities, including special reserve securities, in the two reserves 
is shown, along with the amount of gold held in each year. 

Year. Gold lJlillion .£. 
1913 )O! 
1914 6 
1915 14 
1916 lOt 
1917 6! 
1918 6 
1919 2 
1920 £ 488 only 
1921 " 1,775 " 
1922 " 3,658 " 
1923 " 941 " 
1924 no gold 

Securities. 
20! 
16 
23 
51 
83 
92 
82 
48 
45 
46 
54 
60 

(Reports of the Controller of Currency, 1923-24, pp. 70-71. 

" " " " " 1924-25, p. 13.) 
(f) It is an open secret that we have sustained! severe losses by the deprecia­

tion of these securities If there is no necessity of having a ready stock of gold, 
then the very raison d' etre of keeping these reserves in London disappears. 

At a time of crisis the sale of these securities to obtain gold will entail a heavy 
loss. It will be far greater than can ever be by the shipment of gold from India. 

Then the holding of such large amounts of gold, ranging from 54 to 106 million 
sterling, is not meant for adverse balances. From 1899 to 1924 the remittance of 
gold from India due to an unfavourable balance of trade was as follows :-

1908-09 
1909-10 
1914-15 
1915-16 
1918-19 

REVERSE DRAFTS PAID IN LONDON. 
Thousand .£. 

8,058 
'-56' 

8,707 
4,893 
4,720 

The Secretary of State should not have been given the power to sell Council 
Drafts beyond his own requirements. This practice has been a fruitful source of 
serious evils. 

The best policy is to deprive him of his power to control exchanges and to 
offer bills for sale. He should receive the home charges through the Imperial Bank. 

The arbitrary action of the Secretary of State led to an unbridled increase of 
inconvertible legal t~n~er in I~dia. Within four years, 1915-1918, Council Bills 
to the value of 109 mIllIon sterlmg were sold in London, although the Governmen. 
had incurred £200 million on behalf of the Home Government. Then 76 million 
sterling were invested in Treasury Bills. The Secretary of State ought to have 
taken the money from the ImperIal Treasury, but by hIS sales he compelled thl" 
Government to find means to the extent of £385,000,000. That is one of the 
reasons why there has been so much inflation of money in India. 
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1912 
1920 
1924 

Rupees. 

182 
260 

Notes 
CroTes 0/ 

Rs. 
45 

154 
167 

The whole gold standard reserve was transferred to London. So India had 
none of the gold and silver in this Reserve from 1917. A sum of £36,000,000 was 
invested i:Q. London for strengthening the financial market there at the expense 
of India. Similar is the story of the gold portion of the Paper Currency Reserve. 
For instance its composition in 1919 and 1924 was:-

Silver in India and in transit 
Gold in India 

.. England .. 
Securities III India 

" in England 

1919. 
(Lakhs 0/ Rs.) 

37,39 
17,37 } 

12 
16,08 
82,50 

153,46 

1924. 
(Lakhs 0/ R8) 

85,62 

22,32 

57,31 
14,00 

179,25 

Thus out of the gross circulation amounting to 153 crores, rupees 821 crores 
were invested in England and the actual SlIver and gold to redeem the notes in 
India amounted to only 30 per cent., while 54 per cent. of the reserve upon which 
the redeemability of notes de:Rends, was not available in this country. It was 
lodged 7,000 miles from the shore of IndIa. 

Such a practice is most reprehensible. An alien Government ought not to 
expose itself to such irrefutable charges. It has pledged itself to the fiscal and 
financial autonomy ill India. Let It be carried out III right earnest by transferring 
in time to come all the functions of Exchange and Paper Currency to the Imperial 
Hank. 

MINTING OF GOLD IN INDIA. 

Question 6.-The minting of gold in India is a sine qua non of introducing 
gold ourrency in the country. It is the surest attribute of sovereignty. It satis­
fies national pride. It places India on a footing of equality with other Dominions. 
We ;will utilise our gold output for minting coins. The so-called hidden hoards 
will come out for use in currency. It will mobilise our immobilised imports of gold. 
The imported gold is rendered useless; It does not enter into currency; it does not 
buy goods; it is not invested as capital, and does not bear any interest. It is, 
in faot, dead and as if consumed. The Royal Mint successfully opposed the 
establishment of an Indian Mint up to 1917. When Ottawa, Sydney, Melbourne, 
Perth can be relied upon by the authoritIes of the Royal Mint, the Bombay Mint 
should also be allowed 00 coin sovereigns and half-sovereigns of the same weight 
and fineness as those of England, as was done in 1918. Sovereigns are preferable 
to mohurs, because they serve as the cement of the Empire and will have a con­
siderable prestige in the commercial world. Gold will be attracted profitably 
from Africa to pay the balance due to India from London, if, in exchange for 
the raw gold, currency can be obtained as quickly and economically as in 
London. However, if the Imperial Government have any serious objections to 
this practice, we should undertake to issue gold mohurs or fifteen-rupee gold 
pieces. By so doing the Bombay Mint will be independent of the supervising 
authority of the Royal Mint, and we will be free to mint gold coins suitable to 
the requirements and traditions of India. 

Question 8.-England in summer and Christmas seasons has more demand for 
money. But America is like India subject to seasonal demands for currency. 

The methods adopted by the banking world there should be adopted here wi th 
suitable safeguards. The issue of money against commercial bills is the most 
approved practice. On the Continent, too, it was popular before the war. The 
practice has already been adopted in India. It should be extended if required by 
amalgamating the schemes of Sir Edward Holden and of the F.R. Banks of 
the United States of America. 
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Question 9. No purchases will have to be made for several years to rome 
under the schemes proppsed! by me, our present stock being sufficient for subsidiary 
coins. The Secretary of State will be divested of his powers of oontrol over 
exchange and currency. The Imperial Bank will buy silver, when needed, in the 
open market in India. 

NOTE ON THE ABSORPTION OF GOLD AND'SILVER. 

Incidentally, let me point out the falsity of the gratuitous assumption that 
Indian.s are fond of hoarding very large quantities of silver or of turning the 
same into silver ornaments. For twenty years, from 1851 to 1870, silver to the 
value of 158 million sterling was imported into India, out of which 152'5 million 
pounds' worth of metal passed through the mints. That is, 55 million worth of 
silver was left for arts and industrial uses during two decades. Similarly, from 
1870-71 to 1892-93 the yearly average of imports was 7 million pounds, but 
6 6 million was annually coined out of it, so nearly the whole of the imported 
silver was absorbed by currency demands and a most insignificant quantity was 
left, Uf at all, for industrial and ornamental purposes. 

The absorption of gold would have been more if Government had not followed 
a policy hostile to the true interests of India. The net imports of the yellow 
metal from 1871 to 1920 are shown by decades below ;-

Year. Net absorption total Annual Population. Consumption of 
for 10 years. average. gold per head. 

£ million. £ miLLion. .Mzllion. 
1871-1880 15 1'5 254 '0059 
1880-1890 30 3'0 287 '010 
1891-1900 21 2'1 294 '007 
1901-1910 60 6'0 315 '019 
1911-1920 128 12'8 319 '040 

Total foc 50 years 254 5'1 

This absorption is so insignificant that no nation can or ought to be jealous. 
All should rather pity the case of poor India. The annual absorption of gold per 
head during the five decaa.es is approximately 1~, 2~, 1~, 4! and 9g pence 
respectively. 

In other words, the accumulated share of gold per head for these fifty years 
of growing agriculture .. trade and industry, wealth and prosperity, is mneteen 
shillings and nine pence. 

The whole stock absorbed by India during the period of full fifty years is 
valued at its annual import price at 254 million pounds. As gold has been falling 
in price the present value of this stock must be some 20 rer cent. less. 
Then losses by wear and tear in ornaments, by fire, buria, and use in 
medicines for internal consumption and other uses in arts from which it cannot 
be recovered, must be roughly estimated. I am inclined to put 5 per rent. of the 
net imports of every year to be lost on these causes. A calculation on this 
assumption shows that in 1920, only £120 million worth of gold out of 254 million 
pounds could have been left in the hands of the people. Without calculating the 
depreoiation in the value of gold, the per head share of all gold imported into 
India during 50 years, is approximately sixteen shillings, while the stock at present 
is only eight shillings per capita. This is the amount for which India is being 
suspiciously looked upon by the world. 

The last decade of pre-war and post-war years is full of significance. During 
the four years of 1911-1914 the net imports of gold totalled 79'3 million pounds, 
giving an average of about 20 million pounds per year. 

This tide was turned by the war, not that our exports during the war years 
were less, but because gold was not permitted to be imported into India.. It was 
against the interests of Allied finance. 

The result was that during the five years ending 31st March, 1919, the gold 
imports fell to 5 million pounds a year, of which £2,000,000 were sovereigns, 
the remainder being bullion and coined gold other than sovereigns. The pavments 
due to India were made in appreciating silver and not in depreciating gold. It 
will be seen that the imports of silver during the four pre-war years averaged 
7'6 million pounds; these rose to 16 million pounds during the five war years. If 
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gold were released by the Allies, India will have continued to obtain large 
amounts of the yellow metal. NeIther the PrIce of gold will have fallen to the 
extent it did, nor the adoption of gold standard will have been jeopardised after 
1920. 

As India is a dependency of England and its exchanges can be controlled 
by England she was deprived of its share in gold by the master of her destiny. 
While England, America, all the neutral countries, and even our rival Japan, 
were piling gold upon gold, this country was deliberately kept starved. The 
following table will eloquently present the facts on the accumulation of gold :-

GOLD RESERVES IN CENTRAL BANKS (IN MILLION DOLLARS). 

Countries. 1913. 1921. 
Belligerent countries (France, Italy, Belgium, 

Germany, Austria-Hungary) ... ." 
Sweden ... 
Norway 
Denmark 
Netherlands 
Spain 
Switzerland 
Argentine 
Japan 

England ... 
United States of America 

Total 

1,5562 
27'4 
12'8 
19'7 
60'9 
925 
328 

2250 
65'0 

536'1 
175'2 
691'5 

2,959'0 

1,236'2 
75'5 
395 
61'0 

245'6 
4792 
104'9 
450'1 
558'8 

2,014'6 
7633 

2,5296 

6,543'7 

While the belligerent countries of Europe lost 320 million dollars' worth of 
gold in eight years the gold reserves of England were inoreased bY' 588 million 
dollars, those of Japan by 494 million dollars, of America by the fabulous sum 
of 1,838 million dollars, The eight neutral countries together gained 1,478 
million dollars' worth of gold. There was only one country in the world whose 
stocks of gold were rather depleted, It was India. Both the Imperial and 
the Indian GDvernments are responsible for this vandalistic or at least hostile 
policy towards India. 

India could have easily piled up gold like Japan, had not her Government 
stood in her way, She coUld have most conveniently and forthwith adopted a 
gold ourrency, but the scheme has been in every way crushed by the selfish and 
short-sighted policy of the powers that rule the destmies of this country. 

India with one-fifth of the human race and with traditions of the main­
tenance of a gold currency for several millenniums has a claim to at least 20 per 
cent, of the world's output of the yellow metal. The following figures will speak 
for themselves :-

INDIA VERSUS THE WORLD. 

(1) (2) 
India's absorption. World's Percentage of 

Years. .Million pounds. output. (1) to (2). 
1851-1860 22 274 '8 
1861-1870 59 260 22'5 
1871-1880 15 2]9 6'5 
1881-1890 30 221 13'5 
1891-1900 21 436 5'0 
1901-1910 60 778 7'7 
1911-1920 128 877 14'5 

Total for 70 years 335 3,065 

India with a favourable balance of trade is a creditor country and gets gold 
in payment of her exports, but much of the gold is intercepted and in one way 
(,1' OIther appropriated by England. It is for this reason alone that she has not 
Dbtained her full and proper share of the gold supply_ 
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In short, it is evident that the Indian has by no means any fascination for 
the yellow witch. The wbite nations were bewitched more by the precious 
fairy than the Indians have been for the last 70 years. 

The per capita share of ~ld absorbed during three generations is as low as 
16s. only, while the present stock in the Central Banks alone in the United States 
of America. is $25 per head! 

APPENDIX 27. 

Statement of evidence submitted by Mr. Jamsetji Ardaseer Wadia, of Bombay. 
The mints were closed in 1893, but the Government of India had set its 

heart on closing the mints and over-valuing the rupee years before 1893. I have 
before me a letter of the Lord Commissioners of the Treasury to the Secretary 
of State for India in Council dated the 24th November, 1879, and it says as 
follows: "The proposal appears open to those objections to a token currency 
which have long been recognised by all civilised nations, viz, that instead of 
being automatic it must be managed by the Government and that any such 
management not only fails to keep a token currency at par but exposes the 
Government which undertakes it to very serious difficulties and temptations. It 
appears, too, that the Government of India in making the present proposal lay 
themselves open to the same criticisms as are made upon Governments which have 
depreciated their currencies. In general, the object of such Governments has 
been to diminish the amount they have to pay to their creditors. In the present 
case, the object of the Indian Government appears ta be to increase the amounts 
they have to receive from their taxpayers. If the present level of exchange be 
due to the depreciation of silver, the Government scheme, if it suoceeds, m~ 
relieve the Indian Government and others who desire to remit money tOo England; 
but this relief will be given at the expense of the Indian taxpayer and with the 
effect of increasing every debt or fixed payment in India including debts due by 
ryots to moneylenders." 

A little before the closing of the mints in 1893 the" Statist" of London 
wrote as follows on the 5th November, 1892: .. If the purchasing power of the 
rupee were raised by 20 per cent., land tax and other taxes payable to the 
Government would likewise be raised. So would all debts due at the time the 
change was made. In other words, every banker, capitalist and usurer would 
find his property so far as it has been lent out to others increased by 20 per cent. 
Of course, likewise official salaries would be enhanced in the same way. There 
would be a sweeping transfer of property from the producing working millions 
who create the wealth and prosperity of the Empire to the servants of those 
millions and the parasites who prey upon them." 

The Herschell Committee reluctantly consented to close the mtints in 1893 
since the Government of India threatened bankruptcy. They, however, would 
not fix the rupee at Is. 6a. as demanded by the Government of India but fixed 
it at Is. 4a. Clause 135 of the report of the Herschell Committee runs as 
follows: Cf It is impossible in view of these considerations not to rome to the 
oonclusion that to close the mints for the purpose of raising the value oi the 
rupee is open to much more serious objection than to do so for the J>urpose of 
preventing a further fall." The Herschell Committee understood perfectly well 
the gravity of artificially raising the rupee. The Government of India rom­
mE'nced to CQin rupees on and after 1900, and the flooding of the country with 
token currency had disastrous effects on its economic life. It inflated foodgrain 
price8- which: necessitated increased wages, which increased the cost of produc­
tion and enormous increase in taxation in recent years. I beg to submit the 
following figures to show the inflation in prices :-

Year. Retail foodqrain priers 
(Tndia). Atkinson's figure!. 

1894- .. . 
1904 .. . 
1905 .. . 
1910 .. . 
1911 ... 
1912 
1913 
1914 ... 

, .. 

114 138 
117 129 
147 144 
168 161 
161 166 
189 186 
199 195 
222 200 

English figures. 

68 
70 
72 
18 
80 
85 
85 
85 
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For about 32 years the Government of India has been trifling with our 
currency ~nder t?e guise of fixity, and every .opportun~ty ~as been .taken t? go 
in for a hIgh fiXIty. They took the opportumty of·a nse III the prlce of SlIver 
which took place after the Armistice to brmg into existence the Babington­
Smith's Committee which recommended the fixing of the rupee at 28. gold. That 
proved very disastrous, and I do not wish to dwell upon tihat except to show that 
the ] ndian Government misses no opportunity to fix the rupee at a high rate. 
That policy was abandoned, but I do not see any necessity for further examining 
the question as the Herschell Committee and all other Committees have fixed 
the rupee ~t Is. 4d. There was some excuse for the Babington-Smith's Com­
mittee since silver rose to about 89d to the oz. As long as SlIver does not rise 
above 44d. to the oz, Is. 4d. to the rupee must hold good. The present price of 
silver is abaut 32d. I do not see any use of examining this question again, 
except to squeeze the taxpayer by a high fixity for the benefit of the foreigner. 
It is said that the present high exchange of Is. 6d. is the result of trade. It is 
really absurd to think so. In my opinion, Government has created a monopoly 
in the rupee, and it can demand what price it likes. As long as the balance of 
trade is in India's favour, you can put the price up. A high exchange will 
diminish our balance of trade, but it cannot destroy it unless it is too high. The 
best course is to go back to Is. 4d. with an effective gold currency. Every oppor­
tunity may be taken to conserve gold and to encourage note oirculation, but the 
notes must not be based 00 silver rupees but on gold. Our rupee to-day according 
to the late Professor Marshall is a metallic note. If that is not allowed to us 
on account of the monetary interests of London, then I would prefer an open 
mint to silver. Silver or gold currency must be honest. 

APPENDIX 28. 

Statement of evidence submitted by Mr. G. I. Patel, B.A., M.L.C., Joint 
Honorary Secretary, Ahmedabad Millowners' Association. 

Question I (a).-Is the time ripe for a solution of problems of Indian 
Currenoy and Exchange by measures for stabilisation of the Rupee or otherwise 1 

Since 1917, when the pre-war Currency and Exchange system broke down, 
the Indian public has suffered from the evil consequences of an unstable rupee 
which during the interval rose as high as 2s. ltd. and fell as low as Is. 3d. 

The Babington-Smith Committee considered the problem and suggeste!d 
certain remedies. But they thought of introducing stability in Indian currency 
at a time when the economic equilibrium of the whole world was disturbed. The 
action taken by the Government of India in pursuance of the recommendations 
of this Committee did not succeed, and brought great losses and odium to them. 
People began to entertain suspicions regarding the currency policy of the Govern· 
ment, as for years business men have remained in suspense, regarding the 
Exchange value of the Rupee, in which their transactions are measured. In con­
sequence, loud complaints and protests were naturally made by the commercial 
community for an early settlement of the Currency and Exchange problem. But 
just as the Babington-Smith Committee was too hasty in arriving at their conclu­
sions, tlie authorities have of late been too slow in coming to a final decision in this 
matter. This over-cautious attitude has meant that India should sit silent till 
world conditions improve and better opportunities for a revision of the Currency 
policy present themselves. The return of England to the gold standard or the 
a.pproacll of sterling to gold parity in recent times has been taken to be an 
indication of such desired! improvement in world conditions. Not considering 
whether this delay has been wise, we must oome to the conclusion that it is high 
time that adequate steps be taken immediately to inspire confidence among the 
people regarding the Currency policy of the Government by a thorough revision 
of the whole mechanism. 

Question No. I (b).-What is the comparative importance of stability in 
internal prices and in foreign Exchanges 1 

The stabilisation of the rupee at Is. 4d. was the chief aim of the pre-war 
policy of ilie Government, and so long as the rupee remains unlimited legal 
tender, whatever other changes be introduced, its stability in relation to gold 
should certainly be one of the principal aims of the Government. 

Stability of internal prices and of foreign exchange are both important, and 
one should not be sacrificed for the other. In fact, a change in internal price! 
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will soon react on foreign exchange, and vice versa. It is no use considering 
which of the two is more important. The real problem is to oonsider which is 
the best system by which the maximum amount of stability both in internal prices 
and in foreign exchange can be obtained. 

Question I (c).--What are the effects of a rising and falling rupee and of 
a stability of high or low rupee on trade and industry, including agriculture 
and on national finance 1 

In times when the rupee is rising, prices will have a tendency to fall. 
Exporters will therefore suffer. An impetus will be given to importers of foreign 
goods. In a country like India where the few industries that have come into 
existence are still struggling to make a headway, and where a policy of protection 
for certain industries under certain oonditions has been accepted by the 
Government, any such encouragement to foreigners to send their goods at a 
cheaper rate to India must mean a great hardship and even ruin in some cases. 

Let us briefly oonsider in general terms the harm done to Indian industries 
in recent years by the policy od: higher exchange. The Government of India 
decided to give protection to the steel industry, for which certain import duties 
were imposed on foreign goods. The effect of these duties was nullified by the 
subsequent rise in exchange, which enabled foreign goods to enter India at a 
cheaper rate. In consequence, an additional bounty had to be given to the steel 
industry. 

It is obvious that similar adverse effect must have taken pl3£e on other less 
organised industries in India which need protection. 

The effects of higher exchange Oill industry have, however, been much worse. 
It has not only prevented the growth of new industries, but has also meant ruin 
to well-established industries like the cotton industry. 

The Indian cotton industry has come into existence-without any support 
or encouragement from Government-rather in spite of obstacles from them in 
the shape of the Cotton Excise Duty. 

One of the important reasons of the present depressed conditions in which the 
industry is placed is the policy of high exchange. This policy has enabled other 
countries to send their goods at a cheap rate to India. It has particularly !helped 
.Japan to dump in India its cheap goods. Just as a rising exchange will be a 
source of incalculable mischief to Indian industries in this way, a falling 
exchange will give an impetus to them and encourage exports. 

The effects of a rising and falling exchange on agriculture are the same as 
those on industry. A greater portion of our exports are agricultural raw pro'd'ucts 
and food-stuffs. With a falling exchange these exports will receive a higher .price 
and therefore be at an advantage, just as they will suffer if the exchange is rising. 

It may be said that the Government or national finances will gain with 
the higher exchange, because this will mean a smaller number of rupees to the 
Government to meet the Home charges; with a lower exchange, the number of 
rupees to be provided for this purpose must be larger. 

In any such case, however, we have to consider the balance. of advantages. 
The Government gets its resources from the people by way of taxation. If the 
people are well off, if their taxable capacity is higher, they will not mind parting 
with a little more money to meet the expenditure of the Government. But if 
their own resources are crippled then any small saving which the Government 
lJlay make will be no conoolation to them. 

On this larger ground therefore, a lower exchange which will help both 
agriculture and industry will in its turn give a mder margin for taxation to 
the Government, which will more than counter-balance any shortsighted saving 
which the Government may see in a higher exchange so far as their sterling 
remittanct' is concerned. 

Thest" effects are more pronounced when exchange is rising or falling. But 
when exchange is definitely stabilised at a certain figure for a long time, prices 
in the long run adjust themselves, and things go on in a normal fashion.. But 
in a country like India, which is liable to bad monsoons and consequent famines, 
the possibility of maintaining the exchange at a high or low level must be con­
sidt"red. In times of scarcity exports fall off and exchange becomes weak. At 
such times, if exchange is fixed at a high level, there is the difficulty of main­
ta.ining it by special measures. The resources of the Government may not be 
adequate if the crisis is severe and accompanied by another in England, and 
the whole system may be exposed to danger. -
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On all these grounds, therefore, we come to the conclusion that a low 
exchange is advantageous for India. 

Question II (a).-In relation to what standard and at what rate should 
the rupee be stabilised, if at all? 

The rupee should be stabilised with gold at Is. 4d., as sterlinO' has now 
approached gold parIty and arrangements have been made in Englan8 by which 
strrling is likely to be maintained at its gold parity under nonnal conditions 
Is. 4d. gold, will be the same as Is. 4d. sterling. 

The general argument in favour of stabilising the rupee at Is. 4d. instead of 
at the present rate of Is. 6d are given in answer to Question I. 

It may be further added that the people have been accustomed to this rate 
for many years, and that stabilisation at this rate means only the restoration 
of the pre-war rate, which has been the policy of England herself. 

Again, the present rate of Is. 6d. has been brought about by artificial means 
of contracting the currency in recent years. Mr. B. F. Madoo, of the Indian 
Merchants' Chamber, has ably shown in his recent pamphlets on the Indian 
Exchange problem the way in which this contraction was carried out. with the 
consequence that the industries of India have been suffering and are in the most 
depressed condition. This policy of artificially raising the rate seems to be 
the remnant of the Babington-Smith policy of stabilising the rupee at 28. gold. 
ThO'Ugh the experiment to arrive at this rate has proved ruinous, the general 
idea underlying the policy that a higher rate was better for India seems to be 
the- determining factor in the recent measures of the Government by which 
exchange has been maintained at a higher rate, and no steps have been taken 
to restore the pre-war rate of Is. 4d. for which the country has been crying. 

Question II (b).-When shO'Uld any decision as to stabilisation take effect 1 
There is no reason to delay this action, and the sooner the decision regarding 

this is put into effect, the better for all concerned. 

Question III.-If the rate selected differs materially from the present rate 
how should transition be achieved 1 

During the transition period, the Government should sell Council Bills in 
a. judicious manner so that the tightness in the money market may be removed 
by the consequent increase in currency. 

The additions to the currency will in course of time bring the rate to its 
original level of Is. 4d. 

'Question IV.-What measures should be adopted to maintain the rupee at 
the rate selected 'I Should the Gold Exchange Standard system in force before 
the war be continued and with what modifications, if any 1 What should be the 
composition, size, location, and employment of a Gold Standard Reserve 1 

If the Gold Exchange Standard system is oontinued, the Government should 
undertake a statutory obligation to give gold for rupees at the fixed rate in 
certain large quantities for export to meet external obligations in times of 
adverse exchange. • 

This will effectively prevent the rate from falling below Is. 4d., just as 
the pre-war practice of selling Council Bills at Is. 4ld. in unlimited quantities 
had the effect of preventing the rise of the rupee above Is. 4d. This latter 
practice should be C()[ltinued, but used in a more judicious manner. 

Gold Standard R-eserve.-In order that the Government may be able to give 
gold for rupees in the abo-ve manner, the Gold Standard Reserve should be 
located in India. At least half of the reserve should be in gold, the other half 
may be held in seourities which can be easily realised at a short notice. 

The reserve should not be used for any other purpose but the legitimate 
one of supporting the currency system of the country. And in order to do this 
effectively no limit should be placed as to its size for the present. 

Q.uestion V (a).-Who should be charged with the control of the note issue 
and on what principles should control or management be transferred to the 
Imperial Bank of India and if so what shO'Uld be the general terms of the 
transfer? 

The management of the note issue should be handed over to the Imperial 
Bank of India. The remittance operations of the Government should also be 
conducted by the Bank (see Question VII). This will mean that the Bank will 
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be a real State Bank in charge of Government balances, Note issue and remittance 
operations. 

In order to secure the proper and efficient management of this important 
work, there should be adequate control of the Government over the Bank. This 
may be arranged by appointing a certain number of directors on the nomination 
of the Government. Some of these may be non-officials, to safeguard the interests 
of the public. There should be besides, the final veto of the Government in certain 
important matters. The appointment of the Managing Governors should be 
su1Jject to the sanction of the Government. 

Adequate arrangements should at the same time be made to Indianise the 
Dank's service in all its grades-higher as well as lower. 

The Bank has undertaken to start 100 branches in five years since its 
inception. If all this new work is entrusted to it, it should be required to start 
more branches still, so that in course of time no important town may be left 
without a branch of the Bank. 

Question V (b).-What provisions should be made as to the backing of the 
note issue1 

The present permanent constitution of the Paper Currency Reserve should 
be retained. At least half the gross circulation of notes should be supported 
by a metallic reserve; the other half being held in securities which can be easily 
r('alised. 

Question V (c).-What should be the facilities for the encashment of notes? 
The facilities for the encashment of notes should be increased All branches 

of the Imperial Bank should be required to give this facility. In places where 
there is no branch of the Bank the Government should undertake to provide a 
suitable agency, say its Treasury Office, for encashing notes. 

Question V (d).-What should be the policy as to the issue of notes of small 
values. 

Notes of Rs. 21 issued during the war became unpopular and were soon dis­
continued. The one-rupee notes though popular have been found to be costly in 
the long run. The lowest denomination of notes should therefore be Rs. 5, as 
at. present. 

Question VI.-What should be the policy as to the minting of gold in India 
and the use of gold as currency 1 Should the obligation be undertaken to give 
gold for rupees 1 

The answers to the preceding questions have been given on the assumption 
that the Gold Exchange Standard is to continue. The experience of the War, 
liowever, has revealed the inherent defects of the pre-war system. The main­
tenance of the exchange value of the rupee at Is. 4d. which was the key-note of 
the policy of the Government before the War had to be abandoned as soon as the 
price of silver rose beyond 43d. per ounce. The same was the case when the 
depreciation of sterling manifested itself in March, 1919, when the control of 
the dollar-sterling exchange was withdrawn. This had an adverse effect on the 
rupee-sterling exChange till sterling was stabilised with gold in recent times. 
The Indian currency system was thus exposed to the vagaries of the silver 
market on the one hand, and to the fluctuations of the sterling-dollar exchange 
on the other. 

Besides on account of the policy of selling Council Bills without limit which 
was followed before the war the issues of rupees was larger than required. 
This large number of rupees in circulation has made the currency problem more 
and more acute. The people have learnt during the war and after that the 
rupee is very unstable in value and they have known long since that it is a token 
com. This situation has encouraged the people to hoard gold-the one form 
in which they believe their store of value is most secure. Instead of teaching 
the people of India the economical use of gold the policy of the Government 
is driving them to the wasteful habit of hoarding. India has been considered 
a sink of precious metals by the West. It is no fault of the people of India 
if they: are led: to this practice, because they cannot have any confidence in the 
unstable token rupee. 

Under the circumstances, it is best that India should be put on the Gold 
Standard. The establishment of the Gold Standard will alone enable India to be 
free from the defects of the existing system referred to above. With a Gold 
Standard the people would be encouraged to make an economical use of their 
gold, they will no longer be afraid of liringing it out from their hoards and in 
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-
using it for currency purposes. With a Gold Standard the troubles of an 
unstable exchange will disappear. 

This will give a great impetus to Indian trade and industry. The hoarded 
gold will then be used to supply capital for industries which are sorely in need 
of the same. If necessary, with a Gold Standard it would be easier to import 
foreign capital for industrial purposes. Stability of exchange with gold-using 
countries with whom we have most of our transactions will mean a great advan­
tage to our trade and commerce. Internal prices will also be more steady with 
a Gold St~ndard. On the whole therefore the introduction of a Gold Standard 
will brin~ many economic advantages to India. 

It wIll be difficult in a country like ours to have a Gold Standard without 
gold currency. The use of gold coins will therefore be a necessary stage before 
we can adopt a more economical form of Gold Standard like that of England. 

Adequate provision should therefoTe be made to coin gold in Indla. The 
Indian Mints should be thrown open to the free coinage of gold as soon as 
possible. 

The people are familiar with the use of the sovereign for the last so many 
years. If, ihowever, the sovereign is considered to be a coin of a very high 
value for India, we may have a ten-rupee gold coin. 

If a Gold Standard with a gold currency is decided upon the relation of 
the rupee to the gold coin will have to be fixed for internal purposes. For 
exteTllal purposes this ratio will lose importance as foreign transactions will 
then take place in gold. The most natural ratio for India is the pre-war ratio 
of Is. 4d. to a rupee. This means that if we have a 10-rupee gold coin it 
sh<xuld be 10/15ths or 2/3rds of the sovereign in weight and fineness. 

If it is asked whether the Government can introduce a gold standard of 
this nature without any difficulty the answer is that they have large resources 
ill the shape of the Gold Standard and the Paper Currency Reserves which if 
properly managed should enable them to take this desired step. 

Of course, it will not be possible for Government to convert rupees into 
gold without limit. This may be done gradually and as cirC'llmstanees permit 
This is not so difficult as it appears at first sight, because there are obvious 
limits to the number of rupees which will be presented for conversion. In 
course of time when the Gold Standard is properly established the rupee should 
be made a limited legal tender. 

Question VII.-By what method should the remittance operations of the 
Government of India be conducted 1 Should they be managed by the Impcrial 
Bank? . 

The question of handing over the remittance operations of the Government 
of India to the Imperial Bank has been referred to above in answcr to 
Question V. 

The remittance operations may with advantage be carried out by the newly 
introduced system of purchase of sterling in India instead of by the sale of 
Council Bills. 

Question VIII.-Are any, and, if so, what measures desirable to secure 
greater elasticity in meeting seasonal demands for currency 1 Should any, and, 
if so, what conditions be prescribed with regard to the issue of currency against 
Hundis 1 

If the currency system be made automatio by the introduction of the Gold 
Standard as said above there will not be any great necessity to issue special 
currency to meet seasonal demands. 

So long, however, as the Gold Exchange Standard System is continued, and 
therefore, so long as the issue of currency is in the hands of the Government only, 
the necessity for such speoial issues of currency during the busy season will 
remain. _ 

As we propose that the management of the Note-issue should be handed 
over to the Imperial Bank, it should be made one of the conditions of the 
transfer that the Imperial Bank should issue such seasonal currency under 
certain conditions The existing restrictions on the Bank in this. regard will 
be relaxed as the Bank will be required to use its own discretion in issuing such 
currency. 

Question IX.-Should any change be made in existing methods for the 
purchase of silver 1 

The question will lose its importance if the Gold Standard is introduced. 
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The existing method will have to be followed if the Gold Exchange Stand~rd 
is retained. 

CONCLUSIONS. 

1. We are of opinion that a Gold Standard with a gold currency is the best 
system of currency for India, and that early steps should be taken for Its introduc­
tIOn. 

2. That during the interval, which should be as short as possible, arrange­
ments should be made to remedy the defects of the existing system as far as 
possible. 

S. That for this purpose, the Government should undertake to give gold for 
rupees for purposes of export in times of adverse exchange. 

4. That the rupee should be stabilised with gold at Is. 4d. at an early date. 
5. That the management of the Note-issue and remittance operations of the 

Government should be handed over to the Imperial Bank, under suitable 
conditions. 

APPENDIX 29. 

Statement of evidence submitted by Dr. B. R. AmbedkM', Bar.-at-Law. 

1. In reply to the questionnaire issued by the Commission I beg to submit the 
following statement of my views. In dealing with the questionnaire issued by the 
Commission I will begin with question No.4 because I believe that is the principal 
iesue on which the Commission is asked to give a definite finding. 

2. I am emphatic in my opinion that the Gold Exchange Standard cannot be 
continued with any advantage to India and for the following reasons :-

(1) It has not the nativ8 stability of the Gold Standard.-A pure Gold 
Standard is stable because the value of gold in circulation is so large and the 
new additions to the supply are so small that the stability of the standard 
is not thereby appreciably affected. But in the case of the Exchange 
Standard the new additions are dependent upon the will of the issuer and 
can be au~mented to such an extent that the stability of the standard can 
be appreCIably affected thereby. 

(2) It is discretionary in issue without there being anything in it to 
regulate the discretion.-It is sometimes said that the Gold Standard is a 
hard standard which keeps the changing affairs of mankind tied to the 
wheel of nature over which human agency can exercise no control and that 
the Exchange Standard affords an escape from this frigidity. In reply 
to this It must be said that though a discretionary currency is better than a 
frigid currency, it is so only when the currency is provided with some means 
which enables this discretion to be properly exercised. There must be some 
re~ulator by which the discretion left to the issuer is regulated. From this 
pomt of view an Exchange Standard is inferior to a Convertible Standard. 
A Convertible Standard and an Exchange Standard! are alike in this that 
they both allow the use of discretion in the issue of currency. But a Con­
vertible Standard is superior to the Exchange Standard because the 
discretion of the issuer in tJ1e former is regulated while the discretion of the 
issuer in the latter is unregulated. It is true that in the Exchange Standard 
there is what is called regulation by foreign Exchanges. But such a regula­
tion, though it is better than no regulation at all, is only a loose and indirect 
way of reaching the end and cannot be depended upon in all circumstances 
of reaching it. 

(S) It is economical. But for that very reason it is 1·nsecure.- There 
are many writers who are enamoured of the Exchange Standard, because 
it effects a certain degree of economy in the use of gold. But is the plan 
secure? Any plan of currency to be sound must 00 both economical and 
secure. It will do if it is not economical; but it will certainly not do if it 
is not secure. Now I submit that the proposition that to economise gold 
as a currency is to impair its utility as a standard of value is as simple and 
self-evident as the proposition that to use paper or rupee as a medium is 
more economical than to use gold. For what does this discarding of gold 
from currency use mean? It simply means this: that by economising the 
use of gold you thereby directly increase its supply and by increasing its 
supply you lower its value, i.e., gold by reason of this economy in its use 
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becomes a depreciating commodity and, therefore, unfit to that extent to 
function as a standard of value. You cannot therefore both economise gold 
and also use' it as a standard. If you want to economise gold, then you must 
abandon gold as a standard of value, in other words the economy of the 
Exchange Standard is incompatible with its security. 

3. The choice therefore can never be between a Gold Standard and an 
Exchange Standard. If we do not want a Gold Standard, we must either go over 
to a Compensating Standard of Prof. Fisher or to a Tabular Standard of Prof. 
J evons. The choice is really between either of them and the Gold Standard. 
There is n~doubt that the Compensating Standard or the Tabular Standard would 
be better than a Gold Standard. But mankind must become more philosophical 
than it is before they can be made workable, and until that happens I think the 
Gold Standard must' be accepted as the only system of currency which is " knave 
proof" and" fool proof." 

4. The next important question is that of the Gold Reserve. Before 
discussing matters such as location, composition, etc., of the reserve, it is necessary 
to determine whether we want it. That question in its turn depends upon another 
queston pertaining to the mode in which the Gold Standard IS to be introduced. 
In this connection I do want to say that there are many people who are under the 
impression that the introduction of a Gold Standard means merely the starting 
of a mint and the issuing of a gold coin. Nothing can be more erroneous than this. 
Gold Standard means not the starting of a gold! mint but making provision 
whereby gold will become current. For currency is tke standard. Now in order 
that gold may be current, it is necessary that other forms of currency must be 
limited in their volume. There are two ;ways by which currency may be limited. 
One way is to make it convertible and the other is to fix a positive limit on its issue. 
If you chose to adopt convertibility as a method of limitation then there is reason 
for maintaining a gold reserve. If you choose fixity of issue as a method of limita­
tion then there is no reason for maintaining a gold reserve. As between the two 
systems I prefer the fixity of issue system. My reasons are two :-

(1) One of the evils of the Exchange Standard is that it is subject to 
management. Now a convertible system is also a managed system. There­
fore by adopting the convertible system we do not get rid of the evil of 
management which is really the bane of the present system. Besides a 
managed currency is to be altogether avoided when the management is to 
be in the hands of the Government. When the management is by a bank 
there is less chance of mismanagement. For the penalty for imprudent 
issues, or mismanagement is visited by disaster directly upon the property 
of the issuer. But the chance of mismanagement is greater when it is issued 
by Government because the issue of government money is authoriied and 
conducted! by men who are never under any present responsibility for 
private loss in case of bad judgment or mismanagement. 

(2) A fixed issue system besides eliminating management will make 
provision for a larger use of gold in currency. The use of gold is an 
important matter. The whole world is suffering from a continuous rise of 
prices owing to the depreciation of gold. Anything therefore that will 
tend to appreciate gold will be to the good; and if gold is to appreciate there 
must be a larger use of gold as currency. Besides at the present time there 
is no necessity to economise gold, because there is all over the world such a 
great plethora of money that the less we economise gold the better. From 
this point of view the Exchange Standard once a boon, is now a curse. It 
served a useful purpose for some time. From 1873 the production of gold 
ha.d fallen off and the economy effected by the Exchange Standard was 
indeed very welcome because it helped in a period of contraction to expand 
the money of the countries of the world and thereby maintain the stability 
.of the international price system by preventing the rapid fall in prices, 
which would have been inevitable if all the countries which based them­
selves on gold had also adopted gold as a currency. But after 191Q 
conditioI!s changed and the pro'duction of gold increased, with the result 
that the continuance of the Exchange Standard thereafter not only did not 
help the countries to check the rise of prices but became a direct' cause of 
the rise of prices. For the economy in the use of gold rendered gold which 
was alreaay overproduced redundant. During the war the Use of paper 
money on an unprecedented scale led to a still greater depreciation 1D the 
value of gold all of which was practically due to the economy of gold in its 
use as currency. Consequently as observed by Prof. Cannan "in the 
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immediate future gold is not a commodity the use of which it is desirable 
either to restrict or to economise. From the closing years of last century 
it has been produced in quantities much too large to enable it to retain its 
purchasing power and thus be a stable standard of value unless it can 
constantly be finding exist,ing holders willing to hold larger stocks or fresh 
holders to hold new stocks of it. Before the war the various central banks 
in Europe took off a large part of the new supplies and prevented the actual 
rise of general prices being anything like what it should otherwise have 
been, though it was serious enough." In the absence of that demand the 
next best thing would be the introduction of gold currency in India and 
the East. This introduction of a gold currency can be better accomplished 
by adopting the fixed issue system rather than the convertible system. For 
the former will leave a larger margin for the use of gold in actual currency 
than will the latter. 

5. That being my view of the solution of the problem I am necessarily in 
favour of the abolition of the Gold Standard Reserve as being of no practical use 
for maintaining the stability of the currency. There is also another reason why I 
think the Gold Standard Reserve ought to be abolished. The Gold Standard 
Reserve is peculiar in one respect, namely this; the assets, i.e., the reserve and the 
liabilities, i.e., the rupees are dangerously correlated by reason of the fact that the. 
reserve cannot increase without an increase in the rupee currency. This ominous 
situation arises from the fact that the reserve is built out of the profits of rupee 
coinage. That being jts origin, it is obvious that the fund can grow only as a 
consequence of an increase in the volume of rupee coinage. Now as Prof. Cannan 
remarks" the percentage of administrators and legislators who understand the 
Gold Standard is painfully small, but it is and is likely to remain ten or twenty 
times as great as the percentage which understands the Gold Exchange System. 
The :possibility of a: Gold Exchange System being perverted by ignorance or corrup­
tion IS very considerably greater than the possibility of the simple standard being 
so perverted. Unfortunately there is abundant proof of such perversion in the 
history of the currency system in India. Already we have had foolish administra­
tors who had been obsessed with the idea that a reserve was a very essential thing 
and who had therefore gone on issuing currency without any other consideration 
but that of augmenting the reserve. Nor ,has the country been wanting in 
innumerable foolish busmess II!en who have condemned the Exchange Standard 
without ever knowing anything of currency on the sole ground that Government 
is not allowing them to use the reserve as though to boom up Dusiness was the 
proper function of a currency reserve. Similarly we have amongst us equally 
foolish politicians desiring to advertise themselves as friends of the people who 
want th.e reserve to be utilised for educating the masses. Any of these three may 
easily bring about a calamity in the guise of a blessing, and all this in sheer 
ignorance of the principles of currency. It is therefore much better to introduce 
a currency system which will do away with the Exchange Standard and also the 
Gold Standard Reserve the maintenance of which may any day be a source of 
mischief. 

6. The following then are the requirements of my plan for the reform of th& 
Indian currency :- .. 

(1) Stop the coinage of rupees by absolutely closing the mints to the 
Government as they are to the public. 

(2) Open a gold mint for the coinage of a suitable gold coin .. 
(3) Fix a ratio between the gold coin and the rupee. 
(4) Rupees not to be convertible in gold and gold not to be cDnfJertiblt 

in rupees, but both to circulate as unlimited legal tender at the ratio fixed 
bylaw. 

7. What is to become of the existing amount of reserve if it is not wanted for 
currency purposes 1 I myself would lIke it to be utilised by Government as 
ordinar~ revenue surplus for any public purpose that may seem to be urgent. But 
there wIll remain sources of weakness in the reformed currency which it is wise 
to recognise. Unli~e the ~o~ler C?mmi~tee, ~ a!D firm in ~y belief that the rupee 
currency once effectIvely lImIted wIll mamtam Its value WIthout the necessity of 
any reserve. But there is just this chancce that the existing volume of the ru~e 
currency is so large that when there is a trade depression it may become redundant 
and may by reason of its excess lose its value. As a safeguard against such a 
contingency I pro{>ose that the Government should use part of the Gold Standard 
Reserve for reducmg the rupee currency by a substantial margin so that even in 
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times of severe depression it may remain limited to the needs of the occasion. The 
second source of weakness in the currency arises from the peculiar composition of 
the Paper Currency Reserve. That weakness lies in the ,existence of what are 
called " Cre.ated. Securities." I should l.ike this portion of the Paper Currency 
Reserve extmgUIshed as early as possIble. For unless this is done the paper 
currency cannot with safety be made as elastic as it should be. I would therefore 
recommend that the remainder of the Gold Standard Reserve be utilised in the 
cancellation of the" Created Securities" in the Paper Currency Reserve. 

S. Hf).ving given my views on the nature and form of the change I will now 
discuss the questIOn next in importance, namely, "the ratio between gold and 
rupee." As a result of war operations there is not a single country with a Gold 
Standard which was able to keep its pre-war gold parity. Some of them have 
erred from it by such a large margin that it is now beyond the capacity of many to 
approach it with any degree of certainty. But howsoever impOSSIble and impolitic 
the task, the hankering for a return to the pre-war parity seems to be universal. 
There is but this difference between India and the other countries. The other 
countries have yet to reach the pre-war parity. India, on the other hand, has in 
fact overreached the pre-war parity. As a result of the difference the problems 
before India and the other countries are different In European countries the 
problem is one of deflating the currency, i.e., appreciating it; in other words of 
hringing about a fall in prices. In India the problem becomes one of inflating the 
currency, i.e., depreciatmg it; in other words of bringing about a rise in prices. 
For a change from Is. 6d. gold to Is. 4d. gold means this and nothing else. Should 
the currency be inflated to reach back the pre-war parity 1 There are some people 
who are under the impression that the restoration of pre-war parity would gIve 
justice and would also give us the old price level to which we were so long 
accustomed. Both these views are fallacious. First: the restoration of pre-war 
parity is not a restoration of the pre-war price level. For it is to be remembered 
that Is. 4d. gold in 1925 is not the same thing as Is. 4d. gold in 1914 if measured 
in terms of purchasing power. The same ratio of exchange does not necessarily 
mean the same level of purchasing power. The ratio between two currencies may 
remain the same though their respective volumes have undergone enormous 
changes, provided the variations in volumes are equal and in the same sense. This 
is exactly the result of a mere nominal restoration of the pre-war parity. If by 
restoring pre-war parity is meant the restoration of the pre-war level of prices 
then the ratio instead of being lowered from Is. 6d. in the direction of Is. 4d. must 
be raised in the direction 2s. gold. In other words instead of an inflation there 
must be a further deflation of the currency. Second: the restoration of pre-war 
parity even nominally would be unjust. As a standard of deferred :{>ayment a 
currency should not disturb monetary contracts. If all debts now eXIsting had 
been contracted in 1914 before the war, ideal justice would clearly require the 
restoration of the pre-war ratio. On the other hand if all existing contracts had 
been entered into in 1925 justice wouldl require us to keep to the ratio of 1925. 
Two things must be borne m mind in this connection. Existing contracts include 
those made at every stage of preceding depreciations and appreciations and to 
deal fairly with all would demand that each one should be treated separately-a 
task impossiblea reason of its complexity and enormity. Existing contracts are 
no doubt of varIOUS ages But the great bulk of them are of very recent date and 
probably not more than one year old; so that it may be said that the centre of 
gravity of the total contractual obligations is always near the present. Given 
these two facts the best solution would be to strike an average between Is. 4d. and 
Is. 6d., and to see that it is nearer Is. &1. and away from Is. 4d. This is sub­
stantially the view of Prof. Fisher~ who observes: "The problem of a just 
standard of money looks forward rather than backward: it must take its starting 
point from t~e business now current, fInd not f!o;rt imr:ginary pars before the 
war. One mIght as well talk of restormg the origmal sIlver pound or returning 
to the monetary standards of Greece and Rome." In short, in matters of 
currency the real is the normal and therefore just. 

9. As regards the effects of a rising and falling rupee on trade and industry 
the point often sought to be made is that low exchange confers a bounty on trade 
and industry. But this is not the important point. The more important point is, 
supposing that there is a gain arising from low exchange, whence does this gain 
arise 1 It. is held out by most business men that it is a gain to the export trade and 
so many people have blindly believed in it that it must be said to have become an 
article of faith common to all that a low exchange is a source of gain to the natiun 
as a whoZe. Now if it is realised that low exchange means high ipternal prices, 



APPENDIX 29. 239 

it will at once become clear that this gain is not a gain to the nation coming from 
outside, but is a gain from one class at the cost of another class in the country. 
Now the class that sufIers is the poor labouring class, which pays the bounty to the 
richer or the business class. Such a transference of wealth from the poor to the 
rich can never be in the general interest of the country. I am therefore strongly 
opposed to high prices and low exchange, and no righteous Government should be 
party to such clandestine picking of the pockets of the poorer classes in the 
country. 

10. I now come to the question of providing for the seasonal needs of the 
money markets in India. A currency system should be stable and elastic, and it is 
for this reason more than any other that the currency in many countries is a 
compound of metal and paper. The former is intended to give steadiness and 
stability and the latter elasticity. Unfortunately in India the plan of the paper 
currency is not contrived to give it elasticity. In England under a similar paper 
currency the inelasticity is made good by the development of what is called deposit 
currency which is issued against good commercial paper. Owing to a variety 
of causes deposit currency has failed to take root in India and there has been 
consequently no mitigation of the inelasticity of the paper currency of India. 
We should therefore make greater provision in our paper currency reserve 
whereby it could be made possible to convert good commercial paper into currency 
best SUIted to the needs of seasonal demands. 

APPENDIX 30. 

Letter from the Honorary Secretary, the Marwari Chamber of Commerce, 
Limited, Bombay, to the Joint Secretaries to the Royal Commission on 
Indian Currency and Finance, dated the 6th December, 1925. 
I am directed by the Committee of this Chamber to submit the following state­

ment of their considered views on the question of Indian Currency and Exchange 
for the consideration of the Royal Commission. 

QUESTION I. 
1. Time is certainly ripe for a solution of problems of Ind'ian Currency and 

Exchange." Restoration of the Dollar Sterling Exchange to gold parity, the 
return of Britain and of the Dominions to the gold standard, the comparatively 
quick march of the general prices to the J?re-war level, improvement in the 
Exchange of all belligerent States of Europe, Increasing consumption of such 
commodIties as cotton, Germany's acceptance of the Lacarno Pact and her readi­
ness to join the League of Nations, together with other apparent signs of 
impendinE general trade revival all over the world-all these are recent inter­
national happenings which point to a brighter future and ;which will tend to make 
easy India's efforts towards putting her house in order. Looking at her internal 
conditions, there is not much difference either. No doubt, trade and industries are 
not showing very healthy signs; but it is to restore these to health that a solution 
of India's exchange and currency problems is an immediate necessity. With 
three consecutive years of bumper crops and the promise of another fairly good 
harvest this year, the atmospliere is unmistakably bright. Exchange ihas also 
tended towards normality in spite of the mistaken attempts made to maintain it 
at impossible ratios, and it wollld have by now attained the pre-war level but for 
the interference of the Government. 

2. As to the stabilisation of the rupee, my Committee submit that a sound 
solution will first aim at placing our exchange on a scientific basis which must 
result in achieving a stable Exchange in due course. The measures ~ecommended 
for adoption must be such as may not only bring about stability in Exchange but 
also must. fulfil other nece~sar~ conditions of sound cu!rency and exchange, o~e of 
the most Important of whIch It that Exchange operatIons must be automatic and 
free from State interference. What the Committee therefore desire is stability in 
terms of gold. 

3. Stability in int~rnol prices:~My' Com~ittee want at the outset to point 
out that howsoever desI!able stabl.1~ty In prIces may be, and however much 
?urren~y experts may strIve to st~bIhse.prices, given certain conditions, it is 
ImpossI~I~ by Government maanpulatlOn to lower or raise prices of particular 
commodItIes. Such complex and numerous factors so influence prices especially 
of goods which have. a world market, that any attempt' to force 
down or force up prIces of particular commodities would either fail 
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or be . unjust.. Thus in an all-round famine, prices of even such 
n~cessarles of ~Ife as wheat may abnormally rise and cause untold hardships 
wIthout o~r beI;ng ab~e to do anything. In case of general prices, when would 
th~ necessIty arIse ~o mfluence or change their course? A further question then 
arIses: when do prIC~S of all c:ommoditles simultaneously rise or fall? It is well 
k;nown ~hat any consIderable mcr~ase or ~ecrease in the v:olume and rapidity of 
cIrCUlatIOn of the currency respectIvely raIses or lowers prIces of all commodities. 
Whe~ therefore a r:ountry gets a. much larger or much smaller supply of currency 
than IS needed for ItS t.rade ~eqU1rements. to that extent that country is adve~sely 
:;tffect~~. In case of mflatIOn th~ fixed-wage men are hurt and in the case of 
~n~uffiCle~t cu.rrency t~e 'producer IS hurt. and general trade is handicapped. It 
IS ImpoSSIble m the opmIOn of the CommIttee to correctly estimate the changing 
needs of.trade. There~ore. the best c~u.rse is to have free ~oinage and let currency 
automatIcally adapt Itself to condItIOns. But when m abnormal times for 
nobody's fault, the volume of the currency in a country is multiplied need' may 
then arise to contract the circulation. Thus general prIces concern th~ managers 
of currency and exchange in a coup-try only when those prices have been 
abnormally raised or depressed through artificial contraction or inflation of 
currency. It should be noted. that t~e tendency of rr~c~s has been, for long past, 
towards steady and gradual rIse, owmg to better faCIlItIes for communication and 
exchange, owing to increase of population and other like causes. Whenever there 
is an abnormal or sudden rise or fall of general prices, in nine cases out of ten it 
will be found to be due to a mismanagement of currency. 

4. Stability in foreign e:cchanges.-To anybody who has had any connection 
with export or import trade of his country, it will be clear that stability is the 
first requisite of international trade and a fluctuating exchange transforms foreign 
trade into a gamble. But as stated in the first part of this question, real stabilit), 
is the one which is attained and maintained through actual exports or imports of 
gold to settle the debit or credit balances, after the adjustment of foreign debits 
or credits ;with the help of Bills of Exchange. In the opinion of my Committee the 
means here are as important as the end. Stability is, they think, very necessary, 
but it should be reached on the basis of free gold, and then, with a good backing of 
gold, stability will, as a matter of course, become a fact, a small fluctuation between 
the gold points, of course, continuing. 

5. Effects of a rising, and fatling rupee.-The effects of a rising rupee is to 
stimulate imports and at the same time to check exports. Because without any 
hope or previous calculations the importer's rupee buys more of commodities and 
he gets an unexpected profit; and owing to the consequent cheapening of the 
foreign goods their demand increases. Again the importer gets even still cheaper 
goodS. In this way imports go on multiplying. On the other hand, the IndIan 
exporter sells in terms of the pound or dollar. When exchange is rising the 
exporter loses on his transactions as on the realisation of his sterling bill he finds 
he gets much less than he expected or calculated. Besides, as his goods beoome, as 
a result of the rise in exchange, dearer, to that extent his sales diminish. If this 
rise continues, the exporter's business is brought to a standstill. Thus save in 
case of monopolies like jute or lac, the exports are checked or stopped. Anoth~r 
effect of a rising rupee is the profit that the Government ma)' make in making 
remittances of their Home charges. A Budget consequently, with the deficit in the 
beginning of the year, may be changed into not only a balanced one, but one with 
a surplus at the end of the year. One more effect is noticeable. A rising exchange 
while cheapening all imports sets up an unfair and strong competition against 
national industries. Factories of paper, soap, iron, glass, steel goods and even 
cloth find the foreign competition too severe and are thps hit hard at least for the 
time being. When this rise is spread over a long time, the effects mentioned above 
are none the less effective. In case of a falling rupee, the position is reversed. 
Exports are stimulated and imports are checked. The national industries begin 
to earn greater profits. The State, however, may have to find a larger amount for 
its foreign payments. These effects of a rising or falling rupee are, comparatively 
speaking, temporary. 

6. Effects df a stability of high or low rupee.-The Co~ittee bel~eve that 
the case of the stability of a high or low rupee stands on a dIfferent footmg than 
that of a rising or fallIng rupee. High or low rupee in the opinion of the Com­
mittee means respectively the rupee higher or lower than the gold par. Our gold 
par before 1920 was Is. 4d., or 7'53 grains of pure ~old to. the rupee. Supposing 
it is Is. 4d. now and the Government by mampulatIOn raIse the rate of exchange 
to Is. 8d. and then stabilise it legally and maintain it for some years at that level. 
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Again suppose that the level of general prices expressed in th:'-average index 
number of prices be 100. The real effect of the stability at Is. 8d. will be that all 
rupee prices shall become higher to the foreign purchaser by 25 pe.r cent .. Unl~ss 
the goods the Indian exporter offers for sale are produced only m IndIa or Its 
world supply be limited no export shall take place: The effect of this will be that 
the general level of prices in India will fall. It should be borne in mind, .however, 
that the fall will not be in the same proportion in case of every commodIty. Nor 
will the percentage of fall reflected on the price of one commodity be necessarily as 
great in an inside country-town as, say, in Bombay. But as stated above, the 
general level will without doubt be lowered, other things remaining the same. As 
a result those producers who consume very little of imports and thus cannot be 
equally compensated by receiving cheaper imports of an equal value for the loss on 
their exports are hit hard; whereas those who consume large quantities of imports 
will be largely benefited. The country as a whole will not lose much beyond the 
loss it will sustain on the excess of exports over im{>orts. The foreigners living 
in India who have to send remittances outside India in the shape of pays and 
profits will profit by a 25 per cent. increase. These people will get an unjust profit 
which will ultimately touch the pockets either of the producers or of the tax payers. 
The Government will make a considerable saving on their Home charges as they 
will be released by paying a much lesser amount than they would on the par. The 
Budget will thus be easily balanced, but it will be at the expense of the producer 
who will be getting fewer rupees for everything he sells. 

7 . In the case of fixing a low rupee, the internal price-level will become 
higher in India and the producer of raw materials will realise more rupees for his 
goods than he would on the par. The im}>9rts will be dearer and the country will 
be loser in that respect. Again in the aosence of any effective competition the 
prices of Indian manufacturers will be higher and the consumers will have to pay 
higher prices. But national industries would prosper. Great difficulty might 
however be felt by the Government in meeting their foreign liabilities and they 
might be forced either to effect retrenchment in expenditure or levy additional 
taxes. Even greater hardship will be felt by Britishers employed as Civil servants 
having fixed salaries. In fact all remitters of savings, dividends and interest 
outside India will lose as a result. 

8. Although in both cases export and import trade will after the adjustment 
of prices revive, yet my CommIttee consider both the alternatives as highly 
objectionable and inadvisable. Such adjustments cannot be carried through with­
out great social and industrial disturbances, strikes, etc. It is also very difficult, 
if not impossible, to adjust long term contracts, e.g., mortgages or other debts. 
Therefore any attempt to adopt a higher or lower ratio is highly undesirable. 

Again the above discussion presumes the existence of the prevailing system of 
currency ~nd exchange. But with f~ll Gold Standa;rd as my Com~ittee have 
suggested 10 the followmg, and gold bemg exported or Imported from tIme to time 
as Exchange approaches the upper or the lower specie-point respectively, the 
question will be first to let the rupee adjust itself to the par of Exchange; and then 
fluctuating within a narrow range influenced by natural world causes and laws of 
Exdlange, the rupee will surely maintain itself. In the opinion of the Committee 
therefore, the question really does not arise as to stabilising a high or low rupee. ' 

QUESTION II. 

9. Rate of Exchange.-India went over to the gold standard in 1898 and the 
par of, Exchange was established at that time. Although the provisional system 
was not allowed to develop into the full Gold Standard', for exchange purposes we 
have since then had Gold Standard in a modified form. The conSIderations that 
affed the fixing of a ratio of exchange between two countries both having the 
Gold Standard, weighed with the Currency Committee of 1898 and will weigh 
now in considering that question afresh. The simple rule, of course, is that the 
ratio existing between the value of the standard gold coin of one country and that 
of the standard gold coin of another country is the ratio of exchange between 
those two countries. But as in 1898, the sovereign was made the standard coin 
for exchange purposes both in Great Britain and India, and the age-old rupee 
continued to be the medium of exchange internally, a ratio of the rupee to the 
sovereign of 15 to 1 was adopted, keeping in view the gold price of silv.er and the 
workability of the ratio chosen. The question therefore of selecting a proper rate 
of exchange was solved for us in 1898. The other consideration is whether that 
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ratio is now easily attainable and easily maintainable or not. The very successful 
working of that rate for over 15 years should be a conclusive proof of its 
maintamability. 

10. My Committee suggest that the ratio of 7'53 grains of pure gold to the 
rupee or Is. 4d. should be reverted to, that gold should be free for export and import 
and for tender to the Currency Department at that rate and that then Government 
should leave exchange at that, to work its own way. My Committee believe that 
this rate will work to the satisfaction of all concerned. The greatest importance 
is attache~ by the Committee to India having free inflow and outflow of gold. If 
that suggestion is accepted, my Committee are emphatically of opinion that no 
other ratIO will be possIble to maintain. If the Government select a higher ratio 
than Is. 4d. it is sure to break down at a time of an extremely adverse balance 
of trade. 

11. The decision as to reverting to our pre-war ratio should be taken as early 
as possible. No doubt a sudden decision will upset.the Budget calculations of the 
Government of India and the State .Finances will consequently be disturbed; but 
my Committee do not think that the djfficulties of the Government will not be over­
come without levying additional taxes. The uneconomic expenditures of the 
Government will have to be slightly curtailed and the Budgets will be balanced as 
easily as they used to be at Is. 4d. ratio in the past. There may be import 
merchants who have made contracts at Is. 6d. ratio and who shall be put to loss. 
In the first place, these importers, who had no reason to have absolute reliance on 
the continuance of the Is. 6d1. ratio would have mostly " covered " their e~change. 
But if there remains some, who did not protect themselves in this manner, all that 
my Committee can say is that whenever important measures for the welfare of 
the whole community are taken, the hardships and losses affecting a portion of the 
community have got to be tolerated. The exact time for taking the above decision 
if for the learned Commission to fix so that steps may be taken to ensure the least 
possible disturbance and trouble to all concerned'. At the same time, my Committee 
venture once more to emphasize the necessity of taking action at the earliest hour 
possible. The Committee feel sure that if the gold price of the rupee is fixed as 
suggested and gold is made freely convertible into notes or sovereigns, an immense 
amount of gold which the country has taken in at Is. 6d. will be released and will 
become available for trade purposes. The net effect will thus be very beneficial to 
general trade. 

QUESTION IV. 
12. Gold Exchange Standard or the Gold Standard.-It is the deliberate 

opinion of my Committee that the existing system of our Currency and Exchange 
-the Gold Exchange Standard-is defective in principle and has fully proved III 
practice its inherent weaknesses. It was put to a severe trial in 1907 and 1908 
and was saved from a total collapse almost by a chance. Its working during the last 
5 or 6 y~rs, in spite of the expert findings of the Babington-Smith Committee, is 
its own condemnation. At the end of the War, India was economically one of the 
most favourably situated countries in the world. She should, therefore, have been 
able to tide over the natural reaction that subsequently overtook the whole world, 
including India, much better than she has done. She should have been able to 
place her industries, commerce and general trade on a sound and prosperous basis 
by now, if not much earlier. Facts prove the contrary. National industries are in 
a precarious condition. Trade is slacker than even in the almost bankrupt States 
of Europe. The agriculturist has got very poor purchasing capacity left. Neither 
imports nor Indian manufacturers are finding a good market. It is true, it is 
neither possible nor proper to trace all this to one cause. There are various 
complex factors and forces that have combined to bring about the present 
deplorable state. But a fairly large share of the responsibility for our existing 
and persisting difficulties will go to the mismanagement of a defective system of 
currency and exchange. 

13. The Fowler Committee in 1898 made the very sound recommendation 
that India should be placed on the Gold Standard. The Government seemed to 
accept it and. the .people welcomed it with one voice. The preliminary important 
measures, whICh, It was expected, would as a matter of course lead to the establish­
ment of the full gold standard, were adopted. India's standard coin for 
international purposes became the gold sovereign, for the coinaO'e of which the 
Currency Committee recommended the establishment of a bran~h of the Royal 
Mint in India. For internal circulation the rUp'ee was retained as a token, and 
allowed to circulate as unlimited legal tender tIll other conditions necessary for 
adopting the gold standard were fulfilled. 
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14. Gold standard reserve was formed. Profits of the rupee coinage were 
year after year set apart and a substantial reserve of gold thus accumulated in a 
few years. Exchange which in effect was legally fixed at Is. 4d. worked smoothly 
and successfully for a number of years. \Vhen thus time became ripe for the 
promised introduction of the full gold standard, theorists stepped in with their 
theories. Their argument was that the gold exchange standard was as good as 
gold standard so long as the rupee was convertible into gold at will for export, that 
gold currency in a country like India would be highly wasteful and increase the 
already great absorption of bullion in India. People who considered gold currency 
essentIal to the gold standard were ridiculed. 

15. The Currency Commission of 1913-1914 that sat under the Chairmanship 
of Right Honourable Chamberlain considered the whole question again and gave 
their verdict in favour of retaining the prevailing system with certain modifica­
tions. The idea of India's going over to the full gold standard was thus finally 
given up. That was, in the opinion of my Committee, when we took a wrong turn. 
The Committee believe that the real gold standard was the only permanent remedy 
of India's as it has been of every other country's currency and exchange troubles. 
Let their meaning be not misunderstood. My Committee accept without reserva­
tion the expert's view that the best currency system is the one which has gold for 
international payments and the paper backed by gold reserve for internal 
circulation, silver supplying the needs of subsidiary currency as token coins. But 
they do not subscribe to the position of the supporters of the Gold Exchange 
Standard, who maintain that it is as good as the gold standard. The former can 
with special circumstances behave almost like the silver standard. In fact, the 
difficulties connected with the silver standard had to be faced during the abnormal 
rise of the price of silver in 1918 and r919. The rupee then became more valuable 
as bullion than as coin. The exchange, therefore, fluctuated with every rise or fall 
in the gold value of silver. It was to remedy this defect in the system that the 
Babington-Smith Committee suggested the adoption of the impossible ratio of 2s. 
from the mistaken belief that the prices of silver and of commodities ,would remain 
very high for many years. 

16. Besides this, my Committee believe that the Gold Exchange Standard 
has given birth to an elaborate and complex machinery wholly controlled by the 
Government, and the working of which is little grasped by the layman and can be 
less influenced by the financier, the business man and the publicist. It necessitates 
the keeping of reserves of bullion and securities simultaneously in London and 
India for facilitating the adjustment of international accounts. The worst part 
of it is that the exchange operations are not automatic but have to be managed by 
the Government. This power is liable to be misused. In fact it was misused, 
mostly owing to the inherent defects of the system, in the course of management 
of the notorious sales of Reverse Council Bills up to 1920 resulting in great losses 
to the State and depletion of the Reserves. Further the rupee-the note printed 
on silver-has not been convertible internally into gold. The rupee has been 
compared to a note, but a note under the gold standard system should' be convertible 
into gold, not silver. Even a greater objection lies against the Paper Currency 
being redeemable not in gold but in rupees which are token coins. 

17. Under the circumstances, my Committee suggest that effective steps 
should be taken immediately to ensure India's going over to the full and real gold 
standard at an early date. The time considered necessary to intervene in order 
that precedent condItions be fulfilled before the gold standard is established, will 
be decided by the measures taken and their ultimate success. My Committee have 
after full consideration come to the conclusion that for full gold standard to obtain 
a permanent footing in India, we will have to impose a limit to the amount for 
which the rupee shall be legal tender. Let the amount in the beginning be as large 
as possible, so that people sho,!ld not feel the discomfort of a sudden change and 
prepare themselves for the ultImate stage. If the effect of the said imposition of 
limit be, as it is expected it will, to replace the rupee by notes and sovereigns for 
larg~ payments and if .as. a result the sover~ign is extensively used it would not 
be dIfficult to further ,hmit the amount for which the rupee shall be legal tender 
and ultimately to make the rupee legal tender for not more than 100 rupees. The 
object of t.he Comm~tt~e is to limit the circulation of the rupee. But they are, at 
~he l:.'ame tIme, of opIllIOn that gradual steps sho.uld be ta~en t? achieve that object 
III a number of years. As a first step III the dIrectIOn, my Committee 
suggest that fresh rupees should on no account be coined hereafter and 
that fresh currency should be issued only against gold. It is expected 
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that in course of time the circulation of the rupee will decrease to a 
con::;iderable extent. Time may then come for what is termed the 
" Demonetisation " of the rupee. No doubt, the declaration to demonetise silver, 
whenever it comes, will have the immediate effect of depressing the price of silver. 
But if it be considered in the best interests of India to limit the circulation of the 
rupee, this difficulty cannot stand in the way. My Committee however will be 
satisfied if the principle underlying their suggestion is accepted. 'Vhen and how 
to translate it into action may rest with the Government of India. 

18. From what the Committee have said above, it should be clear that the 
stabili~y of the rupee will henceforward rest entirely on the reserve of gold that 
India will have. Therefore the first efforts will have to be directed towards 
having a strong reserve. The Committee also believe that as a result of free 
minting and free inflow and outflow. of gold a very large amount of gold ,vhich 
the people have recently purchased WIll come to the currency reserve. India will, 
in sett1eme~t of her favourable balan~s of trade also secure gold in a fairly 
large quantIty every year. That portIOn of the gold standard reserve WhICh is 
kept in London should be kept in India. Besides, other means that the experts 
may be able to devise should be practised. Moreover, my Committee advise gold 
in circulation and venture to point out that gold currency in circulation will 
constitute a very strong support to the Exchange. 

19. The Gold Standard Reserve.-As regards the composition of the gold 
standard reserve, my Committee are of opinion that the whole of the reserve should 
be kept in gold. It is difficult to suggest a definite figure for the size of the 
reserve. The reserve will be required (1) to liquidate an unfavourable b~lance 
of trade to the extent necessary to prevent exchange falling below the specie 
point, and (2) to provide for maintaining the convertibility mto sovereigns of 
notes of rupees in circulation. It is obvious that the present size of the reserve 
will be insufficient to meet the requirements mentioned. The reserve will there­
fore have to be considerably added to. The exact limit will be decided by 
experience and circumstances. As to the location of the reserve, my Committee 
are unequivocally of opinion that the whole of the gold standard reserve should 
be held in India. 

QUESTION VI. 
20. Policy as to minting of gold in India.-My Committee suggest that a 

Gold Mint should be opened in India at an early date and that it should be thrown 
open to the unrestricted coinage of sovereigns or Gold Mohurs of the same wei~ht 
and fineness as the sovereigns. We see, nowadays, trade constantly complaimng 
against stringency of maney and consequent high rates of interest. When the 
Mint is established everybody will have the opportunity to take his gold to the 
Mint or the Imperial Bank of India, as the case may be, and get notes or sovereigns 
instead. Gold is impbrted in enormous quantities every year in settlement of 
India's favourable trade balance. Even after deducting the amount of gold 
required for consumption as bullion, there remains a large surplus floating in the 
Bazar as long as the season is in its full swing. Thus instead of facilitating 
trade the imported gold blocks up even the existing supplies of currency and thus 
acts as a great hindrance to the general trade of the country at a time when money 
is greatly needed. All this gold at present lies unproductive, but if there be free 
gold the public being sure of getting gold at any time, will willingly part with 
their hoarded gold in exchange for notes by delivering the same to the currency 
department of the Imperial Bank. Thus circulation will adapt itself to the neeos 
of trade and industry. 

21. As to the second point whether obligation should be undertaken to give 
gold for rupees, my Committee have suggested that the rupee should be made a 
limited legal tender. If this proposal is accepted the question will lose much of 
its force. My Committee, however, are of opinion that before imposing a limit 
on the amount for which the rupee should be legal tender, it should not be declared 
convertible into gold for internal use. But whether the rupee remains unlimited 
legal tender as now or not, for bona fide export purposes gold should certainly 
be issued against rupees, but only at gold export point. My Committee want 
that the unproductive gold should come to the Mint and the place of rupees should 
be taken by the Currency or Bank notes. It :would be, in the Committee's opinion, 
very undesirable to substitute all at once the whole of the rupee currency with an 
equal volume of the gold circulation. 
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QUESTION VII. 
22. Remittance operations of the GO'llernment of India.-These operations 

should in future be conducted either by the Government or the Imperial Bank 
of India buying exchange from the Exchange Banks in the market in the same 
way as other private agencies. In nine years out of ten the Home Charges will 
be set off against the ,Payments that India will be entitled to receive for the excess 
of her exports over Imports. In the event of failure of crops, and there being 
consequently an excess of imports over exports, or in case of accounts being 
balanced, the Government or the Bank may create temporary: credits in London 
by taking loans. But ultimately gold will have to be exported for the Government 
as well as for trade remittances. My Committee are in favour of the Imperial 
Bank managing the remittance operations. The Bank will be in a better position 
to conduct these operations to the best advantage of the country. 

QUESTION VIII. 
23. Elasticity of Currency.-See the Committee's answer to Question VI. 

Besides that, in order not only to meet small seasonal demands but also even those 
large demands from the public which, with the development of concentrated 
industrial and banking enterprises, will become irresistible, a greater elasticity 
may be provided for by granting to the Imperial Bank, if and when it is entrusted 
with the function of issuing notes, a power to issue notes to a fixed maximum 
figure against reliable bills of exchange and also against Hundis discounted by 
reliable Banks. The Government of India may also be empowered to issue 
emergency currency on their own responsibility on occasions of serious financial 
crises to a certain extent, the maximum limit of which must be fixed. 

QUESTION V. 
24. Transfer of management of currency to the Imperial Bank 01 India.­

My Committee in this connection are of opinion that it is the best policy to entrust 
the issue of notes to an agency which can command fullest confidence, has unim­
peachable credit and which should be considered to be the least liable to succumb to 
the temptation of misusing its powers. The Government of any country does not 
possess all these qualities, and that is why almost all the countries have entrusted 
this function to their respective State "Banks. The Indian Government as it is 
at present constituted is not expected to command even as much confiiIence as 
others do. It would therefore be very desirable to transfer the control and 
management not only of the note issue but of the whole execution of the currency 
policy of India to the Imperial Bank of India. But before doing so, the 
Directorate of the Bank must be made fully representative of Indian interests in 
order to be able to deserve the national confidence. The Bank should not be allowed 
to do foreign exchange business on its own account any longer. This arrangement 
will, in the Committee's opinion, enhance the prestige and reliability of the State 
Bank. The Issue Department of the Bank must be kept entirely separate and 
distinct from the Banking Department. Reasonable remuneration may be given to 
the J mperial Bank for the management of the Issue Department. The detailed 
terms of the transfer will be better suggested and drawn up by the specialists in 
the line. 

25. As to the backing of the note issue, my Committee are of opinion that at 
no time should the gold reserve a{!ainst the Paper Currency be less than 50 per 
cent. of the total note circulation. Even a higher limit may, for the sake of safety 
and security, be kept. The securities should be such as to be easily realisable in 
times of sudden needs. 

26. The Imperial Bank of India should open its branches all through the 
length and breadth of the country not only in districts but also in small country­
towns. Before this is done the net work of treasuries may be made use of for this 
purpose. All" universal " notes should be easily convertible into sovereigns all 
over India. In the opinion of the Committee it is very undesirable to re-issue one 
rupee notes. The public sentiment is decidedly against its re-issue. The 
experience that the public had of the previous small notes which were worn, soiled 
and spoiled in a very short time and which caused great loss to the holders, has 
discouraged the people. 

27. In this connection when the Committee have expressed their views on the 
transfer of the control and management of the currency, they consider it to be 
their duty to lay all the emphasis that they can command on another very 
important side of the question. The currency policy of India has been controlled 

n~ 
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by the Secretary of State and his advisors in London. It is unfair to expect the 
Secretary of State iWho is dependent for his existence on British votes and who 
would naturally be anxious for the protection and profits of British interests, to 
consider Indian interests first and foremost on any important question, the 
decision of which may affect unfavourably or otherwise the interests of his voters 
Without seeking to import politics in the discusson of a purely economic question, 
my Committee want emphatically to urge upon the Commission the immediate 
necessity of transferring the power from the hands of the Secretary of State to 
the I~dian Government controlled by the Indian Legislature. Human nature is 
such that the very same measures which are sometimes criticised by the :r.ublic at 
present, would meet with better recep~ion if the final power and' responslbility to 
execute the currency policy of the country were in the hands of the representatives 
of the people. Taking everything into consideration, my Committee hope that the 
Royal Commission will be pleased to give their earnest consideration to this most 
important aspect of the problem before them. 

APPENDIX 31. 

Statement of evidence submitted by Mr. Chunilal B. Mehta, Cotton and 
Bullion Broker and Commission Agent. 

The time is fully ripe for solving the problems of Indian Exchange and 
Currency by active measures leading India to Gold Standard. 

Though the Government of India were able to maintain a Gold Exchange 
Standard' for about 20 years during the world war crisis, the same was loosened 
by all its screws. And since then, it has been admitted and accepted throughout 
the world that Gold Standard is the only ideal Standard. 

At present in many civilised countries there is Gold Stand'ardl without Gold 
Currency. But in India until the people are more educated and civilised, Gold 
Currency is a necessity. 

Other countries have taken 10 to 20 years for reverting to the Gold Standard. 
And the period thus required is called " Transition Period' ". 

It is quite certain that besides the Transition Period, India shallihave to pay 
a very heavy price for coming to Gold Standard with Gold Currency. 

During the Transition Period three things shall have to be done:-
1. To fix the Exchange Value of the rupee during Transition Period. 
2. To acquire necessary amount of gold gradually. 
3 To dispose of excess silver rupees gradually. 

Since about a year rupee is well steady at a certain level, and in view of the 
other circumstances, rupee can be fixed and maintained. 

Secondly, gold can be secured gradually without increasing its price. 
But the problem of disposal of vast amount of silver is very difficult and 

complicated. If we go to the world markets for selling the silver, it is quite 
certain that it would fetch a very low price, so low it would be that we could 
not afford to sell at the price. 

On the other hand, it is also certain that India does require a substantial 
amouiit of silver for her internal social and industrial purposes. 

In view of the above my suggestions are as follows :-
1. Import of silver bullion, coins, etc., be prohibited in India during the 

Transition Period. 
2. Government of India should sell silver bullion for internal requirements 

of India, by melting silver rupees. 
Minimum requirements of India can safely be taken as 40,000 bars per year. 

(One bar is equal to 1,050 ozs. or 2,800 tolas.) 
In order to get the silver bullion of 40,000 bars, rupees 12 crores should be 

melted every year. 
*The same should' be sold to the public at the rate of about Rs. 80 per 100 

tolas. It would realise Rs. 9 crores. The deficit of Rs. 3 crores every year should 
be met by the Government either from the Revenue or from the interests received 

• Mr. Mehta subsequently submitted a modified statement making the following amendments 
to figures quoted in this and the foHowing paragraph :-

For 80 read .71, for 9 read 8, for 3 read 4, for 9 read 8, for 3 read 4. 
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on the securities in the Gold Standard and Paper Currency Reserves. (The 
deficit cannot be called loss, as the profits made by minting bullion into rupees 
have already been earned or taken: by the Government, and now the same are 
required back for reversing the transaction.) 

Rupees 12 crores (Rs. 9 crores by the sale of silver bullion and Rs. 3 crores 
from the Government) thus secured should be utilised in buying gold every year, 
and minting the same into gold rupees. (Details of the gold rupee given here­
after.) 

Present Bombay price of silver is Rs. 72 per 100 tolas. And present London 
price of silver is 32d'. per ounce. It is quite likely that London price might 
decline if silver imports in India are prohibited. Yet the price of Rs. 80 per 100 
tolas suggested by me for disposing Government silver cannot be called unreason­
ably high as till recently there was an import duty on silver amounting to about 
15 per cent. on the value. 

In case there is a greater demand than 40,000 bars a year, Government 
should supply the same by melting more rupees. In case the Government cannot 
meet all the deficit, I suggest that the balance of the deficit not met by the Govern­
ment should be made good by the cancellation of currency !lotes to that extent. 

3. A gold coin having gross weight 180 grains troy, and having 165 grains 
fine gold should be minted frqm Rs. 12 crores mentioned above every year. 

It should be made exchangeable for 20 (twenty) silver rupees. It should be 
named or called a gold rupee. 

It should be declared a legal tender in any amount. During the Transition 
Period, the Government should' not undertake the obligation to give gold rupee 
in exchange for silver rupees or currency notes. But the Government should 
undertake the obligation to give silver rupees in exchange for gold rupee. 

Gold rupees thus minted should not be issued to the public for circulation for 
first two or three years. But after that a beginning should be made to issue every 
year a certain number of gold rupees to the public, increasing the quantity every 
year. 

If more silver is sold, more gold rupees should be minted to that extent. 
4. Present silver rupees should not be minted any more. 
5. All future Currency Notes should be issued with the provision-" Pay­

able either in Gold Rupees or in Silver Rupees at the option of the Govern­
ment "-. 

6. All future loans of the Government as weIf as public bodies should be 
issued with the same provision as mentioned above in No.5. 

7. During the period present silver rupee value should be fixed at Is. 6d. 
gold. 

8. After a period of about 7 to 10 years, when the 'Government have 
disposed of sufficient excess silver rupees and have sufficient gold rupees in 
reserve and in circulation, present silver rupee should be declared a subsidiary 
coin limiting its tenderable quantity and abolishing its fixed exchange value. 

9. Restrictions on silver imports, then, should be very gradually relaxed 
and finally entirely removed taking care that wide fluctuation does not follow. 

It is quite clear that my suggestions ask for a heavy price from the Indian 
Government as well as Indian people, but I think there is no way out of it. It is 
a bitter pill for both, but the disease is there and earlier the remedy the better 
for all. 

This is the time and the opportunity to inaugurate the Transition Period with 
a well-fixed programme for reaching to the goal of Gold Standard. It is certain 
that if a beginning is now made, it will take at least 10 years to complete the 
programme. But if this opportunity is lost it is also certain that the question of 
Gold Standard for India will be shelved-at least for the present-for ever. 

Finally, to fix the Exchange value of rupee at 18d., or at 16d., or at any other 
point, without putting into operation the workings of a well-fixed programme for 
Gold Standard-and with the sweet talks that India should get a Gold Standard 
lWith gold currency-will mean nothing but despair and disappointment to the 
Indian Nation, making her hopelessly await for more Royal Commissions. 

66596 
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APPENDIX 32. 

Statement of evidence submitted by the Honourable Mr. H. S. Lawrence, 
C.S.I., I.C.S., Finance Member of the Government of Bombay. 

The Austen Chamberlain Committee of 1913 made the following important 
recommendation : 

" But while educating the people of India in the use of more economical forms 
of currency, it is important that Government should continue to act on the 
principle of giving the people the form of currency for which they ask (para. 74)." 

" Any attempt to refuse gold to meet these legitimate demands would be 
unjust and foredoomed to failure, and could only cause alarm and instability 
(para. 75)." 

2. The Babington-Smith Committee of 1919 in para. 66 accepted in principle 
the recommendation of the Chamberlain Commission regarding the provision of 
such form of currency as the people of India might demand, whether rupees, notes 
or gold. 

3. The International Conference in 1922 were alarmed lest the uncontrolled 
resumption of gold standard might lead to catastrophic consequences. 

Authorities seem to be very strongly divided on the question whether there is 
likety: to be a surplus of gold or a shortage of gold. The Genoa Conference con­
sidereg. the risk of the shortage of gold as the more serious. Representatives of 
various countries were prepared, it is understood, to accept a gold exchange 
standard which imposed on certain countries, notably the United States and 
United Kingdom, the responsibility of maintaining stores of gold, while they 
hoped to secure the advantages without paying the cost. 

The demand for a gold standard together with a gold currency has many 
advocates in India. The view is widely held, particularly in political circles, that 
a gold standard and a gold currency are more appropriate to the dignity of a 
great country but the advocates of this view do not refer to the discussions of the 
Genoa Conference: and are possibly not acquainted with the contrary arguments 

4. A Currency Policy may in theory be considered apart from its.. reaction 
upon trade and industry; but if a policy be adopted which creates a revolutionary 
disturbance of the established position in trade and mdustry it may, however 
perfect in theory, be the cause of violent disorders imperilling the basis or society. 
For example, such a disturbance may arise from a change in the real value of 
wages. If gold be appreciated greatly by a sudden new demand, salaries and 
wages will not adjust themselves to the new standard of values until some time 
has elapsed. 

Recent similar experience of the Continent teaches us that during the interval 
there must be strikes and upheavals of social relations, which are fraught with 
peril to the social fabric; which bring inevitable disaster to the poor and ignorant, 
and are liable to the manipulation and intrigues of High Finance. 

A Currency Policy unwisely adopted may therefore intensify the disruptive 
forces of civilisation and cannot be considered in terms of scientific technique 
alone. 

STABILISATION OF THE RUPEE. 

5. Since the rupee has remained stable in the neighbourhood of 1s. 6d. for 
over a year now, there is eve.ry reason to suppose that it could be stabilised at about 
that rate. 

6. In' this interval trade in India has been fairly ,Prosperous. The balance 
of trade, other than bullion, has been in favour of IndIa, to the extent of many 
crores, and equilibrium was maintained in 1924-25 by the importation of gold 
approximately 75 crores and' silver 25 <;rores. There is reason to believe that the 
importation of gold bullion and sovereigns of over 200 crores in the last 6 years 
has supplied the demand which during the war could not be met, and that the 
country is now fairly replete. 

If this be true and if the succeeding monsoons are good, the balance in favour 
of India would tend to raise the rupee to a higher value. 

. 7. The policy of the Government of India has been recently directed, it is 
understood, to the prevention of a rise of the rupee above 1s. 6d. So long as silver 
does not rise in value above the parity of the rupee, it appears possible for the 
Government of India to control the upward movement of the rupee. 
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S. Since there is no clear indication that the interests of the country have 
been injured by the variation in the level of exchange in the last few years there 
does not appear to be any urgent necessity for measures of stabilisation. 

On the other hand, conditions of trade seem to have assumed a degree of 
steadiness; and the restoration of sterling to its gold value. rem?ves one of ~he 
prime factors of instability; and it may be admitted that the tIme IS there~ore rIpe 
for the execution of such reforms as have been demonstrated to be advIsable by 
recent experience. 

9. Stability in internal prices is of greater importance than st3;bility in 
foreign exchanges: inasmuch as the first affects the interests of I?ynads who 
through ignorance and poverty are unable to protect themselves; whIle the la.t~er 
operates primarily on merchant's of intelligence and wealth who can utIhse 
financial machinery to insure themselves against loss. 

10. A rising rupee encourages imports and a falling rupee encourages 
exports. The encouragement ill each case is temporary until wages have been 
adjusted to the new levels. 

11. During the period of transition merchants and other middle men make 
larger profits at the expense of producers or consumers. 

For example, on a rising exchange an importer contracts for £100 worth of 
steel when the rupee is at Is. 4d. and expects to have to remit Rs. 1,500. When the 
steel arrives, if the rupee has risen to Is. Sd. he has to remit Rs. 1,200 only. 

On a falling exchange an exporter contracts to sell wheat for £100, and in a 
similar case of a fall from Is. Sa. to Is. 4d. in lieu of Rs. 1,200 he receives Rs. 1,500. 

The advantage ordinarily goes to the middleman, not to the ryot; and the 
advocates of the low rupee will be found not infrequently to be the export 
merchants who benefit by the falling rupee. 

12. Some confusion of thought appears to exist on the subject, and while it 
is argued that a low rupee causes the export trade to expand and benefits the ryot, 
yet if the facts are analysed, the expansion of trade may be traced to the advantage 
gained by the exporter during the period of a falling rupee. 

13. Some advocates of this school of thought appear to regard the deprecia­
ting currency of continental countries as a positive advantage, and have failed to 
give due weight to the strenuous efforts which such countries as France and Italy 
are making to raise their exchanges. When the fall in the franc or the lira is 
regarded as a national disaster in France and Italy, it is difficult to support the 
propaganda in India in favour of a depreciated rupee. 

14. 'Vhen stable, a high rupee tends to reduce, and a low rupee to raise all 
prices in India. ,For example wheat has a world price, and the internal price in 
India is governed by the export price. If a ton is sold for export for £10 the price 
in India will be Rs. 150 at Is. 4d., or Rs. 120 at Is. 6d .. or Rs·5-6as. per maund 
in the first case and Rs.4-5as. in the second. 

The price of wheat reacts on all other food grains and thereby on wages, and 
the cost of production in every industry. 

Every industry in the cost of production of which wages form a serious item 
is in this way assisted by a high rupee. 

15. The problem is of course not free from complications; for a high rupee 
facilitates foreign competition. For example, steel and cloth may be imported on 
~or~ fa~ourable terms with a high r~~ee. But here a.gain it is necessary to 
d.Is.tmgUlsh b.etween the effects of a rI~mg ~upee and a hIgh stable rupee. With a 
rIsmg rupee mte~nal costs of prod.uctlOn wIll. not have fallen, and the competition 
tends to be unfaIr. 'Vhen the hIgh rupee IS stable the costs will fall and the 
industry will co~pete in a fair field. 1.0 t.he interv.al t?e. industry has a claim to 
pr?te~tlOn. IndIa has adopte~ the prmCIple ~f. dIscrlmmate protection. This 
prmciple has not yet been applIed to a case of rIsmg exchanO"e: and it is doubtful 
:whether the need for this discrimination has as yet been reco~ised in India. 

16. ~he principle ~as .accepted in the orders passed last February for the 
safrgl?-ardmg of IndustrIes m England, and was put into force in Australia on 
MarcIi 25 last for protection against the depreciation of Japanese currency . 

. Since the qo!ernment of. India. II}ll:st attach full weight in their currency 
polIcy to the opmlOns of IndIan polItICIans, so far as is possible it is perhaps 
permissible to suggest that the agitation in favour of a low r~pee has been 
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intensified by the omission of the Government of India to take such xp.eas(lres for 
the safeguarding of Indian Industries as are being put into force by the English 
and Australian Governments. If the Indian Industrialists were assured of such 
protection, the opposition to the recent currency policy of the Government of India 
would lose much of its force. ' 

17. The Currency Commission are not concerned with tariff policy. But I 
venture to submit that they are concerned to know what are the currents of public 
opinion in India which will effect the reception of their proposals. Bombay is 
especi'flly interested in the Industrial development of India; and the recent 
creation of the Tariff Board was regarded as the first fruits of a new policy. But 
the hopes it excited have been greatly disappointed by the rejection by the 
Government of India of most of the proposals made by the Tariff Board; and 
where those proposals have not been rejected, they have been greatly reduced. The 
suspicion is thereby aroused that the Government of India were reluctantly forced 
into the acceptance of a policy of protection; and that they take every opportunity 
of abstaining from implementing that policy. • 

18. (While I am attempting to explain the feelings which are at the bottom 
of the present agitation regarding the Currency Policy, I wish to guard myself 
against any imputation that I accept this feeling as well founded). 

These hostile critics allege that when the Government of India assert that 
their policy is -directed to protect the Agriculturists against the exploitation of 
the Ind_ustrialists, they are insincere; for the policy is in fact directed to the 
fostering of English Industrialism at the expense of Indian Industrialism. And 
they go further. They allege that this policy is not only insincere but is also 
completely mistaken. 

19. The demand for products of English industry does not arise from the 
agriculturist but from the Indian Industrialist; and any attempt to squeeze out 
the Indian Industrialist between the Agriculturist and the English Importer fails 
disastrously in its object. 

The prosperity of English trade depends on a market for high class goods. 
If Indian industries are prosperous, that market can be expanded to an unknown 
limit The share of the Indian Agriculturist in imported goods is confined to 
cheap articles imported from the contin,ent and other countrIes. If this market 
were preserved for the Indian Industrialist he would prosper and his prosJ?8rity 
would react on English trade. This theory clearly leads directly to a polley of 
Imperial Preference or rather Preference confined to imports from the United 
Kingdom. 

This is a brief summary of the economic th~ory held, if not expressed, by an 
important school of thought in Bombay. 

20. I turn now to take the instance of the effect of a stable high rupee on a 
branch of Industry such as cotton mills ang of agriculture such as cotton cultiva­
tion. 

First I compare the effects of the rupee at Is. 4d. and the rupee at Is. 6d. on 
the scale of cotton goods. 

The competition between English imported cottop goods and the Bombay Mill 
products has been stated by the Bombay Millowners' Association to be negligible. 
The high grade goods of Lancashire affect the richer class of consumers and the 
lower grade goods of Bombay affect the poor class of consumers. 'Vith the higher 
rupee the middle classes in Inaia are able to obtain their cotton clothing at a 
smaller cost in rupees. Though the market is broadly speaking different, yet there 
is a margin of overlapping; and a fall in the rupee price of Lancashire imports 
induces a fall in the rupee price of Indian Mill products. The Mill industry 
therefore secures fewer rupees. 

On the other hand the Indian Mill Industry pays out a smaller sum for the 
machinery and the Mill stores which are imported, and which represent an annual 
outgoing calculated by the Bombay Millowners' Association at 7 per cent. of their 
expenditure. 

The higher rupee reduces at once the price of cotton, other things being equal, 
for the large portion of cotton grown is exported. 

Thus in 1923-24 out of five million bales of cotton 3-1 millions were exported; 
and on an average some 60 to 70 per cent. is exported. 

The cotton price is therefore a world's price fixed in gold; and if the rupee is 
higher, the rupee price falls. The cotton mills, therefore, with a stable high rupee 
obtain supplies of cotton at a cheap rate. 
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The cost of raw cotton represents 60 per cent. of the outgoings of the mill 
industry; and the cost of production is therefore largely reduced by a high rupee. 

21. Wages in cotton industry represent 10 per cent. of the outgoings. In ao 
far as a high rupee reduces the price of food-grains and the cost of living of the 
mill-hand, it justifies a reduction in wages but there is necessarily a lag during 
the period of adjustment. 

22. On the other hand it is argued that if there is a fall in the prices due to 
a high rupee, the cultivator has fewer rupees with which to buy cloth. This state­
ment would be correct only if the price of cotton cloth does not fall pari passu 
with the fall in agricultural produce. In fact it may be confined to the period 
during which cotton cloth made from cotton bought at a higher level of prices is 
being disposed of. 1 

23. In regard to the agriculturist's interests in general, it is sometimes 
argued that the cultivator is injured by the higher rupee inasmuch as his payments 
of Government revenue were assessed on a lower rupee. It may be pointed out 
that the share of agricultural produce taken in Government revenue is often 
exaggerated in public discussions. . 

The Land Revenue of the Bombay Government is approximately 5 crores. No 
accurate estimate of the value of agricultural produce can be formed; but an 
estimate was framed by the Government of Indll} which placed the figure at 135 
crores. If it were assumed for the sake of argument that the change in the value 
of rupee from Is. 4d. to Is. 6d. reduced the value of agriculture produced by, 
11 per cent., then the agriculturist would be payling his 5 crores out of a total of 
120 crores instead of 135 crores. His burden will be increased from 3 7 per cent. 
to 4'1 per cent. But since his other outgoings would be similarly decreased; there 
is no reason to believe that he would be injured in any degree as soon as the high 
rate had been stabilised. . 

24. There remains the question of National Finance. The figures have 
probably altered little since the Report of the Commission of 1919 that the Home 
Charges on 

Rupee at IpS'. 4d. amount to 33) crores. 
Rupee at Is. 6d. amount to 29 3 crores. 
Rupee at Is. Sd. amount to 26'4 crores. 

An economy of 3 to 4 crores a year is worth obtaining, but it is not an argument 
that is by any means conclusive. 

25. To conclude, the arguments above stated may be summarized to 
indicate :-

. (a) That the ~rincipal intere~t of Indi~ is in the range of internal 
prIces, th~ preventIon of further Increases and the gradual reduction of 
present prIces. 

(b) T.hat the further course of silver cannot be foretold. The vagaries 
of the Chma market have never been understood or explained; but unless 
a fresh demand in China should disorganise the market, as in 1919-20 the 
Government should bJ'ilble to control the rise of the rupee. ' 

(c) With the b~lance of tr~de greatly in favour of India, the rupee if 
uncontrolled would probably rIse to a moderate extent. It is probable 
therefore that the Government of India would be able to stabilise the rupee 
at such. moderate rate as they may decide; but a return to a 2s. rate would 
be unWIse . 

. (d) The rate of. Is. 8d. wo~d probably be possible. But in order to 
aVOId unnecessary dIsturbance III trade and commerce the present existing 
rate of Is. 611. between the gold points should be adopted and would be most 
easy to defend. 
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APPENDIX 33. 

S,tatement of evidence submitted by Dr. Promathanath Baneriea, Minto 
Professor of Economics, Calcutta lUniversity. 

The abnormal conditions created in India by the war and its aftermath have 
now practically disappeared. The agricultural situation is quite fair. The 
depression in mdustrial activity which began a few years ago still continues, but 
signs o~ a revival in the near future are not wanting. Trade has already made 
consideIable progress towards recovery The financial position of the Government 
is satisfactory, and the era of deficits has now come to an end. \Vorld conditions 
are also gradually approaching the normal. Most of the countries with whom 
India maintains trade relations have now stabilised their currencies on a basis 
of gold, and Gr~at Britain has recently returned to the gold standard. Indian 
merchants and statesmen have for some time past been demanding active measures 
for a solution of the problems of Indian currency and exchange. The time, there­
fore, seems to be ripe for making an earnest effort to secure monetary stability 
in India. 

2. The question of the comparative importance of stability in internal 
prices and in foreign exchanges need not worry us overmuch. The mternal trade 
of India is many times as large fl,& her external trade. Therefore, looked at from 
the standpoint of volume of transactions, stability in internal prices seems 
certainly to be more important than stability in foreign exchanges. But, 
absolutely considered, the foreign trade of India is large enough to merit serious 
attention If there is one thing more than another which.disturbs the course of 
commercial and industrial activity it is uncertainty of exchange. It should be 
remembered in this connection that there is not only no conflict between stability 
in internal prices and stability in foreign exchanges, but that the two are, to a 
considerable extent, closely int~r-related 

3. The effects of a rising or a falling rupee are well understood. A rising 
rupee tends to discourage exports and encourage imports. When exchange rises, 
the exporter gets a smaller number of rupees in return for his goods. Exports 
from India consist mainly of raw materials. Such articles as are in the nature of 
monopolies are not adversely affected to an appreciable extent, if the rise in 
exchange is small. But when the rise is considerable, the export trade even in 
monopolies tends to be checked. It should be borne in mind in this connection 
that there are very few articles which may be regarded as absolute monopolies. 
When prices rise very high, substitutes for monopolies are often found and there 
is thus the risk of a complete ruin of the trade in these articles. In the case of 
commodities of which Indi~ is only one of many producers, the price in the 
world's markets does not, as.has been pointed out by Professor Jevons, "respond 
to the rise of the Indian exchange, and the supply of these commodities from India 
may cease altogether, or can only be continued at a lower: cost of production-in 
other words, wages and profits must fall, or cheaper means of producing the 
commodity must be found, as by introducing improved methods or machinery." 

4. A rising exchange by reducing the rupee pl1ices of imported commodities 
places the locally-produced goods at a disadvantage: The home industries thus 
find the competition of foreign industries more keen tltan before. The stronger 
and well-established industries are able to stand the severer test, but the weaker 
and nascent industries may perhaps find the strain too heavy and may even 
succumb to it. When this happens, the industrial development of the country is 
necessarily retarded. The effect of higher exchange is thus injurious to industry 
as well as agriculture in India. 

5. The different classes of society are differently affected by a rising 
exchange. Consumers gain, while producers incur a loss. Creditors reap an 
auvantage, but debtors suffer. The effect on national finance is beneficial, for 
the Government are able to meet their foreign obligations with a smaller number 
of rupees. But what is gain to the Exchequer is loss to the taxpayer. The 
taxpayer pays the Government the same number of rupees as before, but the 
rupee is now worth more than it was. 

6. The effects of a falling rupee are the reverse of those of a rising rupee. 
Exports are stimulated, while imports are checked. These effects are, however, 
temporary. They cease as soon--:as wa~es, profits, etc., readiust themselves to the 
new conditions 'But rea'diustm~nts always require time to be completed, and the 
process is not always smooth. Nor is the period of transition necessarily short. 
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7. Let us now consider the permanent effects of higher exchange. The 
rupee becomes an overvalued coin, and the general price level is lower. Wages 
and profits are in the same relative position as they were before the transitIOn 
commenced. There may, however, be some classes of persons who are unable to 
adjust their position to the I1ew conditions, and they are adversely affected by the 
change. The effect of higher exchange on the country as a whole is adverse, so 
fat as its foreign trade is concerned. India's exports exceed her imports in 
value by a large annual sum, varying from 60 to 80 crores. Higher exchange 
thus means considerable loss on account of this trade balance. As against this 
loss, the Government of India are able to effect a saving in Home Charges, for 
they are required to remit a smaller number of rupees. But, as we have already 
seen, the amount thus saved really comes from the pockets of the people. 

8. The question which presents itself at the present moment· lis not so much 
the stabilisation of the rupee as the adoption of a sound currency system. The 
gold exchange standard has failed to satIsfy the tests of a sound system. It has 
always shown a tendency to break down as soon as there has been a crisis. 
Besides, it has been attended with many evils in the past. The utilisation of the 
reserves for purposes other than those for which they were originally intended, 
the fixing of the exchange rate at a figure which was found impossible to main­
tain, the method adopted in purchasmg silver, and the enormous losses conse­
quent on the sale of reverse councils are instances in point. Management is not 
a bad thing in itself, but it can prove a success-only when the persons entrusted 
with the work are possessed of perfect wisdom atid the highest degree of honesty. 
But as is pointed out by an eminent economist, experience has shown that th~ 
control of currency is liable to the gravest abuoos. In India, which is still a 
subject country, the possibility of the occurrence of abuses is much greater than 
in other countries, and management should cease, if for no other reason, in order 
to remove the suspicion from the public mind that Indian currency is often 
manipulated in the interests of England. Besides, India has now developed a 
large foreign trade of her own, and it is very undesirable that her currency 
should continue to be linked with that of another ,country. It is " risky," to 
use the words of Sir Basil Blackett, "to tie the rupee to the chariot wheels of 
the Bank of England." Nor can sentiment be altogether ignored in matters of 
this sort. The gold exchange standard is regarded as the brand of subjection 
and inferiority, and, naturally, Indians feel that the system should be altered. 

9. Now, what is the alternative to this standard? It is impossible to go back 
to the silver standard. The standards based on index-numbers which have been 
advocated by several economists present difficulties which appear insurmountable 
at the present moment. An exchange standard for the whole civilised world based 
on gold kept at a central place will be possible when the League of Nations is able 
to command the confidence of all nations, great and small, and the habit of inter­
action becomes full established. For the present, tIlle adoption by India of the 
gold standard seems to be the only solution of her currency problems. This is 
the system which makes the largest measure of automatic regulation possible. 
Besides, gold has now once more established itself as the international standard 
of value. India's trad'e relations are mainly with gold-using countries, and these 
can only be satisfactorily m~i.ntained by the adoption of gold as the medium of 
exchange. From the standpoint of stability of commodity prices, the gold 
standard is not an .. invariable standard." But as Dr. Gregory points out, the 
value of gold is not likely to fluctuate widely within short periods of time and 
the gold standard necessarily involves stability in prices over the whole of the 
area in which the standard l?revails. The gold standard is thus able to eliminate 
social and international dIfficulties much more successfully than any other 
standard. An incidental advantage of the adoption of the gold standard will 
probably be that a greater familiarity with gold coins will bring,into use such 
quantities of gold as are now kept as a store of value in the shape of ornaments 
or lumps of the yellow metal. The change will also produce a desirable political 
effect. I ~herefo~e entirely.agree with the view of an eminent p~rson fully con­
ve.rsant WIth IndIan condItIons, who says: .. The people of IndIa will be safer 
WIth a currency based on gold, although the commodity value of gold is liable to 
fluctuate th.an with one depen?ent on the varying opinions of any body of men." 
It seems to me that the adoptIOn of the gold standard is an economic social and' 
political necessity. ' 

10. The main objection to adoption of th~$old standard is that the use of 
g"?ld :;ts cu!rency is uneconomical, es:pecially in ,Ii poor country like India. The 
VIew IS qUIte correct. But the adoptIOn of the gold standard does not imply tha~ 
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gold coins must necessarily circulate very largely. I am strongly of the opinion 
t~at no attempt should 00 made to force gold coins into circulation. In fad 
wIth a gold cur:r:ency gold is likely t~ b~ used .only to a very limited extent. If 
t~e gold ~ohur.Is ado,pted as the prmcipal com, the actual medium of exchange 
wIll ~nslst mamlr of rup~~s. and notes as at preseBt. It i~ also hoped that the 
extenSIOn of bankmg faCIlIties and the spread of educatIOn will lead to the 
g::eater . use of cheques and reduce the importance of coins for purposes of 
CIrculatIOn. 

11. \.Another objection is that very little gold is mined in this country. But 
India has a favourable balance of trade, and in the usual course she will get 
enough gold for her currency purposes in exchange for commodities. It is 
apprehended in some quarters that the absorption of gold by India will result in 
shortage of th'e metal in other countries. This cannot be regarded as a valid 
argument for depriving India of her ligitimate share of the world's stock of gold. 
But, in reality, such absorption, if it takes place, will prove beneficial to the rest 
of the world as it will help to lower the international price-level. Lastly, the 
fear that the adoption of the gold standard will intensify the hoarding habit 
seems to be unfounded. 

12. The question now is: What should be the relation between the gold coin 
and the rupee 1 Of course, when the rupee ceases to be the principal com of the 
country, the question of ratio will become far less important than it is under the 
present system. Still, a ratio will have to be fixed. It is perfectly correct to say 
that there is " no ideal ratio."! It may also be accepted without hesitation that 
the ratio should be such as is " easily attainable and easily maintainable." The 
2s. ratio announced in 1920 is neither attainable nor maintainable, and as it is 
no longer in the thoughts of the Government it may be brushed aside. Shall we, 
then, adopt the ratio which prevails at the present moment? This brings us to 
the question whether the existing ratio is a natural or an artificial one. The view 
seems to prevail in certain quarters that the present rate has been worked up to 
by the Government. In the absence of fuller information than I possess just now 
I am unable to say whether this view is correct or not. But I am convinced that 
the conditions which are responsible for the existing rate are not of a permanent 

_character, and I fully endorse the view of Sir James Wilson, who says: " The 
recent rise in its gold value to 8 4 grains may prove to be only temporary, as being 
due not only to the general fall in the commodity value of gold which has taken 
place over the :world as a whole, but to exceptionally good harvests in India, which 
led to an increase in the demand for rupee currency If the world'c demand for 
gold increases, or the world's production of commodities overtakes the world's 
demand, then the general gold price of commodities will fall, the commodity value 
of gold will rise, and the gold value of the rupee will tend to fall. If India 
suffers from poor harvests and her exports decrease in comparison with her 
imports, there will be less demand for rupees, and the poo'ple who hold large hoards 
of rupees may feel compelled to put them into circulatIOn and thus increase the 
available supply of rupees, which would tend to reduce the gold value of the 
rupee. Another fact should also be taken into consideration. The adoption of 
the gold standard by India is likely to result in a greater demand for gold, and 
consequently its value will rise. This will automatically bring down the ratio." 

13. If this view be correct, the Government ;ill find considerable difficulty 
in maintaining the Is. 6d. rate. It seems desirable, therefore, to revert to the old 
ratio, namely, Is. 4d. to the rupee. It should not be forgotten that for over two 
years the prevailing rate was below this figure, and any attempt to maintain a 
higher rate is likely to be attended with much risk. The Is. 4d. rate was fairly 
stable for about 20 years. The relative price-levels in India and other principal 
countries of the world are very nearly the same to-day as they were before the war. 
All these facts point to the conclusion that the Is. 4d. ratio seems to approximate 
closely to the natural ratio. 

14. If this ratio be adopted, measures may become necessary to check any 
downward tendency of the rate that may show Itself. This can be secured by a 
cessation or restriction of the rupee coinage and reduction in the volume of notes 
in circulation. In case these measures fail to maintain the ratio the gold standard 
reserve will have to be drawn upon to make good any loss that may be incurred 

, on this account. 
15. The adoption of a gold standard means that a gold coin is legal tender 

in India. The advocates of gold currency usually suggest that this coin should be 
the British sovereign as at present. But it would be better to give it an Indian 
name and call it a "mohur." In order to maintain the convertibility of the two 
coins at par, the "mohur" should be of the same fineness and weight as the 
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sovereign. The legal tender quality of the rupee will have to be limited. For the 
present, a high limIt, such as Us. 1,500 or 100 mohurs, may be fixed, but gradually 
this limit should be reduced to, say, Rs. 150 or 10 mohurs. Arrangements will 
have to be made for the free-but not necessarily gratuitous--coinage of gold, 
Although it is not necessary: immediately to convert all silver coins into gold, 
yet it will be desirable to declare the convertibility of rupees into mohurs. 'fhis 
will secure the confidence of the public in the new currency system and prev~nt 
any great disturbance of the ratio of exchange. 

16. The gold standard reserve should in future be employed in maintaining 
the ratio be~ween the mohur and the rupee. As the coining of new rupees will 
have to be stopped, there will be no addition to the present size of the reserve. 
The reserve should be held mainly in gold, but a small portion of it may be 
invested in the Treasury Bills of the Government of India. T~ investment of 
the reserve in British or Colonial securities cannot be justified on any grounds, 
economic or political. With the disappearance of the gold exchange standard, 
the need for holding the reserve in England will completely disappear. The bulk 
of the reserve, if not the whole of it, should, henceforth, be held in India. 

17. For the present the Government of India should continue to control the 
note issue. I am in favour of the establishment of a State Bank in India. The 
Imperial Bank of India holds an anomalous position, and it is very doubtful 
whether it is able to promote and safeguard the economic and financial interests 
of the people of the country. I therefore objeyt to any substantial enlargement 
of its powers so long as its present constitution remains unaltered'. If, however, 
it is converted into a State Bank, I would transfer the control of the note issue to it. 

18. As regards the backing of the note issue, the percentage of metallic 
reserve to circulation is at present about 58. This should be gradually raised 
until it reaches 75 per cent., that is to say, a ratio in the neighbourhood of the 
pre-war average. If this is done, the issue of notes will be absolutely safe and 
be above all suspicion and distrust. The paper currency reserve should be held 
in its entirety in India where it is required. The investment of a substantial 
portion of it in England is an injustice to India. ' 

19. The amplest facilities should be given for the encashment of notes, and 
notes should be made available in every town and in the more important villages 
in the country. They should be made redee~able either in. gold or in silver at 
the option of the Government. If the rupee notes are found very expensive, they 
will have to be discontinued. The 21 rupee notes never became very popular, but 
in the absence of rupee notes they may come into greater use. The 5 rupee and 
10 rupee notes should certainly be continued, but rupee notes of higher denomi­
nations should cease to be printed. Mohur notes should be issued according to 
the needs of the public, and they are likely to be found useful for large payments. 

20. A gold mint should be established in lR,dia. It may be either an 
independent mint or a branch of the Royal Mint. . This mint should be open to 
the free coinage of gold mohurs and half mohurs. A small charge may be levied 
t.o cover the actual cost of minting. There should be attached to the mint a 
Government refinery for refining gold. It would be necessary for the Govern­
ment to undertake the obligation to give gold for rupees, in order to maintain 
the convertibility of the rupee. 

21. The remittance operations of the Government should be conducted by 
means of publio tender. For the present, the operations may be in the hands of the 
Goyernment direct, but they will be best effected through the State Bank when 
it is established. There is not much harm in entrusting the Imperial Bank with 
the duty; but I am decidedly of opinion that the Imperial Bank is no substitute 
for a State Bank proper. 

22. The season3:1 ~emands for currency will be met to a llirger extent in 
future by the free mmtmg system under the gold standard. But the existing 
method of creating additional currency will have also to be continued. In intro­
ducing further elasticity into the system, the main principle to be observed will 
be to avoid the two extremes of undue stringency and inflation. This will require 
the exercise by the authorities vested with discretionary power of the virtue of 
sympathy on the one hand and of caution on the other. 

23. The adoption of the gold standard will render unnecessary the purchase 
of silver for at least some time to come. If and when the need rises the purchase 
of silver should be by open tender and not by private arrangement through any 
broker. 
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APPENDIX 34. 

Statement of evidence'*' submitted by Mr. B. Venkatapatiraiu, 
C.I.E., M.L.A., of Vizagapatam. 

1. The terms of reference of the Commission to examine and report on the 
Indian Exchange and Currency system and practice, to consider whether any 
modifications are desirable in the interests of India and to make recommendations 
are uI\exceptionable. 

2 My resolution re. Inquiry into the question of Currency and Exchange 
which was adopted by the Legislative Assembly on the 27th January, 1925, though 
worded differently has the same object in view but prominence was given for the 
predominance of the Indian view point, runs as follows: "This Assembly 
recommends to the Governor-General in Council that a Committee with a majority 
of Indian non-officials on it and with the Indian Chairman be immediately 
appointed to examine the whole question of exchange and currency in the light of 
the experience gained since the date of the publication of the Babington-Smith 
Report, and to make recommendations as to the best policy to be pursued to secure 
a system of currency and exchange best suited to the interests of India." 

3. As the Committee is charged to make suitable recommendations in the 
interests of India, I take it that no other consideration will weigh with t1)em 
except what is good in the best interests of India. Of course views might differ 
on the modifications that have been made in the currency system and practice for 
the good of India but interests of India would have to be interpreted as one which 
brings about highest good to the largest number of people in India. 

4. I am constrained to make special note of this aspect as I will show later 
on that Indian interests are sacrificed on many an occasion and hence no apology 
is needed to emphasise the point. 

5. Money serves the double purpose of being standard of value as well as 
medium of exchange and standard coin is regarded as one whose value in exchange 
depends solely upon the value of the material contained in it while token coins are 
those which exchange in a certain fixed ratio for standard coins. 

6. In India at the present moment we have quasi-standard coins,-silver 
rupees whose value does not depend on the value of the metallic contents thereof 
while they possess unlimited tender quality unlike token coins. The Government 
fixed the statutory ratio at 2s. per rupee, i.e., Rs. 10 per sovereign without any 
obligation attached to the Government to give a sovereign when Rs. 10 are offered 
while prepared to accept sovereign for 10 rupees as the market value of sovereign 
on account of its metallic value is necessarily higher. The Government have no 
misgivings that the statutory ratio would ever be reached unless they are prepared 
to f;crew up the artificial value of rupee by manipulating exchange to such an 
extent as to create uproar both in the traders and the people. The Government 
have manipulated so far as to raise the exchange value of a rupee to 1s. 61d. and 
Sir Basil Blackett has been kind enough to state that the Government did not wish 
to see exchange above 1s. 6-i\-d. as the actual level of exchange solely depends on the 
willingness of the Government to continue purchasing sterling at a given rate. 

7. The question arises whether the Government should retain the power of 
manipulating the values of so-called standard coins or leave it to economic causes 
to fluctuate the values according to the metallic contents thereof and also whether 
standard coins should be in silver or gold or whether the statutory ratio should be 
altered and if so at what ratio to be fixed and whether further attempts should be 
made in stabilization at any imaginary figure or whether gold standard and gold 
currency should De adopted while treating existing rupees as token coins fixing the 
ratio at a certain figure for convertibility of the existing coi!l and rupee 
obligations. 

8. To unravel this tangled web and to understand the history of Indian 
currency blundering, let me state briefly the past history and present complications 
and conflicting interests and future policy what I presume to be fair policy to be 
pursued so far as India is concerned. 

• Mr. Venkatapatiraju subsequently submitted a snppl~mentary note (not printed herewith), 
which W31:! however received too late to' be considered before his oral examination. 
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9. The Arthasastra of Chanakya mentions Royal mints and officers whose 
duty it was to regulate currency as a medium and exchange and as. legal tender. 
We read of Indian gold coins of Vedic period. India had extensive commerce 
when half of Europe including even Britain was in uncivilised state. India had 
been exporting manufactured goods, pearls and spices and importing gold so :;s 
to cause consternation in the· Roman Senate in the time of Cresar that India 
had constantly been exploiting Italy and depriving her of her gold. 

10. In the middlo of the 18th century even Delhi gold mohur and silver rupee 
was in currency at the stated ratio of 1 to 15!. In Southern India gold coin :was 
Pagoda with widest circulation with subsidiary silver coins till the very last date 
Even now on advocates' briefs, Mohurs in Bengal and Pagodas in Madras or their 
eCJ.uivalent value are marked as day fee by the solicitors. Some commodities are 
still vabed in Pagodas even to-day. Hence, India knows no gold coin is an 
assertion far from truth. Shaking the Pagoda tree was the common expression for 
exploiting India. 

11. Th~ East India Company to avoid multiplicity of variety of coins in 
several parts of India, coined distmctive rupees for a silver currency but stated 
they did not ~ish it to the exclusion of gold. In 1835 silver rupee of 180 grains 
H ths fine was made standard coin and gold was demonetised but Government 
officers authorised to receive mohurs at fixed rates with a ratio of 15 to 1 between 
silver and gold. 

12. When gold became cheap in 1853 gold coin was refused to be received 
into Government treasuries in exchange for rupees. Both Indian and European 
merchants memorialised the Government of India for a gold currency and 
Government agreed to make sovereigns legal tender at Rs. 10. Successive 
Finance Memoors of the Government of India strenuously advocated for a gold 
currency. 

13. In 1866 the Mansfield Commission recommended to make gold coins legal 
tender money but the Home authorities did not approve of the proposal but 
authorised receipt of gold coins in public treasuries at fixed rates as used to be 
done before 1853. 

14. Bimetallic system: Uniform practice in all countries both Eastern and 
'Vestern had been for Government to mint and issue gold and silver coins and 
then t<l fix their relative values or leave them to be determined by economic forces. 
But in the 19th century' some countries followed the lead of England to adopt the 
gold standard when sIlver value had gone down. Silver value per ounce (480 
grains) in 1872 was in English exchange 6o-&-d. and 531d. in 1876 and 501d in 
1883 and 421d. in 1888 and 35ld. in 1893. 

15t I may mention that the Coinage Acts 17 of 1835, 21 of 1838, 13 of 1862 
and 23 of 1870 made silver rupees legal tender and coinage of bullion was made 
obHgatory that the mint master shall receive all gold and silver and charge duty 
1 per cent. in case of gold and 2 per cent. in case of silver and supply gold mohurs 
of 15 rupee piece and double gold mohur and 1 gold mohur and i gold mohur 
valued 30 and 5 and 10 rupees respectively and thus supply gold coins provided 
ullder Act 17 of 1835, as well as silver coins also current in British India though 
under Act of 1870 no gold coin shall be a legal tender in payment or on account. 
But it is clear that the Government are bound to supply rupees current in India 
for silver bullion supplied weight for weight on payment of coinage charges. 
The Executive have no power to manipUlate the value of the rupee except the 
value possessed in the metallic contents thereof. 

16. As the countries of Latin Union, France, Italy, Belgium and 
,Switzerland abandoned the bimetallic system and gave up free coinage of silver 
and as the gold value of silver has gone down and on account of Home charges 
remittances as well as Importing English merchants' troubles and En~lish 
servants' difficulties to remit to England gold after converting cheap silver 
rupees, the Government of India felt it necessary to seek the help of Home 
authorities to stabilise the exchange value, by bringing about Internationl agree­
ment at the Monetary Conferences in 1878-1881-1892 whicli were proved abortive 
as England sternly refused to tamper with the gold standard by any Bimetallic 
system. Indian Government pressed for gold currency, but Home authorities 
wanted Indian currency to be rested on a silver basis. 

17. From 1873 to 1878 the Government of India discussed plans about the 
sus:pension of rupee coinage. From 1878 to 1892 they wanted to secure Inter­
natIOnal Bimetallic agreement at the meeting of Brussels Conference. But the 
Secretary of State for India in 1879 and in 1886 opposed tampering with the 

R 
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currency and making it artificial. He pointed. out very correctly that whatever 
relief the Government would secure, would be at the expense of Indian taxpayer. 
Even the exporting English merchants like tea-planters and jute exporters opposed 
the change, while ImportIng merchants of foreign goods supported it. Indian 
public opInion condemned the policy of artificial interference with the country's 
currency as being unnecessary and harmful, advocatIng the straight course for the 
Government to meet the exchange difficulty by retrenchment and economy in 
expenditure and systematic curtailment of India's gold obligations. 

18. The Government were averse to follow that straight course for if they 
could 'not ourtail the expenditure they had to increase the burden of taxation over 
the already heavIly-burdened tax-payer in India which would be unpopular. Hence 
with the'sanction of Secretary of State the first downward course of questionable 
currency policy was begun in 1892 by closing the Indian mints for free coinage of 
silver whIle accepting Indian currency on silver basis. In January 1893, the 
Government of India pressed to make English gold coin legal tender and Lord 
Inchcape as Mr. J. Mackay then pressed for currency Reform. 

19. Lord Herschell's Committee was appointed which recommended coining 
rupees in exchange for gold at the rate of 16d. to the rupee and gold to be received 
at the same rate in public Treasuries. Act VIII of 1893 was passed prohibiting 
free coinage of both gold and silver but notifications were issued to receive gold at 
16d. per rupee. 

20. In 1897 when India was invited to join France and the United States to 
follow a common policy of free coinage of silver or gold at the ratio of 151 to 1, 
Government refused. 

21. In 1898 the Fowler Committee was appointed for making effective the 
polioy adopted in 1893. The India Government proposed to create gold reserve out 
of profits of silver coinage to raise the value of rupee to 16d. The reasons urged 
for and against the adoption of gold standard were, 

For 
(1) need of stability of exchange as a condition of smooth and prosper­

ous trade, 
(2) necessity of preventing losses which a falling exchange entailed on 

Government, 
(3) necessity of establishing same standard as prevailed in England 

and other countries with which India had trade relations. 
Against 

(1) Silver monometallism was the best policy of India as it had 
~orked satIsfactorily on the whole and prices had remained steady under 
It, 

(2) gold exchange difficulty could be met by retrenchment and 
economies and systematic curtailment of India's gold obligations and 
Home charges, 

(3) falling exchange had stimulated trade and promoted prosperity, 
(4) artificial currency system was undesirable especially because it 

meant the transference of the loss of the State indirectly to the shoulders 
of the people. 

22. The Fowler Committee declared itself in favour of the effective 
establishment of a gold standard to be accompanied by a gold currency and 
sovereign to be a legal tender for Rs. 15. Rupee would be token coin but 
unlimited legal tender though token coins are usually subsidiary coins. Profits 
of coinage shruM be in a reserve Fund. Indian authorities accepted the recom­
mendations in full. Mr. Lindsay suggested gold exchange standard with gold 
reserve in England and silver in India out of which drafts to be sold either way 
by Government to be met. Gold to be used not for internal currency but for 
settling India's balance of foreign indebtedness. He did not approve of gold 
currenoy. Mr. Lesley Probyn suggested gold note issue Rs. 10,000 denomination 
and keep the gold reserve in India. But IFowler Committee rejected both these 
suggestions holding that the habit of hoarding does not present such practical 
difficulties as to justify a permanent refusal to allow India to possess the normal 
accompaniment of a gold standard, namely, a gold currency. In 1899 the 
Government embarked upon a policy of gold standard to be ultimately accom­
panied by a gold currency. Sovereigns were made legal tender and active steps 
taken to open a mint for gold coinage though the scheme was dropped in 1902 to 
be renewed only ten years later owing to the objection of Home authorities. 
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23. The Government policy began to drift fram the ideal recommended by 
the Fowler Committee which was ignored and India came to have a hy:br:'g!~m 
of " limping standard" instead of genuine gold standard, named gold ge 
standard. 

24. The Chamberlain Commission of 1913-1914 pointed out how the 
Government departed in several important particulars from the policy recom­
mended by the Fowler Committee and approved by the Government, namely :-

(a) Investment of gold standard reserve in securi~ies in London. 
(b) Dropping of the scheme of gold mint. 
(c) Practioo of selling Council drafts at oomething below gold point 

against the currency reserve. 
(d) Establishment of silver Branch of gold standard. 
(e) Diversion from the Reserve for Capital Expenditure in 1907. 
(f) In 1908 for meeting drafts sold by Government in India on London 

to private traders. 
25. This gold exchange standard is anomalous as gold is the nominal 

standard of value. Principal currency is a token silver rupee which is unlimited 
legal tender without any obligation on the State to redeem in the standard metal 
gold. Gold is not to lie in circulation in India but to be used for the foreign 
Exchange; rather the sterling drafts is the standard value for the time being. 

26. While wrongly stating that India neither demands nor requires gold, 
the Chamberlain Commission admitted the essential feature being absolute 
security for convertibility into sterling; and of so much of the internal currency 
to meet India's Exterruil obligations. Sir James Begbie dissented from the 
majority and advocated true gold standard accompanied by gold coins in 
circulatiOlIl. ' 

2:1. Every country: demands that its currency must be legally convertible 
into the standard metal. As Financiers in other countries are alarmed at the 
large absorption of gold in India and wanted it to be blocked this ingenious system 
of Gold Exchange standard was adopted, which India does not want at all 
but enforced on her by political authority. 

28. The Government of India really wanted to start a gold mint in India 
and Sir Chriton Daubins, Finanoo Member of the Government of India annru.nced 
in the old Im'perial Council that everything was ready for it in 1900 but the 
mint authoritIes in London raised all sorts of spurious objections and British 
Treasury opposed the project which was neoossarily stopped. 

29. One is tempted to ask whether out of love towards India, Home 
authorities prevented opening gold mint in India and prevented import of gold 
into India, when gold was cheap and even at the present moment preventing 
import of gold from Australia and Egypt by purchasing it themselves, if need 
be, than allow it to go to India. On the 31st March, 1925, a shipment from 
America of 16lakhs of gold dollars by Parcel Post to India was frustrated owing 
to the refusal of the British line of steamers to transmit gold from Marseilles and 
gold was necessarily returned to New York. The other day Sir Purshotamdas 
pointed out in the Assembly that gold bars of more value than Rs. 300 will not 
be received for internal transit in India even by the Post Office. Gold is a luxury 
and unfitted for poverty-stricken India in view of the Government The far-famed 
riches of India lieyond the dreams of avarioo have disappeared gradually. 

30. To speak: of past events, in 1912 when Sir Vithaldas Thakersay urged 
in the Imperial Council the necessity of maintaining gold coins in India and even 
when the Government of India urged the same view strongly and when the 
Secretary of State suggested minting gold ooins of Rs. 10 denOInination, British 
'.!'reasury opposed it. 

31. The Chamberlain Commission (1913-14) recommended minting 
sovereigns only but stated that the gold reserve should be kept in England alone 
Ignoring the advantage of having it in India for the benefit of commerce and 
maustry. 

During the period of War when gold coins were necessary to be minted in 
India for War purposes a Branch of IWyaJ mint was opened in Bombay in 1918 
gold mohurs of sovereign weight and firieness were issued. ' 
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32. During the War period and thereafter there was complete breakdown 
of gold Exchange standard system. This system gave 1/15 value of a sovereign 
to a rupee which means value of 75 grains of gold out of 113 grains of pure gold 
in a sovereign. 

In 1918 severe silver crisis arose on account of the huge demand for rupee8 
and the United States agreed to sell to India 200 millioill ounces of Silver to 
conserve the gold supply of the United States and to permit the settlement in 
silver, of trade balances adverse to the United States. But the stability of 
Exchange has broken down and the exchange soared to giddy heights 

:m. The Babington-Smith CommIttee was appointed in 1919 as the chaotic 
condition of the system of Currency and Exchange called for an enquiry and 
suitable remedy. Sir Sankarnair complained that subordination of India to 
English commercial interests has been the general policy of the Government. 
Even Babington-Smith Committee condemned the pohcy by stating " The com­
meroial oommunity are prepared to deal with fluctuations in exchange as well 
as with fluctuations in the other elements entering into a transaction and to 
provide agaInst any risks that may arise," but they feel that If offiCial action 
intervenes to interrupt the play of natural forces and to give effect to them, an 
element of uncertainty is introduced WhICh is beyond their reckOlIling. But the 
Committee by the terms of reference were bound to suggest means for ensuring 
a stable g,old exchange standard but not gold standard. The question of 
monetary standard was not kept open as the exchange standard was to be 
assumed and the discussion of a true gold standard was not to be revised, and 
what was desired then was the stabilising of the exchange-value of the rupee 
of a suitable rate. Sir Basil Blackett might say to the unwary that there is no 
practical difference between the two. The Committee suggested raising thc 
Exchange value of the rupee on the following grounds, namely :-

(a) Cost of imported machinery will be decreased encouraging the 
establishment of new industries. 

(b) European cost of production has increased greatly since the period 
of War. 

(c) High rate of Exchange lower prices in India while benefiting the 
consumers it will also reduce the cost of raw materials to manufacturers 
in India. 

The Committee suggested fixing the rate of exchange at 28 per rupee, i e., when 
rupee silver was worth 9 annas or thereabouts the coined rupee should be valued 
at 16 annas. The burden would be mcreased by 78 per cent. by the change of 
policy since 1892 If the ryot were to pay Rs. 1,000 in silver in 1892 he had to 
pay Rs. 1,350 weight of silver or equivalent value of goods till 1921 and there­
after RJs. 1,550 weight OIf silver and by this proposal 1,780 rupees weight of 
silver in payment of Rs 1,000 In other words the public revenue (Imperial 
Wrovincial and Local) of 300 crores of the present day is 300 per cent higher 
than before the artificial exchange and 200 per cent. higher than before the 'Var, 
the people were actually made to pay 450 crores of silver tolas or equivalent value 
of goods or services to meet 300 crores of artificial rupees. 

34. The Babington-Smith Committee recommended that both the rupee and 
the sovereign are to remain legal tenders and current coins and so their interrela­
tion should be fixed and further recommended free import of gold and silver and 
a gold! mint WIth free coinage of gold subject to a coinage charge but they 
admitted the system suggested by them is no proof against a great rise or fall in 
the value of silver. They emphasised the reopening of the Bombay gold mint to 
make the gold currency available not only fQr the Government but also for the 
receipt of gold bullion from the public for coinage. 

35. There are in India about 400 crores of silver rupees though 247 crores 
of rupees might have been converted out of 647 crores of rupees mined by the 
9-overnment. The plea of the Government to meet the requirements of the trade 
IS much exaggerated but the real reason being to retain the power of divertinO' 
pa~ents of India's .foreisn balances from gold to silv~r. The rate of exchang~ 
fixed at 2s., or anythmg hIgher than the true value of sIlver is to disturb all rela­
tion~ of de~tor~ and c!editors and to increase the burden of taxpayer and to harm 
the md'ustnes m IndIa as well as exports of the country with the danO'er ahead 
of turning the trade balance against India. I:> 

. The i~~ebtedness of agriculturists now would be about.900 crores and by arti­
fiCIally raISIng the value of the rupee the Government WIthout intending it are 
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helping the creditors at the expense of the debtors. All this artificial rise just to 
meet Home charges not exceeding 50 crores which at natural and economic rate 
will not exceed the cost of 20 crores whereas the country is being mulcted to the 
tune of 100 crores annually by this artificial rise. 

36. If to meet the additional loss of 20 crores no retrenchment can be effected 
and raisin~ taxation was the only course open to the Government, even then the 
agriculturlts would be benefited to the extent of 80 crores all round after meeting 
additional reserve wanted. It is true that the consumers have to pay more rupees 
for imported article but the balance of trade being naturally in favour of India 
and most of the imported articles are used by the comparatively richer sectiq,n, poor 
would not be at a disadvantage if taxation and fiscal system is properly and 
equitably adjusted. 

37. Sale of Reverse Councils in 1921 is gigantic blunder causing loss to the 
tune of 35 crores by selling 55 million sterling assets to help persons to send their 
savings to England by giving unduly cheap pounds and partly to help the 
speculators to make a profit of 5d. per rupee and sometimes even more. No one 
can support the wisdom of these sales carried on in spite of strong opposition all 
round. Sir Malcolm Hailey had to admit that the blunder was committed. He 
stated that if other methods of selling reverse councils had been adopted depletion 
of sterling resources would have been less marked. The Babington-Smith's 
Committee attached great importance as per terms of their reference to the 
sta~ility of the value of the rupee and fixed It at 24d per rupee as suitable rate 
oIExchange though Mr. Dalal exposed the fallacy in the argument of the majority 
and I may state without fear of contradiction that alteration of India's monetary 
standard· by the Executive action of Government and general working of gold 
exchange standard during and after War to suit the administrative convenience 
and to safeguard the interest of Britain and the "British merchants have caused 
deep dissatisfaction in India. 

40. If David Ricardo's system is to be adopted in India, gold reserve should 
be in India for the backing of representative money. If there be gold currency in 
India the Exchange fluctuates only to the specie points unless there be inflated 
paper currency and cost of maintenance of exchange falls·on the taxpayer. From 
March 1914 to March 1919 trade balance in favour of India was 254 million 
sterling. If India is allowed to import gold, we would have lent to England, i'f 
necessary, or meet all external obligations whenever needed. On account of 
depreciated rupee there was great absorption of gold. We are clamouring for a 
gold currency since 1835. At present paper currency is expressed in rupees. I do 
not see why it should not be expressed in gold hereafter after settling the rupee 
exchange value for the existing obligations. One is tempted to ask whether the 
Government have any settled policy at all. I am afraid they have no policy except 
adopting principle of expediency irrespective of its morality or otherwise. 
Perhaps they have chosen drift policy on account of persistent interference of 
Home authorities. Till 1893 the Government had maintained correct attitude. 
The currency of India was on the basis of silver freely minted the gold value of 
the rupee fluctuating with the gold value of silver bullion. 

41. I do not think the present currency policy was adoptea deliberately. I 
am at a/loss to know what was the goal to which we are drifting. If gold currency 
was their goal as recommended by several Committees and advocated by the Indian 
Government, Home authorities never allowed it to India. If a rupee is a token 
coin which is virtually a note printed in silver as contended by Sir Basil Blackett, 
it is really extravagant as stated by Professor Keynes whose authority Sir Basil 
Blackett respects. 

42. Rupee contents 3/8 oz. of silver of 11/12 fineness. When standard 
silver is 24d. per oz. the cost of rupee to Government is 9·181d. and if it be 32d. 
per oz. 12·241d. is the cost of rupee. The Government made large profit by the 
coinage, for instance, from 1910 to 1912 the average profit was about 42 per cent. 
of the nominal value. 

Lord Meston stated in the Imperial Council in 1910 that we have linked India 
with the gold using countries of the world. We have reached a gold exchange 
standard. The next final step is a true gold currency. He added" I trust that it 
will not be long delayed for when it comes it will oblIterate all the mistakes, all the 
inconveniences. all the artificialities of our present system". Of course Sir Basil 
Blackett demurred from that view as he seems to be anxious to maintain at all 
hazards Gold Exchange standard. 
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43. I do not think any useful purpose will be served in referring to similar 
or analogous system imposed by political authorities over the subordinate 
dependencies, for instance, the United States introducing some such system in 
1903 into the Philippine Islands and in Mexico and Panama under United States 
influence Government of Siam, adopting it. The French introducing it in Indo­
China, British Colonial Office introducing it in the Straits Settlement and also 
into the West African Colonies and in Java under Dutch influence. Whether the 
system is similar in all particulars and how the subject races are faring is of no 
consequence when this Committee is asked to recommend what is good for India. 

4\. If rupee is a note printed on silver irrespective of the value of the 
metallic contents thereof large economies may be effected by the use of some 
cheaper substitute than silver. Professor Keynes thinks gold currency is wasteful 
and extravagant and it would diminish and not i"ncrease the stability of the 
currency system as a whole. His view is not accepted by Britain when it recently 
introduced gold standard in fact as well as in name by removing all distinctions of 
sterling and bullion. British Self-Governing Colonies established gold standard. 
After all, during the last 60 years, India absorbed about 300 million of gold. Other 
countries have comparatively absorbed much more. If we have to take balance of 
trade into consideration we notice pre-war period annually 78'27 crores of rupees. 

Crores. Ra. 
War period annually 76 34 
1919-20 + 12599 
1920-21 -77'55 
1921-22 -2020 
1922-23 +90'01 
1923-24 + 144'62 

Practically in all the years, we have favourable balance of trade in India except in 
the years 1920-21 and 1921-22 to the extent of 97'75 crores. Therefore, we may 
conclude generally that we shall have favourable balance of trade. We may notice 
that currency notes with rupee obligations are in circulation of 185 crores of which 
160 crores of notes only are under active circulation. 

45. We would naturally expect the State to provide means when there is 
demand for currency that demand will have to be supplied automatically and not 
at the discretion of the Executive authority. The Government should take the 
final step of announcing gold as the standard coupled with the correlative obli~a­
tion to give gold for silver coins at the rate fixed by them. When coin IS a 
circulating media certified by authority, any arbitrary ratio fixed which is 
divergent from the market ratio of the day will never have stability, unless the 
Executive keeps the power in their hands to manipulate the exchange value by 
artificial rise of the value of the coin by creating scarcity. No self-governing 
people would tolerate such interference by the Executive except on occasions of 
emergency such as war. Since 1893 exchange value of the rupee has been at the 
mercy of the Executive in India. So long as the country is ruled by alien authority 
it adds to the burdens of the people. 

46. Why should anybody suppose that what is good to every other country is 
bad to India alone 1 Has any country attempted to stabilise the prices of com­
modities by manipUlating the exchange price of standard coin 1 Why should our 
Government alone be so solicitous as to prevent the rise and fall of the prices of 
commodities 1 Prices are simply the numerical expression of the ratios of 
exchange between every other commodity and the standard commodity. Whenever 
the worth of either commodity changes, ratios will change, i.e., prIces fluctuate 
If an element of uncertainty in value is introduced into the standard commodity 
not on account of economic causes but at the sweet will and pleasure of the 
Executive, greater uncertainty would be the result. It is true, stable standard is 
very difficult of attainment. When we adopt the same standard which is adopted 
in other commercial countries, uncertainty is minimised to a greater extent. Of 
course, market price of any commodity depends not only on the demand and 
supply of that commodity as well as the demand and supply of the standard com­
modity say of gold which is utilised for the purposes of art and currency. If we 
add to this uncertainty another commodity as secondary standard such as credit 
instruments or sterling drafts or token coins of unlimited legal tender, its 
depreciation adds to the price. Statistics of average prices indicates changes in 
the purchasing power of the unit of value brought about by various causes as weH 
as demand and supply of commodities whose prices are enumerated. 

47. It is true Professor Keynes is fond of "managed currency" of which 
gold exchange standard is an example. The Currency Committee appointed in 
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England unhesitatingly declared against it. The alternative for the gold standard 
of substituting price level of commodities in general for gold as the regulating 
principle of tlie currency is condemned as being impracticable. As Mr. 
McKenna has pointed out that the gold standard was itself the best regulator 
of prices that it was an international measure of value common to all and 
mutually and universally accepted that it was automatic in operation and that 
it relieved the central currency authority of responsibility which might not always 
be dIscharged with the knowledge and Judgment indisJ?6nsible for the prosperity 
of thf national trade and Mr. Goodenough of Barclay s Bank also stated that a 
free gold market for London was the surest guarantee for stability in world prices 
and for confidence both of which were essential to good trade. Let us not play 
the }Jart of King Canute to stem the tide of ocean waves as to stabilise the prices 
of commodities by financing expert's magic wand. Let us follow the example of 
others of adopting genume gold standard instead of adopting any spurious 
imitations thereof. 

48. Mr. Arthur Kitson, in the September number of the 19th Century under 
the heading of the gold standard experiment, condemned in scathing terms though 
not convincingly, of the introduction of the gold standard. As pointed out by Mr. 
Frank Morris in October Number of the same journal, the Government of Britain 
did not solely depend on the recommendations of the Cunliffe Commission but 
their views were reinforced by the unanimous reports of the Brussels conference 
and the International economic conference at Geneva together with the support of 
leading European economists such as Professor Charles Gide, Gustav Cassel and 
A. C. Pegore. Mr. Kitson seems to be in the wrong in asserting that those who 
advocate gold standard try to stabilise absolutely monetary system by tying money 
to gold. As I have stated above absolute stability is impossible but uncertainty 
is minimised as all commercial countries are adopting gold standard and hence 
there would be minimum of exchange difficulty so long as honesty and accuracy is 
guaranteed in minting the standard coin. I fail to understand the scientific 
currency spoken of by Mr. Kitson. He wants that money may be regarded as a 
scalf on which the values of all commodities are indicated and compared. As 
Mr. Morris puts it that it is a scheme for relating the" paper" pound to some 
index-number representing the average value and price of certain essential 
commodities such as wheat, clothing house-rent instead of gold. For a layman 
like myself it is difficult to understand how foreign exchange troubles would be 
avoirled by use of paper money regulated by index numbers for securing stability 
of internal prices. Whether prices of commodities can be stabilised at all, is a 
moot question, when prices de:pend generally on effective demand and copious 
supply. I regard this scientIfic currency as scientific frontier advocated by 
military experts which is utopian in the extreme. As Mr. Morris puts it, it is 
unstable in itself and non-international in practice, if paper money is to be 
regulated by index number of prices which we are told .. are never accurate in 
their decimals and rarely in theIr units ". 

We need not worry ourselves with this academic discussion when Britain 
refused to follow the guidance of these Financial experts. Gold is a precious metal 
universally acknowledged and adopted for exchange purposes, in all civilised 
countries at the present moment. I have great doubts about the utility of managed 
currencies but am quite sure of its dangers when the Government which manipu­
lates the currencies is not responsible to the people who will be affected thereby. It 
is too late in the day to place Indian currency on silver basis when India has export 
and import trade to the extent of 700 crores annually besides large large amount of 
several hundred crores of rupee obligations and coins whose value, if fixed on the 
market price of silver bullion, would cause consternation and if fixed at the 
artificial manipulated value it would be ruinous to several parties concerned. 
Henre, I have no hesitation to recommend genuine gold standard accompanied by 
gold currency with subsidiary silver token coins at the fixed ratio, which should 
never have unlimited legal tender. 

49. Our troubles will not end by the adoption of gold standard merely. Even 
if we adopt sovereign or mohur of equal weight and fineness as our standard unit 
and receive gold bullion into the mints in India for free coinage, after taking sa, 
1 per cent. of seigniorage charges, of standard coins, as the existing currency IS 

practically based on silver we have to provide for the convertibility of existing 
silver obligations. There will be no difficulty of sterling debts as sterling and 
BulliOlIl is at par now we have to pay both the principal and interest in gold. 
What should be the ratio to be adopted for converting rupee obligations such as 
Government rupee bonds as well as currency notes and rupees and half-rupees in 
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circulation. If we have to adopt the standard prevalent prior to 1893 of giving 
market value of silver of equal weight per every rupee obligation or coin, there 
would be uproar throughout India as contractual obligations entered into within 
the last thirty years will have to be radically changed to the detriment of 
cleditors. If on the other hand we have to adopt for convertibility the present 
artificial value of the rupee we are unnecessarily adding to the burden of ta.x:­
payers and debtors without any sound reason whatsoever. The only feasible 
course seems to be of issuing currency notes of a £ and 2! and 5 and 10 and £100 
and £1,000 by converting rupee notes at Rs. 15 per pound. In case the Home 
authorities obJect for any rea£lon whatsoever of mintmg sovereigns of the same 
weight and: fineness in India, I would suggest minting gold mohurs of the weight 
of sovereigns with the same fineness of gold and then currency notes have to be 
issued instead of in Pounds but in Mohurs of the same value at Rs. 15 per mohur 
of wei'ght and fineness of a sovereign. 

5~0. Similarly Government Bonds in rupees should be converted into Govern­
ment Bonds in Mohurs or sovereigns as the case may be at Rs. 15 per mohur or 
sovereign bearing the same rate ot Interest. About 400 crores of rupees seems to 
be in circulation. About 300 crores of rupees should be gradually converted into 
20 orores of gold coins Mohurs Olr sovereigns and the remaining 100 crores of 
rupees should be left as token coins bereft of unlimited legal tender but limited 
to the extent of Rs. 100 only by appropriate legislation. It is true by demone­
tising silver in India, silver price would go down to some extent. It could not be 
helped. Services should be paid in currency notes 0[ gold value. There should be 
universal convertibIlIty in India of Gold Standard coins and silver token rupees 
and half-rupees as well as exchangeability everywhere currency notes of gold 
value throughout IndIa, while Government undertaking to supply gold or 
currency notes of gold value mterchangeably. The mints should be opened in 
India to receive gold bullion and supply gold mohurs or sovereigns after realising 
seigniorage charges freely. All direct and indirect attempts of preventing import 
of gold into India should be stopped and duty of 15 per cent. should be imposed on 
on all silver Bullion imported mto India for a period of ten years till the new 
monetary system established itself firmly by preventing the flooding of India with 
cheap silver, whIle allo.wing the import of gold free. Silver in India for internal 
use would be appreciated by 15 per cent. for a period of ten years and large 
quantity would 00 converted: into gold. All Government dues should be made 
payable in gold coins and ourrency notes of gold value -at Rs. 15 per standard gold 
coin, solVereign or mohur These alone should have universal legal tender. All 
contractual obligations entered into by all parties, public or private have to be 
discharged in Gold Standard coin or notes of gold value at Rs. 15 per sovereign 
or Mohur. Currency reserve both of paper and gold should be kept in India alone 
and silver co,in and Bullion should be replaced by gold as quickly as possible as 
gold is available. Home charges should be met from time to time by the Secretary 
of State issuing gold drafts on India payable by the Government in gold currency 
or currency notes of geM value when gold is deposited into the Bank of England 
for the credit of the Secretary of State by the merchants in England at par value 
plus transmission charges. Similarly the merchants in India might be similarly 
afforded! trade facilities when gold is deposited in the Public treasuries in India 
at par value plus transmission charges when Banks of Exchange and the Imperial 
Bank cannot cope wlith it. I am sure within ten years all exchange difficulties 
would cease, embargo on import of silver may be removed, if it is not necessary for 
revenue purposes Any deficiency of Government Revenue has to be met with by 
economy in expenditure and equitable adjustment of taxation in the best manner 
possible. I agree with Mr Kitson in two of his statements that we should not 
~ave any fraudulent standard either for internal or external purposes and the 
mterests of any special class should not be given prominence or predominance in 
determining! the Government policy either in adjustment of taxation or fixation of 
curr~:r:cy stand~d. But I oppose all managed curr~ncies on the pretext of 
8tabIl~ty of prICes ~ I am !'ure Gold Stand_ard mamtains automatically the 
equalIty .of InternatIOnal prICe levels. As we have generally foreign trade 
bal~nces In our favour there will be no aifficulty in importing gold to the extent 
desIred. I: shall be happy to supplement my observations by oral evidence 
w nenever desired. 
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APPENDIX 35. 

Statement of evidence submitted by Mr. B. Ramachandra Rau, of Calcutta. 

I.-INTRODUCTORY. 

The main reason why the Indian Currency System has failed to give entire 
satisfaction to the producers, consumers and the Government is that the expansion 
of currency, credit and capital, which are primarily the result of an organised 
capital market, does not meet the demands made by the different producers. While 
an industrial revolution is being slowly worked out and large-scales production 
under a ca'pitalistic regime is coming gradually into existence the needed cur­
rency credIt and capital expansion is not at a rate satisfactory or conducive to 
the mterests of the producers. What is needed is a commercial revolution to 
synchronise with the mdustrial ex{>ansion going on in the country. In the western 
countries the commercial revolutIon, consisting of the improvements in com­
munication and credit machinery, came at about the time when industrial 
organisation, based on a capitalistic regime, was establshed as the main feature 
of social economy. Between 1840 and 1880 a great commeraial revolution, 
annihilating distance and expanding credit machinery to suit the growing needs 
of the expanding industries, took place. It is the lack of such an expansion irl 
this country that is sometimes felt as a handicap by the producers. The cotton 
mill-owners do not complain of the excise duty alone, but many others, one of 
which is the lack of cheap credit. The expansion of capital, credit and currency 
to meet the effective demand for them is one of the chief features of a good cur­
rency system, and this feature is entirely lacking in our system. 

The currency problem of any country is essentially an international problem. 
An effective solution can be reached only out of international co-operation. The 
prices ruling in one trading country cannot but be influenced by the prices pre­
vailing in the other trading countries. In India the price of steel is subject to 
the competitive influence of steel produced in Belgium, England or the United 
States of America (custom house barriers and transport costs being taken into 
account). Of late there has been a strong tendency towards a common level of 
prices in all the trading countries, due allowance being made for differences in 
tariff and cost of transport. Even in the case of those countries which have not 
the same standard the link tends to be established, though perhaps it may be less 
direct. Bearing this in mind our currency policy should be so framed as to allow 
the free play of these world influences in the sphere of currency 

1I.-THE PRESENT CURRENCY SITUATION. 

A. The silver rupee continues to be a note printed on silver. As regards its 
convertibility into gold for internal purposes there is no law assuring the people 
that it would be converted into gold at any fixed ratio. Owing to the fall in the 
price of silver the silver rupee has once agam become a token coin. It is unlimited 
legal tender. It is still the preponderating medium of exchange. 

D. The English sovereign is unlimited legal tender at the rate of 2s. gold to 
the rupee. This fictitious ratio is not, however, effective, i.e., no one would take 
sovereIgns to the Government and take 10 rupees in return for the same. In the 
market roughly rupees 13 odd would be obtained for it. 

C. The paper currency convertible into the silver rupee is strictly regulated 
and issued by the Government according to the terms of the 1861 P.C. Act and 
the various amendments passed since this period. Some amount of elasticity 
has. however, resulted by the recent amendments of 1923 and 1925. 

D. Bankers' cheques, drafts and bills of exchange, national and international 
credits and other negotiable instruments that might be created are not circulatin'g 
outside the Presidency towns and the port cities. The banks are not endowed 
with the privilege of issuing notes. 

. E .. The expansion and contraction of currency can be brought about by the 
dIscretIOn of the Government alone; the banks' power in this matter' is very 
limited. The only amount of elasticity which the banking system under the 
guid~ce of the Imperial Bank can bring about is l~mited aC90rding to the 
prOVISIons of the P.C. Amendment Act. As the fidUCIary basis of the P.C. can 
be expanded from the 85' crore (Rs.) limit to 100 cs. by the Government, this lies 
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purely in the hands of the Government. More rupees can be released in India from 
the P.C. Office against the British securities placed in the P.C. reserve. Thus the 
Government is at present managing the system according to their ideals . 

. F. ~t la~ks, however, stabpit:y of purchas~ng power, though, of course, our 
prIce oSG,llIatlOns are not SO varIed III nature as III the case of the western countries 
that have not returned to the gold standard. 

G. 'A word is needed as regards the position of gold in our currency system. 
Gold is used for hoarding purposes. The use of the token rupee with its low 
intrinsic value, combined with other causes, has led to the hoarding of wealth 
which ought to have been released as industrial capital. Any currency system 
that is to be devised in the near future should facilitate this purpose of con­
verting the savings into industrial capital. 

lII.-THE INTERMINGLING OF EXCHANGE PROBLEMS WITH CURRENCY. 

. Economically speaking, th~ stability of exchange is not of such far-reaching 
importance as the stability of prices. There are several advantages resulting out 
of stability of prices. The stabilisation of the labour market, the maintenance 
of a steady output of industry, and the encouragement to the investors are some 
of the prominent advantages resulting out of comparative stability of prices. 
Without this stability in the price level of the country it is difficult to attain a 
stable level of exchanges, for, as Professor Cassel has pointed out, the level of 
exchanges Gorresponds to the purchasing power par. Frequent changes in the 
price level of the country cannot but influence the level of the exchanges and make 
it impossible to make any accurate forecast of economic and business conditions. 
But in the case of India the Government has undertaken the management of the 
exchange value of the currenoy, considering it to be more important than the 
stability of the commodity value of the rupee for internal purposes. Since the 
fateful years 1872-1892, during which period the Government suffered so much 
on account of the vagaries of the falling exchange, the exchange value of the 
rupee is d'eclared to be of tremendous importance to the country. The Chamber­
lain Commission has been voicing a similar opinion. It was only the recent 
Babington-Smith Committee that reversed this opinion, and declared that 
exchange stability is only an important facility and not an absolute essential. 
Exchange stability can be secured a~ a bye-product if we secure price stability 
in the first instance, exchange being the result of the relative price level of the 
different trading countries. State control of exchange without controlling the 
price level would lead to several defects, as has been noticed in the case of India. 
From 1900-1913 India enjoyed stability of exchange (barring 1907-08), but this 
has been accomplished by placing more rupees and inflating the Indian price level 
at the ports to the level prevalent in England. Thus has the rise in the exchange 
level has been checked by creating more rupees or currency. The Government only 
failed in this task during 1917-20, as the rise in the price of silver was quite 
unprecedented in the annals of the history of silver. Even if the Government 
!!ucceeded in placing rupees at the old rate they would have disappeared, and the 
ultimate raising of the value of the rupee was inevitable. Stability of exchange 
means also that the Government should be in a position to prevent the exchange 
value of the rupee from falling below the accepted rate. This they failed to do 
during the days of 1920-21. Thus a rise or a fall in the exchange value of the 
rupee is possible under certain circumstances, and this has to be reckoned, as 
India would not always be in a position to enjoy a favourable trade position. In 
spite of the massed reserves behind them the Government might find it an impos­
sible task. What is required is a sacrifice of this ideal, i.e., that exchange 
stability is more important than the stability of the price level. With the follow­
ing ordinary checks tolerable stability of exchange can be obtained. (1) Arbitrage 
carried on by international bankers and financiers. (2) Straddling, Le., taking 
advantage of differences in the real value of long-bill and short-bill quotations. 
(3) Forward exchanges spreading the demand for funds over a longer and there­
fore stabler period. (4) Finance bills. (5) Prudent manipulation of the Bank 
Rate. Thus exchange can be safely allowed to rest in the hands of the exchange 
bankers, whose main duty would be to impart a tolerable amount of certainty 
to the exchange value of the currency unit. From the standpoint of obtaining 
capital also the stability of exchange is not so important at present, as the foreign 
capitalists would be too busy with plans of economic reronstruction of their own 
country, and would have little to spare. Stability of exchange is important only 
from the standpoint of the Government, as it is saddled with the task of meeting 
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the home charges, and, a fluctuating rate of exchange would introduce uncertainty 
in the matter of framing the Budget. An uncertain exchange situation would 
make the Budget a gamble in exchange. But it is not an impossible task for the 
Imperial Bank to lay down the requirements of the situation in England when it 
is allowed to handle general foreign exchange as a part of its routine bus~ess. 

IV.-Or'H.ER DEFECTS OF THE GOLD EXCHANGE STANDARD. 

(1) It has been already pointed out that there is less stable purchasing power 
attached to the rupee. The rise in prices is inevitable if a rise in the exchange 
value of the rupee is to be prevented. The Gold Exchange Standard has thus 
an inherent tendency to inflate the price level. This creates specific depreciation 
of the rupee in terms of gold and tends to affect the level of the exchange value 
itself. It is one of the aXIOms in the economic field that the standard coin should 
have stable purchasing power over commodities. This the rupee fails to possess. 

(2) It leads to an accumulation of the reserves in a foreign centre for the 
purpose of its bein~ used once in a decade when the unfavourable balance of 
accounts has to be hquidated. As there are other means to do the same thing 
it is uneconomical to hoard so much of the different reserves in a foreign country. 

(3) It encourages hoarding on the part of the people, as the standard coin is 
a token one, possessing very little intrinsic value, and is itself not convertible 
into gold. It has tended to keep gold out of employment. 

(4) The sale of Council Bills releases ru1?ees in India, and this expansion of 
currency takes place after the event of financmg the exports. The gold standard 
reserve is the only reserve for expanding the currency. Quite recently some 
amount of elasticity has been imparted to it. 

(5) There is no automatic contraction of currency under this arrangement. 
Tht' rupee is not only a national coin circulating in India alone, but it is neither 
meltable nor freely convertible into gold. 

(6) It has often been designated as a managed system. Although there is 
nothing wrong in the mere fact of management everything depends on the fact 
that it impedes the automatic working of the natural forces. Suppose England 
is indebted to us and pays it in the shape of sterling to the Secretary of State for 
India. Rupees will be issued here, and there is an expansion of the price level 
in this country. The pri~ level of England suffers no change, as gold has not 
left its shores, but allowed to lie in the hands of the British bankers. 

(7) It impedes the people from obtaining gold to the full extent of the 
favourable balance of accounts. The unlimited sale of councils to liquidate the 
balance forces the country to absorb it only in the shape of silver. 

(8) The locking up of the reserves in separate vaults for different objects 
only tends to withdraw these much-needed funds from the capital market of the 
countrf. The credit structure that can be raised on reduced cash holdings is 
accordmgly of a smaller magnitude than it would have been possible for the 
banking system to raise if these had been amalgamated. 

(9) It renders possible the spiriting away of reserves from the country by 
the sale of unlimited councils. The cash balances of the country can thus be 
transferred from the country on the pretext of strengthening the hands of the 
Secretary of State for India in the credit market. 

(10) It has unfortunately created a feeling of class hatred among the different 
members of the oommunity. The exporters always considering a low exchange 
and stable exchange as the sine qua. non of their very existence blindly oppose a 
fluctuating or higher exchange which the oonsumers might require in order to 
save them from the disastrous effects of rising prices. The general taxpayers 
also would obtain a relief from taxation to a certain extent by pitching upon a 
higher rate for the rupee than a lower one, as the Government has to convert its 
rupees for paying its sterling obligations in England. • 

(11) The Gold Exchange Standard system is after all a half-way ideal, and 
the real goal of the I.C. system is to have an effective gold standard with gold in 
circulation. (See Sir J. Meston's Budget speech, 1910; see also the Government 
of India's Despatch to the Secretary of State for India, 16th May, 1912.) 

Even the supposed advantages of economy, convenience in transport, cheap­
ness and stability of exchange conditions are seriously disputed by some of the 
critics of the system. 
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(1) It is not economical, as it necessitates the laying down of reserves, and as 
these are being frittered away at some time or other in the vain endeavour to 
make their rate of exchange effective. 

(2) The addition of interest to the reserves is considered as an advantageous 
thing But these lie in an unproductive manner by being compounded in the 
reserves. 

(3) The so-called stability of exchange is liable to break down under certain 
conditions. 

\(4) It is considered as eminently suitable for the debtor countries like Indil 
to discharge their obligations by this method of concentrating their gold for 
international purposes. India is now a creditor country even after paying the 
home charges and liquidating the debits against it. 

If the Gold Exchange Standard system is not after all an ideally devised 
and scientific system it has to be discarded, and the other alternatives have to b~ 
briefly considered The possibility of re-establIshing the SlIver standard, the 
possibility of establishing a managed standard as recommended by Fisher or 
Keynes and the resumption of the gold standard has to be examine-d at this stage. 

V.-ALTERNATIVE STANDARDS. 

(iA) The Silver Standard.-Though silver eminently suits the requirements 
of the population, still it is too late to think of reverting to the silver standard 
for the follew-ing reasons: (1) SlIver production is apt to be restricted in the 
future. From 1914 the production of silver has been steadIly falling. (2) All 
other countries have selected gold as the standard, and the liquidation of the 
balance of accounts would become complicated, specially during the years of 
unfavourable balance of accounts. (3) It would involve a change in the standard, 
for, officially speaking, the gold standard has been supposed to be in existence in 
India already. (4) In the purchase of silver the India Government would become 
a prey to the ring of silver speculators in England and America. 

(B) The Fis.her I deal-Adopting the fixed monetary stick as the desirable 
ideal that a country has to achieve he proposes to obtain it by calculating an 
official index number of prices and adjusting the official weight of the currency 
unit at which the Government would issue gold certificates to miners or redeem 
them for jewellers. That this system can be applied to this country has been the 
opinion of a few thinkers, but unfortunately the Indian people, who do not under­
stand the measure, would consider that the index number is being manipulated 
by interested parties, and after all the alteration of the supply of money would 
take place after a change in the price level. 

(C) The Proposal of Keynes ana other Currency Reformers.-These 
reformers propose to attain the stability of prices by influencing the 
monetary factor. Many causes, monetary and non-monetary, exercise their 
influence on the price level. They wish to control the price level by 
exercising pressure on the monetary situation. Prices generally depend 
on the relationship between money and goods. Money being understood 
not in the sense of metallic money alone, but in the sense of total pur­
chasing power, and may consist of metallic money and of credit acting as substi­
tutes for metallic money. The real meaning of stability of prices is to 
stabilise the relationship between money and goods. If the stream ana flow of 
goods entering into the market is ascertained, and if the volume of money is made 
to correspond with this stream of goods; the level of prices tends to be stable. It 
is a well-known fact that in our modern industrial society the banks create the 
major portion of the purchasing instruments. The creation and cancellation of 
all purchasing power is done by the banks. If only this policy of creating credit 
or restricting credit can be controlled in the real interests of society the main 
objective of the reformers would be achieved. The expansion or contraction of 
credit has to be so devised that the total stock of money is made ~qual with the 
volume of goods, manufactured by the entrepreneurs of the society The supply 
of credit is to be regulated by the central bank's discount rate. The entire 
banking policy of a country, says Professor Cassel, must have no other economic 
goal than the stabilisation of the price level. Professor Keynes goes a step 
further than Cassel, and says. that "in countr~es where a centralised banking 
system does not exist this policy cannot he pursued with advantage." But" they 
need not despair," says Keynes. They have only to secure a stable exchange value 
of their currency in another country's currency whose internal value is stahle. 
Mr. Keynes suggests that the U.S.A. and England should separately endeavour 
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to secure internal stability of price level, and other countries might then con­
venie.ntly use the dollar and th.e pound ster1mg as a basis for the stabilisation 
of their exchange rates. Thus stabIlity of their price level can be obtained. 
Only: if one large country or two large countries were to stabilise their currencies, 
and other countries were to stabilise their exchange rates with these countries' 
currencies, international stability of prices can be obtained. Though Keynes 
has worked out his policy for the stabilisation of prices in an elaborate manner 
the best exposition of this policy of attaining economc stability through monetary 
regulation and credit control IS furnished by Carl Snyder. ~ccording to him 
there are three definite stages in the policy. Firstly, the stabilisation of the price 
level should be set down as the correct object. A definite norm has to be 
established, and 3 per cent. variation has to be allowed. Secondly, the principal 
means that should be adopted to secure this object are the manipulation of the 
rediscount rate of the F.R. Board, as done in 1923, and the purchase and sale 
of securities by the F.R. banks. Thirdly, satisfactory information as regards 
the price level has to be gathered and forecasting indices have to be constructed 
to permit" anticipatory" action to be taken in the application of the above 
measure. This is to enable the F.R. Board to take preventive action instead of 
compensatory action after the prices have changed. To forecast the future trend 
of prices he depends chiefly on the index of the volume of trade and the index: 
showing the rate of turnover of average bank deposits. This part of the proposal 
is certainly a definite step in advance which he has made beyond Professor Fisher's 
suggestion, and inspires one with the fond hope that success might be achieved 
by this sort of action. The Bank rate can control credit and through credit 
prices. But this monetary brake has to be judiciously applied at the psycho­
logical time, so as to prevent the boom of WhICh the trade depression is only the 
inevitable reaction. The banks can not only cheGk unhealthy expansion of trade, 
but they can avert a possible monetary CrIsis and stimulate business expansion 
durin~ days of depression. The banks can give" castor oil " to cure the" con­
stipatIOn of congested currency." The lowering of the Bank rate, coupled with 
the policy of pushing the deposits into circulation, would tend to business expan­
sion. Though no absolute stability might be obtained by the Bank-rate weapon, 
still its judicious use would restrict the fluctuatjons to a narrow limit. 

This bank rate weapon cannot be thought of lin this country, as the banking 
system does not control the volume of currency created in the community. This 
requires careful management of credit, and it would be useful only in those 
countries where credit performs 98 per cent. of the exchange transactions in the 
society. 

Thus all the proposals for an alternate standard to the gold standard system 
are difficult and impracticable at the present level of the banking system of this 
country, and unless it has been improved to a great extent we cannot hope to 
think of controlling the credit policy of the banks and achieve tolerable stability 
of the price level. 

VI.-THE GOLD STANDARD SYSTEM. 

All other countries have returned to the gold standard. By April 1925, 
England, Australia, New Zealand had returned to the gold standard. Holland, 
Sweden, Germany, the U.S.A. and the whole of the British Empire are on the 
~old standard basis. Gold has once more become the medium through which the 
mternational payments are being effected. Even the enlightened people of 
civilised countries have no faith in the schemes for managing the currency and 
they have" no faith in the Treasury activities in the direction of controlling 
the currency standard." Popular sentiment in this country has been leaning 
more towards the direction of possessing the gold standard and, in the domain 
of currency, popular prejudices and popular sentiments have to be respected. 
The economic ideal might be scientific, practicable and advantageous to the com­
munity in the long run but an enforced realisation of the ideal against the popular 
current .is on~y to court ~isaster or failure. The restor.ation of the gold standard 
system IS the only practIcable measure that would satIsfy popular wishes. The 
irrelevance and the artificiality of the gold standard are well-known to need 
any comment from me. It does not secure stability of the price-level. It leads 
to a waste of the useful commodity as it is used as money. Against these two 
disadvantages might be placed the following advantages which would result out 
of the restoration of gold standard system in this country. It would tend towards 
an unlocking of the small hoards and their being utilised as industrial capital. 
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It affor.ds the nee.ded impetus ~o ind?-s~ry. It wou.l~ link this cOuntry with the 
gold USIn~ ~o?-ntfles and establIsh a lImIt to the pOSSIble fluctuations of exchange. 
It would IDltla~ a ~arallel move~ent of pri.ces in ou~ count!y following generally 
the course of prIces m the gold USIng countrIes. IndIa's gOIng over to an effective 
gold standard would lead towards mcreasing the demand for gold and the value 
of gold would not fall if the Eastern nations are allowed to absorb the annual 
prod?-c~ion of ~old to a ~rtain extent. If the gold production were to be heavy 
and ~f lIl~ustrial productIOn were not t<;> increase there would be a fall in prices 
and\ It mIght act as a check to productive enterpri~e. Even if gold production 
were not to be the same as in the pre-war years still the western countties after 
the recent ed~cation in the use of paJ.>er wo?ld certainly economise the stock of 
gold and reqUire Jesser reserves for theIr credIt structure than before. This would 
throw a large stock of gold on the market and unless absorbed by the East there 
would be a fall in prices. This is not desirable. India's going over to the gold 
standard system would tend to balanc~ .and augment demand and keep up the 
level of the value of gold. The restoratIOn of the gold standard means literally 
fulfilling.a promise which the G?vernment made l~ng ago and in these days when 
the prestige of the Government IS at a low ebb thIS step would go a Jong way in 
reviving the lost faith of the people in British justice. Gold is considered as 
the. sign and symbol of political freedom by our peoI,>le and when it is easily 
avaIlable to them whenever they require it they would gIVe up the hoarding habit. 
The drain of consumption would still have to be reckoned if gold coins are placed 
in the hands of the people. This can be given up only when social advance and 
enlightenment has gone a great way in our society. The insecurity of' the 
individual earnings from being amalgamated or compounded in the joint-family 
property, the anxiety to make proper provision for the future on the part of ou'r 
women as they are deprived of the means of earning their livelihood and the 
necessity of its use in certain social circumstances have led to the absorption of 
gold to a certain extent" It is not the removal.of the token rupee alone that would 
establish the habit of circulating the gold coins, but certain of these other forces 
that conjointly act in making the people lock up their wealth in the shape of gold 
have to be simultaneously attacked. The demand in India is more for the metal 
gold than for the gold coin and hence these would find their way to the melting 
pot or fall into the hands of the bullion dealers. It might be stated that the 
use of coins can be brought about by making it compulsory that gold coins alone 
should be used in the payment of land revenues, excise duties, customs, railway 
and irrigation dues. This has been done by America during the Civil War when 
the Custom duties had to be paid in gold. This would, however, place a great 
hardship on the poor people. Hence there is not much possibility in succeeding 
from making the people melt the gold for their social or religious necessities, 
Like the other gold standard countries India would have to economise the use of 
gold by means of paper based on gold and convertible into gold with the least 
possible delay or obstruction. Cheques as well as bank notes can be relied upon 
for this purpose of economising gold. But this can be realised only under a 
thoroughly organised banking system under the effective supervision of a Central 
Bank. Without this organisation it would be difficult to operate successfully do 

gold standard system making great use of gold coins. The matter would have 
been simple if -the gold unit were to be a suitable megium for the country but 
considering the low level of our incomes and the low cost of our basic requirements 
no gold coin can afford to oust the present silver rupee from circulatIOn. The 
problem of the rupee complicates our currency question and as a good number of 
these coins are in circulation or placed in the ~ands o~ the ~ople and as these 
possess unlimited legal tender any change affectmg theIr posI.tIOn would have to 
be seriously considered. Under a gold standard system, SlIver or any other 
metal cannot be unlimited legal tender. It might be used as subsidiary coin but 
its status has to be definitely reduced to the one of a token. coin. It is ine"!it~ble 
that the silver rupee would have to be declare? as a t~ken com and declar~d I!m!ted 
legal tender and just as the present .token c~)lns are Issued by the State m h~lted 
quantitJies they would have to be ISSUe? m the future. b~~ any enla~ged Issue 
would tend to drive out the standard com. As the pOSSIbIlIty of makIng profits 
is great there would, be a tendency to ov~rissue th~m.; hence t~e ~st. possible 
course is to stop mintmg the rupee and ma~mg the eXlstmg quantIty h~Dlted legal 
tender so that t}leir value would not be adversely affected. For commg over to 
'the gold standard the present privileged position of the rupee has to be curtailed. 
A country can be said to possess really a gold standard whenever gold monef is 
available to the people on demand. Practical conversion and mere theoretical 
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authorisation of its availability is the touchstone of an efficient gold standard 
system. The people should possess the right to coin their gold bars or bullion 
into standard money. Whether the state bears all charges under the free and 
gratuitous system of coinage or charges brassage-a cost just enough to cover 
the expenses of minting it is immaterial but rit is one of the inalienable rights 
of the people to coin their gold into legal tender money. So far as external 
relations are concerned the people possess the freedom to export or import gold 
out of the country. They also possess the freedom to melt all the gold coins they 
desire for industrial purposes. Until these rights are assured to the people there 
can be no effective gold standard in our country. 

VII.-THE ADOPTION OF THE GOLD STANDARD. 

Several writers have commented in great detail on the necessary steps that 
India has to take in going over to the gold standard system. The first essential, 
as has been already pointed out, is to destandardise the rupee. It must no longer 
be unlimited legal tender. Its coinage must no longer be unlimited as at present. 
Gradual demonetisation of the rupee is the thing required and a progressive 
gradual delimitation of the legal tender quality has to be arranged. For the first 
few years the limit might be fixed at a higher figure and gradually the limit might 
be lowered say to hundred rupees. It is not essential to undertake the conversion 
of the existin~ stock of rupees into the standard gold coin to be adopted. The 
principle of lImitation would ensure the steadiness of its value. 

Secondly mohurs and half-mohurs of the same weight and fineness as the 
British sovereign and half-sovereigns should be minted and declared unlimited 
legal tender. The increase of population and expansion of the business needs 
of the community req¥ire an annual addition of stock to currency and 
this addition in the future would have to be made in gold. 

Thirdly, the note-issue has to be handed over to the Imperial Bank and the 
paper currency reserve has to be amalgamated with the bank reserve. The general 
fabric of the banking system of this country has to be improved on the lines stated 
in my book, " Present Day Banking ~n India," and if one closely examines the 
recommendations of the External Capital Committee, one would find a close 
parallel between the recommendations made by it and the outline of suggestions 
that I have drawn. (See Banking Reform, ch. XII-of my book, "Present Day 
Banking in India.' ') . 

Fourthly, if the Government were to decide upon fixing the exchange ratio, 
the future ratio of exchange between the rupee and the mohur, it has to take into 
consideration the future possibilities of gold and silver production and carefully 
fix the rate. The old rate of Rs. 15 to the sovereign need not necessarily be 
accepted. The recent rise in the gold value of the rupee should not b~ 
unnecessarily lost sight of or given up for the old rate. 

But for exchange purposes the gold standard system would automatically 
link our standard with the other gold standard countrIes. By the free inflow and 
outflow of gold bullion and the mohurs the international payments can be affected 
smoothly and in the days of adverse balance of accounts the holdings of foreign 
securities held by the Imperial Bank in the foreign contres would have to be 
melted as the occasion arises. 

VIII.-OrHER INCIDENTAIJ MEASURES. 

Until the banking system is perfected and the people have learnt the value 
of the banking habit the operation of the gold standard which is nothing but a 
goldless gold standard would not function smoothly. An immediate going over 
to an effective gold standard would cause inconvenience to the Government for 
making the necessary gold available, i.e., if paper currency were declared 

. convertible into gold there is not the 50 per cent. of gold required as the reserve. 
The conversion of the silver into gold would involve heal1J loss. But if the 
people are educated in the matter of their currency habits by a sound banking 
system it would enahl~ the banks to get on with small reserves and depend on 
the •• psychological reserve ,. or confidence in the minds of the people. 

Secondly, the Government must begin to hoard gold in the reserves and as 
soon as th~ !~serve positio~ as composed in the gold stock is great the 
free con,:ertIblhty o~ rupees mto gold can be ~ndertaken. But this, as stated 
already, IS not essentIal for the present declaratIOn of adopting the gold standard 
and so long as the limited legal tender quality is attached to it. 
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Thirdly, the question of increasing our sterling obligations has to be curtailed 
in the near future until an effective gold standard has been operating The free 
flow of gold would be facilitated and the payment of the interest can be easily 
arranged by the Central Bank 

Lastly, the perfection of the education of the people, the raising of the 
standard of living and the development of banking should have to be undertaken 
along with the attempt to introduce the gold standard with gold in circulation. 
Again, the financial policy of the Government of India should rest solely in the 
hl(tnds of the Government of India. There is a shrewd suspicion in the minds 
of the Inaian people that the real policy: of the Government of India is dictated 
more by the needs for the economising of gold in the L. M. market than anything 
else Financial autonomy and political autonomy must go hand in hand. and 
with an open declaration of their policy they can seek the co-operation of the 
Indian public and it would not be denied to them if all the cards of their financial 
policy are laid on the table. 

APPENDIX 36. 

Statement of evidence submitted by Mr. J. C. Sinha, Reader and Head of the 
Department of Economics, Dacca University. 

Both the external and internal factors are at present favourable to the solu­
tion of Indla's currency and exchange problems. Most of the European countries 
have returned to gold standard or at least to gold exchange standard. The most 
significant fact m this connection is the restoration of the Gold Standard in 
England. Even the BrItish Colonies like South Africa and Australia have 
returned to gold. The possibility of the currency condition abroad, disturbing 
the Indian monetary system, is now less than it was even a year ago. Coming to 
internal factors we find that India has had a succession of good harvests for the 
last few years with a keen demand for her foodstuffs and raw materials abroad. 
The trade balance has turned again in her favour from 1922-23. 'Ve have also 
a surplus budget. 

2. With regard to the comparative importance of stabilization of prices and 
stabilization of exchange, it may be observed that these two are not always 
incompatible If the internal and external price-levels are stable, stability of 
exohange will follow as a matter of course. But when the price-level abroad is 
moving up and down, we have to choose between stabilization of prices and of 
exchange. In such a dilemma, stabilization of price-level is to be preferred in a 
country like India, because mternal trade is more important here in the economic 
life of the people than foreign trade. 

3. But the policy of price stabilization labours under certain difficulties. It 
cannot be secured either under gold standard'*' or gold exchange standard. It can 
be best attained with paper currency regulated according to the index number of 
prices. Such a scheme has nowhere been given effect to and the time for adopting 
it in India has not come as yet. It is true that our rupee is a note printed on 
silver and from 1921 the Government of India did actually maintain a fairly 
stable level of internal prices. But this policy appears to have been recently 
abandoned for the sake of a stable exchange. Apart from popular distrust, 
stabilisation of prices, through the expansion and contraction of rupee currency, 
is difficult in India in the face of the persistent agitation of the merchants 
engaged in foreign trade who want " stability first and foremost" in exchange. 
The plan for the stabilisation of prices with the manipulation of rupee currency 
may also be upset by the rise in the gold value of silver which may throw the rupee 
into the melting pot. 

4. It wnI be too late now to revert to a pure silver standard which has been 
abandoned by all civilised countries. We have to choose therefore between the 
gold standard and the gold exchange standard. Between these two, I would 
ad~oc!1te gold standard wit~ ~old no~es and coi_ns. in circulation, the rupee being 
a hmited legal tender. ThI.s IS certamly not the Ideal fOlrIIl of currency but it is 
the best under our present CIrcumstances. I do realise that the circulation of gold 

.. By gold standard is meant a system of currency in which all kinds of money in CIrculatIOn 
are ultimately convertible into full bodied gold mon'3Y and that money is freely convertIble into 
gold bullion and freely exportable. 
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coins in the place of silver means some extra cost and the cost of conversion of 
silver currency into gold will be fairly heavy. But this cost ought to be paid for 
the final settlement of our currency and exchange problems. 

5. It appears however that the extra cost in the circulation of gold coins has 
been greatly exaggerated by the puntlits of the Chamberlain Commission. As 
Professor Cannan rightly observes " the single advantage offered to a oountry by 
the adoption of the gold exchange standard system, instead of the simple gold 
standard is that it is cheaper, in the sense of requiring a little less value in the 
shape of metallic currency than the gold standard. But all that can be saved in 
this way is a trifling amount almost infinitesimalt beside the advantage of having 
a currency more difficult for administrators and legislators to tamper with." 

u. Assuming that the active rupee circulation now is what it was in 1921, 
i e., 220 crorest and if one-half of that is replaced by gold coins (the percentage of 
rupees which will be replaced by gold ooins, will, in my opinion, be far less than 
50) the additional cost on account of the circulation of gold will not exceed one 
lakh of rupees per annum. § 

7. I do not think that gold coins will form" formidable rivals to currency 
notes " and thus increase the cost of circulation of gold. Such notes are preferred 
now for large payments and there appears no valid reason to assume that this 
monetary habit will change after the adoption of the gold standard. In fact, gold 
being more easily available under the gold standard, the hoarding of gold coins 
will disappear to a considerable extent. It is true that gold sovereigns are at 
present melted in the mo fussil for making ornaments of the Indian ladies. The 
real remedy far such a wasteful use of gold coins is not to' stDP the issue Df gold 
coins but to make gold of a definite standard Df fineness available in the mofussil 
in small bars. If the head post-offices in the districts or the district treasuries or 
the branches of the ImperIal Bank sell gold, say B ths fine, in small lots, the 
melting Df gold coins for use in the arts, will be materially reduced.. 

8. The circulatiDn ef gold coins does not therefDre appear to be " a costly 
luxmy which India cannot afford." It should rather be described as an insurance 
premIUm which we should pay to safeguard against the currency blunders of the 
Government. It may be noted here that a single mistake in currency policy like 
the sale Df reverse councils in 1920 cost the Government at least 33 crores of rupees 
apart from the losses to' the Indian traders and businessmen. 

9. In estimating the cost of gold circulation, we should also consider the 
econDmic and political advantages Df the gDld standard. With this standard, the 
country will be set free, at least for a fairly long time, from bitter cDntrDversies 
in currency and exchange. The currency will become more automatic sO' as to 
inspire the confidence Df the people. Gold standard without gold currency, will 
not satisfy the Indian public. It is econDmically and pDlitically unsound to' flOl\lt 
Indian opiniDn in this respect. With the adDptiDn of the gold standard, the 
exchange rate with gold standard countries will become quite simple. The 
Government wDuld thus be able to give up elaborate management of our currency 
and thus save itself frDm much publio criticism. The political disadvantages of 
the gold exchange standard are not suffic!ently realised by our currency experts. 
The currency policy of the Government smce 1893 has Dften helped the political 
agitatDr. Sir Valentine Chirol writes that the sale Df reverse councils in 1920 and 
the subsequent fall of Indian exchange were mainly respDnsible for the success Df 
tlie nDn-co-operation movement among the Indian merchants and businessmen. 

t Tbe italics are mine. 
~ Tbis was Profesqor Jevons' estimate for 1921 in his Futllre of Ex.:/mn1Ifl, p. 40. I have not 

tho 1,ltest fi"'ures at my disposal for ~alculating the present rupee circulation, but the abot"e fi~ure 
rJuO'hly represents rupee circulation at the present tilne. In fact the circulation now will be 
so~ewhat le.~s than 220 crores because the note circulation now is larger thau what it was in 1921 
and the pres!C'nt price-level as reI?resented by the inde:r: nTlmbE'r, is )OWH. 

§ Tbis figure has been derlvtld from the followmg calculation. The ayera!!'e abrasion in a 
rupee, according to a note by the Controller of. C~rrE'ncy, in the Report of tbe Indian Retrench­
ment Committee is 1·5 per cent. in 50 YE'ars. If It IS assumed that tbe aVE'rnge abrasion in the case of 
a gold coin is the same as in tbe case of tbe rupee and the wear and te!l.r of the rupee affect only 
two-thirds of its face value becau8e the bullion value of the rupf'e is generally two-thirds of its 
face-value, the actual cost of the circulation of gold coins worth 110 crores of rupees will be 

. 110 x 100 x 15 11 
greater than that of tbe same sum 1D rupees by 10 x 100 x 50 x 3 or 10 or lo11akhs of rupeE's. 
The additional cost of goM circulation will be less than 1·llakbs of rupees p~r annum because 
(1) gold will form a smaller percentage in circulation than we have ail'umed and (2) the abrasion 
1D the case of gold coins which will be of higher dE'nomination than the rupee, will be leas tban 
1·5 per cent in fifty :years. 

s 
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Though a modern Government cannot. follow a comple~.laisse~ jaire polley ill 
currency matters, it is desIrable even from a purely polItICal POInt of View, that 
the Government of India and the Secretary of State should divest themselves of 
the management of currency and exchange as far as possible. The best way of 
doing this is to substitute gold standard in the place of the gold exchange 
standard. 

10. The only important argument ~gains~ the ad~ption of g.old s~nda~d and 
gold currency in India from the standpomt of mternatl~nal con~lderatIOns l~ t~at 
thid change in our currency poli~y may cause a~ alarmIng dr~m <?n the eXIstIng 
stock of gold in the :world and brIng about a ~erIOus fall ot ~rIces m ~he 'Vestern 
countrIes. This does not appear to be a serIOUS argument for refUSIng the gold 
standard to India. Dr. Gregory has estimated in his Return to Gold that by 1937, 
the world's output of gold and the addItion of required banking reserves would 
about balance and " before that date there would be a surplus of production avail­
able for industrial uses and the East, without prices falling or reserve ratios 
declining." Sir James Wilson is also of opinion that the world's available supply 
of gold IS now increasing faster than the world's effective demand for it. It is 
thus to the eoonomic interest of the Western nations that India should ado'pt gold 
btandard and gold currency. 

11. How to bring about this change is the question. The first thing we have 
to do is to determine the rate of exchange between the rupee and gold for the tran­
sition to gold standard In selecting this rate we should look not to the special 
interest either of the importers or exporters or of a particular industry or indus­
tries. If any industry is to be assisted, a better method would be by a system of 
bounty or protection or both and not by manipulation of the exchange rate 
This rate should be so selected that it can be easily maintained till the establish­
ment of the gold standard is complete when this ratio between the rupee and gold 
will cease to be of any great importance. 

12. There is something to be said in favour of the present Is. 6d. rate which 
has been maintained since October, 1924. But I doubt whether this rate will con­
tinue for long. Sir James Wilson writes in a recent article in the Asiatic Review 
that the rise in the gold value of the rupee during the last nineteen months is about 
20 per cent. With mcreased production of commodities in' Europe, the general 
price-level may fall' there, bringing down at least to same extent the present gold 
value of the rupee. Good harvests in India do not generally continue for a series 
of vears. The failure of a single monsoon by raising the prIce of our exports, may 
reduce the demand for rupees from abroad and thus lower our rate of exchange 

] 3. But in spite of this fact there is no immediate possibility of exchange 
going down to Is. 4d. Europe's supply of capital and labour is not unlimited. For 
years to come she will devote a considerable portion of her capital and labour in 
repairing the ravages of the Great War. To quote a single instance, the recon­
struction of the Rheims Cathedral means diversion of capital and labour from the 
production of food and raw materials of which there is such a dearth in Europ~. 
A large export of food-stuffs from Russia cannot also be expected. It is true 
that she has reorganised her currency, but her transport system is still quite 
disorganised. Her method of production is not likely to attain the pre-war 
standard in the near future. There is thus every possibility that Europe's 
demand for our food and raw materials will remain keen at least for the next 
five years. There is also no immediate possibility of a severe deflation policy in 
the currencies of Europe, reducing her demand for Indian goods. I think there­
fore that it is not necessary to push down our exchange rate to Is. 4d. especially 
in view of the fact that it will involve so much inflation of currency. I would 
advocate Is. 5d. rate during the period of transition from our present system to 
the gold standard. It will mean far less inflation of currency than in the cas{' 
of the Is. 4d. rate and will be more easily maintained than the present Is. 6d. 
rate. 

14. Much inflation of currency will not be necessary to make the Is. 5d. rate 
effective. The mere announcement that India will adopt gold standard at that 
rate and that her future demand for gold will .increase, will have their effect 
on the value of gold. Gold will slightly appreciate in terms of commodities and 
also ?f the rupee. In other words, our exchange will fall. If this fall is not 
suffiCIent to brmg down the exchange to Is. 5d. the Government may buy gold in 
India (both sovereigns and bullion) at the rate of Rs.14 for 113 grains of fine gold. 
This will put more money into circulation and lower the exchange rate to Is. 5d. 
:when such purchase of gold will automatically stop. 
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15. The next measure I suggest is to strike a new coin called the gold mohur, 
containing 8805 grains of gold of the British standard of fineness. The chief 
reason for this innovation is that the gold sovereign will be an inconvenient 
monetary unit at Is. 5d. rate. This new coin, valued at Rs.I0, will be unlimited 
legal tender in the country. The issue of this gold coin, instead of the gold 
sovereign, will, of course. mean some complexity in foreign exchange but against 
this, there are the following advantages. We shall have a gold coin which will 
be a very convenient unit and there will be no complication with the British 
Treasury which has up to this time stood in the way of gold coinage in India. 

16. The third measure is to reduce the rupee to the position of a token coin 
which will be a legal tender only to the extent of, say, 50 mohurs or 500 rupees.* 
Rupee notes \\' ill also remain legal tender up to the same sum till they are finally 
withdrawn. Rupee notes of a higher denomination than Rs.500 should be 
immediately withdrawn and replaced by gold notes of the same value. All 
further coinage of rupees is to be stopped though a few rupees may have to be 
coined later OIt from time to time to facilitate retail transactions. But this 
necessity will not arise in the near future. 

17. Rupees and rupee notes returning to the Government, should not again 
be thrown into circulation but should be replaced by gold mohurs, preferably gold 
notes of the value of ~(ith, 1, 1, 10, 100 and 1,000 mohurs. . These gold notes 
should be unlimited legal tender except at the offices of issue, where they must 
be paid in gold. t Thus for a time two kinds of paper currency will circulate 
side by side. But this difficulty will disappear with the ultimate withdrawal of 
rupee notes. 

18. Now, where are we to get gold for the circulation of gold coins and gold 
notes 1 This necessitates a brief discussion of the probable amount of gold that 
may be necessary for the adoption of the gold standard. On November 15, 1925, 
the gross circulation of notes .in India was 191' crores of rupees. If the total 
circulation of notes and rupees at the time be taken to be 400 crores, the figure 
will certainly not be an under-estimate. On this assumption, the rupee circula­
tion was then 209 crores. If after the adoption of the gold standard not less 
than 100 crores of rupees remain in circulation, and the circulation of mohurs 
and gold notes be valued at 90 crores and 210 crorest of rupees respectively, we 
shall require about Rs. 174 crores worth of gold. 

19. How this sum is arrived at will be clear from the composition of the 
Paper Currency Reserve advocated here. Created securities in the shape of Indian 
Treasury Bills should ultimately disappear from this reserve, though they will 
have to be retained during the next five years so as not to increase the financial 
burden of the Government during the period of transition to an effective gold 
standard. The whole amount of notes in circulation should not exceed the amount 
of the metallic reserve plus the securities reserve and the metallic reserve should in 
no case be less than 50 per cent. as laid down in the permanent provisions of Act X 
of .1923. But this metallic reserve, after the introduction of the gold standard, 
should in the plan advocated, consist of gold and silver in the proportions of 4 : 1. 
Accordingly, we shall require Rs. 84 crores worth of gold and Rs. 21 crores worth 
of silver as the metallic reserve for the 210 crores of notes. Thus the total gold 
required will be 90 crores for actual gold coins lin circulation plus 84 crores as 
the gold reserve, i.e., 174 crores in all. 

20. Let us now look at the currency assets of the Government which may be 
realised in gold. We have at present about £402 millions in securities in the 
gold standard reserve. This sum, derived from the profits of rupee coinage, 
should be used in the COL version of rupees into gold. We may have gold worth 
55 crores of rupees by abolishing this reserve and selling the securities. We have 
also 22 crores in gold coin and bullion, 7 crores in silver bullion and 82 crores in 
rupees in the Paper Currency Reserve.§ If we set apart 21 crores out of these 
82 crores as the silver portion of the metallic reserve for the mohur notes, we shall 

• When the gold standarJ is effectively established, this limit is to be reducltd to 10 mohurs 
or 100 rupee!!. 

t in the case of T\th mohllr and i mohur notes, gold is to be paid only so far as the~e notes 
are presented in un.ts of 1,2 or more mohurs. But for fractional sums in mohurs, the payment 
Will obviously be m,lJe in rUPJes. 

t The issue of TIl)th mohur notes which are good substitutes for rupees, is bound to increase 
the tohl circulation of gold notes. 

§ These figures are taken from the Abstract Account oC the Currency Department on 
November 15, 1925. 
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still have 61 crores of rupees. We may get about 40 crores" worth of ~old by 
selling this 61 crores as bullion. Twenty-two crores in gold coin and bullIon and 
7 crores in silver bullion in the Paper Currency Reserve may also fetch us gold 
worth 29 crores of rupees. Ninety crores of rupees which, according to our 
assumption, will be replaced by mohurs, may also be sold as silver Dullion and 
bring gold worth 60 crores of rupees. Thus we shall altogether have 
55 + 40 + 29 + 60 or 184 crores in gold, i.e., 10 crores more than what is 
necessary for the circulation of 90 crores of rupees in mohurs and 210 crores in 
gold notes. 

21. But against this note circulation we have also to provide for securiticd 
reser-\\e of 105 crores. At present the total securities in the Paper Currency 
Reserve are valued at 80 crores of rupees. We require therefore an additional 
sum of 1105 - (10 + 80)} or 15t crores of rupees for the adoption of the gold 
standard. This may be raised either by a loan or by providing it out of the 
annual revenue of the Governmep.t of India at the rate of 3 crores of rupees per 
annum. I prefer the latter course because already there are 496 crores of rupees 
in created securities in the Paper Currency Reserve which are really Government 
debts for which they do not pay any interest. It will not therefore be desirable 
to increase still further the debts of the Government on account of currency 
reform. 

22. The above plan forms only a rough sketch and the figures are given only 
to illustrate the main principles of the currency reform advocated by me. If they 
are followed, II believe it will be possible to have an effective gold standard in 
India by 1930 without any heavy cost. Both the internal and external conditions 
are favourable and the present opportunity should not therefore be lost. 

23. Some supplementary measures will also be necessary during the next five 
jears. Active steps should be taken for the increase of banking facilities so as 
to reduce the waste due to the circulation of gold coins. During the period of 
transition to gold standard, the management of paper currency should remain 
in the hands of the Government. An endeavour should also be made to keep the 
exchange rate fairly steady at Is. 5d. during this period, generally by the purchasc 
and sale of gold in India. When the gold standard will be effectively established 
exchange rate should be left to follow more or less its own natural course. It 
will then simply be the rate of conversion of one kind of gold currency into 
another. The Secretary of State and the India Office should be relieved as far 
as possible of their work in connection with Indian currency and exchange even 
during the transition period. After the establishment of the gold standard, the 
Secretary of State's interference with Indian currency and exchange should 
altogether cease. The sale of Council Bills in England should be immediately 
stopped. The home charges may be remitted by sterling purchases through the 
Imperial Bank as is done now. But the money which will be thrown into circula­
tion as the result of such purchases should be mohurs and preferably gold notes 
and not silver. Such purchases should also be generally confined to the amount 
necessary for meeting the home charges. Ultimately the work of the Government 
in connection with exchange and note-issue should be transferred to the Imperial 
Bank but only after imposing special conditions on the bank to safeguard the 
interests of the Government and the Indian public. 

Addendum subsequently submitted by Mr. J. C. Sinha. 

In my written statement above, the additional sum required as reserve 
tor the adoption of the gold standard has been estimated at 15 crores, the existing 
f1terling securities and the gold in the paper currency reserve having been valued 
at the statutory rate. But if the rate of Is. 5d. recommended by me be takcn for 
this valuation, nothing would be required for this purpose; on the other hand, 
there would be a surplus of 3'60 crores as estimated below. This however involves 
the retention of the ad hoc securities at their present figure, which I cannot 

.. We have assumed that for eTery rupee Bold as bullion, !rJs of its value will be realised in 
gold. This is true so long as the gold price of siiver remains fairly stable at the existing rate. 
Rupers should therefore be sold gradually 110 as not to deprl'ss much the Ilold pnce of silver. 

t The question of Treasury Balances has not been sepatately considered in the above calcnla­
tion because a purtion of such balances is included in the gross circula'ion of notes. Of lhe 
remainder, a part at least rem:lins idle aud dc.;s not re loire immediate conversion into gold or 
gold notes. 
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recommend. For, a portion of the ad hoc securities had to be "created" to 
bridge up the gap between the market value and the statutory value of the paper 
currency reserve. Now that I have recommended to restore these to parity this 
portion of the ad hoc securities should be cancelled. The extent to which this 
cancellation should be carried out may be estimated as below, taking the currency 
figures for 15th November, 1925 :-

Difference between the 
rupee equivalents at 2s. 

and at 1s. 5d. of 
Gold; approx. value £22·32 mil. ... 
Sterling securities; approx. value £23 00 mil. 

APPENDIX 37. 

A mount of reduction 
in ad hoc securities 
in crOlJ"es of rupees. 

9·19 
9·41 

Total 1860 

Deduct ... 15·00 
Surplus ... 3 60 

Statement submitted by the Bengal Chamber of Commerce. 
1 (a) Is the time ripe jor a solution of problems 0/ Indian Currency and Exchange 

by measures for the stabilisation of the rupee or otherwise f 
The Committee of the Chamber deem it to be of the highest importance that 

an attempt should be made at the earliest opportunity to solve the Indian currency 
and exchange problems, for they regard the present position as unsatisfactory. 
But although they take this view they do not feel ronfident that the present is an 
ideal time for the attempt at stabilisation. Nevertheless if the Commission after 
completing their investigation arrive at the conclusion that stabilisatio!Il is 
feaSIble noWi, and that the policy determined upon can be made effective, the Com­
mittee of the Chamber would support immediate action. 

This is in brief the attitude of the Chamber, but the Committee feel that it is 
also neoessary to indicate as shortly as possible: (a) the principal reasons why they 
consider the present position to be unsatisfactory, and (b) why they are doubtful if 
the time is yet ripe for an attempt at stabilisation. 

With regard to (a), it is unsatisfactory that the fluctuations of exchange have 
no automatio upper and lower limits as would be the case if the gold exchange 
~tandard system, which hitherto has been the foundation of the Indian currency 
and exchange system, were working properly. While the Committee recognise 
that Government have endeavoured to control the variations of exchange, the 
extent to which they were p'repared to operate has hitherto been a matter of 
uncertainty, and the possibIlity of Government increasing or decreasing their 
purchases of sterling has introo.uoed an unknown factor into calculations, which 
neoessarily creates a lack of confidence. Moreover, it is entirely a matter of con­
jecture whether Government could or would take measures to moderate a fall in 
exchange in the event of a failure of the monsoon, or a sudden phase of weakness 
due to some other unforeseen cause. 

Further, the absence of facilities for an automatic regulation of the volume 
of currency has rendered Government liable to criticism in their attempts to 
provide currency for the requirements of the country. A year ago there were 
general complaints that the country was being starved of currency, whereas to-day 
the situation is almost the reverse, and it has been suggested that recent additioos 
to the currency have not been warranted by the actual demand for currency. 

With reference to (b) it is of rourse recognised that the return of Great 
Britain to the gold standard has removed one of the main objections to an attempt 
to stabilise the rupee. So long as sterling and gold bear a definite relation to each 
other the fixation of the rupee in terms of gold would go a long way towards 
solving both exchange and currency difficulties. But if there were again to be a 
divergence the fixation in terms of gold would result in further fluctuations in 
terms of sterling with all the resultant uncertainty which was experienced after 
the experiment of 1920. 

56596 8S 
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The Oommitt~ do not feel .competent to express a defini~ o~inioll o~. ~he 
various factors bearIng on the maIntenance of the gold s~andard In. Great llnt<l.ln, 
such as the economic situation there, the gold problem In the UUlted States, tile 
condition of the exchanges of some of the principal European count~les, the 
settlement of the international debt problems, an~ .the future ?f gol.d prIces. In 
these matters they are prepared to ~cx:ept the de?ISIOn of the Con~mISSlO!1. .They 
feel however that unless the CommISSIOn are satIsfied that there IS no hkellhood 
of Britain having to reconsi~er the qu~stion of the gold standard it would be 
advisable to postpone final actIOn regardIng the status of the rupee. 

1\urther, with regard to internal conditions ~he Comm.ittee wOll;ld .point out 
that IndIa has experienced four good monsoons In succeSSIOn! and It IS not un­
reasonable to anticipate a bad monsoon, or more than one, III the near future 
They are not oonv~nce~ that in such a~ event the resour<;es of Governm~nt would 
be sufficient to maIntaIn exchange at Its present level WIthout undue dIsturbance 
to the money market. An unsuccessful attempt to support the rate would have 
inca lculable effects. 

If therefore the Commission are. not convinced that Government can make 
any seiected raU; permanently effective it. would be prefera~le, the Commit.tee 
think that Government should confine theIr exchange operatIons to moderntlllg 
the s~ing of the exchange pendulum rather than endeavour to bring about 
equilibrium at a rate which would be unsuitable to Indian conditions. 

1 (b) What is the comparative importance of stability in intemal prices and in 
foreign exchanges? . 

To the merchant, stability in exchange is of greater importance than stability 
in internal prices. He is generally able to deal with the latter in the course of 
business, and if exchange is reasonably stable internal prices WIll tend to fluctuate 
in sympathy WIth the prices of the commodity markets of the world. A fluctuating 
exchange however introduces a further uncertain element into his calculations 
which must necessarily impede business. The Committee recall that a point which 
was considered of great importance to the country as a whole in the last Budget 
Speech of the Honourable FInance Member, was that fluctuations in exchange had 
moderated the range of variations in internal prices. From a mercantIle point of 
view, however, it is preferable to deal with one fluctuating quantity than WIth two, 
and the Committee would favour stability of exchange, as against comparative 
stability of internal prices brought about by a fluctuating exchange. 

1 (c) What are the effects of a rising and falling rupee and oj a stability 0/ higl' 
or low rupee on trade and industry including agriculture and on national 
finance? 

This question has been discussed at such length before previous CommIssions 
that 'the Committee feel it unnecessary to recapitulate all the numerous arguments 
for and against a high as oompared WIth a low rupee exchange. 

In so far as a rising or falling rupee involves a change in the relationship 
of debtors and creditors they consider that either is unsatisfactory for the country 
as a whole, as any advantage to one section of the community is obtained at the cost 
of another section. Stabihty at a suitable point is the ideal state of affairs and the 
level chosen should be such that the minimum of disturbance is caused to out­
standing contracts betwern debtors and creditors. It is a truism that ultimately 
it ~s immaterIal what level is chosen, as prices and wages will in course of time 
~dJust them~elves to whatever. rate of exchange may be made effective, but it is 
Just as unfaIr that the reductIOn of the home charges of the Indian Government 
should be. considered a reason f?r the ~nhancement of the value of the rupee. as 
that pOSSIble benefits to the agrIcultUrIst should be made an excuse for inflating 
the currency and reducing the value of the rupee . 

. After a period of fluctuating exchange it is obvious that the fixation at any 
POInt cannot be universally equitable, but the object to be aimed at should be to 
cause as little fresh disturbance as possible. 

2. In !elation to what standard and at what rate should the rupee be stabilised 
ij at all? When should any decision as to stabilisation take effect? 

In speaking of stability of exchange the natural inference is stability in terms 
of sterling, in which terms it has been customary for years past to quote the rupee. 
At the same time. the Committee. thi?k that i~ is desirable that the rupee should 
have a fixed relatIOn to gold, WhICh IS the basIS of the currencies of the countries 
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with which India conducts the bulk of her trade. It is their opinion, therefore, 
that stabilisation should be in relation to gold in order that India may come into 
line with the important trading countries of the world. They cannot however 
contemplate with equanimity the possibility of fluctuations in terms of sterling 
in the event of changes in the relation between sterling and gold, and for this 
reason as already stated in their answer to question 1 (a) they would prefer to 
postpone any effort to stabilise the rupee in terms of one unless it is certain that 
tbe practical result would be stability in relation to both. 

With regard to the rate at which the rupee should be stabilised it would 
appear that conditions are adjusting themselves to the current rate of Is. 6d. It 
seems probable that, in view of the Honourable Finance Member's assurance that 
Government would prevent the rate rising above Is. 6-ii-d. there will be no serious 
divergence from the present point while the Commission are conducting their 
deliberations, and the Committee have come to the conclusion that if the rupee is 
to be stabilised it should be at the rate of Is. 6d. They take the view that it would 
be undesirable to force the rate down to Is. 4d. or up to Is. Sd. The rate should be 
sufficiently high to ensure that the exchange value of the rupee shall always be 
higher than its bullion value. The Committee consider that to ensure a sufficient 
margin of safety the rate should not be fixed below Is. 6d.; and for this reason 
they do not recommend any attempt to restore the old rate of Is. 4d. A further 
point for consideration in this connection is that deliberately to force exchange 
down to Is. 4d would involve a rise in the prices of consumable commodities, which 
might cause unnecessary hardship to the poorer classes, and bring about a 
recrudescence of the economic discontent which was a feature of the later years of 
the war. In addition it must also be remembered that the rise in the exchange 
value of the rupee, from h. 4d. to Is. 6d., has been largely offset by an increasing 
range of tariffs on imported commodities. At the same time they would deprecate 
attempts to raise exchange to Is. Sd. or any higher figure, which would necessitate 
considerable deflation and re-adjustment of conditions generally. 

The decision to stabilise should take effect immediately on the publication of 
the Report of the Royal Commission. assuming th:\t the rate Relected for stabilis~­
tion is Is. 6d., and that the market rate is approximately at that level at the time. 

3. II the rate selected differs materially Irom the present rate, how should 
transmission be achieved 'f 

The Committee do not propose to deal with this question for, as they have 
already endeavoured to make clear, they are very strongly of the opinion that the 
rate to be selected ought to be the rate current at the time of selection. 

4. (n) What measures should be adopted to maintain the rupee at the rate 
selected' 

(b) Should the gold exchange system in lorce before the war be continued, and 
with what modifications if any' 

Assuming that the rupee can be stabilised in terms of gold the establishment 
of a free gold market in India with Government prepared to buy or sell at a fixed 
parity would be sufficient to keep exchange stable between the gold import and 
export points. Under the pre-war system, in order to avoid unnecessary move­
ments of gold Government frequently entered the exchange market through the 
medium of the sale of Council Bills or Reverse Councils, as the case might be, 
thereby facilitating trade remittances in whichever direction the demand might 
arise. This system ensured stability for a number of years, and the Committee 
would be disposed to favour its reintroduction. It should, however, be modified 
in one respect. Whereas by the sale of Councils without limit, or by the purchase 
of gold, the upper limit of exc~ange was guaranteed, there was no official under­
taking to prevent exchange from falling below the lower nominal gold point. 
The Committee think that an undertaking should be given in respect of both the 
maximum and minimum rates of exchange in any future scheme of stabilisation. 
'Vhether Government should maintain these rates by operating in sterling or gold 
must depend on market conditions and the state of Government balances in India 
and in London. It would be unwise to lay down any hard and fast rules on the 
subject. 

4. (c) What should be the composition, size, location and employment of the gold 
standard reserve't 

, As regards the composition of the gold standard reserve, the Committee of 
the Chamber agree with the Babington-Smith Committee that it should contain a 
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considerable proportion of gold, and that the remainder should be invested in 
shoJ t-dated British Empire securities other than those of the Government of 
India 

As to the size of the reserve, the Committee recommend that it should be 
allowed to increase to a much larger figure than £40 millions at which it now 
stands. The profits on coinage should continue to be added to it, together with 
the interest on the investments. No decision should be arrived at as to its 
ultimate size, as it might be permitted to increase until it was large enough to 
allow of the introduction of an effective gold standard. 

Seeing that the reserve is to function in London it should be located there, 
but, As was recommended by the Babington-Smith Committee, a portion of the 
gold held in it should be located in this country, and such gold as is held in London 
should be earmarked. 

The reserve should be employed solely for the purpose of regulating exchange, 
and ultimately for the consolidation of the currency. It ought not to be drawn 
upon for any' other purpose, and when it is drawn upon for exchange purposes, 
a corresponding contraction of the currency in India should be made. 

5. (a) Who should be charged with the control of the note issue, and on what 
principles should control or management be tmnsfel'red to the Imperial 
Bank of India, and, if so, what should be the geneml terms of the transfer f 

The Committee favour the idea that the note issue and the whole of the 
monetary reserves should be under the control of a central banking authority. 
This would involve the reconstitution of the Imperial Bank of India, as they do 
not think that it would be of any advantage to the country as a whole, nor fair 
to existing banks, to place in the hand of the Imperial Bank of India the respon­
sibility of managing the note issue as agents of Government. 

The Imperial Bank is at present a trading bank, and private shareholders 
have the principal voice in directing its affairs and policy. Under the new con­
stitution the shareholders should become consultative and advisory, with a limited 
interest in the profits. 

The Committee suggest, in connection with the proposed reconstitution. the 
necessity of the transfer of the personnel of the Currency Department of the 
Government of India to the Imperial Bank. In the new constitution of the Imperial 
Bank Government should have a large measure of control, and every precaution 
should be taken to prevent the creation of a banking monopoly. The interests of 
the exchange banks and indigenous banks should be carefully safeguarded. Free 
transfer of funds in India to other banks should be guaranteed. It should be a 
clearly-defined policy of the reconstituted Imperial Bank to encourage the banking 
habit throughout India by opening new branches, but, as a general rule, new 
\lranches should not be opened in places where other well-conducted banks already 
~xist. It should be the duty of the Imperial Bank to re-discount approved hundis 
from other banks. 

(b) What provisions should be made as to the backing of the note issue? 

The primary function of a paper currency reserve is to ensure ready con­
vertibility. For this purpose a sufficiently large part of the reserve should be 
bela in rupees. So long as a sufficient proportion of the reserve is held in this 
form the balance may be in sU<lh form as is calculated to meet the secondary 
requirements of the Government in regard to exchange, and at the same time be 
profitable and without risk. With these objects in view it is for the authorities 
controlling the reserve to determine the proportion to be held in securities and 
the proportion to be held in coin and bullion. 

(c) What should be the facilities for the encashment of notes? 

It is the opinion of the Committee that every practicable facility should be 
given for the enca.mment of notes as and wherever possible. 

(d) What should be the policy as to the issue of notes of small value f 

In addition to the notes now in existence the only small value note the issue 
of ~~ich the Committee recomm~nd is the ~)lle-rupee note. They regretted the 
deCIsIo~ of t~e Gover~en~ to WIthdraw thIS note, ~hich was greatly liked and 
appreCIated III many dIstrIctS. They expressed theIr opinion, which they now 
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confirm, in a letter, No. 1534-1923, dated 29th May, 1923, to the Government of 
India, Finance Department, as follows :-

When the proposal to introduce the note was pu~ forward six yea~s 
ago the Committee of the Chamber, althouO'h they wIshed to support It 
strongly, pointed out that there was a possibiYity of danger, for the innova­
tion was being made at a time of great national crisis. The Government of 
India were themselves also apprehensive that the issue might h~ve a 
generally disturbing effect, seeing that a rise had occurred in the prIce of 
silver, and that silver currency was generally believed to be scarce. But 
the result of the experiment fortunately showed that these fears were with­
out foundation. The note was readily accepted, and the Government must 
have been relieved to find that it so quickly became popular especially in the 
jute districts. It now seems to be thoroughly well established, and its 
popularity is sufficient evidence of its value to the public. As must be clear 
to everybody it is infinitely more convenient, and less cumbersome to carry 
and to handle, than the silver rupee. 

This being the position, it may be safely affirmed that very great value 
is attached to the one-rupee note by commercIal men and the public generally 
in this province. The Committee of the Chamber would be decidedly 
opposed to its withdrawal for they have always been, and still are, advocates 
of the extension of the use of the paper currency. They are consequently 
glad to see that the one-rupee note has so readily found acceptance; and 
they would advise the Government not to throwaway the advantages which 
have been thus gained. The situation at the moment is admittedly different 
to that which existed in 1917 when the note was introduced. But the need 
may arise again in the future, and it may be that confidence would not be 
so easily secured a second time. 

The Committee further think that it would be advisable to have one-rupee 
notes in circulation in case at any future date owing to a silver crisis it became 
necessary to restrict the issue of silver rupees. It would obviously be a simpler 
matter to expand the existing note issue in such circumstances rather than have to 
forc~ a new note on the p,ublic as was the case when these notes were originally 
issued. It would be dIfficult to exaggerate the importance of the value of 
educating the public to accept notes instead of coin and the one-rupee note more 
than any other would further this desirable object. 

For these reasons they would welcome the re-introduction of the one-rupee 
notes as soon as this is economically possible. 

6. (a) What should be the policy as to the minting of gold in India and the use of 
gold as currency? 

The Committee look forward to the ultimate establishment in India of an 
automatic currency system on a gold standard under which the local circulating 
medium would be freely convertible into gold. The question of meeting Indian 
sentiment in respect of issuing legal tender gold coins for internal circulation 
appears to be largely a matter of cost, but the transition period during which the 
public were being educated to use goldbacked notes might be facilitated by the 
issue in the meantime of gold coins of a sufficiently high denomination to limit 
their circulation as the ordinary currency medium. Such coins would tend in the 
first place to replace stores of hoarded rupees, thus reducing the liability on these 
when the time came for declaring the rupee legal tender for a limited amount only: 
The danger of issuing a gold coin of small value, such as for Rs. 10 only would be 
that t~ese ~oins might circulat~ at the exp~se ?f the existing D;0tes of small 
denomInatl~n, and. It seem~ deSIrable, espeCIally In a poor.country lIke India, that 
the actual CIrculatIng medIUm should be as cheap as poSSIble. \Vith an exchange 
ratio of 1s. 6d. the sovereign and half sovereign would not appear to be suitable 
coins for legal tender in India, and it would be preferable that the gold coins 
should be value for even amounts of rupees. 

Regarding the minting of any purely Indian coin the Committee think that 
provided ~he Indian mints can produce such coins at a less cost than they can be 
produced In London, arrangements should be made for them to be minted locally. 
. It will be !lecessary, the Committee think, eve.n when a gold standard is estab­

lIshed, to prOVIde a gold exchange reserve, or a SUItable proportion of the currency 
~eserve, in London to meet any temporary crisis caused by an unexpected weakness 
In exchange. 
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(b) Should the obligatifYn, be undertaken to give gold for 1'upees f 

As already stated in their reply to question 4, the Committee consider that an 
undertaking should be given to maintain exchange at the lower gold point either 
by issuing gold, or selling Reverse Councils. Should it be decided to mint gold 
coins, as suggested in their reply to question 6 (a), the demand for these, in 
exchange for notes, or rupees, should be met as far as possIble in the meantIme 
pending the introduction of a full and effective gold standard. 

" 

7 (a) By ~hat methrJd shoruld the remittance operations of the Government oj 
India be conducted 1 

(b) Should they be managed by the Imperial Bank 1 

The Committee think that the remittance operations of the Government of 
India should be conducted by the Imperial Bank to the same extent that they are 
conducted by that Bank at present. But the Government should be free at any 
time to adapt themselves to the conditions of the moment. So far, experience of 
the system has been confined to a rising market, and under these conditIOns it 
appears to have developed into a satisfactory system. On the other hand in a 
falling market it might be aavisable for the Government to adopt a different 
method-possibly to revert to tenders in India or in London Ultimately, should 
the Imperial Bank become a Central State Bank it IDlight be able, in the ordinary 
nourse of its business, to provide for the Government remittances. But for the 
present it seems to be desirable that the Government should retain the 
responsibility in their own hands, using the Imperial Bank as their agent. By 
the word Government the Committee mean the Government of India, as they 
consider that the Government.of India are in a better position to regulate these 
operations than the Secretary of State. 

The Government will be unable for a considerable time to come to divest them­
selves of responsibilit.y to the public for the maintenance of exchange at whatever 
ratio may be fixed, and it will be necessary therefore for them to retain full control 
of the management of remittances, though the actual operations might be 
conducted through the Imperial Bank as at present. 

8. A. re any, and if so what, me'asures desirable to secure greater elasticity in 
meeting seasonal demands for currency 1 

Should any, and if so what, conditions be prescribed ll'ith regard to ti,e issue of 
currency against hunais? 

In discussing this question last year the Committee of the Chamber expressed 
the opinion, in their letter No. 1943 dated 16th July, 1924, to the Government of 
India, that the existing system of providing an emergency supply of currency" is 
probably adequate for the purpose in view." They are still of this opinion, and 
they woula d~precate proposals for making it too easy to expand the currency by 
these emergency measures. They do not therefore think that greater elastIcity 
in meeting the seasonal demand IS required. But. they suggest that the existing 
system might be examined with the object of removing any defects that experience 
of its working may have brought to light. There is a possibility of the system 
being abused, and the Committee feel therefore that provision should be made to 
ensure that it is operated in the way intended. They think that the use of trade 
bills might be extended by the abrogation of stamp duty. Further, if Govern­
ment were to set the example by insisting on suppliers drawing Bills on them for 
goods supplied, the practice of drawing Bills would be encouraged, and a great 
many Bills woula thus become available for discounting with the Imperial Bank. 
who could, in turn, use them for currency requirements. 

9. Should any change be made in existing methods lor the purchase 01 silver? 

It is the opinion of the Committee that the Government of India should be 
free to purchase silver in what they may deem to be the best market, or in excep­
tional circumstances, where secrecy is essential, in what they may consider to be 
the most suitable place. 
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APPENDIX 38. 

Statement of evidence submitted by :r41". B. Chakravarti, Barrister-at-Law. 
1. I think the time has come to have gold currency for India. 

2. The ratio between gold and silver for purposes of Exchange depends 
mainly upon the whole quantity of exports 'anq. imports which have to be con­
sidered with reference to the average of a number of'years, say, five years. At 
present the ratio is Is. 6d. to the rupee. I am, however, inclined to think that. 
the ratio for purposes of stabilisation should be fixed at Is. 4d. for the rupee 
This will involve less grievance. 

3. I think the maximum legal tender of silver should be fixed at Rs. 1008. 

4. For paper currency I am inclined to think there ought to be the minimum 
of Rs. 5, that is, ird of a sovereign and ird's of a sovereign and a sovereign, 
and then the multiples of a sovereign. 

5. The mints ought to be thrown open to the public for coinage of gold as 
sovereigns and that no restriction ought to be placed against su.ch coinage. 

6. The gold reserve against paper currency should be brought back to Indill 
from London. 

7. In one sense a currency in a country must be considered as "State 
managed," but no artificial restraint ought to be adopted to affect the currency 
by any arbitrary method. 

MPENDIX 39. 

Statement submitted by the Indian Chamber of Commerce, Calcutta. 

I.-INTRODUCTORY. 

The Commission by their terms of reference are directed to examine the 
present Indian currency and exchange system and practice and to consider 
whether any modifications are desirable therein in the interests of India. Broad 
and vital as the enquiry suggested is, the Committee of the Chamber are afraid 
that the memorandum issued by the Commission to the intending witnesses does 
not focus sufficient attention to this fundamental aspect of the enquiry. In one 
sense, the broader issues of the Indian currency and exchange l problems have 
been entirely obscured in the memorandum and an enquiry invited on the 
presumption of status quo in all its essentials. The Committee of the Chamber, 
therefore, propose first to examine generally the Indian currency and exchange 
system and practice and to arrive at certain general conclusions thereabout, before I 
they pass on to offer their views on the more specific and detailed questions raised 
by the Commission in their memorandum issued to the witnesses. ~ 

2. It is necessary in the beginning to pass in hasty review some of the salient 
facts with re~ard to the historical evolution of the Indian currency and exchange 
system! PrIOr to 1893 India had a silver stanq.llrd, the ..mint being open to the 
free coinage of rupee, which was the standard currency. Its exchange value in 
terms of currencies of the gold-using countries depended on the ruling silver prices 
in the world market. A trying period of falling rupee exchange set about as 
early as 1875, which culminated i,n such a grave financial position by the year 
1893 as to render it absolutely necessary to abandon silver standard. The precis~ 
measure taken was not the demonitisation of silver currency; on the other hand, 
it was still continued as the principal circulating medium, though not as a silver 
currency under a silver standard. Its free coinage was stopped with a view to 
its acquiring a definite gold exchange value-viz., 7'5334 grains of fine gold. It 
is to be carefully remembered that the definite gold value sought to be put on the 
rupee was decidedly higher _than what was then justified by the position and 
outlook of the exchange marKet. In any case, for five years after the closing of 
the mint no fresh coinage of rupee was made until by the end of 1898, the rupee 
exchange reached the cherished figure of 7'5334 grains of fine gold, or, translated 
in terms of sterling, a rate of Is. 4d. On the recommendations of the Fowler 
Committee further action was taken in placing India more definitely on gold 
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standard; by XXII of 1899. British sovereigns and half-sovereigns were 
declared legal tender in India at the rate of Rs. 15 and Rs. 7t respectively, ie, 
to say, precisely at the rate of the gold value which was sought to be put on thf> 
rupee ever since the closing of the mint in 1893. With the rupee exchange 
standing at Is. 4d., and a fair volume of gold having flowed into the currenc~' 
reserve ,in exchange of rupees, it now remained, according to the calculation of 
the authorities, merely to open a gold mint in India, and to pass a fair volume 
of gold currency in active circulation in order to attain a full-pledged gold 
standard. The early months of the year 1900 mark the important turning point 
in the monetary history of India. Ill-tnmed as they were, the attempts to pass 
gold coin in active circulation met with a miserable failure, and re-acted on the 
currency situation by giving rise to an extraordinary demand for rupees. This 
single abortive experiment in introducing gold currency in circulation sealed 
the fate of a gold standard in India, though, as a matter of fact, it should have 
been construed as an encouraging lesson in the adoption of gold standard in 
India. From this point began' a series of fortuitous measures which resulted in 
giving India by the year 1908 a widely different currency and exchange system 
than what was contemplated by the authorities in 1898 In place of a golt! 
currency in active circulation and a free coinage of gold in this country, gold 
reserves were built up in London and India in order to maintain a stable gold 
exchange value of the rupee; in other words, by the beginning of this century 
India received a gold standard not in the sense that gold was a visible coin ill 
circulation, or that it performed on its own strength its more important part in 
the adjustment of India's foreign trade, but in the sense that a stable potential 
gold exchange value of the silver rupee was realisable for international purposes 

II.-CASE .IAGAINST THE PRESENT SYSTEM. , 
3. ~t is not necessary t~ trace the history of Indian currency further down. 

The principal weakness of the system and connected practice will have been 
obvious from what has been already stated. Before the war and theoretically 
even to-day gold is the real standard of value, the currency medium which passes 
in circulation being a really token coin, or to put i:r;J, ,a suggestive way, merely a 
silver note. For a Government to use its currency-issumg authOrity to pass 
into circulation as standard currency over-valued coins is open to grave,.;t 
exception. The economics of a pure paper currency and a pure token currency 
system are ultimately identical, though their range of effects vary considerably. 
The difference, however, is one of degree, but both, in effect, mean the same, viz, 
a tax on people's currency. The gold standard reserve represents the accumu­
lated proceeds of that tax and the fact that reserve has not been dissipated in 
meeting the ordinary revenue expenditure of the Government is hardly a pallia­
tive of the gravely exceptionable character of the Indian currency system. 

4. There is also vital economic loss to the country resulting from the 
system. India has from year to year under normal conditions a favourable 
balance of trade. Like other countries, she has a right to be paid for this net 
surplus of commodities and services by a transfer of gold from other countries. 
Under the Indian system in vogue no actual transfer of specie takes place, but 
India is paid by her own token coins. It may be argued that as the" profits " 
of the coinage are set apart in a reserve no eQonomic loss really results. But the 
fact that financing of export trade either by the exchange banks or the Govern­
ment does not always entail a 'new coinage lof rupee, the charge remains 
unanswered that for a part of her commodities and services in the international 
exchange, India is being deprived of her commensurate payment in specie 
The extent of economic loss sustained by India in this respect is obviously large. 

5. The Committee of the Chamber have hitherto examined the defects 
inherent in the Indian systwn-defects to which the Indian currency and 
exchange system would have been exposed even if the system as evolved were 
wprked ideally. But the actual practice has laid the system open to still greater 
and graver criticisms. Herein lies another inherent defect of the gold exchange 
standard, as the Indian currency and exchange system has been designated. 
'I t depends on its successful operation~ not on the automatic working of the 
system, as in a gold standard, but on the judicious operations ()f the controlling 
authorities. Leaving aside the short trying period of 1908, when the rupee 
exchange threatened to fall alarmingly low, the currency and exchange practice 
of the authorities does not give rise to much criticism until the war, assuming 
no doubt that gold exchange standard was the one system which they steadily 
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kept in view. Since January, 1917, when the rate of Council Bills was increased 
fram Is. 4d. to Is. 41d., the currency and exchange operations of the authorities 
have de~enerated into capricious attempts at expansion and contraction of 
circulatmg medium accompanied by a continual see-saw of exchange movements 
which knows no law nor any definite policy. The raising of the official rat~ 
of exchange by executive order since 1917, and the eventual placing of 28·. rate 
on the Statute Book, the sale Of reverse councils and gold in the years 1919 and 
1920, and the further manipulation of the Government since unfold the hidden 
dangers inherent in a gold exchan~e system, which worked at all, must be worked 
by the authorities. In fact, warnmgs against an official management of currency 
and exchange system were too numerous in this period to claim justification for 
its further continuance. It is amazing hoW' the authorities charged with 
currency administration of India have worked to break the system. When the 
rate of the 18. 4d. was departed from, it seems to have been scarcely realised by 
the authorities that the rupee was not the standard and measure of value in 
India. The real standard of value being gold, the token gold value of the rupee 
should not have been affected by any consideration, not even the rise in silver 
prices. 

6. It would be worth while to pause here and examine the economic effects 
of the higher rupee exchange in comparison with the pre-war rate. Prior to the 
war the rupee was valued at 7'5334 grains of fine gold (i.e., 18. 4d. gold). In 
dealing with. and talking of, and entering into obligations in terms of rupee in 
the pre-war period, people did so as if they were dealing with, talking of, and 
entering into obligations in terms of 7'5334 grains of fine gold. The defect in 
the system was that there was no regular supply of gold coins to indicate the 
same; but, as a matter of fact, sovereigns and half-sovereigns often passed into 
circulation as equivalent to Rs. 15 and Rs. 71 respectively. But on account of 
the intermittent supply thereof contracts and obligations were expressed in terms 
not of sovereigns but rupees. Such expression, however, no less under the gold 
exchange standard system that prevailed, fixed or calculated the obligation in 
terms of gold, viz., 7'5334 grains of fine gold per rupee, than if it were expressed 
in terms of sovereign-in the same way that obligations in England in the pre­
war period expressed in shillings would mean that each shilling indicated ·~?(i 
of 113 grains of fine gold. During the War, the paper pound in England left 
the pre-war parity with gold in the same way as the token rupee (whether 
printed on paper or silver) left it, the only difference being that in England 
there was depreciation and in India there was appreciation. Subsequently, 
however, while England strove towards attaining the pre-war parity between 
t.he paper pound (or shillings) and the gold sovereign, the Government of India 
manipulated the Indian currency in such a way as to reduce the number of rupees 
to be equivalent to the gold sovereign. One may imagine how' the peopl~ of 
England would deal with a Government if large numbers of contracts had been 
expressed in shillings, and the Government had declared or so manipulated the 
currency that thenceforward one pound would be equivalent to 178. 6d. and not 
20s., that obligations expressed in shillings could be discharged only on payment' 
of ,£11 instead of £1. Strange enough, this is just what was done in India. 
Pre-war co~tracts :valued at 113 grains of fine gold, which required paymentJ 
of Rs. 15, stIll reqUIre the payment of the same number of rupees, but which arer 
equivalent to about 130 grains of fine gold. In other words, all debtors have 
now to give 130 grains of fine gold to discharg~ their existing contracts instead 
of 113 grains for which they really contracted: Why should the debtors be 
placed under this burden 1 It is no answer to \Say that the contracts were no~ 
actually expressed in terms of gold, and that as under the present system the' 
payment of the same number of rupees is necessary no injustice is done. But 
apart from operation of the law of supply and demand (which is extraneous to 
the present inquiry), to earn the same number of rupees the debtor has to part 
with 121 per cent. more goods than he would have to do if the number of rupees 
equivalent to pound gold had not been artificially reduced. It should not be 
difficult to understand that the contracts in India, having been expressed in 
terms of rupees, the reduction of the number of rupees that go to make a pound 
operates as a great injustice to, and hardship upon, all debtors and all 
producers. . 

7. To return now to the Committee's point of contention-the actual 
operations of the Indian currency authorities in the recent years have had the 
most unsettling effects on the economic system of the country. The essence of 
the currency tragedy lay in the instability of the gold value of the rupee, or, 
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in other words, in the instability of the standard and measure of value. It is 
no doubt true that currency values have fluctuated rather violently in most 
countries after the war. But there is fundamental difference in the fluctuation 
of currency value under a free monetary standard and under a managed system 
~in the fluctuation of the currency medium, which is the standard of value, 
and one which is the token of value. In the latter case, a stable exchange value 
is a guaranteed pre-supposition to which it owes its whole existence The 
Indian currency administrations in forgetting this simple economic fact have 
given this case away for a gold exchange standard in actual practice. The 
proposiVon has been firmly established that the scope for management leads to 
the mismanagement of the currency system. 

8 It is somewhat interesting to speculate how far the currency muddle 
of the recent years was a deliberate one and to what extent it was due to a real 
lack of appreciation of the essentials of the system on the part of the 
authorities. At all events, such speculation throws into clear relief another 
inherent defect of the present Indian currency system, viz., its complicated 
character. That gold is really the standard of value, that rupee is re~dJy a. 
token coin, intrinsically only * worth of its currency value, that it is, in effect, 
a subsidiary coin, are hardly realised by the public. In the Indian Cllrrency 
system gold is only potentially present, and that also for restricted plll'poses 
It is little surprising, therefore, that the public are not often alive to the fad 
that the Indian currency system rests ultimately on a gold basis. Econumy in 
the use of precious metal as a circulating medium, however desirable in l~I taiu 
circumstances, should by no means be secured in such a manner as likdy to 
mislead the public as to the true standard and measure of values. The poor 
rupee limps to and fro, in the mind of the public from silver to gold, in the mind 
of the exporters, importers and industrialists (who understand operation of 
exchange) from Is. to 2s. lld: in terms of sterling, and from about 5 to over 11 
grains in terms of fine gold. The Indian currency system, if thrown in a clear 
perspective, would have :probably banished half the misunderstanding about it, 
but it is the operations of the authorities which have made the task (~if1' fl",t, 

and, as one is inclined to say, impossible. 

IH.-DEMAND FOR GOLD STAt,mARD. 

9. All the threads of arguments brought forward to the preceJlUg par .. 
graphs against the present system of Indian currency point to (jne and the 
same conclusion, viz., the absolute necessity for adoption of un effective gold 
standard. The illusion and obscurity which now surrounds the money standard 
shall in that case be removed; the working of the monetary system shall he 
place.d beyond the reach of administering authorities to tamper with; the con­
traction and expansion of the circulating medium shall be strictly automatic 
and respond to the requirements of the community; India shall reap full benefit 
of her contribution of surplus exportable wealth in the world market; and, 
lastly, the public shall be immune from a drastic tax on their currency now paid 
against their will. The question has been asked whether time is now ripe for 
a solution of the currency and exchange problems of India by stabilisation of 
rupee or other measures The Committee desire to point out that the question 
of time is not the relevant consideration in settling such vital problems as those 
of currency and exchange. The solution cannot be effected too early. The 
facts of Indian currency history lend piquancy to such a view. A decision fI) 

abandon ,silver standard was taken as early as 1893, and the adoption of a gold 
standard was definitely decidedf·as early as 1899. Should the authorities have 
given effect to this decision Indian public would not have laboured under 
the currency nightmare they did in the recent years. Probably in asking the 
question the Commission has had in view some piecemeal reform of the Indian 
monetary system which would ensure a stable exchange value of the rupee, but 
the Committee of the Chamber would unhesitatingly record their view that 
such measures would result in merely tinkering J'eform of the currency and 
exchange system. So far as the system and practice are concerned, it is necessary 
to reform them radically. The adoption of a gold standard is a tender point in 
the Indian public sentiment ever since 1898, and, having regard to the confusion, 
prejudice and suspicion of the public as regards the Indian money standard, 
engendered by the working of the Indian currency and exchange system for the 
last 25 years, the sooner an effective gold standard is adopted the better it is. 
The urgency of such a step cannot, in the opinion of the Committee, be stressed 
too much. -
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11. The Committee of the Chamber, therefore, suggest that as early as 
possible a gold standard with gold curr~ncy be unreservedly introduced in India. 
Free flow of gold in and out of the country Should be permitted. The mint should 
be opened to the public, who should enjoy the unrestricted right of importing gold 
in return for goods delivered or services rendered, and of using the same for 
currency purposes to the extent that the economic development of the community 
requires. No artificial check, as is possible under the gold exchange standard or 
any other managed system, should be permitted. Gold being the standard and 
measure of value, there should be an obligation to give gold in return for paper 
notes or silver rupees. It is certain that after convertibility has been maintained: 
for some time the people will of their own accord adopt a habit the result of which 
will be to dispense with the actual use of gold for internal circulation. It would 
not, therefore, be a difficult matter to maintain convertibility of rupee eventually 
if it can be done in the initial stage of the adoption of gold standard. In tact, 
having regard to the large volume of rupee coins and notes that will always be in 
circulation, convertibility of rupee will have to be a permanent feature of the 
monetary system. As to the steps to effect the transition to the new system, it is 
proposed to return later. 

IV.-QUESTIONNAIRE ANSWERED. 

12. The Committee now proceed to deal with the various questions raised 
by the Commission in their memorandum. First of all, the question is f\.sked as 
to what is the comparative importance of stability in internal prices and in 
foreign exchanges. Under a system of gold standard, this question does not arise 
at alL Under this system, the prices in India will be regulated according to the 
law of supply and demand and other factors in the same way as in other 
countries which have adopted the gold standard, e.g., England and America. 
The incompatibility between the stability of yrices and the stability of exchange 
will disappear, inasmuch as the exchange wil fluctuate only within specie points 
and volume of currency circulation will be determined by the requirements of the 
community, and not the exchange operations of the authorities. The Committee, 
however, yet offer some observations on this aspect of the currency problem as it 
arises under the present system. Stability in terms of inte'rnal prices would 
necessitate the managGment of our currency, the contraction and expansion of the 
volume of currency according as the index number of prices rises and falls. 
Several difficulties are bound to arise consequent thereon, and in practice there 
will be even more difficulties than in theory. Some of the difficulties may be stated 
to be as follows :-

(1) The fluctuations in the index number are ascertained onlv after 
they have taken place. Contraction and expansion of currency with a 
view to remove the fluctuations can only be done after such ascertainment. 
The effect of contraction and expansion on the prices can only take place 
after the lapse of some time. In the meantime, other factors may have 
operated to swing back the fluctuation that was being dealt with. The 
process of contraction and expansion would thus redouble the swinging 
back. Again, the opposite process will be rendered necessary to nullify 
the effects of the first operation or the effects of the first operation may not J 

be sufficient, and it would have to be continued in a larger measure. All 
the time the process of contraction and expansion continue the exchange 
will be subject to artificially created fluctuations. 

(2) It follows from the above that while on the one hand the object 
aimed at, viz., the stabilisation of prices will be difficult, if not impossible, 
to attain, afresh element of uncertainty and speCUlation is introduced not 
only in exchange, but also in forming an estimate of the trend of prices. 
The price level will be exposed to double set of influences, viz., forces 
operating in the rest of the world as also the Government manipulations 
of currency. 

(3) Even if stabilisation in terms of index number could be attained 
the fluctuation in the prices of individual commodities could not be avoided. 
The index number is arrived at by taking into account a large number 
of commodities, some of which may tend to go up and some go down by the 
operation of the law of supply and demand. In the attempt to stabilise 
prices it will follow that the future trend of prices of any commodity will 
not only depend upon its own supply and demand, but also upon the supply 
and demand of all other commodities which go to make up the index 
number. This will necessarily affect future transactions in any com-
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modity very difficult and risky, and an ,important factor which hel:ps the 
movement of crops to the benefit of the agriculturists and the industrIalists 
will be greatly disturbed. 

(4) The act of manipulation will necessarily have to be left in the 
hands of some .person or set of persons-and even assuming that he or they 
could be so circumspect, foresighted and infallible-knowing human 
nature, as it is, it would be too dangerous to vest such unbounded powers 
affecting 320 millions of people in a small body of men who, or jsome of 
whom, may not be able to resist the temptation of utilising the powers to 

\ their own advantage. 
(5) The effect of manipulation will be not only to involve those com­

modities which enter to make up the index number, but also all other goods 
and services. This also bespeaks against such manipulation. 

The theory of stabilisation of prices has been correctly described as being 
neither fool-proof nor knave-proof and has recently been rejected by England 
where Self-Government exists. To arm currency authorities !With such powers 
will, besides the economic difficulties, be a fresh source for political suspicions 
in India. To adopt the theory here will be to commit a great economic anci. 
political blunder. 

13. The question is next raised as to what are the effects of a rising and 
falling rupee on trade and industry including agriculture and on national finance. 
Under a·gold standard as suggested by the Committee of the Chamber, this 
question also does not arise. It is only necessary to decide what the fixed value 
of the rupee should be. Two alternative ratE$ of rupee, viz., one at 7'5334 grains 
of fine gold and the other at about 8 5 fine grains are now under discussion. The 
Committee are decidedly of opinion that it is the 1s. 4d. basis which underlie a 
very large number of existing contracts. Moreover, a low gold rupee value makes 
for an easier adoption of the gold standard than a higher gold value The lower 
the rate, the lower will be the aggregate gold reserve required to maintain rupee 
convertibility both initially and eventually. 

14. The Committee moreover favour 75334 rate of the rupee, as it is their 
view that the old legal rate was most unwarrantably tampered with, that the 
present high rate has been artificially screwed up and is not likely to steady at 
that rate and lastly they consider it has not been conducive to the economic 
prosperity of the community. The Committee now pass on to a detailed 
elaboration of these views. During the war if there had been a free supply of 
gold and silver at competitive rates, the Committee believe the ratio of rupee to 
gold (Re. 1 = 75334 grains of fine gold) would not have been disturbed. But the 
Government of India having treated the rupee as the standard coin-and not as a 
subsidiary coin as it has really been for a large number of years-the Indian 
currency system broke down. Firstly, the prohibition of gold imports and 
subsequently the placing on the statute book of the 2s. gold rate made it impossible 
for the public to tender gold to Government and obtain Indian currency. As 
a result that fruitful channel of automatic expansion of currency was closed to 
the public. The demand for rupees outstripped the supply and the natural conse­
quence was a soaring of the rupees to abnormal heights, not only in terms of sterl­
ing but also in terms of gold. Government accentuated the position by adopting 
various methods of contraction of currency and by keeping the supply short of the 
natural demand therefor. At one time the artificial raising of exchange had its 
necessary reaction-imports increased, exports fell, and despite heavy sales of the 
Reverse 'Councils the rate of exchange came down to 1s. 3d. This was a good 
opportunity for Government to set the house in order and amend their past 
blunders but they abstained from doing so. On the other hand, Government 
continued their programme of contraction-at least of keeping the country 
starved of currency-with a view to push exchange to a high level. The present 
level of exchange suggests to the Committee as being rather precarious. They 
cannot ignore the fact that India has had four good monsoons successively. Even, 
therefore, leaving out of account Government manipulations, 1s. 6d. cannot be 
thought of as a natural ratio. It is impossible to regularly count on good 
monsoons. There is already a fear about the next crop. He must be a very bold 
person :who recommends 1s. 6d. as a permanent rate. Apart from its unnatural­
ness, it is very injurious to the interests of ther country. The Committee may 
illustrate it by pointing out that in spite of four good monsoons there is small 
demand for piecegoods. This is due to the facts that (1) the country hat' got 
mud:. less price for her favourable balance of trade, (2) the producer has got much 
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less for his goods while his obligations had to be met on the old basis in terms of 
~upees, (3) the producer's margin of earning has got thinned and the buying power 
m the country IS very much reduced. Moreover, gold and silver having artificially 
been. made cheap in terms of rupees, the masses have been attracted to buy the 
precIOus metals instead of manufactured products. The artificial cheapness in 
terms of rupees is to a great extent responsible for the tendency now operating 
that people put their money in unproductive commodities like gold and silver and 
othE:'r articles of luxury imported from abroad. On account of the diminished 
purchasing power of the people, local industry and trade have suffered extensively 
and intensively, and wlemployment has greatly increased. The Committee do 
not think that even Lancashire has really benefited by the high exchange to any 
great degree owing to the reduced purchasing power of the people and the tendency 
towards investment in the precious metals made cheap by the higher exchange. 
Government have after the recommendations of the Fiscal Commission pledged 
themselves to a policy of protection. There are few industries which have hitlierto 
received a protective tariff from the Government, but the higher exchange has 
automatically given protection to all foreign producers against India and what­
ever protection the local industries obtained due to higher duties im,posed during 
and after the war for revenue purposes has been n~utralised or reduced by the 
higher exchange. 

15. To discuss now the weight and fineness of the gold coin that should be 
adopted, the Committee cannot forget that it is not pOslSible to begin on an abso­
lutely clean slate. There is at present in circulation paper currency notes of the 
values of Rs. 5, Rs. 10, Rs. 100, Rs. 1,000, etc. It is desirable that any change that 
may be adopted should be of a nature that may easily fit in with the existing system 
of paper currency and help a clearer understanding of the currency po.Sition. The 
adoption of gold standard with gold currency would necessitate that our currency 
notes should be denoted in terms of gold-the real standard and measure of value­
instead of denominating in rupees merely. At the same time, as all outstanding 
contracts and obligations are expressed in rupees, it is desirable that the fixed 
rupee value should also be clearly stated on the paper currency notes, so that the 
ma~ in the street.may clearly. understan~ the posi.ti?n. All these purposes may be 
achlCved by makmg the I~dIan gold com, contammg 75·334 grams of fine gold, 
of the weIght of 90 grams; thIS may be called the mohur. The Committeo 
strongly disfavour the coinage of mohurs of higher value than one mohur, as they 
will lend themselves to be easily hoarded. A coin different from the sovereign 
would not present any technical difficulty in the way of its being minted in India. 
The Committee are aware that there is a considerable opinion in favour of 
sovereigns being introduced in India. To such a proposal, they are not opposed 
in principle and their recommendations for coins valued at Rs. 10 is based only 
on the ground of convenience. 

16. Apprehensions are often expressed that if gold coins are allowed to 
circulate in this country there will be a great scramble for gold in the world 
market, that commodity prices would fall and trade and industries in the world 
would suffer. The Committee cannot, in this connection, conceal their feelings of 
resentment that such a question should be raised in the case of India alone. India 
must have'the right of her economic self-determination. If she sells to other 
countries more than she buys from them, she has a right to be paid the balance 
in the form of gold-the only medium of international payment-and she has a 
right to use that gold either for currency purEoses o~ fo~ art as she ch?O~es. If it 
is intended to prevent the flow of gold to Indla, whICh IS due to her, It IS open to 
other countries to attract Indian capital abroad by offering tempting rates of 
investment. Moreover, a computation of the world production of gold in the past 
50 years shows that India has, in fact, taken much less than !th of the same, 
though by reason of. the proportion which Indian popn!ation be~rs to that of the 
world she is entItled thereto. But apart from thIS, there IS no ground for 
apprehension that the adoption of the gold standard .by India w~ll mea?- any 
alarming depletio~ of the gold stoc~s of the world. F!rstly, the cIrculatlOn of 
gold coins will not Illcrease. the quantIty o~ gold annu~lly Imp?rted or w~uld .?t~er­
wise be imported into IndIa. The quantIty of gold Import IS necessarIly lImIted 
by the balance of trade .in merchandise. and by Govern~ent's req~irements for 
home remittances. It IS only the remamder that can be Imported m the form of 
gold. If in any year a larger qu~ntit:y of gold is by ~hance imported, ~t must 
be made up in the su~sequent perI?d eIther b:y actual Import or by less Import. 
Seoo~, the ci~culatI?n pf go~d coms or the rIght vested m the people to use t~e 
same for their cIrculatmg medIUm or to obtam gold whenever they want m 
exchange for other currency-would create more confidence in the currency of the 
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country and induce the public to use paper currency notes and the subsidlary 
rupees as the circulatmg medium without any heavy demand for gold 
coins. Thirdly, the use of gold bullion will be substituted to a large 
extent by that of gold coins and this wIll operate considerably to the benefit not 
only of India but of the world at large. At present, those who desire to invest 
their savings in gold have no other alternative than to resort to bullion and convert 
it into ornaments. If gold coins are in circulation, the tendency would be more 
and more to invest the savings in gold coins instead of jewellery, as the former will 
be easily-without difficulty, without any loss of prestIge, without having to over­
come the unwillingness on the part of women to part WIth their jewellery-avail­
able for all kinds of uses. As the habit of mvesting savings in gold coms 
increases, the progress to investment in productive channels will be easy, sure and 
quick. It naturally follows that gold :will be used for productive purposes and 
will ultimately be replaced by paper currency notes, etc. It is difficult to under­
stand what argument can justly be advanced against the adoption of gold currency 
in India. If it be said that the Genoa Conference preferred a form of gold 
exchange standard to gold standard, it was because deflation was considered too 
risky for most countrIes. In any case, the Committee's views in this connection 
are:-

(1) that India has had painful experience of the former and needs the 
regime of a pure currency system in which there can be no possibility 
of a loophole for manipulation by Government; 

(2) that when several countries come together including England, United 
States, etc., to confer about the adoption of the gold exchange standard 
by them all, India also may be inVIted to the conference as a separate 
unit to take part in their deliberations, and with the experience of a 
pure currency system obtained in the meantime, will be able to give 
the benefit of her advice and to adopt such joint action for the benefit 
of the world as may then appear feasible; but untll that time arrives, 
there can be no justification in depriving this country merely because 
of her political weakness from adopting a sound system of currency 

17. The Committee next turn to the question of the composition, size, 
location, and employment of the reserves, including the paper currency reserve 
and the gold standard reserve. The paper currency reserve on the 22nd November, 
1925, stood as follows:-

In India. Rs. 
Silver coin 
Gold coin and bullion ... 
Silver bullion under coinage ... 

In India ... 
In England 

Securities (Purchase Price). 

Total 

81,10,47,104 
22,31,74,903 

7,13,69,517 

Rs. 
57,11,14,946 
22,99,65,167 

1,90,66,71,637 

Rearranging the above according to silver and gold, the position appears tlJ 
be as follows :-

Silver. 
81,10,47,104 

7,13,69,517 

88,24,16,621 

Gold. 
22,31,74,903 
22,99,65,167 

45,31,40,070 

Securities in India. 
57,11,14,946 

57,11,14,946 

That is to say there are:- Crores. 
0/ rupees. 

Silver 88t 
Gold ... 45! 
Indian Securities... 57 

The Committe·e are aware that the gold position of the securities has bern 
valued at Rs. 10 per £. Valu~ng it at ;Rs. 15 per £, and ca~celling Indian 
securities to the extent of the mcrease m value, the followmg figures are 
obtained :- Crores. 

Silver 88t 
Gold 67~ 
Securities 34! 
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. Th~se figures indicate sufficient gold reserves as a backing against the rupee 
cIrculatIOn under a system of gold standard. But the Committee would recom­
mend further au.gmentation of gold reserves, if possible. On the adoption of 
gol~ st~n.dard WIth a gold currency the last semblance of any valid reason for 
maIntaInIng any portion of the Indian reserves in London disappears. Under 
the gold exchange standard system, the argument was put forward that to meet 
even t~e r~mote contingency of having to draw Reverse Councils, it was desirable 
to maIntaIn a reserve in London, either in gold or in foreign currency. But, 
under the gold standard system, such a contingency can' be met by the actual 
export of g?ld. The Committee may repeat here, that as the balance of trade is 
seldom agaInst India, there can be no justification for keeping any portion of 
our reserves outside India. The requirements of the Secretary of State should 
be met either by selling Council Bills in London or by purchasing Trade Bills 
in this country according as the occasion therefor arises, and for that purpose 
there is no necessity of keeping any Indian reserves in London. Any extreme 
case of necessity may be made by short-term borrowing in England, as is resorted 
to by the merchants. 

18. The Committee now turn to the question as to whether the note-issuing 
powers should be transferred to the Imperial Bank of India. They consider that 
this should be done and the Bank should be made to carry out this function 
through a separate issue department. As regards the backing of the note issue, 
the first thing to be done is to set the house in order as detailed above by con­
verting the available resources into gold to be kept in India. That being done, 
or a proper estimate thereof being formed, a provision should be made that at no 
time should the gold portion of the reserve fall below 50 to 60 per cent. of the 
total issue. It is unlikely that so much gold will be required at ordinary times; 
still the metallic backing should be sufficiently strong to meet ordinary emergency 
so that the confidence of the people may not be shaken on the one hand, and the 
possibility of the failure of the monsoon for two or three successive years may 
be made without difficulty. Any extraordinary emergency such as arose 
during the last European war may have to be dealt with in an extraordinary 
manner when the situation actually presents itself. The facilities for the 
encashment of notes seem to be fairly good at present and a suitable arrangement 
may be made between Government and the Bank for a proper development and 
evolution of the system. 

19. The remittance operations of the Government of India may be managed 
by the Imperial Bank but they should not be confounded or complicated with the 
currency system, as was unfortunately done by Government. Remittance 
operations should be confined to actual requirements, due advantage being taken 
of slack seasons, favourable ready or forward rates, etc. By so doing, trade will 
also be materially helped. 

20. The eighth question of the Commission's memorandum relates to the 
seasonal demands of currency. Such demand lasts usually from November to 
February. By allowing free flow of gold, and the use of gold as currency, the 
Committee think that a good portion of the demand can be met by the banks by 
the import and export of gold. The expenses involved in the actual import and 
export may be saved by the Imperial Bank buying trade bills in the beginning 
of the season and selling them at the end, and issuing currency against them. 
They, however, fear that the Imperial B~nk may repeat the mistakes of Gov~rn­
ment: but if sUltable checks can be prOVIded to prevent wrongful mampulatIon, 
the operation may be permitted. The Committee suggest a careful investigation 
into the matter by the ~uthoritie~ and th~ results be~ng placed b~fore the public 
for criticism. But an Issue agaInst fo~elg~ trade bIlls may ~ m~dequate, B;nd 
there may be still a necessity ~or IssUlng currency agaIn~t mternal b~lls 
of exchange. This should be permItted at an early stage to avOl~ undue scarCl.ty 
beinO' felt and not after the scarcity has operated to the hardship of the publIc. 
The ~carcity which is felt just when the crops ar~ marketed .by the cultivators, 
tends to lower the prices of the produce, thus affectIn~ the agrICultural producers 
wh0 constitute at least 75 per cent. of the populatIon. The ImperIal Bank 
should be required to pay a .royalty cal~ulated at t?e ra~ of 5. per cent. per 
annum on such issue. There IS a complamt that IndIans dId not m the past get 
sufficient benefit from the issue of emergency currency. Proper care should, in 
the opinion of the Committ~e, be taken to s~ that no room is left .for such com­
plaint. The Committee deSIre ~~so to ~entIOn here that the necessl~y th~t .some­
times arises by failures of and rush on banks. On such occasIOns It IS not 
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only the affected bank that suffers but other b:;tnks also get involved and people 
who have borrowed on short terms or on overdraft accounts are also great sufIerers. 
Provision should be made to meet such emergency, though the rate of interest 
to be charged on loans to meet such a situation may be made as high as 7 to 8 
per cent. per annum. Such a provision would materially help the development 
of an Indian banking system the absence of which is a fundamental weakness of 
the Indian economic system. 

V.-TRANSITION. 

~1. In the foregoing paragraphs an attempt has been made to answer only 
those of the questions raised in the Commission's memorandum which arise under 
a gold standard. Such questions as, for instance, the method of silver pur('ha~e 
which do not arise under a gold standard or are only of trivial importance there­
under have not been sought to be answered. The views again with regard to 
some other questions, though not specifically recorded, have been suggested in 
various places of this written statement. It now remains for the Committee to 
formulate definite proposals with regard to the transition to the new system 
The first step necessary to attain this object is no doubt the working of the 
exchange back to Is. 4d. level, for it will be realised that so long as the market 
rate of exchange rules at anything higher than this, the export of Indian produce 
will heavily suffer if the Mint is meanwhile opened at the rate of 7'5334 graing 
of fine gold per rupee. It is completely within the powers of the Government to 
reach back the Is. 4d. figure. All that would be necessary is a further process of 
expansion. The new issue of rupee suggested under the proposal should be only 
against the delivery of gold, the Government refusing to buy trade bills mean­
while. In other words, the suggestion is in effect that Government should buy 
gold at competitive rates against issue of Indian currency. The inevitable result 
will follow; the currency will expand, and exchange will sink back to Is. 4d. It 
is estimated that a further issue of 25 crores of rupees will be effective to bring 
about the desired effect. 

22. At this stage, it would be the duty of the Government to open the mint 
to the free coinage of gold mohurs and parri passu to issue and renew paper 
cm rency in terms of mohur as already suggested. The Committee, however, 
realise that no system of gold standardi shall be complete so long as the crowning 
measure is not taken-namely, the convertibility of rupee in gold is unreservedly 
declared. Though fully alive to the importance of such a measure, it is the view 
of the Chamber that such conversion facilities should not be deferred till the 
Government are in a position to declare convertibility of the rupee without reser­
vation. There is at present, as pointed out in an earlier paragraph, no less than 
33 crores of rupee worth of gold. Added to this the new addition of 25 croreg 
consequent on the exchange operations as indicated in the previous paragraph, 
the Government shall have a total gold bullion reserve of 58 crores of rupee by the 
time they open the Mint to free coinage. The Committee are emphatically of 
opinion that this gold backing by itself would be sufficient to start India on an 
effective gold standard, at any rate, to maintain convertibility of rupee circulation 
to a very large extent. It is, therefore, the sug~estion of the Chamber that while 
Government should have the option of convertmg the rupee and notes either in 
gold or in silver, the option of giving silver should not be exercised until forced 
by a rapid depletion of gold reserve. 

23. The question is still worth an examination as to whether with gold 
backing the Government shall be justified to declare an unreserved convertibIlity 
of rupee. The Committee do not consider that the drain on gold even in the 
initial stage shall be very heavy. Scattered, as Indian villages are, remote from 
the nearest treasuries, it is a sheer alarmist view to take, that there will be a 
very heavy drain on gold. At the worst calculation, a gold backing of 100 crores 
should be sufficient to enable Government to declare convertibility without any 
reservation, though so far as the Committee are concerned they would regard 
this figure as greatly over-stated. What should the public really demand gold 
for in exchange for rupees 1 India being a poor country, it is the rupee which 
will have to continue as a currency medium among a very large section of the 
popUlation and the wealthy classes in the large city, who have their money banked 
up, are not likely to run on the currency for conversion of rupee to any unusual 
extent. In any case, should the Commission still be of the view that the reserve 
of 100 crores of rupees in gold is the irreducible minimum to enable Government 
to declare unreserved convertibility, the Committee would sugges.t the immediate 
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transfer of the entire sterling securities in the paper currency reserve now in 
London. A .t~ansfer of £22 millions of sterling securities in gold to India would 
mean an addItion to ~he gol.d reserve of 33 crores of rupees, thus bringing the total 
reserve to 91 crores, mcludmg the 58 crores already accounted for. It is difficult 
therefore, to imagine why India should not have an effective gold standard from 
the very beginning, even leaving out of account her gold resources in the gold 
standard reserve. After the convertibility has been declared, rupee may be made 
a legal tender within a limit of Rs. 1,000. Pending such step, however, it will be 
necessary to treat rupee as an unlimited legal tender. 

24. It is painful for the Committee to observe that an endeavour should now 
be made, evidently from interested quarters, to establish that India requires an 
appalling amount of gold for adoption of an effective gold standard. In the 
" Capital" of the issue of the 10th instant a scheme of gold standard is referred 
to according to which India will have to seek an American loan of 300 crores of 
rupees in order to attain her cherished object. Preposterous as the proposition is, 
the Committee feel it as an outrage on the Indian nationalist sentiment to ask it 
to submit to a foreign loan, India having a heavy favourable balance of trade 
from year to year. It is the height of irony that after denying India for years 
her legitimate share of the world's gold resources, she should be asked to borrow 
gold from abroad when at last she refuses to forego her share of the gold any 
more. To estimate India's requirement of gold reserve at 300 crores against a 
total circulation of 450 or 500 crores of rupees is not only to display 
crass ignorance of the economic science but to throw oneself in absolute ridicule. 

25. In conclusion the Committee would invite, where necessary, references 
to Mr. D. P. Khaitan's brochure, '. Indian Currency Problem, 1925," for many 
of the facts and materials underlying the views of the Committee expressed in 
this memorandum. 

APPENDIX 40. 

Statement of evidence submitted by Mr. A. Ramaiya, M.A., Vakil, Madura. 
1. The main features of the existing currency and exchange system and 

practice of this country may be briefly stated as follows:-
. (i) The country has what may be called a rupee standard, which is linked 

neIther to gold nor to silver, and under which the unit of currency the rupee .is 
unlimited legal tender within the country. The currency consists of two parts, 
silver coins and paper notes, the latter being issued against reserves of gold bullion 
and securities. The silver rupees contain a smaller silver content than what they 
are capable of purchasing, and are absolutely inconvertible either into gold or 
silver, and the paper notes are also not convertible except into rupees. From the 
point of view of international exchange, there is no difference between the silver 
rupees and the paper notes, the one being notes printed on silver and the other 
notes printed on paper. And for purposes of remittance abroad the value of both 
at any particular time depends largely on their purchasing power parity with 
the currency units of other countries. Having no fixed value in relation to gold 
or silver, the rupee (silver as well as paper) has no utility power outside the 
country. Its value depends purely on the relation between the supply of and 
demand for it on the one hand, and the supply of and demand for commodities on 
the other. Of course, there was an officially fixed rate of Is. 4d. the rupee before 
the War, and there has been an officially fixed rate of 28. the rupee since 1920. 
But the former could be maintained only during times of favourable balances of 
trade, and the latter, being a hasty revision of the ratio at a time when world 
l'onditions had not become sufficiently settled has never succeeded so far; with 
the result that at the present time the rate of ex.change depends purely on the 
purchasing power parity of the rupee with the currency units of other countries, 
controlled to some extent by the policy of Government with regard to its own 
remittances abroad and the volume of currency which it chooses to keep in 
internal circulation from time to time. 

(ii) There is no provision of any legally recognised or guaranteed apparatus 
for adjusting the country's international exchanges without impairing the 
progress of her trade, especially during times of unfavourable balances. Though 
out of the profits of the rupee coinage t~e Government has been maintai~ing what 
it calls a gold standard reserve, ostenSIbly for the purpose of helpmg trade 
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adjustments, yet the Government has always proclaimed and acted on the 
prInciple that there is no historical or legal obligation to use the reserve for other 
than the Government's own remittance transactions. The result is that the trade 
interests of the country are largely left to be governed by the play of International 
economic forces under which the rate of exchange is tossed up and down until it 
assumes a position of equilIbrIUm where the balance of payments equalises ltself 
by such means as the export of securities, raising loans in the creditor country 
or countries, and so forth It is true that the Government is helping a good deal 
by means of its counCIl drafts and reverse councils, and its control over the 
volume of currency in internal circulation, to steady the exchange rate and 
rrovi'de facilities for trade remittances. But its help comes in only at times 
when without such help trade can get on, that is, durIng periods of favourable 
balances. The country has generally favourable balances of trade, its exports 
exceeding imports. But in years of famine, when exports shrink, there is no 
adequate apparatus for meeting international obligations. The gold standard 
reserve of the Government is applauded as having been useful for the country in 
the pre-War period. But the country had had generally favourable balances 
during that period except in 1907 and 1908, when exports diminished on account 
of agricultural depression in the country. And it is exactly during this period, 
when the trade of the country required Government's help that the help could 
not be efficiently offered, with the result that the pre-War standard of exchange 
of Is. 4d. could not be maintained during that time. Again, during and after 
the War, the Government has also miserably failed to maintain the exchange with 
the help of its gold standard reserve. The system itself collapsed when silver 
prices ran too high to make it profitable for Government to issue further coinage, 
with the result that the mainspring of the reserve broke down hopelessly. No 
amount of manipulation on the part of the Secretary of State, nor the change of 
control of the exchange policy from him to tlie Government of India, and the 
latter's efforts and devices to manage it, could save the situation. Then the 
adoption by Government, in spite of the protests of the Indian commercial 
community, of the 2s. rate recommended by the Babington-Smith Committee. 
and which was intended to secure stability of exchange, led to the most violent 
fluctuations ever experienced in the history of this country's foreign exchanges. 
and subjected the country to all its attendant evils, besides causing a loss of more 
than 50 crores of rupees to the Government in its futile efforts to maintain the 
exchange by sale of reverse Councils. The reason for this failure is to be traced 
not merely to any defects in the reserve maintained by the Government, but to the 
exchange and currency system as a whole, which requires to be radically 
reformed. 

(iii) The Indian currency is an essentially" managed" currency, the volume 
of money in circulation in the country being entirely left to the management of 
the Government which, on account of its peculiar position of having to make 
large remittances abroad, its large silver purchases for rupee coinage, and its 
power to raise large foreign loans, has the capacity to control and determine to 
an appreciable extent both the internal and external purchasing power of the 
rupee. The supply of internal currency is now arbitrarily regulated by the 
Government without any such automatic control as is exercised in the case of the 
pound sterling or the dollar. The people of the country, being governed by an 
alien Power, view with suspicion this power of the Government to manipulate the 
currency in any way it chooses, and consider that the currency policy of the 
Government is directed more in the interests of Great Britain than of India. 
Whether this suspicion is well-grounded or not, yet having regard to the relation 
between the Government and the people, it is eminently desirable that the Indian 
currency system should as far as possible be made an automatic one. Even in 
England, where democracy is so highly developed as to conduce to an identity of 
interest between Government and people, the people have viewed with suspicion 
and rejected the proposals for a " managed" currency, and preferred the return 
to a more or less automatic gold standard. It may be that there is a good deal 
to be said in favour of a " managed" currency-a managed currency, not like 
the one in India, which is arbitrarily regulated, but one which will be managed 
on a scientific method. And monetary theorists may be right in maintaining 
that the ideal system of currency must necessarily be a " managed " one, under 
which the price level of commodities in general (instead of gold or any other 
precious metal) is taken as the regulating principle of the currency in all 
countries But the time is certainly not ripe now for that. And neither the 
economic condition of the world nor human capacity for financial management 
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has att!1ined the stage of fitness sufficient enough to be entrusted with such a 
responslbl~ task. So far as India is concerned, the position is still worse, having 
regard to .the political relation between the Government and the people. As Sir 
James Wilson has recently expressed, the currency policy of the Indian Govern­
ment shows beyond all doubt " the danger of entrusting the management of :l 
currency to any body of men, however capable, honest, and impartial, without 
some automatic check, which would prevent even a partisan or doctrinaire 
Government from manipulating the currency in the interest of particular classes, 
and thus possibly inflicting great injury, especially on the poorest of the popula­
tion. The people of India will be safer with a currency based on gold, although 
the commodity value of gold is liable to fluctuate, than with one dependent on the 
varying opinions of any body of men." 

2. If the chief utility of money is its capacity to serve as a reliable measure 
of value, then twOl things are necessary for the successful working of the currency 
system of the country: One is that the value of its monetary standard should 
remain stable inside the country and maintain stability of internal prices. The 
other is that its international exchange value should also be stable. Internal and 
external stability are both important. In India the former has not been seriously 
cared for or sought to be maintained at any time. And only external stability 
has been attempted to be maintained by elaborate manipulations on the part of 
the Government. The importance, however, of maintaining a stable level of 
internal prices cannot be over-emphasised. It is unnecessary to enumerate here 
the consequences to a country of changes in the value of money and the instability 
caused by rising or falling prices. These have been discussed in great detail by 
Mr. J. M. Keynes in his brilliant" Tract on Monetary Reform." Instability of 
prices causes fluctuations in trade and industry, leading at one stage to specu­
lation and easy gains, and at another to business risks and anxiety, bankruptcy, 
loss, unemployment, and social friction. Fluctuations, both of hIgh and rising 
prices and low and falling prices, are evils to be avoided, and are injurious in 
their consequences to individuals and classes, the former set be ins, however, con­
sidered less injurious than the latter. Whatever that may be, It is undeniable 
that both are evils to be shunned, and that the maintenance of a stable level of 
internal prices in all countries-stable not in a static but dynamic sense is 
greatly beneficial to human progress and welfare, inasmuch as it guarantees 
certainty and confidence in our economic relations. 

3. So far as external stability is concerned, this is equally essential for the 
progress of a country's trade with the outside world. The importance of this is 
very great in the case of countries which have large foreign trade and extensive 
financial interests or obligations outside themselves. So far as India is concerned, 
not only does she have foreign trade of huge dimensions, but she has to make 
large payments annually abroad. The Home Charges of the Government, and the 
interest payable on sterling loans, and profits of foreign capital invested in the 
country all amount to a good deal. Not having capital enough for her industrial 
development the country has to import a large capital from abroad, and this 
means a permanent addition to the annual remittances. Except on the basis of a 
stable exchange the Government cannot balance its budget here. Without it, 
budget-making is reduced to mere speculation. The Finance Member will have 
only to adopt what may be called a budget rate of exchange in order to calculate 
the probable gain or loss through exchange for the coming year, unless the rate of 
exchange has been fixed. If the average market rate for the year should deviate 
widely from his estimated budget rate he may be surprised at the end of the year 
either with an unexpected large surplus or an unexpected large deficit, as the case 
may be. So long as the Government requires to make large foreign payments 
this uncertainty must remain unless exchange is steady. In this country, on 
account of the large foreign remittances that the Government has annually to 
make abroad. a balanced budget will be impossible without stability of exchange. 
Further, such stability to the extent to which it influences the internal prices of 
those goods which enter into international trade has also a sympathetic influence 
on the stability of internal prices. "By stimulating or restraining exports and 
by determining the prices which must be paid for imports the exchange rate haa 
a considerable influence on home prices." (Mr. J. R. Bellerby, in the" Economic 
Journal, 1925," page 272.) Stability of exchange is not. as Mr. Keynes would 
seem to think, a mere" convenience which adds to the efficiency and prosperity 
of those who are engaged in foreign trade." (" Tract on Monetary Reform," 
page 155.) Instability of exchange results in a worsening of the trade of a. 
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country through the want of confidence it creates on account of the uncertainties 
and risks involved. As the Finance Member put it: "Exchange fluctuations 
ihtroduce into business an additional and extraneous risk which leads almost 
inevitably to a diminution in the volume of trade; even when they are of moderate 
extent (they) 1iave a deeply disturbing effect. In business the breath of life is 
confidence. And what is required for confidence is certainty. In this matter of 
exchange nothing short of certainty is of any use." (Address to the Associated 
Chambers of Commerce, Bombay, 4th December, 1923.) From the point of view 
of the nation as a whole, a high or rising exchange has a more injurious con­
sequep.ce for her industries and trade than a low or falling exchange. Further, 
it etlables foreigners to carry away unperceived the resources of the country by 
paying a lower price in terms of the country's internal currency. So far as India 
is concerned, the high exchange has been disadvantageous to the " unsheltered " 
industries of the country by keeping" unsheltered" prices low. But it has been 
of advantage to Government in enabling her remittances abroad to be made on 
advantageous terms and in keeping her internal rupee expenditure from 
increasing. And it has also lightened the burden on those who have had to make 
fixed money payments abroad. As Mr. F. H. Lucas, of the India Office, observed, it 
has also probably saved the country from the worst effects of credit inflation result· 
ing from the methods of war finance followed in France, Germany, Russia, and 
Great Britain, and enabled her to avoid assuming a greater share of the burden 
of the War than she has done. But its effect, though temporary, has been to 
stimulate imports and serve as a bounty on them, while discouraging and checking 
exports. Again, those foreigners who have invested capital in Indian industries 
not on fixed money rates of interest payable in terms of sterling or other foreign 
currency, as in the case of the sterling loans of Government, but for rupee profit8, 
have been gaining a good deal by conversion of their rupee profits into sterling on 
account of the high exchange rates that have prevailed. The agricultural 
producers of the country have also suffered on account of the tendency of the high 
exchange to discourage the exports of their agricultural produce by getting them 
lower rupee values. But their suffering has not been a loss to the country as a. 
whole, as the poorer classes, including the millions of agricultural labourers, are 
beneficially interested in the checking of the export of the country's food products, 
and thus cheapening the same within the country. 

4. It is true that every variation in the exchanges has only a temporary and 
transitory effect, and ultimately leads to readjustment by setting the necessary 
forces in motion. But these are only tendencies. The purchasing power parity 
never gets restored to its original position of equilibrium. Meanwhile, however, 
a good deal of mischief is done. In this country Government comes into play. 
By its policy of reverse councils it has prevented the fall of exchange to the extent 
it otherwise would, and has maintained for its own advantage the rate of 
exchange at Is. 6d. But for Government manipulation the rate would almost 
certainly have fallen to Is. 5d., or even lower. 

5. In view of the suggestion I propose to make below it is, however, unneces­
!'ary to discuss about the exchange value of the rupee any further. It is sufficient 
to mention that stability of exchange or facilities for automatic adjustment of it 
will be greatly beneficial to any country that has a fair extent of international 
trade. 

6. So far as our own country is concerned, the position is that the rupee stan­
nard has so far failed to achieve external stability, and with regard to internal 
stability nobody ever cared' to trouble himself about it until now. The manipula­
tions and tricks of the Government for restoring external stability have also tJeeu 
so far unsuccessful, not because they were in themselves wrong or misplaced-a 
good many people in the country think that the Government were motived by other 
than IndIan considerations, and therefore failed-but because the standard of 
value, the rupee, which the Government has persisted in maintaining, is funda­
mentally defective. Unless the standard itself is changed healthy reform is not 
possible of achievement. All the actions of the Government have been at best mere 
palliatives and not cures of the ills. The fundamental defect of the system is 
that the currency unit, the rupee, is entirely unsexed, being linked neither to gold 
nor to silver. That is to say, India has now neither a gold rupee nor a silver 
rupee. It has only an inconvertible currency, consisting of notes printed on 
silver and notes printed on paper (each, however, convertible into the other), and 
the value of the unit being appreciably determined by the policy of Government, 
not with reference to any principle of automatic regulation, but at its own will 
and pleasure, and to suit what it considers or imagines to be financially necessary. 
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Wh3:teyer may be the motive of Government in its present policy-I for one am 
~nwllhng to suspect it in the least-it must be admitted that Government is as 
like~y as any other hum~ agency to go wrong. If we examine its currency policy 
durmg the past five or SIX years we cannot shut our eyes to the hard fact that it 
we?t hopelessly wron~ from beginning to end-in the fixing of the 28. rate, in its 
ru~nous policy of sellIng reverse councils, in its deflating the internal currency by 
brmgins about a diminution in the volume in active circulation, and actively 
preventmg the return of the purchasing power parity of the rupee to its natural 
point under steadying world conditions. The existing currency policy of the 
Government is really lamentable. The system has no elasticity or principle. It 
is regulated neither with reference to the condition of trade balances nor with 
reference to the general level of internal prices. Both the gold exchange 
standard reserve, which was sought to be mamtained out of the profits derived 
from the issue of silver rupees, and the paper currency reserve, which is held 
against the issue of notes, have no relation whatever to the extent of the possible 
international obligations which the country might at any time be called on to 
discharge on account of her foreign trade, except that to alleviate seasonal 
demands, paper notes to the extent of 5 crores of rupees are authorised to be 
issued agamst short-term bills by Section 20 of the Paper Currency Act of 192~. 
The result is that we have in this country an utterly unscientific currency system, 
inelastic in its operation and inadequate for its purposes. 

7. The remedy for the currency ills of the country is to be found not in a mere 
change of policy with regard to the issue of currency for internal circulation OJ 

the regulation of its external exchange value, but in bringing about a radical 
change in the standard of value itself, and helping the way to the establishment 
of an automatic system of currency. I do not mean to say that an automatic 
system is the ideal system to be aimed at for all time to come, but that it is the 
Rafest under present world conditions. The goal towards which the whole 
civilised world has been moving is a more or less automatic gold standard. The 
Finance Member, in his address to the Associated Chambers of Commerce, 
Bombay (already referred to), recognised and endorsed this fact. The resolution 
of the Genoa Conference was emphatically in favour of the " adoption of a gold 
standard by all countries that can, all the countries that hope to have sound 
currency at all." Even Mr. Keynes, the most ardent advocate of a scientific 
system of " managed" currency, wrote in the Manchester Guardian Recon­
btruction Number of 20th April 1922, that he could find" no other solution of 
stabilisation (international exchange stabilisation that is) except the traditional 
solution, namely, the gold standard in as many countries as possible." 

8. The time is also now ripe and opportune for the adoption of the gold stan­
dard in India at the present moment. World conditions, including those of India, 
have now passed the chaotic stage of wild exchange fluctuations and become fairly 
steadied. The country with and through which India has been mainly dealing in 
her international trade, namely, England has now solved the problem of her 
currency by passing the Gold Standard Act, and restoring sterling to gold parity 
So that thelroblem as to whether we should stabilise our currency with sterling 
or with go! has now disappeared. It is always safe and good for this country 
to move with the country with which she is mostly to transact all her foreign 
exchanges. Further, the two other main countries with which India has to deal, 
viz., U.S.A. and Japan, are also having a gold standard. The simplest and 
safest method, therefore, of solving the problem of Indian currency anq exchange 
is through the adoption of a gold standard in this country also. Such a solution 
is greatly facilitated by the circumstance that the commodity price of gold is now 
far lower than what It was in pre-war times, so that the establishment of an 
adequate gold reserve for our currency purposes is now easily achievable. It will 
be seen that the cheapness of gold has greatly facilitated England's return to cl 

O"old standard easily and quiCkly. When the whole world, at any rate, that 
portion of it ~hich counts, is in favour of a gold standard, and has recognised it 
as the most stable medium for international payments; to adopt or stick to any 
other standard will be a solitary eccentricity. It is always safe to move in the 
generally recognised path, and adopt what the general world has considered to 
be the best and most reliable siandard of value. So far as this country i5 
concerned, the gold standard is eminently desirable for the following additIOnal 
reasons. 

(i) In the first pl~e, it provides for tlie automatic. at any ra~e, ~ princ!pled, 
expansion or contractIon of the currency, and enables the volume m CIrculatIon to 
adjust itself to trade requirements. It helps a great deal to do without a pureJy 
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" managed" system, which requires expert knowledge and skill on the part of 
finanCIers who are too wanting In that commodity, not only here, but in all parts 
of the world, to be safely entrusted with the task. And more than that, it wIll 
remove here and. now the lurking suspIcion entertained against the Government 
that they are managIng and directing the current polIcy of the country more III 

the Interests of Great Britain than of India. Whether thIS SUSpiCIOIl has any 
baSIS or not, It is very deSIrable that the Government should try to keep Itseil 
above suchleproach. WIthin the last four or five years the currency and exchange 
pohcy of tn.e Government, including the sale of gold from its gold standard 
reserve-even though It is quite certain that Government acted WIth the best of 
motIves-has lent support to the suspicion. Under these circumstances the ail;} 
of reform In this country, at any rate, for the immediate future, must be the 
establishment of a more or less automatic gold standard, leaving little scope for 
Government manipulation in an arbitrary fashion. 

(ii) The difficulties regarding the rate of exchange with the other gold 
standard countries, under which we have been labouring under the present 
system, will automatically disappear with the adoption of a gold standard. 
During past years, the eccentric Rupee Standard, inconvertible within the 
country and unacceptable for international payments, has been the main cause of 
our exchange troubles; and the sham and spurious gold exchange standard ot 
the Government regulated not with reference to the volume of the country's mtcr­
national trade indebtedness, but built up on an inadequate and unprincipled 
reserve maintained out of the fluctuating profits of its rupee coinage, faIled 
miserably when silver prices ran high. The currency and exchange troubles 
of India in the past have been due, not to world causes, but to governmental 
infliction. The only escape from such infliction is the adoption of a gold 
standard which, whatever its defects, will certainly solve the exchange difficul­
ties of the country, by providing automatic correctives by means of gold payments, 
for variations in the net balance of our international Indebtedness. By its free 
flow, gold will be in a position to maintain such a distribution of itself as to 
preserve everywhere a fairly uniform level of prices in terms of gold (maklllg 
due allowance for transport charges, ete.) and keep the exchange rates stable 
within the narrow limits of the gold points. The capacity of a gold standard to 
give complete stability of exchange will be evident from the following passage: 
" If both currencies in question (internal and external) are stabilised in relatIOn 
to gold, all individual valuations take a simple form. The reason is that gold 
can be used for paying debts, for buying commodities, and for investing capital 
in any part of the world. It has an international value-in-use. Any demander, 
therefore, who is buying foreign money redeemable against gold will be able to 
confine himself to a calculation of its ratio to the value of gold. In this simplifi­
catIon of the valuations will be found the chief argument for an internatIOnal 
system of gold standards." (Economic Journal, 1925, page 231.) Of course, it 
may be stated that this method of adjusting international obligations by the flow 
of gold from one country to another and thus restoring the equilibrium of price 
levels is essentially a pre-war method which on account of its slowness of working 
would not be capable of dealing with such large and sudden divergencies between 
the price levels of different oountries, as have occurred recently. It must be 
admitted that the process of restoring exchange equilibrium through gold move­
ments takes a longish time to work itself out as will be evident from the following 
passage in Mr. Keynes's book (A Tract on Monetary Reform, pages 159 and 160) 
where its working under the pre-war regime is thus described :-" If gold flowed 
out of the oountry's central reserves, this modified discount policy and the 
creation of credit, thus affecting the demand for, and hence the price of, the 
class of goods most sensitive to the ease of credit, and gradually, through the price 
ot these goods spreading its influence to the prices of goods generally, including 
those which enter into international trade, until at the new level of prices foreign 
goods began to look clear at home and domestic goods cheap abroad, and the 
adverse balance was redressed." As this method of operation would take months 
to bring about a state of equilibrium in the balance of international payments, 
and as, under the post-war regime fluctuations have been sudden and violent it 
is argued that the employment of gold may not help us much in quickly adiu~ting 
emr international accounts under Dresent conditions. But then world conditions 
have now become stabilised enough through the return of a ~ood many countries 
to the gold standard, for us not to expect any more such rapid and violent 
fluctuations in the exchanges reauiring a ouick reaction for the maintenance of 
equilibrium as were eXDerienced before. Further" under the post-war regime 
wh'pn 0"010' W~~ nnt ~v~lbh1p for 11~P ~ c:vc:t,pm n~~ dpvp1nned or npC'Pc:.c:itv_ llntlpr 
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which international obligations are almost wholly adjusted by simple changes 
of titles to money, and with little gold movements. As the !tight Honourable 
R McKenna pomted out in his presidential speech at the general meeting of 
the Midland Hank, Ltd., on 21st May, 1924: •• .People often talk of money going 
abroad or of fO'l'eign money coming here, but as a fact when gold is not in use, 
money is incapable of migration. The title to money may change. An individual 
may sell his sterling to an American for dollars but the AmerIcan will then own 
the sterling in England and the Englishman the dollars in the United States. 
If there is pressure to sell sterling, the exchange value of the pound wIll be 
lowered, and temporarily the burden of British payments m America will be 
increased. But the change of ownership does not remove the money which 
necessarily remains and can only be expended where it was created. No> exchange 
transaction, no purchase or sale of securities, no import of foreign goods OIl' export 
of our own, can take money out of the country or bring it here." This passage 
does not, however, explain the rapid and powerful manner in which the post-war 
method has been shown to work, by Mr. Keynes, in his book already referred to 
(pages 160-161). This is what Mr. Keynes says: .. If at the existing rate of 
exchange the amount of sterling offered in the exchange market during the course 
of the morning exceeds the amount of dollars offered, there is no gold available 
for export at a fixed price to bridge the gulf. Consequently the dollar rate of 
exchange must move until at the new rate the offerings of each of the two 
cmrencies in exchange for one another exactly balance in amount. But it IS 
the inevitable result of this that within half an hour the relative prices of com­
modities entering into English-American trade, such as cotton and electrolytic 
copper, have adjusted themselves accordingly. Unless the American prices move. 
to meet them half way, the English prices immediately rise correspondent to 
the movement of the exchange." This system of rapidly adjusting international 
payments and restoring equilibrium is sure, on account of its obvious convenience, 
to develop fuller in the near future even though the gold standard might have 
been completely restored in all countries and gold made available for inter­
national adjustments. But even then, as Mr. Keynes himself admits, the fact 
still remains" that as an ultimate safeguard and as a reserve for sudden require­
ment no superior medium (to gold) is yet available." 

(iii) Public opinion in this country is strongly against the existing monetary 
policy of the Government. It is due mainly to politIcal suspicion. 'that IndIa 
should be flooded with silver rupees, and that, with a smaller silver content, when 
all the leading countries of the world possess gold standards, and that the Govern­
ment of the country should persist in maintaining this solitary rupee standard 
are factors which induce the people to attribute motives to the Government and 
thus unnecessarily cause estrangement between the people and the Government. 
Popular feeling in India has always been in favour of a gold stanaard. In spite 
of the fact that as long ago as 1898 the Fowler Committee endorsed such feeling 
and recommended the establishment of a gold standard the Government has with­
out any valid or convincing cause, prevented the adoption of such a standard, 
and in its stead been continuing and applauding its spurious gold exchange 
standard, maintained out of the precarious profits of its silver purchases and 
profits of rupee coinage. The breakdown of this gold exchange standard when 
silver prices went high and the declaration of successive Currency Committees 
that the gold standard reserve of the Government did not exist for the trade 
purposes of the country are a plain eonfession of weakness and failure. If indeed 
India had had a goM standard, the depression of 1920-22 would probably not 
have happened at all. Further there is a good deal to be said in favour of 
placating p'ublic feeling in. reg~rd to currency matters. Whatever ~ay be the 
higher merIts of a more SCIentIfic standard founded not on any preCIOUS metal 
but on an index-number of general prices, the adoption of a gold standard is a 
ooncession to human weakness and oonservative feeling. After all it has worked 
well in the past. 

9. It will be seen from the foregoing that the establishment of a gold stan­
dard will be the simplest and soundest solution of the currency problem of this 
country. If it should be adopted, and the existing silver rupee made a subsidiary 
unit of value at a fixed ratio with the pri:q.ciple gold standard unit to be chosen, 
all existing difficulties regarding the rate of e~change between the Rupee and Ster­
ling will automatically disappear, and a good deal of the controversy as to whether 
the rupee should be fixed at the pre-war level of one shilling four pence or at the 
present level of one shilling six pence, will have only an academic interest. The 
adoption of any thing other than a gold standard-either the Rupee Standard 
or a Silver Standard-will only create complications as to what shall be the rate 
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Df exchange between the Indian and foreign currencies, and make the chances 
of achIevement of a sound system of currency more ditlicult and remote. As 
silver has been demonetised m almost all countries, further submIssion to it III 
this country will mdefinitely postpone the adoption of a gold standard to a 
distant date, and make it less and less easy to get at It at any tuture time. Hence 
unless the present most favDurable Dpportumty is utilised, we may take it that 
the chances of India ever having a gold standard will greatly dimmish, and the 
cost Df adopting it at any future time increase enormously. 

10, The adoption of a gold standard does not mean alsD the keeping of gold 
coins in active circulation. As Mr. Keynes points out, "a perfectly conducted gold 
standard does not reqUIre any gold at all." The employment of gold ooins in 
active oirculatIon is, from every sensible point of view, clearly undesirable and a 
waste. The one essential requirement of the actual medium of circulatlOn, 
whatever that may be, is that it should be as convement and economical as 
poosible. The use of gold coins mvolves a wear and tear which is wholly unneces­
sary and avoidable. Nowhere in the world is there any desire fDr the use of gold 
for circulation as currency. It may be that, having been accustomed to the usc 
of suoh coins in the past, people might desire to return to that habit, on account 
of superstition and conservatism. But there is no need for such use of gold in 
any country. In fact in many leading countries the currency habits of the people 
have so completely changed during the last 10 years that they have now become 
praotically acoustomed to paper currency and bank notes in the place of metallic 
money. It is unintelligible why Indian economists should advocate not a gold 
standard merely, but (Jne with gold coins in active circulatIOn. For example, 
jt is difficult to understand the view recently expressed (without argument) by the 
acting Professor of Economics of the Madras University that" though the ideal 
system of currency arrangement is paper currency backed by gold, India may 
have to reach that ideal state after passing through a stage in which actual gold 
coins form part of the currency in actual circulation." The reason why this 
intermediate stage should be passed through is left unexplained. The only reason 
so far as I am able to see foil' the human desire for gold anywhere, is the employ­
ment of it as a fine precious metal, for social purposes. In India the desire for 
it is solely on account of its usefulness for ornaments and other kindred purposes, 
on account of the attractions of its smell and colour, as Mr. Keynes would put it . 
.For example, on account of its cheapness and when there is no gold standard in 
the country at all, the annual import of gold into this country during the past 
three years purely for non-currency purposes, has been enormous, approaching a 
record limit of the value of nearly 74 crores of rupees during the year 1924-25. It 
may also be noted that already when there is no gold currency, India stands next 
to USA the largest buyers of gold in the London market. This craving for the 
social use of gold as well as the traditional habit of hoarding are detrimental to 
the employment of gold as currency in this country. Coins intended for circu­
lation will almost certainly go to the melting pot. And there will be in con­
sequence imperceptible deflation of the currency with all its attendant evils An 
imaginary argument used to be advanced by the advocates of a gold currency that 
if only mints would be thrown open in India fer free coinage, the hoarded accumu­
lations of centuries as well as large quantity of what has been idly- employed 
in jewels and other ornaments will flow to the mints to be issued back as coms. 
There is however absolutely no basis for this hopefulness. Only if we reflect on 
the situation that when gold prices went so high as to raise the price of the 
sovereign to Rs. 19 or so (in 1919-20) what would otherwise be expected as the 
natural human desire, namely, the readiness to sell at a profit the already absorbed 
gold in the market, was totally absent everywhere in the country, and that there 
was on the other hand, a large effective demand for further absorption even at 
such high prices, we shall find that it is beyond all doubt an idle dream to hope for 
the success of gold currency in this country. The silver rupee would also go the 
sawc fate, only if silver prices rose high enough to make the melting of its contents 
profitable. But for the rupee's intrinsic value being smaller than its purchasing 
power, the melting of it for ornaments and' other social purposes will have been 
the general rule. In fact, in 1920, when silver prices rose high, it was found 
advantageous to melt the rupee, and a good many coins actually went to the 
melting pot; so that the subsequent deflation of the currency which has been 
wrongly attributed solely to the Government's withdrawal of a portion of it from 
circulation by means of s.ale of Reverse Councils, was also in fact due, to some 
extent at any rate, to the diminution in the volume of the currency caused by the 
melting of the coins. One reason for the fear that coins would be melted for social 
purposes is that silver and gold except in the form of coins are not easily available 
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to the people in the rural parts who naturally take to coins which are ready at 
ha!1d. Only because the rupee contains a smaller silver content it has proved 
successful as currency in the past. It goes a good deal to the credit of the Govern­
ment which so clearly understood the psychology and habits of the Indian people 
that it considered it necessary for the success of the silver rupee as currency to 
reduce its silver content in terms of its purchasing power. If gold currency should 
at all be used, then the only way in which it can succeed as currency is through 
the adoption of a similar method of issuing gold coins with a face value larger 
than its intrinsic value. That is why we find at least one knowing currency expert 
in this country, Mr. D. P. Khaitan of Calcutta, recommending the issue of gold 
mohurs with a smaller gold content than what their purchasing power may 
procure. Why there should be such a metallic medium at all for currency purposes 
has not however been explained. 

11. If we can have a gold standard with paper currency backed by a reserve 
of gold and securities easily conve.rtible into gold, ~hat would be as effective or e~en 
more, and certainly more convement and economIcal than such a standard WIth 
gold coins in circulation. Besides being kept as reserve against the circulating 
paper currency the further function which I would ascribe to gold in the currency 
syfltem that I propose here, is simitar to what Mr. Keynes would give to it in 
England-that it may be stored up in the vaults of the Central Bank" to be held 
as a war-chest against emergencies and as a means of rapidly correcting the 
influence of a temporarily adverse balance of international payments" (A Tract 
on Monetary Reform, page 195). And it is even true that, as the same writer 
elsewhere points out (Eoonomic Journal, 1924, page 171) if only" those who 
manage the credit policies of banks were to acquire sufficient skill in the manage­
ment of international adjustments no actual gold would be required at all". So 
that what I propose for this country is a gold standard, without gold coins being 
issued for active circulation-what some :Qeople would prefer to call an automatic 
Currency Exchange Standard. The existing silver rupee may continue in 
circulation as full legal tender but no more fresh silver rupees should be issued on 
ac('ount of the wastefulness and risk involved in the purchase of silver and the 
issue of rupee coins, especially liaving regard to the future course of silver prices 
and the solitariness of the policy when silver has been demonetised almost every­
where. The Government should no longer therefore purchase silver for fresh 
coinage. Further issue of currency should henceforth be in the form of paper 
notes backed by the reserve to the full extent of such issue. As the p~ople of the 
country are familiar with the pound-sterling and the sovereign, the gold standard 
of the country may conveniently be in the terms of the pound-sterling and the 
internal ~aper currency may issue in denominations of hundred, fifty, ten, five and 
one pounas qnd ten and five rupees. The rupee may be reduced to the position of 
a subsidiary monetary unit at a fixed ratio of, say, 15 to 1 with the pound-sterling. 
This or any other ratio between the subsidiary unit and the main unit of currency 
will be unimportant for, and have no influence in international trade, and will not 
affect the course of the country's industry, trade, agriculture, or national finance. 
Both the existing paper currency reserve and the so-called gold standard reserve 
may be ('onsolidated into a single currency exchange reserve pure and simple 
against the expan~i?n or con. traction of which the whole of the internal currency 
and fu.rther ad~It.lOns to. It should he!lceforth b~ regulated.. Some patriotic 
economIsts may d~sIre that Instead of slaVIshly ~doptmg the foreIgn currency unit 
-the pound sterlIng-we may have a mohur umt of 1 to 10 or any other ratio with 
the rupee. But the weighty argument against this is that our people are already 
very familiar with the pound and the sovereign and not so familiar with the 
historical mohur; so that to familiarise the people with the mohur will be a fresh 
difficulty. Resides this, the adoption of the mohur will involve the fixinO' of an 
exrhange value with the foreign currency units, especially with the pound ~erlin(J' 
with an.d through which our foreign excha~ges have largely to be transacted, and 
the fixmg of the exchange at any partIcular rate WIll unnecessarily create a 
complicatio:r;t whic~ is avoidable under the sc~eme proposed herein. So our gold 
standard WIll be In terms of the pound-sterhng. The paper notes inside the 
country will have to be entirely inconvertible, but be full legal tender. For making 
gold available for social use, import and export of it will have to be left entirely 
free, its value being determined by the mar~et price. 

12. For f3.?ilitating internl;ttional paJ:Illents the ~urrency Exchange Reserve 
of the country Wlll have to be kept not only m the promment commercial centres of 
!he coun~ry, Bombay.and 9alcutta,. but in t~ose foreign centres through which our 
mternatIOnal trade, IS mamly carrIed on, VIZ., London, New York, and Yokohama. 
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If world conditions are completely steadied, it will be to the great advantage of 
this country to hold its entire reserve in the form of international stock exchange 
securities easily convertible into gold. But under existing conditions It is o.,af'er 
to keep the reserve either wholly in the form of gold or partly in that form and 
partly in the shape of liquid securities, as may be determined-though personally 
I would prefer the latter course.. In the foreign cent,res at least 60 pe~ c.ent. of the 
reserve ;will have to be kept, whIle at Bombay and Calcutta the !'emauung 40 per 
cent. may be kept in equal proportion. If it should be thought that the re5Crve 
should consist partly of gold and partly of securities, then the question as to what 
shall be\ the proportion of the gold portion to the total extent of the reserve will 
have to be determined with due regard to the extent and nature of our inter­
national transactions. To my mind fifty per cent. may be kept in the form of gold 
bullion and the remaining fifty per-cent. in the form of securities. 

13. The entire currency system of the country should be entrusted to the Im­
perial Bank which requires to be first converted into a State Bank and a Bankers' 
Bank. The Bank shOlUld have its branches for exchange banking in the three 
foreign centres mentioned above and should be given the monopoly of exchange 
business besides the entire responsibility for the currency system of the country. 
By compelling all the other Banks to have their exchanges settled through 
this Bank its position as a Central Bank will be greatly strengthened. 
The entire exchange transactions of the country may well be carried 
on more 0[' less in the manner in which the New Zealand Banks 
are at present carrying on. The New Zealand system is described by Mr. 
A. H Tocker (Economic Journal 1924 page 561) as follows :-" Payments from 
New Zealand on international account are made by buying bank drafts or by 
meeting bills at the Banks in New Zealand. In either case debtors discharge their 
debts mainly by cheques on their bank accounts. Their deposits in New Zealand 
are thus diminished. But the bankers who transfer the funds merely payout in 
LOlldon from exchange reserves held there The payments made for all New 
Zealand imports thus deplete bank deposits (independent of advances) in New 
Zealand, and deplete to an equal extent the bank reserves held in London. On the 
other hand, payments to New Zealand on international account are made in 
London, where debtors again either buy bank drafts or meet their bills. In either 
case funds are paid into the exchange reserves of the London branches of New 
Zealand banks, and the banks transfer these funds to the creditors in New Zealand 
simply by crediting the amounts to their deposit accounts Thus all payments for 
New Zealand exports, visible and invisible, bring increases in bank reserves held 
overseas for exchange purposes, and subsequent corresponding increaRes in 
deposits (independent of advances) in New Zealand, while all payments for New 
Zealand imports, visible and invisible, similarly diminish to an equal extent both 
bank deposts in New Zealand and bank reserves held overseas. It follows that the 
excess of deposits over advances in New Zealand (note circulation, etc. remainino 
the same) must vary directly with bank reserves held for exchange purpos~ 
overseas. and the extent of the variations of both is determined by the net balancr 
of international payments." 

14. Of course this system requires for its successful working the development 
-of a credit system which we do not have in India at present India has been an 
essentially currency using country where monetary regulation consists in expand­
ing and contracting currency as the Government from time to time thinks best 
Whereas in New Zealand exchange banking is so highly developed that the foreign 
exchanges are transacted entirely through credit, that is to say, by the automatic 
expansion and contraction of bank deposits and bank reserves to the extent of the 
net balanoe of _ international payments. By strengthening the position 
of the State Bank in the manner indicated in this memorandum and by enabling 
the Bank sufficient liberty of credit expansion in this country to enable it as far 
as possible to provide bank deposits in India in exchange for international monev 
paId to it in its foreign centres and sufficient liquid resources in sterling or other 
international stock exchange securities to enable it at all times to provide inter­
national money in the foreign centres against bank deposits and payments of 
currency in India, such a system can be easily developed in this country without 
much trouble or expense. 

15. Besides doing exchange business, the Bank should be left in entire charge 
of Government remittances abroad and empowered to receive all moneys in its 
behaH both within and without the country. The existing system of Government 
treasuries may with advantage be adolished and the Bank made a general 
treasurer and custodian of the entire monies of the Government. This will effect 
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a considerable reduction in the expenditure now incurred by the Government in 
maintaining a costly staff for the collection of its revenues and taxes and for 
making disbursements. 

16. Without an efficient Central Bank of the kind described above, a proper 
regulation of the currency and exchange system of the country is impossible. 'l'he 
Imperial Bank in its existing condition is wholly unfit for the task. At present 
it works only for the profits of its shareholders and has no public responsibility or 
interest, though it is getting all the advantages of Government deposits. It does 
also little or no exchange banking. In order to strengthen the positIOn of the Bank 
it is first essential that its fundamental aim should be changed from private profit 
making to the discharge of a public function. The profits of its shareholders 
should be limited to 8 to 9 per cent., unwilling members being paid off their share 
monies. The profits of the Bank being mainly due to the prestige and power con­
ferred upon it by Government, and to social causes, there is no rationale in 
permitting the shareholders to enjoy the whole of the booty. 

17. The Bank's personnel should also be thoroughly changed so as to divert 
its attention more to public than to private interests. The constitution of the 
Federal Reserve Board of the United States of America may be adopted mutatis 
mutandis to suit the conditions of the country. Both ex-officio and other members 
will have to be nominated by Government, WIth due regard to their expert know­
ledge of banking. The.foreign branches of the Bank should each have an In.dian 
as its Secretary or ASSIstant Secretary. And the Bank should have an AdVIsory 
committee of experts in London for advising it from time to time in regard to the 
country's exchange policy. The present Central Board of the Imperial Bank is 
too weak and powerless for any constructive or originating action. In all broad 
currency policies the Bank should be made to act in close conjunction with the 
Finance Member, as does the Bank of Japan in that country. In this connection 
it appears to me to be of some use if the attention of the Commission is invited to 
certain changes that have been recently effected in the functions and management 
of the Commonwealth Bank of Australia. The Reform Scheme of the Common­
wenlth Bank Bill which was presented before the Australian Parliament in 
June 1924 contains the following among other provisions which, I understand, 
have since been adopted:-

(1) The appointment of a Board of Directors representing special 
commercial and industrial interests to control the Bank (previously, control 
was exercised by a Governor appointed by the Government, but acting on 
his own authority). 

(2) The abolition of the Notes Board and the control of the note issue 
by the Bank. 

(3) The strengthening of the Bank by the provision of further capital. 
(4) The granting of power to the Bank Board to fix· and publish 

discount rates. 
(5) The provision that the private banks should settle their exchanges 

through the Commonwealth Bank. 
18. If our proposed State Bank should be made to become a Bankers' Bank 

its discount rates as in the case of the Bank of England and the Australian 
Commonwealth Bank may be usefully employed for determinin(7 the country's 
international exchange position, as well as for regulating credlt at home and 
maintaining the stability of internal prices. 

19. Under the existing system of currency in India the volume in circulation 
is dependent !lot on any principle of automatic regulation or scientific management 
but on the WIll of the Government. Under the scheme that we are proposin(7 in 
this Memorandum the Bank being given full control over the currency sy~tem 
should be made to regulate the volume of ipternal currency with reference to the 
extent of the trade balances the net expanSIOn or contraction of which (remaininO" 
after adjustment through the expans!on of credit at home, that is, bank deposits) 
should be made to. govern the expansIOn or contraction of the volume of currency. 
Thus when there IS a favourable balance, to the extent to which it remains 
unadjuste~ b:y means of the creation of credit, ~.e., bank deposits, the Currency 
Reserve WIll Increase; and to the extent to WhICh the Reserve increased the 
internal currency should be made to increase. This will tend to raise internal 
prices and bring down the balance of trade to equilibriu.m P?int. S.imilarly in the 
event of an unfayourable balance, t.o the extent to WhICh It remaIns unadjusted 
through ~ontractIOn of bank depOSIts at home, there will be a flow of internal 
currency Into the bapk a~d a corresponding depletion of the Reserve. This in its 
turn wIll lower prIces In the coun~ry and tend to restore equilibrium of th 
trade balance. Of course, there is a special difficulty in respect of an automati~ 
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regulation of the currency in this form, because that will ignore the course of the 
internal credit situation, and so long as it does not take mto account the credit 
expansion or r:ontract~on ~hrough local causes, it may fail to ensur~ the stabilIty 
of internal prICes WhICh IS sought to be secured by the above-mentlOned scheme. 
Mr. Keynes's restatement of the Quantity Theory III his equation is as follows:­
n=p (k +rk'). It will be seen that variations in r, and k' may be either wholly or 
partly independent of variations in n and may exert an influence over p wholly 
unconnected with or uninfluenced by n. Now if from the adjustment of trade 
balanc~s n is made to expand and contract by the automatic issue and withdrawal 
of currency against the expansion and contraction of the Reserve, then it is clear 
that unless rand k', except to the extent of bank deposits created by the Bank in 
its exchange transactions, have been keeping stable III the meantime, there may be 
unexpected variations in p due to local changes in rand k'. For example, ap.art 
from any variations in the volume of currency and credit due to the adjustment of 
the foreign accounts, there may be an improvement in the banking habits of the 
people which may cause variations in the internal credit expansion, sufficient 
enough to exert an independent influence over prices. Or it may so happen that 
the industries of the country, especially those whose goods and services do not enter 
into international trade, may develop and cause an expansion of credit in the 
country leading to a rise in prices. Or there may be a depression of such industries 
and a contraction of credit therefore. And again it cannot always be taken for 
granted that the home prices of such goods and services move in the same direction 
or proportion as those which do. Unless therefore the regulation of the volume 
of currency and credit is determined not merely with reference to the trade balance 
but with due regard also. to internal causes effecting the expansion and contraction 
of credit. there may not exist such a stability of internal prices as may be expected 
to result from the automatic regulation. If the whole credit situation is affected 
by the same causes, in the same direction, and to the same extent, then there will 
be no fear of a diversity in its influence on prices. But credit may be both 
cumulatively and diversely affected by independent causes and through play of 
local factors as well as international forces. In such case, if stability of the price 
level is to be secured, that is, if the internal currency should be made to have a 
stable purchasing power, then the volume of rurrency and credit should be 
regulated not automatically with reference to the trade balance alone, but also 
with due regard to the expansion and contraction of credit through all causes. In 
view of the fact that the State Bank in our scheme is made a Bankers' Bank it can 
efficiently control the internal credit situation by means of its Bank rate and 
rediscount policy. Thus with full powers of control over both currency and credit 
thE.' Bank may successfully maintain stability of prices as well as stability of 
exchange. 

20. One serious objection with regard to our adoption of the gold standard 
deserves to be considered. The objection is that there is no guarantee that gold 
prices will in future be stable. It is stated' that on account of its present cheapness 
and its possible vagaries and future unforeseeable fluctuations in its real purchas­
ing power gold will prove a much less safe standard of value than in former times. 
The cheapness of gold at present is mainly due to the consequences of the War­
The decrease of the world's effective demand for gold due to the impoverishment 
and bankruptcy of many countries and the general withdrawal of gold' from 
circulation in many countries. If the bankrupt countries should soon recover as 
they are bound to, and the world's production of commodities increase, the price 
of gold must also increase by means of a fall in general prices. It may also 
increase through shortage of further supplies of gold which is likely to happen 
on account of the absence of discovery of new mines and the heavier cost of 
bringing to the surface the remoter deposits in existing mines. But then there is 
an equal reverse possibility The price of gold at the present moment is artificially 
maintained by the policy of the Federal Reserve Board of the United States. In 
order to maintain the purchasing power of the dollar the Board's policy is to bottle 
up all redundant gold in the vaults of Washington. Unless the United States 
should close her mints and suspend free coinage, this must inevitably result in the 
break down of the dollar. And ~f the Board should change its policy and begin 
to let loose on the world market ItS bottled-up gold, or at least close her mints to 
further coinage then the price of gold will sink down, witliout the support of the 
American monetary demand. Thus there is as much possibility of gold risinO' in 
price as there is of its falling. We may fairly assume that under pre~ent 
circumstances the opposing forces may fairly be expected to maintain the present 
level of tlie price of gold. So then this is not a consideration that need deter our 
adoption of the gold standard. 
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21. Again assuming one or other of the possibilities to happen, then facilities 
should be provided for regulating and stabilising the world value of gold either 
through international co-operation on the part of the Central Banks on the lines 
suggested by the Genoa Conference and strongly advocated by Mr. Hawtrey in his 
book on " Monetary Reconstruction ", or by some other device of the State Bank 
being prepared to purchase and sell gold in exchange for securities in its Reserve; 
or more efficiently by collaboration with the Bank of England between which and 
the Indian State Bank there is certainly greater possibility of effective co-opera­
tion than between any other Central Banks. As Mr. Hawtrey says it is possible 
that the Federal Reserve Board of the U.S.A., whose credit policy has now been 
largely determining the world value of gold will soon have to submit to a gradual 
stifling of their control of credit on account of the process by which their supply 
of gold has been accumulating. As the accumulations are yearly increasing and 
the earning assets of the Federal Reserve Banks are gradually shrinking, the 
power of the Banks to control and regulate credit stands to the chance of being 
~uc~ impaired. If such impairment should happen the dollar must depreciate 
mevltably. And then, as the gold supply of the Central Banks of the leading 
countries is also considerably large, the Federal Reserve Board will not be 
unwiUing to co-operate· with the Central Banks in regulating the price of gold. 
If all the leading countries should adopt the gold standard in the same way as 
we have suggested here, and suspend the free coinage of gold for internal circula­
tion and regulate the value of gold, each within itself on the basis of an index­
number of g~neral prices, b<;>th stability of prices and sta~i1ity of exchange are 
easy of achievement. ThiS scheme only means that Instead of having a 
" managed" currency, we are to have a currency based on gold which is to be 
" managed ", that is to say, a " managed gold standard". 

22. Mr. Keynes rightly argues that if in the interests or stability gold 
requires to be " managed" in terms of general prices, it becomes a comrr'.odity 
standard pure and simple, though in a round-about way. Why then should we 
retain gold is his question. The answer is that it is safer to trust gold than to trust 
our flnanciers, and that the sudden and complete abolition of gold will be a 
violence to popular feeling and prejudice which. require to be placated. 

APPENDIX 41. 

Statement submitted by the Marwari Trades Association, Calcutta. 
It is well to begin this Memorandum with a word indicating its scope. Of 

the questions whose right solution is the raison d' etre of the Commission, there 
are two which in importance overshadow all the rest; and to a consideration of 
these, from the point of view of a large and important section of the Indian 
mercantile community, this Note tries to address itself. The first question is 
whether we ought to have a gold standard with a gold currency, and the second 
is, what relation is the rupee to bear to our standard unit; though, put thus, the 
second is only a corollary of the first. 

2. Twenty-seven years ago, there was a committee of experts, known as the 
Fowler Committee, appointed by the Secretary of State to investigate the position 
and to submit suggestions for the establishment of " a satisfactory system of 
currency" in India. Previously to this, His Majesty's Government, in closing 
the Indian mints to the free coinage of silver, had adopted a policy which had for 
its declareu object the establishment of a gold standard in India. The Fowler 
Committee endorsed the Government's decision in favour of a gold standard, 
but at the same time they recorded it as their considered opinion that the only 
way to make effective the policy adopted in 1893, was to give India a gold 
standard with a gold currency. Schemes had been proposed for establishing a 
gold standard without a gold currency, but the Committee, after giving them 1ts 
liest consideration, was unable to recommend anyone of them as either a per­
manent or a provisional measure. They recommended the throwing open of 
Indian mints to the unrestricted coinage of gold, as the onl,r way in their view 
of the effective establishment of a gold standard, was to base it on the" free 
inflow and outflow of gold." The Committee's recommendations were accepted 
by the Government, and yet, after. the lapse of more t~an a q?-arter of a century, 
we are as far off as ever from havmg what the C'Jmmlttee saId we ought to have 
and the Government said we were going to have. 

3. It is true that the Fowler Committee had recommended the coinage of the 
British sovereign, and the British Treasury would not let this be done on any 

56596 u 
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terms whatsoever, but that the difficulties raised by their hostility were insur­
mountable It is hard to believe. Whatever that might be, it was decided in 1903 
to drop the idea of the Bombay branch of the RoJal Mint. The question was 
revived in the Imperial Legislative Council eight years later, and in 1912 the 
Government of India addressed the Secretary of State, submitting proposals for 
the coinage of sovereIgns at Bombay. But just when it seemed likely that some­
thing at long last was about to be done we had the Chamberlain Commission, and 
the whole matter was left open pending its recommendatIOns. That CommiSSIOn, 
as is well known, spoke disparagingly of all efforts to encourage the circulation 
of gold\as currency, the eXIsting system in their view being admirably adapted 
to the needs of a country like India. At the same time, they had no objection to 
the establishment of a gold mint in India, provided. Indian sentiment genuinely 
desired it and provided the coinage was of the sovereign or half-sovereign. Their 
recommendations were under the consideration of the Government of India when 
the War came, and it was decided to postpone action until the return of normal 
l:onditions. The situation created by the War led to arrangement being made 
for gold coinage in 1918, but the arrangement was only temporary, and the 
coinage was subsequently suspended. After this we had the Babington-Smith 
Committee, which had nothing different to say from the Chamberlain Commission 
as to the desirability of an extended use of gold currency in India. But the 
prevailing high price of silver, coupled with the necessity of ensuring confidence 
in the note issue, led them to recommend the reopening of the Bombay branch of 
the Royal Mint, where facilities should be afforded to the public for the coinage 
of gold bullion. Even this was never given effect to. Such in brief is the 
chequered history of the proEosal to supplement the gold standard with a gold 
currency. 

4. A half-hearted policy on the part of Government, and perverted reasoning 
on the part of its advisers, have defeated the intentIOn of the Fowler Committee 
from being realised in fact. And yet, if Government is anxious to carry public 
opinion With it in the initiation of measures that it may decide upon to better the 
currency situation, it must see that the recommendation of 1898 is given effect 
to without any further loss of time. It will not do to say that the Government 
has all along meant well, and that it has been moving steadfastly in the direction 
indicated in the Fowler Committee's report. tAll the time that Government has 
been sitting on the fence and postponing action the conviction has been gaining 
ground that it was not actuated by the best of motives in the matter, and under 
one pretext or another was simply trying to keep the country for ever deprived 
of what it was legitimately entitled to. The policy followed since 1905 of selling 
Council bills so as to divert the stream of gold from its natural course has lent 
support to the popular faith. The ideal has never been officially forsaken; we 
have all along been told that the culmination of the policy that was being pursued 
V'i 9,S the establishment of a true gold currency as the basis of a gold standard, but 
apart from such assurances there has been no tangible proof offered by Govern­
ment that they were moving, or were really anxious to move, towards that goal. 

5. It is not that the question is merely one of asking the Government to fulfil 
past promises, irrespective of any good that their fulfilment in the present circum­
stances might be likely to yield. We ask for a true gold standard because we 
know full well the extent to which the so-called exchange standard can lend 
itself to manipulation, and the harm that such manipulation can spell to the 
economic interests of the country as a whole. The system has become well­
nigh intolerable, and the only reason why it stays is official obduracy or supine­
ness, which will not realise the need of the situation and replace it by another. 
We have as a result of the prevailing system two standards, so to say: a standard 
de jure and a standard de facto, and since the legal worth of the standard de 
facto is so much in excess of its intrinsic worth, people are bound to regard with 
increasing suspicion a policy which compels them to receive it as the equivalent 
of about 50 per cent. more than its real value. The only way of eliminating all 
chance of official " management " to the gain of either one section of the com­
munity or another, and of restoring the confidence of the people where it has been 
shaken and of retai:~lin~ it for all time in the future, is to give them a gold 
standard with an actual gold currency and with rupees as only subsidiary coins. 
To succeed for any long time in maintaining a currency whose legal and real 
values are so widely different is tantamount to gambling on the ignorance of the 
people ~ but since - India is becoming more enlightened every day, even that 
ignorance cannot help matters much or long. 
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0: We condemn the gold exchange standard on the grounds that it is liable to 
~e ta~pered with dangerous ease, and that it is bound to be viewed with 
IllcreaslOg dissatisfaction likely at any moment to endanger its very existence. 
And on the very same ground we advocate a gold standard with a gold currency. 
Had t~ere been a gold standard in the past we would never have a deliberately 
apprecIated exchange at Is. 6d. to-day when England has already returned to 
th~ gold standard. We advocate a gold currency not because we want the gold 
~oms to take the place of notes or rupees-we would have as much gold as possible 
III the treasury rather than in the pOckets of the people-but because any scheme 
of a gold standard without a gold currency is to our mind a meaningless proposal 
which can at its best inspire no confidence in the minds of thooe whose needs it 
would serve. The gold currency is but a means to an end, and the end in this 
case is the maintenance of a standard which will brook of no tampering, and 
which will be able to stand every strain put upon it. We want the gold currency 
as the visible symbol of a gold standard, so that while, on the one hand, it would 
inspire confidence in the minds of the people as to the reality of the thing, it 
would, on the other, act as a safeguard against that standard being tampered 
with either one way or the other. 

7. We, therefore, suggest that India should have a. gold standard, with its 
logical consequence of a gold currency. We propose a gold mohur of the same fine­
ness and weight as the British sovereign, with rupees serving the function of sub­
hidiary ooins at the ratio of 15=1. Rupees might retain their character of 
unlimited legal tender for the present, but after the gold standard has been 
effectively established the amount should. in our opinion, be limited to Rs. 100. 
We do not forget that a IO-rupee mohur would be a more .convenient coin for 
purposes of calculation, but we cannot ignore the difficulties which the Govern­
ment may have to face in finding sufficient gold for backing the note ilssue, and 
meeting the demand for conversion of rupees into mohurs. We would, therefore, 
have for the present a I5-rupee mohur, which will offer less attraction for purposes 
of absorption. But after a time, when the gold position is firmly secured, 
Government can even introduce IO-rupee and at a later period 5-rupee mohurs. 
The difficulties of calculation might be overcome if we call the I5-rupee mohur 
a one-and-a-half mohur and the 10 and 5-rupee mohurs, one and half mohurs 
respectively. 

8. We shall now deal with the difficulties in the way of an immediate 
establishment of a gold standard with a gold currency. While we do recognise the 
difficulties we do not wish to give them undue significance. Put briefly, they 
would appear to be the following:-

1. The obtaining of a large quantity of gold required to replace :t 
portion of silver in the paper currency reserve and to meet the demand for 
conversion. 

2. The necessity of finding the money for purchasing the requisite 
gold. . 

3. The probable consequence of a large purchase of gold on the world 
prices. 

4. The loss caused to Government by Isales of silver and cessation of 
further silver coinage, and the loss of interest on the capital put into gold 
required for the above-mentioned purposes. 

tl. We shall take up the question of finding the requisite gold first. We have 
to consider what quantIty of gold will be reasonably sufficient to justify us in 
embarking on the policy outlined in thiis scheme. This means estimatmg the 
volume of demand for mohurs in exchange for rupees or notes. Now the probable 
demand for conversion would seem to fall under three heads :-

1. Demand for melting the ooins for making ornaments, etc. 
2. Demand for hoardin~ purposes. 
3. Demand for circulatIOn as currency. 

10. It is a very hard task, if not an impossible one, to gauge the probable 
demand for mohurs. under the three heads, but knowing as we do the extent of the 
demand for sovereigns in the pre-War period. we might venture upon a guess 
which we hope will not be far wrong. We will first of all deal with the demand 
likely to arise from the melting of sovereigns. The petty purchasers naturally will 
find it more convenient to purchase mohurs for making their ornaments rather than 
purchase a small lot of gold from the retail shops, and thus there is bound to be a 
constant demand from this )Source at the treasury. But since this outflow of 
mohurs from the treasury will be similar to an outflow from the shop of the retail 
dealer, this cannot be treated either as an extra demand for gold or a replacing 

TTo 
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of notes or rupees. To the extent that gold is taken by the petty purchaser from 
the currency, the demand is lessened elsewhere, and no extra effect produced on 
the .gold ~arket .. There is. a certain amount of oonsumption of precious metals in 
IndIa WhICh varIes accordIng to a good or bad season. This gold is not hoarded 
but consumed in the sense that it is made into ornaments for use. In India it i~ 
a fashion for the ladies and in some provinces for men to wear ornament'S made 
out of gold. The requirement will have to be met whether the supply comes 
through the private Importers or through the currency office. Such demand 
therefQre, as is caused by the melting of gold mohurs should not be treated as a~ 
extra demand, and can have no effect either on the market or on the circulation of 
the notes or of rupees. We next come to the demand created by those who have been 
hoarding rupee coins up to now, and who now wish to convert their rupee hoard-s 
into gol~. The story of hoards like that of the rope trick has been repeated time 
and agaIn by men who pretend to know things about India which we Indians, 
who lIve, move, and have our being in India, know nothing about. If anyone 
means by hoards a large amount of precious metals consumed every year in 
making ornaments, which is a fashion in India, and which can have no effect on 
the conversion of silver coins into gold, it i:s all right. But when it is suggested 
that there is a large amount of coins hoarded with the poor of this country, which 
may at any time come back to the currency office to seek conversion into mohurs, 
then one only feels amused at the ignorance displayed. India in the first is a very 
poor country. One-fourth of its popUlation barely gets sufficient to secure the 
nece:ssaries of life. Those :who are a little better off and can spare some money 
will first of all like to put it into either building a pucka house (as most of the 
cultivators in India have got kutch a houses), purchasing cattle or land, and 
last of all making ornaments. We know of the Indian cultivator as a debtor to 
the Baniya, and paying as high an interest as 24 per cent. It is improbable that 
a man would be paying as hIgh an interest as 24 per cent. on the one hand and 
hoarding treasure on the other. The Baniya, who is a sort of a banker to the 
agriculturist population, is too shrewd to put his money under earth in an 
unproductive manner. We must, therefore, not give too much importance to the 
theory of "hoards." So far as the Indian States are concerned, most of them 
have got their wealth invested in industrial enterprises. Excepting the Nizam, 
we do not know of any State having any large capItal uninvested at its disposal. 
Even if we admit the fact of hoardIng to a small extent among the poor class of 
Indja, we think that a mohur of a denomination of Rs. 15 will not be a very 
attractive form for hoarding purposes. However, for all practical purposes we 
must be prepared to face a demand for mohurs in exchange for rupees arising 
from the hoaders, and also from the use of the mohur as the medium of daily 
transactions. What the demand could be is so difficult to estimate, but we think 
that we can seek enlightenment from past history and from the statistics of the 
total silver coins in circulation at present. If we take the figures from the year 
1901-02 to 1912-13, we find that during a period of 12 years India did not absorb 
more than £60,000,000 (sixty millions) of sovereigns, or an average of £5,000,000 
(five millions) per year. Calculated at Rs. 15 to a sovereign the total absorption 
comes to rupees 90 crores worth of gold coins or rupees 7! crores worth of 
sovereigns per year. This absorption IS not such as to frighten the Government. 
True that the times have much changed since then. But it should not be forgotten 
that Government under the old regime of the gold exchange standard was not 
bound to supply sovereigns in exchange for rupees. People knew very well that 
if it did not suit them the Government could at any time refuse to issue sovereigns 
against rupees, and yet they did not absorb more than rupees 90 crores durin!> a 
period of 12 years. And even of this a large part was for melting purposes, whICh 
could only be called a diversion of business from the retail shopkeeper to the currency 
office. It would not be unreasonable to think, therefore, that when Government 
would be bOiUD.d to supply gold coins in exchange for silver notes people will have 
more confidence, and :will not rush to currency office to get their silver converted 
into gold. It would be useful also to note here that at the end of the last century, 
most of the European countries in imitation of the English currency system 
introduced a g01d currency, and found that it could not successfully compete with 
the paper currency. The fact that in India most of the business transacted is in 
very small amounts should be a sufficient guarantee against undue absorption of 
the gold coin. Moo-eaver, what people were like in European countries at the end 
of the last century, people in India are beginning to be like to-day 
after 50 years. The fact t~at the one-rupee notes became so popular.in a very 
short time should be a suffiCIent proof to show how people here are gettmg accus­
tomed to the paper currency, and we see no justification for fearing any undue 
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strain on the currency in meeting the demand for gold coins. We think gold 
mohurs to. the extent of 45 crores of rupees will be quite sufficient to meet the 
aboveme~tlOned demand, and adding .to it the amount of about 65 crores required, 
as explamed, ~ater on, for augmentmg the gold portion of the paper currency 
!'eserye, we thmk that gold of the value of about 110 Cl'Ores should be quite 
sufficIent to warrant our embarking on the policy advocated . 

. 1~. The question henceforth resolves itself into one of devising means for 
obtammg a supply of rupees 110 crores worth of gold. Let us see if we could tap 
some of the already existmg sources. We have first of all the gold standard reserve, 
which contains £40 millions gold, or converted at Is. 4d. exchange 60 crores of 
rupe~s. The paper currency reserve had on 15th October 1925, as against a total 
note llssue of 190'52 crores, a backing of 43'32 crores in gold and sterling securi­
ties, of 57'11 crores in Indian securities, and of 90'09 crores in silver coin and 
bullion. The gold bullion and sterling securities have been calculated here at 
2s. exchange, but if calculated at Is. 4d. they show an increase in the value of 
21'66 crores. The amount of this increase, added to the amount in the gold 
standard reserve, make~ a total of 81.66 crores gold available, as against the 110 
crores required for our purpose. Then we have about 90 cores of silver in the 
reserve, out of which we propose the selling of about 40 crores to provide us the 
necessary gold to complete a total of 110 crores. A gold standard can have no 
meaning if the note issue is backed largely by ~ilver and Indian securities, which 
cannot be converted into gold in time of emergency. Moreover, we think that 
after the establishment of a gold standard with a gold currency it would be simply 
a waste of resources to have a subsidiary coin made from a precious metal. One­
rupee notes had attained quite a good popularity, and we would favour their 
remtroduction under the new regime, though the issue of fresh currency in the 
shape of one-rupee notes should be undertaken only after the silver rupees in 
Government reserves had found their way into circulation. We consider it 
wasteful to keep money locked up in silver to the present extent, and we recom­
mend that a portion of the silver in the currency reserve be sold off and replaced 
by gold. It is not quite possible to say what amount exactly could be realised by 
such sale, but a8lSumin~ that this portion is mostly in silver coin we do recognise 
that it would cause a bIg loss. The mere giving up on the part of the Government 
of India of the policy of minting silver rupees, will be sufficient in any case to 
cause a serious drop in the price of silver, and when to this is added the necessity 
of dilsposing of a large portion of the stock of silver in the currency reserve it is 
likely to depress the market further. We think that the depression could be 
counteracted to a considerable extent by imposing an import duty on silver at the 
rate of 4 annas per oz. The lowering of exchange to Is. 4d. would also be giving a 
substantial protection to the silver market. If both these factors have full effect 
on the market, the price might rise by Rs. 20 per 100 tolas. But we do not think 
that these will have their full effect. In spite of the remedies suggested, there­
fore, there is bound to be a loss from silver sales, though it is difficult to say what 
this losS will amount to. All the same, we think that India would rather face 
this loss than tolerate the constant invisible taxation imposed upon it by a ae6ased 
currency, the legal worth of which, as we have already stated, stands so much 
above its intrinsic worth. We think that three years would be quite a sufficient 
period within which the proposed silver rate might be gradually effected in India 
itself after the imposition of the proposed import duty and the bringing of 
exchange to its original level of Is. 4d. We have stated above that a supply of 
110 crores worth of gold would be quite sufficient to justify us in embarking 
on the new policy, and we have indicated how the gold standard reserve and the 
gold and sterling securities portion of the paper currency reserve might be made 
to yield us a t>upply of about 82 crores out of this. We have also suggested the 
sale of a portion of the silver in the paper currency reserve; and, although we 
cannot accurately estimate the amount to be realised from the sale, we can safely 
predict that these measures between themselves will enable us to obtain the 
necessary amount of gold. 

12. The composition of the paper currency reserve on 15th October, 1925, 
was as follows :-

56596 

CroTes. 
4332 
90'09 
57'11 

190'52 

Gold and sterling securities. 
Silver coin and bullion. 
Indian securities. 

us 
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13. This on the revaluation of the gold and sterling securities at £1 = Rs. 15 
would stand as under :-

Crores. 
64'98 
9009 
57'11 

Gold and sterling \Securities. 
Silver coin and bullion. 
Indian securities. 

212'18 

M. To this is to be added rupees 15 crores brought from the ~old standard 
reserve after providing from it the 45 crores required for converSIOn of rupees, 
so that we get a backing in the paper currency reserve of 227'18 crores, as against 
a total note islSue of 190'52 crores. The !Dcrease in the value of gold and sterling 
securities, and the bringing over of Rs. 15 crores from the gold standard reserve, 
have between themselves made an addition of 37 crores, and we require about 
28 crores more to make up the 65 crores which we would see added to the amount 
of gold in the paper currency reserve. For this we propose the selling of 40 
crores of 'Silver out of the 90 crores, which may be estimated to give us about 30 
crores of goM. The position would thus stand in round figures something as 
under:-

Crores. 
65 
15 
30 

110 

Crores. 
110 

50 
57 

Total 217 

Gold and sterling securities. 
Brought from the gold standard reserve. 
Gold provided by the sale of 40 crores of silver. 

Crores in gold. 

Gold (brought over from above). 
Silver coin and bullion 
Indian securities. 

15 The excess over 190'52 crores may be utilised towards cancelling the 
" created " securities; and we may thus have a composition of the paper currency 
reserve, more than 58 pel' cent. of which will be in gold, as strong a position as It 
might be desirable for our purposes to have. 

16 We have estimated the amount of gold necessary to warrant the realisa­
tiOll of the proposed scheme, and we have ind'icated the ways and means to secure 
that amount. We now proceed to a con'sideration of the question of securing 
~he necessary supply, and of the effect, if any of our purchases on the level of the 
world prices. 

17. India has of late been importing a large quantity of precious metals. 
Thf' following figures will be found interesting in this connection:-

Year. Gold Imports. Silver Imports. 
1919-20 Rs. 35,33,03,000 Rs.29,22,88,000 
1920-21 ,,2,10,82,000 " 6,48,40,000 
1921-22 ,,2,86,45,000 " 15,09,62,000 
1922-23 " 41,19,08,000 " 18,35,47,000 
1923-24 " 29,18,64,000 " 18,69,80,000 
1924-25 " 76,77,50,000 " 30,07,41,000 

18. During war-time the scarcity of the precious metals kept India 
practically starved of them. The huge imports of 1919-20 are due to the fact that 
India had starved during the war and she was eager now to make up for her past 
starvation. 1922-23-24 saw very good monsoons. This added to the cheap rates 
of gold and silver compared with those of war days and the fall in gold rates 
consequent on a high exchange have contributed to the very huge imports of 
recent times. We think, in fact, that recently India has imported more gold 
than she could possibly consume. A price of Rs. 21 per tola of gold is a most 
attractive rate to an Indian who cannot remember having seen this price for a 
very long time. Therefore, it was not surprising if Indian speculators imported 
huge quantities of gold in expectation of realising higher prices later on. When 
exchange was stabilised, there could be no fluctuation in rates and consequently 
there used to be no speculation in gold in those days. But under a fluctuating 
exchange with its necessary reaction on the gold market it was not surprising 
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if .a large amount of speculation became an ordinary phenomenon. We do not 
thmk that ~ny extra requirement of gold for the purpose of establishing a gold 
standard witli a: gold currency.would be so b~g a's to cause any appreciable effect 
on the wor~d prIces. But a faIrly good portIOn of the requirement could even be 
purchased III India when exchange is brought back to its old level, namely, Is. 4d. 
~s we have stated above we think that owing to very attractive rates India has 
Imported more gold than she could consume. We also know how in the war and 
post-war periods, when prices of gold and silver 'Stood high, large quantities of 
these metals used t6 come for sale to Bombay and Calcutta from the interior. 
We think, therefore, that when exchange is brought back to Is. 4d., gold and the 
prirt' of gold has risen again to Rs. 24 per tola, a good quantity of gold could be 
purchased even in this country. We thus believe that the meeting of our gold 
requirement would not be such an important factor a's to cause any appreciable 
effect on the world prices. Regarding the decrease of revenue caused by the 
loss of seigniorage and interest on the extra capital required for purchasing gold 
and such other incidental items we have nothing to say. We do not grudge this 
loss if this be the price we have to pay for getting a sound system of exchange and 
,·urrency. 

19. We think that three years will be quite a sufficient period for firmly 
estnblishing a gold standard with a gold currency, and meanwhile we suggest the 
?arrying out of the following preliminaries by way·of preparing the ground for 
Its advent :-

1. Government should immediately announce their policy of 
establishing a gold 'standard with a gold currency. 

2. The ratio of exchange should be brought back to Is. 4d. We are 
dealing with this subject in the latter portion of our Note. This will 
direct the flow of gold into Government hands which will be helpful in 
establishing an effective gold standard. 

3. Mints should be thrown open to the public for the coinage of gold 
mohura. 

4. A duty of annas 4 per oz. should be imposed on imports of \;ilver. 
5. Forty crores worth of silver from this side of the paper currency 

reserve should be sold off gradually in India through the Imperial Bank 
and converted into gold. 

20. We think after these preliminaries are fulfilled, which would at the 
utmost require a period of three years, the time will be ripe for establishing the 
proposed gold standard with a gold currency and Government then could safely 
emliark on the policy enunciated in our note. 

21. The problem of exchange is very much simplifieo, or even solved, by the 
adoption of a gold standard, but there is still to be determined the question of the 
ratio of the present rupee to the gold mohur. We have already stated that the 
rat10 should be Rs. 15, equal to a mohur of the same weight and fineness as the 
British sovereign. We think that any other ratio than thi's would be a deliberate 
violation of old contracts. But, before marshalling the arguments in support of 
our contention, we would digress for a while into past history bearing upon this 
subject. Before 1893 the purchasing power of the rupee used to vary with the 
price of its silver content as measured in gold. There was nothing unnatural in 
thi's, althougb it was not a matter of convenience to trade and business in general. 
The average price of silver in 1890-91 was 47H-d. per oz. and Hie exchange value 
of the rupee about Is. 6d. Before this, silver had stood still higher and it was 
its downward tendency which was a source of great anxiety to the Government. 
There is a limit to any fall in the prices of commodities, and the be'st thing would 
have been to wait a little longer until silver had fallen sufficiently low to indicate 
that the bottom had been reached. But the protests of the public had no effect 
on the Government and they proceeded to close the mints to thp. fr~ coinage of 
silver and to fix the exchange value of the rupee at Is. 4d. It was well-kiiown 
to them that the ratio they were adopting was not a natural or equitable one. 
The price of silver then was about 40tl. per oz., and the exchange value of the 
rupee a penny below than the rate adopted. Silver was still on the downward 
grade and rea'son could never recommend a high rate like Is. 4d. But Govern­
ment turned a deaf ear to all protests from the Indian mercantile community 
and decided upon a ratio which was both unnatural and unreal. And having 
once adopted such a ratio they were determined to maintain it at all cost. Thev 
did not succeed in the beginning and it would have been a wonder if they could. 
But they took recourse to deflation, and by starving the country of fresh currency 
for six continuous years, they were eventually able to reach their goal and screw 
up exchange to Is. 4d. The price of silver had tumbled from 40d. m 1893 to 
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27d. in 1899, but the exchange value of the rupee, thanks to the contraction of 
circulation, had within the same dates, appreciated from about 15d. to about 10d. 
This in brief is the history of how the rate of Is. 4¥J. was reached. 'Ve would 
not be far wrong If we saId that the present rate of Is. 6d. has been reached in 
much the same way. The policy which the Government has pursued in our 
days affords a close parallel to that pursued toward the end of the last century 
and there is no wonder that it has forced up exchange to-day to Is. 6d. as it 
forced this up to Is. 4d. at that time. We mention this to show how hollow is the 
conten.tion of those who would have us believe that Is. 6d. has been reached in 
quite a natural way and that there is no artificiality about it. One would be 
amazed to calculate that had the free mintage af silver continued to this day, 
the exchange value of the rupee would have stood somewhere between 10d. and 
lId., and yet we have got plenty of advocates of an 18d. exchange in our midst I 

22. An automatic expanding currency is a constant need of a country which 
exports more than it imports. Even at the prevailing rates of exchange, if 
Government refuse to issue Indian currency against sterling, the rupee, in 
absence of any other means of adju,sting foreign accounts, is bound to appreciat\! 
still further. But that does not argue anything in favour of a higher exchange. 
There are advocates of Is. 6d. who recommend this ratio on the ground that it has 
been effective for the last 12 months. To such we would recommend a perusal 
of the following extract taken from the note of dissent of Messrs. Campbell and 
Muir, Members of the Fowler Committee who were in favour of a Is. 3d. 
exchange ;-

" The advocates of a 1s._ 4d. ratio point to the fact that this rate has 
now been, more or less, effective for the last 18 months, thereby establishing 
a status quo which it would be unwise tQ disturb. This argument would 
have greater weight if the status quo had been arrived at in a natural 
way; but the circumstances under which it ~as reached have only to be 
considered to deprive it of any value. With no fresh currency otherwise 
obtainable the monopoly rupee was bound in time to rise to whatever gold 
point the Indian Government chose to fix, and the fact of its having 
risen in five years to Is. 4d. if, of itself no more a proof that Is. 4d. is an 
equitable ratio than it would be in regard to Is. 6d. or Is. 8d. which could 
equally be reached in course of time. To arrive at a rate in this manner 
and then point to the accomplished fact as disposing of any question of 
its propriety is not convincing, especially if there is reason to believe that 
a rupee so greatly enhanced is calculated to have an injurious effect on 
the country's interests and to retard or even jeopardise the success of the 
gold standard." 

23. The reason why we are for the Is. 4d. rate to-day is that however 
unreasonable it might have been in the beginning to adopt such a high rate, when 
once it was adopted and placed upon the statute book, it became henceforth a rate 
which could never be altered except for the gravest of reasons. Then again, 
there is this to be borne in mind, that this rate worked wonderfully well for 
nearly 20 years before the War and led to contracts worth hundreds of millions 
of rupees being entered into at Is. 4d. The adoption of a higher rate than this 
would, by a mere stroke of pen add several crores to the liabilities of the borrowers 
under these contracts, who belong mostly to the poorest class. 

24. The last four years have s~en a succession of exceptionally good 
monsoons, but there is no certainty that this spell of prosperity is going to continue 
long The chances, on the contrary, are that we might have to face one or two bad 
years. These last four years were an exception to the rule, and we must not 
gamble upon the chance of their continuation. But it is noteworthy that even 
four good monsoons in ~uccession have added nothing to the purchasing power 
of the people. The reason of this has to be found in the appre­
ciated exchange. The agriculturist could not obtain the price fOT his produce 
which he could otherwise have done. A great portion of the country's savings 
lies locked up in gold which has been made artificially cheap. The argument 
that Is. 6d. will keep the price at a low level seems to us to be most misleading. 
Price depends mainly on the operation of the law of supply and demand, and 
if a high exchange cheapens the price it cheapens only in term of rupees and not 
in term of commodities. As is well-known, the trade balance is generally in 
favour of India, and under the circumstances to force her to part with her 
surplus produce at cheaper rates cannot certainly be in her interest. While the 
liability of the poor man in this country is entirely in term of rupees his wealth 
and savings are in term of commodities, such as house, cattle, stock of grain, 
utensils, ornaments, etc. It is not very difficult, therefore, to gauge the extent of 
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the loss which a deliberately appreciated exchange can cause to the poor man. 
De·;tling with this aspect of the case, the members of the Fowler Committee whom 
we have already quoted, had the candour to characterise the raising of the 
exchange to Is. 4d. as the levying of " an unfair tax on native production while 
conferring a bounty on imported goods." Speaking of the loss to the producer 
and of the gain to the consumer of the imported goods, they pointed out, and 
rightly, too, that" it can never be sound policy to handicap native industry 
while giving a bounty to foreign importers, and In the case of India, with large 
foreign obligations, which can onl, be met by surplus exports of produce, it 
would be a fatal course to pursue,' and, further, that" to deny that arbitrary 
enhancement of the currency is a tax, and to argue that the producer is no worse 
off in the long run, that wages and other charges must in time adju~t themselves 
to its altered value, is to maintain the dangerous principle that the Government 
may lighten it3 liabilities without injury to anybody by a step of this kind. Such 
a step is undoubtedly a tax on productIOn, and if the Government plea.d that in 
the absence of any other available source of revenue trade must bear it, it is 
unwise to throw the whole of it on one side of trade, the !side which it is least 
expedient to tax, and to penalise production while giving a bounty to foreigr 
importers." Although the note was written 27 years back it holds true to this 
day, and there is not a word in it which will not apply with equal force to the 
present case. Those who advocate Is. 6d. on the ground that it will lighten the 
bUl den of home charges might well be asked as to who it is that pays the home 
charges. Is it not the producer, who maintains India's favourable balance of 
trade and enables the Government to redeem its liabilities every year from the 
money realised in foreign countries in exchange for his produce 1 And it is he 
who has to accept, as a result of a higher exchange, so many fewer rupees for the 
produce he has to ~ll. 

25. The effect of the high exchange upon the industries of the country has 
been equally pernicious. The recommendation of the Fiscal Commission led the 
Government to adopt a policy of protection, though the number of industries in 
the enjoyment of protective tariffs remains to this day hopelessly small. But 
even here, whatever protection the industries were getting from the higher 
tariff's imposed during and after the War for revenue purposes has been com­
pletely wiped away by the high exchange prevailing. 

26. The reversion to Is. 4d. would have the additional advantage of averting 
a considerable loss in the selling of the silver stock and facilitating the acquisition 
of gold, so necessary for the effective establishment of a gold standard. A higher 
exchange by ad4ing to our obligation to provide gold in exchange for rupee:s could 
only augment the difficulties in our way. A Is. 4d. exchange by raising the price 
of gold in this country would be inducing its present holders to release large 
supplies on the market and enable the Government to effect its purchases without 
being inconvenienced by short supplies. 

27. It may be that we cannot go back to Is. 4d. without occasioning a little 
upsetting of thmgs or causing some disturbance in the world of trade. But this 
we cannot help, though the blame for it is entirely the Government's, whose 
perversity in tackling the problem has been inexcusable. They had a very good 
chance of fixing the rupee at Is. 4d. by accepting the Bill which Sir Purushot­
tamdas brought forward in the Assembly, but they did not choose to take 
advantage of it. And to-day, if loss or inconvenience is caused to a section of 
the community by the nece'Ssity of our reverting to the old rate, they must be 
prepared to bear all blame or reproach for it. To reach the r~te recommended 
in this note we would suggest to Government to follow up theIr announcement 
by offering to buy unlimited quantities of gold first at Is. 6d., and then at suc­
cessively lower rates until the old rate of Is. 4fid. has been reached. They should 
also offer, when called upon to do so, to issue ~terling at Is. 3Hd. In any case, 
we would strongly urge upon them the adoption of a ratio whose effectiveness 
was borne testimony to by nearly a CJ.uarter of a century, and which is the only 
equitable and effective ratio which In the circumstances of the case we oould 
decide upon. 

28. In conclusion, we would like to emphasise the necessity of limiting the 
sales of council bills in future to the amount covered by the home charges, and to 
record our opinion that the Note Issue Department of the Government should 
be handed over to the Imperial Bank, subject to the condition, among others, 
that the bank may not deal in foreign exchange on its own account. We, how­
ever, refrain from going into details, as our note confines itself to a diSCUSsion of 
the two most important questions before the Commission. 
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APPENDIX 42. 

Statement submitted by Mr. K. T. Shah, B.A., B.Sc., Professor of Economics, 
University of Bombay. 

With a view to render criticism of the Indian currency system more effective 
and precise, specific, detailed, concrete suggestions for its reform in every branch 
are necessary. The following proposals for reform are given in the form of clauses 
of an Act of the Legislature, and their explanation given in the form of oomment~ 
on ea~h section. 

PART I 

PROPOSALS FOR THE REFORM OF THE INDIAN CURRENCY SYSTEM. 

A (Draft) A ct consolidating and amending the C1trrency Legislation in India. 
Whereas it is expedient to consolidate and amend the law relating to gold, 

silver, bronze and nickel coinage current in the British Indian Empire; as also the 
law relating to the paper currency and the mint in the British Indian Empire; as 
also the law governing the standard of currency and the legal tender money and 
token coins in the said British Indian Empire, together with the law relatmg to 
the Imperial Bank of India. 

It is hereby enacted as follows :-
The Currency Legislation of India is a confused mass 01 scattered enactments of the Indian 

Legislature, ana. the Ordinances of the Govemor-General-In-Council, whICh have all the force of 
~olemn legislation. During the late war the system of alterIng the legislatIOn governmg the 
currency system of the country by Executive Ordmances wae carTled to the most ridiculous ext6llt 
under the pretext of avoidIng controversial legIslation in time of war. In· the first years of peace 
the same pernicious system of carrying out the most momentous chamges by means of Executive 
Ordinances was followed to the gravest possible prejudIce of the people of India It is, therefore, 
hIgh time the fundamental principles of the law governing the currency system of thiS ('ountry 
were once for all solemnly enacted in the form of an Act of the Legislature, after due dehberation 
by the LegIslative Body. 

Besides the ordinary parts of the currency machine, reference to the Imperial Bank 18 intro­
duced in the Preamble, inasmuch a.s it IS a6Sumed that the Gov('rnment would divest itself of t.ne 
1unctions of currency mamipulator which they have so far discharged in face of strong adverse 
CritIcism. 

I. This Act may be called The Indian Currency (Consolidated) Act of 1925. 
It extends to the whole of the Indian Empire, inclusive of British Baluchistan, 
Santhal Parganas, the Pargana of Spiti, and all the Native States in alliance 
wit h, and acknowledging the suzerainty, of the Government of India under the 
British Crown. This Act shall come into effect from the first day of January of 
the year One thousand nine hundred and twenty-five. 

As regards the extension of this Act to the whole of the British Empire in India, including 
the Feudatory States, the provision is introduced as an amendm6llt of the existing system, With 
a. view to render the currency organisation of this country uniform. 'The Native Stat.es have in 
many respects stood apart. But the Government of India has in the past used its pa.ramount 
pOSItion for introducing important financial reforms to bring about a uniform system as far 8S 

]s possible under the eXlsting conditiOlIls, notably in the abolitIOn of the Inland Customs Li.le 
1878-79. It is, indeed, not inconceivable that the States who still retain their" JUB Monetend," 
should cling fondly to this one remrnant of their former sovereign rights. But thanks to the 
growth of good sense among the rulers and their ministers, thanks to the recognition of the 
hardships caused to inter-state commerce by these barriers to freedom of exchange, there is no need 
to despair of arrangements being eventually made for a uniform currency organisation through­
out the IndIan Empire Possibly the PrilIlces may stand out ,for some" Qutd Pro Quo." If 80, 
the Government of India is ']lot entirely without bargaining power. By offering the State8 the 
,.,ervices of the Imperial Bank free of charge; or by admitting the States to a share of the interest 
from the investments in the Paper Currency Reserve of the Bank; the States could be induced, 
without too great a show of compulsion, to abamdon their separate Currency systems. 

2. This Act shall not be capable of repeal or modification, except by another 
act of the Legislature, passed by a maiority of three-fourths of the members 
pre~ent, and provided that a notice of at least six months shall be given. 

The object of this section is obvious from the wording. We have had, during the last generation, 
sufficient experience of the amateur financiers of the Government of India, Illot to leave this most 
vital concern for the trade and industry of the country to the discretion of the executive authority. 
The provisiOlIl making the repeal or modification of the Act impOSSIble except by a. legislative 
enactment is, though novel, and somewhat extra.-constitutiona.l, necessary to secure a. prop~::" 
consideration of this important branch of practical economics, as also the condition as regards a. 
~ee-fourth majority in the Legislature. The defining of the root principles would avail us 
'ery little if the law is left to be a.ltered or amended or ignored by executive authority. It must, 
however, be admitted that a considerable portion of the apprehensions, in which trus provision 
takes its origin, will be rendered without foundation if the most sensitive part of the Currency 
machine is taken bodily out of the control of the inexperienced Government officers, and placed 
in charge of business men through the medium of the Imperial Bank and its Directorate. 
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3. In this Act, unless there is anything repugnant to the subject or context. 
(a) " Standard Gold" means gold, nine-tenths of which is pure metal 

and one-tenth alloy. 
(b) "Standard Weight" means the weight prescribed for any coin. 
(c) "Deface," with its ~rammatical variations and cognate 

expressions, includes clipping, fihng, stamping, or such other alteration of 
the surface of the coin, or of its shape as is readily distinguishable from 
the effects of reasonable wear. 

(d) "Mint" shall be the mint at Bombay only. 
(e) "Prescribed" includes prescribed by a rule made under this act. 
(/) .. Remedy" means variation from the standard weight and fineness 

prescribed by this Act for the various coins. 
We have kept unchBlDged most of the important pomts in the dennition section, except 

the definition of the "Standard of Currency" which has been left to be defined separately 
by a separate section. It may be noted here, however, that when the entire Currency system is 
being overhauled, the moment would not be inopportune to consider whether we could not mtroduce 
with advantage the decimal system in prescribing the fineness and the weight of the coms. There 
can be no question that the decimal system would be much the more suitable, as much on account 
of the ease of calculation, as because it is the O'Ile adopted in most of the leading continental 
countries. But if the Currency organisation of the Bntish Empire is sought t() be rendered 
uniform, it might not do for any single member of the Empire to make this great change 
Independently. There has been an agitation in the United Kingdom f()r the decimahsation 
of Weights and Measures R6 well as of the Currency for now well over two generations But. 
iudging from the Report of the Committee appointed to consider the Commercial and Industrial 
Policy after the War, it would seem that the bulk of the business world in Britain still inclines 
to maintain the ,tatu. quo. 

The reasons given there do not seem to us to be quite strong enough to outweigh the sClentific 
simplicity of the proposed change. It rests, moreover. on an assumption which if true so far, is 
rapidly being negatived. The sovereign is not quite the medium of internabonal payments, 
since London is gradually losing her pre-eminence as the financial centre of the world. If that 
centre comes to be definitely located at New York. the rejection of the proposal for the assimilation 
of the British Currency system with the American system may quite possibly appear as a short­
sighted piece of the usual insular conservatism of the British people. I have, accordingly, 
Introduced a. change in this legislation to decimalise the Indian currency system. 

For a proper, smooth working of the Currency system sought to be established by this Legisla­
tIon, it is imperative that India should ha.ve an independent Mint of her OWlIl. In view of the 
commercial importance ()f Bombay, and the administrative convenience of centrahsmg coinage 
operations, I have proposed that the Mint be located at Bomb~ only. 

4. The currency system in India shall be organised on the basis of Gold 
standard. 

We rega.rd this as the most importa.nt of the changes proposed, which has, therefore, been 
~tated in a separate sectiO'Il by itself to guard against a possible obscurity. The entire system 
must be framed in accordance with this basic idea.. 

5. The Standard of Currency shall be the mohur containing 120000 grains 
troy of gold nine-tenths fine, i.e., containing 108 grains troy of pure gold and 
12 grains troy of alloy. 

6. These coins shall be coined free of any charge whatsoever at the mint in 
India at the rate of 4'4 mohurs per ounce of fine gold. 

7. The Mint shall not ordinarily take more than a month for coining the gold 
tendered at the Mint for that purpose. 

8. The Imperial Bank of India may, as hereinafter provided, receive gold 
bullion, and give in exchange gold coin or currency notes at the rate of 4'4 mohurs 
for every ounce of pure gold. 

9. Subject to the provisions of this Act in that behalf contained, the dis­
cretion of the Bank aforesaid in offerin~ notes or gold coin in exchange for the 
bullion tendered for conversion shall be absolute. 

10. The Mint in India shall not coin any other gold coin except the mohur 
as provided in this Act. 

11. All other gold coins shall be receivable at the Mint or by the Imperial 
Bank of India, as bullion, and shall be converted on demand by the aforesaid Bank 
at the rate mentioned above. 

T~e necessity fo~ the Gol~ Standar.d and Gold Curre.ncy being premised, we must next consider 
\\hy )~ was that thIS very hIghly deSIrable consu~matlon was not realised in practice, however 
much I~ could be expected from the re~mmendatlons of the Fowler Committee, as well as from 
the attitude of ~8 Government of India.. As already remarked, the system which arose out of 
the reco~endatlons of the Fowler Comnuttee and the steps taken t-o give effect to those recom­
mendatIOns ca.m.e gra.d~s.lIy to be the system which Mr. Lindsay had put forward. It was fell. 
that the attempt to mtroduce a gold currency s.lI at once would be frustrated: as much 
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because of the difficulty of findmg an mdefimte quantity of gold com to meet possible demands 
for conversion, as from the conservative habits of the people, who, sufierlllg from an unjust los9 
through the depreciation of their silver posseSSIOns, would look askance at the new system for 
some time. There was also the da.nger of possible hoarding of gold to be considered. The only 
source of gold, open to the GovernmEIDt of India, was the profit from the Silver cOlDage, apart 
from borrowing abroad But the profit would take some time accumulatmg before It could be 
expected to suffice for a possible demand. If a gold currency were honestly adopted, the rupee 
COInage would have to be either hmlted on the analogy of the French Currency; or btopped 
altogether by the dlscontlJIluance of the rupee as the unlimited legal tender. Under either of 
these two alternatives, the possibility of building up a good fund of gold would be very scarce. 
In tht\ meanwhile the real difficulty, which had forced the attention of the Government of India 
to the currency question at all, could be met as well by the Li'ndsay scheme. The rupee was to 
be fixed In its relation to the pound sterhng. The Enghsh gold coins were declared legal tender, 
Government pledgi'ng itself to give rupees or notes against gold coin tendered them at the fixcd 
rate. For all practical purposes there was Gold Standard; and, when the Government undertook 
to maintam this fix,ed rate by thel mechanism of the "Councils" and the " Reverse 
Counclls," the foreign trader in India as well as the foreign public servant felt that all that 
they two could desire had been achieved. The Government had to obtain funds in Engla.nd to meet 
their sterling obligatlOns. With a fixed rate of exchange, the element of uncertamty, which had 
hitherto cramped the Finance Minister in India, disappeared. The necessary funds could be 
procured in England by offering to sell, from week to week, a stated amount of Bills on the 
Government of India payable in the local indian currency 10 India, against which the money 
would be received in sterling III England. As these Bills sold by the Secretary of State for 
India in Council (and therefore called " Councils" in short) were offered at a rate appreciably 
lower than what would be required, if gold had to be shipped to India by those who had to pay 
for the Indian produce in India, the authorities in England soon came to realise the double 
advantage concealed in this procedure. As the balance of trade in favour of India has almost 
always been in excess of her obhgations to Englamd. the" Councils," judiciously managed, could 
be made to afford assistance to trade, at the same time that the flow of gold to India would be 
checked, and a decent profit obtained by the Secretary of State The gold due to India would 
i,hus accumulate in England. On the assumption that London was the central money-market 
of the world, where India would have to make payments in the event of the balance of trade 
going against her; and where she would have to purchase silver for her currency, it was felt that 
mch a centralisation would help to save India the cost of transport either way. The logical 
conclusion of such a policy would be that these "Councils" should be sold at the fixed rate 
;vithout hmit, i.e., to the full extent of the balance of trade in favour of India.. But obviously 
this could not always be attained, as there was a definite limit to the sales of the "Councils" 
10 the available balance of currency in rndia. The only way in which currency could be increased, 
aJ}d the hmlt to the Council sales raised, was the coining of new rupees and the increase in the 
Note circulation. The latter, under the prmclple of fixed Reserve, which was the guiding feature 
before the War, could not be added to. The former, though the Government added considerably 
to the rupee coinage in the 15 years immediately preceding the last War, was also incapable of 
an indefinite expansion owIng to' the 'dread of a rise in the price of silver by too great a demand 
and the consequent disappearance of the profit of coinage. 

The new system, christened as the Gold Exchange Standard, was not the consciouB creation 
of the Government of India, but rather the outcome of circumstances which showed more and 
1[ore clearly, as time went on, the advantages of the system to the Government. The large 
balamces that came to be maintained in England as the result of the working of this system came 
to be considered a legitimate perquisite of the London bankers, the amount of gold thus saved 
and kept in the London market being quite a. respectable qUMltity. The purchase of sIlver, 
the obvious excuse for keeping the gold belonging to India in a foreign centre, was negotiated 
so as to make the Indiam Government an easy prey to the ring of SlIver speculators in England 
and America The Indian critics seem to have confined their oppositIon to the system, as 
established after 1900, to the unquestioned loss suffered by the Indian peasant in the deprecation 
of his silver hoards. The later complaints about an unfair treatment of Indian enterpns.e, owing 
to the unprofitable policy of the Government in locking up considerable liquid capital in a. 
dIstant centre, were the result of practical obsen ations of actual hardships rather than a 
consequence of the realisation of the theoretIcal unsoundness of the whole system. The mistake 
was made at the very commencement by permitting the assutnption that IndIa was a debtor 
country as aga.i1llst England, which was a creditor country in the markets of the world; and that 
therefore, the English system could not be suitable to India.. If we consider the figures of the 
TrOOe BaJanoos, India is even more a creditor country than England And even making allow· 
ance for the debIt items in the shape of the" Invisible Imports," making up the Home Charges, 
India stIll was a creditor in international excha.nge, as her Exports of merchandise showed a 
balance in her favour, even after the Home Charges hOO been accounted for. There was, 
ordinarily speaking, no great likelIhood of an adverse balance which would have to be settled 
by an export of gold from India any more than it was the case With England. Indeed, on a 
strict comparison of the items which enter into the International Balance of Accounts, it would 
rather appear a.s though the United Kingdom was in a relatively weaker position than India, 
SInce the invisible exports of England would suffer in a world crisis, whIle her imports would, 
If anything, bhow an increase The system, therefore, as it was de~eloped in the fiftpen )NU"S 

immediately prE ceding the War, though it worked pretty smoothly in ordinary times, was bound 
to break down in a crisis. 

Once it was decided that India was not to receive a gold standard, it was easy to explain 
the reasons why it would not be in the interests of India to demand it. Th.e. arguments against 
the introduction of a gold currency and a gold mint, as the necessary condltlO~s. of a true gold 
standard, may be thus summed up, on the authority of the Ch.amberla~ COmIDJSSIOD of 1913-1~' 
(1) If gold were used actually for currency purposes, India mIght not, It was argued, be able lD 

a time of crisis, to find sufficient quantities of gold for export to settle her unfav?urable balance. 
(2) The povq of the Indian mas..<>.ee, and. the smallness of the average transactlOD of exchange 
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In I'ndia would render gold coin unsuitable for every day purposes. Gold COl118 put into circula­
tion wo~ld be most probably dnven into the ha.nds of bulhon dealers. (3) The mstituuon of a 
~!Old currency wa.a hkely to be most dIfficult for IndIa, &II she had no gold production at home 
at all comparable to the poBBlble demand for it, while by the attempt to obtam gold from abroad 
by melting rupees the price of gold in terms of silver would suddenly go up to the prejudIce of 
] ndia. 

But these are mutually contradictory, and they all rest on a. fundamentally erroneous VIew 
ot India's needs. IndIa. need not fear, in normal yea.rs, a.ny consldera.ble adverse balance. The 
fear of a financial crisis, though wholesome, is exaggerted out of all proportIon when It IS made 
the excul!o of shutting India completely from her share of the world's gold productlOn. TaklDg 
the figures since 1890 we find our exports up to 1919-20 never fa.lhng below our imports, in spite 
I)f wars and fa.mines. But for this strength, India. would not have succeeded In nna.ncing to the 
Lest of het' ability the heavy expendIture on a.ccount of the Bntish Government durlDg the War, 
besides subscribing hea.vily to the va.nous WILl" loans of her own Government. Famine, mdeed, is llOt 
3' et an impossible contmgency in IndIa.; but a. slDgle yea.r of fa.mme and its adverse balanes may 
be met easily from Government reserves of gold in the paper currency, or in their cash balances. 
And If, unfortunately, there is a series of two or three years of contmued fa.mme-a most unhkely 
assumption-India. could hope to borrow on terms by no means dlsadva.ntageous, thanks to her 
connection with the BrItish Empire, and thus hquidate her foreign obliga.tIons. The da.nger ot 
gold in cIrculatlOn being hoa.rded is not pecuha.r to India, at least in days of world erlSls. Aga.lnst 
thiS known da.nger, it is not impOSSible to provide. Only, the remedy IS not a negatIOn of the 
first axiom of monetary science; but rather a. better orga.nlsed banking system. Unless we have a 
sound system of credit organisation, we shall be no nearer the freedom from the danger of hoarding 
whether we have a traditional gold standard, or the SCientific Exchange Standard. We have 
elsewhere in this Act provided ,for a Bank which in our opinion would meet thlS critiCism as 
near ly &II possible. 

If the second argument is true the first loses a good deal of Its Importance. The people are 
toO poor in India. to be able to hoard gold, smce 80 per cent. of the popula.tion are barely able to 
hve. It seems inconSistent to say that the people of India.. are too poor to use gold, and yet 
express the apprehenSion tha.t there would be hoardmg merely because the currency conta.ms a. few 
gold coins. Of course, a very small number of bullton dea.lera may hoard up; but ex-hypothes, 
these men would be too shrewd to miss a fine opportunity for export in the hour of criSIS. There 
ca.nnot, then, be much da.nger of hoa.rding If the bulk of the gold remains In such competent hands. 
No doubt, there is a good dea.l of such hoa.rdmg 10 India.. But the expla.na.tlOn, in our opinion, 
is that there is yet no confidence 10 the currency pohcy of India.. UntIl qUite recently (and on 
account purely of war condItions even then), j,he rupee was notOrIously overva.lued. The currency 
rotes were payable lIS of right only in Silver rupees at thiS overvalued ra.te. Under the CIrcum­
stances, the Indian trader or cultivator acts much as hiS compeer anywhere else 10 the world 
would do. He takes gold which seems the most stable in va.lue. Fma.lly, the proposa.l to have a 
p:old standard does not necessarily spell the abolition of all other coms, ipSO facto. india. will 
continue to o&bsorb silver, because silver would still form the bulk of the currency for every day 
transactions, even though the legal tender of Silver coins be limited. By judicious bankmg 
arrangement, we may succeed in avoiding the da.nger of hoa.rding; and yet have 0& currency 
pystem which ensures public confidence Without exposmg the Government to such shifts as had to 
be resorted to recently. 

As for the last argument, it is true the local gold production in India. is ba.rely one quarter of 
the requirements, if even so much. But thanks to the steady balance in favour of India, we n~ 
r.ot be afraid of not finding gold enough to carry out the changes proposed. If the system of 
unlimited sale of Councils be omitted, the annual flow of gold mto IndIa. would be about 
30 million sterling. For immedIate need we have the vanous reserves to rely on for fa.cilita.ting 
the introduction of a gold currency. 

The Exchange standard being ill~onceived and una.ccepta.ble, and the return to a silver 
standard being now too late to think of, the only alternatIve is to ha.ve a. clear gold standard, in 
name lIS well as in fact. We have, therefore, Ia.ld down the Mohur as the sta.ndard of currency. 
It would probably be too large for internal cIrcula.tion, except in large transa.ctions, where, as 
rrovided for elsewhere in this Act, the improved banking system would help to economise the use 
of gold coins. The suggestion tha.t India. should be educated in the use of cheap forms of the 
medIum of exchange would be easily carried out by an increase in the notes, which, If made 
payable in gold as suggested here, wlll inspire greater confidence than has been the case hitherto. 
With a. strong gold reserve in the country, naturally resulting from the use of gold as currency, 
lmsba.nded by the help of a proper banking system, we shall provide the best remedy against the 
periodical troubles in exchange. This gold in circulation would ilIOt, &II was assumed by the 
Commission of 1913-14, be at the expense of either rupees or notes, but will rather be an addition 
to the centralised Bank Reserve, readily mobllised a.gainst poSSible contingencies, and circulating 
only in so far as the country does not take to banking habits, or in parts away from the influence 
of banks. The ultimate support of excha.nge must be the kind of currency in genera] circulation. 
Even the Bank reserves must depend on that. We would be placing an unjustifiable premium on 
t~e banker's dishonesty, if we ask him to keep his reserve in gold even though the currency 
consists of sih er, and the usual demands of his customers are for silver. Gold in circulation in 
India, under existing conditions, can only displace rupees, &II the notes would be more convenient 
than rupees. Above a.11, the gold standard a.nd gold currency wlll help to sta.bilise prices and 
avoid speculation, which is the most desnable thing for India. The risks of depreciation to 
capital investment would disappea.r, so that our industries will have the much needed stream 
10 fructify them. The need to maintain large balancl.'S in England, which is such a prominent 
feature of the existing system, will also disappear, and our money market be freed from its 
periodical stringency. 

The. provision~ of ss. 5-11 do not need any elaborate justification. In the main they are con­
sequentIal, followmg as a matter of course on the adoption of the principle contained in the 
governi,ng s. 4. The provision to oblige the Ba.nk to issue coin or notes in exchange of bullion is 
hased on the English analogy, tbough the time allowed to the Mint is greater' thaD in England, 
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and the consequent savlDg in interest to the bullion tenderer ~ould be greater in this country 
We have not sa.nctioned the coinage of half-mohurs as the com IS admitted to be too small to be 
convenient for carrying about. The discretIon granted under thl5 Act to the ImperIal Bank to 
offer coin or notes in excha.nge for the gold bullion will be explained later. 

12. The Mint shall coin, for issue under the authority of this Act, two silver 
coins, called the rupee and the half-rupee. 

13. The standard weight of the rupee s~all be one ~undred and eighty 
grains troy, and its standard fineness shall be n!ne-tenths, YIZ., one hundred and 
sixty\two grains of fine silver, and one-tenth or eIghteen grams of alloy. 

14. The rupee shall be taKen as equivalent to one-fifteenth of the mohur. 
The half-rupee shall be half in weight of the rupee. 

The traditlOnal weight of sIlver III the rupee has been practically retained as a concession to 
the sentiments or prejudICes of the people of India. Scientifically the proposal is indefensible, 
and economically it is wasteful to leave so much silver m a token coin only. 

15. No other silver coins shall be coined at the Mint under the authority 
of this Act for purposes of circulation in the Indian Empire as currency. 

16. The smaller coins, viz., the quarter-rupee, and the one-eighth of a rupee 
shall be demonetised. They shall be received at the Mint, or at the Imperial Bank, 
within six months after the passing of this Act, for exchange against full rupees, 
half-rupees, currency notes, or gold, to the full extent of the nominal value within 
the legal tender limits as prescribed by this Act. 

17. The gold coin, prescribed as standard of currency by this Act, shall be 
a full legal tender in payment or on account, provided that the coin (a) has not 
lost. in weight so as to be more than 05 per cent. below the standard weight, and 
(b) has not been defaced. 

18 The silver rupee shall be a legal tender in payment or on account for 
sums not exceeliing one hundred and fifty rupees at one time, provided that the 
coin (a) has not lost in weight so as to be more than one per cent. below standard 
weight, and (b) has not been defaced. 

The main points which call for any comment in the foregomg s~ctIons are these: 
(a) The general demonetIsation of Silver. 
(b) The fixing of the ratio between the Standard of Currency and the Rupee and 
(c) The limitation of the Rupee as legal tender. ' 

The third follows as a natural consequence of the first, so that rea.lly the explanatIOn and 
wmment are needed for the first two 

Twenty years ago the people who demanded a pure silver Sta.ndard for India had no doubt the 
mterests of the people as their mam excuse The events of the l&st fifty years, however, and 
more particularly the change of Sta.ndard involved lD the legislation and orders consequent upon 
tne Fowler CommIttee, render any reopening of the silver controversy unprofitable. The people 
of India have been made to bear the loss mvolved, and, in the next twenty years, we may assume 
the relations have been so adjusted as to allow for the change and to distribute the 1088. To 
return to the pure Silver Standard would be now frought with the most serious danger to the 
trade and industry of India We have, accordingly, left this alternative entirely out of our 
Currency System, even If we believed that silver was the preferable medium for settlIng inter­
national indebtedness The apparent emphasis on the foreign trade here should not be constru'!d 
to mean an indifference to the needs of the mterprovincial trade of India, as proper provisions 
WIll be found elsewhere in this Act. 

But we cannot ignore the fact that SlIver still constitutes the most important portion of our 
Currency We must, therefore, take means to safeguard the interests of the silver holden in a 
way which would not interfere with our mam prinCiple underlying these changes. 

At the time of the Chamberlain Report, as already observed, nobody seems to have taken into 
consideration the rise of silver m relation to gold It was thought tha.t by offering to sell gold 
.11; a certain fixed mimmum rate in the event of the balance of trade being against India, and 
[y selling Councils WithOut limit in ordina.ry times, the Exchange Standard would be fully 
maintained But, during the War, conditIons on which the safe working of the nl'w arrangement 
depended were revolutionised. After a first few months of panic the trade of India recovered 
with a bound. Prices soared like rockets, and the balance began to pile up in favour of India. 
At the same time the converse stream of payments due from India dried up The Home Charges 
were mor~ than swa.llowed up in the expenditure which the Government of India undertook on 
lJehalf of the Home Government which was recovera.ble in England. The remittances of English 
roercha.nts in India were frightened into complete stoppage in view of the high taxation of Income 
Ilnd property in the United Kingdom The ordInary alternative of shipping specie to India. was 
;::)ot to be thought of In face of the jealousy with which all the belligerents and the neutrals were 
guarding their store of gold and silver. The obvious alternative of tiding over the dIfficulty by 
laising loans in IndIa on the credit of the British Government was not thought of, though exactly 
the same course was followed to steady the Anglo-American excha.nge from the very first year of 
the War. [ndia was never prepared to receive her favourable trade balance in any but the most 
primitive form of specie settlement, and she could not of her own accord turn suddenly to investing 
abroad in years of a world-war. The authorities, while blaming India .for her antiquated and 
unprofitable methods of receiving her trade bala.nce, aid nothing to work out a.n alternative; 
while they went on perpetuating the vicious circle by selling Councils without limit and thueDY 
creating a demand of silver against themselves. 
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The result could have been foretold by the merest tyro. The price of silv~r went up beyond 
... 11 previous records. War condltiona had prevented production bemg kept up to the highest plkh, 
while a. seriQua dema.nd had set in for more silver to be Uliied for small change m all natIOns. 
Chma. was a.lso a. heavy buyer in the la.ter yean of the War, though normally she has to export specie 
to settle the adverse trade balance. The Indian demand on the top of a.ll raised the price of 
tllver beyond all preVlOUS record. The Government of India. had lDvested thell coin or bullion 
reserves to the wIt, so that there was no means of meetmg the demands for rupees that set in 
except by the mintage of more rupees, or by the lSBue of a.ddltlOnal notes. The note circulation 
waa ma.nipulated by adIIUnlstra.tlve ordinances permlttmg the raullng of the invested or fiduciary 
reserve, and allowing luch Increased fiduciary portion of the Dote-Issue to be mvested lD the 
rapidly deprecla.ting Brit18h Government securities. The dependance of the addition notes was 
not Without its dangers In & cou,ntry bke India, With Its government conducted by an alien 
bureaucracy, in which the people were losing .thell faith, and with the masses of the people bem.; 
100 illiterate to understand the occasion for the flood of paper money thrown upon them. Th.! 
Government felt the danger of inconvertlbibty to be a much greater eVil than the loss of several 
million sterhng involved in the com age of rupees &t the high price of silver. They could not, 
also, go on indefinitely coming rupees irrespectlVe of the price of silver, thought the busines8-
"orId, had for nearly twenty years, acted on the ILBSumptlOn that Government would be Wl1hng 
to give rupees at the fixed rate. They had a.cquiesced lD the arhficially high rate of the rupee lD 

1899, and the Indian people had been made to bear the los8 lDvolved In the change of standard, 
on the clear understanding that Government would give the local currency Indefinitely in exchange 
for the int,ernational medlUm of exchange. It was quite true that when the rate was fixed, no one 
had in view the situation as it developed after 1916. But It was none the less a breach of pubhc 
faith on the part of the Government of India to ra.Jse the Exchange value of the rupee to escape 
'he loss involved. 

The ra.ising of the exchange was brought about by the Government of India. forcmg the market 
up against themselves. It could have been eaSily avoided, If Government ha.d allowed the export 
of silver; and if, since they were doing so much of the country's legitimate bankmg busmess, 
they had encouraged habits of receivmg the favourable trade balance In more economICal forms. 
As it was, the new Committee of 1919 had to be specially instructed to conSider the relahon of 
the gold a.nd silver in view of the lIlew condltlOns. 

" And to consider whether, in the light of this ex~erlence a.nd of pOSSible future variatIOns 
in the price of silver, modifications of system or practice may be requIred; to make recommenda­
tions as to such modifications, and generally as to the pohcy that should be pursued With a view 
to meeting the requIrements of trade, to maintain a. satisfactory moneta.ry circulatIOn, and to 
ensuring a ,table gold exchange ,tandara." 

The Committee, therefore, sta.rted to consider the factors which had caused this phenommal 
rise in the value of silver and to suggest a. new ratio. They came to the conclusion that the 
price of silver had been raised by the fa.lling of the world production side by side with a. grea.t 
mcrease i,n the demand for the white metal. The fall lD the productIOn was due, they thought, 
to war conditions of high prices of accessories for mInIng, as well as OWIng to the unsettled 
conditions in Mexico. After the War, the majority of the Committee felt, the production might 
I'e increased, but the dema.nd would remain as great as ever. Hence they suggested the ratio of 
£1 :0 Rs. 10. They did not consider, what has since become evident, and could even then have 
been foreseen, that the war conditions were passing away, and prIces might any da.y tumble down. 
They took no account of the possible increase in the output by the restoration of normal conditions 
In Mexico, and they failed entirely to consider the probable fall ion demand. The United States 
Government, was bound to replace the depleted Dollar Reserve at a guaranteed minimum price 
oj a. dollar per fine OZ; but that guara.ntee applies only to silver produced in the States. The 
very great cha.nces of the reduction of demand for COInage purposes by European nations on 
thelr finding even silver to be a. too costly and wasteful medlum of exchange was also not 
t.ufticiently considered. Under the circumsta.nces, the Committee's finding on ihe matter was open 
to the most serious doubts. We have, therefore, suggested above a much lower rate, the old rate of 
Rs. 15:0£1. This has not only the oonvenience of being familiar, as well as the advantage of being 
more durable; it is also the rate which would cause the least disturba.nce in the mercantlle world. 

The adoption of a. fixed rate between silver and gold coins is, indeed, in the nature of life­
blood to the gold excha.nge standard; but not so indispensable to the principle on which the 
suggestions contained here are based. We hold that the Gold Exchange Standard, in spite of 
all the theoretical advantages of economy and efficiency that can be claimed for it, is unworkable 
In practice. Its main, essential, mechamsm has in India. broken down twice in two crises, though 
for different reasons. In the special CIrcumstances of [ndia, with its Government in the hands 
of an absolute foreign bureaucracy, the system IS all the more unacceptable, as it opens up infinite 
possibilities of suspicions as to the motives in particular moves in the management of the 
l'urrency system in moments of crisis, not to mention the special objection on the score of the 
moompetence of the Civil Service to handle such financial questions. The location of the Reserves 
of large proportion in & foreign centre, however conducive to economy in normal iimes, involves 
the serious danger of being inaccessible in the hour of crisis a.ffecting the financial centre. The 
country with a Gold Exchange Standard becomes exposed to all international crises, owing to tho 
shortsIghted desire for-economy in the ordinary settlement 6f trade balance abroad. Supposing 
that it cost, in normal times Id. to send 8. pound of gold to India. from England, the saving 
involved in preventing the shIpment of £5,000,000 to India would amount to roughly £10,000. 
But the loss to the country in the hour of crisis would be far more considerable if the authority, 
lledging its credit to the maintena.nce of the fixed exchange, is unable to do so. The rise in the 
Exchange value of the rupee to 28. 8d. would have involved a loss to the people of India., on a 
total export trade of £250 million of about 1871 crores of rupees. It is a.lso exposed to the other 
danger: that by keeping habitually large sums in a foreign centre, the country not only becomes 
a prey to the machinations of bullion speculators in the international markets, but also begins 
to jDTest ir the securities of that foreign country to the prejudice of the home trade and industry. 
In a. moment of international crisis these investments are liable to heavy depreciation, and are 
cfteu un!l&leable precisely when the funds are most urgently needed to support nationa.l credit 
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All these evils were intensified in the particular circumstances of India by the unavoidable 
Infection of politics into economic questions. We have consequently utterly discarded the Gold 
Exchange in prInciple &8 well as In practice; and have framed our recommendatIOns so as to 
render the entire machInery of the exchange standard obsolete. We are, consequently, not mudl 
concerned in the learning bestowed on the questIOn of a stable exchange, though we must protest 
agaInst the conclusion arrived at by the majorIty of the Babmgton-Smith Committee 8.8 to the 
effects of a high exchange on the trade and Industry of India. Proceeding on the broad g~neral 
prinCiple that: "Stablhty (of exchange) is an important facility rather than an ebscntu.l 
conditIOn" lor the current operatIOns of tra.de, the Commission have no difficulty in brusqu('ly 
setting aside the great danger Involved in too frequent an interference with the rate of exchange 
It ~ay be that the ordInary small fluctuations are included in the Tlsks lllcident to business, a.nd 
that the bankers can help to minimise those risks by "Hedging"; It may be that the present 
conditIOn of world finance Will make it exceedingly difficult for India. to obtain foreign capital, 
and consequently the need for stability to attract outside capital may not be so great. Hut when 
:111 allowance is made for a. new rate, and that a high one, the fact remains that such changes 
mtroduce a most unwelcome element of speculation which prevent trade and industry from follow­
mg their normal channels. But when the Commission go on to consider the effect of high exchange 
on the price level, they are utterly, unspeakably wrong. The figures before them showed unmll­
takeably that while the price of the articles imported had risen between 1910 and 1918 by 265 
per cent., those of exported articles rose only by 157 per cent The Indian produce was not 
fetching the same high price as the foreign produce had to be paid for in Indian produce Anti 
when we say that the Indlam exporter suffers by this rise, we mea.n not tbe wholesale merchant, 
who is too shrewd not to avail himself of the "Hedgmg" facilities otTered by his banker and 
thus reduce his risk, but the poor country farmer, who has no means of protectmg himself, who 
probably has already sold hiS crops in advance to the Village money-lender, from whom there could 
be expected .no mercy if the prices are kept down by officia.l interference for trade r~gulahon 
The saving in the Home Charges would be a material consideration, perhaps, if the Inlltan people 
had the control of thllir finances; and were a.ble to employ the funds saved by this means in the 
remiSSIOn of ta.xation, or employment in industry. On the other hand the high exchange would 
mean a bonus of 50 per cent. to the foreign importer, a.nd the consequent dJl'ICouragement uf 
Indian industry in all matters where India has to face a killing competition in her own mal keto 
We a.re, therefore, unable to concur III the views propounded by the majority report touching 
the theoretical as well as the practical aspect of the effect of high Exchange on a country's trade 
and industry, and still less can we acoept the reasoning under the peculiar circumstances of India. 

It follows, then, that the fixing of a ratio between the Standard of currency and the Silver 
roins, whICh must for a long time remain in circulatIOn III this country, and form 8. respecta.ble 
I roportion of the total volume of currency, is a problem rather of local than of internatIOnal 
Importa,nce. To allow silver to remain unlimited legal tender at the same time that lts price 
as currency had been artificially fixed; and its coins reduced to the position of tokens, is a.n 
impossible state of things, which, if not corrected, would lea.d to worse evils than those we have 
passed through. The Government of India were, if we judge them cha.ritably, led to acquiesce 
in such an anomalous arrangement by the apprehension of their inability to supply gold COlDS in 
exchange for large, indefinite, amounts of silver in circulation a.t the time of ina.ugeratl1lg 8. 

change in the standard, as also because of the a priori assumption that the Indian people would 
prove too conservative peacefully to allow the change to be accomplished But there was, a.nd II, 

no rea.l danger of the Treasury or the Currency Offices being deluged with silver, especially if the 
G.overnment would provide more suitable alterna.tives in the form of gold notes or certificates, or, 
better still, they would so improve our banking arrangements as to lea.ve this tool of trade 'Lod 
industry in the hands of those who best understand them. The danger of too heavy a demand for 
silver coins to be changed into gold can. be averted by making the rupee limited lega.l tender a.nd 
thus restricting its use. The amount proposed here as the maximum limit of legal tender In 

respect of silver coins is at once large enough to avoid inconvenience or injustice to the smaller 
producers and traders, and small enough to bring a.bout a. discontinuance of silver for all larger 
tTJIlJIlsactions Its place should, in our opinion, be taken, not by the costly and wasteful gold 
currency, but by paper convertible in gold, or still better, by improved bank facilities and oank 
1ransfers, somewhat on the same lines as guided the" Giro" system of payments in Germany 
before the Wa;r. if have elaborated these suggestions more fully later on. Here, I need only 
c,bserve that, und-er the scheme proposed, all the advantages of economy, elasticity, and con­
venience III transport, which are claimed on behalf of the exchange standard, will be realised by 
the suggestIOn of limiting the legal tender of silver coins. 

19. The Mint in India shall not be open to the public for the ooinage of any 
but gold coins authorised under this Act. 

20. In the making of gold and silver coins a remedy shall be allowed o.f an 
amount not exceeding the following, namely :-

Coin. Remedy in weight. Remedy in Fineness. 
Mohur Five-thousandths_ Two-thousandths. 
Rupee Five-thousandths. Two-thousandths. 

The closure of the mint to the coinage of any other metal save gold follows inevitably from 
our general principle of making silver a legal tender for only limited quanti tics_ So long a~ 
silver coins are glven artificial values it will be best to prevent their unhmited coinage. The free 
mint for gold coinage is similarly a corrollary from our guiding pri:J.ciple of estabhshing a real 
gold standard In tms land_ 

It will be noticed that the suecessful working of all these Buggestions depends on the con­
stitution of .proper banking facilities for the mass of the people, and not only, sa is the case now, 
for the foreign trader or for the commercial magna.tes known as "Shroffs." We ahall have, there­
fore, to defer to the later sectIOns dealing with the organisation of the Imperial Bank of India 
for a further elabora.tion of the a.rrangements proposed here. 
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21. The following nickel coins shall be coined at the Mint for issue under the 
authority of this Act, viz., a four-anna piece, a two-anna piece, and a one-anna 
piece. No other nickel coins shall be coined at the Mint. 

22. The standard weight of the four-anna piece shall be seventy-five grains 
troy, and of the two-anna piece, sixty grains troy. The standard weight of th{' 
one-anna piece shall be fifty grains troy. 

23. In the making of the nickel coins a remedy shall be allowed of an amount 
not exceeding one-fiftieth of the weight. 

24. The following bronze coins only shall be coined at the Mint for issue 
under the authority of this Act, namely :-(a) A pice or quarter-anna; (b) a pie or 
one-third of a pice. 

25. The standard weight of the pice shall be seventy-five grains troy, and 
the pie shall be of proportionate weight. 

26. The bronze coins shall be coined from a mixed metal consisting of 
copper, tin and zinc, in the proportions as now obtaining. 

27. In the making of the bronze coins a remedy shall be allowed not 
exceeding one-fortieth of the weight. 

28. The nickel coins, specified in Section 21 of this Act, shall be legal tender 
in payment or on account as follows, namely :-(a) The four-anna piece for a sum 
not exceeding five rupees. (b) The two-anna piece for a sum not exceeding two 
rupees. (c) The one-anna piece for a sum not exceeding one rupee. 

29. The bronze coins specified in Section 24 of this Act shall be legal tender 
in payment or on account for a sum not exceeding one rupee at the rate of sixty­
foul' pice for the rupee, or one hundred and ninety-two pies for the rupee. 

30. The Governor-General in Council may, by notification published in the 
Gazette of India, direct the coinage and issue of all coins referred to in the several 
preceding sections, and determine the dimensions of and designs for these several 
coins: Provided that the dimensions and design of the standard of currency, the 
gold mohur shall be such as to give an effigy of the reigning British Sovereign, 
with his name and style, on the obverse, and the designation of the coin around 
the rim on the reverse, together with a lotus in the centre of the reverse. 

31. Until the Governor-General in Council otherwise determines by notifi­
cation under Section 30 of thi~ Act the dimensions and design on the silver rupee 
shall be those prescribed for the Government rupee under the Indian Coinage Act, 
1870, and that the same shall be observed by the Mint at the time of the commence­
of this Act. 

32. For the other coins issued under the authority of this Act, the dimensions 
and designs shall be those now in use for the similar coins issued under the Indian 
Coinage Act of 1870, provided that the dimensions and design on the new nickel 
coins shall be those now issued under the Acts XVII and XXI of 1835, XXI of 
1838, XXII of 1844, XIII of 1868, and the Indian Coinage Act of 1870, and 
declared by those Acts to be legal tender, provided that the Governor-General in 
Council may, by proclamation in the Gazette of India, declare those coins to be 
no legal tender after a specified date before which they may be received at the 
Mint, or at the Imperial Bank of India, to be converted into an equal number 
of the like new coins issued under the authority of this Aet. 

33. Subject to the provisions of this Act, no changes shall be made in the 
currency organisation established by and under the authority of this Act by any 
administrative action of the Governor-General in Council. 

On our guiding basis of & complete demonetisahon of SlIver, the reduction of the silver coins 
of & denomination below the rupee and the half-rupee is a measure dictated a.a much in the interests 
of economy as of convenience in oomputation. It follows that we cannot allow the baser substitute 
to be legal tender to an unhmited amount, or even to the extent to which the rupee is allowed to 
he lega.l tender under the a~thorlty of this Act. The introduction of ample small cha.nge which 
it may be ob6erved in pasSing, is an essential condition for the success of the kind of bankin~ 
we have in view, will not be feasible if we depend on the relatively costly "hite metal for our 
small ch~nge: We .have, therefore, abolished all smallpr silver coin, permitting, however, those 
already In cIrculatlOn to remaIn lega.l tender to the extent that coins of similar denomination 
i68lled under the autho!ity of thi~ Ac~ are, by ~i8 ~ct, allowed ~ be legal tender. Provision has 
also boon made for their redemption In case their Simultaneous CIrculation causes confusion. 

66596 
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The weight of the nickel coms has been altered wltli a view to permit of their helDg made of 
& size convement for every day transactIOns. One of the objectIOns that could be urged agalDst 
the smaller silver coms hitherto 10 CIrculation was their extremely small sIZe and the consequent 
habIhty to be lost. Since 10 the mckel coinage the questIOn of cost \\111 not be ,ery Important, 
we have allowed a greater weight to facilItate the larger size. The "eight here allowed, It may 
also be noted, differs shghtly from the weight now given to such COlDS as have been In CIrculatIOn 
for the last two or three years, but this IS a matter of minor detaIl, to whJ(,h, If the pflnclple of 
secunng abundant and cheap supply of small change is acoepted, \\e \\ould attach no gre Lt 
lIDportance. In the condItIOns of Indul. as we now know them, It IS unsafe to trust for small 
change to the notes of a reduced denomlOatlOn, and if small change is Inarcesslble, the best 
curr~ncy system and the best banking acceSSOrIes woul4 be upset. 

No change has been proposed 10 the denominatIOn, the desIgn and the dimenSIOns of till' 
silver and mckel coins, power being left to the Governor-General-in-CouncIl to fix the design, &c. 
We may note, however, that our age will go down to history as one of gross materIahsm, un· 
relIeved by any sense of Art or Beauty as evidenced by the tools of our materiahsm. The coin'!, 
mstead of belOg the medals or symbols of our history, are merely the most workmanhke tools ~ r 
commerce, from whlCh It is conSIdered advisable to vanish all trace of national vanity. The gencral 
tenour of the suggestIOns in this mongraph takes too pronounced a materiahstlc VIew for me 10 
stand up, WIth any degree of oonfidence, as a champIOn of aesthetICism. I, therefore merely 
brmg out this defect and leave It to others to correct If pOSSible. 

$4. The profits resultmg from the coinage of silver, nickel, and bronze coins 
shall be applied in the following order, viz. :-(a) To the upkeep of the Mint 
establishment. (b) To the purcbase of bullion for inferior coinage below the 
standard of currency. (c) To a Reserve Fund, if the profits are in excess of the 
Mint expenditure and the bullion purchases, provided that the Reserve Fund 
so constituted shall be used to support the paper currency in case of an unexpected, 
heavy demand for conversion. 

35. The Reserve Fund mentIOned in clause (c) of the Section 39 shall be kept 
in gold; and shall be entrusted to the Imperial Bank of India, for safe custody on 
account of the Mint, provided that the said Bank shall have authority to use that 
Fund to meet a demand for the conversion of notes in the event of the ordinary 
resources at the disposal of the said Bank being insufficient for the purpose. 

36. The Bank shall pay mterest at the rate of 5 per cent. per annum for the 
use of the Fund' for the purpose stated in this Act in the next preceding section, 
and during the period that the Fund shall not have been replaced by the Bank. 

The use of the profits of coinage was a most important questIon under the regime of the Gold 
Exchange standard. The Fowler CommIttee had recoIlJ.mended that the profits arISIng out of the 
silver coinage-a very conSIderable amount m those days-should be used to form a reserve to bl! 
eventually utIhsed for the purpose of mtroducmg a Gold Currency In IndIa. But the Govern­
ment of India were Just then faced WIth heavy Famme ExpendIture, and used it accordlDgly in 
rehevmg the Famme distress. It was obVIously an unjust use. When the utihty of such a reserv:: 
in meetmg thell' oblIgatIOns in England was perceived by the Government, they suffered the balance 
of the reserve to accumulate m England, particularly .as the Silver, from the cOlOage of which 
the profits arose, had to be purchased 10 gold 10 England. The normal IOstinct of a. commerCIal 
people then asserted itself. The Reserve whlCh was .accumulating rapIdly every year, was felt to 
be too large, and consequently a small portIOn of It was invested. The mterest obtained became too 
temptmg to allow the new policy to be questioned; and hence the ratio of the mvested portIOn to 
the portIOn held in gold began to mcrease alarmingly. The entire reserve was nominally kept II. 
gold in England, but a great portIOn of it was invested 10 Engl16h securities. The Mackay 
Committee of 1907-08 even proposed, not WIthout a show of reason, that a pa.rt of the reserve may 
be used to avoid further debt, and be used for raIlway constructIOn. Whatever may be said for thI!! 
proposal on the ground .of economy, it was ObVIously inconsistent with the origmal object of the 
Fund. The crIsis of 1907 showed the error and the danger of too large a portIon being invested 
",hlch could not be easily realIsed 10 an hour when the exchange needed supporting. The Mackay 
idea was, therefore, dropped, and the reserve, called now the Gold Standard Reserve, came to be 
held in gold and gold seCUrItIes, Its obJect being laid down as the support of exchange in the hour 
of danger, by the Chamberlam Commission 1913-14. But the War swallowed the whole of the reserve 
which had been built up WIth some dnfficulty, and turned it almost entirely into SeCUrItIes, which 
were rapidly depreciatmg in value. Whatever, therefore, may be regarded to have been the object 
of this Reserve-whether support of Exchange, or facilitation of gold currency-after the 
commencement of the War, neither was capable of realisation. During the first Yl'ar of the peace 
the exchamge troubles mamly arose, 10 my opinion. owing to the gold resources of IndIa haVIng 
been dissipated 10 the zeal to earn 1Oterest, not to put any but the most charitable construction on 
the events of the W.ar period Wiser by thIS sad experience, we have suggested that the Reserve If 
at all one arises under our scheme, and IS m excess of the requirements of the Mint, shall be k~pt 
m gold, and managed by the Imperial Bank of India for a set purpose stated in the Act. 1:10 
th10k that there is much chance of any conSIderable sum accruing OWlOg to the demonetisatlon of 
silver But in case a surplus arises from the coinage operations, the best use for It in the interests 
of the nation, would be to regard it as a second line of defence for the Paper Cu~rency. It must 
also be noted, that I have made this .an extraordinary, not an ordlOary, use of the Reserve agaioEt 
which the Bank would ordinarily issue no notes. ' 

Under this scheme all discussion about the nature, object and use of the Gold Standard 
Reserve ceases to be profitable. I have definitely accepted tha Gold Standard, WIth a free Gold 
Mint. The principle contained in section 36 needed an unambiguous declaration in face of th'! 
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proneness of impecunious financiers to treat all such profits as so much windfall. It is a. function 
of bankers to regulate exchan~ under a sound currency system, and I have a.ccordingly made it 
over to the Bank in no ambiguous terms. The Government may henceforth sleep m peace as far as 
the Exchange is concerned, they having merely to explain to the bank their requirements in Eng­
land and provide the necessary funds for the purpose. It is to be hoped those requirements will be 
progressively reduced. The Bank Will do all the rest for them. 

37. Where any gold or silver coin, which has been coined and is issued under 
the authority of thIS Act, is tendered to any person authorised ~y the Governor­
General in Councilor by the Local Government to act under thIS Act, and such 
perflon has reason to beheve that the coin (a) has been diminished in weight so as 
to be more than such percentage below the standard weight as may be P!escribed 
as the limit of reasonable wear, or (b) has been defaced, he shall, by hImself or 
another, cut or break the coin. 

38. A person cutting or breaking a coin under the provision of clause (a) of 
the next preceding section, shall observe the following procedure, namely:-(a) 
If the coin has been diminished in weight so as to be more than such percentage 
below standard weight as may be prescribed as the limit of reasonable wear, but 
not more than such further percentage in this behalf, he shall either return the 
coin, or, if such personF. so request, shall receive and pay for the coin at such 
rates as may be prescribed in this behalf; and (b) if the com has been diminished 
in weight so as to be more than such further percentage below standard weight 
so prescribed as aforesaid, he shall return the pieces to the person tendering the 
coin, who shall bear the loss caused by such cutting or breaking. 

39. A person cutting or breaking a coin under the provision of clause (a) 
of the next proceeding section shall observe the following procedure, namely:­
(a) If such person has reason to believe that the coin has been fraudulently defaced, 
he shall return the J?ieces to the person tendering the coin, who shall bear the loss 
caused by such cuttmg or breaking. (b) If such person has not reason to believe 
that the coin has been fraudulently defaced, he shall receive and pay for the coin 
at it@ nominal value. 

40. If a coin is liable to be cut or broken under the provisions of both clauses 
of Section 38 of this Act, the person cutting or breaking the coin shall deal with 
it (a) if he has reason to believe that the coin has been fraudulently defaced under 
clause (a) of Section 43; and (b) in other cases under Section 44 of this Act. 

41. Where any gold or silver coin, purporting to be coined or issued under 
the authority of this Act, is tendered to any person authorised by the Governor­
General in Council, or by a Local Government, to act under this Act, and such 
person has reason to believe that the coin is counterfeit, he shall, by himself or 
another, cut or break the coin, and may, at his discretion, either return the pieces 
to the tenderer, who shall bear the loss caused by such cutting or breaking, or 
receive and pay for the coin according to the value of the bullion contained in it. 

42. The Governor-General in Council may make rules to carry out the 
purposes and objects of this Act. 

43.-(1) In particular, and without prejUdice to the generality of the next 
precedi?g section, such rules may (a) reduce the amount of remedy allowed, 
(>xcept m the case of the Standard of Currency, by any of the preceding section in 
the case of the coins issued under the authority of this Act; (b) provide for the 
guidance of persons authorised to cut or break coins under Sections 38 to 41 of 
this Act; (c) determine the percentage of diminution m weight below standard 
weight not being in any case less than 2 per cent., which shall be the limit of 
l'?asonable wear; (d) presc~ibe the further percentage. referred to in (a) of Sec­
tion 39 and the rates at whIch payments shall be made m the case of coins falling 
under the same. 

(2) Every such rule shall be fublished in the Gazette of India and all such 
puplications shall have effect as i enacted in this Act. ' 

44. No suit or other proceeding shall lie against any person in respect of 
anything done or intended to be done in good faith, under or in pursuance of the 
provisions of this Act. 

These are all pr~vision.s fo~ the detail.ed ope~ation of the Act, as well as for the safeguard of 
mnocent people takmg coms In good faith "hlch have been either too worn out or have been 
defaced and thus debarred from currency. Elsewhere in thiS Act are appended 'sections which 
provide for the punishment of counterfeiters &c. 
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PART II. 
THE PAPER CURRENCY. 

45. A currency note shall be a note issued. by the Imperial Ban~ of India 
under the authority of this Act, and expressed III the form of a promIse to pay 
on demand the sum specified in the note to the bearer thereof. 

46. Except as provided in this Act, no p~rson or corporation in th.e Indian 
Empire, other than the ImperIal Bank of IndIa, shall draw, accept, or Issue any 
bill of exchange, hundi, promissory note or engagement for the payment of money 
paya\ble to bearer on demand, or borrow, owe, or take up any sum or sums of money 
on' the bills, hundies, or notes payable to bearer on demand of any such pers<;>n. 
Provided that cheques or drafts payable to the bearer on demand or otherWIse 
drawn on bankers, shroffs or agents by their customers or constituents in respect 
of deposits of money in the hands of these bankers, shroffs or agents, and held by 
them at the credit and disposal of persons demanding such cheques or drafts. 

47. Any person contravemng the proviSIOns of the next preceding section 
shall, on conviction by a Presidency magIstrate, or a magistrate of the first class, 
be punishable by a fine equal to the amount of the bill, hundi, or engagement in 
respect whereot the offenre is committed. 

These sectIOns estabhsh the monopoly of the Note-Issue in the hand of the Impenai Bank of 
Indl>3., and remove It, once for all, from the hands of the Government, the want of l'xpenence Gn 
whose part has brought upon us the currency troubles of the last few ye&rs. We think the Hank 
would be better able to cope With the task, bemg m dally touch With the busmess world, of which 
the money materIal must be a tool, not oa master; an aid not a hmdrance; a spur, not a drag 
The Government officers, the ~st of them, do not know when to apply, what, and how. The Bank In 

sheer self-defence, and as though by a sort of mstmct, must succeed whele the offiCial falls by 
mtultlve Ignorance, by mtelhgent mcompetence. India would nevcr have a reasonable currency 
system If It IS to be entrusted, however well-framed, to red-tape manioacs and departmenULI routlnc 

But while entrustmg thiS Vital factor for the mdustrlal and commerClal hfe of the country to 
the care of an mstitutIOn presumably competent to handle it, we cannot ignore the possibility or 
a great temptatIOn to oa prIvate corporatIOn. to make personal profit from a public emergency. 
We have in this country no such centUrIes of traditIOns as mduce the prIvately owned Bank of 
Enghlind to act umformly for the public weal alone. We have not yet developed that fierce 
patriotiC mstmct whlCh characterIses the German in hiS fight agamst time to wrench the com­
merCial lead of the world from England. And we have not the busmess mstinct which ma.kell th'.l 
decentra,lIsed bankmg system of the United States respond so wonderfully to the call of the 
rentrahsing SPIrIt of the Federal Reserve Act. We must, therefore, adopt measures not to make the 
Bank imperVIous or indifferent to natIOnal interests in search of a profit for ItS proprIetors. Thl' 
constitutIOn of the Bank must prOVide agamst this. In the present connecton, however, we must 
pomt out that the monopoly of note-ISb'Ue vested in the Bank must be made subject to the guarantte 
that the privilege shall Imply an obligation: that the Bank must answer for the ready and 
immediate convertibility of its notes, at the same time that it must provl·de what the country now 
most sadly lacks, a cheap, Simple, popular, elastic currency. The following sectlOnll provide for 
these. 

It must be added that whIle affordmg the cou-ntry the form of currency which is most hkely 
under eXlstmg conditions to be .at once popul&rly, as well 86 scientifically acceptable, we have not 
lost SIght of 'bankmg developments pOSSIble In other dIrections. We have provided for the legality 
of cheques and drafts on demand payable to the bearer or otherWise to be legal, even though no 
corporatIOn, except the Bank oauthorised by thiS Act, is allowed to ma.ke or issue such notes. &c 
In another connectIOn we shall provide for other forms of banking activity which go to 
consummate the same Ideal Qf improvements III currency to make it cheaper, more acceptable, more 
elastiC. 

The form of the note preSCrIbed III section 53 of this Act, is in accordance with the one now 
prevaihng, except that the note, instead of bemg an obligatIOn of the Government of India, is now 
proposed to be that of the Impenal Bank of India.. 

48. The currency notes shall be issued as under, namely, in the denomination 
of :five rupees, ten rupees, fifteen rupees, or one mohur, seventy-five rupees or five 
mohurs, ten mohurs, twenty mohurs, fifty mohurs, one hundred mohurs, and five 
hundred mohurs, in such numbers and at such times as may be determined by the 
bank aforesaid under a minute of its board of directors to that effect. 

We have preSCrIbed new denoml·natIons for our currency notes in accordance with the change III 
the Standard proposed in this Act The notes of smaller denommatlOn, I.e. those below one pound 
In value, have been expressed in terms of rupees both because it is more convenient to the people 
to retain the old me86ure With whICh they have been familiarised by long usage, as also bccause or 
want of any other expression for the smaller notes. \Ve cannot Import shIllIngs and pente mtl) 
our system, unless we abolIsh the rupee altogether. We cannot also dIspense With the notes of a 
denomInatIOn under one Mohur, 86 we take it as the first principle of our proposals that the 
metalhc currency shall be economised as far as It is possible, without deprivmg the pf'ople unduly 
of the sight of the precious metals. .The smallest note, we may say 86 a matter of general principle, 
should not be below that of the ordInary current standard com III denominatIOn' but in the case of 
J.ndla, the notes are as yet the only means to economiEe the metalliC currency and we cannot there­
fore fix the denominatIOn of the smallest note so high as would necessitate the use of the st~ndar\1 
gold coin for the daily needs We must wean the people from the uneconomic habit of using toe 
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large a. stock 01 the precious metalB as ordinary currency; but we must do 60 gently, and leave ~o 
loop-hole for a. suspicion about the bona fide. of the Issumg authority. The first step, theref~re,.1ll 
the direction of this much needed reform IS to place our currency standard beyond the posslblhty 
of equivocation or misinterpretation. Havmg done eo, we have next to concertmeMurestohusband 
the world stock as well as our own of the precious metals. We thus come to the need for a note­
system which would serve as an unquestioned substitute for money to which the people have.hitherto 
been unduly attached. If we make our note-issue such as would cause doubts or distrust, It would 
be doomed even before it was put before the public, unles~ forced upon them by superior might. 
The only means to accomplIsh this rather complicated busmess is to make the note as low as fiv>' 
rupees in value-a. note to which the publIc ha.ve been qUite accustomed, and so arrange the rest of 
the higher denominations as to minimise the use of specie by offermg more convenient media instead. 
But the same reasoning which has led us to adopt the five rupee limit a.s the lowest prevents us 
from going lower still to economise the use of silver-of the rupee. The people can understand, or 
feel, the need for economising gold, probably because their average transactIOns do not really need 
gold; t.ut they will not accept the paper substitute for the rupee without all the suspiCIOns of a 
people accustomed to being swindled being aroused. 

In another section we shall provide for the redemption of the notes when presented to the 
i-suing authority. Here we must observe that the expression of the lower notes m terms of the 
rupees is not meant to avoid tho fundamental principle of a gold standard and a gold currency, 
but only a sort of a. more convenient expression, In the absence of an equivalent coin in gold 
famiIinr flO the people. The higher notes have been expressed in gold so as to leave no margin for 
doubt aa to the character of the obligation. The two main alterations in the prevailIng system 
effected by this Act are: the change from silver to gold in the expression of the denomination or 
the notes, and the discontinuance of the notes of the smallest denomination now current as well 
118 those of the highest. _ 

49. The currency notes shall be payable, when presented to the Imperial 
Rank for that purpose, in gold coins of the Indian Empire, provided tha~ n~tes of 
small denominations, namely, five rupees and ten rupee notes, may be paId 10 the 
lawful silver money of the said Empire, and within the limits of legal tender, as 
prescribed by this Act. 

This section consummates what the first part had commenced. A definite gold currency i~ 
impossible to establish if the 'Ilotes in ciTculation-the lawful substitute for ordmary money-do 
not represent the real standard currency of the country, and are not redeemable as by law in the 
Sta.ndard of currency. I feel it as my delIberate conviction that the reason, why the note issue in 
India did not make any great progress before the war, WM not so much the difficulties attendant 
upon limited opportu'nities for conversion owing to the system of circles of issue, nor because of 
too high a denomination in the note of the lowest value; as the fact that after the closure of the 
Indian mints to the free coinage of silver, and with the contmued decline in the gold value of 
Silver side by side with the forced appreciation in the gold va.lue of the rupee, the currency notes, 
being payable 118 of right only in the silver coin the bullion contents of whICh ha.d so considerably 
depreciated in value, were not as acceptable Bubstitutes for metallic money as they might have been 
ha.d they represented Bome mOTe honest form of money. This the illiterate a.nd the suspicious felt 
to be nothing but a double-fa.oed trea.chery; since, being themselves worthless except in respect of 
what they represented, the attempt to keep them from being payable as before in gold, in spite of a 
change in Standard for a.ll other purposes, made the notes more than ever distrusted. Government 
were not bound to give what a.ppeared to be the more va.lua.ble currency in excha.nge either for 
their currency notes or even for rupees, so that even the double operation of converting notes into 
rupees, and subsequently converting rupees into gold, was not acceSSible to obtain what they 
thought to be the better currency. There can be no doubt, as the events during war-time showed, 
that there was great field for the legitimate extension of paper-money in this country. And yet 
for fifty yea.rs, this exoellent substitute for the cumbrous, primitive mode of settling exchange 
tra.nsactions did not ma.ke any considerable headway in the opinion of the people. Forced cir­
('ulation must not, indeed, be thought of; but without force, without indirect inducements 
amounting to force, they might still have become more popular if those who ha.d the management 
of the note-issue had understood the needs and the thoughts of the Indian people. It is the inevltr 
a.ble misfortune of our system of Government that the people a.re 60 little understood by their 
rulers. It is the una.voidable penalty of the rulers to find their best measures, conceived in the 
truest interests of the people, are apt to be frustrated for want of sympa.thy tha.t springs from 
knowledge, inspiring confidence. I therefore. think the sooner we strike at its root cause, the 
better. The currency ·notes must be made gold obligations beyond the possibilIty of doubt, or even 
equivocation. I have a.coordingly expressed the notes in the new form of our currency system, a.nd 
by this section, ma.de them redeemable &S of right in the only form of redemption-gold. Only 10 

the case of those notes which, by the smallness of their denominations do not admit of 8. gold 
redemption, ha.ve I a.llowed a silver convertibility; but even there the lega.l tender limit has been 
strictly enforced. 

50. The Imperial Bank of India shall provide through its currency notes of 
tht' denominational values prescribed by this Act and shall supply the Branch 
Offices and Agents subordinate to the branch offices with such notes as they need 
for the purposes of this Act. 

51. Every such note shall be worded so as to be a clear obligation of the 
said Imperial Bank of India, and shall be signed by the General Manager of the 
Imperial Bank of India, or any other officer of the said bank specially- authorised 
under the constitution of the said bank to sign on behalf of the said bank such 
obligations of the said bank. Such signature may be impressed on the notes by 
machinery, and when so impressed shall be deemed to be valid signature. 
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52. The General Manager at the Head Office .and the Ur~nch. Managers at 
the Branch Offices and the agents in other place speclal~y authorIsed 111 .that behalf 
shall issue in the name of and on behalf of the ImperIal Bank of IndIa cUrreUl} 
notes of the denominational values prescribed by this Act ill exc~lange for i..iJe 
amounts thereof in gold coms issued under this Act, or gold bulhon at the rate 
prescrIbed by thIS Act in that behalf, or ill rupees to the e~tent of not more Ulall 
one hundred and fifty rupees at one time. 

53. All officers of the Imperial Bank of Ind~a entruste<;J. wi~h sI?ecial 
fun'ctions under the provisions of thIS Act a!ld authoflse~ to prOVIde, Sl~, Issue, 
or exchange the currency notes, shall be appomte~ by the d!rectors of the saId bank 
subject to the approval of the Governor-General-m-CouncIl. 

These sectIOns prOVide for the manner and the orgalllsatIOn for the Issue of the curreney 
notes The changes lD thiS sectIOn are all of mlDor lIDportance, and are such as could 1m lIlfel"l cd 
from the general prlDClples already formulated 'Ve have abolished, for exomplt', the CIrcles of I~~ue 
as estabhshed by the present arrangements; and substItuted lDsteaJ the branch offices and agencies 
of the Bank But there IS the Important diffel ence between the eXlstIug all angl'mentd and those 
proposed here that whIle the Circles of Issue as now eXlstmg are so many hmdrall(,cs In the way 
of a free CIrCUlatIOn of these notes, under the ana..ngments outhned here the branches and agenCI!'J 
will only help to add to the popularIty of the notes. All notes under thiS Act are ulllversal notes 
The system of slgnlDg and the responsIbility thereunder have been more clearly defined. The Issue 
of notes agamst Silver COlD has been limIted to hundred and fifty rupees, the legal tender hmlt 
prescnbed for sIlver COlDS by thiS act. The object of allowlDg Silver at all to be a permissible 
exchange 16 to allow the notes to dIsplace even SlIver as far as pOSSible. The Bank IS not bound to 
issue notes in large quantIties except agalDst gold COlD or bullion :1.t the rate preSCribed Silver 
bulhon IS, of course, not to be aceepted In exchange for the notes. 

The vast powers granted by these and other sections to the Bank and ItS directorate and 
management need to be more speCifically limIted or safeguarded against a pOSSible abuse, and so we 
have prOVided in the foregoing sectIOns for the sanctIOn or approval of the Government of Indill. 
lD specified cases. There IS, however, a need for a more defiDlte orgaDlsation for the supervision 
and control of the officers of the Bank m thiS particular department of their activitIes. It 18 to be 
hoped the Act laying down the constItutIOn and OlganisatIOn of the Bank WIll make SUItable 
prOVision for the purpose, or will be amended accordmgly, and the amendments mcorporated in 
d consolidatmg act hke the present one But even m thiS Act, the several prOVISIOns relatmg to 
paper currency &c. will prove unintelligible unless we outline the functions of the Bank and theu 
constitutIonal limItatIOns We shall defer that to the thud part of thIS Act. 

The Bank, it may be noted as an mterestmg feature of our proposals, is not divided, like the 
Bank of England, mto two dlstmct Departments, viz the Issue Department, and the Banking 
Department, each watertIght by itself, but IS kept a smgle, undiVided corporahon. There IS, we 
think, nothing to be gained 'by such a dIVISIOn. The transfers of the available reserves are, It 
anything, rendered more difficult, If such a diviSIOn is enforced; and that "ould lead to the 
dIfficultIes of the money market becommg more acute than ever in a period of cflsis. But we must 
not allow the Bank to discourage the use of notes by empowermg that lDsbtutlOn, under the plpa 
of ItS notes being legal tender, to refuse speCIe in exchange. The next following seetion provid~s 
for such a contingency. 

54. The notes of the Imperial Bank of India shall not be deemed to be legal 
tender by the said Imperial Bank of India at its head office or any of the branch 
offices, but the Agents shall be exempted from the operation of this section within 
limits prescribed by a Resolution of the Board of Directors of the Imperial Bank 
of India, unless the Agent has agreed to take upon himself on behalf of the bank 
the liability imposed by this section. 

The exemption of the agent in backward country distrICts IS a measure demanded both by 
prudence and justice The credIt of the Bank must not be endangered by the weakness or specula.­
tIOns of. th.e.Agent. On the other hand, if, for speClal consideration, the Agent specIfically under. 
talqes l~abilIty, there would be no sense lD rendering the 'note circulation leB8 popular by such 
t:xemptIOns. The Bank, however, must take precautIOns, at the tIme of obtainmg such an agreement 
from the Agent as is contemplated by thIS section, as would mlDlmise the danger of a sudden 
rush for the converSIOn of the notes, e g. the stipulation that the Agent shall keep always at his 
disposal a specified proportion of Reserve in cash against the liabilities in notes of the Bank 
current· in his district. In thIS respect the prOVision of tbe Federal Reserve Act of the United 
States are worth comparison. 

55. The whole amount of the currency notes at any time in circulation shall 
not exceed. the total amount represented by gold coin and I?ullion and the sum 
exp~nded.m the purchase of securities which are held by the Imperial Bank of 
IndIa at Its Head Office and the various branch offices III India (as well as the 
ageD~s of the Bank) for ~he purpo~e of meeting the currency notes as a reserve to 
prOVIde for the satIsfac~lOn and dlscharg~ of the said no~s. The said notes shall 
be deemed to h~ve been Issued on the credIt of the ImperIal Bank of India as welJ 
as on the securIty of the said gold coin and bullion and securities. 

56. For the purposes of the next foregoing section, currency notes which 
have not been presented for payment within fifty years of the date of their issue 
shall be deemed not to be in circulation; provided that all notes declared under 
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this section to be not in circulation shall nevertheless be deemed to be obligations 
of the Imperial Bank of India; and shall if subsequently presented for payment 
be paid from the reserve of the said bank and be charged to the revenues of the 
said bank. 

These provisions require the Bank to keep a mixed reserve of coin and securities as the total 
available resources of the Bank against these oblIgatIOns The proportIOn of COIn and securitIes In 

the Reserve will be defined by the folloWIng section. The permission to keep sIlver coin of the 
Empire in the reserve is granted with a view to provide the means of exchange for small notes 
The exclusion of the notes which have not been presented for circulation for more than forty years 
,. not meant to reduce the liability of the Bank, but only for purposl!s of convenience In account 
keeping. The notes thus "superannuated" nevertheless remain an obligation of the Bank and 
must be paid from the Reserve on demand. But instead of allowing the Reserve to be thus 
depleted, the Bank is to charge such payments to its current profits. It must also be observed 
that the entIre reserve against the paper currency is to be kept in ImIw, 88, under the words of 
this section, nothing that is not in a.ny of the branches of the Bank tn India can be rl'garded .lS 

good Reserve. We cannot allow the perniCIOUS policy of kl'eping any portion of the Paper 
Currency Reserve outside India. 

57. The total amount of the notes at any time in circulation shall not exceed 
three hundred crores of rupees in value equivalent to two hundred million mohurs. 
But nevertheless the amount thus fixed by this section may be increased under the 
authority of a resolution of the Legislative Assembly for any time, or an order 
of the Governor-General-in-Council for a period not exceeding three months. 

The limit here set to the total circulation is large enough for all normal expansion of the 
currency. At the same time some such limit is necessary to prevent undue extension of credit by 
the Bank In moments of special emergency, however, the sectIOn permits an increase of the total 
issue by a resolution of the Legislative Assembly, or, if that body is. not in session, by an order in 
Council of the Governor General. In the last mentioned instance, the increase III the issue WIll be 
good only for three months at the most, as it is clearly an extraordinary measure for an extra­
ordinary crisis which would not last for more than three months. The Legislative Assembly, if so 
minded, can get an amending Act passed permanently adding to the total volume of the circula­
tion. But if the circulatIOn is increased temporarily, tlie Bank, on the analogy of the Reisch 
Bank of Germany, ouglit to be made to pay for the privilege, and permitted to vary its character 
of the Regerve against its note liabilities so far as to admit under the heading of securities good 
trade Bills and other mercantile securities. This is provided for by the next section. 

58. In the event of the circulation of the total number of notes of all 
denominations being temporarily increased (in the manner provided for in the next 
preceding section) the bank shall pay a tax of five per cent. per annum on the 
average excess of circulation during the period that the operation of this Act was 
in abeyance as regards the total amount of notes allowed by this Act to be at any 
tim£' in circulation. 

59. The Imperial Bank of India may, during the period of temporary 
increase in the circulation of their notes, hold the required reserve under this Act 
partly in gold bullion ap.d coin; partly in securities different from those prescribed 
by thIS Act. Such other securities to be Bankers' acceptances or Good Trade Bills, 
drawn against actual commercial transactions, and secured by the goods or value 
forming the subject matter of such transactions; and having at least two well 
known signatures by way of endorsement, one of which shall be that of a bank, 
and having not more than sixty days to run. The Imperial Bank of India shall 
not be permitted to regard as good bills or securities under this section any 
advances made by itself on personal security of its customer or on the security of 
immovable property whether Urban or Agricultural, or the stock in trade, or any 
other sim~lar secur~ty. ~ut nevertheless it may consider as good securities, within 
the meanmg of thIS sectIOn, any advances by a banker or shroff who is himself a 
client of the Imperial Bank of India and rediscounted with the bank aforesaid 
notwithstanding the fact that such banker or shroff has himself advanced to hi~ 
client on any of the securities considered insufficient or ineligible for advances by 
the Imperial Bank of India under the provisions of this section, and for the 
purpose of securing a temporary increase in the note issue. 

This is an attempt to connect genuine business transa.ctions with the Note Currency allowing 
of an increase in the total issue in response to a genuine trade dema.nd. If the dema~d is only 
temporary, the Bank will, normally speaking, not add to its circulation and liabilitiee by asking 
for an increase in the total permiSSIble circulation, unless it can pay the tax on th~ excess as 
required. This would, in other w~r~s, ~ equivalen~ to the oommon ~evice of the Bank of England 
to meet a demand for gold by raISIng Its rate of dIscount. The IndIan Bank will not be for some 
time to come, at any rate, under the influence of any traditions of a low rate of discou~t· nor do 
we thi?~ it expedi?nt at this stage to limit the disc.retion of th~. directorate of the Bank by 
prescrIbIng a maxl~um rate by Ia.w. Bu~ the ordma.ry competItIOn for business by the banks 
~mong th~mselves wIll. not allow the. ImperIal Bank recklessly to keep a high rate. If anything, 
Its rate WIll be apprec~ably .low. It IS o.nl! w~en the ~nk ha~ good business ooming to it, and is 
yet unable to accept It owmg to the hmltatlOn on Its note-Issue, tha.t it would venture to ask 
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permission for an increased issue and undertake to pay the required tax on th~ increase. The 
Bank may .avOld the payment of thIS excess tax If It does not SOlid out the lIlel .. ase )!lto orculatlOll, 
but holds the excess 10001£ and gIves out other forms of money JIlstea,d. ThiS last contingency, ho\\· 
ever, though possible, WIll be provIded against by the requirements of a mJDlmum meta:lhc reserv·) 
to be held by the Bank in accordance WIth the subsequent section. The latter pOI llOll IS Lased 011 

the model of the simIlar prOVISIOn III the Federal Rooene Act. 

60. The Reserve prescribed by this Act an? held by the ~mrerial Bank of 
India for the security of the total note circulatIOn shall conslst ill the manner 
provided below namely, n~t less than 1~0 million .mohurs, o.r half the total amount 
of the authorised circulatIOn, shall be I~ gold ~~n or bullIon.; an? the other h.alf 
or orle hundred million mohurs shall be III securItIes as pres.cnbed .Ill t~e followmg 
sections. If at any time the actual am?unt o~ notes Ill. clfculatIO~ IS below the 
authorised amount the reserve to be held III speCIe as prOVided by sechon 61 para. 1, 
must be calculated in the proportion prescribed by the said para. of this section, 
and not fixed at 100 million mohurs. 

61. The securities to be held in the Reserve against the total amount of notes 
in circulation under the provisions of the nex~ preceding section sh~ll be. the 
securities of the Government of India payable III the Indian currency III IndIa to 
the extent of not more than 40 per <;ent. of the total reserve held in t~e. for~. of 
securities; provided that the loans Issued by local governments, mumclpalItles. 
port trusts and other public corporations working under the authority of the 
Government of India shall be regarded as and included in the securities describ~d 
as the securities of the Government of India. The remaining securities may 
consist of interest bearing bills, bonds, drafts issued by the railway companies, 
tramway companies and. other semi-public corporations not connected with the 
Government of India; and bills of exchange, drafts, hundies, and other good 
commercial paper having not more than six months to run and arising out of 
genuine commercial transactions involving the import or export of goods or the 
domestic shipment of goods with documents conveying or securing title attached, 
and bearing at least two well known signatures one of which must be that of a 
recognised banker or shroff himself a client of the Imperial Bank of India j pro­
vided that the com~ercial paper d~clared to be eligi~le as security again;st the note 
issuf' of the ImperIal Bank of IndIa shall be taken III the books of the bank at the 
actual purchase price and no more. 

ThIS proviSIOn of the Reserve introduces two great changes of a radical kind In the existing 
organisatIon. (1) Instead of the fiduciary Reserve being a fixed quantity which 18 judged to 
represent minimum requirements of the publIc lD the matter of paper currency, and, therefore, 
the notes covered by that portion most unlIkely to be ever presented for COil version into speCie, 
we have fixed it as a proportion of the total Circulation, thereby, allowmg the issuing authOrIty 
a dueet interest in the increase of the note Issue, as the interest derIved from these securities shall, 
under the provision of the next sectIOn, be ;regarded ordinarIly as the normal income of the Bank. 
This principle as well as the proportion of the fiduciary Reserve IS In accordance WIth the Babmg. 
ton-Smith recommendations. The action taken by the Government of IndIa in this behalf haa 
already been noted. This is a valuable concessIOn, representing a gift of Ra 6 Clore per annum 
nea,rly to the Bank, and I am not sure If a wise financier would not make the Bank share Its 
adventitious gain from the monopoly of the public credIt vested with the Government. The 
securities, however, must be the securities of the Government of IndIa, or of the corporatIons \lork. 
ing under the authority of the Government of India, or by theIr very 'lIature regarded as bodIes 
with a semi-public character. This will render it impossible for the Bank to mvest any part of thIS 
Reserve in foreIgn secunties. (2) But the Bank may hold a fair proportion in the best kind of 
fOI1eign security, viz, the trade bIll of not more than six months' duration and representing a 
genuine deal in goods. No object will be gained lD preventing the Bank from having a part of lti 
Pa.per Reserve Funds invested in such foreign secuntles, as there is really no danger in such hold. 
ings, and as the Bank will presumably have to make conSIderable remIttances on account of the 
Government of India. 'by way of meeting the Home Charges from time t.o tIme, it may quite pOSSibly 
be advantageous for the Bank to have such Bills which it could realIse in England. The Bank 
would come to do a good deal of exchange busmess in this way; and would probably finance a 
resp~table proporti?n of t~e foreIgn trade of India. WIth a branch in England and the prInCIpal 
foreIgn countnllS WIth whIch IndIa may have trade dealings the Bank would be able to obtain 
practical monopoly of the foreign trade finance. I see no r~n why the Imperial Bank of Indi<\ 
should be kept out of the Exchange business, since (a) Exchange business ought to lose all its 
terrors under a s~able currency sys.te~, (b) s~nce the <?overnment of India would lose the greatest 
ad~an~ge of havlDg such a Bank If It does Its unavoIdable exchange business itself instead of 
domg It free of charge through the Bank, (c) and since the Bank doing Government exchange 
busin~ .mig~t as well do private fi~ancing in matters of foreign trade, partIcularly as such Il 

combmatIOn m one hand would admIt of a greater utilisation of all resources publIc as "ell IlS 

private, for t?e. fa~iht!e6 ?f trade. It would, however, be a measure of the prudence of the 
managers of thIS msbtutIon lD so far as they so restrict the foreign holdings of the Bank as not to 
mak? the Bank unnecessarIly susceptible. to world crises. I would ruggest that the holdings in 
forelgIl: paper should not exceed at any tIme 20 per cent of the invested reserve. 

ThIS measure brings the Paper Currency into direct and immediate contact with the trade 
needs of the country. The Bank may also be entrusted with the purchase of bullion on account cf 
the Government; and in that case its operations will control and regulate the entire currenq 
,ystem. 
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62. The interests and other income accruing from the securities held as 
reserve against the note-issue may be considered as the normal income of the ba.nk, 
and be available for the purpose of declaring a dividend, which shall at no time 
exceed ten per cent. on the total paid up capital of. the bank. . 

63. The bank shall be exempt from the payment of all stamp and other dutIes 
in respect of the note issue in exchange for a lump sum payment. of rupees fifteen 
lakhs a year' provided that this exemption will not apply to the Income tax or tax 
on the profit~ of the bank or any other tax by whatsoever name known ~hich falls 
upon the recurring income of the bank; but shall include the tax on Immovable 
property owned or possessed by the bank. 

64. The securities held in reserve against the note~ ~n circulation s~all be 
held at the head office of the bank aforesaid. These securIties may at any time be 
sold in open market ,or converted, or redeemed, or ren~wed, by the .general manag~r 
under the authority of a resolution of the board of dIrectors speCIfically passed In 
that behalf; and the proceeds of the securities thus sold shall be employed as 
directed by the resolution aforesaid. 

65. The total profits of the bank, from whatever source accruing, shall, after 
adequately providing for al! ~he regular expendi.ture of the ~a.nk, including 
income and other taxes, prOVISIOn for superannuatIOn and other SImIlar allowances 
or funds for the employees and the required reserves, be disposed of as follows, 
namely: (a) In declaring and paying a dividend on capital at the rate not exceed­
ing 10 per cent. on the nominal, paid up capital of the bank; and (b) the balance, 
if any, to be divided equally between .the proprietors of the bank and the Govern­
ment of India, after a sum not exceedIng 25 per cent. of the net profits has been set 
aside for reserve. 

The purpose of these sections does not need comment at any length. The limitation of the 
dividend to ten per cent, o&t most is a device to prevent the Bank from developing unwelcome 
tendencies of profit-earning at the expense of public benefit. If the Bank gets mOTe bUSIness as the 
result of these provisions, and it is expected that It wlll, there is no reason why the benefit of this 
increased profit should be enjoyed exclusively by the proprietors of the Bank. Even though a 
considerable portion of the capital of the Bank may have been provided by them, a not inconSider­
able portion of the total capital of the bank would be held by the Government. The general tradlg.g 
publio cannot appreciate the advantage gained by a reduction in tax:atIon due to the Government 
obtaining such additional income from its trading and industrial ventures. They must get the 
advantago to which they are fairly entitled in the shape of a low rate of discount and ample 
capital facilities, which the various concessions implied In these sections would qUite easily place 
at the disposal of the Bank. 

The exemptIOn from Stamp Duties is a matter of administrative conveniencc which is to a. 
great extent off-set by the obligatIOn of an annual lump sum payment. The retention of property 
and income taxes is to be justified on grounds of public policy. A corporation of such extra.­
ordinary privileges cannot but be made to share the tax burdens of the general publIc at the same 
rate as the ordInary private trader or banker. Still these proviSIOns would mean substantial con­
cessions to the Ba.nk. It must be added that the tax: on excess issue beyond the authorised amount 
IS in addition to the ordinary income tax. Finally the holding of the securities in iIndia at the 
head office must be construed to apply only to the securities which by their nature are capable of 
such holding, and not to such other securities as the trade bills which must necessarily be held 
in the branches whether in India. or outside India.. 

66. An account showing the amount of interest or profit accruing on the 
securities held as part of the preserve under this act and the expenses and charges 
incidental thereto shall be published annually by the general manager of the bank 
and be placed before the Legislative Assembly of IndIa. 

67 .. !+ depreciation fund of 5 per cent .. of the total reserve hel~ in the shape 
of securltles shall be formed out of the total Income from these securIties and shall 
be set apart for the purpose of making good any loss to the reserve sustained by 
the depreciation of any security. No credit shall be allowed to be taken by the 
bank for any appreciation of any security. 

The provision to avoid loss by a sudden depreciation of the secuntIes in the Reserve will 
ordinari.ly apply to the .Government securities. yieldin~ ~ ~ed interest, but may quite possibly be 
of .practlCallmpor.ta.nce In the case of commerCial sec!lrItles In the event of a. crisis and wide-epread 
failures. The InSistence on a fixed rate of deprecation may not seem quite advisable, a.nd it may 
perhaps be better to leave the actual percentage to be thus set aside to the discretion of the Direc­
torate of the Bank. Credit need not be allowed for appreciation which however if of a 
perma~ent kin~, may 6t~cngthen the posit~o.n of the Bank indirectly. B~ides, th; provision 
regardmg the right to diSpose of the securitIes a.t a favourable moment will enable the Bank to 
reap t~e advantage from B: reasonably sound appreciation of any permanent security. It is much 
more hkely howeve~, tha~ In .the event o~ & permanent. appreciation of its credit Government may 
seek to convert their obligatIOns of a. hIgher rate of Interest into those carrying a. lower one 6'J 

that there would be no real adva.n~e to the Bank. In any case, it is to be most sincerely ho~ed 
that the managem~nt of the Bank, ID_ the exercise of the wide powers entrusted to them for the 
benefit of the public Ilha.ll not allow themselves to be tempted and be led into speculatl'o . th 

'f h·-1.. old b f h n In ese secun lea w 1m! wo e 0 t e utmost danger to the commonwealth. Perhaps it would not be 
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unreasonable for the Government of IndIa to stipulate with the Bank that no portIon of Its IWCllrl· 
hes held by the Bank as Reeerve agaHist the notes shall be sold, except \\Ith the (on"cllt of th~ 
Government, or that at no time the Bank wIll hold less than a fixed proportIOn or amount of thl' 
Reserve III the SeCUrItIes of the Government of IndIa. This Fund for depreciatIOn of Becurltu.~ 
must, it may be added, be held apart from the ordmal-Y reserve of the Bank, allli be treah·d 
beparately. The SectIOn IS sIlent as to the form In which It should be lleld, but it may be said thllt 
it would he against the nature and object of the prOVISIOn if thiS special fund 16 also held 
HI the form of securitIes hable to depreCIation common in thIS country and w \\1'11 kno\\ n to our 
bankers\ This portion of the Act is based on the SImIlar provisions of the Federal Reserve Act, 
though, of course, OWIng to a radical difference HI orgamsatIon, the language C,Hlnot be identical 
The oblIgatIOn on the note being an obligatIOn of the Bank and not of the Govcrnmt'nt as IS the 
case m the Federal Reserve Notes of the USA, we cannot of course mclude all the prOVltllons for 
the WIthdrawal of the oollateral for the notes In exchange for the notes, or the creation of a 
special redemptIOn fund, or the penalties on the member hanks for cashing oth!'r banks' notes, &c 
But we thmk some such prOVISIOn for ensurmg contractIon of the notes in times of easy money 
Clught to be made under the well known condItIOns of alternatIng seasonal fluctuatIOns in thl' 
demand for currency There would be involved, Indeed, an increased expendlturf' to the Bank if 
the notes are to be destroyed when returned or not wanted; but perhaps that f'xpf'nse would not 
have been incurred m vain if this arrangemt'nt helps, as we believe it will, to stabtllsf' prices in 
the country BeSIdes, as the plates for the notes \\111 be kept ready engraHd, there \\ould he n.) 
appreciable delay in the supply of new notes when wanted by the public 

68. An abstract of the accounts of the paper currency operations of the 
Imperial Bank shall be made and published in the Gazette of India four times a 
momh, showing (1) the total amount of the currency notes in circulation; (2) The 
amount of coin and bullion reserve, distinguishing gold from silver and coin from 
bullion, in the case of gold, and showing separately any amount not actually in 
the hands of the bank but in transit and considered as part of the reserve; (3) The 
nominal value of the price paid for and the market price of the securities held as 
part of the reserve, showing separately securities of commercial kind, and 
distinguishing between securities of this latter description held in India and those 
held outside India, as also those held by the head office and those in the possession 
of the branch offices. 

69. Notes of the Imperial Bank of India in the hands of the head offices or 
apy of the branch offices of the said bank·shall not be considered as lawful money 
for the purpose of reserve required to be held against the notes in circulation under 
the provisions of this Act. 

70. Every branch office and every agent, with the exception of the chief 
branch office in a province or in a foreign country, shall immediately return to the 
head office of the bank aforesaid, all notes issued by the said branch against eligible 
commercial paper and returned to the branch on the maturity of the discounted 
paper and its payment by the party concerned in lawful money. The head office 
shall either destroy the notes so returned and against which there is no reserve, or 
the portion of the reserve covering these notes has automatically ceased to exist, 
or reissue them against acceptable money or security. A margin of 5 per cent. of 
the total notes issued to a branch and circulated through that branch may be 
allowed to be held by that branch as till-money for the branch. 

These sections are an attempt to bring about an automatIc contraction of the note·issue as and 
when the need for abundant currency disappears It IS made the interest of the agents and 
branch managers not to keep notes of a foreign Circle in theIr hands longer than they can help 
And as the notes are not allowed to he regarded as portion of the Reserve, there is no reason why 
the Bank should continue to keep them in CIrculation when no longer wanted. In normal timl'8 
thIS proviSIOn would he not very importa,nt in practIce, but it may be quite useful in periods of 
trade actIVIty and depression 

71. Anyone who possesses, without lawful excuse, the plate or dies from 
which the notes of the Imperial Bank of India are printed, or is found to be in 
possession of the stamp of the signature to be impressed on each of the notes issued 
by the Imperial Bank of India, without lawful excuse, or in any way is prosecuted 
before a presidency magistrate or a magistrate of the first class for the offence of 
forging, counterfeiting, or uttering a forged or counterfeited note knowing it to 
be so forged or counterfeited, or aids or abets anyone in counterfeiting or uttering 
a forged or counterfeited note shall, on conviction, be liable to a fine of not exceed­
ing five hundred mohurs for the first offence or imprisonment for not more than a 
term of two years with hard labour, or both, at the discretion of the magistrate 
trying the case. Anyone found guilty of any of the offences detailed above more 
than once, shall, o.n conviction, be liable to a sentence of transportation for life. 

These provisions are the ordinary safeguards against the criminal tendencies of mankind In 
India after nearly sixty ye.ars of experimenting with a note-issue there has been found very little 
reason to make the law agamst forgers, &c., a savage one awardIng draconic punishment. Besides 
the fear of p.unis~ent hardly deters the CrIminaL He thinks never to be caught. The best way t~ 
prOVIde agaInst thIS danger would be not so much by making the law rigorous, though of course 
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that cannot be lost sight of; but by taklDg the greatest possible precautions for the eafe-keeping 
of the IOstl umenta for the pIlOting a.nd exetutlllg of these 1I0tes. The paper, the design, the 
r,umbering, the signature shall all be so an anged lUI to lea\'e the least possible room for such 
offences or temptatIOn. P08~lbly the very printing of thefle noks may have to be done ID the 
presence of and on the pr.'mlses of the Impellal Bank authOrities, I~te~d of at the Government 
Press. We would iWllst on the notes belllg made and executed In India IDstead, as IS the present 
practICe, of bewg sent out from England, 

PART Ill. 
THE IMPERIAL BANK OF INDIA, RELATION TO THE NOTE ISSUE AND CURRENCY 

ORGANISATION OF INDIA. 

In the following sections relatlDg to the orgaDisatIon of the Imperial Bank, and the conduct cf 
the note issue and the management of pubhc remittances, reserves and balances, w.e shall assume 
0. constitution for that IDstJtution in harmony with the functioll8 entrusted to It of the kllld 
tWle outlIned, 

72, The (·onstitution of the Imperial Bank of India, its direction . and 
management shall be provided by an Imperial Bank Charter, Act to be specl3:lly 
passed by the Legislative Assembly in India in that behalf sub]e?t to the follow~ng 
gent'ral principles, namely:-(I) The bank aforesaid if ~ I?r~vate corporatIOn 
whose capital is required to be subscribed to by private mdlVlduals, shall 3:11ot 
fullY paid shares to the State of not less than one-third of the total authOrIsed 
capital of the bank in exchange for the bullion and coin reserve now held by. t.he 
Government of India against the notes now in circulation, or such other se<?urlt~es 
of a like nominal value as may be prescribed by a resolution of the ~eglslatIve 
Assembly specially passed in that behalf. (2) The Government of Indl~ shall be 
entitled in virtue of their proprietorship in the bank to nominate one-thIr~ of ~he 
directors of the bank aforesaid on a recommendation from the LegIslatIve 
Assembly either from among the officers of the Finance Department of the Gov,ern­
ment of India, or the members of the Legislative Assembly and the CouncIl o! 
State,or any other non-official persons or bodies at the discretion of the Government 
of India. And these directors appointed by the Government of India shall vote 
in accordance with their judgment, or the directions of the Government of India 
spetially issued to them on a particular question coming before the bank director­
ate for discussion and disposal. (3) That the Finance Member of the Council of the 
Government of India shall be ex-officio president of the board of directors as well 
as of such committees of the board as may be appointed from time to time to deal 
with the question of the increase of note issue, purchase of bullion, management 
of new loans of the Government of India, mampulation of the invested reserve 
against the paper currency, and all such other questions directly affecting th~ 
public at large. In such matters the president of the board or the committee shall 
have a casting vote in addition to the ordinary vote as a member; and shall have 
the right to postpone the decision by a minute of dissent pending the orders of 
the Government of India or a resolution of the Legislative Assembly on the point 
involved, In matters not directly affecting the public interest the president of the 
board shall have only a casting vote in the event of members~ being equally divided, 
(4) All officers of the bank aforesaid in any way concerned with the maintenance 
or management of the note-issue and circulation shall be appointed by the director­
ate of the bank subject to the sanction of the Government of India. Officers thus 
appointe~ shall have all the right~, obligations, privileges, an,d duties of public 
servants m general and shall be subject to the Government SerVIce Regulations, 

These a.re all provisions inserted to guarantee the conduct of the Bank mainly in public interest 
even though the corporation is largely owned by the private capitalists. The Charter Act should 
we think, make some provision for mu:imum subscription that can be made by individuals I'; 
~orl?o~ation~ to the capital of the Bank, in order not to give 8. ~reponderant voice to any single 
lDdlvldual In the oonduct of the. Ba:~. It should also prOVide aga,lDst the maximum holding of the 
stock o.f the Bank by a slDgle lDdlvl~ual firm or company, so as to guard against the Bank 
becommg a. prey.to a. gro.up of finanCIers. We have, however, provided for a. power of veto in the 
hands of the offiCIal PreSident of the Bank to meet exceptional emergencies where the interests of 
the Bank may lie one way and tha.t of the public another. For a precedent for such powers we 
must refer to th~ const.itution of the Rei9C~ Bank of Germany, where the Imperial Chancellor is 
made t~e ,ex-officlo presl.dent of the Bank Dlrectorium, and is given similar powers. The position 
a;n!d pnvileges ?f pubIi~ servants accorded to the selected officers in the Bank is due to thl) 
character of tneu functIOns, as much as to the need for some good inducement to competent m 
to B.?ceP.t service unde~ the Bank, eve~ though it may not be quite so well pa.id as in similar priv8.e;; 
l?stJ~utlOns. :r~e capital ,to ~ prOVided by the State is only one out of several possible altern a-
hVe6} but we thmk the prmCiple must be accepted that some portion of the Bank's capital t b 
prOVided from the public purse. The activities of the Bank other than cornrnercI'al tina. ~us e 

t 'ti II 'd d f 'h . ncmg, are no specl ca y provi e or lD t, ese sectIOns, as the whole of this Act is drafted primarily with 
an eye to Currency Reform. ThiS does not mean that we are indifferent .. - th k f h 
. t't t' A . I I LV e wor 0 suc an ms I u IOn as an grlcu tura Bank or an Industrial Bank. These matters a d' d' h 
part dealing with Banks and Banking, re ISCUS6e ID t e 
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73. The functions of the bank aforesaid shall include, subject to the pro­
visions of the Bank Charter Act, the following, namely :-(1) To discount Indian 
rupee trade bills maturing within the maximum period of six months subject to 
a minimum rate fixed from time to time by the board of directors of the bank 
(2) To rediscount gold trade bills bearing the endorsement of another bank or 
shroff or one of the clients of the ImperIal Bank itself subject to a minimum rate 
fixed for the purpose by the directors of the bank from week to week (3) To make 
interest bearing loans subject to the condition of a minimum rate of interest 
prescribed from time to time by the directors aforesaid on such security as may be 
permitted by the Bank Act. (4) To buy and sell gold bullion in India or outside 
India subject to the provisions of this Act and of the Bank Charter Act. (5) To 
accept deposits on interest subject to- a minimum day to day balance being main­
tained by the depositor and allow interest for the same at a rate pre~ribed by the 
directors aforesaid; and to accept deposits without interest up to any amount 
liable to be withdrawn and not less than one week's notice or on demand as may 
have been specifically agreed upon between the bank management and the 
depositor. (6) To receive valuable goods for safe keeping with or without a charge 
as prescribed by the directors from time to time. 

These functIOns are amongst those dIrectly bearmg upon the currency system. They do not 
exclude other functions such as serving as Government Banker, receiving and paying mOnies on 
account or upon the orders of competent authority from the Government, mansF;mg Government 
debhs and loans newly issued, holdmg Government balances and reserves, and dls~harging all oth1r 
fundions that a State Bank may be expected to discharge on behalf of the Government. It will be 
for the Bank Charter Act definIng the constltution and functions for the Bank more minutely to 
la.y down these and vanous other analogous provlsions in full detail. In this Act it would be I)ut 
of place to embody all such provisions, but we may indlcate such I\S are mdispensable for th'l 
ptoper working of the system here outlined. We might have included more specifically in the fore­
going section the provisions about the management of the Currency, but it follows from the pro­
visions in the second part of this Act and need not be repeated. 

74. Subject to the provisions of the Bank Charter Act, the bank aforesaid 
shall open branches as follows :-(1) Wherever the necessity for the issue of 
currency notes requires a branch, i.e, in every town in India with a population of 
fifteen thousand inhabitants or more; or in every town which is the headquarter!'! 
of district administration; or the capital of a province, or Native State, or the 
junction of two railway lines or more. (2) And shall have accredited agents 
appointed under the authority of the board of directors of the bank in every village 
which is the headquarters of a sub-divisional office, or the place with a separate 
post office and telegraph office of its own, and is not included in any of the classes 
mentioned in para. 1 of this section. 

75. The branch managers shall be appointed by the directors of the bank 
subject to the approval of the Government of India. 

76. The branches and agents shall forward to the head office every day by 
telegraph after business hours an abstract account of the balance in hand, in coin, 
or bullion, the amount of notes held in hand or issued through the branch, and 
such other information as may relate to the note-system of the Imperial Bank 

Under these provisions there would be instituted nearly five hundred branches and agencies, 
JiosSlbly many more, and will thus afford Indla a proper banking system. The country parts of 
India. are e~en now practically wlthout any banking faCilIties, Wlth the result that the usurIOus 
moneylender thrives on the ignorance of misfortune of the agnculturist and the artisan. And even 
in the towns the availabl,.e banklDg faclhties are confined only to the ncher and more advanceJ 
classes. No reform of banking in Indla will be considered complete "hich omits to provide for this 
crying defect of our financial organisations j and we cannot, therefore, be quite content to accept 
the proposals of the Presldency Bank AmalgamatIOn Act of a. hundred branches lor the Imperi3.l 
Bank of India If the Bank is to do all the Government business, and at the sa.me time afford all 
the bankmg facilities to the pubhc at large. there must be a more ambitious programme of branch 
, xtension tha.n as so far been contemplated j and if the expenses involved In having independent 
branches in out of the way places are not hkely to be met from the business obtainable-the ideal 01 
self..sufficiency must be held before every branch manager-there would be the Agencies whic~ 
would within hmits afford the same facilities as a. branch would. Possibly the Bank Charter Al't 
would make a distinction between the relative status of different branches, e g., provincial chief 
branches or first and second class branches; but we are not here concerned" Ith such distinctions. 
The provlsion for submission of an account of daily operations relating to the Currency notes is 
within the province of this Act; and may be necessary to keep the directors informed of the Btate 
of the Bank business in every part of the empIre The foreign branches are necessary for exchange 
husiness, which we trust will be done by the Bank in ever growing proportions, and the number of 
t\uch branches will not be needlessly restricted. The duties and functions of such branchefl will 
have to be specially provided for by the Charter Act, and we here add some specimen of the pr')· 
visions, which, in our opinion, ought to be included in the Charter Act. 

77. There shall be established a branch of the Imperial Bank in London 
which shall be regarded as being the head office of all the branches the Imperial 
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Bank of India may deem fit to open in the various Eur?pean and other. countries 
for offering exchange facilities to the Indian trader with those countrIes. Such 
foreign branches shall be free to do th~ business o.rdinarily trans!l~ted by th~ head 
offices and branches of the bank in India, and subject to the proVIsIOD:s of thl!~ Act. 
In particular the London branches shall transact the ~ollowmg busmess, 
namely:-(1) Selling drafts on India either by way of rediscount from oth~r 
bankers or directly from the customers of the London branch, or from the pubhc 
at larg~, ~t a rate announced irom time t:o time by the If>ndo~ br.anch as the 
minimum rate for the purpose. (2) .T~e redlsc<?unt of s~erhng bIlls I~ necessary 
with the Bank of England. (3) ReceiVIng depOSits from Its customers m England 
at the current rate of interest for such deposits in England subject to such 
conditions of reserve as may be :prescribed by the board of directors in India and 
the rules made under the proviSIOns of the Charter Act or this Act. (4) Borrow­
in~ for short periods from the Bank of England or other joint stock banks in 
England and lending money for short terms on such securities as may have been 
prescribed by the board of directors subject to therrovisions of this or the Charter 
Act. (5) The flotation of sterling loans on behal of the Government of India in 
the name of the Secretary of State for India in Council. (6) The management 
of th(' balances of the Government of India in England in addition to such other 
business such as buying and selling of gold or silver bullion as may be prescribed 
for the bank in India and may be specially ordered by the directors to be carried 
out by the London branch. 

78. The London and all other foreign branches of the bank aforesaid shall be 
governed under the provisions of this Act by a manager appointed by the directors 
in India aided by a council of three members selected from among the most 
important customers of the foreign branch or its officers, including the chief 
accountant of the branch, the secretary, if any, and the head cashier. 

For a long time to come the London branch would be the most important foreign branch of the 
Bank; and it would, therefore be necessary to lay down its functIOns and constitution more 
mInutely than would be neoessary in the case of other foreign branches, though the New York 
hanch, if one is opened, may in the near future prove quite as important. The branch must be 
administered under the provisions of this and the Bank Charter Act by the manager, who ought to 
have some assistance in decidIng more important questIOns of pohcy In an emergency when It 
would not be possible to obtain Instructions from the head office in India. 

The price which the Imperial Bank would pay in India for sterling bllls Will to & la.rge extent 
he governed by the Bank-rate in England coupled With the rate of exchange between India anJ 
England, and not be the same as the loca.l rate for Indian bllls. The Bank in India by offering 
toncesslOllS upon the competitive market rate for such bills wIll be In & position to induce the 
exchange and other Banks to fe-discount their sterling paper with the Imperial Bank. The samll 
may be done with regard to the trade bills on or from other countries by means of branches in 
those countries. The Impeial Bank will not be the loser, since the Bank-rate in England 18 often 
lower than the Indian rate for rupee bIlls particularly In busy seasons, and the difference in the 
rates would represent the gain to the Imperial Bank. 

79. The Imperial Bank of .India shall help to economise the use of metallic 
currency in India by introducing all devices calculated to and in the attainment of 
this end. 

80. The Imperial Bank of India shall undertake to remit money free of 
charge for its customers between any two places in India whether or not the party 
to whom the money is remitted is a customer of the bank at its head office or any 
one of th~ branches or age?c:ies provided ~l,!ays that the ba~k sha~l be at liberty 
to preSCrIbe any such condItions as to a mlDImum balance of depOSIts, etc., which 
may be deemed fit by the board of directors of the bank. The said bank shall also 
undertake to collect subscriptions for newspapers, premia for Insurance Com­
panies and similar other payments due to its regular customers and recurring 
periodically free of charge subject to such conditions about a minimum balance 
etc., as may be imposed by the directors of the bank. ' 

81. The bank aforesaid shall undertake remittance business between distant 
placl's in India on account of persons other than the regular customers of the bank 
at a charg~ ,,:hich sh~ll be lower by fifty per cent. of the minimum charge now 
marle for SImIlar busmess by the post office under the heading of money orders 
subiect to such conditions as to the minimum sum remitted etc_ as may bQ 
prescribed by the board of directors in that behalf. " 

82. The Imperial Bank may require all its customers to domicile the bills 
receivable by them with .the bank and ma~~ all bills payable by them through the 
agency of the bank and Impose such condItIons as to the minimum balance in t.his 
behalf as may seem fit to the directors of the bank. 
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These prOVISIOns are an attempt to introduce the faclhtles offered to its clients by the R.Eusch 
Bank In the shape of its " Giro" system of transfers and the so-called" postal cheque." On the 
contment of Europe these deVices are qUite well-known, and have been pronounced to have proved 
successful by competent authOrIties. In this country we shall need more urgently than any peopl<­
un the contment of Europe some such means to overcome the ages old fondness for specie In al! 
dally transactions To the Bank such a busmess would mean conSiderable economy 1D the use (,{ 
the money ma.terial and great latitude m the matter of Its reserve. By merely maklDg the neces­
sary entries In the books of the branches affected the Bank could do the remittance bUSlD1'68 fOI 
IndIa almost entirely, the extent of whICh we cannot estimate from any data of the post office remit­
tances to-day though even that is not inconsiderable Besides saving the trouble of countlOg and 
testmg \:om, and avoldlOg the danger of handlmg many sums of money, as \\ell as the loss from 
mterest during transit, the Bank will mdIrectly secure the great advantage of ha.vmg a guarante'!d 
minimum of balances bemg always mamtained With It free of mterest, as the people desirmg 
tr.ansfer facilities will be bound to keep theIr preSCrIbed balance As 10 times of CrISIS people 
want lOOthing so much as facihtles of transfer, the Bank, thanks to these balances, would be a.ble 
to make loans even from the current account depOSIts The Bank may even InSiSt that no money 
can be withdrawn in cash from the Ba.nk by Its customer for purposes of makmg payments III all 
those cases where the Ba.nk's Tr,ansfer System would suffice. Only for his own Immediate use, a.\ 

for example for pocket-money durmg a long Journey or for small domestic expenditure, would 
~he customer be permItted to Withdraw any cash from the Bank. This system, if adopted by th.' 
other Banks ,as regards their customers. and assisted by a Wide-spread systpm of cleaflng~, would 
help more than any other device in India to economise the use of specie. 

The great example of a successful Transfer System is prOVided by the Reis(h Bank of Germany 
and tlie bamks assoCiated with it in the clearing house Under the Rel<ch Bank Act thiS institutIon 
was obliged much in the same way as the foregomg sectIOns oblige the Indian Imperia.l Bank to 
faclhtate the transfer busmess of the Germa.n EmpIre The Reisch Bank found the condition 01 
pa.ymg 'l. tax for increa.sing its note-issue very onerous and found no good compensation III 

interest-bearing deposits for the withdr,awal of Trust Funds, &c As the cash brought in by 
encouraging tra,nsfer business can be regarded as good cover for the notes, there was a direct 
interest given to the Bank to stimulate that department of its a.ctJV1ties. The depOSitor a.valla 
himself of the transfer facihties, signs a. copy of the printed regula.bons of the Bank relating t.1 
the Transfer business, and then opens oR transfer account a.t a branch or hea.d office of the Bank 
with a " balance" which may be afterwal ds mcrea.sed by further depOSits, by transfers from other 
current or transfer accounts, and by adjustment of transactions between the Bank and Its 
customer. When a tra.nsfer is deSired the Bank prOVides two prmted forms of dlffel ent tmt. 
one white WhICh is used for the wlthdrawa.l of the sum sta.ted in cash, the other red which ~ 11 I 
mvolve only a book entry a.nd no partmg with cash by the Hank The white transfer form is made 
nayable to the customer himself or a. named person or bea.rer; the red one to a named person only 
and is not transfera.ble in its turn. This is used almost exclusively for distant tra,nsactions. The 
Bank reqUires a minimum ba.lance for the tra.nsfer account varymg from 1,000 marks to Bevl'ral 
thousands according to the amount of busmess To the depositor the transfer fa.clhty is allowed 
free of charge, but to the non-depositor a small fee is levied, which, however, is gleatt>r than a 
~imI1a.r charge made by the Post Office, a.s the Bank does not wish to interfere with the postal 
nusiness as regards the tra.nsfers of sma.ll sums As the Reisch Ba.nk has bra.nches a.11 over 
Germany, a.nd a.s it IS m intimate contact of Germany through the centra.I clearing housl' oi 
Berhn the transfer business secures the greatest possible economy in the use of the prl'cious meta.;s 

The foregoing sections, as already observed, a.re based on thiS model with the necessary changlM 
owing to the difference in the conditions of the two countnes We have reason to believe that the 
economy induced by these mea.sures of the Imperial Ba.nk would be much greatrr than could he 
secured by any extension of the cheque system, \\hich for a.t least a generation will not be suitahlp 
jor the great majonty of the Indian people who are unable to sign thf'lr own names or understand 
the nature of a cheque, while these transfer forms can be readily understood by the m9st Ilhtef'ltt> 
person owing to difference in tint a.nd such other devices. 

The DIrectors Of the Ba,nk will necessarily have to make rules to provide for the attestation 
of marks made by illiterate depositors in lieu of signature, the minimum balances, the colour of 
paper used for distant transfer for ca.sh or book transfers 

83. The Imperial Bank shall publish an annual account of its operations 
givmg detail~ of the different kinds of banking business alloyved und~r the pro­
visions of thIS Act or of the Bank Charter Act, together WIth a reVIew of the 
salient features of the year's business; and shall submit the same to the Committee 
of Supervision constituted under the authority of the next following section 

84. A Committee to be called the Committee of Supervision over the 
Imperial Bank of India shall be constituted by the Government of India, and 
shall ccmsist of not more than seven members, three of whom shall be: the Finance 
Member and the Member for Industries and Commerce in the Executive Council 
of the Governor General and the Financial Secretary to the Government of India; 
and the remaining four chosen by a resolution of the Legisiative Assembly from 
among its members and outside experts representing Indian Commerce and 
Industry. 

85. This Committee shall consider and report upon the working of the 
Imperial Bank of India, with special reference to the issue of currency notes, and. 
all other business incidental thereto; as well as the use and extent of the transfer 
system, the purchase and sale of bullion and securities, for the currency reserve, 
and the LI perations in this behalf of the foreign branches of the Bank. The 
Committee of Supervision shall draw the attention of the Bank authorities as well 
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as of the Legislature to any evasion or breach of the law, and shall furnish 
explanation on any doubtful point of law which shall be authoritative for the 
Bank and binding upon the Bank. 

86. The Committee of Supervision shall be entitled to ask the Bank to open 
new branches in places specified by the Committee, to suspend existing branches, 
to add to or diminish their powers, to write off bad debts, or realise depreciating 
securities, to suspend, censure, or advance any officer or servant of the Bank. 

After providmg for thc constItution of the Bank, there WIll still be some necessity to create 
another body to see that the working of the bank, IS m accordance WIth the law; and that If ;lny 
lessons are to be denved from the peculiar feature of any particular year they shall not be ignored. 
The supervising body here proposed is not merely a post obit mstltution, but a commIttee to 
control the Bank or a.dvise It in important partIculars. Ita membershIp lItnd genel'al powers are 
a sufficient indication of the fact that the body is expressly established to see that the bank works 
10 public interest, and is not led away from thIS conceptlOn of its dutIes by any temptatlOns. We 
have followed in part the model of the Federal Reserve Boaid for the constItutIon .and PO\\tlfl> 

of this body, and in part the constItution and functlOns of the "DirektorlUm" ~nd 
.. Kuratorium" of the Reisch Bank. These po\\ers may not be qUIte adequate to 3tCcomplish the 
I·nd in view; but in that ca.se the a.cknowledged defiClency wIll be made up by an amendIng wL 
passed by the LegIslature. 

87. The Committee shall appoint a number of examiners, not exceeding one­
tenth in number of the total branches of the Imperial Bank of India, and one 
additional examiner for the branches in each foreign country. 

88. The Examiners shall examine the operations of every Branch as well as 
the Head Office and every Agency of the Imperial Bank, and shall have power t.o 
make a thorough examination of all the affaIrS of the Bank. In conducting such 
examination the examiner shall have power to examine any officer or servant or 
agent of the branch on oath, and after the examination the examiner shall make 
a thorough and detailed report to the Supervision Committee. Such examinations 
shall take place at least twice a year; but no date shall be fixed in advance for the 
examination, provided, however, that the Supervision Committee may direct at 
any moment a special examination, to be held of any branch or agency of the Bank 
aforesaid. 

89. The salaries of such examiners shall be paid from the current revenues 
of the Imperial Bank of India; but the Examiners shall be regarded in all respects 
as the officers of the Government of India. These examiners shall be appomted 
by the Committee of Supervision, and shall not be removable from their office 
except for proved misconduct and upon a resolution of the Legislative Assembly 
specially passed in that behalf. The salaries of these examiners shall be fixed by 
the Committee of Supervision subject to the approval of the Legislative Assembly. 

90. The expenses of the examination, including the travelling charges of the 
examiners and their halting and other allowances, shall be charged upon the Bank 
and shall be governed by the Civil Service rules in resPect of these charges. The 
examination provided in this and the foregoing sections shall be independent 
and exclusive of such arrangements for the audit of the Bank accounts as may be 
made by the Bank itself or be required under the provisions of the Bank Charter 
Act. 

91. Any manager, director or other officers of the Bank offering any gratuity 
gift consideration of any kind to an examiner and convicted in a proper couit 
of this offence shall be punishable by fine not exceeding 500 mohurs and shall be 
liable to dismissal from the service of the Bank and declared unfit for any appoint­
ment under the Government in any other Department. 

These provisions have also been borrowed from the American legislation on this subject. A 
pystem of mdependent, unexpected, rigId, examination, carried out by competent officers, 10 no way 
connected with or dependent upon the Bank, must be regarded as the best guarantee of proper 
working in practice. The Committee of SupervislOn will guide the general policy of the institu­
tion, but cannot enter into details. The members wi11 not be all competent to understand and 
discuss the technical points involved. They will find their best aid in the examiner's Report which 
will be made after a thorou!1ih inspe~tion b~ a competent person of all the books, papers, v~uchecs 
and the officers connected WIth the mstltutIon, If necessary, on oath. This system has produced 
t'xcellent results in the UDlted States, and there is no reason to doubt that similar resulta will 
Of' produced in India as well. 

9~.. The Char~er gr~nte~ to the Bank under the Charter Act, and embodying 
the prlVIleges mentIoned m thIS Act and others detailed in the Charter Act shall 
expIre ten years after the date of the coming into effect of the first charte~' but 
shall. ~e capabl~ of renewal by. f:esh l.egislation ~~ich may change any of the 
prOVISIOns :elatmg to the admIlllstratIOn, superVIsIOn, and examination of the 
Bank, and ItS branches; as well as the right of the State to be represented on the 
Board of Directors by a prescribed number of official directors, as well as the share 
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of the State in the profits of the Bank, or the tax on excess note-issue, or the 
taxes on the movable or immovable property held or owned by the Bank, or the 
stamp or any other duty payable by the Bank as a lump sum or any other con­
tribution to the public Exchequer, provided that the provisions of this Act relating 
to the note-issue, the transfer and remittance business, the purchase and sale of 
gold bullion, in connection with the paper currency, shall not be altered except as 
provided for under this Act. 

I have already expressed my view that It would be desirable to make such a. considerabie 
corpor~tion aB the Imperial Bank of India a completely government monopoly. The proviSions 
here grren are the logical consequence of the compromise accepted, paving the way for a. gradual 
lIatlOnahsatlOn of the Bank and Its activities. The revision of the Charter penoulCally will \>(' 
desirable as much in the interests of the Bank as in those of the public, since at each revision the 
Bank would obtaln an opportumty to represent any special hardship In the working of the la\\ 
which may be remedied. 

APPENDIX 43. 

Statement submitted by the Bengal National Chamber of Commerce. 

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

Indian currency and exchange is intimately connected with English sterling, 
and now that the latter has regained its pre-War parity with American dollar 
and other gold coins of the world, and that England has returned to gold standard, 
and that condition of the world trade has become almost normal, it is time to 
solve the problem of Indian currency and exchange. 

It has been proved by past experience that mere stabilisation of the rupee 
without gold standard and gold currency will be of no avail. The present gold 
exchange standard is more or less a misnomer, because it has failed to maintain 
the token character of the rupee, which, instead of deriving its purchasing power 
from the sovereign, has become independent of gold, and sovereign is sold in 
terms of the rupee. A sovereign, which could be purchased at Rs. 15 in the 
pre-War days, rose above Rs. 20 during the War, and now it is available at 
Rs. 13-6-0. The Government ha:s fixed the value of the standard (£) in terms 
of the token (rupee). But the statutory rate has failed to induce people to 
exchange the standard (sovereign) in terms of the token (rupee), nor has it been 
able to issue the standard in exchange of the token. This failure on the part of 
the Government has given rise to a suspicion in the mind of the people. Had 
the proportion between gold and silver remained constant it would have been 
quite immaterial whether we used gold or \Silver. But this could not be, as there 
were appreciations and depreciations of gold in terms of silver and vice versa. 
The rise of silver beyond melting point led the Babington-Smith Committee to 
fix exchange at 2s. rate, which caused India a loss of about 35 crores of rupees. 
Had the Government been able to maintain the token character of the rupee by 
issuing and accepting sovereigns in the ratio of 1 to 15, as it was in its contem­
plation in the pre-War days, India would not have been forced to the critical 
position of 2s. exchange, losing thereby such a large amount as referred to above. 
There were four committees (Hershall, Fowler, Chamberlain and Babington­
Smith) in the course of three decades, but no stability could be reached simply 
because they laboured under wrong anumptions leading to wrong conclusion~. 
The arguments that India does not like gold and that if given she would absorb 
gold coins do not hold good. In this connection the Committee would like to 
quote Professor Cannan, and what the Chamber addressed to the Secretary of 
the Chamberlain Committee in 1919. The Professor says: "It seems much 
more likely that silver owes its position in India to the decision which the company 
made before the system of standard gold and token silver w~s accidentally evolved 
in 1816 in England, and long before it was understood, and that the position has 
been maintained not because Indians dislike gold, but because Europeans like it 
so well that they cannot bear to part with any of it." With regard to absorption 
of gold coins, we would repeat what we said in 1919: "It is no doubt to the 
interest of India if she would absorb gold coins which have ready markets outside 
India than silver coins which have no such ready market. The eagerness with 
which gold coins are now absorbed in India will, it may be reasonably presumed. 
disappear when the people will find the gold coins always and everywhere readily 
available in exchange for currency notes and other token coins. The commercial 
an<i educated classes prefer to use currency notes in place of coins." An 
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arrangement, under which currency notes could be exchanged at par for gold 
coins, will go greatly to stimulate their circulation. In England, where there 
is gold standard and gold currency people like to manage their work thrQugh 
notes, cheques and bills. Only a nominal percentage of gold is in actual circula­
tion there. Under the circumstances it would be proper to introduce gold 
standard, gold currency with the circulation of gold notes, to stabilise rupee in 
the ratio of 1 to 15, our gold mohur being made equal to the sterling in weight 
and fineness, and to put a stop to further minting of the silver coins, and to throw 
the mint open to the coinage of gold. 

(2) What is the comparative importance of stability in internal prices and 
in foreign exchange 1 

The stability of internal prices depends upon so many factors that it is 
impossible to create an ideal stability by manipUlating the internal currency and 
varying the exchange rate, so that fluctuation of world prices may not influence 
internal prices. By having the gold standard we shall attain stability in 
exchange rate and the prices of those commodities entering into foreign trade 
(import or export) will move according to the world prices, and with them other 
commodities will move in sympathy, But the movement of world prices is 
naturally slow, and spreads over a long time, and gives less uncertainty than the 
movement of exchange rate. 

There cannot be stability in India unless she adopts gold standard and gold 
currency, with fixed ratio between her gold mohur and silver token rupee, as 
almost all the countries with which she has trade relation enjoy gold standard 
and gold currency. The stabilisation of the ~ndian rupee in terms of gold will 
tend to bring the prices of her agricultural products on the same level with those 
of other countries which have gold standard, and improve tlie condition of the 
agriculturists and other producers. 

(3) 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 ? 

Rising or falling rupee disturbs the normal condition of trade, industry and 
national finance, The interest of agriculturists is also affected in proportion 
to the rise or fall. The rising rupee favours im{lort, no doubt, but leaves every­
thing to speculators, because there is no knowmg where it will stop. It 
encourages transfer of rupee capital to sterling or other foreign currency in the 
hope of reconverting the same to rupee at the time of falling rupee or in permanent 
investment in foreIgn countries. It serves as a bounty on foreign goods, and 
deals a crushing blow to indigenous industries which are forced to compete with 
chea'per foreign goods. It makes the payment of sterling charges easy and 
foreIgn remittances remunerative, but experience after the Babington-Smith 
statutory rate has shown that the immediate gain is nothing in consideration to 
ultimate loss, as stated above. The falling rupee, on the other hand, impedes 
import and encourages export, but here also speCUlation reigns supreme, there 
bein~ no knowing of its destination. It requires more rupees to discharge 
sterlIng obligation, causing thereby a deficit in the Budget. 

Stability of the rupee will help bona-fide trade and make commerce more 
secure, but the evils of high or low exchange, as have been shown above, will be 
a continuing obstacle, and will tend to ruin the country in either way. So it is 
best to have gold standard, as there will remain no chance of rising or falling 
exchange except within the specie points. 

(4) In relation to what standard and at what rate should the rupee be 
stabilised, if at alIt 

When should any decision as to stabilisation take effect 1 
In view of what has been said above, the rupee should be stabilised in 

relation to gold standard at the ratio of 1 to 15, our mohur being made equal to 
English sovereign in fineness and weight. This will make calculation easy; our 
one anna and the English penny will be equal in value, a thing with which the 
merchants of both the countries are well acquainted. The gold coin may be made 
(\f some other denomination if consideroo fit, so long as Re. 1 is made equal to 
7'5334 grains of fine gold. 

This decision may be given effect to as soon as possible. 
(5) If the rate selected differs materially from the present rate how should 

transition be achieved t ' 
So far as foreign exchange is concerned there will be no aifficulty because 

our payments and receipts will be in gold, and there will not be much fl~ctuation 
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in the rate of exchange. In internal currency the rate of conversion and recon­
version of gold and silver coins will remain the same. 

The Committee of the Chamber, therefore, recommend that gold currency 
be introduced in India without delay, and that the mints of India be opened to 
the free co:lp.age of gold of the denomination of Rs. 15 (mohur) and Rs. 7! (half­
mohur). The further minting of rupee should be stopped. The control of the 
paper currency may be given to the Imperial Bank of India, the constitution 
of w~ich should be so changed as to admit of effective Indian control. 

(6) What measures should be adopted to maintain the rupee at the rate 
selected 1 

If gold standard and gold currency be introduced rupee will be reduced to 
its real tol}en position. It will lose all its importance m relation to foreign 
exchange. To keep it well within its proper sphere (as internal token currency) 
provision will have to be made for easy conversion and reconversion of gold and 
f:ilver coins, so that the people may be impressed that whenever they will demand 
gold they will get it. This sense of security will prevent them from always 
asking for gold in exchange of silver coins or gold notes. To facilitate circula­
tion of gold the sterling securities in the gold standard reserve and the paper 
currency reserve should be realised at once and kept in India in liquid gold to 
support the convertibility of rupees and notes. There will be no harm if the two 
separate reserves be amalgamated. 

(7) Should the gold exchange standard system in force before the War be 
continued, and with what modifications, if any 1 

Ip. view of what has been sa,id above, gold exchange standard in any form 
must not be continued. 

(8) Who should be charged with the control of the note issue, and on what 
principles should control or management be transferred to the Imperial Bank of 
India, and, if so, what should be the general terms of the transfer 1 

In almost all the civilised countries of the world the task of issuing notes 
has been taken from the Government and vested in the soundest bank of the 
country. The Bank of England is the model. It is in intimate touch with the 
Government of Great Britain and at the same time owned by shareholders and 
managed by representative governors. The Imperial Bank of India occupies a 
unique position. It may be given the power of issuing notes, but not until its 
constitution is changed as enumerated above. And then it should have two 
separate departments, the banking department and the issue department, which 
should keep accounts entirely separated.from each other. The banking depart­
ment will not be allowed to borrow from the issue department without proper 
security. There should not be any fresh manufacture. of money by the issue 
department to feed the banking department. In times of acute strmgency the 
Imperial Bank may be given power to borrow from the issue department against 
securities at a reasonable rate, which is to be fixed by the Government. There 
should be more Indian element in the directorate of the different circles of the 
bank to look to Indian interest. . 

(9) What provisions should be made as to the backing of the note issue. 
. A good system of note issue has two fundamental and cardinal principles, 

VIZ. :-

(1) Elasticity, and 
(2) Convertibility. 

Precious metal and coin will always facilitate the issue and circulation of 
notes. The portion of invested reserve should be fixed. 

(10) What should be the facilities for the encashment of the note issue 1 
To facilitate encashment of notes there should be an issue department in all 

the head and branch offices of the Imperial Bank of India. Arrangements may 
also be made with Governmemnt Treasury offices and post offices for the encash­
ment of .notes. Easy e~cashment will increase circulation of paper money and 
contractIOn of metal coms. 

(11) What should. be the policy as to the issue of notes of small value 1 
There should be no Issue of notes below Rs. 5. 
(12) What should be the policy as to the minting of gold in India and the 

use of gold as currency. 
Mints should be open to coinage of gold. As the minting of sovereign in 

India would require Royal Charter so we will have to issue mohurs of equal value 
and weight with sovereigns and half-sovereigns. ' 
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(13) Sh9uld the ob~igati~n be underta}re~ to give gold for rupees 1 
It should be the polIcy to Issue gold com m exchange of silver currency. 
(1~) By what method should the remittance operations of the Government 

of IndIa be conducted 1 Should they be managed by the Imperial Bank of India 1 
Th~ sale of Cou~cil bills and reverse Council bills should be stopped, and 

the r~~llttance .0peratIons may be managed by the Imperial Bank of India under 
condItIOn mentIOned before. 
. (15) Are any, and if so what, measures desirable to secure greater elasticity 
m meetmg seasonal demand for currency 1 

Should any, and if so what, conditions be prescribed with regard to the issue 
of currency against hundis 1 

There sliould be no issue of currency against hundis. If there be gold 
standard and gold currency the problem of seasonal currency will probably be 
solved. 

(16) Should any change be made in existing methods for the purchase of 
silver 1 

This question would not arise. 

APPENDIX 44. 

Statement of evidence submitted by Mr. H. Stanley Jevons, M.A., I.E.S., Pro­
fessor of Economics in the University of Rangoon. 

Assuming that the questions sent to me indicate the subjects on which the 
Commission is most desirous of having an expression of opinion, I shall group 
what I have to say as answers to the questions, and add a few special remarks at 
the end. My views on certain aspects of the Indian currency system were expressed 
in my book, " The Future of Exchange," published in 1922 (Oxford University 
Press, Bombay). It will be convenient to curtail answers to some of the questions 
in the questionnaire by referring to this book, references being abbreviated (thus 
F. E., p. 16). 

2. Question (1).-In my opinion the time is ripe for stabilising the rupee in 
terms of gold; but I deprecate hasty action on the report of this Commission, as 
on the report of the Babington-Smith Committee. There is now the opportunity 
of establishing a national currency upon a permanent basis; and I think the 
public and the Assembly are entitled to the advantage of an ample period for 
discussing the Commission's report, with the evidence submitted, before any 
action committing the country to a change of policy is taken. 

3. Stabilit'!! of Exchange or of Prices.~I regard stability of exchange as 
being of pre-emment importance for foreign trade (F.E., pp. 183-5). The vol­
ume of trade is reduced by uncertainty of exchange, transactions showing a small 
margin of profit by estimate being abandoned. The possibility of making con­
tracts for future sale of bills or remittance is a second rate protection of the 
merchant. At the present time many exporters have lost or will probably lose 
about a farthing in the rupee, if not more, because they fixed forward contracts 
as far back as August, when it was generally anticipated that exchange would 
rise to Is. 7d. by December. 

4. A great and sudden fluctuation of prices is certainly an evil; but a 
fluctuation in the normal course of the business cycle, as in the period 1825 to 
1914, has some healthy influences; e.g., it increases t~e capital fund of the C?untry 
by enabling unusual profits to be accumulated and mvested, though I admIt that 
a great boom of trade is unhealthy and leads to much waste of capital. It may 
be that in times of rising prices and optimism new enterprises which will prove 
sound and remunerative are undertaken which would never be undertaken with 
prices remaining always at a dead level. The gain to the labouring classes i~ 
important. The economic history of the nineteenth century indicates that each 
wave of prosperity (every seven, 10 or 11 years) meant r~sing wages, followed by 
a rising standard of living. The resistance of the workmg classes to a decrease 
of the standard of living in each wave of depression of trade has led to the 
skilled working classes being able to raise their standard of living very consider­
ably. It is quite conceivable that, had .P!ices not bee~ subject to this cyclical 
fl\lctuation, the wages and standard of lIvmg of the skIlled workers would have 
risen less in the last hundred years. 
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5. Serious economic results arise from secular movements of prices upsetting 
the relations of debtor and creditor, tenant and landlord, and so forth. The 
secular movement of prices may continue for 25, 30 or 40 years. No one can 
assign any defiinite limit to the extent of such a movement. India has already 
suffered from one secular movement of exchange during the period of depreciation 
of silver from 1871 to 1896. It would seem highly undesirable to adopt the policy 
of stabilisation of prices in India, when that might involve the continuous secular 
moviiment of exchange without any foreseeable hmit. 

6. It appears to me that a very strong argument against India undertaking 
a policy of stabilisation of prices by means of a fluctuating exchange is the dis­
couragement this gIves to the movement of capital. There are still enormous and 
most profitable openings for the investment of capital in India both under Govern· 
ment control and private enterprise. It is a benefit to India that the supplies of 
capital available in the country should be largely supplemented from abroad, 
providing only that no unfair monopoly is given to or created by foreign concerns. 
The risk of any fall of exchange is quite sufficient to deter English investors from 
purchasing rupee securities otherwise sound and attractive. 

7. The foregoing objections to a policy of stabilisation of prices should be 
interpreted only as an objection to an isolated effort by India with this object. I 
should be in favour of India becoming a party to any international convention 
which might be established for the purpose of regulating the creation of credit 
money with a view to obtaining an approximate stabilisation of world prices. 

8. As regards the effect of a rising or falling rupee and of stability at a high 
or low rate on trade and industries, I may refer to my book, "Money Banking 
and Exchange in India," Chapter XVIII and F.E., Chapter X. I should like 
to add that Mr. B. F. Madon* h~s tried to show that the prejudicial effect of a 
high exchange on Indian industries does not extend only to the period during' 
which an exchange is rising, and during a short period thereafter, during which 
prices, wages, ettl., are becoming adjusted to the new level, as commonly supposed. 
He points out that mills and factories are burdened with overhead expenses 
representing commitments made when exchange was at a lower level and the 
price of the produce comparatively better. He points out also that it is not easy 
to reduce wages, even though the cost of living be slightly reduced. This is 
undoubtedly true as regards skilled iWorkers, and the recent strike of the Bombay 
mill workers is another fact that goes to support what was previously known to 
be the usual experience. Mr. -Madon is probably correct that up to a certain 
percentage of its cost of production, including normal profits, the mill company is 
more or less permanently burdened by the rise of exchange, perhaps on 30 per cent 
or so of its cost of production. This is one amongst several strong arguments 
against any attempt to establish exchange on a rate of 28. gold; but, if there is in 
contemplation a change by 2d. only, this amount of burden on the existing indus­
tries is small in comparison with other components of the cost of production. I 
do not, therefore, agree with Mr. Madon that a fixed exchange at 1s. 6d. will place 
any serious permanent burden on the mill industry. There would be no such effect 
upon newly-established industrial undertakings which made their investment of 
capital with the advantage of the higher rate of exchange, and present prices of 
machinery. 

9. Question (2)-Sta;ndara and Rate.-The world seems inclined generally 
to go back to the gold standard. All countries iWhich have recovered from 
depreciated paper have adopted the gold standard, paper being the principal 
currency actually in circulation, but being exchangeable into gold theoretically 
for any purpose, but practically for export purposes only. Gold must undoubtedly 
continue for at least another half-century to be the principal means of settling 
international indebtedness, until some form of international credit currency may 
be brought into circulation. I am of opinion, therefore, that India should take 
measures which will bring her into line with the most advanced countries of the 
world. • 

10. This would be achieved by putting India definitely on the gold standard, 
the rupee being defined as a certain weight of standard gold, and all paper money 
and silver rupees being merely representative of the standard gold coins. As 
stated more in detail below, I think that a gold 10-rupee piece should be minted in 
India to an unlimited extent; and be issued in exchange for gold, weight for 
weight, that is, free of charge for coining (debiting cost to profits on rupee 

• B. F. Madon, "Exchange Falacies Exposed on India's Exchange Problem," Part II, pp. 13~ 
and 146. 
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coinage), so that gold might come into circulation so far as the people desire it. 
Silver rupees and half-rupees would remain unlimited legal tender. The system 
of currency would thus be similar to that of France before the War or the United 
States. 

11. The rate at which the rupee should be thus stabilised should, in my 
opinion, be Is. 6d. In other words, the rupee should be defined by law as consist­
ing of 9'24558 grains of standard gold; that is to say, S'47512 grains of fine gold. 

12. My reasons for advocating stabilisation at Is. 6d. are: Exchange now 
stands at ls.. 6ld.; and it is obvious that Government can keep it indefinitely at 
that figure by further issues of notes against sterling securities whilst the trade 
balance remains favourable, or by sale of the sterling securities of the P.C.R. 
and G.S.R. in case the balance of indebtedness becomes unfavourable. I recom­
mend the rate of Is. 6d., because there will be the least disturbance to trade and 
industries by making permanent a rate which has already been operative for 
several months. That rate is more satisfactory than reversion to the rate of 
Is. 4d. on the ground that it gives better protection to the currency system against 
a rise of the price of silver, which is by no means an impossible contingency with 
the ever-expanding use of silver in industries, in which photography has wider 
and wider applications. To raise exchange to 2s. would have a very depressing 
effect upon industries and agriculture, and the lowering of the general price level 
which would result must operate quite unfairly on debtors and tenants. I regard 
the 2s. rate as being outside practical politics. The disadvantage of the Is. 6d. 
rate is that the rupee would not then be an aliquot part of the sovereign. Hence 
it would not be advisable to make sovereigns legal tender. In substitution for 
sovereigns there would be minted in India 10-rupee gold pieces of the same 
fineness, and 'perhaps five-rupee pieces. I see no objection myself to demonetising 
all the sovereIgns now in India, as they are not in circulation. If, however, the 
Commission should think it essential to make sovereigns legal tender in India, 
this would, in my opinion, necessitate the fixing of the rate of exchange at Is. Sd., 
so as to make the sovereign worth Rs. 12. 

13. Question (3).-The raising of the rate of exchange to Is. Sd., if carried 
out immediately, as it could be, by contracting the paper currency reserve, would 
have a further depressing effect upon industries and agriculture, though not, of 
course, to anything like the extent which would be caused by raising exchange 
to 2s. By waiting for a general rise of prices throughout the world a rise of 
exchange to Is. Sd. could 1:)e effected :without lowering prices in India. The rise 
in other countries would simply not take effect in Lndia until exchange had 
reached and been stabilised at Is. Sd., when any further rise of prices outside 
India would have its e'ffect upon Indian prices. A rise of world prices will 
probably not be deferred beyond 1925. In the ordinary course of the business 
cycle (trade cycle) prosperity of trade and rising prices may be expected during 
the years 1925-1930, for reasons which I have given in "The Future of 
Exchange " (pages 115-6). 

14. Questions (4).-(a) To maintain the rupee at a rate selected it is only 
necessary to sell sterling securities of the P.C.R. and G.S.R., and to reduce the 
paper currency circulation by the equivalent amount. This deflation must lower 
prices in India and have a steadying effect on exchange. The deflation necessary 
to maintain exchange, if carried out in consultation with the banks, cannot have 
the effect of inducing a financial crisis or other serious results. The banks should 
be cautioned to adopt the policy of discouraging extensive inflation of credIt 
during a period of prosperity and rising prices. It is the over-expansion of bank 
credit, as well as of the paper currency circulation, which makes deflation so 
uncomfortable a process. If the banks should not, in fact, ~ork harmoniously 
with Government it might prove difficult to maintain exchange; and it is for this 
reason that I think there ought to be a considerable amount of gold in circulation 
in India, and that gold should commonly be held by joint stock banks as part of 
their cash reserve, which is not now the practice. 

(b) As regards the future of the G.S.R., I have already (If F.E.," pp. 
216-20) advocated the abolition of the G.S.R. by fusing it with the P.C.R. There 
would thus be an adaition of something over 50 crores of rupees worth (at Is. 6d.) 
of sterling securities to the P.C.R., which would be utilised to payoff an 
equivalent amount of rupee securities held in reserve. I cannot see that there is 
any object in holding any rupee securities in the reserve, except to fill up the 
gap remaining after taking account of the metallic portion, and the sterling 

56596 Yll 
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securities and bills of exchange. It appears to me that the G.S.R.. whether 
maintained separately, or fused with the P.C.R., must be utilised in the same 
manner. Existing as a separate entity rupees must be locked up in India out 
of circulation to the amount equivalent to the reverse sterling drafts drawn on 
that reserve. If notes in circulation were locked up the effect would be precisely 
the same as if silver rupees or gold were transferred from the P.C.R. to the 
G.S.R. in India, the equivalent of the notes necessarily being cancelled. It 
would not be good practice to utilise the proceeds of sterling drafts on the 
G.S.\R. as a loan to Government revenues in India, for this would leave the 
currency at the same volume and produce no deflation, hence the effect upon 
exchange would be purely of a momentary char~cter. The phenomenon observed 
in 1920, when the circulation was not contractea to correspond with the sales of 
reverse councils, would be repeated on a scale corresponding with the circum­
stances. 

15. It may be objected that if the paper currency is necessarily reduced by 
the amount of the sales of sterling drafts, the deflation would be too rapid if the 
demand for sterling drafts were fully met. Too rapid a deflation might put 
banks in difficulties. The best reply to this is that the circumstances would 
necessarily have to be closely watched at the time the deflation was being carried 
out, and if the pressure on banks seemed to be becoming unduly severe the notes 
cancelled on account of sales of sterling drafts could be, to a certain extent (say, 
25 to 40 per cent.), replaced by notes issued against commercial bills of exchange, 
or against Government of India securities actually purchased in the stock market. 
I regard the actual purchase of existing securities in the open market as prefer­
able to the issue of Treasury bills to the currency reserve, i.e., the "created 
securities. " 

16. Metallic Portion of P.C.R.-This may be a convenient place to state 
that, in my opinion, the permanent constitution of the P.C.R., as defined by the 
Act of 1920, required an unnecessarily large backing for the note issue. Even 
assuming rupees 12 crores of notes issued against commercial bills, the minimum 
holding of gold and silver would still be over 45 per cent. of the total circulation. 
It is difficult to fix a minimum which does not make the ordinary holding too large. 
In view, however, of the increasing use of paper currency, especially if one-rupe~ 
notes are re-issued, a minimum metallic iholding of 30 per cent. of the total circu­
lation, including the issue against bills of exchange, ought to be sufficient. 

17. 9,uestion (5).-1 think the control of the note issue is best left as it is 
for the next 10 years at least. I am altogether against transferring to the 
Imperial Bank the sole right of issue of notes in India, such notes bearing only 
its own promise to pay. The quantity would be enormous-in a few years there 
might be 200 crores outstanding. This liability completely overshadows the 
banking liabilities; and if, as in central banks of the Continental model, there 
were no separation of the banking and issue departments, a heavy drain of rupees 
or gold for encashment of notes, much less than that which occurred in 1918, 
would shake confidence in the stability of the bank, and lead to heavy with­
drawals of deposits. Government would be forced to give a complete and 
unconditional guarantee of the bank's liabilities. 

18. There would be less risk if the bank had a separate issue department 
on the model of the Bank of England, closely regulated by law. and making a 
separate weekly return like that of the present currency department. I fail, 
however, to see where the advantage would come in. If it is supposed that 
handing over the management to a bank would be a safeguard against inflation, I 
would reply that a situation which would lead a Government to inflate its note 
issue would almost certainly cause it to demand accommodation from its banker. 
No central bank could refuse to meet the dire financial needs of a Government 
in difficulties; indeed, we have seen in Germany and France how the issuing 
powers of central banks are legally extended when the exigencies of the financial 
situation demand it. 

19. The burden of managing a huge note issue ought not to be thrust upon 
the Imperial Bank without most careful consideration. I would venture to 
suggest that the members of the Commission should make themselves familiar at 
first hand with the very intricate business carried on in the currency offices of 
Calcutta and Bombay. The work connected with forged notes and false claims 
on damaged notes might prove troublesome to senior bank officials, who would be 
responsible, though not normally attending to details. 
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20. If the transfer should be made it is essential, in my opinion, that the 
not~s be issued by the bank on behalf of Government, the onus of paying them 
restmg on the Government. Some officer of Government would have to audit the 
work of the bank continuously in its issue department. No regulations could be 
framed as to the backing of the note issue, unless the issue department was 
distinct from the banking department; that is to say, no regulations which would 
not impede ordinary banking business. The home remittance business must be 
transferred to the bank if the management of the paper currency is transferred, 
because there must be a common policy with the India Office in the sale of rupee 
drafts in London or purchase of sterhng in India in times of favourable balance 
of trade, and likewise in regard to reverse councils. 

21. As regards the policy as to the issue of notes of small value, I think 
the more the use of small notes is popularised the better. The issue of one-rupee 
notes has ceased on account of the expense of renewal. On this point I would 
like to make two suggestions. (1) The cost of printing may be reduced in the 
following ways: (a) by reducing the size of the note to 4 in. by 2:l- in.; (b) by 
having no prmting on the back- the picture of the reverse of the rupee is not 
necessary; (c) by omitting the number, which serves no useful purpose on small 
value notes. Each series of 100,000 notes could be numbered on the plate itself, 
~nd that would be sufficient for accou~ting purposes. Silver rupees are not 
numbered. (2) The standard of cleanhness adopted for the one-rupee notes is 
unnecessarily high. In the currency offices notes are withdrawn for destruction, 
though only slightly soiled. From what I have been able to observe, I should 
say that the same standara of cleanliness is aimed at as for the five and 10-rupee 
notes. If it is considered that the prevalence of dirty notes in circulation facili­
tates the passing of forged notes, I would suggest experiments being made with 
the cleaning and fumigation of dirty notes at currency offices. 

22. The one-rupee notes were certainly very popular, and should, in my 
opinion, be issued again. For about three months after the cessation of issue of 
one-rupee notes was announced I made a habit of observing with what form of 
currency people made small payments in shops, post offices, railway stations, etc., 
in Rangoon. My estimate was that amongst the middle class and clerical class, 
whether European, Burmese, or Indian, over 90 per cent. of payments of sums 
between one rupee and 10 rupees were made with one-rupee notes, and less than 
10 per cent. with silver rupees. The books of 25 one-rupee notes, bound in .1 
cover, which were formerly issued, were a great convenience. I am sure well-to-do 
persons would be willing to pay something extra for having this convenience, 
and I suggest that a charge should be made for such books of amount equal to the 
cost of the note forms in the book and the binding. If the books were issued 
through banks only there would be no difficulty about collecting the charge of 
3 or 4 annas per book. 

23. Question (6).-As I have recommended above that a rupee defined in 
gold should be the standard coin of India. I am strongly in favour of gold coins 
of 10, and perhaps five, rupees being minted in India. One mint only need 
undertake the minting of gold. preferably Bombay. It iSJ perhaps. worthy of 
remark that the objection of the British Treasury to the coining of sovereigns 
in India, which has been adversely criticised in India, is easily intelligible, for 
it was not proposed to establish a branch of the Royal Mint in India, as in 
Australia, and gradually the gold currency of England might have come to be 
composed mainly of sovereigns coined by the Government of India. 
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A:PPENDIX 45. 

Statement of evidence submitted by Mr. T. K. Duraiswami Aiyar, Acting 
University Professor of Economics, Madras. 

INTRODUCTION. 

1. What is the need for an elaborate investigation of the currency and 
exchange of India 1 It is because we do not have a definite and stable standard 
of vaJ.ue. It may, however, be said that a rupee is our unlimIted legal tender, 
and that it contains 180 grains of standard silver. Can anything be more 
definite than that 1 But there is the difficulty presented by the sovereign also 
being legal tender at the rate of rupees 10. Thus, while for purposes of legal 
tender the rupee is equivalent to 28., the rupee is, as a matter of fact, fluctuatmg 
in value, and stands now at about Is. 6d. The statutory rate of 2s. happens thus 
to be a fictitious and inoperative ratio, and the actual value of the rupee in terms 
of gold is left within certain limits to the manipulation of the Finance Depart­
ment of India. It is true that it ,is not within the power of the Finance Depart­
ment to manipUlate the exchange value of the rupee in whatever way it chooses. 
The events that followed the acceptance of the Babington-Smith Committee's 
recommendation are a sufficient testimony to the very limited powers of the 
Government Of India in the matter of manipulating the exchange rate. But 
none the less, that power exists. The situation at the present day is, in soml 
respects, analogous to the position of Indian currency between 1893 and 1898 
What might be called the growing up to the currency happened then. 'l'he 
Government abstained from issuing fresh rupees, and the growth of the volume 
of trade and exchanges in the absence of fresh coinage tended to enhance the 
exchange value of the rupee. Something corresponding to that experience ha~ 
been happening in India since 1920. Only the situation in recent years has been 
complicated by the dislocation of international commerce and its slow and painful 
recovery to normality. There has been also an uncertainty as regards the value 
of gold. But, making allowance for these factors, there is an unmistakable 
anology between the events after 1893 and after 1920. 

2. What are the considerations to which the Currency Commission will have 
to give due weight 1 The observation can be easily made that the Currency Com­
mission should make such recommendations as would promote the economic 
development of the country by placing the country in possession of a sound 
currency system. 

3. The Indian Currency Commission of 1919 was appointed at a time when 
the world conditions of currency and exchange were much unsettled. The 
occasion for the appointment of that committee was the inconvenience that 
resulted from the absence of a stable rate of exchange. Since foreign trade was 
becoming a gamble it was felt that the maintenance of a steady exchange rate 
;would contribute to the expansion and prosperity of the foreign trade of the 
country. The factors that influence exchange are so various and uncertain that 
it was not surprising that the Government of India did not succeed in carrying 
out the recommendations of the Committee. The efforts that the Government of 
India actually made in that direction were attended with injurious consequences 
for the finances of the country. The exchange rate was later on left to take care 
of itself, ana there was a more or less steady fall in the exchange value of the 
rupee from the height to which it reached early in 1920, the rate for February, 
1920, being 32t\rd. The fall in the exchange value was due in the main to the 
fall in the gold price of commodities all over the world. Let us try to see how 
exactly the fall of gold prices since 1920 influenced rupee prices in India. When 
world prices began to fall what happened in India as regards prices appears to 
have been as follows. 

4. Indian credit organisation being backward there was no way of 
bringing about parity between Indian prices and falling gold prices in 
the world by withdrawing credit currency in India. The selling of 
reverse councils led, however, to a cancellation of a quantity of notes, 
and the note circulation between 1st February and 15th September had been 
reduced from 185 crores to 158 crores. 'But the unfavourable nature of Govern­
mental finances was such that the Government of India could not contract 
currency on a large scale by cancelling notes, and thus bring about an equivalence 
between the amount of notes in circulation and the paper currency reserve, the 
gold and securities contained therein being revalued at 2s. the rupee. This led to 
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the" created securities" forming part of the paper currency reserve. Whereas 
on 31st March, 1920, Indian Treasury bills among the securities in the paper 
currency reserve amounted to 9'58 crores, they amounted to 58 07 crores on 
31st March, 1921. The contraction of currency consisting of rupees and notes 
during 1920-21 was to the extent of 3,158 lakhS. This was not enough to bring 
about parity between Indian and world prices of commodities entering into inter­
national trade. The requisite parity had to be brought about mainly by the fall 
in the exchange value of the rupee, just as the increase of currency required in 
India in 1917, 1918, and 1919 was secured by the rise in the exchange value of 
the rupee as well as the minting of rupees and issue of currency notes. The 
climax to which Indian index number of prices reached was 218 in January, 1920. 
Indian prices declined by 35 points between January, 1920, and July, 1921. The 
index number of prices of the United States Bureau of Labour statIstics reached 
its climax of 247 in May, 1920, and by July had declined by 106 points to 141; 
the Board of Trade (Umted Kingdom) index number of prices had declined from 
its climax of 326 in May, 1920, by 132 points to 194 in July, 1921. It will be 
evident that whereas Indian prices fell by 16 per cent., prices in the United States 
of America fell by 43 per cent., and English prices fell by 40 per cent. Since, 
as was pointed out already, parity between Indian prices and world prices of 
commodities entering into mternational trade could not be reached by the fall of 
rupee prices, it M.S reached by the only other way, the fall in the exchange value 
of the rupee. In the report on the currency operations for 1920-21 and 1921-22 
the explanation for the fall in the exchange value was sought in the fall in the 
price of silver. Such an explanation, in the light of what has been already said, 
is not tenable. For an increase in the price of silver will force up the value of 
the rupee in terms of sterling, and thus lead to a rise in its exchange value, but 
a fall in the price of silver by itself has no effect on the exchange value of the 
rupee. 

(1) Is the Time Ripe for the Stabilisation oj the Rupee? 
5. It is now nearly six years since the attempt to stabilise the rupee at 2s. 

gold was made and resulted in failure. The value of gold since 1921 has not been 
fluctuating much, as can be seen from the index number of prices of the United 
States Bureau of Labour Statistics, whose average for 1921 was 147; for 1922, 
149; for 1923, 154; and for 1924, 150; 1913, average being taken as the base 
requivalent to 100. The gold prices of commodities that enter into internatIOnal 
trade in different countries were showing increasingly close agreement from 1922 
onwards. The" Federal Reserve Bulletin," of September, 1923, observes as 
follows: •• During the past year there has been a pronounced tendency for prices 
in the United States of America and foreign countries and foreign excxhange 
rates to work towards a closer adjustment, with the consequence that prices, when 
expressed in terms of gold (or dollars) are more nearly on a common level than at 
any time since the War." In April, 1924, the Swedish Riiksbank resumed the 
redemption of the notes in gold. In the same month the Dawes Committee on 
Reparations made its report, and reoommended the linking of the German 
currency to gold. The League of Nations took in hand the financial reconstruction 
of Austria, and its currency was also linked to gold. Australian and South 
African exchanges had reaChed gold parity, and Great Britain in April, 1925, 
restored the gold standard, sterling reaching parity with gold. At the present 
day in many countries the gold standard has already been restored, and in other 
other countries they look forward to the establishment of it. Countries like 
France and Italy find it difficult to balance their Budgets, and this circumstan~, 
combined with the fact that the depreciation of their currencies amount to about 
400 per cent., explains why they find it difficult to gratify their wishes to have the 
gold standard restored on the basis of the old parity. France looks with admira­
tion on the efforts that England successfully made to restore the gold standard last 
April. 

6. In so far as the stabilisation of the rupee is concerned, as long as there 
was uncertainty about the value of gold, i.e., the course of gold prices in the world, 
and about the extent to which the gold standard would be adopted by the various 
countries of the world, there was much to be said in favour of a pohcy of .. wait 
and see." While the rupee did not reach Is. 4d. gold, there was a case for 
allowing natural forces to work themselves out since any action to raise the value 
to ls. 4d. gold would have involved, in the absence of a general rise of gold prices, 
deflation, leading to further monetary stringency, which was very pronounced in 
India in the winter of 1923 and 1924. But when the rupee reached Is. 4d. gola 
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about October, 1924, the Government of India had to make up their mind as to 
what they should do with reference to the exchange value of the rupee. Various 
countries were Ieturning to the gold standard; the United States of America 
possessed it, and England definitely looked forward to it as a goal which should be 
reached as ~arly as possIble. In these circumstances it looked as if there wuuld 
not be any violent fluctuations in the value of gold in the future. The Govern­
ment of India, without drifting futher, might have taken a definite aecision. 
The Royal Commission on Indian Currency might well have been appointed much 
earlier than it was actually done. Gold prices all over the world fluctuated 
withih narrow lim,its only through 1924. The trade of India would have received 
considerable assistance if a Royal Commission had been appointed about August, 
1924, and had reported by April, 1925. The uncertainty over the future exchange 
value of the rupee' that has been afflicting the Indian commercial world might 
have been avoided. The monsoons were favourable, and the Indian balance of 
trade through 1922-23 and 1923-24 was on the right side, outside demand for 
Indian commodities was improving, and gold to the value of about 70 crores during 
those two years came into the country. All these were favourable conditions, 
which might have encouraged the Goverrrment of India to take steps for fixing the 
policy for the future. The time is thus already ripe for taking in hand the 
stabilisation of the rupee. 

Internal Price Stability and Stability of Foreign E:cchange. 

7. Stability of internal prices has been recently set forth as an aim to be 
reached. It is by itself an important consideration that helps forward business 
actIvity. While internal prices are stable more or less normal conditions obtain, 
and steadiness of industrial and commercial operations is promoted. But 
recently it has been put forward as something to be maintained, as against the 
stability of the external value of the rupee. It is doubtful if that proposition 
can be maintained. We do not find in the literature bearing on Indian currency 
overwhelming emphasis on stability of internal prices till 1919. It was true that 
between 1873 and 1893 there was oamparative stability of internal prices in India, 
whereas gold prices were falling in the rest of the world. In cannot, however, 
be contended that such steadiness of internal prices promoted in any special 
manner the prosperity of the people, while the fall of gold prices in gold standard 
countries retarded the prosperity of those countries. In questions relating to 
'currency, which is affected by multitudinous factors, plausible chains of reasoning 
may be forged by over-emphasising particular factors to the neglect of others. 
Careful reasoning and trained judgment are necessary before pItfalls could be 
avoided. Between 1873 and 1893 the physical volume of production in India 
cannot be said to have grown in any remarkable manner on account of stability 
of internal' prices. That period when gold prices were falling witnessed an 
outburst of productive activity in Europe and America that increased their 
relative economic strength as compared with the rest of the world. The very fall 
of gold prices was partly due to the Increased production of goods in Europe and 
America owing to the application of science to agriculture and industry. The 
stabIlity of rupee prices in India was due very largely to the fact that the real cost 
of producing agric-q.ltural and ,industrial commodities was falling in Europe and 
America concurrently with the fall in the price of silver. As agricultural com­
modities went down in price on account of ·the fall in the real cost of production 
due to the virgin soil of America having come under the plough and to scientific 
cultivation their gold prices fell. Their rupee prices, however, did not fall, since 
the gold price of silver concurrently fell. The real cost of pro auction of manu­
factured goods also fell in Europe and America during the same period, and their 
gold prices fell. The rupee prices, however, did not fall appreciably, since silver, 
the material out of which rupees were coined, fell in its gold price SImultaneously. 
Thus it will be found that the stability of rupee prices in India between 1873 and 
1893 did not promote in any special manner the prosperity of the people of India. 
The fall of gold prices was not accompanied by a decrease of economic strength 
in the gold standard countries. That fall, as already pointed out, was itself 
partly due to conditions that indicate the economic strength of those countries. 
It was due to a large increase in the physical volume of production, a stationary 
gold production and the effective desir~ of many countries to adopt the g:old 
standard. The foregoing considerations will help us to realise that the stabIlity 
of rupee prices in India between 1873 and 1893 is not any matter on which India 
should specially congratulate herself. It is not, however, intended to suggest that, 
comparing one generation with another, it is not harmful that the standard of 
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value should show great variations in purchasing power. This is an evil, since 
contracts and obligations that extend over a long period like 99 years' leases and 
Government long-term loans, lose their significance, and unmerited gains and 
losses result. What is urged is that slightly rising and falling prices are not 
an inevitable concomitant of industrial stagnation. Another illustration may be 
drawn to bring home to us the contention that has been here put forward. 
~tween 1900 ~nd 1914 prices were ~ising in India, and yet no period in the 
hIstory of IndIa showed such economIC progress as it was the good fortune of 
India to experience as the period above referred to. Thus prices tend to rise 
and fall on account of various factors, some of them being the bountiful character 
of harvests, inventions, changes in fashion, and discovery of the precious metals. 

S. In 1919, when Indian prices reached a sreat height on account of inflation. 
in the rest of the world, the Government of IndIa had an anxious time of it. The 
exchange value of the rupee had to be put up steadily from Is. 4d. to Is. 5d., 
la. 6d. and Is. Sd. The Government of India was oppressed by': the steady rise 
in the price of silver and the fears regarding the further rise in -the price of the 
metal. Indian trade was quite prosperous then, and the Government of India 
was so impressed with the importance of exchange stability that their representa­
tion to the Secretary of State laid great emphasis on a stable exchange value for 
the rupee. They were prepared to face partial inconvertibility of the note in 
India with a view to securing stability of exchange. It was in those circumstances 
that Sir Lionel Abrahams pointed out that stabIlity, though very important, was 
not an essential condition of health for international trade, and that, in view of 
the height to which prices had already reached, the interest of stability of internal 
prices, as against a further rise of prices, should be a more important governing 
consideration. For the first time we find in Anglo-In4dian currency dIscussions 
that strong emphasis was laid by an authoritative official of the India Office on 
internal price stability as opposed to exchange stability. The point of view of Sir 
Lionel Abrahams cannot be urged in support of a policy in favour, of maintaining 
internal stability as opposed to exchange stability at the present day. For when 
he laid emphasis on internal price stability Sir Lionel had regard to the then 
situation of prices in the country and the effect of the proposals made by the 
Government of India. He expressed his opinion that the Government of India 
was rash when it was prepared to reach exchange stability in the then disturbed 
condition of world exchanges even at the risk of making the note inconvertible in 
India. Already prices had gone up considerably in India, the index number for 
August, 1919, being 204, compared with 100 for July, 1914. Th.e ado{>tion of the 
proposals made by the Government of India might lead to prices rismg further 
still, which would put industry and the administration to a very severe strain. 
When we take into account the circumstances in which Sir Lionel Abrahams urged 
the importance of internal price stability, it can be clearly seen that his argument 
cannot apply to the present situation In India regarding prices and exchange 
stability. The year 1919 ;was a period ,of greater uncertainty regarding currency 
and exchange than the period since 1924. America had not gone far in the 
accumulation of the huge stock of gold which has now become in one sense a 
burden to her. Inconvertibility of notes might have become in 1919 a danger to 
political stability, which was being subjected to attack from a vigorous and 
sustained nationalistic propaganda. Already the rise ot: prices in India involved 
the danger of political unrest in the cities and. towns, and it was in such an 
atmosphere t~at Sir Lionel Abr!1~ams spoke of the need for in.ternal stability of 
prices as agamst exchange stabIlIty. The Government of IndIa took an equally 
strong line regarding the importance of exchange stability, and Mr. Gubbay, 
who gave evidence on behalf of the Government of India before the Babington­
Smith Committee, spoke in no uncertain terms about the essential nature of 
exchange stability for Indian trade. Judging between the position taken up by 
Sir Lionel Abrahams and the Government of India, we are inclined to think that, 
having regard to the then conditions, Sir Lionel was, on the whole, right, and 
the Government of India, on the whole, wrong. This observation only signifies 
that in the prevalent condition of rupee prIces world trade and uncertainty 
regarding the future value of silver the emphasis that the Government of India 
laid on exchange stability was overdone. The report of the Babington-Smith 
Committee in favour of 2s. gold and the failure of the efforts made by the Govern­
ment of India to maintain that rate, are now well-worn themes, and need not be 
dilated upon. 

9. So much for past history. Let us now turn to consider at length the 
contrast between internal price stability and stability of foreign exchange. 
Tntpl'nl'll nl'lC'.P Ht.ahilitv even in normal timeH. cannot he ~P.lll'Pr1 l'IQ pfI'p,.ti..,.~h7 <>C! 
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exchange stability. In normal times exchange rates move only within the export 
and import gold points. Any movement beyond these points is prevented by the 
export and impo'rt of gold. There are no such limits to the rise and fall of 
internal prices. The latter depend on various factors, like the total volume of 
trade, the amount of currency and credit, and the spirit of confidence or depression 
that prevails in the business world. Exchange stability can therefore be attempted 
with greater success than internal price stability. It may, however, be asked 
whether there is any essential conflict between the two. A close analysis may reveal 
comp,tibility of exchange stability with internal price stability. If it is found that 
we should sacrifice the one or the other the consequence of each on trade, industry, 
and general prosperity should be estimated. The very conception of price stability 
seems to involve that prices have been adjusted to costs of production and u 
certain condition of normality has been reached. It is impossible, however to 
secure absolute stability of internal prices, nor is it desirable. General prices 
cannot but go up and down as a result of various causes already indicated. 
Stability of general prices may be deceptive, for such stability is compatible with 
large changes in particular prices, and industry and commerce are affected by the 
condition of particular prices, and not so much of general prices. The emphasis 
on price stability as opposed to exchange stability is noticed in the position taken 
up by Professor Keynes in England and Sir Basil Blackett in India. In England, 
where a strong trade union organisation stands in the way of wage adjustments to 
falling prices, a fall in prices due to a rise in exchange may affect production 
adversely by cutting down the margin of profit or by replacing profit by a loss 
Increasing unemployment may thus be brought about. The industries producing 
goods for export fill a very important place in English economy, and such indus­
tries will immediately feel the effect of a rise in exchange. If such a rise takes 
place in a period of industrial depressiop. the consequences may be very harmful. 
Let us see to what extent these considerations apply to India. Since about 70 per 
cent. of the population depend on agriculture, and much of the production is for 
use and not for the market, price stability is not of outstanding importance. 
The bulk of the national ,income is affected by monsoon conditions, and it goes 
without saying that the supply of agricultural commodities will vary according to 
the amount and distribution of rainfall. Prices of such commodities cannot but 
vary from year to year. Thus variations in prices of such commodities is a factor 
with which the agriculturist and the trader always reckon. It is not denied that 
violent fluctuations in prices disturb trade, promote speculation, and thus stand 
in the way of steady progress. It has been, however, the experience of modern 
times that slightly rising prices are most often associated with increased pro­
duction and trade. Confining o;u[Cselves to post-war events, we find that the index 
number of the Bureau of Labour statistics in the United States of America went 
up from the low point of 138 in January, 1922, to 155 in July, 1922. This rapid 
rise of prices was due in the main to the growth in the physical volume of 
production since the middle of 1921, indicating a rate of industrial recovery 
without parallel in American business. Production in America advanced 40 per 
cent., while prices went up 13 per cent. in 1922. The" Federal Reserve Bulletin," 
of April, 1923, connects the graduaI'recovery of ~ritish business towards the end 
of 1922, compared with that of American business recovery in the same year in 
the following words :-" BritIsh prices, which had remained steady in the first 
half of 1922, while lAnierican prices advanced, started to rise towards the end 
of 1922, while prices in the United States of America remained stable, and have 
risen more rapidly than American business during the last two or three months. 
The lag in British prices, compared to American, corresponds to the more gradual 
recovery of British business." Thus we find rising prices accompanying increased 
production. The importance of internal price stability is therefore liable to 
exaggeration. 

10. Exchange stability, however, stands on a slightly different footing. It 
is true that foreign trade has flourished even while the exchange value of the rupee 
has undergone fluctuation, e.g., in the period before 1893 and the period since 
1917. Since India is a produCer in the main of foodstuffs and raw materials. 
and since she has to import manufactured goods essential for modern life, means 
will be found for exchanging surplus raw materials and foodstuffs for manu­
factured goods. Only trade will have to pay a heavy price on account of absence 
of exchange stability. There is severe competition m international trade and 
wholesale traders engaged ~n the export and impo.r~ trade.of the country work Oil 

the basis of a narrow margm of profit on each umt of theIr turnover. Exchange 
fluctuations are likely to cut into the narrow margin of profit or bring about 
undeserved gains. The uncertainty involved destroys a large amount of trade, 
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which otherwise will flourish. Speculation is promoted and healthy activity in 
trade and commerce is checked. The commodIties turned out by the organised 
industries of the country have to compete with imported good, and exchange 
fiuctuations give rise to unmerited gains and losses. The contInuity of industrial 
operations is interfered with. As the exchange value of the rupee rises Indian 
industries find that the prices of their output fall, while their costs of production 
do not fall as readily. If such a rise in exchange takes place in a period of boom 
it results in a diminution of extravagant profits. If it does occur in a period of 
depression disastrous· consequences follow. Wage earners resent a cut in wages 
and the employer finds that he cannot make normal profits. Export and import 
of capital are resorted to with a view to take advantage of exchange movements 
according to the forecast made by speculators. Consequently, the position taken 
up by the various Commissions that investigated the questIOn of currency and 
exchange about the importance of exchange stability is quite sound. It does 
not, however, involve the position that a forcing of the pace is justifiable with a 
view to securing exchange stability. In India there has been recently exchange 
instability under a non-automatic system. The observations of the Babington­
Smith Committee are still apposite in this connection. They say, " Whatever the 
evils and inconveniences of instability may be, they are increased if the movements 
of exchange are brought about not by automatic action of economic causes, but 
by administrative acts. The commercial community are prepared to deal ;with 
fluctuations in exchange as well as with fluctuations In the other elements entering 
into a transaction, and to provide against any risks that may arise; but they feel 
that if official action intervenes to interpret the play of natural forces, and to give 
effect to them an element of uncertainty is introduced which is beyond their 
reckoning. However complete the integrity, and however great the intelligence 
on which official action is based, an automatic system, which does not depend on 
such action for its operation, is greatly to be preferred. The restoration of the 
gold standard at the end of last April in England shows that British authorities 
considered such restoration as of greater importance than any regard paid to the 
stability of index number of prices within the country. The overwhelming 
weight of British commercial and banking authority was thrown on the side of 
the restoration of the gold standard by reaching parity of gold with sterling at 
the old rate. 

11. It does not matter whether the rupee has a high exchange value or a low 
one when once industry and trade have adjusted themselves completely to the 
high or low value. A high exchange value for the rupee, other things remaining 
the same, means low rupee prices and a low value for the rupee high prices. 
Whether prices are high or low, trade and indUstry will function normally after 
necessary adjustments are made, and wages and profits will tend to conform to 
the contribution that labourers and employers respectively make to production. 
Interest rates will depend on the relation between the supply of the loan fund and 
the demand for it. The fact that th~, exchange value of the rupee is high or low 
does not matter. As regards the influence of a high or low rupee on national 
finance, since land' revenue in ryotwari areas is fiXed for a term of 30 years, 
high rupee means a greater real burden for the ryot. Interest on national ru~ 
debt already contracted means a greater real burden for the State when a hIgh 
rupee is established. Other taxes tend to a'djust themselves to high or low rupee 
with comparative ease, though here also there is some economic friction. 

12. The salaries of Government officials m'~y be reorganised with reference 
to a high or low rupee, though there is a lag between the establishmment of a low 
or high level of prices, and the readjustment of salaries As regards the influence 
of home charges, a high rupee involves the employment of a smaller number of 
rupees for their payment. But though in terms of rupees the home charges 
become less, their reil burden for the country i~ not affected by the rupee being 
either high or low. The Governmen~ may be saId to be favo~ably affected by a 
high rupee in the matter of the meetIng of the home charges If the revenues that 
the Governmment derives from the people in terms of rupees do not fall in amount 
proportionately to the rise in the exchange value of the rupee. 

13. We shall then turn our attention to the effect of a rising or falling rupee. 
As the exchange value of the rupee increases the exporter of Indian produce" other 
things remaining the same, gets a smaller number of rupees for his produce. 
The producer of commodities which are not exported, and which have not to 
compete with imported goods, is not affected adversely to the same extent as the 
producer of commodities that find their markets abroad, or that have to compete 
with importep. goods. For the prices of commodities that do not fi~re among 
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The imported commodities will fall in rupee prices as a result of a rising rupee, 
and to the extent that the Indian producer, agricultural, and industrial consumes 
Imported commodities he gains from the fall in theIr prices. The producer of com­
modities which do not enter· into international trade, and whose market is local, is 
in a most favourable conditIOn if he consumes in the main imported goods. A 
Iising rupee will bring down the prices of wheat earlier than rice, since the out­
turn of wheat in India forms.a small proportion of the total world output of 
wheat, for which reason the prices of wheat in India will closely conform to the 
world price of wheat. The price of pulses, jowar, ragi, chillies, and similar com­
moditles, which are consumed in the main locally, wIll be affected very slowly by 
a rIsing rupee. A falling rupee, on the other hand, will favour the producers of 
commodities, the bulk of which is sold abroad, while the producer of pulses and 
jowar will not find his products rising in price corresponding to the fall in the 
exchange value of the rupee until after a considerable lapse of time.. Industries 
in India produce commodities that have to bear the brunt of foreign competition. 
A rising rupee means lower prices for their output. Costs of production, 
especially the wages of labour, local taxes, debenture interest, and railway rates, 
will not fall with the same rapidity, and the result is depression in industries. 
If the rise in the rupee occurs in a period of boom the soaring profits will be 
affected; if it occurs in a period of industrial depression disas~r may overtake the 
the industries. 

14. A rising rupee means that the revenues fixed in rupees collected by the 
State embody greater purchasing power. But ad 'Valorem revenues, say. customs 
duties, will bring less revenue in rupees as prices fall due to a rismg rupee. 
Income tax may be affected adversely if the rise in the rupee occurs in a period of 
industrial depression. The salaries paid by the State will mean greater pur­
chasing power, and the State employees are benefited by a rising rupee. Since.1 
smaller number of rupees will buy a pound sterling, sterling obligations could 
be discharged by a smaller number of rupees. Interest on rupee debt is a greater 
real burden. ,Land revenue forms a much smaller proportion of the total 
revenues at present than in the period before the War, and the revenues from 
customs duties and income tax tend to adjust themselves, unlike the land revenue, 
to a rise and fall in the value of the rupee. Consequently, the beneficial or adverse 
effect of a rising or falling rupee on national finance during recent years, when 
Cl;lstoms revenues and income tax together bring double the amount that land 
revenue brings, is not so great as was the case before the War. On the whole, 
Government finance may be said to be favourably affected by a rising rupee, 
though the good effect on national finance stands the risk of being exaggerated, 
and sufficient regard is not also paid to the consideration that what is gained by 
the State is only at the expense of the taxJ?ayer. Further, the gains and losses 
due to such a rise are distributed indiscrimmately. 

15. The Rate at which the Rtupee should be stabilised.-The rupee should 
be stabilised in terms of gold. The distinction between sterling and gold no longer 
holds good. Gold is international currency. It does not require much argument 
to prove that the rupee should be linked to gold. The rate at which the rupee 
should be stabilised is a ticklish question. The various factors that have to be 
taken into account in determining that question are-the future price of silver, 
the effect on trade and industry, the equities between debtor and creditor, the 
balance of trade, and the futur~ value of gold. Taking first the price of silver, 
the rupee ought to be fixed at'such a rate that there is no probability of the 
intrinsic value of silver becoming equal to the face value. The future value of 
silver is thus an important factor. Whereas commodities in general have 
increased in price by about 50 per cent., compared to 1913 and 1914, silver which 
stood at 28d. per ounce in 1914 now stands at about 3U. If silver were to stand 
at a price at the present day on a parity with the price of " all commodities" 
it must reach 42d. At 43d. per ounce the intrinsic value of silver becomes equal 
to the face value of Is. 4d. This shows the danger that Is. 4d. rupee would be 
subject to if the gold price of s,ilver at the present day were to correspond with the 
gold price of commodities in general compared to pre-War prices. Thus the rate 
for the rupee is closely bound up with the future of the gold price of silver. If 
one bears in mind the freaks to which the price of silver has been subject during 
the past decade it is difficult to make any positive assertion with respect to the 
future price of silver. In these circummstances there is much to be said for fixing 
such a rate for the rupee that there will be no danger of the rupee going into the 
melting pot. Secondly, the effect of the rate on agricu~ture an? indu~try h.as to be 
considered. The rate of Is. 4d. means that the IndIan agrIcultUrIst WIll have 
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raw materials correspond in their price to the price of " all commodities." But 
nothing is more striKing than the fact that since 1921 the products of agriculture 
have lagged in price compared to manufactured commodities. The discrepancy in 
prIces between the products of agriculture and manufactures is not, h(}wever, 
related to the rate of the rupee, and consequently from this point of view it is 
~rrevelvant whether the rate is high or low. Since the agriculturist is heavily 
mdebted a. high rupee increases his. real indebtedness. In this connection, how­
ever, it must be remembered that the purchasing power of the rupee is much lower 
now ~ha~ in 1914, and even.if the rate is Is. 6d. the real burden of the pre-War" 
debt IS lIghter. The burden represented by the land tax will be less if the rupee 
stands at Is. 4d. than if it does at Is. 6d. In the controversy that is carried on 
over the rate for the rupee the remark is often made that the agriculturist loses 
40 crores of rupees as a result of the rise from Is. 4d. to Is. 6d. of the rupee. This 
statement cannot receive scientific support. It cannot be forgotten that the rise 
in exchange will bring down general prices in the country, and consequently the 
agriculturist will gain on his purchases. To the extent, however, his purchases 
are of commodities which are locally produced have only a local market, and do 
not suffer from the competition of imported goods, he will not secure the benefit 
of a fall in price unless time is given for the adjustment of the prices of such 
commodities to the rise in exchange. 

16. Industry has been suffering from depression in India ever since 1921, 
and the recent rise in exchange has undoubtedly added to the difficulties. Though 
the main obstacle to the industrial revival is world impoverishment. the rifle in 
exchan~e from Is. 4d. to Is. 6d. has been a contributory cause to industrial 
depreSSIOn. When the cost of production, including wages, have adiusted 
themselves to the new rate that is adopted normal conditions set in. 

17. Thirdly, the equities between the debtor and the creditor have to be 
taken into account. All pre-War debts contracted in gold represent less com­
modities now since gold prices have advanced about 50 per cent. If the rupee is 
fixed at Is. 4d. the real burden of the pre-War rupee debts will decrease. Is. 6d. 
rupee will mean also less real burden of pre-War rupee debts. The rupee debts 
of the Government of India will be more onerous with an increase in the exchange 
value of the rupee. The onerous nature of the burden will be obvious when it is 
realised that a large amount of rupee debt was accumulated in 1919, 1920, and 
1921, when rupee prices of commodities reached a high level. If such debts are 
to be repaid in terms of Is. 6d. rupee, the burden becomes onerous since Is. 6d. 
rupee means lower rupee prices of commodities. The following table gives the 
approximate addition to the rupee debt and the index number of prices for 
1917-18 to -1921-22:- J 

1917-18 
1918-19 
1919-20 
1920-21 
1921-22 

II 

Debt in Crores Indea: Number 
0/ Rupees. July, 1914-100: 

81·1 147 
58·3 180 
22 198 
61·8 204 
39 181 

18. Fourthly, the rate at which the rupee is 'to be fixed depends on the future 
value of gold. What the value of gold will be in the future is a. difficult question 
to decide. When the world gets to be again hunbning with productive activity, 
and when the volume of world trade advances, and when various other countries 
struggling with depreciated currencies revert to the gold standard, the value of 
gold it may be contended, might rise. But such a. conclusion does not inevitably 
follo'w. The economy of gold which has been adopted under the pressure of war 
might persist, and gold actually in circulation might become a thing of the past. 
\Vith the restoration of confidence in international relation credit may fill a more 
important role, and the velocity of circulation of currency may show an increase. 
Joseph Kitchin, a. world authority on gold production, is of opinion that the 
annual gold production from 1924 to 1927 will be 3~5 million dollars, and thence­
forward up to 1930 it will decline to 370 millions. The amount available for 
monetary purposes will be not less than 150 million dollars per annum. The 
Harvard Committee of Economic Research, in its letter of 10th June, 1922, said: 
" If, therefore, the general trend bf commodity prices decline during the present 
decade this will be due to the financial policies pursued by the leading commercial 
countries, and not to shortage of gold." Balancing various considerations, one 
may hold the view that the value of gold may be in the future about what it is 
now. 



352 ROYAL COMMISSION ON INDIAN CURRENCY AND FINANCE: 

19. Fifthly, the future course of the balance of trade is relevant. India has 
been enjoying a succession of favourable monsoons since 1921, and if an unfavour­
able monsoon overtakes India exchange might go down. This eventuality should 
not be lost sight of when a rate is fixed. 

20. There is this general consideration with reference to the rate at which 
the rupee is to fixed. India was said to have gone on to the gold standard, and 
it used to be pointed out in the past that there was no essential difference between 

. the power to import sovereigns and the right to have gold coined in a mint in 
India. Is. 4d. thus was the rate that ruled from 1899 to 1917. The rupee was 
said to be a note printed on silver. India prospered under the rate of Is. 4d. 
Though it may be said that Is. 4d. need not be considered a fetish, there must 
be strong reasons before that rate is departed from. Especially if the Commission 
decides in favour of not minting fresh rupees in the future and of taking active 
steps to increase the proportion of gold and notes in circulation Is. 4d. may be 
adopted for the rupee. On the other hand, if the gold exchange standard as it 
was working till 1917, were to function, there may be the danger of the' rupee 
going iD;to the. melting pot when t~e price of silver rises to parIty with general 
commodIty prIces, unless a rate hIgher than Is. 4d., say, Is. 6d., the operative 
rate at present is adopted. 

21. The rupee may be stabilised at Is. 4d'., or Is. 6d'., or Is. 8d. What are 
the considerations to be taken into .account before any of these rates or other 
rates are adopted 1 In favour of the ls-. 6d'. rate it may be urged that the rupee 
has been maintaining that rate for about a year. This argument is only of slight 
importance, for, if the Government of India had not bought sterling in advance 
of their requirements in October, 1924, even Is. 8d. might have been reached and 
if the Government of India were so minded they could have allowed the exchange 
rate to rise to Is. 8d'. It should be clearly understood that the fixing of a. 
stable rate for the rupee should not be influenced by factors that might be of 
ephemeral duration. Is. 6d. rate was justified in the budget speech of 1925 by 
the rate of gold prices between October, 1923, and October, 1924. Between 1921 
and 1925 gold prices had been rising and falling. The policy of the Federal 
Reserve Board, the attitude towards the restoration of the gold standard in 
different countries, the rate of gold production in the world, the conditions of 
world harvests and the policy of various central banks, play on the value of gold 
and bring about fluctuations in it from time to time. We can easily conceive of 
gold prices falling from the level they reached in October, 1924. As a matter of 
fact gold prices have been falling since January, 1925. A stable rate for the 
rupee cannot be decided upon with reference to the short period fluctuations in 
the value of gold. If gold prices again begin to fall and if the succession of good 
monsoons since 1921 is broken by monsoon failure it will be difficult to maintain 
the Is. 6d. rate The main reason advanced in favour of Is. 6d. rate is that that 
rate is compatible with the stability of internal rupee prices and that a lower 
rate will mean increased rupee prices. If it is considered equitable that a rupee 
should have as much purchasing power as it had before the war in 1914 there is 
a case for allowing the rupee exchange steadily to rise further than Is. 8d. and 
LItus bring down rupee prices in India to the level in July, 1914. On the other 
hand if considerations of equity can be met by a depreciation of the rupee corre­
spondmg to the depreciation of gold since 1914, Is. 4d. gold is the rate at which 
the rupee is to be stabilised. One controlling consideration with reference to the 
rate of exchange is the general state of trade and prosperity in ~he country. The 
rise in the exchange value of the rupee from Is. 4d. gold to ~s. 6d. has been coeval 
with harm to the industries of the country. The cotton mdustry of Bombay, 
which is the pride of Indian enterprise has been har~ hit. among other things, 
by the rise in the exchange value of the rupee. The WrIter IS ~ell aware that the 
mIll industry of Bombay is not carried on with as much effiCIency as one should 
desire. Reserves were not built up in prosperous times o:r;t an adequate s~ale 
and costs are not reduced by efficient management. VarIous . ~anufacturmg 
enterprises in the country which have to meet foreign com~etItIon have been 
hit hard by the rise in exchange. Let us see if any compensatmg advantage ~as 
been secured by the agricultural interest from the rise in exchange. R.upee prIces 
of agricultural commodities are less than iWhat they would have bee!! If ex. change 
had not risen from Is. 4d. to Is. 6d'. It is true that whereas the agrICulturIst gets 
less number of rupees for the produce which he sells, he has to give also a smaller 
number of rupees for the goods that he purchases. Thi~ point wa~ stressed ~y the 
Finance Minister in his speech in January last. . ~n t~IS connectIOn one p~)lnt of 
importance is to be noted. The prices of commodItIes hke cotton, wheat, oilseeds, 
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hides and skins and copra which constitute the bulk of the export trade of India 
must oonform to world prices and any rise in the exchange value of the rupee 
immediately afIects rupee prices of these commodities adversely and the 
agriculturist, other things remaining the same, gets a smaller number of rupees. 
The goods on which he spends his money in the main are not imported gooda, 
the rupee prices of which also fall corresponding to the rise in the rupee excliange. 
'-':'he bulk of his expenditure is on goods and services whose markets are compara­
tively restricted. ~he prices of other goods do not react till after a lapse or time 
to tlie influence of a rise in exchange. The prices do not fall in conformity with 
the fall in the prices of commodities which have a world market. Thus it cannot 
be said that tlie producers of agricultural commodities that have a world market 
receive a full compensation, over a short period, for the fall in the prices of the 
commodities that they produce. 

22. It has been urged that what the Indian is interested in is that his rupee 
should command the same commodities and services [n the bazaar; ergo, steady 
prices in India are of greater account than stability in the exchange value of 
the rupee. This contention requires investigation. The bulk of the population 
of India" amounting to 70 per cent., depend on agriculture, and, more than any 
other faotor, agricultural prosperity, and therefore general prosperity of the 
country, depends on the monsoon. The average villager is not so much concerned 
with steady rupee prices as with high crop yields. In fact, the citizen in no 
Dart of the world is so much inured to fluctuations in prices as in India, where 
changes in the amount and distribution of rainfall are accompanied by changing 
prices of staple commodities. India is so unlike England, where stability in 
prices and wages are of greater importance. In India a very large proportion 
of production is still :production for use and not for the market. Even pro­
duction for the market IS subject to all sorts of freaks on the part of the monsoon, 
and conseguently price stability is not a factor of primary importance to the 
agriculturIst. If you turn your attention to the manufacturer of commodities 
who fills a relatively less important place in national economy in India you will 
find that industrial progress of the country is also not helped by the so-called 
stability of internal prices rather than the exchange value of the rupee. Most of 
the industries of the country, like cotton, iron and steel, cement and woollen goods, 
have to compete with foreign goods, and while the rupee prices of the commodities 
which are produced in the country feel in their rupee prices the full effect of a 
rise in the exchange, the costs of production of these industries do not show a 
corresponding fall. Especially the costs of production represented by wages, 
which constitute a large proportion of the costs, do not show a. fall. The indus­
trialist thus is handicapped in his work. A change in the exchange value of a 
slight extent may turn a gain into a loss. Thus industry is handicapped without 
:tny corresponding a.dvantage to the agriculturist. The great fall in the price of 
stock exchange securities is due, among other causes, to the rise in the exchange 
value of ,the rupee from Is. 4d. to Is. 6d. As a corrective to the overwhelming 
dependence of the population on agriculture industrial development of the 
country is a necessity of the first order. The industrial and commercial 'depres­
sion from 1921 onwards had alreadL been subjecting the industries of the 
country to a severe strain. The cottowpndustry especially was sufiering acutely 
from depression. The advantage which that industry would have derived if 
exchange had remained at Is. 4d. gold was lost as exchange was allowed to rise 
to Is. 6d. Difficulties, due to causes beyond man's control, have to be met as 
one best could. When the administration sets itself to iv.fluence the course of 
exchange by its policy a situation is created liable to considerable misunderstand­
ing and vexation. It was pointed out that the rise in sterling prices of com­
modities between October, 1923, and October, 1924, would have led to a rise of 
rupee prices in India, and consequently the interests of price stability in India 
required the rise in exchange to Is. 6d. It is rather unfortunate that the Finance 
Minister in his last Budget speech depended on the rise of sterling prices to 
justify the rise in the exchange value of the rupee. Such a line of reasoning 
commits the Government of India to the pursuit of a policy according to which 
action should be taken by the Government to bring abOut a fall in the exchange 
value of the rupee if the sterling prices of commodities went down and rupee 
prices in India showed a fall. If we compare sterling ,Prices of October, 1924, 
with those of August, 1925, we find that whereas the mdex number of whole­
sale prices was 170'2 (Board of Trade) and 180'2 (EClmOmist) in October, 1924, 
in August, 1925, and the index number was 157'0 rooard of Trade) and 165'1 
(EcO'TUJ11I,ist). Meanwhile, the ,index number of wholesale prices in India has 
fallen from 181 (October, 1924), to 160 (July. 1925). Thus, whereas the rupee 
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exchange was still strong at about Is. 6d. sterling prices had fallen and rupee 
prices also had fallen. The arguments advanced by the Finance 1finister to 
support the rIse in exchange from Is. 4d. to Is. 6d. should lead the Government 
ot lndia to issue mor~ currency, so that the internal rupee prices may b~ steady 
at about 180. What IS urged here IS that one cannot pm oneself to steadmess of 
rupee prICes as affordmg a gUIdance in the matter of manipulating the exchange 
rate. The fixmg of the value of the rupee must have referen'ce to the operatIOn 
of deeper and more underlymg forces than the fluctuations from time to time in 
the sterlmg prices of commodIties. From the way in which countries are revert­
ing t'o the gold standard it looks as if the value 01 gold will not show any marked 
variation trom its present level one way or the other. In making the rate of 
rupee exchange depend on internal price stabIlity one cannot but realise that 
there are not many authoritative bodies in India preparing index numbers on 
different methods, the conclusions reached by one method serving as a check on 
that reached by a second method, as is the case in England and United States 
of AmerICa. 

23. Another guiding consideration is the state of industry in India. It 
cannot be too much emphasised that while the need for agricultural improvement 
should never be lost SIght of, there IS urgent need for strengthening the forces 
making for industrial progress in India. Among other causes the uncertainty 
surroundmg the exchange value of the rupee and the recent rise in it have 
tended to depress IndIan industry. Industrial investment has received a 
deplorable set-back, and Government paper is the one resort of the investor. 
India at present needs in the economIC sphere, more than any other thing, 
encouragement of industrial enterprise. Anything that damps the tendency 
to look with favour on industrial investment is not m the immediate or ultimate 
interests of India. When regard is had to these considerations one cannot help 
feelIng that the policy that led to the rise in exchange from Is. 4d. to Is. 6d. was 
not calculated to improve the prospects of industrIal enterprise. Is. 4d. gold 
will mean in the circumstances at present increased rupee prices, :which will 
serve to strengthen industrial enterprise. One feels that if exchange had not 
risen from Is. 4d. to Is. 6d. the millowners of Bombay might not have been driven 
to the expedient of cuttmg down the wages. Nor can it be maintained that the 
polIcy of raising the exchange value of the rupee has helped the agriculturists. 
We have already advanced reasons to show that that claim could not be main­
tained. The Budget has been balanced with great difficulty in India, and it may 
be urged that in the circumstances Is. 6d. is a better rate in the interest of 
national finances than the Is. 4d. rate. Usually the value of a higher rate is 
exaggerated. It is true that there is a saving in rupees to the extent of about 
three crores in home charges. But with a Is. 4d. rupee the income tax in rupees 
is bound to be larger and customs duties as well. Railway charges, which may 
have to be otherwise reduced, need not be reduced if Is. 4d. rate is .adopted. 
Thus there are many compensations in increase in revenues that have to be set 
against the increased number of rupees necessary to meet home charges. 
The governing conSIderation is the general interests of the country, and they 
seem to point more in favour of Is. 4d. than of Is. 6d. The impozitance of 
Is. 4d. having been maintained between 1899 and 1917 is sought to be discounted 
by the plea that more than any other rate 2s. is the historic rate. But conditions 
in respect of the relative position of silver and gold for currency purposes have 
altered noticeably since the time when 2s. rate for the rupee was normal. 

(3) The Measures During Transition. 
24. When any rate is fixed immediate effect must be given to it. If it is 

spread over any length of time business will be affected by speculative factors, 
and health and normality will not be restored to trade and commerce. After 
all, trade has been adjusting itself as best it could to rise and fall in the 
exchange value of the rupee. The rate chosen cannot be far removed from the 
present rate. Practically the choice is between Is. 6d. and Is. 4d. Is. 4d. gold 
was the rate that ruled about a year back. Trade has been acco~odating itself 
to fluctuations in prices and exchang~ rate all. these years s~nce. 1917. If 
uncertainty is removed, and any rate IS fixed whIch could be m~mtamed, trade 
will welcome it, and no elaborate arrangements need be made WIth reference to 
any transition to a rate that differs from the ruling rate. 

(4) Measures to be Adopted to Maintain the Rate Selected. 
25. The success with which the Is. 4d. rate was maintained between 1899 

and 1917 furnishes the clue to the measures that have !o be adopted hereafter. 
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?f gol~ in ou~ pape~ cu~rency reserve, and to see that notes and gold only are put 
mto ~IrCUlatlOn. Sterlmg may be purchased in India or Council bills may be 
sold In England only to the extent of meeting the home charges. Trade must be 
allowed to find the means of financing itself without the Government selling 
Council bills to help trade. -

26. There may be the danger of the rupee going up in value above the rate 
selected or going down below it. If it threatens to rise above the rate currency 
m~st be added to, and if it is decided to stop the further minting of silver, gold 
coms must be added to the circulation or notes should be issued. It may be 
said that the population may ask for silver rupees, in which case there may arise 
the necessity for minting them. In view, however, of the great expansion of 
note circulation during the recent war and of the habituation of the people to 
note currency, with well-directed and prudent propaganda on the part of the 
Government and in particular the leaders of public opinion, the necessity for 
the coinage of silver rupees may be dispensed with. 

27. There may be the danger of the rupee rate falling. Such an event will 
occur only in times of adverse trade balance. The Government will have to use 
the gold standard reserve to meet the home charges, and may have to sell reverse 
Council bills, and make payment out of the gold standard reserve. The transfer 
of the gold standard reserve to India, as a result of the sales of Reverse Councils, 
will involve the sale of Council bills or the purchase of sterling with a view to 
retransmit the reserve to England. In course of time, as the proportion of the 
silver rupees in circulation falls, and as gold takes an increasingly important 
place in the circulation, in times of adverse trade gold may leave the country 
without any necessity for the Government to sell reverse Councils. Meanwhile, 
the spread of banking facilities and general enlightenment will help the oountry 
to dispense with the use of huge quantities of silver rupee currency. 

The Future 0/ the Gold Exchange Standard. 
28. The character of the measures to be adopted to maintain the rate fixed 

depends upon the changes in the system of currency that are going to be intro­
duced. The gold exchange standard system functioned fairl;y well before the 
War. During the comparatively prosperous times before tlie War the dis­
advantages of that system were not keenl)" felt. The evils inherent in the system 
under which token coins, consisting of sIlver rupees, constituted unlimited legal 
tender, were not adequately realised. The reason was, it was not felt to be 
within the region of practical politics that silver would ever rise in price leading 
to the necessity of the rupee going into the melting point on Is. 4d. being main­
tained. The experience of the Ureat War has taught us that we should not 
link the fortunes of the currency system of this country to a definite quantity 
of silver contained in a rupee. It is true that effective gold standards also broke 
down as a result of the shock of the War. Elsewhere it was the strain of the 
War on the energies of the combatants, and the large demands that were made 
on the resources of the countries that led to the depreciation of currencies and 
brought about trouble. In India, on the other hand, during the period of 
expanding trade, when Indian products were sought after by the rest of the 
world at high prices, our currency system at Is. 4d. for the rupee had to break 
down. This was due to the fact that though we were supposed to be on a gold 
standard we could not get away from the dominating influence of 165 grains of 
fine silver in the rupee. If India had been on an effective gold standard the 
shock of the War would have made gold disappear from circulation in India, 
and prices would have risen further than t~ey ac~ually did, the. currency con­
sisting of paper money only. Whatever the ImmedIate troubles mIgnt have been 
the normal parity would not have been lost sight of, and the public mind would 
not have been confused, and trade and commerce distracted by the wrangle for 
different rates for the rupee. The only problem before the country, before 
normality and health were restored to the currency system would have been to 
make efforts to restore the gold parity, whatever it was. 

29. The gold exchange standard, under which the circulating medium 
con~i~ts of silver token rupees and notes, which, as a matter of right, can be 
redeemed in silver rupees only, is not satisfactory, especially in the light of the 
experience of the War and its aftermath. Indian currency has to experience 
difficulties due not only to the value of gold, but also that of silver. This double 
uncertainty hampers trade and dislocates calculation and oontracts. We must 
have a system which is subject only to any changes that may oome over the value 
of gold, even as the currency of Canada, the United States of America, England, 
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and Japan is. The only way to bring about that state of affairs is to limit the 
mIntIng of rupees i~ the futu!e, and. to w:ork steadily and persistently towards 11 

condItIOn under WhICh gold WIll be gIven In exchange for rupees even for internal 
purposes. Further, the legal tender currency must therefore consist of gold coins 
and preferably paper money backed by gold. The Government and leaders of 
public opinion must use their powers of psychological suggestion in favour of an 
extended use of gold coins or notes. SIlver rupees are bound to form however 
an important part of the circulation. Since the bulk of the trans~ctions i~ 
~nd!a are .on a very small scale, and since the ~ages ~re v.ery low, the rupee will 
fillI~ IndIa a larger place than any correspondmg com wIll do in more advanced 
countries. But the sway of the sIlver rupee could be reduced even as the jute 
growers of Bengal have got accustomed recently to taking notes instead of rupees. 
We mus.t look, ~~e!efore, to a rise in the standard of ~ife, and to a development 
o~ bank~ng faCIlItIes, to make the rupee play a stead~ly dec~easing part m the 
cIrculatIOn of the country, and become as early as possIble a lImited legal tender. 

(5). Principles Regarding Note Issue. 
30. In the past the Issue of currency p.otes by the Government of India 

has been productIve of considerable benefit. The population was not accustomed 
to the use of notes, and m the circumstances confidence ;was established by the 
iunctIOn of note issue being aSSIgned to the Government. Another testimony to 
the success of Government management of the note issue is furnished by the 
large expansion in note CIrculation that marked the period since 1915. That in 
a period of uncertainty, engendered by the varying fortunes of a world War, the 
note Issue should have expanded in the.manner it did is a trIbute to the manage­
lllent of the issue, as well as the capacIty to learn lessons in currency matters on 
thE. part of the people. 

3l. There is much to be said in favour of the note issue being handed 
over to the ImperIal Bank. The issue and withdrawal of notes will depend on 
tbp varying needs for cllrrency. But in India much has been gained by the 
Government directly managing the note issue, and among a population not much 
advanced there is something to be said for the Government being directly 
Hl:sociatecl with it. If notes are issued against hundis, endorsed by the Imperial 
Bank in busy seasons, elasticity of currency could be secured in an adequate 
measure. Thus, the arguments m favour of transferring note issue to the bank 
are not overwhelmingly strong, though there IS something to be said for India 
commg into line with the rest of the world by transferring the issue ana manage­
ment of notes from Government officials to the officers oi a central bank. Note 
issue is a source of gain to the State to the extent of the excess of the interest on 
securities in the paper currency reserve over the cost of management in the paper 
currency department. The Government, while transferring note issue to the 
bank, must make arrangements for the bank, making an annual payment based on 
the amount of securities in the reserve against notes. While active efforts are 
being made to introduce an effective gold standard there is something to be said in 
favour of the Government continuing to manage the note issue. 

32. We must avoid confusing the public mind by introducing the com­
plexity of a gold note and silver note circulating side by side. Till an effective 
gold standard begins to function, and till the rupee is treated as a mere token, 
with a limited legal tender, 50 per cent. of the reserve against notes should 
consist of gold and silver coins or bullion. Steadily the silver portion of the 
reserve must be replaced by gold. The fiduciary portion of the reserve should 
consist in the main of British securities and 10 or 12 crores of Indian securitieR. 
Facilities for the encashment of notes must be provided on a large scale. Side by 
side with the expansion of the note issue steps must be taken to make provision 
for increased banking facilities. 

(6). The Minting, of Gold and Use of Gold as Currency. 
33. The sovereign and half-sovereign should be minted in India. There 

seems, however, to be a strong sentiment in favour of a gold mohur of the same 
weight and fineness as the sovereign. It is, however, a disadvantage in view 
of the place of the sovereign i? international commerce an~ exchange that t~e 
sovereign should be given up ~n favour of the mohu~. It IS true that gold I.n 
circulation is not as great an aId to exchange as gold m reserve. But the publIc 
cannot be expected to be educated to use better forms of currency unless we pass 
through a stage when gold forms an important I?art of the CIrculation. The 
obligation cannot be immediately undertaken to gIve gold for rupees. But as 
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soon as possible we must reach such a stage, and measures must begin to be 
adopted with that end in view. It is a pity that the interest on the gold standard 
reserve and paper currency reserve investments is being diverted to current 
revenues. As long as the national finances do not reach equilibrium without 
interest on investments referred to being annexed to revenue the position is that 
a real deficit exists, and the country is not paying its way. The country's Budget 
must be balanced without a resort to those sums. The latter must be used for 
helping the country to go on an effective gold standard. The interest earned on 
the gold standard reserve investments and the paper currency reserve investments 
may be devoted to replace corresponding amount of rupees in circulation by 
gold. In this manner slowly and steadily the unsatisfactory condition of the 
composition of the currency at present may be made to give place to a better 
state of affairs. The Government and the leaders of the public will have to 
co-operate to achieve an improved currency system. Expansion of banking 
iacilities, expansion of primary education, and establishment of communal 
concord in the country are favourable conditions for the improvement of the 
currency system in the direction suggested. 

3:t. It is often said that the tendency to hoard gold on the part of Indians 
stands in the way of adoption of an effective gold standard. This plea has not 
much to recommend it. For one thing, the Indian can hoard gold, if he is so 
minded, only to the extent that he has a surplus of income over expenditure. 
The fact that an effective gold standard with a gold currency has come into 
existence will not in any way add to his surplus means. Besides this the gold 
exchange standard, as it was functioning before the War, did not prevent India 
from having as much gold as it wanted. As long as there is no embargo on the 
export of gold from different countries India can always get whatever gold her 
citizens require. The gold exchange standard, far from preventing the tendency 
to hoard gold, may even stimulate the hoarding habit on account of the token 
rupee being unlimited legal tender, and the absence of provision of a legal right 
to convert rupees into gold. For some years we cannot expect to make the rupee 
a limited legal tender. The success which attends the efforts of the Government 
of India to replace rupees in circulation by gold and extension of the habit of 
using notes or gold currency to meet expanding currency needs will decide the 
time when the rupee will cease to be unlimited legal tender. When such J. 

condition is reached the notes will be redeemed in gold. 
35. Both the Chamberlain Commission and the Babington-Smith Commit­

tee gave much of their time to the problem of the composition, size, location, and 
the- employment of the gold standard reserve. In the present condition of Indian 
finance we shall do well to keep the gola standard reserve in the form of British 
Treasury bills, and use the interest on the securities to replace silver in circula­
tion by gold. Since our proposal is not to give gold immediately for rupees there 
is no need for keeping the ~ld standard reserve in gold. If our financial 
condition is much better than it is, and if we decide on immediate convertibilitv 
of silver rupees into gold. there is a stron~ case for keeping the gold standard 
reserve in gold and using it. Though our gold resources in the shape of securities 
in the gold standard reserve and the gola in the paper currenccv reserve are large, 
and though a revaluation of gold and sterling securities in the paper currency 
reserve at the rate at whirh the rupee is to be stabilised, whether Is . .fd. or ls. Gd., 
brings us gain, it cann?t be confidently asserted that we may. without ,risk under­
take immediately to gIve ~old for rupees as a matter of rl~ht. Tlje lesson of 
the crisis of 1907-08. which followed the diversion of a portion of tlie profits on 
rupee coinage to railway capital expenaiture should not be lost sight of. We 
have Deen enioying for the last five years favourable monsoons. 'A!. monsoon 
failure on a large scale will subiect to a severe test our resources. 'In these 
chcumstances there is need for caution. 'As a first sten we may content ourselves 
with stopnin~ the minting of rupees and increaf;in~ the circulation of gold coins 
01' paner backed bv gold. "As the composition of the currency improves considf>r­
ablv in the airpct.ion of the circulation of f:!old roins or paper money b~nked hv 
~old. thpre will bE" a case f01- scrapninl? the gold standRrd resp-rve. TJie gofd 
IIltandard reserve ic; tlius to be emplovp-d for the time 1:iein~ fol' meetilllt the 
home rhar!!es in adverse tiwes. an eonal alJlount of rupees beinl! kept in In'dja. 
and meetjTl~ the payment of Tp.veT'le Councils. The aUf"Stion of the si7e of tlie 
!!oM stpndard Tesprve. excent for tbp int€'l'€'st on set'urities. ooes not arise. since 
llnc1pr thp, sc}u"me hpl'e put forw~rd tlie coina~€' of silvP,l' runee willliave to cp.aoo 
tnrtnwitli. Since the reserve is to consist of securities it may be located in 
1 "nil"n 
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APPENDIX 46. 

Statement submitted by the Hon. Sir Basil Blackett, K.C.B., K.C.S.I., 
showing variations in the figures of wages and cost of living of the Bombay 
cotton mill operatives. 

Wages. 
1 

May 1914.1 May 1921. 
1 

August 1923. June 192:1 

I 
August 1925 

(assumed). (a.Bumell). 

I 

I Average monthly wages Rs.16, 6, 3 Ri. 30-10-0 Rs.30-10-1 Rs.30-10-1 Rs.30-1O-1 
(exclusive bonus) of all workpeople. 

Rs. 32-10-0 

Nominal wages index 100· 
(inclusive bonus) 

187 (without bonus) 187 187 187 
numbers 199 (with bonus) 

Cost of livmg index 100 167 154 154: 152 
Real wages 100 180 166 1G8 Hj8 

APPENDIX 47. 

Statement of evidence submitted by Mr. C. J. Hamilton, M.A., Professor 
of Economics, Patna University. 

1. By way of preface I should like to express my opinion regarding the 
standpoint from which important economic problems III India should be 
approached by a Commission such as this. It is not unnatural, but yet unfortu­
nate, that economic questions in India should be frequently approached from a 
political rather than an economic point of view. Decisions are made or 
judgments formed not upon the real economic merits of the case, but acoording 
as the decisions or the judgments appear to support political aspirations or 
appeal to the sense of national pride. Thus, to give examples, it is not 
unoommon to find that an Indian audience will not listen to an argument tending 
to show that Indian poverty is largely due to over-population because it is a 
political prepossession that Indian poverty is the outoome of British administra­
tion and to admit another cause would oonflict with that article of political faith. 
Again, a Gold Exchange Standard has been described by a certain American 
professor as suitable only for devendent States. It is therefore judged to be 
incompatible with a proper IndIan pride, and economic argument will often 
prove vain in face of such sentiment. 

2. The result of this state of things is that anyone being asked for advice 
upon a practical economic problem has to choose between an answer that he 
believes to be economically sound and one that will be acceptable to Indian senti­
ment. There is no doubt, for example, that a very large proportion of Indian 
opinion is in favour of what is so often called an automatic gold currency, 
although I feel oonvinced that the majority of reasons advanced in support of 
this opinion are fallacious. Is one to recommend a course of action because it 
is desirable that the Indian people should determine their own economic policy, 
or should one be true to the resUlts of economic reasoning? I believe that the 
latter course is essentially preferable. 

3. This note is written away from all books and papers of reference and 
must be completed within a few hours. I must therefore content myself with 
an attempt to express very briefly my opinions upon certain of the pomts raised 
in the memorandum issued by the Commission. 

4. Is the time ripe for the stabilisation of the Rupee? This appears to 
depend on two main considerations: 

(a) Is the present currency system fraught with disadvantages that 
should be promptly removed? 

(b) Will stabilisation itself involve diffiOlllties or risks that will 
diminish with the lapse of time? 

5. Ignoring, for the moment, the larger issue of the form of currency to be 
adopted and merely considering the question of stabilisation, it is my opinion 
that there are no immediate evils to be anticipated from leaving things as th~y 
are, provided that Government does not i~self initiate changes from the prevaIl­
ing exchange rate. It was said not long ago that India was starved of currency 
and that Bank Reserves were low while at the same time funds might have been 
'h .. ",,,,...'hf- ~ ... n ..... "'h""",,,...:1 OVI"AT\f- f-'h.,f- f-'h .. nnl"., ... t.,;nhr nf "Yf'hl'lncrp movpmpnt.<: involved 
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too great a risk. Insufficient elasticity has been and is a defect of the Indian 
Currency system and an uncertain exchange rate emphasises the defect. But 
when the outcry was loudest against an artificial stringency there were some 
f.wOOrs in the SItuation which made it undesirable to increase bank loan funds 
too. easily.. For some tim~ exchange has ~n reasonably stable and there seems 
no ImmedIate reason why It should not contmue stable under the same influences 
as now operate . 

. 6: ~here may be an argument of a political character. in favour of early 
stabIhsatIOn and a general settlement of the Currency questIOn. If India is to 
be put in the course of a few years in a pooition to determine her own institutions 
it would be best that a currency system, of a permanent kind, should already be 
in existence, when the political change is made. 

7. .N. further argument may be advanced in favour of immediate action. 
SU'ppose a gold currency should be adopted for India and that in future gold 
prIces should fall considerably. India would then do well to purchase the gold 
which a gold currency would imply as soon as possible. On the other hand 
immediate stabilisation will involve risks that are likely to diminish with lapse 
of time. The future course of gold prices and of sterling prices cannot be fore­
seen, while it is very possible that present prices may have to be much modified. 
Any important change in sterling prices would result in immediate reactions 
in India. The restriction of a currency system in which the exchange rate can 
be varied without implying a breakdown of the system affords two safety valves 
instead of one with which to modify- the reactions. With the progressive settle­
IDent of the currency problems in other countries and when England has become 
finally adjusted to the Gold standard the course of world prioes will be less 
variable and more obvious. From this standpoint the balanoe of advantage is 
on the side of waiting. 

8. If the exchange rate is stabilised now it shruld undoubtedly be at a rate 
to which market conditions are tending at the moment. I regard all arguments 
for a return to a rate of 1s. 4d. whether per saltum or per grosa, as demonstrably 
unsound. 

9. Should India retain a Gold Exchange Standard, with certain modifi­
cations upon the Currency System of pre-war time or should a Gold Standard 
and Currency be substituted 1 

Having regard whollv and solely to the economic advantage of India I 
believe the balance of advantage is largely on the side of the Exchange 
Standard. I should like to make the following categorical statements;-

(a) The advantages of a Gold Exchange Standard are entirely 
unconnected with the question whether a country is dependent or 
independent. 

(b) It is quite indefensible to regard the loss incurred by the sale of 
Reverse Councils as a direct consequence of the Exchange Standards. 

(c) The antithesis drawn between a "Managed Currency" and an 
"Automatic Currency" is unsound. Every currency is managed, 
although there are d~grees of management. 

(d) India is a debtor country and not a creditor country in the sense 
involved in this controversy. The question of a normally favourable 
balance of trade is irrelevant. 

(e) Under an Exchange Standard India is not prevented from getting 
the gold she wants. 

(f) The adoption of a Gold Standard Currency would be costly, and 
would partly presume acquiescence on the part of the United States in 
{larting with gold for a purpose. th~t would cause a severe d~pression in 
her silver industry and a depreCIatIon of her own stocks of sIlver. 

10. Should the control of the note issue be transferred to the Imperial 
Bank 1 

I am in favour of such transfer provided that there is a sufficiently­
centralised control over the policy of the bank and adequate representation of 
the public interest. 
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APPENDIX 48. 

Statement submitted by Mr. Norman Murray, one of the Managing Governors 
of the Imperial Bank of India, showing the Imperial Bank's figures of 
Deposits and Advances divided under the . heads U European" and 
U Indian." 

(See Question No. 9752 in oral evidence.) 

IMPERIAL BANK OF INDIA. 

DEPOSITS AND ADVANCES AS AT THE LAST WEEK IN MARCH, 1925. 

Indian 
European 

Indian 
European 

Total 

Total 

DEPOSITS. 

B.s. 3522 lacs. 
Rs.1688 " 

Rs.5210 " 

ADVANCES. 

B.s. 4827 lacs. 
B.s.2318 " 

Rs.7145 " 

BANKs. * 
Indian Banks. 

Deposits as on 27th March, 1925 ... B.s. 185 lacs 
Rs.306 " Advanoes" " " " 

Percentage 
0/ total. 

67 
33 

68 
32 

Other Banks. 
Rs.576 lacs. 
Rs.223 " 

• These figures are included in the totals of "Deposits" and" Ad vanceB" in the preceding 
tables. 



--

Bengal ... ... 
BombdY ... ... 
Madras ... ... 

TOTAL ... 

. .. ... 

. .. . .. 

... ... 

... ... 

Bengal •.• 

Bombay 

Madras ••• 

European. 

3.95,79,371 

86,32,850 

1,65,73,960 

6,47,86,181 

TOTAL 

I 

Detailed figures leading up to the above Totals. 

DEPOSITS. 

CURRENT ACCOUNTS. FIXED DEPOSITS. 

Indian. I Banks. I Total. European. I Indian. I Banks. I Total. 

7,52,65,490 3,95,11,940 15,43,56,801 2,54,58,008 9,96,33,636 5.3-1,964 12.56.26,608 

4,29,57,222 1,73,93,989 6.89,84.061 51.33,011 5,38,13,028 97,29,609 6,86.75,648 

2,30,96,025 87,30,905 4,84,00,890 1,58,18,104 3,88,85,990 3.44,007 5,50.48,101 

14,13,18,737 6,56,36,834 27,17,41,752 4,64,09,123 19,23,32.654 1,06,08,580 24,93,50.357 

CURRENT ACCOUNTS AND FIXED DEPOSITS. 

European. Indian. Banks. Total. 

6.50,37,379 17,48,99,126 4,00,46,904 27,99,83,409 

1,37,65,861 9,67,70,250 2,71,23,598 13,76,59,709 

3,23,92,064 6,19,1:12,015 90,74,912 10,34,48,991 
1-----------------------------1--------------1-------·----·---

11,11,95,304 33,36,51,391 7,62,45,414 52,10,92.109 



ADVANCES. 

BILLS. CASH CREDITS. 

--
European. I Indlan. 

I 
Banks. 

I 
Total. European. 

I 
IndIan. 

I 
Banks. 

I 
Total. 

Bengal ... ... ... ... 3,38,41,754 3,71,58,088 - 7,09,99,842 7,22,8:},188 3,67,66,999 19,15,633 11,09,67,820 
Bombay ... ... ... '" - 4,28,89,383 - 4,28,89,31"\3 3,79,28,420 9,85,11,S32 23,32,919 13,87,73,171 
Madras ... ... ... .. . 19,04,264 2,85,38,180 22,99,400 3,27,41,844 1,46,92,364 1,15,75,865 2,70,270 2,65,38,499 

-- ------
TOTAL ... ... .. . 3,57,46,018 10,85,85,651 22,99,400 14,66,31,069 12,49,05,972 14,68,51,696 45,18,822 27,62,79,490 

. 
OVERDRAFTS. LOANS. 

--
European. Indian. Banks. 

I 
Total. European. I Indian. 

1 
Banks. I Total. 

Bengal ... ... ... .. . 1,51,34,480 3,48,80,367 36,78,503 5,36,93,350 2,67,640 1,72,91,034 80,16,500 2,55,75,174 
Bombay ... .... ... ." 66,70,635 97,94,760 4,31,502 1,68,96,897 1,59,64,616 8,43,55,922 299,25,724 13,02,46,262 
Madras ... ... ... .. . 83,99,317 97,42,259 ]3,86,674 1,95,28,250 23,92,877 4,05,70,231 27,03,771 4,56,66,885 

- .-------------
TOTAL ... ... 3,02,04,432 5,44,17,386 54,96,679 9,01,18,497 1,86,25,133 14,22,17,187 406,46,001 20,14,R8,321 

BILLS, CASH CREDITS, OVERDRAFTS AND LOANS. 

--
European. Indian. Banks. I Tot.al. 

Bengal ... ... ... ... ... .. . 12,15,29,062 12,60,96,488 1, ~6,1O,636 26,12,36,186 
Bombay ... ... ... ... ... 6,05,63,671 23,55,51,897 3.26,90,145 32,8~,05,713 
Madras ... ... ... . .. ... . .. 2,73,88,822 9,04,26,535 66,60,121 12,U,75,478 

TOTAL ... ... ... .. . 20,94,81,555 45,20,74,920 5,29,60,902 71,45,17,377 
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APPENDIX 49. 

Letter from Mr. J. F. Gennings, Barrister-at-Law, J.P., Acting Director, 
Labour Ofilce, Bombay, to the Secretary, Royal Commission on Indian 
Currency and Finance, No. 4945, date the 19th November, 1925. 

REFERENCE :-A gricultural Wages. 
I have the honour to forward herewith 12 tables according to the list 

attached to this letter. 
2. I have been able to get the statistical matter for 1925 tabulated sooner 

th~ I expected and the tables sent herewith are complete. The figures for 
agrlcultura~ wages, prior to 1925, were supplied by the Mamlatdars and 
Mahalakarls of all 1'alukas in the Bombay Presidency in Taluka Form No. 
XVIII every month to the Director of Agriculture. In the year 1924, the 
·Government of Bombay: in the Revenue Department, on the recommendation of 
the Labour Office, decided to enlarge the wages section of this form in order to 
procure additional information in connection with the wages of women and 
ohildren and wages in kind, and passed a resolution to the effect that all the 
lLonthly returns in the enlarged form should be forwarded by the Taluka offices, 
to the Director, Labour Office, with effect from the 1st January, 1925. Forms 
for almost all Talukas in all Districts of the Presidency were therefore available 
in my office for the months of January to October of the current year. The 
fluctuation in the wages reported monthly is not very marked and most Talukas 
in the Presidency report almost similar wages for different classes of agricultural 
labourers for several months at a time. I am therefore of opinion that the 
inclusion of the data for the months of November and December is not likely to 
make any perceptible difference in the final averages for the year 1925 and that 
the averages which I have compiled for the ten months January to October may 
be regarded as almost final for the year 1925. 

3. In the compilation of the figures for Sind, the weighted avera~ for 
urban areas have been ascertained from the daily averages of wages in the head­
guarter talukas of five districts only instead of seven owing to the fact that I 
liave not received any returns for ilie Talukas of Hyderabad and Sukkur. The 
averages for the rural areas ha~, however, been compiled from figures for all 
districts. The general tendency in all districts in Sind at present is for wages 
to increase and the averages for urban areas show, in comparison with 1924, 
that wages have markedly risen. Owing to the considerable employment avail­
able for skilled and unskilled labourers on the Lloyd Barrage it is alinost positive 
that wages in Sukkur and lIyderabad have increased in tb.e same ratio as in the 
remaining districts of Sind; and I am, therefore, of opinion that the averages 
compiled for five districts only mal be regarded as fairly representative of the 
figures that would be arrived at i all the districts were taken. I have asked 
ilie Collectors of Hyderabad and Sukkur to make immediate arrangements to 
send me the missing returns and I shall re-calculate the averages for Sind as 
soon as the required information is received. In case there shoUld be any change 
in the figures the changes will be notified to you at once. 

4. The tables given in paragraphs 19 to 25 of the Labour Office Report on 
Agricultural Wages are based primarily on the statistics for the year 1922 in 
comparison with the years 1900 and 1913. But as you required the figures for 
the years 1923, 1924 and 1925 in the same form I have, instead of giving you 
separate tables for each year, combined the figures for all three years into one 
table for each class of labour in urban areas and rural areas. The two separate 
tables given in the different paragraphs of the Report for Administrative 
Divisions and Economic Circles have also been combined together and six main 
tables have been prepared showing the daily average wages III 1900, 1913, 1923, 
1924 and 1925, mdex numbers for 1923, 1924 and 1925 in comparison with 
wages in 1900 and 1913 and the equivalent weekly wage in sterling. 

5. I would recommend that for purposes of oomparison greater reliance 
should be placed on oomparing wages for recent years with tb.e prt}-war year 
rather than with the base year 1900. The great famine of 1899-1902 must have 
had a marked effect on agricultural w~ and the tendency of wages in 1900 
must have been somewhat on the low SIde as compared WIth wages during a 
normal year. In this connection I would refer you to two articles published on 
page 503 of the " Labour Gazette" for January, 1925, and on page 635 of the 
" Labour Gazette" for February, 1925, dealing with this question. In order to 
facilitate easy reference I am forwarding copies of these two issues of the 
C,! Labour Gazette!!. 
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6. With regard to the question of equivalent weekly wages in sterling 
these equivalents have been arrived at by multiplying the daily average wages 
by 7 and converting the products into sterling at the rate of exchange of one 
shilling and fourpence to the rupee. The question whether the daily average 
wages should be multiplied by six or seven was carefully considered in view of 
the fact that agricultural labourers in England work for six days in the week 
only. But as wages in India are reported for working month consisting of 30 
days it was thought that it would be better to take the earnings for a full week 
of 7 days rather than 6 days. Another important question in this connection is 
that Iof absenteeism. The Indian, agricultural labourer is notorious for knocking 
off from work for two, three or even four days in a week if he has earned enough 
during the remainder of a week or of a longer period to keep body and soul 
together. This question is a very big one and no satisfactory conclusions can 
be arrived at unless complete statistics are collected in connection with this 
matter. A note dealing with Labour and Wages in the Bombay Presidency 
during the year 1924-25 for the General Administration Report has been pre­
pared by this office, which gives rather interesting information on the present 
position of labour, and which also deals with the question of efficiency and 
absenteeism in agriculture. I, am enclosing a copy of this note for your 
information. 

(Enclosure I.) 
LABOUR AND WAGES. 

(The note referred to at the end of Mr. Gennings' letter above.) 
1. Taking the purchasing power of the rupee as 16 annas in the pre-War 

year, its purchasing power fell from 10 annas and five pies for the year 1923-24 to 
10 annas and two pIes for the year 1924-25. This was due to the fact that during 
1924 the cost of living rose steadily by 11 points between April and August, 
and remained at the same constant level from August to the end of the year. 
Expressed in terms of percentage the cost of living was 57 per cent. higher than 
that of July, 1914, during the year under review as compared with 54 per cent. 
in the previous year. The effect of the fall in the purchasing power of the rupee 
appears to have had its corresponding effect on wages throughout the Presidency, 
because wages of all classes of labour rose by about 5 per cent. during 1924-25. 
The position of labour in the districts to-day is much better than at any time 

WAGES AND COST OF LIVING. 

INCfXNOS1914 1915 1916 1917 1918 1919 1920 1921 1922 1923 1924 INDE.X "O~ 
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since the beginning of the century. Prices reached their peak in 1920, and, 
with the exception of a short upward tendency, as shown above, have fallen by 
over 20 points during the last five years. Wages, however, have shown a 
constant upward tendency during this period, WhICh suggests that the material 
condition of labourers in this Presidency, as expressed ill terms of real wages, 
has considerably improved. 

2. This view is in harmony ;with the opinions expressed by many collectors 
of districts." Reports from the northern dIvision state that, taken altogether, 
the labouring classes are in a happy condition. Several collectors from the 
~ntral divisIOn are of opinion that the general position of the average labourer 
IS good, and that there IS an improvement in hIS condition. Reports from the 
southern division also show that the economic condition of labour was satisfactory 
throughout the year, whilst those from Sind state that the rates of wages are 
very hIgh in comparIson with pre-War rates, and that they do not appear to be 
much affected by a rise or fall in prices. A most gratifying observatioll 
frequently made is to the effect that labour has improved its standard of living 
in many': parts of the Presidency during recent years. On the other hand, there 
is no corresponding increase ill efficiency. In the Kolaba district the Tata 
Electric Company had to import many labourers from outside owing to the fact 
that local labour was not sufficiently efficient. In this district high wages have 
neither conduced to increased efficiency nor to the adoption of better conditions 
of living; and greater independence has only resulted in slowness and indifference 
to work. The tendency to spend surplus wages in drink is becoming more 
marked, and absenteeism is on the increase, for the reason that the average 
agricultural labourer is generally not inclined for continual work. If he is able 
to sell his labour at a good price he knocks off from work for two or three days 
in a week. This is one of the principal reasons given why the supply of labour 
in several tracts is not sufficient to cope WIth the demand. 

3. With the exception of the general migration of labour to the cities of 
Bombay, Ahmedabad, and Sholapur, and, in the cotton season, to the two 
Khandesh districts, there was not much inter-district migration during the year 
in the Presidency proper. Contrary to the usual custom, very few Cutchi, Thari, 
and Marwari labourers migrated to Sind, the reason being that these people 
were able to eke· out a satisfactory existence in their own territories. But there 
was considerable inter-district migration in Sind itself on' account of the ready 
employment available on the various works in connection with the Lloyd Barrage. 

4. Agricultural Labour.-In the northern .division agricultural labour 
continued to be scarce and costly. In the Ahmedaoad district there is a crying 
need for a more settled agricultural popUlation on account of an increase in the 
areas for cultivation, although vast tracts of waste still remain to be converted 
into arable land. In Broach, with the exception of the Bahra tract of the Vagra 
Taluka, where the season was not entirely favourable, there was the same usual 
scarcity for field labourers. In the harvesting season cultivators had to pay as 
much as a rupee a day, with food per head for the labour which they required. 
However, much of the agricultural work in this district is done by perman.ent 
servants, who are paid in cash, along ;with food and clothing. Their status is in 
many cases no better than that of bondsmen, but their poslticm is fairly secure. 
In the Thana district cultivators are endeavouring to maintain a hold on their 
employees by making advances of money for marriages, but in many cases the 
labourers leave their masters as soon as they are married, because they know 
that no action can be taken against them under the Workmen's Breach of 
Contract Act or any other law except through the long and tedious procedure 
of the Civil Courts. The effect of the prevalence of high wages is resulting in 
a deterioration of agriculture because the burden of scarce and dear labour falls 
almost entirely on the tenant farmer class. The bigger landlords are nit affected, 
as they do not usually undertake cultivation or contribute anything to the 
working expenses or to the improvement of their land. They simply lease their 
lands out at rents varying from three to six times the assessment, and the tenants 
have to bear all expenses of every kind. 

5. In the rural areas of the central division the average wages of agricul­
tural labourers rose from six annas and three pies per head per day to seven 
annas and six pies or by 20 per cent. This was due to the generally favo-qrable 
character of the season in all districts with the exception of West Kandesh, 
where no unusual demand for agricultural labour was in evidence. The agricul­
tural labour outlook is, however, causing great anxiety to the richer cultivators 
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in this district. Hitherto they were accustomed to a local supply of compara­
tively docile, if not efficient, Bhil Saldars. Nowadays, every Bhil hopes to set up 
as a free cultivator, and is becoming possessed of ideas of independence. The 
same occurs with the poor men of other castes who have hitherto worked as 
Saldars and servants. 

6. In the southern division the supply of labour was more than sufficient 
to meet.the local dema;nd on the coast; bu~ above ghat~ it is becoming more and 
mor~ dIfficult to obtaIn the labour .reqUIred for agncultural opez;ations, and 
cultIvator~ and the owners of ~he SplC~ gar.den.s have to depend almost entirely 
on labour Imported from the n~Ighbourmg dISt~ICts o~ Dharwar and Bij apur ana 
from Goa. Th.e work of. cuttIng a~d destrOYIng pnc~ly {>ear and of repairing 
the tanks prOVIded suffiCIent work In the Dharwar dIstnct for a considerable 
number of people during the off season. In the Kanara district there was much 
agricultural unrest on account of the revolt against the special tenures on which 
labourers ~old land, to the. insecurity of tenure of the te;nants, and to a general 
revolt agaInst, and a breakmg away from, old and establIshed customs. Bijapur 
was favoured with a good season, and, as a result, the wages of field labour rose 
by nearly 20 per cent. in this district during the year under review. 

7. In Sind the wages of agricultural labourers in urban areas rose by nearly 
20 per cent. over the levels of the previous year,and in rural areas by 7 per cent. 
In the Hala division of the Hyderabad district labour was very scarce at the 
time of harvesting on account of a general outbreak of malaria. A considerable 
number of agricultural labourers took up employment at the works of the Llold 
Barrage, but, speaking generally, there was a sufficient supply of labour avaIl­
able for agricultural operations in the whole division. The following table 
gives the average daily wages of field labourers in the neighbourhood of district 
headquarter towns (urban areas) and in more rural areas by divisions and eco­
nomic circles, and for the P.residency, with and without Sind, for the years 1913, 
1923, and 1924:-

--------

DAILY A VERAGIl: WAGES IN 

D!visioDs. 
1913. I 1923. 

I 1924. 

I 

Urban Rural Urban Rural Rural I Rural' 
areas art'as. areas. areas. areas. I areas. 

TIs. A. P. Rs. A. P. Rs. A. p.1 Rs. A. P. Rs. A. P. Rs. A. P. 

Political DivisioDs-
Northern Division ... 0 4, 9 0 3 9 011 0 0 8 3 0 !) 9 0 8 0 
Central Dlvision ... ... 0 5 0 0 4 3 0 9 0 0 6 3 0 !) 0 0 7 G 
Southern Division ... 0 4 0 0 4, 0 0 8 6 0 6 :~ 0 8 9 0 G 0 

Economic Circles-
Gujarat Circle ... . .. 0 4, 6 0 3 9 010 9 0 8 3 0 !) 3 0 8 0 
Deccan Circle ... ... 0 4 6 0 4 0 0 8 3 0 6 0 (I 8 6 0 6 6 
-Konkan Circle ... . .. 0 5 3 0 4 6 011 3 0 9 0 011 3 0 9 3 

Presidency Proper . 0 4 9 0 4, 0 0 9 6 0 7 0 0 9 3 0 7 3 ... .. 
Sind ... ... ... ... 0 7 9 0 8 0 o 12 6 014 9 014 3 015 9 
Whole Presidency ... ." 0 4 9 0 4, 3 0 9 6 0 7 3 0 9 3 0 7 6 

8. Unskilled Labour.-Owing to extensive constructional :work in almost 
all districts in the northern, central, and southern divisions the supply of casual 
labour in the Presidency proper was insufficient to meet the demand. The 
constructional work in connection with the Security Printing Press and the 
Central J:vl at Nasik was responsible for the partial diverting of the usual labour 
supply available in this district for employment in the railway workshops 
at Manmad, Nandgaon, and Igatpuri; and in the Poona district the construction 
of the Bhatgar Dam gave employment to a considerable number of unskilled 
labourers at good rates of wages. Bombay city and the Bombay suburban district 
attracted thousands of labourers from the Konkan and the Thana district, and 
all immigrants found ready employment on the various sche~es in connectio? 
with the electrification of the G.LP. and the RB. and C.l. RaIlways, the duplI­
cation of the Tansa mains, and the reclamation and development projects of the 
Bombay Municipality, the Impr~vement Trust, and the Deve~opment Department. 
The city and the port of KarachI were able to ~bsorb all avaIlable manual labour, 
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and at times the supply was augmented by immigration from Cutch and other 
parts of Sind. The following table shows the daily average wages of unskilled 
labourers in district headquarter towns (urban areas) and in certain taluka. towns, 
one in each district (rural areas) in the same manner as in the case of field 
labourers:-

DAlLY AVERAGE WAGES IN 

Divisions. 
1913. I 1923. I 1924. 

Urban Rural Urban Rural Urban Rural 
areas. areas. areas. areas. areas. areas. 

Rs. A. P. Rs. A. P. Rs. A. P. Rs. A. P. Rs. A. P. Rs. A. P. 
Political Divisions-

Northern Division ... 0 a 3 0 4: 3 014 0 011 3 014 3 011 0 
Central Division ... ... 0 5 9 0 4: 6 010 3 0 6 6 0 9 9 0 8 0 
Southern Division ... 0 5 9 0 4: 9 010 3 0 7 9 o 10 6 0 7 6 

Economic Circles-
Gujarat Circle ... ... 0 a 3 0 4: 0 o 13 3 011 0 013 9 011 0 
Deccan Circle ... . ... 0 5 9 0 4 6 010 0 0 6 3 0 9 9 0 7 6 
Konkan Circle ... ... 0 6 3 0 5 3 013 0 010 6 013 0 0 9 9 

Presidency Proper ... ... 0 5 9 0 4 6 011 3 0 8 0 011 3 0 8 9 
Sind ... ... ... .. . 0 8 0 0 7 3 015 9 011 9 015 6 012 0 
Whole Presiaency .0. . .. 0 6 3 0 5 3 o 12 6 0 9 0 o 12 3 0 9 6 

9. Skilled Lab01Jr.-The wages of skilled labourers increased from 5 to 20 
per cent. in several districts in the Presidency over the levels of the previous 
year. This increase was mainly due to a big demand for different types of 
skilled artisans for employment in building work and for general constructional 
work in connection with various development schemes in reclamation, irrigation, 
and the making of dams. In the Dharwar district masons and carpenters were 
masters of the labour situation, and were able to dictate what terms they pleased. 
In West Khandesh skilled workers were not in as great demand outside the 
larger towns, as in the previous year, because the patils and gujars had little 
money to spend on building. The fire at Nandurbar caused a great demand for 
masons and carpenters, but the supply was not equal to the demand, and at times 
skilled artisans, in many places, were unprocurable. A serious shortage of 
skilled labourers was alSo) in evidence in the Poona district on account of the fact 
that the G.I.P. Railway employed as much of this class of labour as was available 
in connection with the building of the new Poona station, and the reconstruction 
of the sidings and yards. The following table shows the daily average wages of 
skilled labourers in the same way as in the two preceding tables :-

DAILY AVERAGE WAGES IN 

Divisions. 
1913. I 1923. I 1924. 

Urban Rural Urban Rural Urban Rural 
areas. areae. areas. areas. areas. areas. 

Rs. A. P. Rs. A. P. Rs. A. P. Rs. A. P. Rs. A. P. Rs. A. P. 
Political Divisions-

013 9 011 9 Northern Division ... 2 3 6 2 0 3 2 2 6 2 0 3 
Central Division ••• ... 013 0 010 6 1 7 0 015 3 1 9 6 1 0 9 
Southern Division ... 010 9 0 9 9 1 2 0 1 0 0 1 3 6 o 15 6 

Economic Circles-
Gujarat Circle ... ... o 13 6 011 9 2 2 3 2 0 3 2 1 3 2 0 3 
Deccan Circle ... ... 011 9 010 0 1 4: 9 014 9 1 6 6 015 3 
Konkan Circle ... ... 013 9 011 3 1 12 0 1 9 9 114 6 1 9 6 

Presidency Proper .. , ... o 12 6 010 9 1 9 3 1 a 0 1 10 6 1 5 3 
Sind ... ... .. . ... 1 4 6 1 2 0 2 3 9 111 0 2 8 6 1 13 9 
Whole Presidency ... ... 013 9 011 9 111 0 1 6 0 1 12 9 1 6 6 
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(Enclosure II.) 

AGRICULTURAL WAGES IN THE BOMBAY PRESIDENCY. 
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g: 
Of 

'" '" 

Territorial Divisions. 

Northern Division ... . .. 
Central Division ... . .. 
Southern Division ... . .. 
Sind ... ... ... . .. 
Gujarat Circle ... ... . .. 
Deccan Circle ... ... . .. 
Konkan Circle ... 
Presidency ~ excluding Sind) ... 
Presidency Including Sind) ... 

Northern Division ..• . •. 
Central Division ... . .. 
Southern Division ... .. . 
Sind ... ... ... .. . 
Gujarat Circle ... ... . .. 
Deccan Circle ... ... .. . 
Konkan Circle ... .. . 
Presidency (excl uding Sind) .. . 
Presidency (including Sind) .. . 

Northern Division... .. . 
Central Division ... .. . 
Southern Division... . .. 
Sind ... ... ... .. . 
Gujarat Circle ... ... .. . 
Deccan Circle ... ... . .. 
Konkan Circle ... .. . 
Presidency (excluding Sind) .. . 

., Presidency (incloding Bind) ... 
~ 

Wages of Field Labourers-Urban Areas. 

AVERAGE DAILY WAGES PER HEAD IN INCREASE PER CBNT. 

1900. 

lts. A. P. 
0 2 9 
0 2 9 
0 3 0 
0 5 6 
0 2 6 
0 2 9 
0 3 3 
0 2 9 
0 3 0 

023 
023 
023 
056 
023 
023 
029 
023 
026 

036 
030 
039 
066 
033 
033 
040 
036 
043 

1913. 

Rs. A. P. 
0 4 9 
0 5 0 
0 4- 0 
0 7 9 
0 4 6 
0 4 6 
0 5 3 
0 4 9 
0 4 9 

039 
043 
040 
080 
039 
040 
046 
040 
043 

053 
059 
059 
080 
053 
059 
063 
o ~ 9 
063 

1923. 

Re. A. P. 
011 0 
0 9 0 
0 8 6 
012 6 
o 10 9 
0 8 3 
011 3 
0 9 6 
0 9 6 

083 
063 
063 
014: 9 
083 
060 
090 
070 
073 

In 1913 In 1923 OTer In 1924 over 
1924. 1925.- over 

1900., 1900., 1900. 1913. 1913. 

Rs. A. P. Rs. A. P. 
0 9 9 011 9 73 300 132 255 105 
0 9 0 010 3 82 227 80 227 80 
0 8 9 0 8 9 33 183 113 192 119 
014 3 1 1 9 41 127 61 159 84 
0 9 3 010 9 80 330 139 270 106 
0 8 6 0 9 6 64 200 83 209 89 
011 3 o 12 6 62 246 115 246 114 
0 9 3 010 3 73 245 100 236 95 
0 9 3 010 6 58 217 100 ~08 95 

TABLE No.2. 
Wage. of Field Labourers-Rural Areas. 
080 
076 
060 
o 15 9 
080 
066 
093 
073 
076 

099 
079 
076 
129 
010 3 
073 
093 
083 
089 

67 
89 
78 
45 
67 
78 
64 
78 
70 

TABLE No.3. 

267 
178 
178 
168 
267 
167 
227 
211 
190 

120 
47 
56 
84 

120 
SO 

100 
'IS 
'11 

I 256 
233 
167 
186 
256 
189 
236 
222 
200 

113 
76 
SO 
97 

113 
63 

106 
81 
'16 

Wages of Ordinary Labourers-Urban Areas., 
014 0 
010 3 
010 3 
015 9 
013 3 
010 0 
013 0 
011 3 
012 6 

014 3 
099 
o 10 6 
015 6 
o 13 9 
099 
013 0 
011 3 
o 12 3 

014 6 
010 3 
011 6 
116 
014 0 
010 6 
o 12 9 
011 9 
o 12 9 

50 300 
92 242 
53 173 
23 142 
62 308 
77 208 
56 225 
64 221 
47 , 194 

167 
18 
'18 
97 

152 
74 

108 
95 

100 

307 
225 
180 
138 
323 
200 
225 
221 
188 

171 
'10 
83 
94 

162 
'10 

108 
96 
96 

• The flgulel for 1925 are baled on averagel for the ten montha from January to Ootober. 

By Divisions and Economic Circles. 

,EQUIVALENT WEEKLY WAGE IN 

In 1925- over 

1900., 

327 
273 
192 
223 
330 
245 
285 
273 
250 

333 
2-14 
233 
241 
356 
222 
236 
277 
250 

314 
242 
207 
169 
331 
223 
219 
236 
200 

1923. 1924. 1925.-
1913. 

3. d. 3. d. 3. d. 
147 6 5 5 8 610 
105 5 3 5 3 6 0 
119 5 0 5 1 5 1 
129 7 4 8 4 10 4 
139 6 3 5 5 6 3 
111 410 5 0 5 7 
138 6 7 6 7 7 4 
116 5 7 5 5 6 0 
121 5 7 5 5 6 2 

By Divisions and Economic Circles. 
160 
82 
88 

134 
1'13 

81 
106 
106 
106 

410 
3 8 
3 8 
8 7 
4: 10 
3 6 
5 3 
4 1 
4 3 

4: 8 
4 5 
3 6 
9 2 
4 8 
310 
5 5 
4 3 
4: 5 

5 8 
4 6 
4 5 

1011 
6 0 
4 3 
5 5 
4 10 
5 1 

By Divisions and Economic Circles. 

1'16 I 
'18 

100 
119 
16'1 
83 

104 
104 
104 

8 2 
6 0 
6 0 
9 2 
7 9 
5 10 
7 1 
6 7 
7 4 

8 4 
5 8 
6 2 
9 1 
8 0 
5 8 
7 7 
6 7 
7 2 

8 6 
6 0 
6 9 

10 3 
8 2 
6 2 
7 5 
6 10 
7 5 



TABLE No.4. 
Wages of Ordinary Labourers-Rural Areas. By Divisions and Economic Circles. 

AVERAGE DAILY WAGES PER HEAD IN INCREASE PER CENT. EQUIVALENT WEEKLY WAGE IN 

-

I 
Territorial Divisions. In 1913 In 1923 over In 1924 over In 1925# over 

1900. 1913. 1923. 1924. 1925.# over 1923. 1924. 1925.· 
1900. '1900·1 1913. 1900.[ 1913.- 1900·1 1913. 

Rs. A. P. Rs. A. P. Rs. A. P. Rs. A. P. Rs. A. P. 8. d. 8. d. 8. d. 
Northern Division ... . .. 0 2 6 0 4 3 011 3 011 0 010 0 70 350 165 340 159 300 135 6 7 6 5 510 
Central Division ... . .. 0 2 6 0 4 6 0 6 6 0 8 0 0 B 3 80 160 44 220 78 230 83 3 10 4 8 4 10 
Southern Division ... ... 0 3 0 0 4 9 0 7 9 0 7 6 0 8 3 58 158 63 150 58 175 74 4 6 4 5 4 10 
Sind ... ... . .. . .. 0 4 3 0 7 3 011 9 o 12 0 o 13 0 71 176 62 182 66 206 79 6 10 7 0 7 7 
Gujarat Circle ... ... ... 0 2 3 0 4 0 011 0 011 0 010 0 78 389 175 389 175 344 150 6 5 6 5 5 10 
Deccan CIrcle ... ... ... 0 2 6 0 4 6 0 6 3 0 7 6 0 8 0 80 150 39 200 67 220 78 3 8 4 5 4 8 
Konkan Circle ... ... 0 3 i\ 0 5 3 010 6 0 9 9 0 9 9 62 223 100 200 86 200 86 6 2 5 8 5 8 
Presid ency (excluding Sind) ... 0 2 6 0 4 6 0 8 0 0 8 9 0 8 9 80 220 78 250 94 250 94 4 8 5 1 5 1 
Presidency (includIDg Sind) ... 0 3 0 0 5 3 0 9 0 0 9 6 0 9 9 75 200 71 217 81 225 86 5 3 5 7 5 8 

TABLE No.5. 
Wages of Skilled Labourers-Urban Areas. By Divisions and Economic Circles. 

Northern Division ... ... o 10 6 o 13 9 2 3 6 2 2 6 2 2 0 31 238 158 229 151 224 147 20 9 20 2 19 10 
Central Division ... . .. 0 9 3 o 13 0 1 7 0 1 9 6 1 10 0 41 149 77 176 98 181 100 13 5 1411 15 2 
Southern Di vision ... ... 0 8 9 010 9 1 2 0 1 3 6 1 9 6 23 106 67 123 81 191 137 10 6 11 5 1411 
Smd ... ... . .. ... 1 0 9 1 4 6 2 3 9 2 8 6 210 6 22 113 74 142 98 154 107 2010 23 8 24 10 
Gujarat Circle ... ... . .. 010 3 o 13 6 2 2 3 2 1 3 2 0 9 32 234 154 224 146 220 143 20 0 19 5 19 1 
Deccan Circle ... ... ... 0 9 0 011 9 1 4 9 1 6 6 1 9 6 31 131 77 150 91 183 117 12 1 13 2 1411 
Konkan Circle ... ... o ]0 3 o 13 9 1 12 0 1 14 6 2 0 9 34 173 104 198 122 220 138 16 4 1710 19 1 
Presidency (excluding Sind) ... 0 9 6 012 6 1 9 3 1 10 6 1 12 3 32 166 102 179 112 197 

I 
126 14 9 15 6 16 6 

Presidency {including Sind) .. o 10 9 o 13 9 III 0 1 12 9 1 13 9 28 151 96 167 109 177 116 15 9 16 9 17 4 

TABLE No.6. 
IVages of Skz'lled Labourers-Rural Areas. By Divisions and Economic Circles. 

Northern Division 0 8 0 011 9 2 0 3 2 0 3 2 0 3 47 303 174 303 174 303 174 18 10 IS 10 18 10 
Central Division 0 7 9 o 10 6 015 3 1 0 9 1 3 9 35 97 45 116 60 155 88 811 9 9 11 6 
Southern Division 0 6 6 0 9 9 1 0 0 o 15 6 1 1 9 50 146 64 138 59 173 82 9 -1 9 1 10 4 
Smd 1 0 0 1 2 0 III 0 1 13 9 2 2 3 13 69 50 86 65 114 90 15 9 17 4 20 0 
Gujarat Circle ... 0 7 3 011 9 2 0 3 2 0 3 1 15 3 62 345 174 345 174 331 166 18 10 18 10 18 3 
Deccan Circle ... 0 7 0 o 10 0 014 9 o 15 3 1 2 0 43 111 48 118 53 157 80 8 7 811 10 6 
Konkan CIrcle o 10 9 011 3 1 9 9 1 9 6 1 13 

~I 
5 140 129 137 127 174 162 ~5 0 1411 17 3 

Presidency (excluding Smd) ... 0 7 6 o ]0 9 1 5 0 1 5 3 1 7 43 180 95 183 98 207 114 12 3 12 5 1:1 5 
Presidenoy(including Sind) ... 0 9 0 011 9 1 6 0 1 6 6 1 8 31 144 87 150 91 172 109 12 10 13 2 14 4 



TABLE No.7. 

Summary of Changes in Field, Ordinary and Skilled Labour-Urban Areas. By Divisions and Economic Circles. 

PERCENTAGE INCRBASES IN DAILY AVERAGE PERCENTAGE INCREASES IN DAILY AVERAGE PERCENTAGE INCREASES IN DAILY A VERAGII: 
WAGES IN 1923 OVER WAGES IN 1924: OVER WAGES IN 1925 OVER 

Territorial Divi.iona. 1900 (base ;year). 1913 (pre-war year). 1900 (base year). 1913 (pre-war year). 1900 (base year). 1913 (pre-war year). 

Field lordinarY/Skilled 
Labour. Labour. Labour. 

Field /ordinarY/Skilled 
Labour. Labour. Labour. 

Field lordinarylskilled 
Labour Labour. Labour. 

Field 'Ordinary Skilled 
Labour. Labour. Labour. 

Field l0rdinarY/Skilled 
L~bour. Labour. Labour. 

Field /OrdinarY/Skilled 
Labour. Labour. Labour. 

Northern Division ... ... 300 300 238 132 167 158 
I 

255 307 229 105 171 151 327 314 224: 147 176 147 
Central Divi.ion ... ... 227 242 149 80 78 77 227 225 176 80 70 96 273 24:2 181 105 78 100 
Southern Division ... ... 183 173 106 113 78 67 192 180 123 119 83 81 192 207 191 119 100 137 
Sind ... ... ... ... 127 142 113 61 97 74 159 138 142 84 94 98 223 169 154 129 119 107 
Gujarat Circle .. , ... 330 30li 234 139 152 154 270 323 224 106 162 146 330 331 220 139 167 143 
Deccan Ci rcle ... 200 208 131 83 74 77 209 200 150 89 70 91 215 223 183 111 83 117 
Konkan Circle - 246 225 173 115 108 104 246 225 19li 114 108 122 285 219 220 138 104 138 ... ... 
Presidency (without Sind) 24:5 221 166 100 95 102 236 221 179 95 96 112 273 236 197 116 104: 126 
Presidency (including Sind) 217 194 151 100 100 96 208 188 167 95 96 109 250 200 177 121 104 116 

TABLE No.8. 
Summary of Changes in Field, Ordinary and Skilled Labour-Rural Areas. By Divisions and Economic Circles. 

Northern Division ... ... 267 350 303 120 165 174 256 340 303 113 159 174 333 300 303 160 135 174 
Central Division ... 178 160 97 47 44 45 233 220 116 76 78 60 244 230 155 82 83 88 
Southern Division ... ... 178 158 146 56 63 64 167 150 138 50 58 59 233 175 173 88 74 82 
Sind ... ... ... ... 168 176 69 84 62 50 186 182 86 97 66 65 241 206 114 134: 79 90 
Gujarat Circle ... ... 267 389 345 120 175 174 256 389 345 113 175 174 356 34:4 331 173 150 166 
Deccan Cirole ... . .. 167 150 III 50 39 48 189 200 118 63 67 53 222 220 \57 

I 
81 78 80 

Konkan Circle ... . .. 227 223 140 100 100 129 236 200 137 106 86 127 236 200 174 106 86 162 
Presidenoy (excluding Sind) 211 220 180 75 78 95 222 250 183 81 94 98 267 250 207 106 9" 114 
Presidenoy (including Sind) 190 200 144 71 71 87 200 217 150 76 81 91 250 225 172 1 106 86 109 



372 ROYAL COMMISSION ON INDIAN CURRENCY AND FINANCE: 

TABLE No.9. 

Cost of living (Presidency) since 1900 and pre-war (Ju~y 1914). 

I.-March 1900=100. 

Articles. Number. March July March March 
1900. 1914. 1923. 1924. 

Foodgrain~ ... ... . .. ... 6 100 114 155 155 
Other articles of food ... ... 11 100 120 193 199 
Total food articles ... ... ... 17 100 116 167 169 
Fuel and lighting (kerosene) ... 1 100 100 171 166 
Clothing ... ... .. . ... 3 100 135 302 311 
General anrage ... ... ... 21 100 117 173 176 

TABLE No. 10. 

Cost of living (Presidency) since 1900 and pre-war (July 1914). 

2.-July 1914 (pre-war month) = 100. 

Articles. Number. JUly March March 
1914. 1923. 1924. 

Foodgrains ... ... ... .. . ... 6 100 136 136 
Other articles of food ... ... . .. . .. n 100 161 166 
Total food articles ... ... ... . .. 17 100 144 146 
Fuel and lighting (kero.ene) .. , ... 1 100 172 167 
Clothing ... ... ... ... ... 3 100 224 230 
General average ... ... ... ... .. . 21 100 149 151 

TABLE No. 11. 

Real wage, for Presidency including Sind-Urban areas. 

March 
1925. 

166 
198 
177 
172 
281 
181 

March 
1925. 

145 
165 
152 
172 
208 
155 

Cost of 
INDEX NUMBERS OF NOMINAL INDEX NUMBERS OF REAL 

WAGES. WAGES. 
Years. Living 

Index 
Nos. Field I Ordinary I Skilled Field I Ordinary I Skilled 

Labour. Labour. Labour. Labour. Labour. Labour. 

(1900=100) 

1914 ... ... 117 167 147 133 143 126 114 
1921 .. , ... 195 283 271 230 145 139 118 
1922 ... .. , 200 300 282 249 150 141 125 
1923 ... . .. 173 317 294 251 183 170 145 
1924 176 308 288 267 175 Hi4 , 152 ... ... 

i 1925 ... ... 181 350 300 277 193 166 153 , 
I 

(1914=100) 

1921 ... .. , 167 170 184 174 102 110 104 
1922 ... ... 172 180 192 188 105 112 109 
1923 ... ... 149 190 200 189 128 134 127 
1924 .. , ... 151 185 196 202 12a 130 134 
1925 ... ... 155 210 204 209 135 132 135 
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TABLE No. 12. 

Rtal wages for Presidency including Sind -Rural areas. 

Cost of 
INDEX NUMBERS OJ!' NOMINAL INDEX NUMBERS OJ!' REAL 

WAGES. WAGES. 
Years. Living 

Index 
Nos. Fi8ld Ordinary I Skilled Field I Ordinary I Skilled 

I Labour. Labour. Labour. Labour. Labour. Labour. 

(1900=100) 

19L4- ... .. , 117 180 183 133 154 156 114 
1921 ... ... 195 270 258 217 138 • 132 111 
1922 ... .., 200 290 283 233 145 142 117 
1923 '" ... 173 290 300 244 168 173 141 
1924 ... ... ]76 300 317 250 170 180 142 
1925 ... ... 181 350 325 272 193 180 150 

(1914=100) 

1921 ... ... 167 150 141 163 90 84 98 
1922 ... ... 112- 161 155 175 94 90- 102 
1923 ... ... 149 161 164 183 108 110 123 
1924 ... . .. 151 167 173 188 III 115 125 
1925 ... ... 155 194 171 20J: 125 114 132 

• Corrected. 

APPENDIX 50. 
Letter from the Secretary, Chamber of Commerce, Madras, to the Joint 

Secretaries to the Royal Commission on Indian Currency and Finance, 
dated 1st December, 1925. 
I am directed to submit the views of the Committee of this Chamber on the 

preliminary questionnaire. 

56596 

Q. I.-Is the time ripe for a solution of problems of Indian Currency 
and Exchange by measures for stabilisation of the rupee or otherwise 1 

What is the comparative importance of stability in internal prices 
and in foreign exchanges 1 

What are the effects of a rising and falling rupee and of a stability 
of high or low rupee on trade and mdustry including agriculture and on 
national finance 1 

A. I.-In view of the return of the United Kingdom and some of the 
principal European Nations to a Gold Standard this Chamber is of opinion 
that the time is ripe for an attempt to be made to stabilise the rupee. 

Stability in internal prices is of the utmost importance, but my Com­
mittee cannot measure the comparative value of stability in internal prices 
as against stability in foreign exchanges. The one would appear to be 
largely dependent on the other as a sta1:>le exchange would tend, in a large 
measure, to control internal price fluctuations. 

Q. 2.-In relation to what standard and at what rate should the 
ru~ be stabilised, if at all 1 

When should any deci&ion as to stabilisation take effect 1 
A. 2.-In the opinion of my Committee the standard to be adopted 

should be the gold exchange standard which was in force before the war. 
My Committee are not prepared to name a rate at which the rupee should 
be stabilised as it considers that the rate most suitable to the needs of the 
country can only be decided upon when all evidence bearing on the 
questi<?n . has bOOn submitted and considered by the Members of the 
CommISSIon. 

Any decision in favour of stabilisation should take efi'ect as early 
as possible. 

Q. 3.-If the rate selected differs materially from the present rate 
how should transition be achieved 1 

A. 3.-My Committee consider that the transition will achieve itself 
without any serious disorganisation if the rate selected is one that 

2A3 .. 
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Government can fully maintain. The ease. or difficulty in achieving the 
transition. will depend, in a great measure, on the degree of confidence 
which the public held in Government's power to maintain the adopted 
rate. 

Q. 4.-What measures should be adopted to maintain the rupee at 
the rate selected 1 

Should the Gold Exchange Standard system in force before the war 
be continued and with what modifications, If any 1 

What should be the composition, size, locatIOn and employment of a 
G~ld Standard Reserve 1 

A. 4.-My Committee presume that the rate to be fixed will depend 
on the measures Government have at their disposal to maintain that rate. 
It is further assumed that the Gold Standard Reserve will be maintained 
and used to prevent heavy fluctuations in exchange and the composition 
and size of the Reserve will again depend, in a large measure, on the 
rate selected. 

My Committee are of opinion that the Gold Standard Reserve should 
be in easily realisable short dated securities and Gold maintained in 
London. 

Q. 5.-Who should be charged with the control of the note issue and 
on what principles should control or management be transferred to the 
Imperial Bank of India, and if so, what should be the general terms of 
the transfer 1 

What provisions should be made as to the backing of the note issue 1 
What should be the facilities for the encashment of notes 1 
What should be the policy as to the issue of notes of small values 1 
A. 5.-My Committee are not prepared to express an opinion on this 

item of the questionnaire. 
Q. 6.-What should be the policy as to the minting of gold in India 

and the use of gold as currency 1 
Should the obligation be undertaken to give gold for rupees 1 
A. 6.-My Committee would not advocate any departure at present 

from the pre-war arrangement in regard to the exchange of gold for 
rupees and are not in favour of the minting of gold jn IndIa. 

Q. 7.-By what method should the remittance operations of the 
Government of India be conducted 1 

Should they be managed by the Imperial Bank? 
A. 7.-My Committee do not propose to express an opinion on this 

item of the questionnaire but presume that the remittance operations of 
the Government of India will continue to be OOIltrolled, as in the past, by 
the Finance Member to Government. 

Q. B.-Are any, and, if so, what measures desirable to secure greater 
elasticity in meeting seasonal demands for currency 1 

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

A. B.-In the opinion of my Committee the present facilities appear 
to be sufficient but consideration might be given to the widening of the 
field of securities against which the issue of currency can be made to meet 
seasonal demands. 

Q. 9.-Should any change be made in existing methods for the 
purchase of silver 1 

A. 9.-My Committee see no reason to alter the existing methods for 
the purchase of silver. 

I am further directed to state that the Madras Chamber do not J?ropose to 
Lender oral evidence before the Commission through a representative WItness and 
so far as can be ascertained no Member of the Chamber desired to appear before 
the Commission in his individual capacity. 

Briefly stated the views of the Chamber are that stability in exchange is of 
vital importance to all agricultural, industrial and trading interests throughout 
the country .and my Committee consider that no violence will be done to any 
particular interest whether the rate is fixed at 1s. 4d., 1s. 6d., or at any point 
between these two figures provided Government have it in their power to main­
tain the Exchange value of the rupee at the level decided upon. 
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APPENDIX 51. 

Letter fro~ the Secretary, Burma Indian Chamber of Commerce, Rangoon, to 
the Jomt Secretaries, Royal Commission on Indian Currency and Finance, 
No. G. L. 176-25, dated the 23rd December, 1925. 
I am d.irected by the Committee of this Chamber to submit hereby their views 

0-!l the. I~dlan Currency and Exchange policy for the consideration of the Royal 
CommissIOn. 

2. The terms of reference to the Commission are :-" To examine and report 
on the Indian Exchange and Currency system and practice; to consider whether 
any modifications are desirable in the mterests of India; and to make recom­
mendations. " 

. 3. It is gratifying that the terms of reference are kept as wide as could be 
(lesired and are not needlessly confined to an examination of a particular system 
just as those to the Babington Smith Committee were confined only to an 
examination of the Gold Exchange Standard. The Commission have thus been 
]eft full discretion to recommend any measures which they consider most desirable 
and suitable in the interests 0/ India. My Committee attach special importance 
and significance to the words" in the interests 0/ India 0' included in the terms of 
reference because they believe that rightly or wrongly there is an impression in 
the Indian public mind that interests other than Indian have been given undue 
importance in determining and pursuing the currency and Exchange policy in 
this country up till now. 

4. My Committee will now proceed to deal with the various questioJlls 
contained m your memorandum:-

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

(b) What is the comparative importance of stability in internal prices and 
in foreign exchanges 1 

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

Answer :-(a) My Committee are of opinion that time is not only ripe for 
an enguiry into the Indian Currency and Exchange policy with a view to revise 
the ill-conceived legislation of 1920, which altered the legal ratiO! of the rupee 
from Is. 4d. to 2s. in accordance with the recommendation of the majority of the 
Babington Smith Committee but that such an enquiry has been delayed too long. 
It will be remembered that the most significant factor which influenced the findings 
of the Babington Smith Committee was the unprecedentedly high price of silver, 
as a result 01 which the Committee presumed that the price of silver was likely 
to remain very high for a long time and that it would not in any case fall below 
$1 per ounce for many years to come. In order, therefore, to give the Rupee a 
sufficiently high exchange value which would place the meltmg point of the 
Rupee higher than that of the U.S.A. silver dollar in relation to the price of 
silver, the Committee recommended the 2s. ratio, which they have tried in vain 
to justify in paragraph 43 of their Report. When, however, the price of silver 
began to fall contrary to the predictions of the majority of the Babington Smith 
Committee, the rupee exchange ought to have been put down pari passu with the 
same promptitude with which the rate was put up when the price of silver began 
to rise in September, 1917. But this the authorities would not do in spite of 
strong representations and protests of the Indian commercial community and the 
in-operative yet. injurious 2s. rati? has been allowed to continue on ~he Statute 
Book with the result that the IndIan Currency system has been deprived of the 
automatic working which was its characteristic feature before the war: An 
enquiry into the Indian Currency and Exchange System was put off up tIll now 
on varIOus pretexts, chief ~ong which were the unsettled politi~l conditions 
in Europe, the state of prices throughc;>ut the world, the ~certamty as to ~he 
price in terms of gold, and the uncertamty as to the. r.elatlOn between .t~e price 
of one commodity and another. Under these conditIons the auth?rItIes co~­
sidered the stabilisation of exchange premature although Indian publIc 
opinion thought otherwise. But with the return of England, the Dominions and 
a number of European countries to the gold standard my Committee are of 
opinion that time is now more than ripe to put the Indian Currency and 
Exchange System on a so~nd and st~ble basis. . .. . . 

(b) While my ComI~llttee are alIve to the Importance of.s~abIhty m mter~al 
prices as well as in forel~ exchanges, they are firmly of opmIon that the mam­
tenance of the former by Currency manipulations is open to serious objections. 

66696 2 A i 
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The fact that the authorities here have so far attached greater importance to 
the stability of inte~nal prices than to the. stability of exchange had brought 
about grave dIslocatIon of trade. The mamtenance of a stable price level in 
the country: irrespective of fluctuations in world prices a,s a national policy is 
to be greatly deprecated. Because such a 'policy naturally results in exchange 
being moved up and down every few years Just to maintain the country's Index 
number constant. The goal should 00 to see that the prices of various commo­
dities in the country are not maintained at a higher level than is justified by 
the prices of similar commodities in other countrIes. My Committee therefore 
believe that prices in India should generally follow the movement of world prices 
and in bheir opinion the best means to secure this is to place Indian Currency 
on a genuine Gold Standard. 

(c) The question being merely an academic one, my Committee do not 
propose to discuss such effects. They may, however, be permitted to point out 
that whatever may be the implication of this question, they cannot agree that 
the consideration of such effects is under any circumstances a justification for 
tampering 'with the standard of value of a country. They agree that the oost of 
Government remittances would be lightened by means of a high exchange but 
such an incidental and subsidiary advantage should be strictly subordinated to 
the more vital interests concerned. The balancing of bUdgets by such devices 
is economically unsound and my Committee would prefer direct taxation to such 
an indirect and imperceptible burden on the taxpayer. 

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

(b) When should any decision as to stabilisation take effect't 
A nswer.-(a) In dealing with this question, it is necessary to refer briefly 

to the system of currency in force befoil'e the war in this country. Before the 
war the currency system: was based on what the Chamberlain Commission 
described as the Gold Exchange Standard. According to them, it was, in fact, 
a gold standard supported by gold in reserve with internal· circulation mainly 
of rupees and notes. In their opinion it was a part of the system that the 
rupee should not be allowed to go over Is. 4d. and that it was not possible for 
the Government of India to manipulate the ourrency for their own ends. The 
experience has, however, proved tliat, while the Gold Exchange Standard System 
functioned satisfactorily before the war, it utterly broke down during and after 
the war and also that it was capable of being manipulated by the authorities in 
charge of the system. My Committee, there/ore, advocate the establishment 0/ a 
Gold Standard with a gold currency which has been the goal of this country since 
1893, when the Silver Standard was given up and Indian mints were closed to a 
free coinage of silver. Even the Fowler Committee of 1898 looked forward to 
" the effective establishment in India of a Gold Standard and Currency based on 
the principles of free inflow and outflow of Gold." Moreover, the balance of 
trade being normally in favour of India, the introduction and maintenance of a 
gold standard, my Committee .consider easy of achievement, and beg to suggest 
the following measures to achieve this:-

(1) The basis of the currency system of the country should be declared to 
to be the Gold Standard. 

(2) The unit should be defined as the Gold rupee containing 7 53344 grains 
of gold. The relation of the rupee to gold will then be Rs. 15 to the 
BrItish sovereign. 

(3) Sovereign or the Gold Mohur of 1918 which was of the same weight, 
fineness and dimensions as the former should be tile standard gold 
coin and should be minted in India. 

(4) The coinage of fresh rupees should be entirely discontinued, but the 
rupees in circulation at present should be allowed to continue as 
full legal tender pendmg consideration of the question of 
demonetisation of the rupee at a future date. 

(5) For the present, currency notes should be convertible either in gold 
or silver at the option of Government. 

(b) Answer to this question will be found in my Committee's reply to 
Question 3. 

Question 3.-If the rate selected differs materially from the present rate, 
how should transition be achieved 1 

Answer.-
5. My Committee have advocated the establishment of the Gold Standard 

uuder which the rupee is proposed to be the unit and to contain 753344 grains of 
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gold, ~.e., Rs. 15 to a Sovereign, or Is. 4d. to a rupee. As this rate differs 
materIally from the present rate my Committee are of opinion that any decision 
should not tak~ efiec~ from any given date. They suggest that Government 
should declare Its poh~ to be a return to Rs. 15 to a Sovereign and they believe 
that the effect of sueli a decla~ation will be an immediate fall in exchange. 
9-overnment should announce, With every such fall, that they would give rupees 
m exchange for go~d at the then :prevailing market rate. When the market 
rate reaches approximately Is. 4d., 't.e., Rs. 15 to a Sovereign, the latter should 
be made Statutory rate. 

Q. 4.-(a) What measures should be adopted to maintain the rupee at the 
rate selected! 1 

(b). Should the Gold Exchange Standard System in force before the war 
be contmued and with what modifications, if any 1 

(c) What should be the composition, size, location and employment of a Gold 
Standard Reserve 1 

A. -(a) As for the measures, my Committee beg to suggest that (1) 
local currency should be made freely available against tender of gold at the rate 
of Rs. 15 to a Sovereign or Mohur. (2) Drawings by the Secretary of State by 
sale of Council Bills should be abandoned. (3) Home remittances of Govern­
ment should be made exclusively by purchases in India. (4) Government should 
definitely abandon the policy of buying in excess of their budgetted requirements. 
(5) The sale of Reverse Councils to prevent exchange from falling below the 
gold export point must be given up and (6) the authorities should undertake to 
give gold for purposes of export at the mmt par in such minimum quantities as 
they may determine. 

~l'e Gold Exchange Standard should be definitely given up in favour of a 
genuine Gold Standard. 

(c). 
6. Gold Standard Reserve should be composed entirely of gold coin and gold 

bullion or at least a major portion thereof and the sterling securities, which are 
now a part of the Reserve should be liquidated as early as possible and converted 
into gold. 

7. My Committee further suggest that the gold portion of the Paper 
Currency Reserve should consist as at present partly of gold and partly of 
sterling securities, the latter being held in London to facilitate transfer of 
Government account in times when the exchange position is weak. 

S. The Gold Standard Reserve and the gold portion of the Paper Currency 
Reserve should be amalgamated so as to form the gold backing to the note issue. 
The Reserve thus constituted being primarily a currency reserve it should be 
located entirely in India excepting the sterling securities of the Paper Currency 
Reserve and the small amount of such securitIes which may form a part of the 
Gold Standard Reserve. 

9. When the Gold Standard and the Paper Currency Reserves are amalga­
mated and the gold portion of the Paper Currency Reserve is revalued on a basis 
of Rs. 15 to the Sovereign, the created securities in the Paper Currency Reserve 
will be wiped out and tliere will be a surplus in the Reserve in excess of the note 
issue. Tliis surplus should be utilised for the redemption of silver rupees that 
may be tendered for conversion into gold. 

Q. 5.-(a) Who should be charged with the COIIltrol of the note issue 
and on what principles 1 Should control or management be transferred to the 
Imperial Bank of India, and if so, what should be the general terms of the 
transfer 1 

lb) What provisions should be made as to the backing of the note issue 1 
c) What should be the facilities for the encashment of notes 1 
ll) What should be the policy as to the issue of notes Olf small values 1 

A .-(a) My Committee are of opinion that the time is now ripe for 
handing over the management of the note issue to the Imperial Bank of India, 
which now enjoys the position of a Central Bank, under proper statutory 
restrictions and safeguards. 

(b) A reply to this will be found under my Committee's reply to 
Question 4 (c). 

(c) My Committee have already stated in their reply to Question 2 (a) that 
for the present notes should be convertible either in gold or silver at the option 
of Government. Facilities for the encashment of notes should be as adequate 
and extensive as possible. 
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(it) As far as my Committee are aware, there seems to be a ~eneral impres­
sion that the discontInuance of one rupee notes was a mistake. lhese notes had 
become very popular with the masses but on account of the high cost of printing 
the same, tliey- were discontinued as a result of the recommendation of the 
Retrenchment Committee. My Committee suggest that one rupee notes shoold be 
re-introduced as they feel that it would not be difficult for the authorities to 
reduce the cost of printing the same. In case of their re-introduction, my Com­
mittee suggest that the requirements of the masses should be more closely studied 
and should be the principal factor in determining the new form such notes should 
take. \ 

Q. 6.-WhatJ should be the policy as to the minting of gold in India and the 
use of gold as currency 1 

Should the obligation be undertaken tot give gold for rupees 1 
A .-As regards the minting of gold in India and the conversion of legal 

tender gold into legal tender silver and vice versa my Committee suggest 
that the recommendations contained in paras. 67 and 68 of the Babington Smith 
Committee's Report with necessary modifications should be given effect to. As 
for the use of gold currency, my Committee do not overlook the economic advan­
tage of keeping gold in r~serve against note issue. But looking to the fact that 
the confidence of the public in currency matters has shaken during the past few 
years, my Committee think it necessary that gold currency should be put in 
circulation as freely as the resources would permit. 

Q. 7.-By what method should the remittance operations of the Government 
of India be conducted 1 

Should they be managed by the Imperial Bank 1 
A .-My Committee are of opinion that the remittance operations of thc 

Government of India should be entrusted to the Imperial Bank of India and the 
Government should thus divest themselves of all this work which is really of a 
banking nature. 

In this connection, my Committee may be permitted to say that sterling 
purchases are at present being made only in Calcutta, Bombay and Karachi. 
Under this arrangement, Rangoon has to sell to Go:vernment in Calcutta or 
Bombay and pay -h per cent. to the Imp~rial Bank to draw proceeds. My Com­
mittee therefore suggest that such purchases should be made in Rangoon also. 

Q:. 8. Are any, and if so, what measures desirable to secure greater elasticity 
in meeting seasonal demands for currency 1 

Should any, and if so, what conditions be prescribed with regard to the issue 
of currency against hundies 1 

A .-While my Committee consider the existing arrangements for the 
issue of seasonal currency satisfactory, they are of opinion that in order to make 
the amount of such currency more elastic, it is preferable to fix the limit of such 
currency at a certain percentage (say 10 per cent.) of the total amount of the 
note issue then in existence instead of fixing such limit at a specified figure. 

Such currency should be made available in such a way as would prevent 
Lhe Bank Rate under normal conditions, from rising above 7 per cent. 

Q. 9 -Should any change be made in existing methods for the purchases 
of silver 1 

A .-As my Committee have suggested the discontinuance of any further 
coinage of silver, the question does not arise. In case, however, Government 
have to purchase silver for subsidiary coinage in the distant future my Com­
mittee would recommend that tenders should be invited in India in the currency 
of this country for delivery in India. 

Lastly, my Committee would earnestly request the Commission to consider 
whether Government should not encourage Indian indigenous banks by depositing 
a part of their balances with them witli a view to develop banking habit amoog 
the people. My Committee are of opinion that approved indigenous banks satis­
fying certain specific requirements as to the amount of capital and reserve, should 
enjoy this privilege on conditio~ ~at Gav~rnm~nt shall appoint a. di!ec1?r. of 
their own on the Board. If thIS IS done. It wIll go a great way III IllSPUIng 
public confidence in such banks, and developing indigenous banking. 

In conclusion, I am directed to say that my Commit~ee have said all they. had 
to say, in this memorandum. They therefore do not desue to supplement thIS by 
giving oral evident;:e. 
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APPENDIX 52. 

Statement of evidence submitted by the Karachi Chamber of Commerce. 

Q. 1.-(a) Is the time ripe for. ~ s~lution of problems of Indian Currency 
and Exchange by measures for stabIlIsatIOn of the rupee or otherwise 1 
. (b). What is the comparative importance of stability in "internal prices and 
10 foreIgn exchanges 1 

. (c) What are the effects of a rising and a falling rupee and of a stability of 
a hIgh or low. rupee on trade and industry including agrIculture and on natIOnal 
finance 1 

A .-(a) It would be better to wait and see the effects of a bad monsoon on 
exchange, but otherwise the time is probably as ripe as it is ever likely to be. 
The demand for a new Royal Currency' CommissiOlD arose in 1920-21 when the 
variations of the Rupee Exchange were 'Derg wide indeed. The demand has 
persisted since Exchange steadied, chiefly from those who want a lower basic 
rate of Exchange. Government had indicated the price of gold falling to British 
mint parity, as a test of the suitable time for further consideration <Yf India's 
problem. 

(b) The relations between internal price levels in India and its Foreign 
Exchange are so close that they cannot be considered apart. 

From the point of view of the mass of the population, internal price levels 
are the more important. 

(c) The products of India fall roughly into two classes, firstly, those that are 
directly and immediately affected by world price-levels, secondly, those not 
directly nor immediately so affected. 

Instances of the former would be cotton, wheat, rice ,food-grains generally 
and oil-seeds. Instances of the latter would be meat, fish, eggs, milk, butter, 
ghee and rent. 

Cotton-cloth and clothing generally in India would seem to occupy an inter­
mediate position, not so quiCKly affected as the first-class, yet directly affected, but 
with a " lag " either way, caused by special conditions in these trades. 

A rising rupee tends to make the cost of India's monopoly products higher 
to those countries which absorb them. Jute is a monopoly and goat skins nearly 
so to India. 

It may be said generally that the cultivator participates in the high prices 
obtained for raw products, so long as exports are not curtailed thereby, and 
benefits also by cheaper imports. 

The question of the owner cultivator, who must get more rupees for his 
produce at a Is. 4d. exchange, than at a Is. 6d. exchange value of the rupee, should 
not justify the Commission in deciding on the lower value, J.>rimarily because all 
prices have become adjusted to the higher value, and arbitrarIly to reduce the rupee 
to a Is. 4d. exchange value would create great hardship by increasing the cost of 
living by some 13 per cent. (not to mention very great confusion). 

Secondly, because this class of cultivator must benefit to some extent, if not 
to the full 13 per cent., by having to pay less for goods he purchases that have 
been imported; or, even if the articles be made in the country, by their being 
reduced in price to compete with similar imported goods, even if the present 
policy of industrial protection is extended. 

Thirdly, any great increase in price levels resulting from a Is. 4d. rupee 
would mean an mcrease in the cost of living, which would hit the mass of the 
people hard. The extra share of the good things of life thereby allocacted to 
" proprietors" of all sorts, i.e., capitalists, would be at the cost of the masses 
who have little or no capital. 

• And the general discontent and unrest resulting, strikes, the bitterness of 
subordinate officials, with who~ agriculturists have so much to do, and, above 
all, the increase in crime, which generally accompanies "hard times" everywhere. 
might easily, rather would probably, so affect agrarian and other capitalistic 
interests, as to make the position undesirable and life less pleasurable, than when 
prices were easier and the mass of people fairly contented. 

The national finance is also benefitted by railway and engineering plant for 
development purposes being obtained at less cost, and Government remittances 
made at less cost to the taxpayer, and rc exchange" after all is a resvlt, the rati-.> 
expressed in ru~ee ~erms 1;>ehyeen the productiv~ty of India, 1!lus. its reserves. 
against the comhmatlOn of Its mternal needs and Its external oblIgatIOns. 
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In conclusion~ it might be as we~l to repeat that in the course of his s eech 
~n the ;Budget EstImates f~r ~925-26.m the. Assembly, Sir Basil Blackett maae the 
followmg remarks on artIfiCIal mampulatIons:-

" I say, therefore, .that nei~her the .producer, nor the consumer, nor 
the taxpayer, has anythmg to gam by legIslative intervention to reduce the 
ra~ of exchange to Is. ~d. gold from its present level of Is. 6d. sterling, 
whlC.h for the moment IS practically the same as Is. 6d. gold. I would 
admIt at on~ that a sudden fall in exchange from Is. 6d. to Is. 4d. would 
put money mto the pockets of individuals in Bombay and elsewhere; it 
ifould al.so, no dpubt for t~e moment, enable the Bombay cotton mills to 
?harge hIgher :prIces for theIr produce at the expense of the consumer. But 
It would certamly not benefit the consumer, nor the wage-earner nor the 
producer generally, nor would the benefit to the millowner be m~re than 
an ephemeral one. The trut~ is that rapid.changes in the rate of exchange 
mar for t~e mome~t help thIS or th~t. sec~IOn of th~ community, and that 
arbItrary mterventIOn by the authorItIes, m order eIther to raise or lower 
the rate, alway~ need~ yery str0I?-~ justification. But what the country as 
a whole ~aD:ts IS stabIhty-.s~abIhty first and foremost in internal prIces, 
~nd next I~ Imp~rtance stabIhty of exchange-and after a certain interval 
It makes lIttle drfierence, either to the exporter or to the importer, either 
to the producer or ~. th~ consumer, .what the precise ~atio may be at which 
~xchange may stabIlIse Itself, prOVIded that It remams fixed at that ratio 
f?r a reasonable length of time. On the other hand, it is a considerable 
dIsadvantage tp the taxpayer in a country which has large payments to 
make abroad If the rate of exchange is deliberately and artificially 
depressed. It means that, among other things, the existing taxes and 
imposts provide a smaller amount of the external currency In which the 
external payments have to be made. In other words, more taxes have to 
be imposed, or the date of reduction of taxation has to be postponed. 
National causes connected with world movements of exchange and prices 
have recently tended to raise the exchange value of the rupee; why should 
the taxpayer be arbitrarily deprived of this advantage which has come to 
him from natural causes? Is it not far better to let natural causes 
continue to operate as the Government of India propose, and leave the final 
decision of the ratio to be determined by the Currency Committee, in the 
light of the further experience which a few more months will give us, 
when in addition to dealing with the wider questions which must come 
before them, the Committee can finally fix the ratio at whatever figure may 
be most truly in the interests, not of this or that section, not of the producer 
or the consumer, nor the taxpayer, considered in isolation, but in the best 
interests of India as a whole? " 

Full agreement is held with the views of Sir Basil Blackett as above­
expressed. 

Q. 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? 

.No-The present standard of rupee exchange is one reasonably and laboriously 
arrived at, expressing in rupee terms the current ratio between Indian pro­
duotivity, plus reserves, against the combination of its internal needs and its 
external obligations. 

India's productivity has been increased by a series of fairly good seasons and 
extended irrigation, and India's consum~tion moderate~ by economies w~ich the 
people and Government alike have practIsed perforce smce the commercIal and 
financial disasters of 1920-21. 

'Regarding the present standard of exchange.as one reasonably, labo~iously, 
and gradually arrived at by natural processes, It IS hard to see .how the rIse can 
be curbed at this stage, if on the one hand good seasons. prevaIl and the peop1e 
continue to restrict their expenditure on imports, cashmg only gradually the 
credits arising from the real genuine balance of trade in India's favour by bullion 
imports, unless Government continue their immediate policy of providing aU the 
rupees the public want at 1s. 6-h T.T. 

Though it has been alleged that Government have deliberately maI?-ipulated 
the rise to tliis level by starving the currency and so forcing the publIc to buy 
rupees with sterling at constantly rising rates, Government would have been even 
more liable to criticism, and to criticism better based, if they had pursued the 
alternative policy of inflation. 
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Government, in fact, by moderate over-purchases of sterling at suitable 
stages have moue rated and restricted the rise in exchange, which would seemingly, 
without such over-purchases, have got out of hand, and played havoc with internal 
prices, and caused heavy trouble in the inevitable reaction. Government's policy 
has, so far as policy could do so, had an effect of steadying Indian prices to the 
great benefit of the mass of the people. 

It is obvious that this policy should be maintained, and that any new 
standardisation of rate should be undertaken, if at all, only at or about the 
standard already existing. 

In no case should any violent dislocation of existing rates, calculated to upset 
internal prices, to breed mistrust and want of confidence, and leading to damaging 
reactions, as in 1920, be allowed consideration. 

Provided standardisation, if any, is thus handled and not, as in 1920, the 
exact moment of its adoption is of minor importance. 

g. 3.-If the rate selected differs materially from the present rate how should 
transition be achieved 1 

A .-There can be no means of making a transition from the current rate of 
exchange to one widely different without chaos. 

Q. 4.-(a) What measures should be adopted to maintain the rupee at the 
rate selected 1 

(b) Should the gold exchange standard system in force before the War be 
continued, and with what modifications, if any ~ 

(c) What should be the composition, SIze, location, and employment of a 
gold standard reserve 1 

A .-The free sales of councils and reserve councils as required, within the 
limits of Is. 5ild. and Is. 6t\-d. to the full extent of the trade demand either way. 

If Government could provide all the rupees required at Is. 6-hd. T. T. as 
currency, out of such purchases, after providing for its own requirements for any 
two years ahead at least, it ought to build up the gold standard reserve to 
£100,000,000 in London 

This course would involve the gradual extinction of Government securities 
in the Indian currency reserve, which are in effect merely I.O.U.'s in the till, and 
the substitution of sterling in London. 

Against that reserve Government ought to be under standing offer to sell 
sterling at the minimum rate agreed. 

This is essentially the gold standard system in force before the War, 
modified to meet current needs. 

The standing offer of sterling at all branches of the Imperial Bank, whicli 
ordinarily buy sterling (i.e., sell rupees for Government) is of great importance. 

Without such sterling offer, after the disasters of 1920, the public could never 
have real confidence in any scheme of stabilisation. It may be regarded as the 
Indian equivalent of the Bank of England's standing offer of gold for export at 
the mint rate to support sterling exchange. 

Q. 5.-(a) Who should be charged with the control of the note issue and on 
what principles 1 Should control or management be transferred to the Imperial 
Bank of India, and, if so, what should be the general terms of the transfer 1 

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

A .-There seems a general inclination towards handing over the management 
of the note issue to the Imperial Bank of India. 

To this there can be no reasonable objection on the necessary trained staff 
being transferred on equitable terms from the service of Government to that of 
the bank, provided always the bank acts solely as the agent of Government and 
Government itself retains the sole responsibility. 

There is a grave objection to the Imperial Bank acting at all as the issuing 
authority, except as the mere agent of the Government. 

This objection is not one against the bank itself, but arises rather from the 
habit and outlook of the peoples of India, especially outside the great ports. 

To the mass of the peoples of India the name of the Sirkar stands for all that 
is powerful, reassuring, and permanent. 

The popularity of the currency note issue has grown slowly but steadily 
because the notes are G01)ernment notes. The name" bank" ~eans little 0; 
nothing in the country at large; where it means most it spells distrust and 
suspicion and bitter memories of the bank failures of 1913, most of which were 
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indisputably due to faulty, even fraudulent management and dishonesty, while 
the exceptional cases of mere misfortune caused no less loss to depositors and 
shareholders. If currency notes ceased to be Government notes and became 
BANK NOTES their popularity would be destroyed, and the progress of the whole 
country towards saner financial practice set back for at least a generation. 

Corroboration of this opinion should be sought not from town-bred financiers, 
nor from professional economists, but from district officers in touch with the 
views and common prejudices of the masses concerned. 

Further, under the gold exchange standard system suggested in Answer 4 the 
respo:p.sibility for its maintenance would depend on Government, while silver and 
notes would remain a managed token currency for internal use. The monopoly of 
the issue of such currency, being an integral part of the scheme, would necessarily 
remain with Government. 

The backing of the note issue should be in silver held in India, where it is 
required, to as large an extent as possible, allowing for the sterling in London 
that has also to be held. There should be no more ad hoc Government securities 
in India. . 

It is plain that this currency reserve in London could only be drawn on 
against the surrender of currency in India at the minimum rate, so that the 
balance would be struck automatically. 

So also would it be if in times of stress Government had to utilise any part of 
it tempO'l'arily to· buy silver for coinage to issue at 18 6-hd. T.T. 

The current arrangements for cashing notes in silver seem quite satisfactory, 
especially as silver is less popular than it used to be. 

The question as to whether small currency should be stamped on silver or 
printed on paper is chiefly one of the cost. Small notes are convenient and 
popular. 

Q. 6-(a.) What should be the policy as to the minting of gold in India and the 
use of gold as currency 1 

(b) Should the obligation be undertaken to give gold for rupees 1 
A .-There is no more vexed questioo than that concerning the minting and 

use of gold for currency in India. 
Some take a sentimental stand, and demand Indian gold currency as an 

outward and visible sign of India's growing wealth and standing amongst the 
nations of the earth. Others demand gold as the one means of turning the 
currency from a managed one, to an automatic one, and affect to believe that an 
automatic gold currency would stand impregnable against all vicissitudes and 
changes, and would solve all problems. 

Some advocate gold as the sole means of reducing the rupee from the current 
basis to 18. 4d. These last are chiefly employers of labour, who, worsted by their 
workpeople after a long conflict in their efforts to reduce rupee wages, now seek 
to win a more subtle victory by reducing effectively the buying power of the rupees 
they payout perforce. 

Among these last there are some who suggest that the silver contents of the 
rupee should also be reduced to 50 per cent., lest any rise in the price of silver 
should again menace their 18. 4d. ideal. 

The danger of such a course hardly needs explaining. 
The rupee is the historic coin of India, and is closely interwoven with the 

traditions of centuries. 
India is essentially a conservative country. 
A Government that debased the rupee would forfeit the confidence of the mass 

of the people. 
But, indeed, these last may be held to acknowledge that the real objection to 

the use of gold as currency is the vast number of silver rupees in the hands of the 
people, in circulation, in the banks and treasuries, and in hoard. 

The last at least are incomputable . 
. The ad.dition of gold to the currency w~uld obviously inflate the currency, 

raIse the prIce-levels, and reduce the purchasmg power of the rupee. Even if the 
gold, as hitherto, passed into hoard (and here it may be remarked that of the gold 
mohurs minted by Government in 1918 none are extant, though they were stamped 
15 rupe~s, and as such would be still legal tender to Government at least, while 
now theIr gold content is worth only Rs. 13-4-6) it would be largely in substitution 
for silver rupees already in hoard, so that the inflation of currency would be 
appreciable. 
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Gresham's law is as evident an economic fact as it always was. The rupee, 
with an intrinsic worth of 1s. against a purchasing power of 33 to 50 per cent. 
higher, must always drive out of circulation any coinage of similar purchasing 
power, but of higher intrinsic value. . 

Bimetallism cannot work. 
The automatic gold currency system, for all its supposed" impregnability," 

broke down practically in every country in the world under the stress of the Great 
War, except in the U.S.A., which profited by the War. Even in Japan, in spite 
of her War profits, the yen collapsea.after the 1923 earthquake. If India could 
afford the cost of replacmg all rupees by gold the necessary amount of gold is not 
obtainable, and partial replacement is not practicable, owing to _the action of 
Gresham's law. Nor is it conceivable that the Government of India itself, the 
greatest of all employers, should link itself with private employers in a subtle 
conspiracy io reduce all effective wages. 

There should be no obligation on Government to give out gold in change for 
rupees, but only sterling at the minimum rate as indicated in Answer 4. 

Q. 7.-(a) By what method should the remittance operations of the Govern­
ment of India be conducted 1 

(b) Should they be managed by the Imperial Bank 1 
A .-(a and b) The present methods of Government's buying sterling remit­

tances are working excellently. In between the suggested standardisation limits 
of 1s. 6-i\-d.-1s. Mid. Government could, as at present, suit itself as to what remit­
tances it made for its sterling requirements in LonGon, as also, perhaps, for 
increasing and building up the gold standard reserve in London, except that at 
the Maximum of 1s. 6-i\-d., it must issue all the rupees required by the public. 

Good management would be required, but there is no reason to doubt the 
ability of Government to continue its present good management. 

Q. 8.-(a) Are any, and if so what, measures desirable to secure greater 
elasticity in meeting seasonal demands for currency 1 

(b) Should any, and if so what, conditions be prescribed with regard to the 
issue of currency against hundies 1 

A. (a and b) The present amended currency expansion arrangements are 
working satisfactorily for increasing the amount of currency during the export 
season, viz. ;-

(1) Loans to the Imperial Bank from the currency department against 
Inland bills. 

(2) The issue of currency against sterling securities under the Paper 
Currency Act. 

Both methods come under the heading of inflation, and since practicany all 
Treasury balances are now kept with the Imperial Bank, and their sum total is 
known, they appear very small as against the heavy superstructure of credit in 
India. 

The working of scheme No.2 has resulted in Governmment getting heavily 
overbought in sterling on a basis of 1s .. 6d., which will be increased each successive 
good export seasolll, unless the additional currency created thereby in the busy 
seasons comes back automatically in the slack seasons by Government supporting 
exchange down to the suggested minimum of T. T. 1s. 5Hd. as money rates ease 
and exchange falls. 

As regards scheme No.1 no hundies save those as at present put in by the 
Imperial Bank should be accepted. 

Q. 9. Should any change be made in existing methods for the purchase of 
silver 1 

A .-Yes; Government should be allowed to purchase it in the cheapest market, 
which may at times be Bombay itself. 
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Letter from the Honorary Secretitry, The Karachi Indian Merchants' 
Association, Karachi, to the Joint Secretaries to the Royal Commission on 
Indian Currency and Finance, dated the 16th December, 1925. 
In accordance with the letter of the Assistant Commissioner in Sind, asking 

the Association to communicate their views direct to you, I am directed by my 
Association to state as follows :-

T1.lJl'ning to the terms of reference shown in the accompaniment of the said 
resolu\ion, it is submitted that as a matter of fact there was no well-thought-out 
system, and the present system (which even according to Chamberlain Commission, 
was), is what is known as gold exchange standard system. This gold exchange 
system should be given up and effective Gold Standard system with a Gold 
Currency in circulation, be adopted; and that for the prosperity of the country, 
the sooner this system is abolished, the better, for (a) being unscientific in con­
ception and harmful in practice, it has resulted in economic inefficiency; (b) it is 
so very liable to manipulation and has facilitated currency manipulations result­
ing in disastrous consequences, and (c) it is nearly thirty years since the Fowler 
Committee recommended the adoption of gold standard with gold currency 
and that too decided to give up silver standard. But that those recommenda­
tions were disregarded by the Government of India and the unjustifiable policy 
of manipulating currency in their own interest and perhaps in the interests of 
J ... ondon bankers who are against any gold coming into this country, and by 
whom the world's central gold market is controlled, was continued. As a result 
thereof, the gold needed for India had to be tendered to London Bankers and 
enormous quantities of the token rupee were issued against the sterling tendered 
in London to the Secretary of State in spite of repeated protests. In response 
to agitation for gold standard, the Commission, known as Chamberlain 
Commission, was appointed, which, to the dismay of the country, upset 
the purposes of the Fowler Committee's recommendations and alleged that the 
gold standard had already been secured without the gold currency. This attempt, 
in fact, was responsible for several errors committed since then. . 

Proposed modiftcations.-To avoid manipulation, as far as possible, the first 
and foremost modification proposed by my Association is the adoption of gold 
standard with gold currency In circulation, so that the people of the country 
may. know what tlieir real standard is. To achieve this object the mint should 
be open to coinage of gold and the sovereign, which is the gold mohur of 1918, be 
allowed to continue as the legal tender in India; and that in order that this gold 
standard may be more effective, (i) no further rupees should be coined; and (it') 
any gold tendered by bankers for local currency be coined into mohurs and kept 
in Paper Currency Reserve for circulation. 

My Association are of opinion that the gold mohur should have a fixed ratio 
with the rupee, i.e., 1: 15, to avoid the past contracts made in terms of rupees 
being vitiated. 

In view of a very large circulation of rupees and considering the earnings 
and disbursements of the masses in this country, my Association would suggest 
that the present rupee should be allowed to remain as unlimited legal tender for 
about 10 (ten) years. 

The next point on which my Association would like to lay stress is that nG 
Currency should be issued in future against anything but gold. Sales of CounciJ 
Bills should be restricted to the needs of the Secretary of State. 

In the opinion of the Association the control of currency and notes issue 
should be transferred to the Imperial Bank of India and the remittance should 
also be operated upon through the said bank and its duties in this regard should 
be clearly laid down by law and it should not be allowed to do any foreign 
exchange business in its own account. My Association would, however, urge 
that the Finance Department should divest itself of all this work which is 
essentially of a banking nature, it merely fixing dates and amounts in the Budget 
Estimates for the year. In fact, under these conditions the Secretary of State 
will have no reserve with him and any balance left over with him should be 
deposited with the Imperial Bank of India in London. In cases of emergency 
necessitating ready funds over this balance, commitments could either be post­
poned or fulfilled by aid of short-time-borrowings. 

Touching upon the questions suggested in your Memoranda it is submitted 
that in the opinion of my Associaton the time for currency reform is ripe these 
two years-nay even more ripe for reversion to gold standard in India than any 
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of. the do~i~ions, for many countries have now reverted to the gold standard, 
whIle IndIa IS the one country whose balance of trade has given it command of 

very large amounts of gold, lacks behind. 
A:s ~eg~rd~ th~ stabil.ity in internal p'rices and in foreign exchange, my 

~SsocI~tlOn s VIew IS th~t It can be best achIeved by effective gold stand'ard as it 
ImmedIately makes I~dIan exchange stable with other gold standard countries, 
so that. the consumer I!l this country may not suffer in comparison with the con­
sumer m other countrIes. 

Regarding the first question, viz., effects of a rising and falling rupee, etc., 
my Association's reply is that there is.no question of stabilising the rupee. The 
effects of fixed appreciation and depreciation of a rupee, to say the least, are 
morally harmful to the welfare of the country. ~ll my Association desire is 
gold standard. 

As regards methods of transition from the existing, my Association would 
leav(' the matter to experts. 

As for the com~ition, size, location and employment of our Paper Currency 
Reserve! my ASSOCIation propose that (a) it should be composed very largely of 
gold .c<?m ~hough. a portion. ~hereof may c~:msist <?f securities: the gold part 
remammg m IndIa to be utIhzed to foster mdustrial expansion of this country, 
as far as necessary, while the securities in England. 

As for gold reserve, a part of it may be transferred to the Paper Currency 
Rese~ve, with a vie,:w to facilitate the establishment of an effective gold standard. 
The mterest accrumg on paper currency to be regarded as revenue earnings and 
the interest on gold standard reserve should be added to the revenue itself. 

As regards the <Iuestion of seasonal demands for currency my Association 
would suggest that tlie total of such currency to be issued should be 10 per cent. 
of the then existing note issue with due conSIderation of the bank rate. 

With regard to the remaining questions, the views of my Association have 
already been mdicated in the earlier part of the Statement. 

APPENDIX 54. 

statement 01 evidence submitted by Mr. S. N. Pochkhanawala, The Central 
Bank 01 India, Limited, Bombay. 

England has returned to gold standard and has stabilized its currency, and 
the results of the past few months have shown that the 'step taken was m the 
right direction. The Government should have taken the question of stabilization 
of the rupee long before, as most of the leading countries of the world have now 
reverted to the gold standard and there is no reason why India should be left 
behind. The heavy fluctuation in exchange rates in India in the last few years 
has given a death-blow to some of the industries of the country and the Govern­
ment manipulation in exchange, even to steady the rates, is hardly desirable in the 
interest of the country. India is known to be an agricultural country, but since 
the war a great many industries have been started in which its own people have 
invested crores of rupees with the idea of increasing the wealth of the country 
by industrial process and thus utilizing the raw produce for the greater benefit 
of the country. It is desirable that there should be some stability in internal 
prices and in foreign exchanges, as the recent fluctuations have not only affected 
adversely the trade conditions, but, in some instances, valuable and most promis­
ing industries have ~u}ier~d considerably and it i~ high ti:r~e t~at some ~~utio~ 
is found for the stabIlIzatIon of the rupee. The rIght solutIon, m my opmlOn, IS 
to establish a real gold standard system with gold currency in circulation. 

The system of .. managed currency and exchange " deprives the country of 
the advantages of natural and automatic adjustments which a currency and 
exchange based on a gold standard pure and simple has, viz., the inflow and the 
outflow of gold having its instantaneous effect on the level of internal prices and 
thus bringing about the stabilization without the help of any external force. 

As to the question of gold currency, the sovereigns or gold mohurs should be 
minted in India, as it is done in the Dominions. 

Provision should be made for the coinage of gold tendered by banks for local 
currency. All further coinage of rupee should be entirely discontinued and new 
coinage should be confined to gold only. The present rupee currency should 
continue to be legal tender till such time as the gold standard works effectively. 
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In view of the hoarding habits of the people. it is natural that it should take 
some time before the gold standard and the gold currency are regula.rly and 
effectively established in the country, but there IS no reason why a detinite policy 
should not be adopted by the Government on these lines. 

The control and management of note issue should be handed over to the 
Imperial Bank. The backing should be in gold so far as possible and the en cash­
lllent facilIties of notes into gold or silver should be left on the option of the 
Government, so as to protect the reserve of gold against any undue raid by the 
public. 

The rupee exchange should not be stabilized at a higher level than in the 
pre-wa'r days, nor can the rupee exchange be fixed at a lower rate than the pre­
war rates of the rupee exchange without affecting adversely the import and the 
export trade of the country as well as the national industries and the national 
finances. The best way is to fix the rate of rupee exchange at the pre-war level of 
Is. 4d., and the rupee should be fixed in terms of gold at the pre-war rate, i.e., 
Rs. 15 to the gold sovereign, pending the adoption of a full-fledged gold 
standard, i.e., a gold standard and a gold currency. 

The sale of Council Bills should be restricted to the actual needs of the 
Secretary of State for the year. 

To secure greater elasticity in meeting seasonal demands for currency the 
Imperial Bank should encourage the rediscounting system among banks, and the 
following conditions be prescrIbed with regard to the issue of currency against 
hundies :-

4 crores at 6 per cent. 
5 crores at 7 per cent. 

10 crores at 8 per cent. 
The amount should be about 10 per cent. of the existing note issue. 

As there will be no more coinage of rupee required, there will be no need to 
purchase any more silver for many years to come. 

APPENDIX 55 

Statement of evidence submitted,by S,ir DINSHAW E. WACHA, of Bombay. 

Q. I.-Is the time ripe for a solution of problems of Indian Currency and 
Exchange by means of measures of stabilisation of the Rupee or otherWIse '! 

A .-1 believe the time is fairly ripe at present for a solution on right 
lines and on an enduring basis the tangled problems of Indian Currency and 
Exchange which are the subjects of a prolonged and animated controversy. It 
is generally recogmsed that the IndIan Exchange System, in vogue durIng the 
years immediately preceding the Great War, was in reality one of sterling rather 
than gold exchange standard. It is also admitted by business men of long 
experience that the Indian Currency System is not sufficiently automatic as it 
should be. It is owing, perhaps, to the overpowering influence exerted by the 
India Office. It was greatly marked during that disturbed period when what is 
known as the system of " Reverse Councils" was most in evidence. The appoint­
ment of the Currency Commission, therefore, is generally welcomed, a8 it is hoped 
that independent and exhaustive investigation, with an o]?en mind, will lead 
to the eventual establishment of a scheme which shall stabIlise the Rupee on a 
sound basis and make the Currency itself perfectly automatic. 

Q. 1. (a)-What is the comparative importance of stability in internal prices 
and foreign exchanges 1 . 

A .-It is noWi generally recognised by the highest financial authorities of 
the West that international exchange b"1'eatly depends on the stability of world 
prices. Stable world prices in their turn influence internal prices. These, in 
their turn, affect foreign exchanges. Thus, the three factors are interdependent. 
They act and react on each other. If world prices can be expected to remain 
comparatively stable, a stable exchange means stable internal prices. If not, 
India requires above all stable internal prices. 

Q. 1. (b)-What are the effects of a rising or falling Rupee and of stability 
of high or low R.upee on trade and industry including agriculture and national 
finance 1 

A .-The effect of a rise or fall of the Rupee is, in my opinion, temporary 
only. Prices naturally adjust themselves sooner or later unless greatly diRturbed 
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by abn~rm~l or unseen factors, or by the action of " corners" which are unnatural 
and mIschIevous. But in the interval, that IS, withm the intervenmg period 
when adjustment is proceeding in its natural course, some must gain and some 
must lose. At one time the importer may be a gainer j at another time the 
exP,Orter! and vice versa. That IS inevitable. Moreover, it should be remem­
bered that in this age of refined trade and industrial organisation and surer 
system of conservmg national finance, there IS the advice, technically known as 
:' hedging" whereby the risks attendant on a rise or a fall are minimised to no 
mconsiderable extent. The effects. however, for the time being are, it may be 
repeated, temporary. They are in no way everlasting. Otherwise, trades and 
industries, agriculture and national finanoo, would be paralysed to an appalling 
and intolerable degree. But there never has been a permanent paralysis, which. 
therefore, is conclusiv~ proof of the fallacy of those who talk of the evils contin­
gent on a high or low exchange. 

~. 2.-In relation to what standard and at what rate should the Rupee be 
stablllsed, if at all 1 ~ 

A .-The Rupee, if it is to be stabilised at all, could be best stabilised with 
a gold standard, with or without a gold currency in India. The world's trade 
is now: mostly carried out on a gold basis. Gold prices are quoted everywhere 
save in the East. India's foreIgn trade is for years past almost wholly inter­
national. Under the circumstances it is wisdom to place the Rupee, stage by 
stage, with caution and circumspection, on a gold basis. In my opinion a gold 
currency (unless bimetallism once more holds sway as it did for well nigh 400 
years) may perhaps be not at all essential. As the people of India, always 
conservative and a great deal suspicious of the" Sarkar's" monetary policy, get 
themselves better educated and fairly well accustomed, it may be taken for 
granted that they will clearly perceive the inutility and waste of metallic 
curren~ for all practical intents and purposes, and altogether dispense with it. 
It wpuld be prudence on the part of the Government of India to bear this ideal 
steadily in mind. My countrymen should be taught in an intelligent and practical 
manner to rely more and more on Notes the circulation of which should be 
steadily increased in proportion to the wants of the growing population and 
trade, great care and cautIOn being taken that no inflation follows such expansion 
so as to debase the currency and contract the purchasing power of the people. 
The trend! in the Europe of to-day, under modern financial reconstruction seems to 
be toward that goal, though of course it will take some time yet to arrive at it. 
The stabilisation of the silver Rupee will never be assured so long as it remains 
unlimited legal tender. The ideal to be aimed at should be inconvertible notes on 
the lines laid down at Genoa, namely, at their gold par, by a system that makes 
them absolutely convertible into foreign currencies in countries having a gold 
standard and a subsidiary coinage which is not unlimited legal tender. 
. Q. 3.-If the rate selected materially differs from the present, how should 
transition be achieved 1 

A .-Fluctuations in the Rupee during the transition stage will no doubt 
occur. But these can be achieved, thOligh difficult and costly, by the resources 
of the Government which, I believe, are now greatly improved, thanks to the 
t.:fforts of the Financial Department and its talented Chief during the last 3 years. 
The difficulties can be surmounted and the Rubicon safely crossed. What is 
wanted are reasonable arrangements which can be devised between the Bank of 
England, the Federal Bank of New York and the Imperial Bank of India 
whereby the excess demand of gold which may arise in the transition period can 
be met. Indeed, such an arrangement would lead to a general appreciation of 
gold all the world over and afford larger facilities to sound and substantial banks. 

Q. 4.-What measure should be adopted to maintain the Rupee at the rate 
realised 1 

A .-India should be given the opportunity to obtain gold at will in exchange 
for its currency, and the Rupee will automatically stabilise itself. People will 
themselves see the practical wisdom of giving up the wasteful habit of using Gold 
Currency and of hoarding it. 

Q. 4. (a)-What should be the composition, size, location and employment 
of a Gold Standard Reserve 1 

A'.-The Gold Stannard Reserve should be maintained as it was so well 
maintained between 1908 (after the New York crisis of 1907) and 1914. For 
the first few; years it should have a backing of gold currency up to a certain well­
defined limit. Later on, as people get more and more educated and accustomed 
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to the use of inconvertIble notes for inland purposes, the backing may be altogether 
disoontinued. Care should be taken that all the evils arising from a debased 
currency now so ",:,e11 k:q.own are avoided.. The location sho~ld be ~argely in 
India, and partly III London. I am not III favour of the pohcy WhICh would 
dictate the entIre location in India. A few years' practIcal experience of the 
whole-hog policy would soon lead to its reversal. I am firmly of opinion that a 
partiallocatian in England, say, 40 per cent. as a maximum, III a fluid state, wIll 
be of the utmost value in tImes of certain emergencies or of a monetary crisis, 
having regard to the close financIal relations of the State with England. London 
and New York are the only markets of the world for gold, and gold at any time 
can bJ best converted into money which India will and must want, say what 
they w,ill, till the beneficent British connection endures. This emergency can 
never be so sucoessfully, so speedily and so economically met by the whole-sale 
location of the reserve in India, specially in times of a crisis leading to panic 
and sudden dislocation of the monetary system. It is a thoughtless cry that 
urges Government to have the whole amount of gold in the Gold Standard Reserve 
in India. Its employment, of course, should be for no other purpose than to 
support exchange. 

Q. 5.-Who should be charged with the control of the Note Issue and on 
what prIllciple should control or management be transferred to the Imperial 
Bank; and, if so, what would be the general terms of the transfer 1 

A.-The issue of Notes should be controlled by the Imperial Bank of 
India in consultation with the Finance Department of the Government of India. 
In fact, it is most advisable to follow closely, so far as Indian conditions permit, 
the arrangement at present in operation at the British Treasury with the Bank 
of England. But the principle on which notes should be issued and withdrawn, 
as well as their control, must rest with the ImperIal Bank. The terms of the 
transfer can be resolved upon by a Special Committee to be appointed for the 
purpose, say, of the Finance Member, the chief authority presiding over the 
Imperial Bank, the Controller of Currency and a representative of European 
commerce and one of Indian, both qualified and enjoying" public confidence." 

Q. 5. (a)-What provisions should be made as to the backing of the note 
issue 1 

A .-The backing of the note issue should be as at present-a certain percent­
age of gold, silver, and Government securities. 

Q. 5. (b)-What should be the facilities for the encashment of notes 1 
A .-Facilities for the encashment of notes by the Imperial Bank at its 

Head Office, branches, and at dIstrict treasuries, where the Bank may have no 
branches, should be Illsisted upon, so that no cry may be raised, as in some former 
years, of scarcity of ooins, specially for domestic wants of the humblest classes: 
But the obligation to gIve gold for Rupees should be left entirely to the discretion 
of the Bank atJCording to time and circumstances. What, however, should be 
guarded against is the creation of " corner" by confederacies or syndicates of 
bullion aealers, speculators and stockjobbers. 

Q. 5. (c)-What should be the policy as to the issue of notes of small 
values 1 

A .-The same policy as is pursued at present but more liberal in view 
of getting people steadily accustomed to inconvertibility of notes. Five and 
Ten Rupee notes should be extensively circulated, but with due caution against 
inflation which may unfortunately lead to debasement and a serious contrac­
tion of popular purchasing power. It is also advisable to resume the issue 
of One Rupee notes of a better size, better design and more endurable paper. 
Such notes should be broadcasted and their encashment fully ensured and facili­
tated at every branch of the Bank and small district treasuries, say, up to Five 
rupees in silver. I veJlture to observe tliat it was a mistake to have withdrawn 
the rupee notes from circulation just when they were coming into more and 
more popular favour and in greater demand. I differ from the reasons assigned 
by the Currency Controller and the European Chambers, notably of Bengal. 
Even assuming that it costs more to print a Rupee note than to coin a Rupee, I 
w<Xllld risk without hesitation the additional expense which can be recouped 
out of the profits mane in silver purchases. 

Q. 6.-What should be the policy as to the minting of gold in India and the 
use of gold money 1 

A .-To many it has been a matter of regret that the Government, after 
opening for a few months a branch of the Royal Mint, should have suddenly closed 
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it. It is true that coins of the nominal value of over 3 crore rupee were struck 
and that these came back to the Treasury. At the same time no acti1)e efforts 
were made to effecti'DelJl support the Gold Standard by an acti1)e gold currency. 
I pass C!ver the dep.lorable consequences which arose from the plethora of some 70 
crores In gold which accumulated, the sale of "&verse Councils" and other 
stopgap measures of a character far from wise. It is to be hoped that there 
never will oreur a repetition of that collossal blunder . .. 

Q. 6. (a)-Should the obligation be undertaken to give gold for Rupees 1 
A.-D~scre~ionary power only should be given to exchange Rupees for gold 

under SPecIal CIrcumstances. 

Q. 7.-By what methods should the remittance operations of the Government 
of India be oonducted, and should they be managed by the Imperial Bank 1 

A .-The remittance operations should be entirely left to be conducted by the 
Imperial Bank under proper safeguards so as not to disturb the smooth course of 
exchange to the prejudice of India. 

Q. B.-Are any, and if so, what measures are desirable to secure greater 
elasticity in granting demands of currency 1 

A .-Existing measures in operation are fairly elastic. The Imperial Bank. 
however, may be empowered to extenn still more the discounting of first class 
Mercantile Bills to a larger extent if imperatively needed for a time. Or the 
Government may from time to time raise the limit by an executive order in case 
of severe monetary stringency. 

Q. 8. (a)-Should any, and if so, what conditions be prescribed with regard 
to the issue of currency against hundis 1 

A'.-The issue of currency notes against hundis during the busy season, 
if demanded, should be permitted. But the Bank should see it creates no in­
flation and that it safe-guards itself so far as to suffer no loss. Hundis are 
nowadays growing very risky documents. Sometimes they create havoc in 
the market. Endorsements must be limited to 2 or 3 endorsees. The endorsees 
must themselves be absolutely solvent parties. Hundi transactions are prolific of 
evils and bona fide monetary business is greatly cripploo at times, specially 
when • C kiteflying" by all and sundrY' is immensely on the increase. Hundi 
brokers are generallY' of no fiduciary character and they abscond when a mone­
tary crisis occurs. The Bank should engage guarantee brokers who will deposit 
substantial security with the Bank, for, say, not less than a lakh of rupees. 
The security should be forfeited if the Bank incur loss on account of them. 

Q. 9.-Should any change be made in existing methods for the purchases 
of silverY 

A .-There is but one safe ana certain method of purchase of silver. The 
Mint Masters at Bombay and Calcutta should be empowered to buy silver as 
needed from time to time under the directions of the Controller of Currency. 
There should be no monopoly of a broker. 

CONCLUDING REMARKS. 

In conclusion, I may be permitted to observe that what India wants is a 
Currency which should be a great improvement on the present system, say at 
1/6 gold India is absolutely unprotected against the effects of a rise in the 
value of silver above 4Bd. gold. Therefore, it would be wise to take away the 
present legal tender character of the Rupee. The Imperial Bank should be 
so 1'econstituted as a State Bank, but certainly not as owned by the State, as to 
be able to definitely control the discount and monetary policy of the country. 
This would be greatly simplified by making notes oonvertible into gold in India. 
Lastly it is most advisable in the financial interests of India that the less there 
is of the unnecessary interference of the India Office in these matters the better 
it will be for the smooth working of the Currency System that may be recom­
mended by the Commission. 
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APPENDIX 56. 

Statement of evidence submitted by Mr. Harkissendas Bhatter, Managing 
Partner of Sir Sarupchand Hukumchand, Kt., Sir Sarupchand 
Hukumchand and Co. and Messrs. Johurmull Gumbheermull, Calcutta. 
I, Harkissendas Bhatter, am the Managing Partner qf-
1. Sir Sarupchand Hukumchand, Kt., of 30-2, Clive Street, w~o have been 

trading in different parts of India for over 70 years as importers of Cotton and 
Woollen piecegoods and Sugar, and in Jute, Hemp, Coal and Linseed. 

2.\ Sir Sarupchand Hukumchand & Co., Managing Agents.-HukuIllchanu 
Jute Mills Ltd. and owners--Hukumchand Electric Steel ·Works, of 30, Clive 
Street, who have been trading in different parts of India for over 10 years in 
Jute, Jute Goods and Steel Castings. 

3. Messrs. J ohurmull Gumbheer'll1lUll of 30-2, Clive Street, who have been 
trading in dIfferent parts of India for over 70 years as large importers of 
Galvanised Corrugated Iron Sheets and Ridgings, Brass Sheets and Ingots, 
Copper Sheets and Ingots, Spelters and in Cotton and Cotton and 'V oollen plece­
goods, Linseed, RICe, Jute and Hemp. 

4. We do banking busllless in addition to the business named above, and 
we come in close contact with the cultivators of Bengal and of the other Provinces 
in India, where we have branches. We also happen in the course of our bUHlIlesH 
to have financial dealings with the cultivators and we have had opportunities of 
studying their needs and their conditions as affecting the position of the 
cultivators from year to year. 

5. The result of our experience of the past years is that whenever exchange 
is put hIgher the cultivator's prosperity goes down and his buying power IS 

seriously affected. During the War period and till 1921 the increase in price 
of raw materials in India was so abnormal that the above-named phenomena 
was not very clearly perceived, but now that things have returned to the normal 
and the world prices of raw materials exported by India are about the normal 
we have no doubt in our minds that the increase in exchange does affect and will 
for a long time continue to affect adversely the cultivator of India. Whilst the 
cultivator is expected to pay the same amount of rupees with exchange at Is 6d. 
as was fixed when exchange was at Is. 4d. and whilst he has to pay the same 
amount of rupees again to his lender the proverbial Sowcar, the appreciated 
rupee undoubtedly affects the balance of saving of the cultivator. It is our 
confirmed convictIOn that any exchange fixed higher than Is. 4d. will be to the 
enormous loss of the cultivator of India. 

6. The rupee is a token coin worth only 10 annas in its bullion value. The 
confidence of the people of India in the rupee is therefore naturally diminished. 
The sooner the rupee is made a restricted legal tender the better for both the 
credit of the Government and for the genuine interests of the peorle of India. 
Now when gold is freely available we consider it the bounden duty 0 the Govern­
ment of India in fairness to the people of India to adopt the Gold Standard and 
to make available to the people of India a suitable gold coin. 

7. We understand that the Fowler Committee of 1898 recommended this, 
but for some reason of State or other the Government of India delayed carrying 
into execution the very sensible recammendation of the Fowler Committee. We 
also are aware of the notable Minute of Dissent of Sir James Begbie, ex-Secretary 
and Treasurer of the Bank of Bombay on the Chamberlain Commission Report, 
which Minute will always stand to the credit of Sir James Begbie as being the 
result of his mature experience of Indian co!D.ditions and of hIS great sense of 
fairness to the people of India. We cannot sufficiently admire the courage of 
conviction of Sir James Begbie in recording this Minute of Dissent 

8. Our community is known as the Marwari community and we claim that 
for the major part OIf India Members of our community are bankers to the masses 
of India. We therefore feel that representatives of our community have a 
special claim to submit the result of their experience for the information and 
guidance of this Royal Commission. We feel grateful to His Majesty the King 
Emperor for having appointed a Royal Commission to enquire into this question 
of Currency of India, which we hope will arrive at a decision which will be 
beneficial to India and do justice to her. 

9. There is a general impression created primarily in England and lately 
in some parts of India in the upper circles that India IS a sink for the gold of 
the world. How incorrect and misleadi~g this impression is will be amply proved 



APPENDIX 56. 391 

by the figures given by the Bengal Chamber Qf Commerce in their evidence before 
the BabIngton Smitli Committee. (Vide Volume of the Minutes of Evidence.) 
We need only say that India has not yet received her full quota. of the share in 
t~e wor1~'s production of gold, and if the yeople of India have not used the gold 
hItherto In the correct manner in which It is being used in the West, it is our 
conviction that such defect is due to two reasons:-

(1) owing to the comparatively poor standard of education of the 
masses Off India, and 

(2) and the more important, because of the very defective and faulty 
currency policy of the Government of 'India till now withholding from 
the people a gold coin and compelling the people to use as unlimited legal 
tender a token coin the bullion value of wliich is jths of its face value. 

We need hardly: add that no people. in the world, can trust such a currency 
and as long as the Government persist in this policy of theirs, they are forcing 
the people of India, against their own will, to put to uneconomic use the precious 
metals to which they are entitled. We will therefore again implore the Com­
mission to come to a. correct decision and allow no stories of the nature indicated 
by us in the first paragraph to come in the way of a correct decision. 

10. We hear occasionally of the isolated stories of a few silver rupees and 
a few bars of gold being found with some people. This is the inevitable result 
of want of education and at times to the social customs of the Hindu society 
and we feel that the latter instead of being adjusted to the latest ideas of the 
West are being strengthened in their hold on the people by the faulty currency 
policy of the Government and we feel that the responsibility for hoarding as it 
IS called must be laid at the doors of the' Government of India. 

We therefore summarise our requirements as under:-
(aiGold standard and gold currency for India without any delay. 
(b Exchange to be stabIlised at Is. 4d. to the rupee. 
(c The Government of India and the Assembly here to be left un­

distur d from outside in deciding upon the financial policy best suited to 
India. 

APPENDIX 57. 

Statement of evidence submitted by Mr. P. B. Junnarkar, Head of the 
Department of Commerce, Dacca University, Dacca. 

1. The time is certainly not ripe for the stabilisation of the rupee if this 
means stabilisation at the level of Is. 6d. (gold). But the time for the formulation 
of a definite monetary policy is long past. When the conclusions of the majority 
report of the Smith CommIttee were disproved by later developments, the only 
procedure was to take more seriously the minority report of the only member of 
tbe Committee whom events proved to be in the right. Had this been done; the 
present difficulty would not have arisen. 

2. Stability in external prices is more important than stability in exchange. 
This can be achieved only by linking a currency definitely to a standard. While 
gold may not be an ideally perfect standard of value, there is no practical 
alternative to it by which its use as a. monetary standard could be dispensed 
with, unless silver IS utilised as a last resort. 

Stability of exchange is besides a meaningless quest. The rate of exchange 
of one currency in terms of another would reflect changes in the purchasing 
power of both. Fluctuations in exchange rates in so far as they arise from 
conditions prevailing in other countries would be beyond Indian control. 

Fluctuations in the value of the unit of currency in terms of commodities 
and services, where the term .. fluctuation " must be held to include a con­
tinuous rise or a continuous fall also,-are undesirable in the interests of trade,­
especially the internal trade which is more important than the foreign,-and 
industry including agriculture. The evidence of index-numbers so far as it goes 
indicates that the rupee has been rising since 1920, in terms of commodities, in 
spite of apparently contradictory exchange movements. The rise, however, 
should be regarded as artificial in so far as it is due to a .. relative contraction " 
of the currency in regard to the expanding needs of commerce. The distress of 
important Indian industri('s may be referred to this process of cc deflation. It 

66596 SBi 
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While a falling price-level is in the interest of c~nsumers, it has to be 
realised that a consumer is also a producer. It ser:v~s lIttle purJ?ose to ~ll an 
agriculturist that he has to pay less for the commodItIes he buys, If the prIce of 
his produce falls simultan~usly, e~pecially !ls he has to P3;Y the same amount 
in taxes from the reduced prIce realIsed for hIS produce. ThIS has only the effect 
of increasing the burden of taxation on the key industry of India. 

The only cheapness that matters in the interests of a consumer is that 
brol)ght about by abundan~ s~pplies from increased production, ~nd ;wt ,,:hat 
is brought about by an artIfiCIal control of the money supply, WhICh IS beSIdes 
injurio~s to production. 

A " real " rise in the value of the monetary unit would be reflected in a fall 
in the cost of production as well as the prices of commodities. Goods and 
services should be affected equally by a change in the value of the monetary unit. 
The evidence as regards the movement of wages and salaries is clearly against 
such a conclusion. 

The rise of the rupee in terms of goods is artificial in so. far as it has resulted 
from an artificial limitation of currency, and temporary in so far as it does 
not appear to have affected services. It is urgent in the interests of the country 
that this " deflation " must cease, and a provision be made for an automatic 
increase in currency in accordance with the needs of commerce and industry. 

This reversal of the policy of " deflation" should not be interpreted to 
mean "inflation." Not every addition to currency is inflation. A state of 
" mflation " commences only at the point where currency is forced on trade 
beyond its actual requirements. A sound monetary policy also postulates an 
expansion of currency provided this expansion is in response to the legitimate 
needs of commerce. 

3. In so far as this artificial process of " deflation " is responsiblo for the 
rise of the rupee in terms of goods, it is also responsible to that extent for the rise 
of the Iupee in terms of gold. Probability would indicate that the rise in terms 
of gold bas been further exaggerated on acoount of special circumstances 
affecting gold. 

It will be recalled that temporary causes which made sterling cheap brought 
about a rise in the sterling value of the rupee in the latter half of the year 1921,-­
a rise which reached the height of Is. 5td. in September, 1921-though such a 
rise was not warranted by trade conditions. It will be further noted that the 
rate of exchange found ItS natural level after a period of about 10 months, 
though the official policy stood aloof from a commitment direct or .implied. 

A possibility cannot similarly be put altogether out of account, that causes, 
equally temporary, might have made gold cheap thus bringing about a rise in the 
gold value of the rupee. In June, 1924, the rupee was only Is. 3d. (gold). It 
was in August, 1924, that a precipitate rise began carrying it to Is. 4d. in a 
month and to Is. 5d. at the end of the year. 

The world movement of prices in terms of gold has still to declare itself. 
It will be singularly unwise to base a permanent policy, taking the present world 
condi~ions regarding the relation of gold to commodities as normal for all times. 
It wIll be a mistake to discount authoritative opinion in Europe about the 
probable appreciation of gold in the future.* 

India is not. alone in the violent rise of its monetary unit in the exchange 
market. A polIcy of con~ci0'!ls ~urrency a~d credit restriction pursued in 
Denmark and Norway had Its mevitable reactIOn on the external value of their 
respective currencies, providing for the development of a considerable volume 
of bull spe~ulat!on and leaaing to the distress of the industry and trade. A 
genera) deSIre, m fav0!lr of a return to the pre-War gold parity has probably 
IeconcIled these countrIe& to such a policy. 

* It w~uld be useful to enq~e of those who favour the present level of 1/6 ;;:;-warranted 
by the !ndian and th.e world ptIce-Ievel, on the strength of the now fashionable doctrine of the 
pu.rchasmg .power panty,-whether the present world price-level is normal, and the present Indian 
prI~-lev~I.Is n.atura~ as a result of a natural monetary policy,-and whether they will recede from 
theIr pOSItion. If .theIr conclusions are f~slfi~d by a c~ange in these condItions. A stable exchange 
~an only be IndlCat~d by a struble eqUIlIbnum resultmg from normal conditions prevailing in the 
Internal or world pnces. 
. A ~ost of theorists were. ready to prove the Smith Committee to be absolutely in the right 
In ma:king theIr recommendatIOns. But where are these recommendations and where are noto these 
theor1sts Y 
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In India, the element of the bullish sentimentt would appear to derive 
implied sanction from the official policy and this combined with the process of 
deflation has carried the rupee beyond its pre-War gold parity. 

What, however, is very important to note is that India stands absolutely 
alone in its currency unit commanding a premium-and this, too, of 12} per cent. 
-over its pre-War gold parity. Other nations financially and commercially 
stronger than India have been content to attain, or maintain their pre-War gold 
parity. India will be very unwise to adopt a different policy, especially after 
her experience of what followed from the recommendations of the Smith 
Committee. 

4. A declaration of the policy of adhering to the pre-War gold parity need 
not mean an artificial interference with the market involving the " shepherding " 
back of the rupee from the present level of !s. 6d. to the level of 1s. 4d. The only 
immediate step is to remove any artificial interference that may exist at present 
and provide natural conditions to enable the rupee to find its natural level. 

In sJ>ite of the remedial measures adopted by the Government, the funda­
mental SItuation remains unaltered that at present there is nothing in the nature 
of an automatic system whereby the country can obtain currency when required. 
Nor does the cash balance with which the Imperial Bank commenced the present 
exporting season suggest an improvement upon the position of the preceding years 
as the following comparison will bring out. 

The Cash Balance of the Imperial Bank in the last week of October:-
Lakhs of Rupees. 

1922-23 33,46 
1923-24 36,34 
1924-25 21,55 
1925-26 24,96 

In the able memorandum (July, 1924) submitted by the Committee of the 
Bengal Chamber of Commerce, two methods were mentioned by which provision 
for the expansion of currency was possible, one being the issue of what may be 
termed ad hoc Treasury Bills. An expansion of currency by means of these would 
involve what is commonly known as inflation in the worst meaning of the term and 
the Committee therefore did not recommend it. The other method was by the 
deposit of gold or sterling securities in the Paper Currency Reserve. 

A!. singular objection, however, was raised by the Government of India to the 
la.tter method. "Your Committee suggest that this should be done by the 

t Apart from a purely bullish sentiment there IS such a thing as a psychologICal fattor In 

exchAnge mov(;ments. The Financial Correspondent of the Capital thus commented (14th May 
1925) :-' 

" TheIl' are shrewd analysts who deduce from present conditIOns that the exchange banks 
are overt.ought,-an assumption as c:hfficult to establish as it might be to rebut, inasmuch 
as a definIte judgment upon so interesting a possibility would not only require a very precise 
definition of terms, but a closer dissectIon of bank operations than deta.ched o<bservers can 
hope to obtain, A comparison of bank calculations at the beginning of the present year 
as agamst the actual course of trade, would certainly afford interesting readmg, but partIally 
on that account, it is not likely to be forthcoming. Trade movements and prospects-in 
themselves difficult to estimate-are further complicated, especially in so abnormal a period 
as is now operative, by mental processes at the same time so obscure in theIr trend, and 
80 important in their effects, as to make what may be called the • psychological factor,' in 
exchange operations, often the decisive element in the situation. To take a concrete, though 
small, example. Bills paradoxically are generally most plentiful when rates show a tendency 
to rise. The reason is fairly clear. As long as rates are sta.ble, or have a tendency to drop, 
bills are held back in the hope of better terms. Immediately a rise reveals this hope to be 
"ain, there is a rush to effect transa.ctions before rates show a further worsening. And the 
liame alteration of hopes and fears is visible continuously throughout the whole range of 
('xchange opuations. A general apprehension that a particula.r situation in, 8ay, exchange, 
is likely to develop WIll often produce so strong a reaction as to give exchange when the 
time comes, quite a. different direction." 

.. We may assume that the British Chancellor is countmg very heavily on this 
psychologIcal factor in relation, for instance, to the re-establishment of the pound. Much of 
the present strength of sterling undoubtedly derives from long-nourished expectations of 
State action, and had this not been forthcoming, it is fairly certain there would have been a 
prompt reaction. Confidence would have disappeared, and sterling would have slumped. 
Actually confidence has been further strengthened, and sterling continues to improve. One 
may calculate similarly that were the Government of India over its conviction that exchange 
would stabilise at Is. 5d., there would, prOlbably, be at once a movement in that direction. 
'What may happen,' becomes, in such circumstances, almost as important as I what has 
happened.' There is a constant effort to discount the future." 

For this leason, I am obliged to call the implications of some pronouncements and acts of thf' 
Finance Member and the Government of India as unfortunate, in view of an unprejudit'fld 
examination of thE' currency situation by this Commission. _ 
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purchase of sterling at the market rate then ruling and the issue of currency 
against. sterling so purchased. If literally interpreted and carried to its logical 
conclUSIOn, this formula would have the result of driving the sterling value ot the 
rupee continually downwards," the inference thus being that in the view of the 
Government the sterling value of the rupee must be maintained though the needs 
of the oountry in the way of currency might go unsatisfied . 

. This ~eve~ls. a monetary policy, fundamentally unsound. The paramount 
consIderatIOn m Issues of currency-in the words of the Committee-should be 
that the s.upply must be adequate to the requirements of the country. 

The\ mterests of a country cannot be sacrificed to a high exchange policy. 
In so far as the present level of exchange is in pursuit of this policy, it is 

artificial and, I submit, in the interests of India, this policy should be reversed. 
It may mean that the rate of exchange may sag in consequence. But it is desir­
able that the rate of exchange should find its natural level, whatever this might be. 

I am aware, a fall in exchange may mean difficulty in the budget for the 
Finance Department. But it is unsound finance to rely upon the benefit-always 
precariou&--of an artificial rise in exchange. The Retrenchment Committee 
which advised the Government of India had suggested other remedies for attain­
ing equilibrium between the revenue and expenditure. The normal means of 
balancing the budget is a reduction of expenditure. 

But for the expectations of high exchange, which it would be impossible to 
deprecate :in too strong terms, the alarming growth in the sterling expenditure 
since the war would have been impossible. This growth was regarded as being 
so serious that the Associated Chambers, which met in December, 1923, passed 
a resolution, " that in view of the onerous nature of the external compared with 
the internal debt, this Association requests the Government of India to restrict 
Its exte_rnal borrowing as far as possible." In this oonnection, attention may be 
drawn to the cautious and conservative policy in finance which obtained before 
the war. 

The only sane monetary policy at present is that while adequate provision 
should be made for the expansion of currency in acoordance with the legitimate 
requirements of the country, exchange should be allowed to find its natural level. 
The only modification that I would suggest in the proposal of the Committee of 
the Bengal Chamber is that currency should be issued against the deposit of gold, 
both in India and in London, at the actual gold import point ~t the market rate 
This will have the very desirable result of attracting gold into the currency 
reserve from the large imports which have been a feature for the last three years. 
With a strengthened gold reserve, India will be in a stronger position to effect a 
transition to the full gold standard at the appropriate moment-this might be a 
year hence and at the most two years. Witli the further resources of th'e Gold 
Standard Reserve, India possibly may not have to ask for assistance in the sha~ 
of gold from the gold standard countries for effecting this transition Agam 
there is that other" secret" reserve in the Paper Currency Reserve where gold 
and other securities have been valued at the rate of Rs. 10 

5. The note issue should be transferred to the Imperial Bank of India. Afil 
to the terms of the transfer, the memorandum submitted by Mr. Keynes and 
published as an annexe to the Chamberlain Report may he taken as the basis for 
discussion. 

It should be possible to arrange for the encashment of notes at all the branches 
of the Bank. This may mean in the beginning some sacrifice on the part of the 
Bank. But the Bank has been earning a very high dividend for a number of 
years and can afford to make the sacrifice in the general interests of the country. 
Possibly the increased income on account of the enlarged scope of the Bank may 
I ender such sacrifice unnecessary. 

However, even if it is necessary, the sacrifice is worth while. It will bring 
('onvertibility near the door of the agriculturist and may materially affect the 
U I?-country circulation which at present is probably predominantly metallic. It 
wIll provide a real line of advance for attacking the hoarding habit. A bank­
note is the forerunner of the banking habit. 

On account of the wear and tear to which it is subjected in small retail 
transactions, a paper-note has to be renewed often. The cost of this renewal 
would make it questionable whether a small paper-note is really a cheap circulat­
ing medium. For small retail transactions, a metal coin has a distinct superiority 
over a paper substitute. 

6. Mint.s should be open for the coinage of gold. The choice of the gold 
coin should be made after careful consideration of the denominations of the 
existing paper currency which will be ultimately convertible into gold. 
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The point to be borne in mind is that Rs. 10 and Rs. 100 notes are very 
popular. . If these notes are made convertible into gold, there can be no doubt 
that theIr popularity will be increased considerably. The most suitable unit, 
therefo~e, would be the gold equivalent of Rs. 10. 

WIth the effective establishment of a gold standard, the legal tender limit 
should be Us. 50 for the silver rupee. With this limit, it should not be convertible 
mto gold. 

The 5-rupee notes should remain as at present with the Controller of Cur­
rency, being convertible into silver rupees, the rupee reserve for the purpose being 
under the Controller of Currency. These will be the rup.oo certificates that I 
have suggested. 

7. Remittance operations should be entrusted to the Bank. 
S. The attempt to introduce elasticity into the currency supply by the device 

of issuing notes against inland trade bills may be said to have succeeded and a 
cautious advance developing this useful measure will be advisable. 

~undis, bearing an endorsement by a bank, may be accepted as the basis for 
such Issue. • 

It is well known that the periodical monetary stringency is due to the demands 
of the inland trade, especially with reference to the movement of crops. But 
unfortunately on account of the fact that bills are not the usual instruments by 
means of which this trade is financed, it has not been possible to arrange the 
supply of currency to moot the need for it exactly where it arises. 

India, however, is not alone in this respect. In South Africa, for instance, 
recently the scope of operations of the Reserve Bank appears to have boon 
widened, an aim of the Bank being to popularise the bill of exchange as an 
instrument of credit in the domestIC trade in preference to the open account 
system, the other important object being to provide South Africa with an 
organised Money Market. 

Fortunately in India, Hundis as instruments of credit, are familiar in 
llldigenous banking circles, though their popularity would appear to be on the 
wane. Unless banks in India establish a point of contact with old banking 
methods, the real banking advance desired by all must be hindered. H undis, after 
all, are familiar to the Indian mind and banks should show more adaptability 
by adopting these instruments themselves in the form in which they' are familiar. 
An Indian peasant or sowcar may not understand a cheque or a bIll, but he does 
understand a Hundi. 

An energetic campaign to popularise bills and Hundis will be of great value, 
but the campaign must be led by the Imperial Bank. 

There IS another direction in which advance is possible and the possibilities 
of such advance may be explored though an immediate decision may not be feasible. 
I take it, the Imperial Bank will be a Bank of Issue. If this is so, it would be 
useful to enguire whether cash credit accounts cannot be utilised as the basis for 
issue of addItional currency, as appears to have been the Scotch Banking practice 
with beneficial results to agriculture and industry. This might remove the 
difficulty of the paucity of bills for the purpose of issue of currency. A very 
cautious advance may be made, the agency of the Co-operative Credit Societies, 
or co-operative banks being utilised for the purpose. The educative value of such 
a measure, however small, for fostering the banking habit, may be very great. 

9. If India decides for a gold standard, this question will not be urgent. 
The best rule is to buy silver in the most convenient market whether India or 
London. 

APPENDIX 58. 

Statement of evidence submitted by Mr. J. McK. Forrester, of Ure and 
Company, Exchange, Finance, Stock and Share Brokers, Rangoon. 

We must recoo-nise that Burma is primarily an exporting country, there­
fore a low exchang~ will suit Burma as it will also suit the exporters of Bombay 
and Calcutta. Therefore, any rate decided upon by the Commission must also 
tl pply to Burma. . . . 
- We must also recogmse (1) that pre-war figures as a baSIS of fixatIOn carry 

very little weight owing to the tremendous development of India in the last 
15 years, (2) that post-war figures are no bette~ to go on owing to the colossal 
world speculation indulged in .after the declaratIOn of peace, t~e result of which 
is still felt in all the markets m the world, (3) that the world m general has not 
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yet sufficiently settled down to enable a definite opinion to be formed as regards 
the trend of Indian trade during the next 10 years, (4) that as the result of 
the premature (in my opinion) return to the gold standard trade and trade 
condItions have not improved in England, (5) India during the past five years 
has had on the average good monsoons. Consequently the balance of trac1e has 
been immensely in favour of India and exchange has risen from Is 4d. to its 
present level. Supposing a series of bad monsoons what would happeu to 
exchange and how far would Government be prepared to support it at the rate 
which they may fix, (6) that as the result of trade conditions exchange has risen 
to its pI\esent level ~nd might have gone higher but for Government's inter­
ference, (7) if Government have decided to fix exchange (although I think it 
premature to do so and later on will make an alternative suggestion) I consider 
that it should be fixed at or about the present level of exchange, for the following 
reasons :-

After making allowance for a number of bad monsoons it seems fairly 
obvious that the balance of trade will remain ,in favour of India for many years 
to come bec:;tuse of the large agricultural areas in India which have been made 
independent of the monsoon by irrigation, and because of the policy of protection 
embarked on in India which must continue and will undoubtedly lead to a 
restriction in the amount of foreign imports, and the investment of foreign 
tapital in Indian industries. 

Therefore while we may rely on a steady demand for India's products and 
raw material it cannot be assumed that there will be the same increase in foreign 
imports more particularly in view of the national movement in favour of home 
industries. 

Under these conditions any material drop ip exchange is unlikely and as 
prices for Inaian products have adjusted themselves to the present level of 
exchange and prices for imported goods have also adjusted themselves to the 
same level, I think that if exchange must be fixed, although in my opinion the 
time has not yet arrived to do so, it should be fixed at Is. 6d. 

In stating so, I fully recognise the necessity in the interests of trade of a 
~teady exchange. I think that no definite decision should be arrived at for one 
year pending a further settlement in the world's trade political and economic 
conditions In the meantime, as an experiment and in order to steady exchange, 
Government should be authorised to extend its operations to forward commit­
ments and should openly announce its intention to buy at T. T. Is. 6 J l:;d. ready 
and forward as far as three months ahead. 

As regards whether we should have a gold standard or a gold exchange 
standard I incline towards the latter as being less expensive and probably more 
elastic. 

I am not in favour of a gold standard because:-
1. The cost of introducing a gold standard would be very heavy. 
2. Of the difficulty of ensuring a sufficient and permanent supply of 

gold for all India's possible requirements in the future. 
3. Of the loss to Government by selling silver currency and replacing 

it with gold. 
4. Of the loss to the millions of poor people in India whose capital 

is hoarded in silver, by the depreciation in the white metal and the con­
sequent decrease in its purchasing power. 

5. The loss to merchants in China and trading with China would be 
enormous in the event of any collapse in the silver market brought on by 
heavy Indian sales. 

Should the Commission decide on a gold standard I think that silver should 
only be sold in small amounts spread over a considerable period. say, five years. 
Gold for the initial stages might be provided out of the proceeds of a gold loan 
which could be floated in the U.S.A. for that purpose. 

In the event of a gold standard being adopted I suggested the composition 
of the reserves as follows :-

1. Invested portion should be limited to 30 per cent. of gross 
circulation. 

2. The investments should consist of half Government of India 
securities and half sterling securities. 

3. When the Paper Currency Reserve is reconstituted the invested 
portion should consist of Government of India securities in order that 
sterling securities may be liquidated into gold. 
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4. Seasonal currency might be issued to"the extent of 10 per cent. of 
the note circulation agamst Inland or foreign bills of exchange with a 
usance of no more than three months. The balance of the note issue 
should be backed by gold. 

In the event of a. gold exchange standard being adopted I suggest that 
instead of the old obsolete method of issuing Councils in London, buying or 
selling of sterling in India by the Government should be adopted, for the reasons 
that by far the greater part of India's trade emanates from India, rates of 
exchange are fixed in IndIa, and a reversal to the old method of issuing Councils 
in London would not be in keeping with India's present day requirements. 

As the scope of enquiry covers local currency questions and as it is suggested 
that the Imperial Bank should take over the Paper Currency Department I am 
in favour of the Imperial Bank taking over the management of the currency 
if in addition to their present responsibIlities they are in a position to do so and 
to run the Currency Department on up-to-date lines. 

I am not in a position to give an opinion regarding the probable import and 
consumption of the precious metals during the next few years. I think that 
consumption of late has increased because of uncertainty of exchange (both gold 
and silver having become popular gambling counters in India), increase in 
India's wealth and the old idea that the sovereign is still worth Rs.15 and can 
be p,urchased for Rs. 13.10.0 or thereabouts. 

'I am of the opinion that all purchases and sales of bullion should be made 
through brokers in India. 

As regards Burma's particular requirements as previously stated Burma is 
primarily a large exporting country but being a province of India any alteration 
in India's currency must apply to Burma. . 

There are, however, one or two important points to be considered frow 
Burma's point of view. 

I consider that Burma as a great shipping centre should be in the same 
position as Calcutta, Bombay, or Karachi in obtaining funds from Government. 
Presumably when the rupee is stabilised, and if a gold exchange standard is 
adop,tedi, Government will either offer Councils in London or buy sterling in India 
when and as required. ~s previously stated I am against a return to the old 
Council II once a week " system as being out of date. 

All sterling purchases or sales should be made in India and Burma in the 
oven market to approved banks or merchants for amounts of not less than 
£50,000. At present Government purchase sterling from time to time in 
Calcutta, Bombay and Karachi only, but Rangoon has to apply to India for 
funds and has to pay the Imperial Bank n per cent. for transferring these funds 
to Rangoon. It stands to reason, therefore, that Rangoon exporters cannot 
obtain the same price for their bills as Indian exporters obtain in India. 

I suggest that Government should buy in Rangoon as in India. This might 
entail a certain loss of revenue to the Imperial Bank who, however, in my opinion 
would be amply compensated for any such loss by the amount of free money which 
they hold on account of banks and Government on which they pay no mterest. 
If the old Council system is revived, Rangoon during the busy season will have 
to apply to London for allotment, may in due course after several days receive 
payment in India, and will then have the funds transferred to Rangoon at a cost 
of nper cent. 

Surely, apart from the loss in exchange, the delay involved makes many 
financial operations impossible. The same reasoning applies to local borrowing 
If the banks during the busy season are unable to at once obtain funds for 
immediate financial purposes and have to pay n per cent. to obtain same from 
India it stands to reason that the elasticity of our local money market will be 
affected. 

I think the abolition of the Re.1 note a mistake, both from the point of view 
of trade and also because a paper currency is less expensive than a metallic 
currency. 

I think that notes of all denominations should be of a standard size. 
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APPENDIX 59. 

Statement of evidence submitted by Mr. C. R. Chitnis, B. Com. (Lond.), B.A., 
B.Sc. (Bom.), of Delhi. 

A • 
. I have the honour to submit the following views of mine on the subject of 

IndIan Curre~cy an~ Exchange for the consi~e!ation of the Royal CommISSIOn 
recently appomted fo~ t~e purpose. I am gIvmg same in the iorm of a dra.ft 
scheme WIth few prehmmary remarks and necessary explanation. The scheme 
gIven here for. the reform of Currency in India, however, is in its broa.d outlineg 
only; the detaIls wIll.have to be necessarily adjusted on the consideration of facts 
~hICh I cannot. pOSSIbly h.ave fully before me and especially in the light of the 
Immense materIal that wIll be brought before the CommIssion by the various 
dIfferent interests affected. 
. The terms of reference to the Commission are sufficiently wide and general 
m scope so as to allow of a satisfactory solution of the Indian problem, and even 
of qUIte radical changes in the currency system, if it be so necessary. I am pro­
posmg for a gold standard for India, or rather for that kind of a modified gold 
standard which at present exists m England, and which seems to be popular also 
in other parts of the world. I am not one of those who are thrIlled by the touch 
of gold or who feel a peculiar pleasure in handling gold coins; neither do I believe 
that gold IS a perfect standard of value. There seems to be some measure of 
uncertamty attached to the future value of gold; but I think this should not worry 
us, especially as a large and important part of the world has (or has now returned 
to), a gold standard! in one form or another. It is not so much the absolute change 
in the value of gold, or a rise or fall in the general level of prices all over the 
world at once, but a relative change in the value of gold (as between two countries 
or with reference to a particular country), i.e., a rise or fall in the general fevel 
of prices in one country relative to that in some other country, that is troublesome 
and that is a matter of anxiety to the trade and industry of a country and as such 
to the Government of the country concerned. The other alternative worth con­
• idermg is the acceptance by us of some such scheme of " managed currency " as 
Mr. Keynes would propose, but I have my serious doubts as to the practicability 
of any such scheme, especially in a country like India. However, I agree with 
Mr. Keynes and strongly emphasise the importance of the stability of the internal 
price-level. Internal price-level is a complex thing; and molIletary factor is only 
one of the several factors operating. It, however, being an important factor 
mvolved, I think, the Government, the financial authorities here, should be com­
paratively free, within certain limits, free to pursue a currency policy of their own 
best suited to the needs of the country and calculated to promote the best interests 
of the community at large. It is the authorities here that will be faced with all 
sorts of complex administrative problems, and problems of taxation in order to 
be able to meet the internal expenditure here, as well as the expenditure abroad. 
The difficulties are enhanced owing to the absence of a Central Banking Institu­
tio:Q. following a consistent and appropriate credit policy such as will be instru­
mental in producing the desired effect on the price-level, production, savings and 
accumulation of capital, etc. The Internal price-level is a thing deserving the 
closest attention from and utmost care of the Government and of the Central 
Banking institution. Under the pre-war system, described as the Gold-exchange 
standard system, the currency policy or price-policy pursued for internal purposes 
ihere was bound to come into conflict with the exchange I?olicy pursued for purposes 
abroad, the stability in the internal price-level havmg been sacrificed to the 
stability in the exchanges. In my opinion the pre-war system was definitely 
inflationary in its ultimate effects, besides creating fl~,c~uations in the i1?-ternal 
price-level. If there was a heavy " balance of trade m favour of IndIa, the 
drawback was of providing enough rupees without having undesirable effects on 
the price-level. The rise in prices could not fail to have bad effects on trade 
and industry in so far as the cost of production was increased, but distress 
would be chiefly inflicted on fixed inoome and salaried classes, and also savings 
would be checked. Under the abnormal circumstances of the war rupees could 
not be provided in sufficient quantities, and the system broke down on that 
account. On the other hand, in case the balance turned against India, the ability 
of the Government to maintain the exchange rate stable was dependent on how 
large the gold resources at its disposal were. Bad years in succession would 
sufficiently strain the resources as to cause an ultimate breakdown of the system; 
and recourse would be necessary to increased taxation at a very undesirable time. 
It must be carefully remembered that it is very necessary for India to export more 
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than she imports in order to be able to meet the home charges," eto., and thus 
liquidate her indebtedness abroad-(if very heavy taxation. is to be avoided). 
From the discussion given above it would be seen incidentally that the general 
~ren~ of the result of the work~g of the pre~war system was to benefit the export­
mg mterests at the expense of the commumty in general, and that although the 
external value of the rupee was stabilised at 1s. 4d. and maintained stable at 
that ratio, the internal value of the rupee kept on fluctuating to a degree, great 
or small, with all the consequences of such fluctuations to that extent. 

Now it is not quite necessary to have gold coins actually in circulation ill 
order that we may have a gold standard. lIn my opinion, however, in order to 
have an effective gold standard people must be given the option of circulating 
gold coins if they so elect. They may choose to do so, or may make their payments 
by means of notes or cheques for reasons of convenience or tor any other reasons; 
but they must have the fUll freedom to do what they like, convertIbility into gold 
on demand, meltmg and export being allowed. But in India at any rate during 
the period of transition-and for ever as I should very much like-it could be 
arranged in the following way) : 

The rupee should be stabilised at 1s. 6d. (gold) for reasons stated below. 
There should be an imaginary ten-rupee gold coin, that is, a gold coin, if it were 
a real one, containing a weight of fine gold worth at present ten silver rupees, the 
rupee being stabilised at 1s. tid. The gold coin would contain very nearly a weight 
of gold that could be bought in the market for a ten-rupee note. There should be 
a fictitious half-gold-rupee coin on the same basis exactly; this would contain, if 
it were also a real coin, gold of the value of five silver rupees,· or such a weight 
of fine gold that could be bought for a five-rupee note. Thus a ten-rupee note (or 
ten silver rupees) and a five-rupee note (or five silver rupees) would be equivalent 
to the new gold rupee and half rupee respectively, the rupee being stabilised at the 
Iatio of 1s. 6d. (gOld). The rupee should be limIted legal tender up to five rupees. 
1 do not think, considering the average rates of wages paid, scales od: retail prices, 
the habits of the people, etc., this would cause any mconvenience. The five-rupee, 
ten-rupee notes, and notes of higher denomination should be unlimited legal 
tender up to any amount. The rupee was never convertible into gold on demand, 
except at the convenience of the Government. It remains so under this scheme 
also. The notes of five, ten rupees, etc., should be theoretically convertible into 
gold, practically not, except after the period of transition and when thought 
desirable and convenient or practicable by the Government after the accumulatIOn 
of sufficient gold reserves to enable it to introduce gold currency in circulation 
actually. Even then use of gold could be economised in this way: if a five-rupee 
note is presented, it could be paid out in five-silver-rupee coins or in one half-gold­
rupee coin; similarly a note of ten rupees could be paid out in one gold-rupee 
com, or in one half-gold-rupee coin and five-silver-rupee coins. Thus silver rupees 
could be pushed back into circulation and maintained there steady. I think, con­
sidering the average income of the majority of the people, the standard of living, 
etc., the silver rupee will remain as popular as before; the necessity or desire for 
small change will be there always, any gold coins being of much too high a de­
nomination for many practical purposes. The gold coins or corresponding notes 
will have a limited CIrculation, the circulation depending upon and increasing with 
the wealth, standard of comfort, etc., of the people-(allowance being made for 
change in habits, such as more frequent or OOIlstant use of cheques). As between 
notes and gold coins how far preference will be shown by the people for one or the 
other is a practical problem to be considered when the decision to introduce gold! 
currency actually in circulation and to end the period of transition is to be taken, 
and no such decision should be taken unless sufficient gold reserves are accumulated 
(and unless trial experiments are made previously such as those that are made 
when introducing a new coinage with a view to test how far these would be taken 
up by the public and absorbed into circulation). Sovereigns and half-sovereigns 
should cease to be unlimited legal tender and should be taken out of the IndIan 
currency system altogether, since the issue of these could not possibly be fully 
controlled by the authorities here. A sound currency system should not contain 
in it any constituent, the issues of which cannot be completely controlled or regu­
lated by the authorities responsible for the working of the system as a whole. 
With rupee as unlimited legal tender sovereigns will never circulate in India on 
the basis of a fixed price for the simple reason that, if more gold could be 
obtained for the price in rupees fixed for a sovereign than is contained in the 
sovereign, sovereigns will be returned to the Treasury ultimately; if less gold 
could be obtained, sovereigns will be demanded in exchange for rupees, and it will 
be impossible for the Treasury to meet the demand. Thus the Treasury will be 
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at times flooded with gold, and at other times dr;tined of all its gold. The unit 
of account under this scheme remains unchanged; it IS the silver rupee as before 
(not exactly the present sIlver rupe~, but the same stabilised at 1s. 6d. and 
mamtamed for all purposes, external and internal, at exactly one-tenth value of 
the neW! gold rupee by the proper lImitatlOn of the quantIty, etc.). The rupee wIll 
remain a token coin (except under ooe circumstance when the price of silver rises 
suffiCIently high so as to make the bullIon value of the rupee equal to or greater 
than ItS nommal exchange value); and although it will now be relegated to the 
position of a true subsidIary ·coin (being also made limited legal tender), it will 
still rel¥am a principal coin in circulation and be as popular as before for reasons 
stated above. Rupee notes and 2i-rupee notes that may be still in circulation 
would be made also-limited legal tender up to five rupees. The quantities of the 
several constituent elements in the system should be so adjusted between them­
selves and regulated from time to time that over-or under-valuation of any 
partICular constituent will not be possible or will not exist at any time. Internal 
parIty must be carefully maintained; necessary steps should always be taken as 
now for the preservation of the same. 

Export and import of gold should be freely allowed. Gold should be made 
available for export for trade purposes in bars of 400 ounces each as is the case 
i.n England at present. This could be undertaken as soon as sufficient gold 
reserves exist here, and at an earlier date than may be possible in case of the 
decision ~n introduce gold currency in circulation. To accumulate the necessary 
gold reserves as a first step all the gold resources at the disposal of the Govern­
ment of India should be mobilised. In the gold standard reserve located in 
England there are forty million pounds sterling worth of securities. Perhaps 
these could be deposited with the Federal Reserve Board of America, and some 
of their surpJus gold of the corresponding value approximately could be shipped 
to India. These securitIes should be retIred annually by arrangement or accord­
ing to an agreement entered into between the United States Government, the 
British Government, and the Indian Government. It may be possible to arrange 
the necessary details as between the three Governments concerned to the satis­
faotion of all the parties. The profits on rupee-coinage should be also utilised 
for the purpose of inoreasing the gold reserve and strengthening it. I have said 
above that the notes should be convertible into gold on demand as much as they 
a.re at present in England. It may be possible later on to make them really con­
vertible into gold on demand, especially if a decision to introduce gold into 
circulation is taken, whenever it may be done in future if at all. 

The Imperial Bank of India should be converted into a true Central Bank 
and should be brought under stricter and complete Government (publio) control. 
It should act as a Central Reserve authority, and power to issue notes should be 
given to it. (Constitution of the Bank may be required to be changed.) There 
should be a fixed fiduoiary issue, the limit to whiCh being dictated by past ex­
perience. Every nQlte in excess of this should be fully backed by gold or in part 
by SlIver (only to the extent to which rupees could be pushed into circulation as 
stated above). The silver portion should not be increased too much, i.e., to the 
maximum limit possible as above; and nothing should be done to endanger the 
gold value of the rupee when once stabilised at 1s. 6d.; there is a limit to the 
absorption of silver rupees into circulation. The notes should be a first chargE} 
on all the assets of the Bank, while remaining a charge on the revenues of India as 
now. The nature of the notes need not be changed; only they may be counter­
signed by the bank. The government in any country remains ultimately liable on 
t.he note-issue; however, as far as possible the responsibility should be pinned down 
on the actual note-issuing authority, whatever may be the liability of the Govern­
ment in the last resort. Elasticity in the note-issue may be secured by giving per­
missioo to the bank to issue a certain number of notes (maximum limit to be fixed) 
against 1st class trade bills or bills of exohange. (Present limit is of 5 crores). 
Further emergency issue may be made possible by allowing the bank to issue notes 
by paying a tax of 5 or 6 per cent. (graded further up if necessary) to the 
Government on its uncovered excess issue. Of course, it will be necessary to 
carefully reconsider the position of the bank as regards the reserve requirements 
against total liabilities, the cash reserves against demand liabilities, etc., and 
in view of the ciroumstance that the power to issue notes may be transferred to 
the bank, the management of the bank should be brought under stringent public 
control. The Exchange-banks, the Indian Joint-stock banks, etc., should be 
allowed facilities of rediscounting with the Imperial Bank of India certain 
classes of approved paper; and also arrangements should be made for effective 
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transfer of funds as between the three Head Offices of the Bank and as between 
different centres in times of stringency. The bank should be required to give 
the necessary rediscount facilities, and it should be placed in such a position in 
other ways that it will be able to follow a consistent and appropriate discount 
rate policy and that its discount rate will be effective in the money market. In 
times of stringency the money market should be placed in a position of confidence 
that the assured support when necessary will be given to it by the bank, so as to 
avoid any unnecessary crises or violent disturbances in the money market. Of 
course, when such rediscount facilities are made available, the position of all 
these banks in respect of adequate reserve requirements against demand 
liabilities, proportion of cash balances usually held to liabilities, etc., should 
be carefully considered. 

Now as regards the rate of exchange between England and India this will be 
determined in the same way as between any two gold standard countries by the 
conditions of trade, etc., the fluctuations being corrected by the necessary gold 
movements to and fro between the two countries. Now these gold movements 
could be minimised in the following way: India has to make certain payments 
abroad, meet the "home charges" every year, etc. It must be carefully 
remembered in this connection that it is the financial authorities here that have 
to find the money ultimately whether to meet the home charges abroad or the 
internal expenditure of the Government here. The Secretary of State should, 
therefore, hold in England in advance cash balances enough to meet the current 
year's expenditure (which could be estimated), allowing for an ample margin; 
and while he is doing so the cash balances should be replenished in advance to 
meet the next year's expenditure; and this could be done in two ways: (i) the 
Government should purchase sterling in India, or rather instruct the bank to 
purchase sterling on its behalf (ii) the Government here should send cable 
Instructions to the Secretary of State to sell drafts (COIUncil Bills)-demand 
drafts or telegraphic transfer8---{)n India at the particular times stated and to 
the extent of the particular amounts stated. These transactions could be con­
veniently carried out through the bank; and past experience (as well as the 
monetary and general situation of the moment) will be able to indicate the most 
favourable times to do so. So long as the Secretary of State is kept in funds in 
advance, it does not matter exactly what times of the current year the cash 
balances to be required for the expenses of the next year are replenished; and in 
this way it would be possible to minimise the gold movements. Similarly 
purchase of silver in the London market for purposes of coinage of rupees and 
small change in India, purchase of stores in England required for Government 
purposes in India and payment for all these, if possible, should be so adjusted 
during the course of the whole year that unnecessary gold movements could be 
avoided. Unnecess~ry governmental interference in the matter of exchange 
should be avoided, advice of the bank should be taken from time to time--(all 
money transactions being carried out through its agency)-its convenience as 
well as the convenience of the Government should be consulted, so that, in brief, 
the exchange will be left as free as possible and to the free play of all the several 
different forces acting. I think the exchange rate will remain stable on the 
whole within certain limits-within the gold points-in case unrestricted export 
and import of gold is freely allowed. 

The point at which the rupee should be stabilised is a controversial question. 
I have proposed to stabilise it at 1s. 6d. (gold); the rupee has been stable round 
about 1s. 6d. for quite some time past. To change the ratio to 1s 4d. or to any 
other ratio would mean that the settled expectations and anticipations of the 
people would be upset and the economic life of the community disturbed to that 
extent. To lower the ratio down to 1s. 4d. no doubt will be beneficial to the 
export trade; but I doubt as to how far it will really be a stimulus to industry 
and agriculture. 'Vhat I am afraid of is a little more inflation and the consequent 
rise of prices. The salaried and fixed income classes will suffer on this account, 
savings will be checked, or will be smaller. The expenditure of the Government 
may increase, and higher or increased taxation may be necessary. The cost of 
production in case of manufacture may increase in so far as the prices of raw 
materials used, of imported machinery, etc., may increase. In the case of 
agriculture the rise in prices for its produce may be regarded as a stimulus in 
some way, but it may be doubted how far the benefit will go to the actual 
cultivator himself in the shape of risen prices, and how far any sudl benefit 
accruing from increased prices will not be pocketed by the middleman. Inside 
a community there are always groups whose interests are .conflicting among 

56596 so 
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themselves, although broadly the interests of the communIty as a whole may not 
appear to be so divIded. A balance has to be sought for; and whatever polley IS 
adopted it is not possIble to please all the sections of the community at one and 
the same tIme. 

It will be seen from what I have stated above that under this scheme no 
revolutionary changes or alteratIOns are to take place in the coinage, currency­
notes, etc.-although the basis of the currency system as a whole WIll be changed. 
It wIll be a true gold exchange standard system for all purposes, mternal and 
external), or a gold standard system without gold currency in cIrculation. It 
could beQome, It considered desirable, a gold standard system WIth gold coins 
actually In circulation. It is hoped, however, that prices (internal) WIll remain 
more stable under the workmg of the new system as proposed here than was 
possible under the old. 

B. 
It 1.8 always difficult to answer a question like thIS; for a tolerably good case 

could be made out either way, tor or agaInst. Ultimately It becomes more or less 
a questIOn pf the expressIOn of one's own personal OpInIOn. Everyone IS aware 
ot the circumstances under WhICh the. mInts were closed here to the unrestrIcted 
coInage of silver in 1893. The} owler CommIttee of 1898 had to make Its reCOlll­
mendations under condItions which could not be then regarded as qUIte stable; 
subsequently certaIn admInIstratIve practIces were developed and gIven effect to, 
and thus the gold exchange standard system was evolved: the external value 
of the rupee was maIntamed stable at Is. 4d., or at the ratio of fifteen rupees to 
the pound sterlIng. The stabIhty m the foreign exchanges had no doubt certalll 
good- results, but there were limItatIOns also set in practIce to the abIlIty of the 
authOrIties to mamtain the exchange rates so stable. The ChamberlaIn COlll­
miSSIOn of 1913-14 had ItS terms of reference rather restricted in scope; so were 
practIcally the terms of reference to the BabIngton-SmIth Committee of 1919-~.W. 
'fhe criSIS of 1907 (follOWIng upon the American crisis of that year) brought to 
lIght the lImitations In one dIrection to the conditions under which the gold­
exchange standard system could be worked successfully, while the abnorlllal 
circumstances of the war showed the limitations in the other directIOn. TIllS 
brief history will indicate that the problem of Indian Currency and Exchange 
is still awaIting a satisfactory and final solution-final in so far as there IS a 
finality with regard to such matters. There seems to be an intense popular de­
mand for such a solutIOn of the problem. The unstable conditions following 
upon the Great World \Var cannot be said to have wholly disappeared, however, 
one country after another has tried to solve its currency problems more or less 
in a satisfacto:ry way, and has achieved a certain measure of success. Especially 
as England has now returned to the gold standard in April last, there seems to 
be no reason why a solution of the problem in this country should not be at­
tempted. Nothing in my opinion is more unsettling to the trade and industry 
as well as to the national finance of a country or more harmful to its credit than 
the uncertainty attached to or in regard to its currency and exchange matters. 

We cannot take the rupee out of the Indian .currency system altogether, 
and think of substituting something else for it, whether there is any gold cur­
rency actually in circulation or not. A gold coin of a satisfactory and not too 
small a size will be of much too high a denomination to be of use for many prac­
tical purposes, considering the average income, standard of comfort, etc., of the 
majority of the people; besides, the necessity or desire for small change will 
be there always; and under the circumstances of India the rupee will tend to be 
not merely the small change. but the principal coin in circulation. Adoption 
of a silver standard is out of the question; similarly I consider a scheme for 
" managed currency" as impracticable in India. I do not also approve of a 
scheme for an inconvertible rupee of which the issue may be fixed. If the rupee 
is to be stabilised in relation to gold, it could be stabilised for external purposes 
only as under the pre-war gold exchange standard system, or it could be so 
stabilised for all purposes-external and internal. In the latter case a true 
gold exchange standard system could be evolved-in which the actual currency 
in circulation is something other than gold, i.e., silver or paper, or both, but it 
is definitely related to gold at a certain ratio which is maintained effective. 
This last could become a true gold standard system as soon as gold currency 
is introdl,lced into circulation, and convertibility into gold on demand is made 
practically possible ; and it remains so even when no gold is in actual circula­
liion, while people continue to possess the choice of having so, and further 
possess the rights of convertibility, melting, export, etc. 



APPENDIX 59. 403 

Stability in internal prices does not mean that all prices remain stable at 
all times or remain the same over a period of time. Of course, the individual 
prices of commodities (and services) keep on fluctuating within certain limits, 
both at a point of time and over a period of time. However, the general price­
level broadly or the value of money does not fluctuate violently, that is, remains 
comparatively stable; and whatever rise or fall is there in case of particular 
commodities, the monetary factor is as a rule least to blame. When prices rise 
or fall, within a community certain classes benefit at the expense of others, while 
others are losing and vise versa ; and thus a certain measure of injustice is done. 

Stability in Foreign Exchanges is no doubt beneficial to the foreign trade 
of a country and thus brings with it certain advantages as a result. In so far 
as, however, such a stability is bought at the expense of fluctuations in the in­
ternal price-level, all the consequences of a fluctuating internal price-level arise 
~omparative Stability in the :Foreign Exchanges, as well as in the internal price­
level, are not two incompatible thmgs. However, I think stability in internal 
prices is the more important of the two, because in the long run the ability of a 
country to export and thus pay for its imports or otherwise liquidate her indebted­
ness abroad depends ultimately upon how best her internal conditions are ad­
jnsted, such as production, dIstribution, consumption, etc. Such a price-level 
must be maintained inside the country that it will be to the interest of foreigners 
to buy from that country. (There must be, therefore, freedom to pursue a price­
policy, in other words, a currency policy as required.) It must not be under­
~tood that the foreign exchanges are to be left absolutely to themselves and are 
a matter of no care from the Government of the country. But I think, provided 
the internal price-level is well taken care of, the foreign exchanges will be a 
matter of less anxiety and will greatly take care of themselves, requiring special 
attention only at special times. 

When prices rIse (or the value of rupee falls) all those whose (money) incomes 
are fixed, (or do not increase in proportion to the increase in prices), lose, while 
the industrial, business community gain from the rise in prices. Under the 
classes that lose may be mentioned salaried persons, government servants, wage­
earners in so far as their wages lag behind the rise in prices, holders of fixed 
interest bearing securities, etc. Expenditure of Government may increase, and 
higher taxation may be necessary. Savings are smaller or may be checked; 
accumulation of capital suffers ; investing classes lose as above ; and all these 
things ultimately have undesirable effects on, or affect adversely, the industry, 
trade, etc., especially the further industrial development, new capital ventures, 
rtc., and in the long run the country's productivity may be impaired-(at least 
temporarily). In so far as higher prices are obtained 'for the produce of agri­
culture, or industry, it may be regarded as a stimulus, but one 'cannot estimate 
how far the efficiencv will be increased, or provision may be made by way of 
reserves against bad' times, or how far the lot of wage-earners may be im­
pl'oved>-(higher wages may be given to them and maintenance of a higher 
standard of living, or at least of the present one, made possible-), or in case of 
llgriculture how far the cultivator or the peasant himself will benefit from the 
rise in prices; it is doubtful how far the benefit will really go to him and how 
far it will not be pocketed by the middleman. In so far as the cost of production 
is increased, manufacturers will go on charging higher prices as far as they can; 
ultimately they will begin to complain of the increasing foreign competition. 
(Some businesses will no doubt be wiser and from a long point of view will pursue 
a policy of increasing the efficiency and increasing the reserves, etc., charging 
of steadier prices to the consumer being thus made possible.) The effect of falling 
prices, (or a rise in the value of rupee), will be opposite to that described above. 
What is really disturbing to the trade, industry (including agriculture), as well 
as to the national finance, is the rising or falling rupee when one does not know 
exactly how far it will rise or fall, and where and when such.a rise or fall will 
stop. Hence I have emphasized the importance of a stable internal price-level. 
Whether rupee is stabilised high or low, provided it remains stable there, ceo­
JJOmic and other conditions will have soon adjusted to it. It is when a change 
from high to low, (or low to high), rupee is desired that the consequences will 
have to be considered. If. for instance, the rupee, which is stable round about 
1s. 6t!. for some time past, is to be made stable say at 1s. 4t!., the pre-war rat'io, 
what I am ~fraid of is a little more inflation and consequent rise in prices. 
Exporters will gain. but importers will lose, and all the effects of risinu prices 
will manifest themselves,-until economic conditions have adjusted them~elves to 
t he new ratio. 

II. Gold should be adopted as a standara of value in India and runee 
should be stabilised in relation to that. I have proposed the ratio of is. 6t!. (gold) 

I:I:I:QI: 
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at which the rupee should be stabilised. Of course, under the working of the 
system I have proposed the rupee will be slightly fluctuating round about this 
ratio within certaIn limits. The system proposed by me slIghtly differs from 
the pre-war system, and therefore, the working of the system ill all its detaIls 
will take some time tOt begm-until the necessary gold reserves are accumulated 
in India, etc. In other respects the working of the system could begin straight­
away. 

III. The rate selected by me for the stabilisation of the rupee does not 
materially differ from the present one; and therefore, there is hardly any transi­
tion to he achieved. However, under my scheme certain changes are made in the 
system i:h force before the war involving a period of transition. 

IV. I have proposed in the statement already made for a Gold standard 
system for India, or rather for a true gold exchange standard system. The 
system in force before the war has been so modified that, to start with any way, no 
big and visible changes are to take place ; but at the same time an early intro­
duction of a gold standard, (with or without gold currency), has been made 
possible. As soon as sufficient gold reserves are accumulated, the system pro­
posed under my scheme can straightaway become the kind of modified gold 
standard as at present exists in England. It can further become a true gold 
standard with gold currency in circulation,-if considered so desirable, 01' con­
"enient. I have proposed for an imaginary gold coin worth ten silver rupees, 
and one worth five silver rupees. The quantity of the silver rupees in circulation 
is to be so adjusted as to make the rupee stable at 1s. 6d. when once stabilised at 
that rate. All the accepted rules and practices should be carefully observed 
with a view to effectively maintain the internal parity as between the various 
component parts of the currency system. The currency (and Exchange) ~olicy, 
as well as the credit policy, should be so followed as not to lead to any apprecIation 
or depreciation of tlie rupee in terms of gold. I have, therefore, proposed for a 
true Central Bank which will function in the desired way in close touch with and 
under strict control of the Treasury here,-so as to make the Bank and the 
Financial authorities in India fully responsible for the wmking of the system. 
The gold standard reserve will merge mto and become a part of the Central 
Reserve which is to be accumulated in India. The Bank will, of course, have to 
keep reasonable reserves against demand liabilities ; and there will also be the 
l'eserve against note-issue (-backing for the notes issued-). The central reserve 
will conSIst in part only of silver (coined or uncoined), and the rest of it will be 
in gold Part of this reserve may be conveniently kept at the three Head offices 
of the Bank ready for shipment abroad' in case of necessity, and the rest may 
be kept at a convenient central place, from which· it could be transferred to any 
part of India in case of emergency. The central reserve will be thus wholly 
located in India No part of this central reserve is to be invested in securities; 
it must be in gold, and in silver to a limited extent only. The fact should ne~er 
be forgotten that It is a reserve and created for certain definite purposes only; 
and it must be available as such any- time if required. As to the size no definite 
limit should be decided on just at the moment. When the gold resources at the 
disposal of the Government are mobilised in the shape of a reserve, and sufficient 
additions are made to it so as to form a respectable central reserve (say of £100 
million sterling), the decision should be taken to have a gold standard in India 
like the one at present existing in England. Larger reserves will be necessary 
when gold is to be introduced into circulation, if at all. (He-discount facilities 
should be given, and other facilities also to make the effective transfer of funds 
from one centre to another according to necessity. .. Open market operations" 
poHcy, as in America, may be followed-to make the disoount-rate of the Bank 
otherwise effective ;-also funds may be transferred in this way.) 

V. The Imperial Bank of India,*if it is to become a true Central Bank at 
all, should be given the power to issue notes. I have proposed f()ll' a fixed 
fiduciary issue ; and the rest of the notes should be fully backed by gold-(and 
to a limited extent only by silver). The arrangements should be thus automatic 
as far as possible. But the Treasury here in the public interests should have 
the power of requiring the Bank not to issue notes against gold, although 
accumulated in its vaults,-making it possible to effectively lock up gold, thus 
avoiding unnecessary increases in circulation and consequent rise in prices, etc. 
(The budget arrangements will not be upset accidentally in this way) Of 

# The constitution of the Bank will have to be altered so that it may command the confidencA 
of the peorle and the Government. 
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course, the Bank and the Treasury will" be in close touch with each otner, and will 
know when such a polIcy is necessary and is to be tollowed, and when It is to 
end. The gold thus locked up should not be made available as a reserve against 
the demand liabilIties of the Bank, so that credlt llltiatlOn by the Bank wIll be 
effectively checked. (The Bank will have the alternative, as below, of paying 
the tax to the Government to mcrease its note issue. Ultimately it will have to 
raise its discount rate; and the Treasury can then decide how far industry, 
trade, etc., would suffer, how far it is in the public and general interests to 
continue to pursue the policy of locking up gold, and so on). liigid control should 
always be avoided. 

A limited number of notes may be issued against trade bills, bills of 
exchange, hundis, etc.-and further emergency issue may be made possible by 
allowing the bank to issue notes on payment of a tax of 5 or 6 per cent. on its 
uncovered excess issue. Details could be arranged as to the division of profits 
between the Government and the Bank arising from the note issue thus trans­
ferred to the Bank. The bank should carry out certain services for the. Govern­
ment free of charge, etc. Public deposits should continue to be kept with the 
Bank as now. The independent Treasury system should be altogether abolished, 
-the Bank being asked to open a small branch office in their place, wherever 
these may be existing to date. The Bank should later on be required to make 
an advance of a reasonable sum or sums to the Government free of interest ; and 
this should be utilised by the Government for the establishment of agricultural 
banks, C<H>perative central banks, and industrial banks, thus greatly helping 
t~ wards the agricultural and industrial development of India. (The advance 
should not be spent directly as such-but only through the agency of the banks 
so established i-the machinery thus set up should be mainly fed on private 
support i-the Government only takin~ up the initiative and starting the instItu­
tions and the public later on supportlllg them and taking full advantage of the 
facilities so created). 

Under my scheme the notes become inconvertible so far as convertibility 
into silver rupees is concerned. (The rupee being a token coin, convertibility 
into rupees hardly means anything at all). But the fact of inconvertibility 
need not be made public until It may be possible for the Government to introduce 
gold currency into circulation, and until convertibility into gold on demand 
could thus be undertaken. Even then it will be absurd for a bank to refuse to 
give silver rupees for notes in case one wants the small change for paying wages, 
or for any other purpose ; besides five rupee notes will be convertible into silver 
or gold, and ten rupee notes partly into gold and partly into silver, as already 
explained. It would be easier to attain the kind of gold standard as at present 
(,Xlsts in England-;and in that case the notes may remain convertible as now­
If that is any satisfaction to the uneducated public i-gold being made available 
for export, etc., in bars of 400 ounces or so. By limitation of quantity, etc., if 
the rupee is effectively maintained stable at 1s. 6d. (gold),-this fact would give 
much confidence, and would make it easy to introduce gold into circulation later 
on if desired. 

The rupee and .21 rupee notes are, I believe, being withdrawn from circu­
htion. If the public takes them, there is no harm in having a limited number 
in circulation-(fully backed by silver-if not a part of the fixed fiduciary issue 
etc.). They are to be also limited legal tender as the rupee is. 

VI. If gold is to be minted in India at all, ten-rupee and five-rupee gold 
('oins should be minted, whenever decision to introduce gold currency is to be 
taken. Personally I consider it unnecessary to have gold in circulation, pro& 
"ided gold is made freely available for export in bars of 400 ounces or so. Con­
vertibility of rupees into gold on demand depends upon whether any gold coins 
are introduced into circulation or not ; and It cannot be undertaken unless and 
until sufficient gold reserves are accumulated. 

VII. All the remittance operations of the Government should be conducted 
through the agency of and be managed by the Bank. I have mentioned already, 
how sterling should be purchased in India, how drafts on India should be sold 
in England,-all transactions being managed by the Bank for the Government 
and under their strict instructions. Purchase of Government stores, etc., and 
payment for same, if possible, should also be so managed that the gold movements 
are minimised. 

VIII. To meet the seasonal demands for Currency I have already said that 
a limited number of notes should be issued against bills of exchang~hundis and 
other trade bills, etc. The paper eligible for re-discount purposes should be the 
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kind of paper which can be also accepted for the issue of notes against. Emer­
gency issue of notes may be made possible by allowing the Bank to issue notes 
on payment of a tax of 5 or 6 per cent. (further graded upwards-if ncceg.<;ary) 
to the Government on its uncovered excess issue ; it WIll be found convenient by 
the Bank to accept as collateral such paper as may be eligible for re-dif;cOlmt 
purposes,-while giving advances In the form of the notes so issued-(or rather 
notes may be required to be issued to meet the credit given in case any of the 
rheques drawn against are actually cashed). The Bank should adopt a conf;is­
tent and appropriate discount rate policy, pursue, if necessary, a policy of " open 
market operations," or in any other way give facilities for the transfer of funds 
from on~ centre to another, or one part of the country to another. This would 
('nable the Bank to earn highest profits by emplo)"ing or invef;ting its funds into 
something yielding best returns; the money market, the general business, com­
mercial, industrial community, as well as the public at large, would also be 
benefited. Steadier rates would prevail, the bank would be best able to meet its 
responsibilities in various other directions-(encashment of notes, buying and 
selling, export and import of gold, etc), and as the public'S confidence is in­
creased banking habits, payments by cheques, etc., would develop more quickly 
lInd with distinct advantages to all. . 

IX. The purchase of silver should be carried out through the Rank, 
naturally under Government instructions, the mint being supplied with the 
necessary raw material according to requirements. Advantage of the purchn~e 
of silver in the London and other foreign markets (America) should be taken for 
the purposes of minimising gold movements and stabilising the exchange-rnte's 
(i.e., effectively maintaining the value of rupee at Is. 6d. (gold) when once for all 
stabilised at that point). 

APPENDIX 60. 

Statement of evidence submitted by the Honourable Mr. Phiroze C. Sethna of 
Bombay. 

With reference to your memorandum I desire to offer the following 
observations :-

The time is certainly ripe for solution of the problems of Indian Currency 
and Exchange. In fact it has been overdue. We badly need a gold standard and 
gold currency. Steps should be taken to gradually demonitise the Rupee so that 
say within 10 years at the longest we have a full fledged gold standard in operation 
:\yith the Rupee recognised as legal tender for only a small amount 

The legal ratio of the Rupee and any gold coin which may be adopted for 
use in this country will have to be fixed for internal purposes. I would suggest 
that the new gold coin be called the Gold Mohur and it be of the same size and 
fineness as the sovereign and the rate of the Rupee be one-fifteenth of such Gold 
Mohur, which will be the same ratio as formerly. . 

Constant fluctuation in Exchange has certainly done much damage to agri­
cultural as well as industrial interests in the country and this state of affairs 
requires to be remedied as early as possible. Fluctuations in price affect trade 
ronditions seriously and retard the progress of industries so necessary for India. 

In reply to the question of the gold exchange standard system which was in 
force before the war be continued I would say that Indian opinion is very strongly 
against the gold exchange standard. What we want is a gold standard and 
nothing else. 

As to the gold standard reserve the country insists on its being maintained in 
gold and that such reserve be kept entirely in this country and not in London aq 
at present. 

It ought not to be the business of the Finance Department of the Government 
of India to be in charge of the note issue. This is within the proper province of a 
Central Bank of issue and in the absence of such Central Bank I believe the 
Imperial Bank of India will be able to manage the note issue far better than the 
Government who certainly should divest themselves of this work. 

For the encashment of notes every possible facility should be given to the 
public. The fact that of late, notes of Rs 100 and under are caf;hed at any centre 
has greatly popularisoo notes of these denominations. The ~ame ought to he 
done in regard to notes of higher denominations. 
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Personally I am strongly in favour of once again introducing one-Rupee 
notes. I would not favour notes for Rs. 2-8-0 and the next higher denominatIon 
~hould be Rupees five. The one-Rupee note which when first issued was not 
!lluch liked, subsequently became quite popular. In other countries where there 
IS gold currency the UnIt such as the Dollar or the Yen is in paper notes and the 
one-Rupee note in India will prove equally useful. 

WIth regard to the question as to the policy of minting gold in India, the 
opinion in the country is strongly in favour of a gold mint tor India and the 
gold being coined here for currency. 

RemIttance o'perations which are carried out at present by Government should 
Lereafter be carrIed out by the Imperial Bank of India and Government divest 
themselves of all operations of a banking nature. 

For meeting seasonal demands for currency, Government should provide suffi­
dent currency to prevent undue stringency which has been so marked during the 
last several busy seasons. 

If we have a gold standard and a gold currency adopted then it will not 
become necessary to make purchases of silver for a very long time because of the 
large amount of Rupees in circulation at the present moment. If later on silver 
is required to be purchased, this should be done by public tenders, such tenders 
being invited in India. 

APPENDIX 61. 
Statement of evidence submitted by Mr. S. C. Shahani, M.A., Principal, 

Dayaram Jethmal Sind College, and Zamindar, Jamrao, Sind. 
'J. 1.-(a) Is the tIme ripe for a solution of problems of Indian Currency 

and l!.xchange by mcasures for stabilisation of the rupee or otherwise 1 
(b) What IS the comparatIve Importance of stabIlity in internal prices and 

in foreIgn exchanges 1 
(c) What are the effects of a rising and falling rupee and of a stability of 

high or low rupee on trade and industry including agrICulture and on national 
hnance 1 

1. The time is rIpe for a solution of the problems of Indian Currency and 
Exchange. We have waited seven years since the armistice in a state of sus­
pcnded thought. Our currency and exchange problems ought to be carefully 
examined as soon as possible, and a policy for the future formulated. Other 
countries too are conSIdering their problems of Currency and Exchange. 

From the standpoint ot the nation as a whol~ stabtlity in internal prices and 
in jore'ign exchanges are both equally desirable-the former for internal and the 
latter for external trade. It is difficult to say whether internal or external trade 
is more important. The two are not independent, and in India. especially, where 
necessaries both of life and industry are the staples of external trade, the con­
nection between the two trades is fairly close. Judged, however, by the total 
volume and value, the number of transactions and the number of persons directly 
involved, internal and stability of internal prices should be regarded as more 
important. 

A rising rupee stimulates import, discourages industry, generally (agricul­
ture included) and makes Government finance easy in respect of Government's 
foreign obligations. 

A falling rupee discourages imports, stimulates exports, stimulates industry 
glilerally (agriculture included) and makes Government finance difficult in respect 
of Government's foreign obligations. 

A high exchange would act geuerally as ~ drag o~ export trade an~ industry 
in general, and would have a tendency to stImulate Import trade untIl markets 
and prices adjusted themselves to the new conditions. It would make Government 
finance easier in respect of its foreign obligations. A low exchange would tend 
to produce opposite effects. 

Q. 2.-ln relation to what stanaard and at what rate should the rupee be 
:,tabilised, if at all 1 

When should any decision as to stabilisation take effect 1 
Q. 3.-If the rate selected differs materially from the present rate, how 

should transition be achieved 1 
Q. 4.-What measures should be adopted to maintain the rupee at the rate 

telected 1 
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Should the Gold Exchange Standard system in force before the war be con­
tinued and with what modifications, if any? 

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

2, 3 and 4. The Gold Exchange system should be abolished and a true Gold 
Standard established in its place. 

(a) Reasons for the abolition of the Gold Exchange system.-Far from ~('('ur­
ing for the country stability of internal prices, it has actually caused an inflation 
of prices by the over-issue of currency. The over-issue is made possible by the 
fact that\ the rupee is merely an inconvertible note printed on silver and our 
paper currency is payable only in rupees. Rupee circulation cannot be COIl­

hacted by the people at their will, for rupees will neither be melted, hoarded or 
exported. That the parallelism between increasing prices and increasing circula­
tion is fairly close is shown by the f.ollowing two tables compiled by Professor 
Keynes and Professor J evons, respectively. 

[Taken from Economic Journal, March, 1909.] 

PROFESSOR KEYNE'S ARTICLE. 

Year. 
1903 
1904 
1905 
1906 
1907 

Index of Estimated total 01 
Prices. currency on 1st A p-ril. 

100 100 
102 110 
112 115 
131 127 
140 136 

TAKEN FROM PROFESSOR JEVONS' FUTURE OF EXCHANGE. 

Year. Index 01 prices. Index 01 circulation. 
1912 100 100 
1913 104 102 
1914 107 99 
1915 111 105 
1916 134 119 
1917 143 145 
1918 164 165 
1919 201 195 
1920 205 205 

(b) Our currency is managed by the Government.-Its expansion and the 
contraction depends on the Government's will and judgment. There being no 
automatic arrangement for elasticity we experience seasonal stringency and high 
bank rate. 

(c) The Gold Exchange System has not given us even that stability of internal 
exchange for which it was especially devisea. Our exchange rose from 1s 4d in 
1914 to 2s 4d in 1919; in February 1920 it touched its highest water mark at 
2s 11d; then it began its downward course reaching the level of 1s 5d again 
in December 1920. These violent fluctuations produced all those evils which the 
country had experienced during the period 1873-1893 and to escape which the 
silver standard had been departed from in 1893. 

(d) The Gold Exchange system has not made us independent of the silver 
market When in 1893 mints were closed to the free coinage of silver the object 
was to divorce the rupee from silver. Under the Gold Exchange system, however. 
the rupee continues to follow silver. That the divorce decree has not been 
effective is shown by the following table:_ 

Date. 
April 1919 
May 1919 
June and July 1919 
August 1919 
September 1919 
October 1919 
November 1919 

A verage price 01 
silver per ounce. Exchange rate of the Rupee. 

49d 18d 
51d } Md 20d from 13th May. 

59d Z2d from 12th August. 

~~ } 24d from 16th September. 

70d 26d from 22n(l November. 
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A'lJerage price of 
Date. sil'lJer per ounce. Exchange rate of the rupee. 

December 1919 76 1d } 
"2 28d. from 12th December. January 1920 SOd 

February 1920 58d 35d. 
~ril 1920 72d 29d. 

ay 1920 57d 26d. 
June 1920 50d 21d. 
July 1920 56d 221d. 
September 1920 60d 21 ld. 
November 1920 46d ISld. 
December 1920 41d 17d. 

(Copied from Modern Review, January 1921, p. 114.) 

. The Governme~t helplessly aC9uie~ced ~hen the rupee ran after rising silver 
In 1919; but when It followed fallIng sIlver In 1920 the Government made hercu­
lean but vain efforts to fix it to 2 shillings gold and then to 2 shillinO's sterling 
wasting 35 crores of India's money in the attempt. /:), 

(e) Under the pretext of supporting exchange the Secretary of State transfers 
India's funds-not only of the gold standard reserve, but also of the paper 
currency reserve and General Balances-to London and places them at the disposal 
of the London money market. If India's funds remained in India a vast credit 
structure could be built up which would support and develop the country's trade, 
industries and agriculture. As it is India is starved and the London market 
is taught to lean for support on India's funds which is bad for the London market 
itself. Under the' true Gold Standard the Secretary would not have to support 
Exchange and India's funds would remain inland and fructify in various 
directions. 

(f) The first essential of a currency is that it should be acceptable to the 
people. Now all elaborate schemes like that of Keynes, Fisher and others are 
not easy to understand and therefore will not be acceptable to the people; the more 
so because these schemes neeC! to be worked by experts who are thoroughly 
conversant with principles of currency~and how few such experts are there in 
any country. The official managers of currency are not experts; they commit 
mistakes; people suspect Government of manipulating for its own ends and 
bitterness arises. The danger is specially great in a country like India where 
there is foreign rule and where people sunk in ignorance and poverty are ready 
to believe any wild rumours. People like gold and if they are given that they 
will readily accept it and the system being automatic in working Government 
will be free from criticism and attack. 

THE CASE OF A TRUE GOLD STANDARD. 

A true gold standard requires that all values shall be measured in terms 
of a standard coin made of gold, that there shall be an open mint for this 
standard coin, that all other media of exchange whether made of metal (token 
coins) or of paper like paper currency or cheques shall be convertible into this 
standard coin. A true gold standard in India woula thus mean (1) a standard 
gold coin, (2) an open mint for gold, (3) pape~ c~rency convertible into gold, i .. e., 
gold notes, and (4) the rupee a token COIn of lImIted legal tender. Reasons for Its 
adoption :-

(a) Its acceptability.-People here as elsewhere like gold and have faith in 
it· they therefore readily accept gold and suspect all substitutes. Indian people 
in' particular having been deprived of gold under tbe gold-exchange system have 
come to attach a special value to it. 

(b) Its Automatic working.-The Government will be ~ree from the respon­
sibility of working and managing the system. . There wl~l be no chB;nce for 
popular suspicion and criticism. The system wIll be el~tlc. ExpanSIOn and 
rontraction of currency will take place in response to reqUIrements of trade . 

.<c) Under it India's tunds will remain i1!- !ndia.-O~ t~eir ba~is a stropg 
credIt structure can be raIsed to promote IndIa s prosperIty In agrIculture, In­

dustry and trade. 
(tl) It would give stable exchange with the principal trading cou~tries of 

the world-for these too have a gold standard. We shall be free from the Influence 
of the silver market. 

56596 
2D 
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(e) It would secure a 1'elative stability in pnces.-Even Professor Keynes who 
advocates an artIficially regulated standard writes in his Tract on Monetary 
Reform that "the metal gold might not possess all the theoretical advantages of 
an artlfici~lly r~gulate~ s~ndard, .bu~ It could not be tampered with and had 
proved relIable m practIce. Agam m the same book he says--" The consider­
able success with which gold mamtained its stability of value in the changmg 
woifld of the nineteenth century was certainly remarkable. I have applauded 
in the first chapter. After'the discoveries of 4ustralia and California It began 
to depreCIate dangerously, and before exploration of South Africa it beO'an to 
appreciltte dangerously. Yet in each case it righted itself and retain°ed its 
reputatibn." Professor Keynes, however, thinks that gold will not be able to 
maintain this reputation in the new conditions of the 20th century and therefore 
pleads for an artificially regulated standard. While it is true that during recent 
}pars there have been large variations in the value of gold, yet on the other hand 
inconvertible paper currencies have led to violent fluctuations in prices and all 
attempts at a government regulated system have failed. It is therefore more 
prudent in practice to have a tried though imperfect goM standard than to have 
one which has proved a signal failure. An artificially regulated system on paper 
may sound perfect-but like all perfect paper schemes, e.g., Socialism and N C.O., 
it requires perfect men with unlimited resources to work it in a perfectly calm 
and favourable atmosphere. Since such perfect conditions are difficult to attain 
it is better to have a less perfect but more practicable scheme like the gold standard. 
" The possibility of a gold exchange system being perverted to suit some corrupt 
purpose is very considerably greater than the possibility of the simple gold 
standard being SOl perverted." (Cannan.) 

(j) A gold currency in circulation and convertibility of all other media of 
exchange into gold would inspire confidence and people would be encouraged to 
bring out their hoards of gold for investment which would promote the industrial 
and commeroial prosperity of the country. 

(a) Objections aga~nst a Gold Currency answered.-The people in India do 
not need gold for currency purposes. TheIr transactions being of small value, 
the rupee is better suited tor their requirements. 

ThIS is true of the bulk of the people who are small men engaged in small 
transactions. But this is no objection to g<l~d currency. When m Akbar's time 
the rupee was a standard com, bulk of the people were using Copper Dams because 
of the very low level of prices and wages that then existed. So also now. Gold 
may be the standard com, but the people in the villages may continue to use silver 
rupees for their purposes. The smallness of transactions is rather an argument 
for limitmg the legal tender of the rupees and makmg them true tokens as required 
by the gold standard. 

Residents of towns and cities, and grain agents and larger zamindars in the 
country will use gold coins freely as they did in the years just preceding the war. 
The large abso'l'ption of sovereigns during the period 1910-1914 led the Govern­
ment to institute special inquirIes about the exact use made of t.he gold. The 
enquirles of 1911-12 showed that" a very considerable portion of the gold absorbed 
in the Punjab was actually in circulation as currency, that in some cases better 
rates and terms could be obtained when gold was tendered in payment of produce 
than when silver was offered, gold thus being practically at a premium. ' The 
people preferred gold because it was less troublesome than silver money.' The 
enquirIes made in the Gujranwalla district showed that all the grain agents paid 
the zamindars chiefly in gold and that the zamindars paid their revenues in gold. 
, The zammdar prefers to have his price for the grain in gold as he can easily 
rarry it, and easily exchange it, and if necessary, put it away. He shies at 
currency notes of any value as they cannot be easily exchanged and to receive 
payment in silver means cost of carriage and a greater risk of being robbed.' 
Gold was in short, preferred because it is money of higher monetary utility than 
silver. Tihe enquiries made in Bombav showed that gold was not being hoarded 
or melted to the same extent as pefore, and that gold circulation was steadily 
increasing. The enquiries made in the United Provinces, :Madras and Burma 
showed similar results." Enquiries were again made in 1913-14 and the general 
conclusion of the Comptroller of Currency was that " in large portions of India 
sovereign is now entering largely into ordinary transactions in cases in which 
they are of sufficient size to make its use possible." 

(b) People in India '1J.'ould simply hoard gold coins.-Tliere is no doubt that 
there is a certain amount of hoarding going on in India. In the absence of 
widespread banking people cannot but hoard their spare cash. But the extent 
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to .which. the hoarding takes place is oft~n exaggerated. The bulk of the people 
b~mg mlsera~ly poor and perpetually m debt, have nothing to hoard. Men 
of substance III the country, e.g., Zammdars may have to hoard their spare cash 
in the absence of good banking service at home, but this is not inconsistent wIth 
their using gold as currency to the extent of their requirements. The extract 
given above shows that gold was being increasingly used as currency and was 
not disappearing into hoards " like rain into the sea." When after the out­
break ot the great war the sovereign went out of circulation it was merely a 
case illustrating the operation of Gresham's law. The refusal of the Government 
to give sovereigns freely during the war merely intensified the hoarding habit. 
The habit is undoubtedly an evil, but it cannot be cured by withholding gold from 
the people. It can be cured only by giving them gold freely and creating banking 
facilities. Gold as a rare thing is prized and hidden away. Make it common 
as currency and its charm will be lessened. 

(c) Gold in reserves is a better support for exchange than gold in circulatiorn. 
-True, but as it was pointed out by Sir J. Begbie " gold in circulation was a 
better protection for exchange than token coins." Again, banks would keep 
their reserves in gold only when gold became the currency of the country. 

(d) Gold currency was" almost certain in the long run to militate against the 
use of notes."-Gold would certainly be ~referred! to rupee notes, but under the 
gold standard notes being freely convertIble into gold this preference would be 
very much weakened and in the long run the greater convenience of the note was 
bound to tell. 

(e) Gold currency was a wastefulluxury.-The first essential of a currency 
was that it must oommand people's oonfidence. A currency that commanded 
such confidence would certainly serve better as currency than another which was 
.legarded with suspicion. Such a currency cannot be described as a luxury. It is a 
necessity. It is the gold exchange system which is viewed with suspicion and 
works with friction that is really wasteful. In a single attempt to reach the 2 
shillings exchange the Government threw away 35 crores of India's money. Can 
there be a greater waste than this 1 These 35 crores would have given India a 
gold currency and a true gold standard. 

Q. 5.-Who should be charged with the control of the note issue and on what 
principles should control or management be transferred to the Imperial Bank of 
India, and if so, what should be the general terms of the transfer 1 

What provisions should be made as to the backing of the note issue 1 
What should be the facilities for the encashment of the notes 1 
What should be the policy as to the issue of notes of small values ? 
5. As stated above, Paper Currency should be put on a gold basis, i.e., made 

Nnvertible into gold. The entire note-issue should be backed by a Paper Currency 
Reserve of equal value; but the notes shall be deemed to have been issued on the 
credit of the Government of India as well as on the security of the reserve as 
now. The experiment of gold notes being now the reserve should be held more 
liquid than at present. 75 per cent. should be metallic, mostly in gold, 25 per 
cent. in securities at their purchase price. The securities shall be partly of the 
United Kingdom and partly of the Government of India, the former never ex­
ceeding the latter. The securities of the United Kingdom shall be such that 
the date of their maturity is not more than one year from the date of their 
purchase. Of the securities of the Government of India not more than Rs. 12 
crores shall be created securities. To relieve seasonable stringency, in addition 
to these securities, the Paper Currency Reserve may hold commercial paper, matur­
ing within 90 days and endorsed by Imperial Bank, of the maximum value of 
Rs 12 crores-against which notes may be issued to Imperial Bank. 

Location of the Reserve.-The object of the Paper Currency Reserve being 
to support notes legal tender in India only, the whole of the reserve should be 
located in India. 

Chamber lain Commission's recommendation should be carried out. ' , We re­
commend that the Government should increase, whenever and wherever possible, 
the number of places at which the notes are encashable of right as well as the 
extra legal facilities for encashment. We think it would be desirable to univers­
alize at once the notes of Rs. 500." Such small notes as Re. 1 should not be issued. 
They afford no convenience to the public and are difficult to preserve. 

Paper Currency should continue to be controlled and managed by Govern­
ment. Reasons: (1) People have greater confidence in Government than in 
Banks. (2) The experiment of gold notes is new. 
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Q. 6.-"'INhat should be the policy as to the minting of gold III 'India and 
the use of gold as currency? 

Should the obligation be undertaken to give gold for rupees? 
6. The obligatIOn to give gold for rupees should be undertaken; and the 

policy as to the minting of gold III India and the use of gold as currency should 
be as follows:-

(1) Indian mints should be thrown open to the unrestricted coinage of 
gold. 

(2) Two special gold coins-equal to Rs. 20 and Rs. 10 respectively (a 
mohur and a two-mohur piece-Mohur = 10 rupees)-be minted 
in India. These coins to be legal tender in India. No other 
gold coins to be legal tender. 

Special gold coins are recommended (and not British sovereign 
and half-sovereign) with a view to avoid repetition of a conflIct 
with the British Treasury and the Royal Mint at London 

(3) The Secretary of State should not intercept gold due to India by 
reason of the favourable trade balance. He should confine his 
sale of Council Bills to the realisation of the Home charges The 
gold thus allowed to flow into India would feed the gold mints. 
Similarly in times of distress hoarded gold may be brought to the 
mint for coinage. 

(4) The Gold Standard Reserve should be located in India and held in 
liquid gold. 

(5) Gold should be given for rupees in India. 
(6) As far as possible GoverllIllent should discharge its obligatIOns in 

India in gold. 
(7) The rupees should be declared a limited legal tender up to a maximum 

of Rs. 50. 
(8) "No fresh rupees should be coined until the proportion of gold in the 

currency was found to exceed the requirements of the public" 
(9) Paper currency should be put on a gold basis. Gold notes to be 

issued in place of silver notes 
(10) "With the object of attaining the effective establishment of a gold 

standard and currency as above, the Government of India should 
husband its resources, exercise a resolute economy, and restrict the 
growth of its gold obligations abroad." To this end stores should 
be purchased in India and the services should be Indianised. 

Q. 7 -By what method should the remittance operations of the Govern· 
ment of Inaia be conducted? . 

Should they be managed by the Imperial Bank 'I 
7. The remittance operations of the Government of India should be 

managed by the Imperial Bank. 
Q. B.-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 wescribed with regara to the 

issue of currency against hun dis ? 
8 The existing policy of issuing notes against commercial paper or 

hundies, of not more than 90 days' maturity, endorsed by the Imperial Bank of 
India, of the total value of 12 crores of rupees, is desirable to secure greater 
elasticity in meeting seasonal demands for Currency. 

Q. 9.-Should any change be made in existing methoos for the purchase of 
silver? 

9. Some change should be made in existing methods for the purchase of 
silver. Less of rupee coin~e will have to be gone in for under the true g'old 
standard. Therefore less of silver will have to be purchased. Silver should be 
purchased in small quantities from year to year to escape the clutches of the 
speculators. 

APPENDIX 62. 

Statement of evidence submitted by Mr. B. Das, M.L.A., of Cuttack. 
1. Political India is emphatically of opinion that problems of stabilisation 

of Indian currency and exchange have too long been shelved by the dictates of 
Whitehall. The British policy has been to see London the centre of world's 
Gold reserve. To allow India a free hand to shape its own policy in currency 
and exchange mealls ultimate transfer of India's Gold reserve from London to 
India and cessation of exploitation of India's helpless financial situation by 
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British financiers and cabinet ministers. Indian commercial opinion has held 
similar views which has been recorded in evidences of representatives of different 
Indian Merchants' Chambers before various commissions dealing with currency 
problems in the past. The suspicion, that Whitehall wants strong control over 
the Indian Finance member and his policy of currency and that exchange is 
~anipulated by dictation of. Whitehall so that India gets the least advantage 
In her trade and commerce, IS well grounded and has stIll to be controverted by 
the successive Finance members of the Government of India. The least that 
the present Royal Commission can do is to give freedom of action to future 
'Finance members of the Government of IndIa who can shape their financial 
policy for the good of India and the Indian taxpayers. 

2. The rupee can have one standard-the Gold Standar~being 1/15 of 
the Sovereign. India desires Gold Standard in the interest of her commerce 
and industry, and not the least of all, in the interest of 'fier national dignity. 
India needs no manipulation in this airection to suit the taste of financiers and 
merchants of England. 

3. The present manipulated rate has been maintained at great odds by 
secret manipulations the history of which are buried in the archives of the 
Finance Department of Government of India and the Secretary of State for 
India at Whitehall. Concensus opinion in India wants the rate of 1/15 of the 
Sovereign. In the transition stage there are bound to be temporary disloca­
tions, but no crisis can be worse than what India faced in 1920-21 when the then 
Finance member of the Government of India by stroke of pen bartered away 
India's millions of reserves in London and justified his policy of high exchange 
by selling reverse council bills India can liave no sadder disaster. Gold 
Standard can only permanently remove chances of recurrence of such disasters. 

4. Xs I have alreaay observed, in Gold Standard lies the solution of the 
Tndian currency muddle. I reiterate my observation in paragraph 1 that all 
Gold reserves shall remain in Indian Banks and State Banks in India. Too 
long has England traded on India's Gold reserve. The Secretary of State will 
have no further control on India's Gold reserve and the same should immediately 
be transferred to India. 

5. I have no objection to the transfer of the control of the Note to the 
Imperial Bank of India, provided that Bank fulfils all the obligations and 
duties of a State Bank. 

The Imperial Bank of Inaia as at present constituted, though it has large 
Indian shareholders, is entirely European-controlled and European-managed. 
It has got too much rope from the State through tile Imperial Bank of India 
Act, 1920, and in spite of gilded bodies such as Central Governing Board or 
Local Advisory Boards with Indian merchant magnates on the same, its control 
and management are in the hanas of a few interested-the vested interest of a 
few European employees of the Bank. Interpellations on the policy and 
management of this Bank are tabooed in the Legislative Assembly under rules 
and clauses in the armoury of the Finance memoor. The people of India look 
with great suspicion on the doings of the management of the Imperial Bank. Since 
its amalgamation it has gone on creating new posts fOIl' bank clerks of England 
and the number of European employees have alarmingly increased. 

The system of recruitment in England for superior services of the Bank do 
not allow equal op~rtunity to Indian young men to compete for them. Th6 
ring formea by BrItIsh and European banks, for not giving facilities for training 
to Indian graduates in banking. is another drawback to Indians. Even the 
London branch of the Imperial Bank does not give proper facility for training 
to Indian commercial graduates. Such policy of racial discrimination must 00 
done away with before the Imperial Bank can be made India's State Bank. It 
should have Indian managing governors. It should train up InQian commercial 
graduates in England for superior services and by and by, the invidious dis­
criminating policy in its services must be done away with. At present there 
are no Indians occupying Staff Appointments in the Imperial Bank of India. 
AU these must go, and before the control of Note is given to the Imperial Bank. 
the Bank must function as a State Bank existing for the ~ood of the State and 
the people of InUia. I take this liberty to enclose copy of a bill I am anxious 
to see through in the Indian Legislative Assembly and the passing of which 
will bring the Imperial Bank nearer to a State Bank. The Bank handles without 
paying any interest the huge sum of 500 crores of rupees or more on behalf of 
the State. Before transfer of further power in shape of control of Notes and 
transfer of India's Gold reserve, the people of Inaia desire to see its policy 

56596 liE 
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controlled by the Indian Legislature. In fact, the Bank should be run as a State 
Department under t~e c01?-trol of Indian Legislature. If necessary, the State 
may take steps to natIOnalIse the Bank at present market valuation 

T1;te Secretary ~f State will not exercise any control over the Imperial Bank 
of IndIa when constituted as the State Bank The Governor-General in Council 
WIth the guidance of the Indian Legislature shall shape its policy. 

Every facility should be given for the encashment of notes and notes of 
five rupees shall be the lowest denomination I am against use of one-rupee 
notes as the vi1lage~s l;lre adversely affected by their. easy destruction from water 
I have known tragIC lllstances where hard-earned lllcomes of poor villagers-at 
time it\does not exceed a rupee or two, becoming valueless under water Members 
of the Commission as constituted-the Commission has no representative of the 
middle classes or the masses on its body-may not quickly grasp this tragic 
sjtuation but let not masses suffer because a few people in the cities can have 
handy one-rupee notes in their coat pockets. 

Indian mints should be opened to coinage of gold and gold coins shoulil be 
given in exchange of rupees. 

7. No money shall lie in the name of the Secretary of State for India in 
London. All money shall be remitted through the Imperial Bank of India 
(constituted properly as the State Bank) in the name of the High Commissioner 
of India and the High Commissioner sliall disburse all liabilities on the Indian 
exchequer. The Imperial Bank of Inaia should not dabble in fOlfeign exchanges 
dnd will only operate for the State and for its clients. 

8 The Imperial Bank of India constituted as the State Bank of India 
should have power to issue emergency currency or adopt such methods fH~ to 
mitigate stringency of currency due to seasOlIlal demands The Governing body 
of the State Bank shall be so constituted' as to have on it representatives of th'e 
Government of India, of the Indian Legislature ana of the industrial and mIn­
mercial magnates of India Due consideration should be given to the observations 
in his excellent note of dissent on the report of External Capital Committee 
wherein my friend Pandit Madan Mohan Malaviya. M L.A., has defined the 
policy and constitution of tbe State Bank of India I have pleasure in recording 
here my full agreement to the same 

[To be introduced in the Legislative Assembly. ] 

A BILL FURTHER TO AMEND THE IMPERIAL BANK OF INDIA ACT, XLVII OF 1920 
Whereas it is expedient to amend the Imperial Bank of India Act of 1920 

lor certain purposes hereinafter appearing, It is hereby enacted as follows :-
1.-(1) This Act be called the Imperial Bank (Amendment) Act, 192 . 

Short Title & (2) It shall come into force on such date as the Govern?r-
Commence· General in Council may, by notification in the Gazette of IndIa, 
ment. appoint. 

2. After Section 10 (b), the following shall be inserted, namely:-
Insertion of New 10 (2) (c) That from the date of the promulgation of this Act 
Section 10(2) (c) as amended, the total number of European officers shall 
(d) in Act,1920. not at any period exceed the number employed at the 

time of amalgamation of the Presidency Banks. 
(d) That the London Branch shall providt; traini~g fo! .at 

least five Indian graduates from recogmsed UnIVersIties 
every year. 

3. In Clause (v) of Sub-section (1) of Section 28 of the Imperial
d 

Bank
f Amendment of Act, 1920, after the words " Cent~al ~oard " insert the wor s" 0 

Section 28 (1). whom one at least shall be an IndIan. 

STATEMENT OF OBJECTS AND REASONS. 

The Imperial Bank of India Act, 1~20, was passed ~ith a view to regulate 
the relations of the Secretary of State WIth t.he then PresIdency. Banks that were 
amalgamated with the Imperial Bank. ThIS Bank now practICally acts !is the 
State Bank of India and enormous ~over~ment bal.ances ~re entrusted ~o. It.. It 
lS not unreasonable to ask that IndIans mIght ~ gIven WIder opportunIties I? a 
.Bank of this kind. The Act as amended now wIll remove some of these standmg 
g-tievances. 
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APPENDIX 63. 

Demi-official letter No. 375 F., dated 1~th January 1926, from 
Mr. A.. C. McWatters, C.I.E., I.C.S., to the Right Hon. E. Hilton 
Young, P.C., D.S.O., M.P. 

There is one subject which. was not discussed when I gave evidence before the 
Currency Commission and which the Commission are likely to desire to consider. It 
is the re-introduction of the one-rupee note. I think it would be convenient for the 
Commission to have before them the official correspondence on this subject, which. 
I enclose. 

I.-Office Memoranda relating to the Retrenchment Committee's suggestion that 
the issue of one-rupee notes should be abandoned. 

Office Memorandum by the Government of India, Retrenchment Office, No. 142 R.E.T.~ 
dated 7th April 1923. 

"Generally speaking, no solvent country, so far as we know, issues a note of such 
a small denomination as one rupee, and we think that if, as appea.rs to be the case, a 
saving would accrue from the discontinuance of the one-rupee note, the issue of these 
notes should be abandoned."') 

Will the Finance Department kindly say what steps have been, or are being, taken 
to give effect to the above recommendation? 

• Extract from Report of the Indian Retrenchment Committee. 

Memorandltrn from the Government of India, Finance Department, No. 648 F., 
dated 14th April 1923, to the Retrenchment Office. 

The Committee's recommendation raises a large question which requires careful 
consideration. It is proposed to examine it as soon as possible, but meanwhile, in 
order to effect as much saving in expenditure as possible during 1923-4, the Finance 
Department have arranged to cut down new supplies of one- and ten-rupee notes and 
to continue re-issues of notes of the Jatter denomination. 

II.-Correspondence between the Government' of India, Finance Department, and 
. Chambers of Commerce, &c., in India. 

From the Government of India, J;'inanee Department, No. 108 F., dated 24th April 1923p 

to c.ll Ohambers of (Jommerce. 
I am directed to invite your attention to the remarks of the Indian Retrenchment 

Committee on the question of the discontinuance of the one-rupee note. Para. 5 of 
the Committee's report under the head" Currency" reads as follows:-

"'Ve reproduce as Appendix A an extract from a note by the Controller of 
the Currency regarding the relative cost of the silver rupee and the one-rupee 
note, from which it would appear that it itJ more economical to use silver 
rupees than paper rupees. The one-rupee note was introduced as a war 
measure. Generally speaking, no solvent country. so far as we know, 
issues a note of such a small denomination as one rupef', and we think that 
if, as appears to be the case, a saving would accrue from the discontinuance 
of the OM-rupee note, the issue of these notes should be abandoned." 

2. The Government of India do not wish to trouble the Chamber on th~ subject of 
the relative cost of one-rupee notes as compared with silver rupees_ The calculations 
quoted by the Retrenchment Committee were admittedly of a hypothetical nature, and 
the Uovernment of India will themselves consider this aspect of the question in the 
light of all the information that is available, and after consideration of the report of 
the special officer who has been deputed to England to study the qu('stion of reduction 
in cost of note forms and the possibility of manufacturing or printing them in this 
country. There are, moreover, other factors which enter into the question of cost 
which have to be taken into consideration; for example, a reduction in the number of 
note forms will appreciably reduce thp cost of handling notes at the Curlency Offices 
and will thus reduce the cost of Currency establishments On the other hand, the 
substitution of silver rupees for notes will lead to an appreciable increase in the 

)j' f 
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remittance' charges which are borne by Government; for example, in the last two 
rears the greater part of the finance of ~he ~ute croI? in Bengal has been met by notes 
.of the ten-rupee and one-rupee denommatIOns whICh have been sent out to the jute 
districts. If the one-rupee note were discontinued, some portion of the remittance 
would undoubtedly have to be in the form of silver, which is naturally much more 
expensive. Another factor which has to be taken into consideration is the extent to 
which the one-rupee notes in their booklet form, which is slightly more expensive 
than the single notes, have replaced notes of higher denominations. The question of 
_relative cost,\therefore, will involve very careful and detailed examination. 

3. The point on which I am to invite an expression of opinion of your Chamber 
is the value which, in the opinion of your Cham ber, is attached by commercial men and 
the public generally to the provision of paper currency of such a small denomination 
.as one rupee. It is obvious that the question of the discontinuance of the one-rupee 
note cannot be decided on the question of cost alone. The Indian Retrenchment 
-Committee, it will be observed, objected to the one-rupee note on grounds of principle 
.also, and the question of, principle is undoubtedly an important one. On the other 
hand, in a matter such as this the convenience of the public requires to be fully 
-considered. The notes in the booklet form are popular, and they have in fact been 
unable fully to meet the demand. There is the further point that the one-rupee note 
in the past was found useful as a substitute for silver when the price of silver was 
high and silver was difficult. to obtain. It may, therefore be regarded as a useful 
reserve should simiJar circumstances arise again: and the use of these notes, which is 
now more or less firmly established throughout the country, might be difficult to 
restore in time of emergency. I am to invite the opinion of your Chamber on these 
general aspects of the question. 

From J. K. Mehta, Esq., M.A., Secretary, The Indian 'Merchants' Chambe,', Bombay, 
No. T. 410, dated 26th April 1923. 

Regarding the request of the Honourable Finance Member for an expression of 
views of my Committee on the advisability of continuing the issue of one-rupee notes, 
my Committee have discussed this question among themselves and have come to the 
conclusion that whereas the preference by the community for currency notes of other 
denominations as against silver metallic coins is to be welcomed as making it easier 
for the Government to go over ultimately to the Gold Standard, the question of 
<me-rupee notes should be examined on very different grounds from this. The chief 
points which occur to my Committee dre :--

(I) The cost of maintaining a continuous issue of one-rupee notes, which, they 
understand, at present involve an additional and uncalled for burden on the 
tax-payer; 

(II) The convenience to the public of different classes. 
Regarding the question of convenience the consensus of opinion is that the 

present material used in one-rupee note and its size involve considerable losses by 
these notes being either lost or torn or mutilated in their currency from hand to hand 
and in being carried about. The convenience in tearing out one-rupee notes for 
small expenditure from the 25-rnpee note books for the middle and higher classes 
does not compensate for the losses inflicted on the poorer section of the community 
in their nse of this form of currency or on the tax-payer in the cost of keeping up this 
form of currency. 

From J. K. Mehta, E.<;q., M.A., Sec1'etary, The Indian Merchants' Chamber, Bombay, 
No. T. 442, dated 5th May 1923 

With reference to your letter No. 70S F., dated the 24th April 1923, I am 
directed b~ my Committee to say that tq.ey have nothing to add to their letter No. 410, 
dated 26th April, addressed to your Department on the subject of the discontinuance 
of the one-rupee note. 

Prom Sagar Mal Harlalka, Esq., HonnranJ Secretary, Marwari Chamber of Commerce, 
Oalcutta, No. 119, dated 71?~ Mel!! 192:t 

With reference to your letter No. 70S F., dated the 24th April 1923. I am 
directed by my Committee to state that they concur in the opinion of the Indian 
Hetrenchment Committee about the discontinuance of the one-rupee note, because 
the public have to suffer much for its size, durability, &c. They wholeheartedly wish 
that :me-rt1pee note should be discontinued. 
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From the Secretary, Karachi Chamber of Commerce, No. 20 C.F. I, 
, dated 9th May 1923. 

I am directed to acknowledge receipt oi your letter No. 708 F., dated the 
24th April 1923, on the above subject, and in reply to state that in the opinion of my 
Committee no disadvantage would accrue if, in the interest of economy, the one-rupee 
note were abolished. Enquiries made by my Committee show that in some cases the 
abolition would be welcomed. 

From MelSrs. Goculdas Jivraj Dayal and Harjivan Valji, Honorary Joint Secretaries, 
Bombay Native Piece-Good, Merchant,' A88ociation, No. 141, dated 8th May 1923. 

We are directed by the Managing Committee to acknowledge the receipt of your 
letter No. 708 F., dated the 24th ultimo, and state that after very careful consideration 
of the question, they are of opinion that one-rupee currency notes should be 
discontinued and silver coins be substituted for them. 

From the Honorary Secretary. Maru:m·i A88ociation, Calcutta, No. 104, 
dated 9th May HJ23. 

I am directed by the Committee 01 the Marwari Association to acknowledge the 
receipt of your letter No. 708 F., dated the 24th ultimo, asking for the opinion of 
my Committee on the question of the discontinuance of the one-rupee note. 

My Committee note that the Government of India do not wish to trouble them 
on the subject of the relative cost of one-rupee notes as compared with silver rupees. 

My Committee agree with the Government that the question of discontinuance of 
one-rupee notes cannot be clecided on the question of cost alone. On principle my 
Committee agree with the Indian Hetrenchment Committee that a note of such a 
small denomination as one rupee should not be issued. 

As regards the value attached by the commercial men, I am to mention that in 
making big trade payments the one-rupee note hardly finds a place, and what 'Use is 
made thereof in making trade payments can with equal convenience be served by 
the one-rupee coins. The convenience of the public exhausts itself as soon as the 
one-rupee note is taken out of the booklet, and thereafter the handling of the one-rupee 
note becomes very inconvenient, and the note is easily liable to damage and loss. 
In the muffassil, people are accustomed to put their cash in the loin cloths, and the 
one-rupee note does not conveniently yield itself to such treatment. Petty dealers, 
by the very nature of their occupation, have often to keep their hands moist or oily 
and dirty, and the one-rupee note is very incollvenient to be handled by such persons. 
The large use made in recent times of the notes of one-rupee denomination for jute 
payments referred to in the letter under reply is the result more of compulsion than 
of choice, inasmuch as the law compelled the seller and the creditor to receive such 
notes in payment of their dues. 

My Committee have carefully considered the point that the one-rupee note in the 
past was found useful as a substitute for silver when the price of silver was high 
and silver was difficult to obtalD, and it might therefore be regarded as a useful 
reserve. The question of substitute necessarily involves the question of principle 
to which I have already ad,·erted. Furthermore, my Committee believe that the too 
high price of silver was due to the very abnonnal conditions created by the war, 
which affected the whole of the world, and lasted for several year3, and the like of 
which is not to be found in history. To continue a currency not sound in principle 
to meet such an abnormal contingency cannot be justified. The maintenance of 
the hiO'h price of silver has also been due to the operations under the Pitman Actp 

anoth~ emergency measure on account of the war, and which operatIOns will cease 
within a very short time. 

In the circumstances, my Committee approve of the discontinuance of the one­
rupee note. 

From the Honorary Secretary, Chittagong Chamber of Commerce, dated 
, 10th Muy 19i3. 

, 1 have the honour to acknowledge receipt of your letter No. ';03 F. of 24th 
ultimo, and am directed to say that the general preference seems to be for siher 
rupees. It is, however, the opinion of the Bankers here that the one-rupee note is 
handier for the public, and should not be discontinued_ 
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From the Secretary, Burma Chamber of Commerce, dated 10th May 1923. 
In reply to your letter No. 70S F'., dated the 24th April 1923, I am directed to 

say that the use of the one-rupee note has now become so well established in all 
large centres that its abolition would be extremely unpopular. It is far more 
convenient for handling than silver, and the early prejudice aO'ainst it has not only 
d.isappea~ed, but there is re~son t? believe that it ~s more ~e~dily accepted than 
SlIver comage. Its populanty WIll no doubt contmue, provIded no difficulties 
are placed in the way of the substitution of dean notes for those which have become 
dirty or wor~. . 

. I~ is seemingly true th8;t t~e one-rupe~ note remains unpopular in outlying 
dlstncts, away from commuDlcatlOns; and, In fact, there are 11Jany parts where it 
has not been, and probably cannot be, brought into circulation. There is also a 
border line where its circulatiop- is liable to abuse. 

3. However, the principal circulation of money being in large centres, there 
seems to be no doubt that the majority are in favour of the retention of the one-rupee 
note, and this Chamber is opposed to its abolition. 

From the Assistant Secretary, Millolvners' Association, Bombay, No. 470-76, 
dated 15th May 1923. 

I am directed to acknowledge receipt of your letter No. 70S F., dated the ~4th 
April 1923. 

My Committee are generally of the opinion that the one-rupee note, and more 
especially in the booklet form, is a great convenience to the public, and shows a 
tendency to grow in popularity. This tendency is probably n0t so marked among 
the labouring classes in the mofussil, amongst whom 1ihe silver rupee is preferred 
at the present time. 

Among merchants and traders divergent views are given as to the extent of the 
note's popularity, but there is general agreemellt that they could be improved. 

The objections to the note in its present form are-
(a) The Dote is too small, cannot be handled efficiently, and is easily lost. 
(b) The quality of the paper used is poor, and the notes are easily torn and 

quickly soiled. 

Taking all the circumstances into consideration my Committee suggest that, in 
view of the growing popularIty of the one-rupee not.e, and taking into consideration 
the possibility of Improving it a3 regards Rize and quality, the note should be given a 
further trial for five years before the question of its discontinuance is decided !lpon. 

From the Acting Secretary, Chamber of Commerce, Bombay, No. 1233-187, 
dated 17th May 1923. 

I have the honour to acknowledge the receipt of your letter No. 70S F., dated 
the 24th April 1923, in which you request the opinion of this Chamber on the 
question of the discontinuance of thp. one-rupee note. 

2. I am to say at the outset that in so far as the economic aspect of this question 
is concerned, my Committee are strongly of opinion that the withdrawal from 
circulation of the one-rupee note is greatly to be desired, for, in their opinion, there 
can be no justification for the continuance of the issue of these notes having regard 
to the very favourable percentage of metallic backing that the Indian note issue at 
present possesses. 

3. Notes of this small denomination were originally issued purely as an emergency 
measnre to cope with circumstances that my CommIttee consider will never 
occur again to t.he same acute extent: and as the reserves of silver coin are clearly 
of sufficiently large dimensions to permit of the redemption-if need be-of this 
clas~ of note I am to say that my Committee have no hesitation in affirming that they 
should be withdrawn from circulation as soon as may be convenient. 

4. I am to state that in the opinion of my Committee the withdrawal of small 
denomination notes is likely to increase the circulation of silver coin, a state of affairs 
most eminently desirable in India, wher~ the illiterate section of the populace believe 
that the free circulation of silver rupees is a sign of strength in the position of the 
Government; further, I am to add that notes of this denomination are Invariably held 
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mainly by the poor and ignorant classes, and that therefore their withdrawal will 
remove to a great extent the danger and inconvenience of a rush to exchange paper 
for currency in times of emergency. 

5. Finally, I am to poifit out that considerable inconvenience is experienced in 
many instances by the commercial community owing to the difficulty of " shroffing " 
these notes; also my Committee are of the opinion that the abolition of the one­
rupee note would probably lead to an increase in the use of the five-rupee note, for 
the era of the one-rupee note has led to an extended use of paper currency, and for 
this reason they do not view at all seriously the theory that should the one-rupee note 
lJe withdrawn it would be difficult to restore it in case of emergency'. 

From the Secretary, Bengal Chamber of Commerce, Calcutta, No. 1534-, 
dated 29th May 1923. 

I am directed to acknowledge the receipt of your letter No. 70S!!"'., dated 24th April 
1923, on the question of the proposed discontinuance of the one-rupee note. 

2. You refer to the remarks which were made by the Indian Retrenchment 
'Committee on this question. It appeared to the Retrenchment Committee, from 
·certain figures which had been put before them by the Controller of Currency, that 
it is more economical to use silver rupees than paper rupees. They accordingly 
suggested that the one-rupee note should be discontinued. In support of the 
suggestion they mentioned that the note was introduced as a war measure; and that, 
·so fur as was known to them, no other solvent country nses a note of so small a 
.<fenomination. 

3 You indicate that the question of cost will be dealt with by the Government in 
the light of information that they are now collecting. But you ask for an opinion 
from the Chamber as to the value which is attached by commercial men, and the 
public generally, to the provision of paper currency of such a small denomination as 
·one rupee. In reply to this request I am to say that the Committee of the Chamber 
2.gree with the Government that the qnestion of principle which the Retrenchment 
Committee raise is of importance, aud is therefore worthy of consideration. They 
.(loubt, however, if it is correct to suggest that the use of a note of so small a 
denomination is a sign of a bankrupt Government. For it is, they believe, a fact 
that the French Government anrl the Government of the Straits Settlements use 
notes of much smaller denominations. Moreover, it must be borne in mind that 
proportionate to the living expenses of the mass of the people a one-rupee note in 
India is not really very far short of the equivalent of a lOs. note in the United 
Kingdom. 

4. \Vhen the proposal to introduce the note was put forward Rix years ago the 
Committee of the Chamber, although they wished to support it strongly, pointed out 
that. there was a possibility of danger, for the innovation was being made at a time of 
great national cri~is. The Government of India were themselves also apprehensivA 
that the iRsue might have a greatly disturbing effect, seeing that a rise had occurred 
in the price of silvf.r, and that siher currency was generally believed to be scarce. 
But the result of the experiment fortunately showed that these fears were without 
foundation. The note was readily accepted, and the Government must have been 
relieved to find that it so quickly became popular, especially in the jute districts. It 
now seems to be thoroughly well established, and its popularity is sufficient evidence 
of its value to the public. As must be clear to everybody, it is infinitely more 
convenient, and less cumbersome to carry and to handle, than the silver rupee. 

5. This being the position, it may be safely affirmed that very great value is 
attached to the one-rupee note by commercial men, and the public generally, in this 
province. The Committee of the Chamber would be decidedly opposed to its 
withdrawal, for they have always been, and still are, advocates of the extension of the 
use of the paper currency. They are consequently glad to see that the one-rupee note 
has so readily found acceptance; and they would advise the Government not to throw 
away the advantages which have been thus gained. The situation at the moment is 
admittedlv different to that which existed in 1917 when the note was introduced. Bu~ 
the need may arise again in the future, and it may be that confidence would not 1)6 so 
.easily secured a second time. 
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From Rai Sahib Bidhu Bhusan Uhatterjee, Assistant Secretary, Bengal Mahajrzn Sabha~ 
Calcutta, dated 31st Ma!l 1923. 

With reference to your circular letter No. 708 F., dated the 24th April 1923, 
inv;ting opi.nion on the question of the discontinuance of the one-rupee note, I ha,"e to­
state as follows :-

The Sabha has not taken into consideration the disputed point regarding the 
telative costs of the silver rupee and the one-rupee note as directed by yonr circular 
nor has my Chamber gone into the question of the relative costs of remittance of th~ 
said two forms of currency which in our opinion is a hypothetical matter. 

The opinion of the Sabha on the general aspects of the questions is as follows:-
1. The rupee note, although more portable, has corresponding disadvantages for 

which it does not find favour wit.h the cultivators, farmers, boatmen, manghis, and 
fishermen, dealers in country produce generally, and with the merchants and 
shopkeepers in mofussil towns and viliages, some of the principal reasons being 
that the one-rupee note gets soiled and torn very soon in handling-the farmers and 
labourers do not as a matter of fact manage to keep the notes clean even for a 
comparatively short time. It becomes very difficult in the villages to get sllch soiled 
~nd partially torn notes accepted by the villagers and. labourers themselves, with the 
result that these notes have to be sent to the Currency in Calcutta for renewal at 
considerable cost, inconvenience, and delay. 

2. The cultivators, labourers, fishermen, and even petty shopkeepers always carry 
the notes about their person tucked up somewhere in their loin clothes, as they have 
not boxes or bags or any other safe places, even at home, to keep them. These notes 
consequently get oily, dirty, wet, and torn when the farmers, manghis, and boatmen 
and fishermen are at work in the rains in the water-logged fields, or haying their 
daily ablution. 

:3. These notes, being very light and small, more often get lost (blown away by 
wind and affected by rain, water, damp, and moisture) than tbe silver rupee, and that 
is one of the reasons why people like tbe one-rupee notes in the booklet form. So far 
as the information of my Sabha goet', the booklets have found favour with business 
people in towns and the travelling public only, and not with the labourers, agricultural 
classes, and petty business people, who form by far the vast majOlity in Bengal. 
My Sabha does not consider that the rupee notes have become firmly established 
throughout the country, but, on the contrary, are still looked upon with disfavour by 
the masses. 

4. The villagers and other mofussil residents look on the silver rupee with more 
confidence and favour, and the fact that the disadvantages as stated above do not exist 
in the case of the silver coin is one of the reasons for its popnlarity. 

5. The poorer classes of His Imperial Majesty's subjects have to handle the rupee 
notes oftener and very seldom have occasion to handle notes of higher denomination 
and consequently the disadvantages enumerated above cannot equally apply to notes 
of all denominations. 

My Sabha recommf'nds, therefore, the withdrawal of the one-rupee paper notes and 
the universal circulation of silver rupees. 

From the Secr·eta1'y, Upper India Chamber of Commerce, dated 31st May 1923. 

I am directed to refer to your No. 708 F. of the 24th April 1923 on the subject of 
the discontinuance of the one-rupee note. 

Opinion as to the usefulnes~ and as to the desirability for the continuance of the­
issue of these notes is so divided tbat it molY be said that it is immaterial whether the­
one-rupee note is discontinued or not. 

On the whole, however, opinion inclines in the direction of letting the one-rupee 
note alone; to issue it and to see how the continued demand for it regulates itself. 

F,·om the Secretary, Punjab Chamber of Comme1'ce, Delhi, No. 464, dated 
4th June 1923. 

In reply to your letter No. 708 F., dated the 24th April 1923, J am directed to 
inform yon that my Co~mittee has c~refuny consi~e:ed the ~everal point~ in.dic~ted 
in yuur letter upon whlcb an expreSSIOn of the OpInIOn of this Chamber IS InVIted. 
and, while the question of principle has been given due weight, my Committee:has 
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endeavoured not to neglect the prominence due to other factors, which are dealt with 
below:-

1. The one-rupee note is popular in commercial and industrial circles, as a 
medium for the easy and Bafe storage, accountiug and distribution of money. 
It is apparently popular with all classes of the public, particularly in the 
booklet form. 

2. 'Vithdrawal of the one-rupee noie from circulation and a return to the various 
inconveniences experienced when coined rupees have to be carried, stored, 
and generally dealt with, would probably be considere<l inimical to 
convenience by a large Bection of the public. 

3. l)urchases of silver by Government must always tend to raise the price of that 
metal, which is also at times difficult to obtain in the large quantities 
required, and the utility of the one-rupee note in cheapening the price of 
silver. while employed as an acceptable sunstitute for it has been proved by 
expenence. 

4. It is conceivable that emergencies may arise in which Government will 
require to have recourse to the re-establishment of the one-rupee note to 
replace coined rupees in circulation, and the vogue now accorded to the 
one-rupee note will be difficult to establish again . 

.5. The utility of the one-rupee note in diminishing hoarding is not touched 
upon in rour letter, and I am consequently instructed to do no more than 
mention the point as worthy of consideration . 

• 6. The only real argument against retention of the one-rupee note is that of 
economy, and whilst this Chamber is very anxious for Government to 
reduce expenditure in every possible way, my Committee is not convinced 
that much or any saving would be effected in the budgets for this and many 
succeeding years by the purchase and cost of minting silver to replace 
one-rupee notes now in circulation. 

7. The one-rupee note serves a useful purpose in educating agriculturists and 
othp,rs in the districts as regards the va] ue of paper replacement of coin, 
which should be encouraged, as leading to an extension of the use of notes 
of larger value, and ultimately to cheques, bIlls, &c., and the banking 
facilities demanded by civilised populations. 

In conclusion I am directed to inform you that the following resolution was passed 
by my Committee at their meeting held on the 26th May 19~3:-

II Resolved that Government be advised that this Chamber is in favour of the' 
retention of the one-rupee currency note." 

From the Vice-Ohairman, Mad,'as Ohamber of Oommerce, dated 6th June 1923. 
I am directed to acknowledge the receipt of your letter No. 708 F., dated 

the 24th April 1923, relative to the above subject, and to make the following 
observations :-

Although the Re. 1 note issue was introduced as a war measure it has since 
-established itself, and on the reports received from time to time by members of the 
Chamber its popularity is increasing throughout the Presidency. The convenience of 
the one-rupee notes is appreciated by the general public and particularly by the 
trading community, who find them cheaper to move than silver rupees. 

If, as appears to be the case, peculiar conditions in India are such that notes of 
smaller denominations than are usual in Rome other countries are found to be a 
convenience to the public, the Chamber does not see any objection in principle to 
their issue provided a strong backing is maintained. 

A currency that ('an easily be transported from place to place is essential in a 
widespread country like India, and a note issue meets this, but the pre\'ious notes 
were too big in value for the petty payments required, so heavy consignments of silver 
had to be sent up-country. The 25-rupee books seem to just meet the need. They 
are practically Rs. 25 notes that can be split up into rupees if and when required. 

Having regard to the facts as stated abo\'e, I am directed to advise you that this 
'Chamber is strongly in favour of the continuance of the issue of the one-rupee notes. 

From the HonorartJ Secretary, Narayanganj Chamber oj Oommerce, Narayanganj, 
dated nth June 1923. 

In reply to your communicltion No. 708 F., dated 24th April, I am directed t() 
put before you the views of this Chamber, which represents particularly the raw jute 
trade, on the above question. 
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With regard to para. 5 of the Retrenchment Committee's report under headin ..... 
• , Ourrency," my Committee find it difficult to bring their views to coincide with 
those expressed therein, namely, " that it iA more economical to use silver rupees than 
paper rupees." The Committee also are unable to agree that no note of I:u('h small 
denomination as the one rupee is issued by other and solvent countries. 

2. Whilst recognising that economy, by reduction of establishment. &c. could. be 
effected by the discontinuance of the rupee note, my Committee are stroll~ly of the­
opinion tha't the restoration of the silver currency would bring with it much ~dditional 
expenditure, which would more than counterbalance such saving, and that subsequent 
economy would be improbable if not impossible. 

3. In the jute growing districts of Bengal the rupee note has shown itself to some 
extent a measure of safety to small traders, and a substantial obstruction to crime 
(robbery, &c.). 

4. Apart from a c~.msidera~l? increase in remitta~ce charge~, the silver rupee 
currency would necessItate addItIOnal cost of extra polIce protectIOn for the coin in 
trallsit, and also of means necessary for such conveyance, i.e. boxes, bags, seals, &c. 
There is little doubt but that the former activities of dacoits in the outlying d.istricts 
anJ. on the rivers would be quickly revived. 

5. In the event of a shortage of siher during the currency of the silver rupee 
hoarding would no doubt again become a common practice. ' 

6. Undoubtedly, in the settlE'ment of the whole questioll, the convenience of the 
public should be first. considered, and in this event my Committee are I)f opinion that 
no argument against the continuance of the note CUlTE'ncy could be entertained. This 
Ohamber is therefore unanimous in strongly urging its continuance. 

From H. TV addington, Esq., Secretary, United Planters' Association of Southern lniia, 
Ooimbatore, No. 1593. dated 9th June 1923. 

The attention of this Association having been drawn to the fact that you were 
inviting opinion on the question of discontinuance of the one-rupee notes, I am 
instructed by the Execut.ive Committee of this Association to advise you that the 
Planters in l:louthern India are very strongly in fay our of the issue of these notes 
being continued. 

The relative value of the rupee note as gauged by average daily wage wit.h that, 
of the lOs. note at Home must be very similar, and provided a Bound backing 
maintained there appears to be no objection to the issue <1f a note of such a small 
denomination in a country in which conditions are similar to those in India. 

The cooly population in planting districts is now educated to the use of these 
notes, and no case of attempt at charging a discount on them has con,e to our 
knowledge for some years; they are more easily handled than silyer and a great 
convenience as regards transport to both planters and petty traders. 

From the Honorary Joint Secretaries, Madras Piece-goods Merchants' Association 
(Incd.), No. R.O. 25, dated 13th June 1923. 

We have the honour to enclose herewith a copy of the resolution passed at a 
meeting of the Executive Oommittee of our Association held on Saturday, the 9th 
instant, regarding the di~continuance of circulation of one-rupee notes for your 
consideration. I 

We have to add that a 1\lahazar Petition signed by several influential business men 
of this place has been addressed to us regarding this matter and we enclo:;e a copy 
of the same herein. 

Pl'Oceedings of the Executive Oommittee of the Madras Pie~e-goods Merchants' Association 
met at 4 p.m. on Satu1'day, 9th June 1923, tinder the presidency of M. R. Ry. B. 
Venkatasubbayya Ohetty Gam. 

-,; 

VII. Read "Mahazar," dated 29th May 1923, from Messrs. K. Haji Khader 
Batcha Saheb and Oompany and 15 other melllbers of the Association suggesting the 
passing of a resolution requesting the Government of India to discontinue one-rupee 
notes from circulation. 

Resolved'that in view of the fact that the circulation of Re. 1 notes is a matter­
()f considerable inconvenience to the business and general public and that the 
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discontinuance of the same would ~ave tLe Government much expense in printing 
and paper, and in view of the changed conditions in the bullion market as compared 
to those that necessitated the issue of these notes or small denominations, this 
meeting of the Executive Committee of the Madras .Piece-goods Merchants 
Association requests the Government of India to arrange for the discontinuance of 
these notes. 

(Sd.) B. VENKATASUBBAYYA CHETIT. 

Chairman. 

To the, Honorary Joint Secretaries, The Madras Piece-goods Merchants' Association, 
Madras, dated 29th Ma!l192~. 

Dear Sirs, • 
It is an admitted fact that one-rupee note is a troublesome thing to the public 

in general and to the merchants in particular. Everyone of us feels how inconvenient 
it is to preserve and count the&e small notes. With reference to this matter the 
following telegram from Bombay was published in the Daily Ezpress, dated 23rd 
May 1923, morning edition:-

Bombay, 21st May. 
"The Indian Merchants' Chamber favour the discontinuance of the issue of 

one-rupee note on the ground of additional expenditure involved for 
maintaining. continuous issue and inconvenienca for use to public at 
large.--A. P." 

In view of the above circumstances we the undersigned members of the Association 
request that a similar resolution may be passed in anyone of our meetings and 
submitted to the Imperial Government as soon as possible. 

Yours faithfully, 
(Sd.) K. fuJI KHADER BADSHA SAHIB & Co. 

MD. ABDUL VAHAB SAHIB KHAJA MUILTUZA HUSSAIS SAHEB & Co. 
H. H. MD. AnDuL AZEEZ SAHIB & Co. 
K. A. HAJI ABDUL SHAKOOIt SAHIB & Co. 
R. T. N. SUD ABDUL WAHAB SUA SAHEB & Co. 
SHOP RAJI MADAR SAHIB & Co. 
C. S. ABDUl. RAZZACK MlAN SAHEB & Co. 
V. M. BURANDEEN SAHIB .L~D S()NS. 
GULAM RASOOL KHAN SAHEB & Co. 
CHITTOOR SOW CAR SYED MIn HUSSAIN SAHEB AND SONS. 
V. SRINGARAVELU CaETTY & Co. 
K. SHAIK MEEnAN SAHIB & Co. 
V. MD. AZAM SAHIB & Co. 
V. ABDUL KHUDnus SAHIB & Co. 
H. H. MD. AnDuL BAS ITa SAHIB & Co. 

From Sir M. O. T. Muthia Ohetty. President, Southem India Ohamber of Oommercep 

Madl'as, No. 172, dated 16th June 1923. 

I have the honour to reply to your letter No. 70~ F., dated 24th April 1923, on 
the above subject, as under ;-

My Chamber is in favour of the discontinuance of the one-rupee currency note. 
Fjhe reasons adduced. by the Hetrenchment Committee for such discontinuance appeal 
to UR strongly. So far as the Chamber is aware, Indian commercial opinion on this 
side, and also the public generally in this part of the country, do not attach much 
value to the provision of paper currency of buch a small denomination as one rupee. 
For political considerations as well, it is df>sirable to abolish the paper rupees and 
encourage the use of silver rupees in their stead. For ordinary rupee transactions. 
buyers and sellers woulu, in our opinion, prefer to handle the time-honoured coin 
made of the precious metal to the bit of slippery paper known as a rupee note. Nor 
do the booklets of these notes enhance their popularity in any way. These books 
are wire·stitched and not well perforated, with the result that it is not ea~y often 
to detach individual notes from the booklets. We do not believe that when silver 
is difficult to obtain these pieces 01 paper will really be taken as a satisfactory 
substitute. We do not contemplate a contingency when the Government of India 
will neither be able to obtain sufficient gold nor sufficient siher for circulation in 
order to maintain public confidence. nut if such a. contingency does Lappen, the 

Gg 
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,present one-rupee note will by no means be found to be a useful or a safe reserve. 
In any view of the matter we have no apprehension that the proposed discontinuance 
of one-rupee notes will caU8e any inconvenience to the commercial or the general 
,public. 

From the Honorary Secretary. Bengal ?Vational Ohamber of Oommerce, Calcutta 
No. 495 M. 3, dated 18th June 1923. ' 

I have. the honour to acknowledge receipt of your letter No. 708 F., dated the 
24th April 1923, on the question of the difolcontinuation of the one-rupee note. Tn 
'reply I am instructed by the Committee of the Bengal National Chamber of Commerce 
to state as follows :-

(1) The Committee have carefully considered the argumellts for and against 
the circulation of one-rupee notes that were adduced at the time when the question 
of issuing one-rupee notes was' discussed in t.he Imperial Legislative Council. The 
objection to its introduction was that it would not be acceptable to the masses, who 
often carry a few rupees about them and have to work in fields where they stand in 
water and get wet in rain. It was, moreover, urged that these notes would get soiled 
very soon. But the Government of India overruled the objections and issued 
one-rupee notes. It was even apprehended that the issue of a note of such small 
denomination at a time of crisis like the world-war would rouse some suspicion in 
the public mind. But these notes have been accepted generally by the public. 

(2) The Committee are aware that in France, Italy, Egypt, and Ceylon notes of 
small denomination are in use. Rut they have noticed that the poorer classes in 
India prefer the silver coin to the one-rupee note, which is easily soiled or lost. In 
the moffusil it is difficult to change soiled rupee notes. 

(3) On the other hand these notes are of great advantage to commercial people 
who have to send remittances to rice and jute districts, where they can be remitted 
at less cost and risk. 

(4) Considering the points discussed in the foregoing paragraphs and also keeping 
in view that the use of these notes is now more or less firmly established throughout 
the country, the Committee would not recommend the discontinuance of .one-rupee 
notes, but would insist upon metallic reserve against the notes being always kept in 
India. 

From the Secretary, East India Ootton Association, Limited, Bombay, 
No. 5727 Gl. 1, dated 25th June 1923. 

I am directed to acknowledge receipt of your letter No. 708 F., dated the 
24th April 1923, and also subsequent reminder No. 942 F., dated 5th June 192=~, 
in which you request the opinion of the Bombay Cotton Trade Association on the 
question of discontinuance of the one-rupee note. The Bombay Cotton Trade 
Association having ceased to function, the letter under reference was passed over to 
my Association, which now controls the cotton trade of Bombay. 

2. My Board have considered the question in all its bearings and acquiesce in the 
views expressed by the Indian Retrenchment Committee in relation thereto and also 
accept the recommendation made by that Cummitt.ee that the issue of these notes 
should be abandoned. My Board are opposed to the continuance of the one· rupee 
note in so far as the economic aspect of the question is coucerned, as they do not s~ 
any warrant for its continuance considering the very favourable percentage of metallic 
backing that the Indian note issue at pre~ent possesses. 

3. 'The issue of the small denomination note was an emergency measure devised 
to meet certain circumstances created by the Great Worlel 'V"ar. From the point of 
view of practical utility these notes get soiled in no timp. in the course of circu1ation, 
and the cost of reproducing tbem for replacement of those withdrawn from circulation 
is rather heavy and which my Board consider should be avoided. 

4. Too much is made of the cODvenience off.:;red to a certain class of the public 
by one-rupee notes, e~pecialJy in book form. My Board do not agree with this and 
think that. the importance given to this convenience is exaggerated. No solvent 
important country in the world has currency notes of such small value as Re. 1, and 
my Board are unanimously of the opinion that the Rs. 5 note is the correct minimum 
value currency note suitable to India in normal times. 
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5. Against the comparatively small convenience of the class referred to in the 
paragraph above, my Board would like Government to consider the great loss to th& 
agriculturist and the population in rural areas, who is continuoUtlly being mulcted 
of discounts (small and big) by the ,"illage when the one-rupee note (so liable to be 
soiled and torn and worn out) is offered to be changed into silver and copper or to 
be accepted against debts. In view of what is said in para. 3 above, it is not feasible 
to print the one-rupee note on Eltronger or better paper. ~nd therefore my Board 
have no hesitation in urging Government to accept the recommendations of the 
Hetrenchment Committee in regard to the discontinuance of the one-rupee currency 
note. 

From the Hon. Mr. W. P. Barton, O.S.I., O.I.E., Resident in Mysore, No. 7312-166, 
dated 12th September 1923. 

At the instance of the Government of Mysore, I have the honour to forward, for 
the C'unsideration of the Government of India, a copy of a letter dated the 8th July 
1923, addressed to the :\fysore Government by the Honorary Secretary to the 
Combined Mysore Planters' Associatioms in regard to the desirability of retaining the 
one-rupee currency note. 

Letter !l'om the Honorary Secretary to the Oombined Mysore Planters' Association8 to 
the Ohicf Secretary to Government, dated 8th July 1923. 

I have the honour to bring to your notice that at a combined meeting of the South 
Mysore, North Mysore and Bababudin l'lanters' Associations held at Chikmagalur on 
28th June, a resolution was passed to the effect that the Government of Mysore be 
approached with the l"oquetlt that it would urge most strongly upon the Government 
of India. the desirability of retaining the one-rupee currency note, the abolition of 
which is at present under consideration. 

In planting districts very large sums in the aggregate are distributed weekly in 
small individual amounts amongst the labour force for essential purchases in the 
bazaars, and the one-rupee currency note is the most convenient form to all concerned 
in which the lie payments can be made. There is now no prejudice against the note 
and its abolition would be unnecessary and unprofitable hardship. Even if there are 
parts of India where there is no demand for the note there appears to be no 
satisfactory reason why other parts should be denied its circulation. 

I therefore have the honour to request that the Government of 1I1ysore will add 
its powerful influence to the representations already being made and will urge most 
strongly upon the Government of India the retention of the one-rupee currency note. 

From. Lala Pannalal Jainy, Honorary Secretary, Delhi Piece-good8 Association, 
dated 21st Septembel' 1923. 

I am directed to invite your attention to your letter No. 708 F., dated the 
24th April 1923, which you circularised to various commercial bodies inviting their 
opinion on the question of discontinuance of the one-rupee noto. In the first instance 
I am directed to protest respectfully though emphatically against the ignoring of my 
Association in this matter. This Association if! the oldest commercial body in Delhi 
and l'epresents all the important merchants of Delhi, Cawnpore and Amritsar dealing 
in foreign piece-goods, which is the mainstay of Indian trade. Formerly we used to 
receive all such communications, sometimes directly from t.he Government of India 
and sometimes thrOl.lgh the local Government; but in this particular matter both 
apparently considered it beneath their dignity to consult this Association. I need 
not emphasise that the inflation of currency which is the natural result of issuing 
a note of such a small denomination as the one-rupee note affects the importers of 
piece-goods to a very high degree. 

Anyhow my Association has deemed it desirable to place its opinion, though 
uninvited, at the disposal of the Government of India with all the emphasis at its 
command against the continuance of the one-mpee note. The public at Idrge has no 
liking for it. It has been found times out of numbf'r that whenever a person has to 
effect a certain payment while in possession of both the silver rupee as well as the 
one-rupee note, h~ would do so by getting rid of the latter first. Hence the rapidity 
of circulation of the one-rupee note, which has been misunderstood by some to mean 
that the one-rupee note commands respect at the hands of the public generally. But 
the truth lies the other way. 



426 ROYAL COMMISSION ON INDIAN CURRENCY AND FINANCE. 

Moreover, the one-rupee note is eminently unsuitable for circulation amongst 
low~r classes whose mo<;Ie of livelihood does no~ perl~it them to carry it in safety. 

The one-rupee note IS regarded by some as lOsanltary too. They urge that it takes 
germs frolD house to house and town to town. 

The one-rupee note is doubtless convenient to the educated person. He would 
certainly prefer to effect payments throl1gh the one-rupee note inasmuch as it is 
lighter. But he too is sometimes embarrassed. He has to pay for necessaries which 
are commonly procurable not from educated persons like himself but from illiterate 
persons w~o are averse to accepting the one-rupe~ note. 

It is an open secret that education has not yet penetrated the Indian masses who 
are in the habit of judging the strength and stability of the Government by its 
currency. The prestige of any Government taking to paper currency of such a 
small denomination as the one-rupee note suffers according to them. 

My Association fully endorses the view that the issue of the one·rupee note should 
be treated as a reserve for emergencies such as those of war and shortage of silver. 
"Generally speaking no solvent country, so far as we know, issues a note of such a 
small denomination as one-rupee . . . . the issue of these notes should" therefore 
" be abandoned." 

IH.-Correspondence between the Government of India and the India Office. 

Despatch front the Government of India, Finance Department, to the Secretary of 
State for India, No. 19, dated 16th August 1!)~3. 

iN e have the honour to address Your Lordship on the question of the discontinuance 
of the one-rupee note. This question was considered by the Inchcape Committee, 
~nd in pursuance of the recommendation of that Committee we addressed the 
principal Chambers of Commerce in India and enclose copif's of their replies. Your 
Lordship will observe that considerable difference of opinion exists as to the 
desirability of continuing the iSFme of these low value notes, practically one-ha)£ of 
the more important Chambers being in favour of abolition and one-ha.l£ in favour of 
retention. ']'he question is clearly one in which the issue is finely balanced. We 
have given the most careful consideration to the arguments on both sides, and we are 
satisfied that the balance of advantage is on the side of discontinuance. 

2. On the question of the relative cost of keeping in circulation one-rupee notes as 
compared with silver rupees over a long period of time, we do not think that any 
definite conclusion can be reached in view of the indeterminate character of the data. 
The Inchcape Committee, it is true, quoted certain figures, which had been prepared 
ma.inly with the object of illustrating the difficulty of arrh·ing at any definite 
conclusion on thiR point, but, as already stated, the data are indeterminate and there 
are other factors affecting the question of relative cost which were not fully 
considered by the Committee. There is, for inc:;tance, the possibility of a reduction 
in the present cost of the one-rupee note which might result from the transference of 
the printing of the notes to India.; we understand that Colonel Willis is satisfied that 
a considerable reduction in cost could be ~ffected by this means. Further, we have 
to consider the' extra cost which, if the one-rupee note were abandoned, would be 
incurred in remittances of silver coin and in the handling of coin at the Currency 
Offices and Treasuries. On the other hand, we have to take accQunt of the large 
saving in establishment which would result in our Currency Offices, where at present 
the handling and cancellation of over 200 million small value notes in each year are a 
source of great expense. We have further to remember that the one-rupee note in its 
booklet form, which is the more popular, largely takes the place of five-rupee and 
ten-rupee notes, the issue of wuich is, of course. much mor~ profitable to Government. 
It has been estimated that not less than 50 per cent. of the one-rupee booklets take 
the place of higher value notes. From such information as is available we have 
t::alculated that the extra cost of remittance and handling of coin may roughly be set 
oiI uO'ainst the savings which would result in establishments at the eurrency Offices, 
and ~lthough we attach considerable importance to the argument mentioned above 
that the one-rupee notE'S in the booklet form largely take the place of notes of lligher 
values, we are not prepared to say definitely that in the long rnn the one form of 
currency is demonstrably more economical than the other. It must, however, be 
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vorne in mind that by the abolition of the one-rupee note we should obtain in the 
near future an appreciable reduction in our paymeuts for note forms. The one-rupee 
notes, "hich represent little more than 6 per cent. of the total note circulation, cost at 
present not less than £100,000 annnally, which is nearly one-third of the total cost of 
our note forms. They will be replaced only in part by notes of higher values and, 
-consequently, we should be able to count upon a large saving in the cost of our 
-currency note forms for a number of years. This will be an appreciable relief to our 
finances at the present time. There would be no necessity for further coinage of 
rupees for some time to come in view of the large stocks of silver coin which we now 
hold. The gradual absorption of some 6 or l:S crores of silver rupees would still leave 
us in a very strong position qua stocks of silver. 

3. Turning to the more general question of policy, we think that great importance 
should be attached to the fact that it is mainly the upper and middle classes in- the 
towns, the professional and commercial and, to some extent, the industrial classes, 
who appreciate the convenience of small paper money, while the great mass of the 
population, especially the agricultural classes and those in outlying districtR, 
unquel:ltionably prefer silver coin. It is not merely that the silver rupee has an 
intrinsic value of its own and has for generations been regarued as a symbol of the 
-credit of Government, but in the conditions of Indian life, clothing and climate, silver 
eoin is more easy to carry and less liable to destruction and injury from insects and 
damp. At certain seasons of the year anel in certain parts of the country we have 
-evidence that these notes are quoted at a discount as compared with silver rupees. It is 
true that in Bengal, in connection with the movement. of the jute crop, the one-rupee 
note has rapidly attained popularity, and this probably accounts for the fact that not 
only the nengal Chamber of Commerce, but the Bengal National Chamber of Commerce, 
.and the Narayanganj Chamber of Commerce, are in fayour of its retention. But 
here again we must differentiate between the jute merchant and dealer and the actual 
-culti\·ator. The former classes undoubtedly find it convement to obtain the necesRary 
funds at the treasurip.s in the jute districts in the form of ten-rupee and one-rupee 
notes. with which they can make payments to the cultivators without having to carry 
.about large quantities of silver rupees, but it is open to question whether the 
.cultivators themselves would not prefer to lJe paid in silver; they accept small paper 
money mainly because it is the form of currency which is most readily available. 
This situation arises because the demanus for -the particular fOl·ms of currency 
required for the j uto crop are made to the Oun-ency Department through the banks 
.at the request of large jute firms and dealers. It is therefore not a conclusive proof 
-of the popularity of the one-rupee note in the jute districts that they are so largely 
used at present in payment for the j ute crop. We think that in a matter of this 
kind it is of great importance to take account of the desires of the great mass of the 
population, and we believe that in India gpnerally the bulk of the population prefers 
the silver rupee. 

4. One argument which has been used in favour of the retention of the one-rupee 
-note is that it might be difficult to te-establish its use in time of emergency, and that 
therefore it woulrl be unwise to abandon the advantage which has been already 
gained. We do not attach great importance to this argument. We think that 
should an emergency arise, it should be no more difficult to re-establish the use of 
small paper money than it was to introduce it in the first instance. It would, of 
-course, be some time before the one-rupee note disappeared entirely from circulation 
since we do not propose the withdrawal of these notes but merely the discontinuance 
of their issue. Wid are much more impressed with the argument which has been 
used on the other side that in time of emergency the existence of a large quantity of 
small value notes in the hands of the poorer and more ignorant portion of the 
population would constitute a danger, as it is just these people who would hasten to 
-convert their small notes into coin at the earliest opportunity. We think, therefore, 
that while tbfl introduction of the one-rupee note was of some assistance in meeting the 
silver difficulty during the war, the existence of these notes in circulation, so far from 
being an advantage, would constitute a positive danger if a similar crisis arose again. 

5. The argument agaiust discontinuance which merits most attention is that the 
-existence of these notes leads to thrift and discourages hoarding of coin. If it could 
be proved that the recipient of oue-rupee notes is more disposed to invest them in 
savings banks, cash certificates, or c<roperative credit societies, we would admit that 
there is considerable force in this argument, but we do not think that this is 
.susceptible of proof; those who desire to hoard can always obtain sih-er rupees for 
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the purpose in the present conditions. The recipient of either one-rupee notes or 
coin, if he wishes to provide a store of value, usually turns his money lllto silver 
ornaments for his women folk j and while the tendency to hoarding bhould be 
discouraged, we believe that its evils are often exaggerated, since in time of famine 
these ornaments constitute a reserve which is freely drawn upon. At the prei:>ent 
time, 'although the one-rupee note is in circulation, the large imports of both gold 
and silver, the bulk of which finds its way automatically into the form of ornampnts, 
do not lead us to the belief that the circulation of small paper monev has done much 
to alter the .habits of the people in this reElpect. . 

6. Our donclusion is that in a" country s11ch as India we stand to gain by giving 
the ordinary man, who is uneducated and liable to be stampeded, a current money 
of intrinsic value. As long as we do this, we have one additional security againbt 
those im;ensate panics which sometimes seize the Indian population. We cannot 
argue from the analogy of countries which have long been accustomed to accept 
paper money of all descriptions as sufficient 'security for their transactions, and in 
which the mass of the population is sufficiently educated to know that thA thing 
which matters is not the character of the currency they handle but the amount of 
backing which Government keeps against that currency. The currenryof India has 
always been the rupee, and the attempt to substitnte paper as the daily money of \he 
country is likely to create on occasions of tension an amount of pI·ejudice out of 
proportion to the financial results attained. 

7. We have, therefore, after mature com:ideration, decided in favour of 
discontinuance of the one-rupee note, and we would request Your Lordship to 
give notice to the Bank of England that after the present indent, which, we 
understand, will be completed by May 1924, no further orders will be placed for 
one-rupee notes. Some further saving might be effected by the abandonment of the 
one-rupee note in its booklet form even before the completion of the present indent, 
if this can be arranged without undue inconvenience to the Bank of England. It 
follows from our decision that the proposal to print currency notes in India will not 
immediately assume a practical form, in view of the fact that t.he contract with the 
Bank of England for the notes of higher values does not expire until the year 19i9. 

Telegram frum Secretary of State, No. 3230, dated 5th September 1923. 

One-rupee note. Please make no public announcement of its discontinuance until 
I have had time to consider views in your Despatch No. HJ, dated 16th August. 

From Secretary of State, No. 3634, dated 10th October 1923. 

(Telegraphic.) Financial Despatch No. 19, dated 16th August. 
Your proposal for discontinuance of one-rupee note is accepted. If the intention 

vf para. 7 is to assume that a final decision on a matter of such general importance 
can properly he taken without reference to the Secretary of State in Council, 1 must 
take exception to this assumption. 

To the Financial Secreta1'Y, India Office, No. 1470 F., dated 20th October 1923. 

With reference to the correspondence ending with the Secretary of State's 
telegram No. 3634, dated the 1uth October, on the subject of d!scontinuanre of the 
one-rupee note, I am directed to say that while it is recognised that the wording of 
para. 7 of their despatch was open to the interpretation suggested, the Government 
of India had no intention of anticipating the Secretary of State's final decision on this 
question and did not contemplate any announcement in India before his final orders 
were received. 

2. The Government of India. do not propose to issue an immediate communique, 
as they consider that the most suitable time for any communication to the public­
will be when the stocks of one-rupee notes have been so far reduced as not to be 
equal to the public demand. A premature announcement might have an unsettling 
effect upon the public. It is presumed that the necessary intimation to the Bank of 
England will now be given by the India Office, and that the question of abandonment 
of' the one-rupee note in its booklet fOrID, even before the completion of the present 
indent, will be considered by the IndIa Office in consultation with the Bank ot 
]~ngland. 
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APPENDIX 64. 

Letter from the Secretary, Punjab Chamber of Commerce, to the 
Secretary, Royal Commission on Indian Currency and Finance, 
dated the 23rd February 1926. 

\Vith reference to the Memorandum issued by the Royal Commission on Indian 
Cnrrency and Exchange, I am directed to inform you that the views of the Managing 
Committee of the Punjab Chamber of Commerce on the points referred to in the 
.questionnaire are as follows :-

Q. (1) Is the time ripe for a solution of problems of Indian currency and exchange 
by measures for stabilisation of the rupee or otherwise? 

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

(3) When should any decision as to stabilisaticm take effect? 

A. The Committee of this Chamber are of opinion that measures should be taken to 
provide India with a sound currency system, a system under which the Indian 
<currency would be linked to gold, the international standard of value, and whic~ 
would ensure the automatic expansion and contraction of currency in accordance with 
the requirements of India's trade. 

Gold is universally acknowledged to be the best standard of value. It is the 
'Standard of value of the United Kingdom, and the ideal standard of all the great 
POW81'F, and India's close connection with the United Kingdom makes it desirable 
that India's ourrency should be ('onvertible in terms of the same standard. Between 
gold standard countries instability of prices and fluctuations in the rate of exchange 
.are loeduced to a minimum, with cUlTencies regulated by the free import and export 
()f gold. 

The people of India have lost confidence in the rupee owing to the wide 
fluctuations in its gold value, and gold is being hoarded. This wasteful tendency 
would he combated by restoring confidence in the currency by making it fully 
<convertible into gold. 

The currency of India to-day consisting of notes and silver rupees, the latter 
having an intrinsic value far below their exchange value, has a purchase value 
dtltermined to a great extent by the quantity of currency in circulation, and the 
amount of currency in circulation is not regulated automatically in accordance with 
the country's requirements. It is not freely interchangeable with gold. 

The existing currency system exposes the Government to many difficulties and 
pitfalls. There must be at times a great temptation to over-issue currency, and in 
any case mistakes are liable to occur. In the past currency has been expanded in 
response to the demands of extemal trade. On the other hand, there is at present no 
satisfactory method of withdrawing currency from circulation. 

The existing money cannot serve as a satisfactory standard for deferred payments 
or as a store of value. 

The Committee of this Chamber are of opinion that the currency of India should 
-consist of notes and silver rupees comoertible into free gold bullion. They consider, 
however, that it would be unwise to stabilise the rupee with gold at any fixed rate at 
the present time. Monetary conclitions throughout the world are still unsettled. The 
principal countries of the world have not all reconstructed their cun-ency systems. 
England has only recently returned to the gold standard. It is possible gold prices 
will fall in the near future. If the gold value of the rupee were fixed to-day at its 
present market rate and gCllcl appreciates, there wlluld be a very great demand for 
gold in India, \V hich it would be difficult to meet, and deflation would be necessary • 
.Possibly gold will appreciate until the rupee approaches the Is. 4d. leveL In the 
.opinion of the Committee, further time should be allowed for gold prices to becomQ 
normal, and for a sufficient stock of gold to be accumulated. Government should 
take advantage of the present rate to accumulate more. gold by selling council drafts 

• at approximately 18. tid. The Committee are of opinion that when gold prices can be 
-considered to be normal, and the gold reserve is sufficiently strong, a gold standard 
system should be established in India. the rupee being fixed in its relation to gold at 

..a rate in the neighbourhood of the market rate at that time. 
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Q. What is the comparalive importance of stability in internal prices and in: 
foreign exchange.? 

A. Stability in internal prices benefits the country as a whole. and should be the 
first consideration. Between countries in which prices' are stable there can be no­
great fluctuations in exchange. In pre-war days, in most civilised countries, internal 
prices were gold prices, and as gold could be moved without hindrance the ou)" 
flu~tuations. in exc~ange betwe~n such countries ~ould normally only be wi~hin gulj 
pomts. ~t IS on~y slDce currenCIes have become dIvorced from gold and their buying 
powers have varIed so greatly, that there have been such large tiuctuations in rates of 
exchange. There can be no great fluctuations in exchange between countries which 
stabilise their money with the same stable commodity. 

Q. What measures should be adopted to maintain the rnpee at the rate selected? 
Should the obligation be undertaken to give gold for rupees? 

A. The Committee of this Chamber are of opinion that the gold standard s"stem 
which has been evolved in England should be introduce(l into India. Und~r the 
system in Englaml, Bank of England notes and Government currency notes are the 
only form of ~ull !egal tender, u;nd the gold value of the c~rren~y is maintained by a 
statutory oblIgatIOn under whICh the Bank of England IS obliged to buy gold in 
unlimited quantities at the rate of £3 17 s. 9d. per standard ounce, and to sell gold in 
bars containing 40U ounces TlOY of fine gold at £3 118. lO~d. The Committee 
consider that this method should be adopted to stabilise India'tI currency, b,' 
Government undertaking to buy and sell gold bullion in exchange for notes and 
rupees at fixed rates. 

Q. What should be the policy as to the minting of gold in India and the use of 
gold as currency? • 

A. The Committee are not in favour of a gold currency for India, and consiuer 
that the Blitish sovereign should cease to be legal tender. A preponderating \tbe of 
gold for internal transactions is not a characteristic of a single one of the great 
Powers of the world, all of whom use cheques or notes for internal payment!'!. Until 
the banking system has been developed to a very much greater extent in India the­
rupee must take the place of cheques. Owing to the poverty of the bulk of the 
people of India, most of the internal transactions ,vill continue for a long time to 
involve small amounts for which gold coins will not be suitable. For the majority of 
the people of India a golt.! coinage would be quite useless. All the evidence goes to­
show that, while there is a big demand for gold bullion, there is only a small demand 
for gold as currency. Gold in the pockets of the people, or passing from hand to 
hand, will not hE'lp in the stabilisation of the currency. It is gold in reserve, as 
backing both for the note issue and for the token coins, that is required. A gold 
currency would tend to create a demand for gold, and t.he use of gold for internal 
payments is unnecessary, and would yield no good results. The standard of value 
should be gold of a particular weight and fineness defined by law, but it need not 
necessarily be in the form of a gold coin. 

Q. What should be the composition, size, location, and employment of a gold 
standard reserve? 

A. The Committee have expressed the opinion that it would be unwise to fix the 
ratio between the rupee and gold until gold prices show signs of real stability and a 
sufficient reserve of gold has been accumulated. Until the time is propitious .. 
therefore, they advocate that the gold exchange standard system should bE.' followed, 
the gold standard reserve being retained as at present constituted. If a full gold 
standard is adopted the Committee com,ider that the gold standard resene and paper 
currency reserve should be amalgamated and located in India to ensure the 
convertibility into gold of the rupee in lndia. Credits being maintained in London 
to be utilised in times of weak exchange. With regard to the management and 
investment of the gold standard reserve and paper currency reserve the Committee 
are of opinion that the safe custody, management, and lDvestment of these funds 
should be in the hands of the Imperial Bank of India. The ultimate control, however, 
should remain with the GO'iernment of India. 

Q. 'Vho should be charged wit.h the control of the note issue and on what 
principles? Should control or management be transferred to the Imperial Bank of 
India, and, if so, what should be the general terms of the transfer? 

.-L The Committee are of opinion that the transfer of the control and management 
of the Currency Department in India to the ImpE.'rial Bank of India would result in 
advantages sufficiently solid to make the tram,{er desirable. Dual control" ould be 
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eliminate~, and banking and currency interests co-ordinated. A fresh agreement 
~etween the Government of India and the Imperial Bank of India would be necessary. 
In which the safeguards to insure the correct functioning of the new Departmen~ 
8houl~ be provided for. 'fhe Government of India must be responsible ultimately for 
the support of the gold exchange standard system and for the correct functioning of 
the Currency Department. 

Q. What should be the facilities for the encashment of notes? 
A. The Committee are satisfied as to the present facilities for the encashment 

of noteR. 
Q. What should be the policy as to th~ issue of notes of small values'~ 
A. Notes of a lower denomination than Us. 5 should not be issued, silver being 

the most suitable medium fOl' smaller sums. 
Q. Should any change be made in the existing methods for the purchase of silver? 
A. Yes; Gove~men~ should be in a position to purchase silver in the cheapest 

market. 

Q. By what nlethod should the remittance operations of the Government of India 
LA conducted? Should they be managed by the Imperial Bank of India? 

.A. The Chamber of Commerce, Bombay, have expressed the followiug views on 
the subject, and the Committee of this Chamber are in agreement therewith:-

.. Inasmuch as the Government of India must be responsible ultimately for the 
support of the gold exchange standard and for all book profits and losses on exchange 
in connection with Government remittances, my Committee are of opinion that 
Government remittanc~s should remain under Government control. At the same 
time they feel that it would be impossible for the Imperial Bank of India to manage 
the Currency Department in India with any degree of efficiency of confidence unless 
it were permitted not only to operate the high and low gold points under the gold 
exchange standard, but also to exercise a fair measure of discretion in the remittance 
of Government funds between the gold pointl:'. The exercise of these functions by 
the Imperial Bank of India would tend, in their opinion, to give a very desirable 
continuity of control; and would enable the commercial community to keep in closer 
touch with the Currency Department. My Committee feel that it would not be 
impossible for the Government of India to maintain the ultimate control which in 
their opinion is desirable, and at the same time not to interfere with the Imperial 
Bank of India in t.he execution of its duties, and t}ley would like to see the remittance 
business of the Goverument of India managed by the Imperial Bank of India under 
these cond i tions. 

U But, whether the Currency Department is handed over to the Imperial Dank or 
India or whether Government continues to manage it as at present, my Committee 
are strongly of opinion tpat Government remittances should be effected by means or 
public tender, either in London or in India, rather than by private purchases of 
sterling, as the former method is more equitable and promotes a greater feeling or 
confidence in the minds of the public." 

The Committee are of opinion that the Government of India should maintain the 
ultimate control in all matters affecting the country's finances. TIle gold standard 
and paper currency reserves, Currency Department and Government remittance 
operations should all be under the control of the Government. 

APPENDIX 65. 

Letter No. 20/10, dated 9th February 1926, from the Financial 
Secretary to the High Commissioner for Iraq to the Secretary 
to the Government of India, Finance Department, Delhi. 

I am directed by His Excellency the Acting High Commissioner to address you 
on the matter of the Royal Illdian Currency Commission, which is understood to be 
now enquiring into the whole question of the currency of the Goyernment of India. 

2. The Iraq Government is deeply interested in this question owing to the fact 
that Indian currency is the present official currency throughout Iraq, and als(} 
because of the intimate trade connections of the country with India. The Government, 
therefore, has approached His Excellency with the request that its views ou the 
matters likely to be considered by the Commission may be put before it. 

ORb 
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3. ~is ~~cellency realises that the Commission has been appo.int~d with the ohject 
of considermg the currency problem of the Government of India m the interests of 
that Government, but it is not unlikely that what is found bv the Commission to be in 
the interests of the Government of India may equally b~ in the interests of the 
Government of Iraq, and it is considered possible that the Commission would take 
into account recommendations or suggestions which would not be in conflict with that 
general p:t:inciple. I therefore enclose a copy of a resolution which was passed by a 
Committee formed under the auspices of the Ministry of Finance in Iraq to consider 
and advise as to the action to be taken in this connection. Accompanying this is a 
memorandum from the Minister himself in which are set out the views of the Iraq 
Government on the matter, and His Excellency the Acting High Commissioner would 
be very grateful if these documents could be placed befor/3 the Royal Indian Currency 
Commission for consideration at an appropriate time. 

lIEMORANDUM BY THE MINISTER OF FINANCE, InAQ. 
I enclose herewith copy of the resolution which was passed by a Committee held 

in the ~linistry of Finance to consider and advise as to the action to be taken in the 
interest of Iraq in connection with the Indian Currency Commission. 

The Government of Iraq is deeply interested in the question of Indian currency 
problems owing to its temporary use of Indian currency and also to its intimate trade 
connections with India, and considers that it is its duty to place its views before the 
Royal Indian Currency Commission. 

It is realised that this Commission was appointed with the object of considering 
the Indian currency problems in the interests of India, yet it may be that what is 
found by the Commission to be in the interest of India may be equally in the interest 
of Iraq, and that it is not unlikely that the Commission would take into account 
recommendatious or suggestions which wouln not be in conflict with those interests. 

Two main problems are at stake: (1) the stabilisation of the rupee exchange, and 
(2) the rate of the rupee with regard to the sterling. 

The first problem is highly important. [t affects Iraq as importer. exporter, and 
also as a field for foreign capital. The violent fluctuations in the rupee rate of 
exchange were seriously detrimental to the economic conditions of the country and 
created an abnormal situation which could only be justified hyexceptional pORt-war 
events. Normal conditions would require a stable exchange: and the relatively fixed 
rate of the last two years appears to command itself for the future. 

The second important problem which calls for a very serious consideration is the 
question of the rupee rate of exchange. Various factors would command a high rate, 
but it is considered that a too high rate would encourage imports to the detriment of 
expol't in a country living on her own means, and that it would ultimately result in 
the ruin of the country. 

Under the circumstances the Iraq Government suggest a rate of exchange which 
would not exceed Is. 6d., and I shall be greatly obliged if these views are placed 
before the Royal Indian Commission for their consideration. 

RESOLUTIO~ OI!' COMMITTEE. 

The Committee consider that the Iraq Government should place its views hE'fore 
the Royal Indian Currency Commission, ou the ground of its interest in the problems 
placed before the Commission owing, firRt, to Iraq's intimate trade connectiuDs with 
lndia, and, second, to its temporary use of Indian currency. 

The public in general, and the trading corpmunity in particular, greatly 8uff('red 
in the last seven years through unstable rupee exchange, specially in the period of its 
violent fluctuations. Both as importer and·as exporter Iraq favours effective stability 
in the Indian currency (i e. a fixed ratio to sterling) to be introduced as early as 
possible. . 

As re~ards the stabilised rate of exchange, various financial and economic 
considerations plead in lavour of a high rupee, such a~ the import trade of the 
country with its large adverse balance, Iraq Government's external liability, &c. On 
the other hand, the con~iderations in favour of a low rate are scarcely less important 
and include the development of export trade and the encouragement of influx of 
foreign capital. Under the cireumstances. the Committee recommend a rate of 
exchange which would not exceed Is. 6d. But they wihh to make it clear that they 
regard the establishment of btability in relation to sterling as an essential requirement. 
and the arguments for and against any particular e~changc.l'ate as of secondary 
importance. 
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Letter from the Secretary to the Government of Madras~ Finance 
Department, to the Joint Secretary to the Royal Commission on 
Indian Currency and Finance~ No. 223, dated 16th March 1926. 

I am directed to refer to your letter No. 240, dated Delhi, the 20th ~ovember 1925, 
in which you enquired whether the Government of ~Iadras desire to express any 
views, including those of the Honourable Ministers, on the points rpferred to in the 
Memorandum indicating the main questions which would ('ome under the consideration 
()f the Royal Commission on Indian Currency and Finance. 

2. In reply, I am to say that the Government of Madras have \"ery carefully 
-considered tho subject-matter of the Memorandum. It is largely concerned with 
technical questions of a complicated and controversial character, with which, as a 
Local Government, they are not directl)· concerned and are seldom brought into 
-contact. They feel, further, that such material and information as is at their disposal 
is inadequate to enable tbem to formulate any definite conclusions, and they therefore 
~o not propose to fiubmit any written memorandum or evidence on these questions. 

3. I am to say, however, that, in one respect, any policy adopted as a result of the 
recommendations of the Royal Uommission may \itally affect them as a Local 
-Government. The alteration in the level of prices which result£'d from the war 
subjected their finances to a strain from which they have not yet fully recovered. 
The necessity for a revision of salaries was becoming evident even before the outbreak 
-of the war, and during its course cases in which relief was most urgently called for 
were met by a series of expedients which were purely temporary in character. On 
the conclusion of the war a comprehensive measure 01 revisilPJn bad to be undertaken, 
.and the burdens thus imposed on the revenues of the Presidpncy were so great as to 
neutralise any benpfit it received from the financial settlement in cOllnection with the 
Reforms. The full liabilities which this revision of salaries imposed have ·not even 
now been liquidat.ed, and only the fact that the considerable measure of stability in 
prices Which has prevailed of late has rendered any further general measurt> of 
revi~ion unneceiSsary has p.nabled the Madras GO\"ernment to meet t.he annual increase 
in its establishment and pension charges. If, as a result of changes in currency 
policy, a further rise in prices were to render a revision of salaries again necessary, 
the revenues of the Local Government would hecome inadequate to the strain, and 
the levying of additional taxation for improving the salaries of Government l:Iervants 
at the cost of the taxpayer, who would himself be affected by the rise in prices, would 
-cause WIdespread discontent. This would be accompanied by a new period of 
readjustment of agricultural and industrial wages with all the dangers and 
unsettlemeut which that involves. The lIadras Government trust, therefore, that 
theoretical arguments will not be allowed to obscure a practical issue to which they 
.attach great importance. 

4. I am to add that the Honourable the Ministers concur with para. 2 of this 
letter. 

APPENDIX 67. 

List of Witnesses from whom written statements (not printed 
herewith) have been received. 

1. Mr. A. J. Saunders, M.A., Ph.D., Professor of Economics, American 
College, Madura. 

2. Mr. K M. Purkayastha, Secretary, Indian :Mining Federation, Calcutta. 
3. Mr. B. K Bhargava. Military Audit Officer. Jaipur State. 
4. Mr. Ardeshir R. Subedar, Dubash and Government Contractor, Bombay. 
5. The Hon. Secretary, Marwari Chamber of Commerce, Calcutta. 
6. Lieut.-Colonel 'V. C. Ross, LM.S .• Director of Public Health, Bihar and 

7. 
8. 
9. 

10. 
11. 
12. 
13. 

Orissa. 
Mr. Begraj Ramsarup, Rewari, Punjab. 
Mr. F. Larkworthy, C.O.R., Chairman of the Ionian Bank, Ltd. 
Mr. Jwala Prasad Singhal, M.A., D.A.V. C<>llege, Dehra Dun. 
Mr. M. M. Roy, M.Sc. j Calcutta. 
Mr. H. Sinha, Lecturer, Calcutta University. 
Native Piece-Goods Merchants' Association~ Bombay. 
Mr. E. A. Phillips. M.I.C.E., M.LS.E., (Retired Superintending Engineer 

of the Pegu Circle, Burma), Brighton. 
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14. 
15. 
16. 
17. 

18. 
19. 
20. 
21-
22-
23. 

24. 
25. 
26. 
27. 
28. 
29. 

30. 
31. 

32. 
33. 
34. 
35. 
36. 
37. 

38. 
39. 

40. 
41. 

42. 

43. 
44. 
45. 
46. 

47. 
48. 
49. 

Native Share and Stock Brokers' Association, Bombay. 
A. S. Bose & Bros., Rangoon. 
Mr. A. D. Shroff, Bombay. 
Dr. Prabhakar S. ShIlotn, M.A., Ph.D., Chairman and Managing 

Director of the Shilotri Bank, Ltd., Bombay. 
The Deccan Sabha, Poona. 
The Indian Institute of Political and Social Science, Bombay. 
Sir\Henry Macnaghten (of Messrs. Wallace & Co.), Sheriff of Bombay. 
:Mr. S:. T. Sadasivan, Manager, Central Bank of India, Ltd., Rangoon. 
The Madura-Ramnad Chamber of Commerce, Madura. 
Mr. B. G. Sapre, M.A., Professor of History and Economics, Willingdon 

College, Sangli. 
Mr. Lakshman B. Jagalpure, Retired Mamlatdar, Ahmednagar. 
Mr. M. D. Altekar, Bombay. 
The United Provinces Trades Association, Mussoorie. 
Mr. G. S. Marathey, Poona. 
Mr. A. R. Subedar, Dubash and Government Contractor, Bombay. 
Mr. S. G. Beri, M.A., and Mr. SUJllmant K. Muranjan, M.A, Professors, 

Karnatak College, Dharwar. 
Mr. T. G. Mascarenhas, National Bank of India, Ltd., Bombay. 
Mr. S. Subbarama Aiyar, M.A., Senior Lecturer in Economics, Madras 

Christian College. . 
Mr. Vithaldas K. Sanjanvala, Timber Merchant, Umbargaon. 
Mr. Govind H. Keskar, Ponna. 
Mr. P. M. Rao, Deputy Accountant-General, Posts and Telegraphs, Madras. 
Mr. J. N. Bharg~va, Imperial Bank of India, Peshawar. 
The Buyers and Shippers' Chamber, Karachi. 
Mr. S. Gopalaswami, Labour Investigator, Labour Statistics Bureau, 

Rangoon. 
Rai Pramatha N ath Mulluk Bahadur, Calcutta. 
Mr. H. E. Moon, late Manager of the Hongkong and Shanghai Banking 

CorpolI'ation. 
Mr. U. N. Ball, M.A., Professor, Dyal Singh College, Lahore. 
Mr. A. K. Sarkar, Lecturer, Calcutta University, and Professor of 

Economics, Hughli College, Chinsurah. 
Mr. Nalini RJanjan Sarker, M.L.C., Manager of the Hindustan Co-operative 

Insurance Society, Ltd. 
Mr. S. Srikantaiyer, Bombay. 
Mr. K. L. Bawachakar, Pleader, Sholupur. 
The Marwari Association, Calcutta. 
Mr. J. C.' Das Gupta, Professor of Economics, Krishnath College,. 

Berhampore. 
The Indian Mining Federation, Calcutta. 
Mr. E. L. Price, C.I.E., O.B.E., Karachi. 
Rao Bahadur K. V. Rangaswami Aiyangar, Principal and Senior Professo~ 

of History and Economics, H H. the Maharaja's College of Arts, 
Trivandrum. 

50. Mr. J. C. Mitra, F.S.S., Vice-Principal, Vidyasagar College, Calcutta. 
51. Mr. K. B. Saha, Lecturer in 'Economics, Dacca University. 
52. Mr. B. T. Thakur, M.A., Chief Agent, The Punjab Branches, Central Bank 

of India, Ltd. 
53. 
54. 
55. 
56. 
57. 

58. 
59. 
60. 
61. 
62. 
63. 

Mr. Hirendra Lal Dey, Lecturer in Economics, Lucknow University. 
Mr. S. K. Sarma, B.A., B.L., Pleader, Trichinopoly. 
Raja Janoki Nath Roy. 102. Sova Bazar Street, Calcutta. 
Mr. G. N. Shivpuri, The Bank of Behar. Ltd., Bankipur. 
Mr. B. N. Chatterji and Mr. Daya Shankar Dubey, the Lucknow 

University. 
The Mysore Chamber of Commerce, Bangalore. 
Mr. T. V. Srinivasa Iyengar, High Court Vakil, Kumbakonam, Madras_ 
Mr. B. C. Divecha, Thana. 
The British India Peoples' Association, Calcutta. 
Mr. Kaikobad Cowasjee Dinshaw. Aden. 
Mr. H. R. Scott, (Exchange Broker, Madras, 1896-1918), London. 
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APPENDIX 68. 

-Memorandum on "The Responsibilities of the Secretary of State for 
India in Council in relation to Indian Finance, Exchange and 
Currency," submitted by Mr. C. H. Kisch, C.B., Financial Secretary, 
India Office, and Mr. V. Dawson, C.I.E., Public and Judicial 
Department, India Office. 

In ldw the Secretary of State in Council is responsible to Padiament for" all 
acts, operations and concerns which relate to the government or re7enues of India, 
and all grants of salaries, gratuities and allowauces, and all other payments and 
chart;es, out of or on the revenues of India"; and he is consequently in possession 
-of power to "superintend, direct, and control" those matters. (Government of India 
Act, section 2 (2).) 

2. This all-embracing power of superintendence, direction, and control has been 
legally affected by the AC't of 1919 only in relation to those provincial subjects which 
have been tramlferred to the control of Governors acting with '\[inisters. In respect of 
these subjects there has been a statutory divestment of the powers of superintendence, 
odirection, and control, which can now only be exercised in relation to transferred 
subjects for specified and strictly limit.ed purposes. The provincial transferred 
subjects do not include Currency and Exchange, nor any matters connected therewith. 
In re:spect of those two subjects, therefore, in common with all other central subjects 

oand with all reserved provincial subjects, the S3cretary of State remains in law 
ult.imately responsible to Parliament for t.he policy pursued, and can compel the 
Go\"ernment of India to carry out any -instruct.ions or policy which he, acting on 
behalf o£ His Majesty's Government or Parliament, may lay down. (Government of 
India Act, sections 2 and 33 ) 

3. The Government of India Act contains no provisions relating specifically to 
oCurrency and l~xchange. eXl'ept in so far as the provisions of section 67 (2) affect 
these matters by Jeason of their indusion in the comprehensive expression "public 
odebt or public revennes of India I' contained in that subsection. Besides the general 
provisions already referred to, the Act uefines the expression .. revenues of India," 
enactH that these rp\"ellllf'S "l"ha11 be applied for the purposes of the government of" 
India alone," specifying what. sOllie of those purposes are (section 20), requires the 
sanction of the Secrptary of St.elte ill Conncil to all grants or appropriations of any 
part of them (I"ection 21), provides (sections ~3, 24, 25, 26, and 27) that all parts of 
the revenues of India remitted to or accruing in the United Kingdom are to be paid 
jnto the Dank of Euglanrl Oil behalf of the Secretary of ~tate in Council, and 
prescribes the prncedllre for chawillg on the Bank of England, f::lr audit of the Home 
.\CCOl1nts and for an annual presentation of accounts to Parliament. 

4. The only other financial power of the Secretary of State in Council derived 
from statute law that needs to be considerell in this connection i:s the power to raise 
loans in the United Killgrlom. This function can he performed on behalf of the 
Govemment of Imlia only by the Secretary of State in Council, and when performed 
is subject to the specific authority of Po,Irliament (see the SHies of East India Loan~ 
~\ct.s) in each case--or rather each specific loan which is rai~ed must be covered by 
the authority of Parliament coU\"e) ed by Act to raise a specified S11m of money for a 
-sp~cified purpose. :rhe Storks ~s:"ued in pursuallce of the East .India Lo~~s Acts 
ot:nJoy the status of 1 rnstee Sf'Cufltle~, alld the amount of such sterlmg securitIes, the' 
capital and inteloest of which is charged on thp. revenues of Iudia, is, at the l\resent. 
-time, about £t-!O,OOO,OOU. 

, 5. It should also be mentioned that the Secretary of St.lte in Council is responsible 
for obligations incurred by way of thp guarantetl ,of certain E!ccurities issued by some 
-of the Indian Hailway Companies. p3nsio:ls to retired otliciah, &c. The fine discharge 
-of these commitments has always If'd the Secretary of State to maintain a close 
.illt,eJoest in respect of all major que:.tions of Indian finance, such as the budgetary. 
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arrangements of the Central Government. the capital programmt> of that Ooverument~ 
t~e exc~an~e an~ the <:urrency. As the Secretary of State. is res~onsible for meeting 
h1R oblIgatIOns In th1s country, he has always recoglllsed h1s responsibility for­
_maintaining in this country adequate balances for the purpose. 

6. In terms the Local Government (Borrowing) Rules (vide pp. 263-4 of Hules 
under the Government of India Act) imply that it is open to a provincial Government 
acting under section 30 (IA) of the Government of India Act, itself to raise loan~ 
outside India (and therefore presumably in the United Kingdom) if the sanction 
of the Secretary of State in Council is first obtained. But as the Secretary of State in 
Council himself cannot raise loans outside India without Parliamentary sanction (as 
just explained), these rules are probably, by themselves, insufficient to enable a 
provincial Government to exercise this power. It will be observed that the rules in 
question give control over the borrowing in India by local Governments, but that this 
control is in form vested in the Government of India, and not in the Secretary 01 State. 

7. 'rhe foregoing is a brief Rtatement of the strict legal position as regards the 
Secretary of State's responsibilities for Indian finance, including currency and 
exc:hange, which can be still more briefly summarised by the statement that, subject to 
the approval of Parliament, on whose behalf he acts, his powers are unlimited, and 
that the Government of India are bound to carry out any instructions they may 
receive from him on the subject. But although the amending Act of 1919 made no 
concrete change in this respect in the relations between the Secretary of State and the 
Government of India and in their respective powers and duties, account has to be­
taken, in estimating the present character in practice of these relations, powers, and 
duties, of the general bearing of other provisions of the Government of India Act which 
were inserted in it by the Act of 1919, and of the policy underlying the latter Act. 

The general aim of the Act of 1919, as set out in the Preamble, was" the gradual 
development by successive stages of self-governing institutions, with a view to the 
progressive realisation of responsible government in British India as an integral part 
of the Empire." One of the steps taken by the Act of 1919 towards the realisation of 
this object was the creation, in association with the Central Executive Government, 
of a bicameral Legislature containing in respect of its lower chamber an overwhelming, 
and in reE'pE'Ct of its upper chamber a small, majority of non-official elected memberst­
and endowed with all the ordinary powers and attributes of a legislative body, 
including power to vote and withhold supply. It is true that the Act contains 
provisions (sections 67 (2) and (2A), 67A (3), (7) and (8), and 67B), which enable the 
executive, notwithstanding an adverse vote, to make its decisions effective or which 
place limitations on the powers of the Legislature; it is also true that the Joint 
Select Committee in their Report on the Bill of 1!:119 expresRed the following opinion 
in respect of these powers :-

"It is not within the scope of the Bill to introduce at the present 
stage any measure of responsible government into the central administration, 
and a power must be reserved to the Governor-General in Council of treating­
as sanctioned any expenditure which the Assembly may have refused to vote, 
if he considers the expenditnre to be necessary for the fulfilment of his 
responsibihties for the good government of the country. It should be 
understood from the beginning that this power of the Governor-General in 
Councills real, and that it is meant to be used if and when necessary." 

At the same time it is obvious-and this the Joint Select Committee recognised 
in t}1eir important observations on clanse 33 of the Bill (copy appended)-that the 
successful worldng of a transitional constitution such as that containpd in the 
present Goyernment of India Acl, cannot be looked for unless both parties to the 
cl)ntract are prepared to co-operate in a spirit of give and take, and that this involves 
on the part of the Government of India and of His Majesty's Government a constant 
endeavour to cQnform their polic~, ,to the utmost extent which is compatible with 
their obligations and responSIbilities for the welfare of the country, to Indian public 
opinion as constitutionally expressed in the Lpgislature. The Joint Select Committee.,. 
in their observations just referred to, endeavoured to secure these conditions by 
suggesting the adoption of a convention of non-interference by the Secretary 
of State in certain defined circumstances. The difficulty of reducing to rule of thumb 
the regulation of the relations between the Indian Legislature, the Government of 
India, and the Secretary of t:;tate, without at the same time impairing or destroying 
tIle legal responsibility which still exists on the part of Parliament for the good. 
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government or Inriia, will be apparent; but it may be said generally that since 
the passage of the Government of India Act in 1919 e\'ery endea \"Our has been made to 
bring the relations between the Secretary of t'itate in Council on the one hand and the 
Government of India an~ the Centrul Legislature .on the other into accord with 
the principle~ underlying the Joint Select Committee's recommendation. How far the 
Secretary of State and the Governmeut of India would Le prepareu in any given case to 
surrender their judgment to that of the Indian Legislature in the event of difference of 
.opinion mllst necessarily remain a question for decision .on each case as it arises, with 
regard to its intrinsic importance, and to the nature and scope of its consequences to 
India itsp-If, to the United Kingdom, to the Empire, and to foreign reldtions. And this 
is all that can be predicated in general terms of the attitude likely to be adopted by the 
.secreta~y of Stat.e tow.lrds proposals lor changes in the policy regulating, and the 
methods of control over, Inclian finance, currency and exchange, except to observe that 
-certain changes in thet:e matters might be of such a character as to alter materialJy, if 
adopted, the relationship between the Secretary of State and the Government of India, 
.as defined in the Government of India Act. 

EXTnACT jo"ROM THI': HEPORT of the Joint Select Committee of the House of Lords and 
the House of Commons appointed to consider the Government of India Bill. 

v v ~ ~ ~ 

Clause 33.-The Committee have given most careful consideration to the relations 
.of the Secretary of State with the Government of India, and through it with the 
provincial governments. In the relations of the Secretary or State with the Governor­
General in Council the Committee are not of opinion that any statutory change can be 
made, so long ns the Governor-General remains responsible to Parliament; but in 
practice the conventions which now govern these relations may wisely be modified to 
meet fresh circum3tances caused hy the creation of a Legislative Assembly with a 
largu elected majority. In the exercise of his responsibility to Parliament, which he 
-cannot delegate to anyone else\ the SecretalJ of State may reasonably consider that 
only in exceptional circumstances should he be called upon to intervene in matters 
.of purely Inrlian interest wuere tht> Government and the Legislature of India are 
in agreement. 

Thi~ examination of the general proposition leads inevitably to the cunsideration 
.of one special case of non-intervention. Nothing is more likely to endanger the good 
relations between Il,ldia and (heat Britain than a belief that Inelia's fiscal policy is 
dictated from Whitehall in the iuterests of the trade of Great Britain. That such a 
belief exists at the moment there can be no doubt. That there ought to be no room 
for it in the future is equally clear. India's position in the Imperial Conference 
opened the door to negotiation between India and the re8t of the Empire, but 
negotiation without power to legislate is likely to remain ineffective. A sat.isfactory 
solution of the question call only Le guaranteed by the grant of liberty to the 
Government of India to devise rhose tariff arrangements which scem best fitt('d 
to India's needs as an integral lJortion of the British Empire. It cannot be 
gl1aranteed by statute without limiting the ultimate power of Parliament to control 
the administration of India, and without limiting the power of veto which rests in the 
Cl'own j and neither of these limitations finds a place in any of the Statutes in the 
Briti~h Empire. It can only therefore be assured by an acknowlE:dgment of a 
convention. Whatever be the right fiscal policy for India, for the peeds of her 
consumers aR well as for her manuf.lCturcrs, it is quite clear that she bhould have the 
same liberty to con~ider her interesta as Great Britain, Austra1ia, New Zealand, 
Canalla and South Afric'a, In the opinion of the Committee, therefore, the Secretary 
of State shoultl as far as possible avoid interference on this subject when the 
Government of India and its l..pgi~lature are in agreement, and they think that his 
intervention, when it does take place, should be limited to safeguarding the 
intel'llational obligations of t.he Empire or any fiscal arrangements within the Empire 
to which His MaJesty\; Go\"ernment is a party. 

The relations of the SecretarY of State nnd of the Government of India with 
provincial governments should, in'the Committee's judgment, be regulated by similar 
principles, so fur us the re8ervpd suLjects are concerned. It follows, therefore, that 
in pllrely proviucial matters, which are reserved, where the provincial government 
uncI legislature are in agreement, their view should ordinarily be allowed to prevail, 
though it is lleces8ary to bear ill mimI the fact that some reserved F:ubjects do cover 
matters in which the cuntral govel"Ilment is closely concerned. Over transferred 
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Stl bjects, on the other hand, the control of the Governor-General in Council, and thus 
\ of the Secretary of State, should be rest.ricted in futurc within the narrowe&t possible 
limIts, which will be defined by nlles under sub-clause 3 of clause 1 of the Dill. 

Hnles under this clause will be subsidiary legislation of sufficient moment to 
justify t.heir being ~rought.especial1y to ~he notice of .Pal:liaruell~. The Secretary of 
btate mIght convemently dISCUSS them wIth the Standmg CommIttee whose creation 
has been recommended in this Report; and Parliament would 110 doubt consider 
the opin~on of this body ~~en the ru~es c?me, as it is proposed that they should 
do. for abceptance by posItI.ve resolutIOn .Ill ~oth Houses. The same procedure is 
recommended by the CommIttee for ado:ptIOn III the case of rules of special or novel 
importanc~ under other clauses of the ~Ill. It must be for the Secretary of State to 
decide whICh of the many rules that wIll fall to be drafted by the Government of 
India can be sufficiently dealt with by the ordinary process of lying on the table of 
Parliament for a certain num ber of days.' In deciding this point, however, he may 
naturally ~ave recourse .to the. advi~e of th~ Standing 90mmit.tee. should it happen t,o 
be in seSSIOn, and obtam theIr aSSIstance m determmmg whICh rules deserve to be 
made the subject of the more formal procedure by positive resolution. 

• * 

APPENDIX 69. 

Memorandum ~o. 1, on "Indian Currency Developments since 1920," 
submitted by Mr. C. H. Kisch, C.B., Financial Secretary, India 
Office. 

1. The main facts of the Indian currency system as it existed before the war, and 
the dislocation of the system arising out of the war arc described in the Heport of the 
Indian Exchange and Currency Oommittee, 1919 (the Babington-Smith Committee),f) 
In order to bring the record up to date, it is proposed to review the main develop­
ments of Indian currency policy since the date when this Report was presented. 

2. The cardinal recommendations of the Babington-Smith Committee's Report 
were :-

(1) That the silver rupee, unchanged in weight and fineness, should remain 
unlimited legal tender and should have a fixed exchange value, expressed 
in terms of gold at the rate of one rupee for 11' ;~OOI6 grains of fine gold, 
that is, onc-tenth of the gold content of the sOYereign. 

(2) That the sovereign, which had been rated by the Indian Coinage Act, 1906, 
at Us. 15,. should be a legal tender in India at the l'atio of Rs. 10 to 
one sovereIgn. 

The principle of these recommendations was accepted by the Secretary of State 
in Oouncil, and, as a first step to giving effect to them, a notice was issued on 
2nd February ] 920 by the Government of India, notifying the fixation of the 
acquisition rate for gold imported into India, which had previously been subject to 
variation from time to time (vide para. 26 of Report), at Rs. 10 for each sovereign 
'tendered for import, or one rupee for 11 . 30016 ~rains of fine gold. The text of this 
notification and the aunouncement on general policy issued by the Secretary of State 
are attached to this memorandum (Appendix I). 

Prior to the issue of this announcement, the official rate of exchange, i.e., the 
rate at which the Secretary of State was prepared to sell Immediate Telegraphic 
Transfers on India, was 28. 4d., but, with the announcement of the adoption of the 
'main recommendation of the Currency CommitteE', exchange rose on 2nd February 
to 28. Sid., which was about ld. below the theoretical parity of the 28. gold rupee as 
measured by the London-New York exchange. 

3. Economic conditions in 1919 were influenced by the unusual circumstances 
arising out of the termination of the war. World prices ruled high and India was 
,able to obtain good value for hel' exports, which were in keen demand. The sharp 

• References in this Memorandum and in Memorandum No.2 to the "Report" shollld, unles8 
otherwise stated,' be taken as refelTing to the Report of the Babington-Smith Committel'. By the­
Report is meant the Report of the majority of the Committee, which comprise<i all the membe1'8 except 
Mr. (now Sir D.) Dalal. 
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advance of exchange had not apparently prejudiced Indian trade, and the year 1919-20 
recorded a favourable balance in respect of India's private trade in merchandise of 
Rs. 122 crores-a record figure at the time (see statistics in Appendix II). 

Conditions changed entirely in the course of 1920, when it began to be realised 
that the boom in the previous year was based on unt3ubstantial foundations and 
measures were taken to arrest inflation. In November 1919 the Bank of England 
discount rate was raised to 6 per cent., and in April 1920 to 1 per cent., and about 
the same time the United States aut.horities brought the creation of credit within 
stricter control. The rise in prices was stayed and the slump. which reached such 
seriol1s proportions later, began. 

India soon felt the change in economic conditions. The value of her exports Rever 
declined from Rs. 330 crores in 1919-20 to Rs. 258 crores in 1920-21. The stream norma 
of imports, on the contrary, increased in the same period from Rs. 208 crores to IndiaI 
Rs. 336 crores (see figures in Appendix II). This last tendency was to be expected, currer 
as during the war India had been starved of her normal imports of manufactured 
goods, and the high exchange had acted as an incentive to the giving of large orders 
which were now in process of execution. These influences placed a heavy strain on 
the Indian exchange, which official policy was directed to maintaining at 2,. (gold). 
The difficulties were increased by the trend which the sterling-doUar exchange was 
now taking. When the Babington-Smith Committee's Report was signed on 
22nd December 1910, the London-New York exchange, which had beeu "unpegged" 
in March 1919, stood a, S3.80 per £, on which basis the sterling equivalent of the 
28. gold rupee was 28.6-id. By 2nd February 1920, when effect was given to the 
main proposal of the Committee, the London-New York rate had dropped to S3.47t 
per £. and two days later to $3.25, resulting in the theoretical parity of the rupee 
being.almost 3s. 

4. The great prosperity which Indian trade had enjoyed during the war period 
had led t.o the accumulation of large profits which were waiting in India for a suitable 
opportunity for remittance to the Un~ted Kingdom. The decision of the Government 
regarding the future level of exchange had thus been awaited with much eagerness,. 
and the announcement of Government's decision, associated, as it turned out to be, 
with a weak sterling-dollar exchange and a correspondingly high sterling parity of 
the rupee r was the signal for a vigorous demand for homeward remittance. There Brea:k 
had been a certain demand for Reverse Councils (that is, drafts on London) in rupee 
January 1920, when the official rate of exchange was 2,. 4d., on the basis of which chang 
rate drafts on London were sold by the Government of India to the amount of 
5,394,0001. The demand, however, became far more intense after the announcement 
of the new exchange policy. Government was in possession of large supplies of 
sterling, which it was prepared to use with the object of making the new exchange 
policy effective, and reverse drafts were sold weekly in India from 5th February 
1920 to 28th September 1920, up to a total amount approximately of 50,OOO,OOOl. 
But during this period the supply of exchange offered was Dot equal to the demand 
and the market rate for the rupee gradually fell away. During the earlier period 
when reverse drafts were being sold, the price was based on the theoretic 2s. gold 
parity for the rupee as measured by the sterling-dollar exchan~e, a basis that involved 
offers at a rate substantially in excess of ~,.' sterling. For a considerable period 
the rate so fixed was higher than the current market rate, but later the attempt 
to hold the rate at 2:1. gold was abandoned, and from 24th June 1920 the price of 
re·.-erse drafts was based on 28. sterling (see para. 2 of official announcement, 
Appendi.x Ill). In September 1920 it was decided to suspend efforts to maintain the 
exchange value of the rupee by the sale of drafts on London (see Appendix IV), and 
from that time to the present date the sterling resources of Government have not been 
furtber drawn upon with this object. 

The clecisit;>n of September 1920 signified the failure of Government to contract 
Indian currency to the extent required to maintain the exchange. This contraction to 
have been completely successful,vould have involved the reduction of the Indian 
price level in conformity. with the fall in world prices. The requisite adjustment had 
now to be effected by the decline in the exchange value of the rupee. It is due to 
the Babington-Smith Committee to point out ~hat the possibility of developments 
which might lead to the breakdown of the 28. gold rupee was not unforeseen by 
them. In para. p1.of tlieir Report the Committee, after expressing the view that a 
high exchange was not likely to inflict any permanent injury on Indian trade, noted 
that if contrary to their expectation a great and rapid fall in world prices were to 

B 



444 ROYAL COMMISSION ON INDIAN CURRENCY AND FINANCE. 

take place, a ne'(v element of disturbance would be introduced, and that circumstancps 
might arise which would endanger the maintenance of exchange at thl~ level propospd. 
In that event the Committee recognised that it would be necessary to considl>T the 
whole problem afresh. The fall in prices in Ig~O, which oc.:curred so soon after the 
issue of .the Committee's: Report, was the main cause for the failure of their scheme 
for the Indian currency. . 

" . 
5. It will. be convenient at this s;tage to refer to certain other developments of 

interest tillat took place in 1920. War conditions had led to a stringent control over 
the import and export of silver and gold to and from India, and one of the principal 
objects to be attained by the fixation of the rupee in terms of gold was to liberate the 
precious metals from official cOlltrol. Restrictions on the private import of silver 
were withdrawn on 2nd February .Hl20, when the new exchange policy was announced. 
As regards export restri,c1.ions, the sale of Reverse Councils, coupled with the cbange 
in Indian economic conditions, led to a return of rupees to Government, whose holding 
of silver coin rose from Rs. 291 crores on 1st J aUllary 1920 to Hs. 37 crores all 

1st June 1920. Within the same period the metallic proportion of the cllrrency note 
reserve rose from 45} per cent. to 51 per cent. The convertibility of the not.e was 
thus again secure, and the decline of tension in the silver market, which was so 
pronounced a feature of the post-war boom, was shown by a fall in the New York 
price from 134t cents per ounce in February HJ20 to 9 L cents per ounce on 30th J line 
1920. Circumstauces were thu::; favourable to the cancellation of the prohibition oC 
private exports of silver, which was withdrawn on ~rd July 19:!0. 

The removal of the con,trol ovel' g9ld presented certain special difficulties. India 
had alwa)'s been a -large COnsumer of gold, and the practlc.:tl cessation of imports 
during the war had led to the existence of a large premium on gold in India. On 
31st January 1920, immediately. before the d~cisions on the Babington-Smith 
Committee's Report \Vtlre announced, the price of -gold, in India stood at Hs. 2j. 6 as. 
per tola or Rs. 17. 3 as. per sovereign. The legal rating of the sovereign still stood 
at Rs. 15, but owing to the premium gold did not circulate as currency. The objective 
of Government was gradually to reduce the premium on gold in India by sales of 
bullion in the bazaar until the price of gold in In(lia had been brought into conformity 
with the ,world price, and then to remove the embargo on import. 

The programme of gold sales lasted from September 1919 to September 1920, by 
which time gold equivalent to nearly £381 millions sovereigns was sold. When the 
sales were completed t.he price of the sovereign in India was just under Rs. 15, which 
represented the cost of importing' a sov-ereign from this country. Actually it had 
been found possible to withdraw the restrictions on the private import of gold bullion 
in the course of June 1920, and the later sales were conducted with the object of 
ensuring that any outstandiug demand should be satisfied without undue strain on the 
world market. Conditions dld not, however, enable the Government of India to issue 
sovereigns in exchange for rupees. Sovereigns could clearly not be paid out by 
Government in exchange for Us. 15, the then statutory ratio, seeing that thi!;l was 
about to be reduced to Rs. 10, which was already the formal acquisition rate. When, 
as explained below; the statutory rate was actually reduced to Rs. 10, issues by 
Government at this ratio could not be made as the market value of the sovereign was 

. much in excess of the t;ta1.utory rate. As regards 
,.. The lssue of gold by Govel'D.ment the export of gold from the bazaar this (vide 

£01' the encashment of notes was suspended 6- f B 1 . S' h C'· . , 
in AuO'ust 1914 (vide para 10 of Report) para.;) 0 the a )lngton- mIt ommlttee s 

o • • Report) was not prohibited during the war.~ but 
the restrictions on the melting of current gold coin were removed in February 1920.t 

6. Of other positive measures taken in 1920, the passage of the Indian Coinage 
Amendment Act in September requires special notice. This Act, together with the 
corresponding amendment of the Paper Currencv Act, gave formal effect to the 
change of ratio recommended by the Babington-Smith Committee. The sovereign 
became legal tender in India at Rs. 10, suitable arrangements having been made 
some weeks preyiously for the pr:)tection of Indian holders of coined gold who might 
otherwise have suffered by the ('hange of rating. 

The Paper Currency Act proyided as a temporary arrangement for an increase 
in the security portion of the'reserve by the creation of ad hoe Indian Government 
securities to compensate for the decline in the rupee valuation of the gold and 
sterling assets, entailed br the change of ratio. Thd Act contemplated the gradual 

t See Appendix: I, Yo. 2, para. 5. 
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Teuuction of the holding of the Government of India securities!) to Rs. 20 crores; 
(If which the created securities were not to exceed Rs. 12 crores. The profits on 
the Paper Currency were to b~ devoted to this purpose, and to accelerate the 
reduction of the ad hoc securities it was further arranged that the excess in the 
Gold Standard Reserv~ over 40,OOO,OOOl. should be utilised each year with the same 
object.t The Paper Currency Act, in addition to laying down special provisions 
to govern the period in which the holding of the Government of India's securities 
was being reduced to normal proportions, laid down permanent provisions for the 
constitution of the Paper Currency Reserve which were to be brought into effect 
on a day to be "appointed." Owing, however, to the breakdown of the 28., gold. 
rupee this day has not af1"iv~d and the Act. will re9.uire revision to meet altered 
circumstances, when a Dew ratIO for the rupee IS estabhshed. 

7. While active measures to support exchange up to the new statutory level by ExchaJ: 
the sale of reverse drafts were suspended in September 1920 no formal abandonment policy I 

of that objective took place. As time advanced it came to be realised with increasing 1920. 
clearness that the 28. gold rate, which might have been appropriate had world pricCl.~ 
remained on the level of 1919, was likely to be unsuitable in the circumstances 
that arose after the general a.nd heavy fall of prices that began in 1920. 
Though the economic tendencies that were operative during these years shattered 
the scheme of the Dabington-Smith Committee, Government felt it incnmbent upon 
itself to take such indirect measures as might tend towards checking the fall in 
exchange and as might create conditions favourable to its gradual recovery. The 
character of the measures taken, some of which would clearly have had to be taken 
in any event altogether apart from exchange considerations, may be briefly 
considered. 

8. The increase in the cost of administration in India, the Afghan War in 1910, Rehab 

1918-19 -
1919-20 -
1920-21 .' 
1921-22 • 
1922-23 -

Rs. lakhs. 
1>,73 

23,61> 
26,01 
27.65 
11>,02 

and the breakdown of exchange produced heavy deficits in tion of 
the budgets of the Government of India. For the five years Gov~n 
cvding 1922-23 the deficiency in the final accounts :::ncE 
amounted to nearly Rs. 100 crores, as shown in the margin. 
These budget deficits entailed heavy borrowings in India 
and in London, a lclrge increase of the floating debt, and a 

98,06 certain amount of currency inflation. It was the object of 
Government to get rid of the deficit as soon as possible, 

to reduce the floating debt, and to contract the inflated currency. 

Total 

By the exercise of stringent economy and the increase of taxation, combined 
with the effects of good monsoons and improving trade, budget equilibrium was 
restored in 1923-24, and has since 'been mnintamed. The issues of short-term 
Indian 'freasury Bills to the public, which reached their maximum of Rs. 601 crores 
in 1\Iay 1921, were entirely redeemed by July 1924. 

9. As regards currency contraction, the tendency of Indian trade is to require Curre~ 
in ordinary times substantial additions to the currency, and from the figures in restrici 
Appendix V it will be seen that in the five years preceding the war the avera.ge 
annual absorption of currency was Us. 2:?! crores. During the war and till the 
conclusion of the post-armistice boom, the increase was much greater; and for the 
five years ending ] 919-20, excluding absorption of sovereigns, which cannot have 
circulated to any material extent as currency, the average annual absorption of 
CUl"rency was Rs. 491 crares. The existence of budget deficits of a substantial 
amount clearly made cnrrency contraction a matter of unusual difficulty, but in the 
three years ] 920-~ 1, 1921-22 and 1922-23 Government was able to effect a 
reduction in the currency circulation amounting to Rs. 381- crores. 

The measures that were taken to contract the currency made themselves felt in 
the Indian money market, especially during the busy season of 1923-24. This was 
a season of active trade following a good monSoon, and the demand for money was 

~ The Act prescribed Rs. 85 crores as the maximum for aU permissible securities held in the 
Reserve; whether Government of India securities or otherwise, apart from the bills of exchange refen'ed 
to in the footnote on page 4. By the Indian Paper Currency (Amendment) Act, 1921>, the maximum 
fiduciary issue has been raised to Rs. 100 crores. Bee para. 11 below. 

r As regards the profits 011 the Paper Currency investments, the Act was subsequently amended to 
enable these profits to be credited to revenue, and they have actually not been used in any yea1' for the 
cancellation of the ad AM securities in the Rellerve. The excess over 4O,OOO,OOOl. in the Gold Standard 
Reserve was so used in 1921-22 a.nd 1922-23, after which date the interest on the investments in the 
Reserve has been credited to revenue. 
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keen. Provisions existed in the Indian Paper Currency Act, as amended in 1923 I)­

for interest-bearing advances to the Imperial Bank by Government up to Rs. 12 crore's­
and though full advantage was taken of these provisions a snious situation miCYht 
have resulted had the Government of India not assisted the market by expandirlg 
the note issue to the extent of a further Rs. 12 crores against British Treasury bills 
earmarked to the reserve in London. Even so the Imperial Bank deemed it 
necessary to advance their rate of discount to 9 per cent. from February to Apl'it 
1924, a \rate which had not been reached since the amalgamation of the three 
Presidency Banks in 1921. From the figures in Appendix VII, which show the 
positlCn of the note issue from February 1920 to the present date, it will be observed 
that the Government securities in the reserve rose in the busy spaRon of 1923-24 by 
R:.s. 14 cr?res (of which Rs. 2 cro.res represented an exc?~mge ?f sterling Treasury 
bIlls agamst gold), but the maxImum amount of secuntICs, VIZ., US. 71' 5 crores 
was .su~stantial~y lower than the th~n legal .limit of Hs. 85 ~rore~. The. object of 
restnctmg the Increase was to aVOId any rIsk of renewed mflatIOn WhICh mirrht 
militate against the recovery of exchange, which was still below Is. 4d. gold. b 

10. Apart fro'm the above rpeasures, which must Lave C'ontributed to check the 
weakening of exchange 'and to promote its recovery after the co]]apse in 1920, 
GovernmeJ:1,t endeavoured, so far as it could, to avoid placing any positive. strain on 
exchange in connection with the supply of fu,nds for meeting the Home charges. 
These charges, which amount to about 28,OUO,000l. (exclusive of capital charges) 
per year, were in the past mainly m~t by the sale of Council draftst to banks and 
other institutions w,hich required rupees for the purpose of financing Indian trade. 
The sale of the~e drafts to the public was enti~ely suspended from January 1920, and 
it was not unW January 1923, when the rupee exchange had recovered to Is. 4d. 
sterling, that Government again offered Council drafts for sale. During the peJ iod of 
suspension the requirements of the Home Treasury were met mainly from the proceeds 
of recoveries from the Imperial Government in respect of expenditure incurred by the 
Government of India on their behalf and by sterling 10an4 of unprecedented amount. 

The date of the resumption of the sale of Council drafts is significant, as 192:!-23 
marked the return of Indian trade towards more normal conditions. The extreme 
reaction from the boom conditions of 1919-20 largely spent itself, so far as India. 
was concerned, in the years 1920-21 and J 921-22, when there were heavy ad,'erse 
balances of trade., In L922-23 the figures of the balance of private trade iu 
merchandise and treasure showed a credit of nearly Rs. 30 crores in India's favour. 
(See Appendix IT.) This tendency has been confirmed in the two sllcceeding years. 
The Government hav~ thus been able to effect extensive remittances from India to 
London for the purpose of meeting the Home charges, and it has not been found 
necessary t.o float any loan in the United Kingdom since May 1923, all Home charges, 
both on revenue and capital accouut, having been defrayed from funds drawn from 
India with the addition of certain small receipts that accrue on this side. 

11. The monsoon of 1924 was a satisfactory one, and when the busy season opened 
that year there was considerable ~xppctation that the experience of 1!)23-24 would 
be repeated, and that high money rates w~)Uld in due course rule in the Tndian 
market. This view derived support from the cash ratio of the Imperial Bank, whose 
discQunt rate rose to 6 per cent. on 16th October 1924, some six weeks before the 
~orresponding event occurred jn the preceding year. To mitigate the adverse effects 
on trade that might ensue from the persistence of unduly high money rates for an 
excessive period, the Secretary of State and the Government of India agreed on a 
policy of replenishing with fresh issues of cun-ency the cash balance of the Imperial 
Bank, wit9 a view to preventing it falling below a reasonable figure. The standard 
tentatively adopted for this purpose was that the Bank's cash resources should not be 
allowed to fall materially below Rs. 15 crores before March 1925 or below Rs. 12 crores 

., The Babington-Smith Comnuttee recommended that, to meet the seasonal demand for currency 
in IndIa, powers should be taken which would enable notes to be issned against commercIal bill,. np to a 
hmit of Rs 5 crores. This additional cUlTency was to be issuable in the form of loans to the Impenal 
Bank on the collateral security of the bills and was to carry interest at 8 per cent. In 1923 the limit 
was raised from Rs.5 to Rs. 12 crores, and certain changes have 'Leen made as regards the rate of 
interest to be charged. At present Rs. 4 crores may be issued at 6 per cent. and Rs. 8 crores at 7 per 
cent., subject to the whole outstanding advance carrying iuterest at the minimum of bank rate. 

t This method has now been Bupplemented, and, for the time being, has been largely superseded 
by the purchase of sterling in 1ndia by the Government of India. 

: SterlIng loans have been Jssued in London by the Secretary of State as follows: 17,5oo.000l. in 
1921-22; 32,5oo,000l. in 1922-23; and 20,000,0001. In 1923-24. No sterling loan has been iSBued since 
May 1923. 
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in the later part of the busy season. As regards active exchange operations, the policy 
of the previous busy season was followed, namely, that advantage should be taken of 
a firm or rising exchange to effect the remittances required for the immediate and 
prospective needs of the Home Treasury. sterling exchange being boughi on '.In 
abundant scale with a view to checking any unduly rapid appreciation of the rupef>, 
and operations being avoided when the market was weak. 

During September 1924: exchange rose from about 18. 5!d. to about Is. 5!d., and 
early in October 18. 6Ilfd., then equivalent to about 18. 4id. gold, was touched, 
despite heavy remittance operations by Government. 

The position indicated by this sharp upward movement in the exchange formed 
the subject of anxious consideration between the Government of India and the 
Secretary of State, as the result of which it was decided that, without making any 
public announcement of policy, efforts flhould be made to prevent exchange from 
breaking away materially above 18. 6d. for the time being, any tendency of exchange 
to rise appreciably aboye this figure being counteracted by free offerings of rupees. 
In pursuance of this policy, remittances from India to the Home Treasury were 
-effected in the latter half of 1924-25 by the purchase or sterling in India and the sale 
.of Council draits in London to the amount of 2] ,864,536l. at rates varying between 
Is. 51 ~d. and 18. 6flfd., the last remittance in the financial year being made on 
10th March 1925, after which date exchange declined for a period somewhat below 18. 6d. 

During the same period the note issue was expanded to the extent of Rs. 8 crores 
.against internal bills of exchange and Rs. 6 crores against British Treasury bills. In 
order to remove anxiety, and to provide ample margin for possible expansion, the 
maximum limit of the fiduciary issue was raised by the Indian Paper Currency 
~AlDendment) Act, 1925, from Us. 85 to Rs. 100 crores, but it has not been found 
necessary to have recourse yet to these additional powers.,« 

The demand for money was not as keen during the busy season of 1924-25 as in 
the preceding year, and the Imperial Bank did not raise their rate of discount above 
7 per cent., as compared with 9 per cent. the year before. The comparatiYe ease with 
which the monetary needs of the season were met is in part to be explained by the 
fact that, owing to the large net imports of bullion (especially gold, of which nearly 
Rs. 50 crores were imported in the half-year ending March 1925). the visible balance 
of trade in favour of India. was substantially lower in 1924~~5 thuu in 1923-24. 
Further, as explained above, the policy of the Imperial Bank was no doubt influenced 
by the knowledge lhat the Government of India were anxious to avoid a recurrence 

.of the extreme stringency of the previous year, and were prepared to co-operate with 
.them to this end. 

As regards 1925-26 (to date) there has been no material departure from the policy 192 
adopted in 1924~25 as regard::! the exchange. After consideration of all the relevant 

. condjtions. the Secretary of State and the Government of India agreed that it was 
undesirable that exchange should be permitted, for the time being at any rate, to 
Irise materially above I,. 6d. From April to September 1925 remittances have been 
effected by Government to the amount of 20,548,00OZ. at rates varying from 18. 6d. to 
18. 6t\d. for telegraphic transfers. During this period the balance of private trade 
lin commodities and treasure has continued strongly in India's favour, the figures for 
April-August (see Appendix II) showing a credit of nearly Rs. 49 crores. 

12. The reflection of the collapse of trade in 1920 and the subsequent gradual Pril 
I improvement on the course of Indian internal prices and the rupee exchange may now exe: 
.be considered. 

The following table exhibits the movements in the Indian wholesale price level 
since the pre-war period, in comparison with the corresponding changes in the 
wholesale price levels of the United Kingdom and United States of America. The 
table also shows, in the penultimate column, the average sterling-rupee exchange 
,in recent years, and as, after the unpegging of the London-New York exchange 
in '1919, sterling. depreciated sub~tantially in terms of gold, figures are given in the 
final column showmg the gold eq1uvalent of the rupee after allowance is made for the 
discount on sterling. 

• 'fhis increase in the permissible fiduciary issue was coupled with a. proviso that the value of the 
• created securities in the Reserve should not exceed Rs. 50 crores. . 
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Indpx numbers of wholesale prices. 
I 

Exchange. 
- ---- ---- ----

Gold value of 
-- U.K. U.S.A. 

the rupee (basE-d 
Average on Calcutt ... -oll-

Calcutta .. Labor rupee·sterling London nnd 
" Statist." Bureau. exchange.t London-on-Xew 

I York T.T. 
sellmg rates). 

8. d. 8. d. 
1913 average - - - 100 100 1 4llf -
1914 

" - - 100 100 98 1 4ltr -
1915 

" - - 112 127 101 1 4 --
1910 

" - - 128 160 121 1 4t -
1917 

" - - 141 206 177 1 41 -
1918 

" - - 180 226 HJ4 1 5t --
19(9 - - HI8 242 205 1 8' 'I 1 11',; " rtr 
1920 

" 
.. - 204 295 ~26 2 O;l~ 1 5~~ 

1921 " - - 181 18~ 147 1 4 :12" 1 0+.\ 
1922 - - 180 154 149 1 319 1 2T

1,r " '.f~ 
1923 

" - - 17u 152 ]5-! 1 4:f9~ 1 3l,; 
]924 - - ]77 164: 150 1 51- 1 3 11

' " "1"7 
1925-Jan. - - 171 170 160 1 5H 1 51 

Feb. . - 112 168 161 1 5H 1 5~ 
8 

Mar. - - 168 165 161 1 5tt 1 -p O. 2 
April - - 169 ]62 156 1 5 27 1 5U '.f"lf 
May - - 164 160 155 1 5 u Discontinued on-Ttl 
June - - 157 1M 151 1 6"3"'~ reversion of U.K. 

July - - 1UO 158 HiD 1 t.i 3 
to gold Idandard. 

"3"~ 
August - - 157 158 160 1 6 3 

If"lf 

'*' This index is based on the pnces in Jnly 1914 (100). and is constructed by obtaining the 
mthmetic average of the ratIOS of the individual prices of 16 groups of 45 artIcles. The index IS not 
IVeilrhted except in a crude way by allowing two or more quotations for certain important commodiheHp 

73 quotations bemg taken in all. 
t The rates for the years 1913 to 1918 represent the average rates of exchange obtained by the 

:;ecretary of State for sales of Bills and Telegraphic Transfers on India; from 1919 onward .. the rales 
'epresent the daily average for each year of the mal ket TelegraphIC Transfer selling rates in Calcutta 
m London. 

In para. 49 of their Report the Babington-Smith Committee referred to the 
~ffect of the rise in the rupee exchange on the Indian price-level, and observed that,. 
.hough it was impossible to estimate in precibc terms the influence of tLe rise in 
~xchange on Indian prices, they did not doubt that" in accordance with accepLeo 
)conomic theory Indian prices would, but for the rise in exchange, have been still 
'urther enhanced." 

It will be noted from the above table that in 1920 the average of the United 
Kingdom price-level was practically 200 per cent. above the pre-war figure. During 
,he same period the level of Indian prices had risen by only 100 per cent. Without 
)ostulating any precise equilibrinm in the movement of British and Indian prices, it 
nay be assumed that the difference between the above figures was, as suggested by 
,he Babington-Smith Committee, to a substantial extent accounted for by the rise in 
.he l'upee-sterling exchange, of which the average in ]920 was 2s. as compared with 
ls. 4d. before the war. 

From 1920 to 1921 gold prices as measured by tbe United States index declined 
)y 35 per cent., and sterling prices according to the Stati.'lt index by 38 per cent., or, 
f this movement is considered from another angle, gold recovered 43 per cent. and 
;terlin!S i12 per cent. of the loss in purchasing power suffered since the outbreak of 
.val". Economic events moved somewhat differently in India. From 1920 to 1921 the 
[ndian price-level fell only about 11 per cent., that is, the rupee failed to retain the 
~ull relative advantage in respect of purchasing power which it had established with 
'eference to gold and st.erling during the great rise in world-prices that occurred 
,owards the close of the war and in the post-armistice period. 

The circumstances that led to the breakdown of the policy aiming at a 
;tabilisation of the rupee at '2s. gold have been discussed in paragraphs 3 and 4. .At this. 
ltage it seems sufficient to observe that the contraction of currency, which would have-
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been required to induce a movement in the Indian price-level conforming to that 
occurring in gold and sterling prices. would ha'le been a hazardous undertaking. 
which might have brought untoward consequences to the Government of India and 
to Indian trade. The fact. however. that the Indian price-level did not conform to 
the' movement in gold and sterling prices was naturally reflected in the dec~ine of the 
rupeo excllange. 

I, , 

After 1921 gold prices. it will be observed from the figures in Appendix VI 
relating to price movements in the United States of America. rose slightly in 1922 
and 1~23 taken as a whole. During this period unti~ the middle of 1923 sterling 
prices were inclined to fall. but the difference in tendency is largely accounted 
for by the fact that the sterling value of gold was improving during this period, 
the averages for the dollar-sterling exchange in the years 1920, 1921,1922, and 1923. 
being S3.66, S3.85. S4.4~ and $4.57 respectively. In 1924: sterling prices rose again, 
and there was a slight reaction from the previous rise in the United States index, It 
will be obsenTed from the monthly figures and diagram in Appendix VI that 
.after the decline in Indian pricetl in 1921 the movement in the Indian price­
level in the years 1922-24 was slight. and there was greater price stability 
in India than either in the United States of America or the United Kingdom. 
Here. again, the explanation may be found to some extent, at any rate, in the 
movement of the Inuian exchange. The average rates for the rupee-sterling exchange 
in the four years 1921, 1922. 1923/and 1924 were ]s, 4"31~d., Is. 3Ud., Is. 43

9
i d. and 

18. Sid .• respectively, the corresponding gold ,-alues for the rupee in these years being 
about Is. Old., h,. ~ld., lB. 3id., and 18. :1Hd. At the end of April 1924-that is, at 
the close of the busy season-the sterling-rupee exchange stood at Is. 4Hd .• equivalent 
to Is. 3ill"d. gold. Various influences, such as the gradual improvement of trade and 
the restriction of currency, to which reference has already been made, undoubtedly 

·contributed to the progressive improvement in the exchange value of the rupee, but 
it is worth noting that this result was the natural concomitant of the relative 
stabilisation of the Indian price-level during a period in which gold and sterling prices 
had shown a tendency to rise. During 1925 the sterling and rupee indices show 
a declining trend without any marked disproportion in the movement for the first 

.eight months of the year. During this period. the rupee exchange has continued 
firm with a rising tendency. 

While it is not suggested that any positive inferences can be drawn from the 
index numbers referred to in this note, the figures are of interest as conforming. 
when considered in their broad aspect, to the view that movements in the rupee 
exchange have a more or less definite relation to movements in world-prices. The 

-collapse in world-prices in 1920 contributed to the heavy fall in the rupee exchange, 
· and the subsequent partial recovery in world-price::; has been a substantial factor 
in promoting the rise in exchange from the low level of 1921. 

The bearing of the relation between prices and exchange on the question of the 
rating of the rupee will be further considered in a subsequent paper. 

ApPENDIX I. 
Announcements issued in connection with the Report of the 

Committee on Indian Exchange and Currency, 1919. 

No. I. 
A~NOUNCEMENT BY THE Sr.CRETARY OF STATE FOR INDIA, PUBLISHED 

ON 2ND Fr.BRUA.RY 1920.& 
The Secretary of State in Council has considered, in consultation with the 

· Government of India, the Majority and lIinority Reports received from the Committee 
appointed by him. under the chairmanship of Sir Henry Babington-Smith, to advise 

· on the subject of Indian Exchange and Currency. The Majority Report, which is 
signed by the Chairman and all the members of the Committee except Mr. D. M. Dalal 
states as its objects the restoration of a stable and automatic svstem and th~ 
maintenance of the convertibility of the note issue. • 

• This announcement was also issued in India. on 2nd February 1920 as Finance Department. 
Notification No. 369 }'. 
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The fundamental recommenJations of the Hepo!"t ale as follows :-
(a) that the pretient rllpee, unchanged in weight and fineness, should remain 

unlimited legal tender; 
(6) that the rupee should have a fixed exchange value, and ti.Jat this exchauCTe 

value shouid be expressed in tf'rms of gold at the rate of one rupee l~r 
] 1 . 30016 grains of fine gold, that is, one-tenth of the gold content of the 
sO,Verf'igll ; 

(c) tha~ the sovereign, which is now rated by law at Rs. 15, should be made a 
legal tender in India at the revised ratio of U&. 10 to one sovereign ; 

(d) that the import and export of gold to and from India should be free from 
Government control, as soon as the change in the statutory ratio has been 
effected, and that the gold mint at Bombay should be open for the coinage 
into sovereigns of gold tendered by the public; 

(e) that the notification of the Government undertaking to give rupees for 
sovereigns should be withdrawn; 

(f) that the prohibition on the private import and export of silver should be 
removed in due course, and that the import duty on silver should be repealed 
unless the fiscal position demands its retention. 

These recommendations develop, with the necessary modifications required b,· 
altered circumstances, the principles on which the Indian curreucy system w;s 
established before the war, and are accepted by the Secretary of State in Council 
as expressing the goal towards which Indian currency policy should now be directed. 

Under the conditions f'xisting prior to the war sterling and gold were identical 
standards, The existing disparity has made a choice between these standards 
necessary, and the Committee's recommendation is in favour of placing the rupee on 
a gold basis. 

In recommending a rate, namely, that above ment .. .med, for fhe exchange value 
of the rupee, the Chairman and majority have taken account of the high range of 
silver prices, and of the importance of safeguarding the convertibility of the Indian 
note issue by providing so far as possible that the token characteL' of the rupee shall 
be restored and maintained, i.e., that the Indian Government may be in a position 
to buy silver for coinage into rupees without loss. They were also impressed by the 
serious economic and political risks attendant on a further expansion of lndian prices 
such as must be an ticipated from the adoption of a low rate. 

The arguments advanced in favour of a gold basis and a high rate of exchangE; 
appear to the Secretary of State in Council to be conclusive, and he has decided t() 
take the necessary steps to give immediate effect to the recommendations on these 
points. Accordingly the Government of lndia. have to-day announced that the rate 
whIch they will pay 101' gold tendered to them under the Gold Import Act by private 
importers will henceforth be fixed at one rupee for 11' 30016 grains of fine gold, 
that is 10 rupee& for the gold content of the sovereign. The consequential changes 
in the regulations relating to the sale of Council Drafts by the Secretary of State 
in Council and Reverse Councils by the Government of India will be notified 
separately. 

The question of' the internal ratio presents special difficulties. The Committee 
recommend the maintenance of gold Oil a legal tender footing, especially in view of 
possible difficulties in obtaining adequate supplies of silver. A fixed ratio must 
therefore be established between the rupee and gold as used in the internal 
circulation, either one sovereign for Rs. 15 as at present or one sovereign for Rs. 1(, 
in correspondence with the new exchange ratio. The former alternative would 
give the sovereign the stat.us of an overvalued token coin, necessitate permanent 
control over the import of sovereigns and make an open gold mint impossible. The 
Secretary of State in Council agrees with the Committee that such conditions ought 
not to be contemplated as a permanent arran,ljement. On the other hand, the lower 
ratio cannot be effectiveiy mtroduced while a great disparity continues to exist 
between the commercial price of gold in lndia and the intended Indian Mint par of 
one sovereign for Rs. 10. 

Present conditions are the product of the war, and in some sense artificial. 
They cannot be immediately remedied without the risk of shock to the economic­
and monetary system in India and of reactions elsewhere to which India cannot in 
.her own interests be indifferent; a gradual process of rectification and adjustment 
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to new conditions is required. For some time past action has been taken in India 
to reduce the premium on gold by regular Government sales of bullion to the public, 
and this measur~ will be further developed. It may be expected that in this way 
a natural adjustment may be effected and the path to legislation cleared. 

The Secretary of State has decided therefore, (1) that the import of gold shall 
continue, for the present, to be controlled by licence under the Gold Import Act 
with a fixed acquisition rate as mentioned above, (2) that meanwhile periodical sales 
of gold bullion to the public shall continue, and (3) that as a provisional measure 
during the transitional period the sovereign shall remain a legal tender at the present 
ratio of Us. 15. 

In arriving at these decisions the Secretary of State in Council has not failed 
to give careful consideration to the Minority Report signed by Mr. D. M. Dalal. 
Mr. Dalal's main object is the effective restoration and maintenance of the ratio of 
Rs. 15 to one sovereign as a measure both of the exchange and the circulating value 
of the rupee. In order to seCUl'e this he relies upon freedom for the melting and 
export of rupees and corresponding freedom for the import of gold. To meet the 
possible resulting shortage of silver coin he recommends that as long as the New 
York price of silver remains above 92 cents Government should coin 2-rupee silver 
coins of reduced fineneE-s, the coinage of lUpees of present weight and fineness 
being meanwhile suspended and only resumed when the price of silver falls to the­
figure named. He also recommends that sterliug drafts on the Secretary of State 
should be sold only at lB. 3Ud. 

The Secretary of State in Council is satisfied that this programme could not 
be adopted without untoward consequences. The heavy exports of silver coin to be 
anticipated under the ~cheme must threaten not only the whole silver circulation 
but also the Government's reserve of silver coin, and entail the gravest risk of incon­
vertibilityof the Government's note issue. The demand for the gold required pari 
paS8U to make this deficiency good must greatly aggravate any strain there may be on 
the gold stocks of the world when freedom of import is restored. Nor is jt safe to 
assume that these difficulties could be met by issuing new silver coins of inferior 
fineness; the evidence against the acceptability of inferior substitutes for the 
present rupee has impressed the majority, and their recommendation on this head is 
accepted by the Secrrtnry of State as decisive. Mr. Dalal's rtlcommendation in 
regard to the rate for sterling drafts, if adopted, must produce an immediate crash 
in exchange, bringing unmerited disaster to those who have reasonably relied on 
some continuity of policy. The only cover whiC'h his scheme afford~ is the export 
of the country's circulating CUlTeney. In any case, even if a return to the pre-war 
level of exchange could be accomplished without shock to trade or risk to the 
Ct'Trency system, it would lay India open to a further serious inflation of prices, 
while the Majority's recommendations would tend towards a reduction of the general 
price level in India. 

Both during and since the war Indian currency and exchange have prebented 
problems previously unantiCIpated and more perplexing than any encountered since 
the decision to close the Mints in 1893. But the Secretary of State in Council is 
satisfied that the decisions reached promise an eyentual solution, and he desires to 
expres~ hiB acknO\vledgments to the Committee and their Chairman for the ability 
and thoroughness with which they have explored the issues and framed their 
recommend a tions. 

No.2. 

ANNOUNCEMENT DA.TED 2ND FEBRUARY 1920 ISSUED BY THE GOVERNMENT OF INDIA.;) 

The acquisition rate for gold imported under licence into India, which has hitherto 
been subject to variation notified from time to time, has now, in accordance with the 
Secretary of State for India's separate announcement published to-day relating to the 
recommendations of the Indian CUl'rency Committee, been fixed. and the followin(J' 
fixed rates will apply ~o transactious 0!l and after Monday, 2nd February, namely' 
B.s. 10 for each sovereIgn tendrred for Import, or one rupee for 11 . 30016 grains of 
fine gold. 

• The first two paragraphs of the above Annollncement were also issued in Londun on 2nd Feb,1920. 

C 
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2. Council dra.fts will continue to be offered at the Secretllry of St.ate'to discretion 
£91' 1\veeldy Bille ~t the Bank of England by competitive tender. The t&te for deferred 
t~legr/:lt>hic transfers and bills will, until furthet· notice, rank for allottnent widl 
tenders at T1sth of a penny higher for immediate telegraphic transfers. No annOunre. 
me]).t will be made of the minimum rate at which tenders will ue ~ccepted, pnd the 
Secretary of Rtate for India in Council reserves the right of rejecting the whole or 
part of any tender. In accordance with the Committee's recoPlme~datjonc>, the 
Goyerumept of India will, when occasion requires, offer far selle stated weekly aQlOuntz 
of sterling reverse drafts on the Secretary of State for lndia. (includiAg immediate 
telegraphic transfers). 

The rates for immediate telegraphic transfers on Londou will be announced on 
.ec1.C~ occasion by t~e Contro~ler of Cu:rency, and will be based on the ste:l!ng 
eqUIvalent of the prIce of U· 30016 grams fine gold, as measured by the prevathng 
sterling-dollar exchange, less a deduction representing the charges 'of remitting gold. 
'l'be rate for deferred drafts on London will, until' further notice, be 116th of a pellny 
lligher than the immediate rate as at present. , 

3. The Finance Department Notification No. 4071;:' dated the 11th September 
1897, providing for the issue of rupees at the reserve treasuries in Calcutta, Madras, 
and Bombay, in exchange for sovereigns and half-sovereigns at the rate of Rs. 15 and 
Us. 7t respectively, is cancelled. Notification No. 5908A,;:' dated the 11th December 
1!)(J6, regarding the receipt of sovereigns alld half-sovereigns at the mints, js also 
cancelled. 

4. The existing prohibition on the import of silver is cancelled, and the import 
duty.of fonr annas an ounce is abolished. The prohibition on the export of silver 
remams. 

5. The Notifications under the Defence of India Act f.lprohibiting th", use of gold 
and silver coin otherwise than as currency, or dealing therein at a premiulD, are 
cancelled. 

., See Appendix below. 

Appendix to above. 
(a) NOTIFICATION OF THE GOVERNMENT OF INDIA, No 4071 (FINANCE AND COlUIERCE), 

dated 11th September 1897. 

In continuation of the notIfications No. 2662, No. 2663, and No. 2664, dated 26th June 1893, tIle 
Governor-General III Council hereby notifies for public information that from and after the date of thl8 
notification, sovereigns and half-sovereigns of current weight coined at any authorised Royal Mint in 
England or Austra,ha wIll be received at the Reserve Treasuries at Calcutta. Madras, and Bomhay, and 
t'upees WIll be issued in exchange therefor, the sov.3reign and half-sovereign being taken as the equivalent 
0.£ 15 rupees and of seven rupees eIght annas respectively. 

(b) NOTIFICATION OF THE GOVERXMENT OF bDIA, ~o. 6908A, dated 11th December 1906 . 

Receipt by the Mints of Calcutta and Bombay of Sot·ereig1t.8 awl Half-Sovereigns only. • 
In IOupersession of the notifications by the Govel'llment of India in the Financial Department, 

No. 2662, dated the 26th June 1893, and No. 3218A, dated the 14th July 1899, ",1ich are herel.y 
cancelled, the Governor-General in Council is pleased to direct that, with effect from lst April 1907, 
gold hullion and gold coins, other than sovereigns and half-sovereigns, will not be received by the Mint 
Masters of the Calcutta and the Bombay Mints. 

(c) THE DEFENCE OF bDU (CO.l!SOLIDATIOX) Rt:LEs, 1915. 

21A. No person shall melt, break up, or use otherwise than a, currency, any cu.rrent gold or silver 
coin. 
. 21c. No person shall sell or purchase or offer to sell or purchase any coin for an amount exceeding 
the face value of such coin, 01' shall accept 01' offer to accept any such coin in payment of a debt or 
<ltherWlse for an amount exceeding its face value. 

Explanation ...... For the purposes of this rule, the face value of a sovereign shall be deemed to be 
B.s. lli, and the face valu\! of pther gold eoins described in SectIOU II of the Indian Oomage Aet, 1906, 
I$haU be the correspollding propor~ion of Rs. 15. 
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Sea-borne Trade of British India on Private Account, 
1911-12 to 1923-24. 

, , , ,. 
)Ierchandise. 

I Treasure. Balance 0' Rate. of exchange. 
, ! trade i" 

~ , 
merchandise Calcutta. on 

Year. Net 'm. Net ..... aad treamre. London 
Import •• Export. port. (- J Import •• Export •. port. (-) Net ,mport.1 T.T sellIng 

(-) or net (dally 

I 

Ra. Ik8: j R". lb. 
1911-12 · 1,38,57 2,27,85 
1~12-13 · 1,61,00 '2,46,09 
1913-14 · 1,8'J,2:; 2,48,88 
1914-15 · J.,37,93 1,81,59 
1915-16 · 1,31,99 1,97,46 
1916-17 · 1,49,64 2,45,22 
1917-18 · 1,50,43 2,42,56 
1918-19 ~ 1,69,03 2,SH,88 
191P~20 j. 2,07,97 3,30,06 
1920-21 · 3.35,60 2,58,17 
1921-22 · 2,66,35 2,45,44 
1922-23§ ,', 2,24,31 3\1~,33 , 
1923-24 • 2,17,03 ,3,61,91, 
1924-25 '~ 2,43,18 3,98 m) 

1925-26 '[ 89,68' 1,58:131 
(5 months) 

or net or net 
export., e:r.por~1 

n •. 1"'.1&. ,"- &. 'b. I R •. 'b'j 
89,28 53,42 10,36 1.- 43,06 
85,09 51,20 7,05 -44,15 
65,63 36,62' 7,05 -29,571 
43,66 21,77 3,30 -18,47 
65,47 11,86 7,43 -4,43 
95,58 1 14,90 4,94 -9,96 i 
92,13 26,05 5,43 -20,62, 
84,85 I 1.22\ 2,69 1.47 , 

12209 11,12 7,52 -3,60 I , , 
-77,48 23,42 25,80 2,38 I 

-20,91 ::n,15 18,99 -12,161 
90,02 63,04'\ 2,78- -6tJ,26 

1,44,88 52,20-
1 

3,55' -48,65 
·1,55,18 -99,03-, 4,91- -94.12 I 

68,45 1,06-\-19,56 1 

exports. average). 

Ba.Iks. 
1

8
• 

d. 
46,22 -
40,94 -
36,06 

, -
25,]9 -
61,04 -
85,62 -
71,51 -
86,32 -

1;18,49 '1 11'878 
-75,05 1 8'657 
-88,07 1 3'849 

29,76 1 3'764 
96,23 1 4'460 
61;06 1 5.! 

2 
48,89 1 6 

Average rate 
obtained for 

CODJILii ctmn. 
and pUl'Chasea 

of sterlmg. 

I 8. d. 

\ 

1 4'083 
1 4'058 
1 4'070 
1 4'004 
1 4'088 
1 4'148 
1 4'534 
1 3'548 
1 9'691 
2 2·0i.2t 
1 3'965! 
,1 4'200 
1 4'632 
1 5'661 

11 6'075 

• Currency N otea are mc1uded from April 1922, t Reverse Councils. 
l Daily average fur Loudon T.T·. on Calcutta. § From 11122-23 the value of railway materials importeci 

dlreot by State Railways workmg under Company mauagement have been excluded. 

,dPPt;NDIX III. 
Indian Currency and Exchabge. 

The following announcemE'nt has heen issued to-day by the Government of 
India :-

Removal of Restrictions on Imports of Gold into India. and Rates for Reverse Drafts. 
The Goyernment of India and the Secretary of State have been in communication 

during the last few weeks regarding the action to be taken in view of the recent 
market rates of exchange, which have now not only departed from the parity of gold, 
bllt have, throngh lack of support from the export market, fallen below the parity of 
28. which will ultimately hoht when gold and sterling return to parity,. The effective 
and permanent solution of this question cannot be dissociated from the policy to be 
adopted in regard to gold. The Goyernment of' India are glad to announce that as 
from 21st J urie the restrictions over the import of gold bullion and foreign coin will 
be removed. . Moreover, the Governor·General is issuing an OrdiI1ance declaring that 
sovereigns and half-sovereigns will cease until further notice to be le~al tender, 
though they will be received by Government at the present ratio of Re. 15 during a 
moratorium of 21 days from this date;'that is to say, up to 12th July. On the expiry 
of· the moratorium, th~ restrictions over the import of British gold coin will also be 
withdrawn. "At the forthcoming ''s~ssion of the Legislative Council the Government 
of India prupose to submit a Bill pre'scribing the ne\v ratio of one sovereign = Rs. 10, 
at which the sovereign 'will become again legal teQder. These measures, which are" 
in' accordance with the rec;dmmendations' of the Indian Currency Committee, have 
been rendered specially ur~ent by the illicit importation of sovereigns, which are' 
smuggled across' the land frontier of British India for encashment at Government 
Tl'~asuri~s and. currency offices . 

., 2., The 'Government of India announce that, having regard to the fall in tha 
market rate of stet:ling, the rates for Rever:.e Conncils at the sale of 24th June and at. 
subsequent sales will be per rupee 1R. llHd. for Immediates and Is" llll-d. for 
Deferreds, these being the rates which will ultimately hold when sterling once !Dore 
returns to par with gold. At these rates 1,OOO,OOOl. will be/sold on the 24th instant. 
and weekly till further notice. 
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The following Ordinance has been issued to-day by the Go\-ernment of India :_ 

An Ordinance to deal with certain Gold CoiD. 

Whereas an emergency has arisen which makes it expedient to declare that gold 
coin refeJred to in 8ection 11 of the Indian Coinage Act of 1900- shall ('ease to be 
legal tender and to make other provision in this connection: ~ow therefore in t'xercise 
of the power conferred by section 72 of the Government of India Act, 1915 the 
Governor-General in Council is pleased to make and promulgate tho follo~\'ing 
Ordin~nce :-

Ordinance No.3 of 1920. 

Section 1. This Ordinance may be called the Gold Ordinance, 1920. 

Section 2. ~otwithstanding anythin,g contained in section 11 of the Indian 
Coinage Act, 19U6, the gold coin referred tn in that section shall cease to be legal 
tender in payment or on account, provided that if any person within 21 days from 
the commencement of this Ordinance tenders any such coins at an office of a circle 
of issue established under section 5 of t.he Indian Paper Currency Act, 1910, he shall 
be entitled on demand to receive currency notes of t1e denominational values 
prebcr~bed under that Act in exchange therefor at the rate of 15 mpees for one 
sovereJgn. 

Section 3. In determining for purposes of the Indian Paper Currency Act 
19 to, the value of sovereigns and half-sovereigns heJd in the reserve, such sovereign~ 
and half-sovereigns shall be valued at the rate of 15 rupees for one sovereigu. 

INDIA OFFICE, 
~1st June 1920. 

Section 11 of Indian Coinage Act, 1906 :-
.. Gold coms, whether coined at His Majesty's Royal Mint in England or at any Mint established in 

puulUance of a Proclamation of His Majesty as a branch of His Majesty's Royal Mint shall be a legal 
tender in payment or on account at the late of 15 rupees for one sovereign: 

"Provided that such coms have not been called in by any Pro::lamation made in pursuance of the 
Coina.ge Act, 1870, or have not lost weight so as to be of less weight than that for the time being 
prescribed for like coins or under the said Statute as the least current weight." 

ApPENDIX IV. 

Suspension of Sale of Reverse Drafts by the Government of India. 
The following announcement has been made in India ;-
The Government of India haye been in continuolls communication during the 

past few months with the Secretary of State on the subject of the sale of Reverse 
00uncil Dills. Since the 1 st February the note circulation has been reduced from 
1~5 crQres to 158 crores on the 15th September, and this material contraction of 
currency has to a large extent been rendered possible by tho maintenance of the 
weekly offer to sell sterling drafts on London. The effect which might have been 
anticipated on the exchan~e value of the rupee by reason of the withdrawal of this 
substantial amount of currency has, however, been obscurtld by various causes, 
including the stagnation in the export trade and the abnormal activity in the imports 
into India of foreign good~. An opportunity for reconsidering the whole questioll has 
presented it::;elf on the passing into law at the recent session of the Legis]ath"e Council 
of the Indian Coinage Act, rating the sovereign at Rs. 10, and the Government of 
India have accordingly, with the approyal of the Secretary of State, decided after the 
sale of 28th September to withdraw for the present and until further notice the 
present weekly offer of sterling drafts on London. The Government of India, however, 
reserve to themselves the right ot resuming these sales should circumstances in their 
opinion at any time ~ubsequently render such resumption expedient. 

INDIA OFFICE, 
28th September 1920. 
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AI'PESDIX V. 

Absorptioll of the various forms of currency during the five years 
preceding the war and the eleven subsequent years. 

(In lakhs of Rupees.) 

I I i-SovereIgns 
Year. i Rupees. Notes.t Total. i and half· Grand 

I I I sovereigns. 
total. 

i -
I 

1909-10 - - - 13,22 5,03 I 18,25 4,31 22,56 
1910-11 - - - 3,:3-1 19 I 3,53 2,15 5,68 
1911-12 - - - 11,50 4,44 ' 15,94 13,33 29,27 
HH2-13 - - - 10,49 2,71 i 13,20 16,65 29,85 
1913-14 - - - 5,32 2,65 ! 7,97 18,11 26,08 

-
Total for n years 1909-10 

to 1913-14 - - 43,87 15,02 I 58,89 54,55 1,13,4.4 
I 

I 

19U-15 -6,70 -6,01 -12,71 8,43 i -4,28 - - - I 

.191n-16 - - - 10,40 9,23 19,63 29 19,92 
1916-17 . - - 33,1'51 13,89 4;,70 3,18 50,88 
1917-18 - - - ~7,86 1;,22 45,(j)~ 14,26 59,::\4 
1918-19 . - - 45,02 49,29 94,31 I 5,8F> , 1,00.12 
1919-20 - - - 20,09 20,20 40,29 -3,32 36,91 
1920-21 - - - -25,68 -5,90 -31,58

1 
-4,38 -35,96 

1921··22 - - . -10,46 9,35 -1,11 2,78 1,67 
1922-23 - - - -9,56 3,87 -5,69 9,43 3,74 
1923-24 - - - 7,62 7,96 15,58 6,74 22,32 
1924-25 - - - 3,65 -2,51 1,14 14,53 15,67 

-----
Total for 1) years 1914-15 I 

to 1924-~5 - - 96,05 1,16,59 2,12,64 57.75 I 2,70,39 
I 
I -Sovereigns have been valued at Rs. 15 = 1Z in the above table. 

• Includes 60 on account of gold mohurs. 
• These figures al'e based on the active note circulation, which does not include notes held in 

.Gov'ernment Treasuries and by the Imperial Bank. 

ApPENDIX VI. 

Index Numbers of Wholesale Prices based on 100 in 1913. 

]922. 1923. 1924. 

Month. • U.K. U.S.A.. • U.K . U.S.A.. • U.K • U.S.A.. 
Calcutta. Statibt. Labor Calcutta.. Statist. Labor Calcutta. Statist. Labor 

Hureau. Bureau. Bureau. 

-
.~ anuary - - 178 156 138 179 153 156 172 161 151 
February - 179 156 141 180 ]55 157 178 163 152 
March - - 182 157 142 181 156 159 179 161 150 
ApI"il - - 182 159 143 178 158 159 114 161 148 
May - - 187 159 148 177 156 156 176 161 147 
~une - - 183 160 150 175 150 153 176 160 145 
~uly - - 181 158 155 170 147 151 179 163 147 
August - - 178 153 155 171 147 150 180 162 150 
September - 176 151 153 174 150 154: 179 166 149 
October - - 177 153 154 174 150 153 18t 172 152 
November - 178 154: ]56 177 156 152 180 171 153 
December - 176 152 156 179 157 151 176 174 151 

• July 1914 = 100. 
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ApPENDIX VII. 

Note Circulation and Currency Reserve from 1920. 
Gold' com .. nd I Silver com .. nd Per cent, SecUl'ltllj8." 

blllh~G bulhon. Total of Metall", B.Il.of =4-' - Total 
Gross note RMerveto Total ex-

Date. Out 0 t Metalhc Total Govern· change Reserve 

c.rculatlon In Ind.... of 1 In Ind".. ,.,1 R_rve BritISh seCUrItIes (Hun. (excludlll~ 
mont Govern· Hund.8). 

• IndUL IndIa. Reserve. (excludlllg of ludl&. maRt. diS). . Hundl.) 

Rs. Rs. Ra. Rs - Rs. Ra. Per Ra. Rs Bs. Rs Rs. 
1930. lall:~8. lakhs lakhs lakhs. ,)akhs. lakbs. cent lakbs Iakhs. lakb~. lakbs lakhs. 

.Jan. 31 - - 185,15 35,10 11,62 40,33 - 87,05 47'0 15,60 82,50 98,10 - 185,15 
Feb. 29 - - 183,03 41,30 4,65 38,98 - 84,93 411'4 15,60 82,50 98,10 - 183,03 
March 31- - 174,52 44,36 3,45 39,85 - 87,66 50'2 19,'19 67,27 86,8n - 174,52 
April 110 - - 170,74 45,3S 95 39,37 - 85,70 50'2 23,77 61,27 85,04 - 170,74 
MaySI - - 166,92 42,86 ' 74 41,37 - 84,97 50 9 31,18 50,77 81,95 ,""7 166,92 
June, 30 - - 164,34 43,48 2,49 45,55 - 91,52 f>5'7 35,55 37,27 72,82 - 164,34 
July 81 - - 163,87 44,62 - 50,36 - 94/98 57'9 40,62 28,27 - 68,89 ,- J63,87 
Aug. #1 - . 163,27 39,12 - 55,29 - 94,41 57'8 47,33 21,53 68,86 - ;163,27 
Sept_ ao - - 157,63 36,15 - 58,06 - 94,21 59'8 47,14 16,28 63,42 - 157,63 
Oct. 31 - - 159,58 23,75 - 59,41 - 88,16 52'1 68,1'7 8,35 76,42 '- 159,58 
Nov. 3D. - - _160,21 23,86 - -- 59,\13 - 83,79 5NI 68,07 8,35 76,42 - ]6U,21 
Dec. 31 - - 161,40 23,89 - 61,09 - 8.J.,98 52-6 68,07 tI,35 76,42 - 161,40 ' 

1921. 
jan. 31 - 163,41 24,OQ - 62,9.9 - 86,99 53-2 68,07 . 8,35 76,42 , - 163,41 

eb. 28 - - 164,60 24,06 - 64,12 - 88,18 53'6 68,07 8,35 76,42 - 164,60 
Mau:h 31 - ~ 166,16 24,17 - .65,57 - 8H,7-1 54-0 68,07 8,35 76,42 - 166,16 
AprIl 30 - - 167,32 24,26 - 66,65 - 90,91 64·3 68,06 8,35 76,41 - 167,32 
May 31 - - 167,8Q 24,,'}f) - 67,16 - 91,46 04·5 67,99 8,35 76,34 - 167,80 
June,SO , - - 1'71 ,7\; 24,35 - 71,07 - 95,42 55·5 67,99 8,35 76,34 - 171,76 
July 31 - - 175,56 24,35 - 74,81 - 99,16 56·5 68,05 8,35 76,40 - 175,56 
Aug.;31 - - 176,02 24,35 - 76,40 - 100,75 57 2 66,92 8,35 75,27 - , 176,02 
Sept 30 - - 178,37 24,34 - 78,76 - 103,10 57 8 66,92 8,35 75,27 - ; 17~37 

Oct/iH - - 179,71 24;,34 - 79,lt6 - ]04,30 58 ° 67,06 8,35 75,41 - 179,71 
Nov.~ - - 113;48 24,33 - 78,41 - 102,74 59 2 64,40 6,34, - 70,74 - 173,48 
Dee. 31 - - 172,53 24,32 - 73,97 - 98,29 57'0 68,40 5,84 74,24 - 172,53 

1932. I 

J."n 31 - - 114,40 24,32 - 74,84 - I 9!l,16 56·8 69,39 5,85 75,24 - 174,40-
Feb. 28 - - 1,73,87 24,32 - 76,27 '- ' 100,59 57'9 67,43 5,85 73,28 - \ 173,87 

March 31 - - 174,76 U,32 - 77,5J - , 101,84 59 ° 65,OB 5,84 70,92 2,00 lU,76 

April'SO - - 171,71; 24,32 - 76,!)! - 100/1'3 58 7 65,09 5,84 70,93 - 171,76 

MaySt - - 172,39 24,32 - 77,06 - ,101,38 58'8 65,17 - 5,84 71,01 - 172,39' 

June 30 - - 176,01 24,3~ - RO,73 - ' 105,05 59 7 65,12 5,84 70,96 - 176,01 
July 31 - - 180,41 2~,32 - 85,09 - 109,41 60 G ti5,15 5,85 71,00 - 18U,41 

Aug. 31 - --- 182,26 24,3l?- - 88,32 - 112,64 61'8 63,78 5,84 h9,62 - 182,26 
Sept 30 - - 180,76 24,32 - 8",67 - 113,\:19 63'1 60,92 !',85 : 66,77 - 180,76 
Oct. 31 - - 179,63 24,32 - 91,10 - 115,42 64'2 58,37 5,84 64,.n - 179,63 
Nov '30 - - 117,3fl 2~,32 .- 89,72 - 114,04 64 3 57,42 5,84 63,26 - 177,30' 
Dec. 31 - - J74,18 24,32 - 86,60 - 110,92 63 7 57,42 5,84 63,26 - 174,18 

, 1923. 
Jan. 31 - - 172,65 24,32 - Wi,06 - 109,3'! 63 4 57,43 5,84 63,27 - 172,65 

Feb. 28 - - 173,89 24,32 - 86,29 - 110,61 6'1 6 57,43 5,85 63,28 - 173,89 

Mafoh 31 - - 174,70 24,32 - 87,06 - 111,38 63'7 57,48 5,84 63,32 - 174,70 
Apfotl30 - - 173,37 24,32 - 83,65 - 107,97 63 0 57,55 5,85 63,40 2,00 171,37 
May 31 - - 171,23 24,12 - 83,57 - ]07,89 63-0 57,50 5,84 63,34 - 171,23 

June 30 - - 173,61 24,32 - 85,95 - 110,27 63·fi 57,50 5,84 63,34 --- 173,61 
July 31 - - 175,72 24,32 - 90,04 - 114,36 65 1 57,51 3,85 61,36 - 175,72 
Aug_ 31 - - 176,30 24,'~2 - 94,47 - 1l~,79 67'4 57,51 - 57,51 - 176,30' 
Sept. 30 - - 179,29 24,32 - 97,49 - 121,81 68-0 57,48 - 57,48 - 179,2!) 

Oct. al - - 180,82. 24,32 - 99,02 '- 123,'14 68'2 57,48 - 57,48 - 180,82 

Nov. 30 - - 178,30- 22,32 - 95,1)0 - 117,R2 66'1 57,48 3..,00 60,48 - 178,30 

Dec. 31 - - 183,41 29.,32 - 86,61 -- 108,93 62'1 5,7,48 9,00 66,48 8,00 175,41 

1924. 
Jan 31 - - 184,CY2 22,32 - 82,18 - 164,50 594 57,52 14,00 71,52 I 8,00 176,02 

Feb 29 - - 186,H) 22,32 - 80,34 - 102,66 58'!) 57,53 14,00 71,53 1200 174,19 , 
March 31 - - 185,85 2l,32 - 80,00 - 102,32 58 9 57,53 14rOO 71,53 12,00 173,85 

Avril 30 - - 181,33 22,32 - 77,49 - 99,81 58'3 57,53 13,99 71,52 10,00 171,33 
May 31 - - 174,51 22,32 - 76,66 - 98,98 58'0 57,53 14,00 71,53 4,00 170,51 

JUDe 30 - - 172,49 22,32 - 7H,0:i - 100,97 58 5 57,53 13,99 71,52 - 172,49 
July 31 - - 170,24 22,32 - 82,57 - 104,89 59 1 57,35 14,00 71,35 - 176,24 

Aug. 31 - - 178,13 22,32 - 84,48 - 106,80 5g·g 57,33 14,00 71,33 - 178,13 
Sept 30 - - 179,25 22,32 - 85,62 - 107,94 60 2 57,31 14,00 71,31 - 179,2& 
Oct. 31 - - 180,98 22,32 - 86,53 - 108,85 60'1 57,13 15,00 72,13 - 180,98 
Nov.3Q - - 180,06 22,32 - 84,62 - 106,94 59'4 , 57~13 15,99 73,12 - 180,06 

Dec 31 - - 179,21 '22,32 - 80,76 - 103,08 58'2 57,13 17,00 74,13 2,00 177,21 

1925. 
Jan 31 - - 181,11 22,32 - 77,67 - 99,9<) 56 5 57,12 20,00 77,12 4,00 177,11 

Feb. 28 - - 183,72 22,32 - 76,28 - 98,60 53 6 57,12 20,00 77,12 8,00 175,72 

March 31- - 184,19 22,32 - 76,75 ....,. 9!1,07 53'8 57,12 20,00 77,12 8,00 )76,19 

AprJl 30 - - 179,61 22,32 - 74,17 - 96,49 55'6 57,12 20,00 77,12 6,00 173,61 

MayM - - 17:1,23 22,32 - 73,75 , - 96,07 55 5 57,16 20,00 77,16 - 173,23 

June SO - - 178,25 22,32 - 78,75 I -

l 
101,07 56'7 ' 57,18 20,00 77,18 - 178,25 

July 31 - - 184,flO 22,32 - 84,80 - 107,12 58'1 57,18 20,00 77,18 - 184,30 

Aug.3t - - 188,21 I 22,32 - 88,78 - 111,10 59 1 57,11 20,00 77,11 - 188,21 

.Sapt.30 - - 189,51 22,32 I -- 90,09 - 112,41 59'3 57,11 19\99 77,10 - , 189,51 

I I 
.~-~ .... ~ . - .- 0 . - - "-- - .. . , 

• With efiect from 1st October 1920, the Gold andSterling Securities III the Paper Currency Reserve, prevIOusly valued at 
as. 15 = ll., were re-valued at Rs. 10 = Ii., in accordance With the prOVIsions of the Paper Currency (Amendment) Act, 1920. 
~h" resulting deficiency in the Reserve was made up by the addition of ad hoc India Treasury Bills. 
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,,\PPE~DIX ;0. 

Memorandum No.2, on "Some Considera.tions affecting the Stabili­
sation of the Rupee-Sterling Exchange," submitted by' Mr. C. H. 
Kisch, C.B., Financial Secretary, India Office. 

After the brpakdown of the 28. gold rupee it was always taken for granted 
-that conditions wouhl, in due course, arise in which it would pe expedient and 
necessary to attempt again a permanent solution of the Indian exchange problem. 
'The main questions that no\v have to be decided are :-

(a) whether the time is now ripe for this attempt, and 
(b) if so, what should be the basis of the new exchange ratio? 

2, As regards (a), account ha~ to be taken both of local and international factors. 
'The historical noto previously circulated has already touched upon the principal 
,considerations that appear relevant to this issue, These appear to be as follows:-

(A) The Indian budget is a halanced budget, and, barring any unforeseen 
,calamities, such aR war or famine on a largE' scale, the capacity of the Government of 
India to maintain budget equilibrium in thf\ future may be assumed. 

(B) The Floating Debt, in the fOl'm of Treasury Uills, which at one time threatened 
-to reach dangerous proportions, has now been extinguished, and the danger of the 
'Govemment being compelled to resort to inflation on this account has disappeared, 
There is indeed a considerable volume of short-term debt. matnring in the next fe .. v 
.years (vide figures in Appendix I), but the credit of the Government of India is such 
that there should be no insuperable difficulty in renewing the debt on maturity by 
.conversioll operations supplemented as necessary by fresh borrowing. 

(0) The stabilisation of the Indian exchange pre-supposes a substantial export 
'surplus, which has to provide the amount required for meeting the home charges, 
now amounting to about 28.000,000l. on revenue account, plus any sterling 
.capital expenditure not met by borrowing in the United Kingdom. fn the fi,,-e 
years before the wal' the visible balance of trade in merchandisa and preC'ions metals 
averaged Us. 42'2 Cl'ores annually in India's favour. Iu 1923-2,.1: and 1924-25 the 

.-corresponding figures were Rs. ~O' 2 crores and Rs. 61'1 crores. Assuming that no 
serious or sudden disturbance of world values is to be apprehended, India should be 
in a position to maintain a substantial export surplus in the future as in the past, 
though not necessarily as large as in the last two years. This remark has 
reference to the normal tendency of [ndian trade over an extended period, 
and does not mean that occasions may not arise, especially in the event of 
monsoon £aihlrcs. when the balance of trade may be temporarily adverse. Such a. 
situation, if exhibited in a tendency of exchange to weaken below the gold export 
parity, called for definite action under the exchange system as in force bp.fore the 
war, and has to be taken into account in the formulation of any new policy (see (D) 
below). 

In this connection it m,lY be of interest to refer to certain statistics of Indian 
trade and price ipdices. Fo~ the five years before the war the average annual 
value. of the private import and export trade in goods to and from India was 
Rs. 14.6 crores anll Rs. ~U crores respectively. The corresponding, figures in th&­
years 1923-24 and 1924-25. were (imports) Us. 217 crores and Rs. 243 crores, 
and (exports) u.s. ,362 crores and Rs. 3!l3 Cl'ores respectively. Allowing for the 
increase in import prices of 80 per cent. and 100 per cent. in each of the last­
mentioned yeal's abm'e the pre-war figure, and about 45 per cent;:· in the export 
values in each of the years concerned, the corresponding valuations on the basis of 
pre-war prices would be (imports) Hs. 121 crores and Rs. 122 Cloores, and (exports) 
Rs. ~50 crore::i and Rs. 275 crore'i respectively. It would seem reasonable to expect 
that, if and when prices in the chief manufacturing countries fall, the volume of 
imports into India should increase. 

• The perctlntages here used are ba.c;e.lon figUl'eS t&~eD from ,. Index Numbers of Indian Prices 
1861-1918" (with Addenda), published by the Uepartment of Statistics, Iodia, (See Appendix II.) ,. 
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Although the satisfactory character of the lndian eXIJort trade is brought Ollt by the 
above figures, it is natural to enquire, with reference to the movement of exchange, 
whether Indian prices stand in the same relation to world prices as they did bdore 
the war. 

The Calcutta index nnmber, which is bf'lieveu to be the most reliable of the Indian 
genel·al index numbers, is based on the prices of a number of individual articles, 
including for this purpose import and export articles. On the basis of the latest 
available fig'hu·es (August 1925), as (!ompared with 100 pre-war (vide Appendix II), the 
Calcutta general index number stood at 157 as compared with the Statillt inupx 
number for the United Kingdom of 158 and the United States (Labour Bureau) index 
number of 160. These figures tempt the inference that Indian and world prices have 
now much the same relation as r"efore the war. But it has to be remembered that 
the pre-war rupee exchange fltood at 18. 4d. and the rupee-dollar exchange at 32~ cents 
as compcl.red with approximately 18. 6d. aud 361 cents, respectively, last August. 
Allowing for the variation in exchange. it is necessary to raise the Indian index by 
one-eighth to find the comparative gold price index for Indin corresponding to the 
Statist figure, and the Indian figure of ] 57 would rise to 177 as compared with the 
Statist index of 158. This might suggest that the present level of Indian prices is 
too high or that the exchange is higher than price parities would warrant. On the 
other hand, apart from the difficulties inherent in the interpretation of index numbers, 
there seems to be no convincing reason for assuming that the ratio between Indian 
and United Ki:ngdom prices will necessarily be the same in the future as before the 
war. The course of events has been different in the two countries and allowance 
must be made for the heavy general tariff which is now in force in India. Further, 
there is at present a striking disparity between the index number& for Indian export 
and import articles, which last July stood at 14~ and 191, reE-pectively. The height 
of this last figure, which owing to the l;ise in f>xchange underrates the increase, no 
douht largely explains the relatively low imports int.o India at the present time. But 
allowing for the 'rise in exchange from Is. 4d. to Is. 6d., the export index of 
142 corresponds closely with the Statibt July number 158. Thus on the basis of 
the Indian export index there would seem to be no material disparity between the 
present and pre-war relations of British prices generally and the pricps of Indian 
exports. 

While it is difficult to draw any precise practical conclusions from this survey of 
recent index numbers, it may perhap3 be saicI that they in a sense elucidate the 
tendencies of Indian trade as exhibited in the actual statistics of exports and impOl ts. 

(n) The stabilisation of the rupee-sterling exchange postulates that the Govern­
ment should be able t.o prllvide rupees without limit at the ratio established. and that 
it sbould have the means of drawing off redundant local currency, ~hould this be 
required, at any time. As regards the supply of rupees, the maintenance of the 
Is. 4d. exchange was, if convertibility was not to be sacrificed, renuered impossible 
in the course of the war by the great rise in the price of silver. With 8ih'er at 
about 42d. per standard mince the cost of a rupee (including minting charge,,) is 
about 18. 4d. With exchallge at Is. 6d. the price of silver would have to rise to 
47d. per standard ounce before the actual cost of the cmrency unit would amount to 
exchange value. If the pxcllange were at Is. 8d. or 28. the corresponding figures 
would be ahout 53d. and 63d. per standard ounce. Since the restoration of the gold 
standard in the United Kingdom, the price of silver in London has ranged between 
31T

1
tfd. and 33itfd, per standard ounce. 

As regards the reserves available to enable the Government to offer international 
exchange against payment of local currency, the position is as follows. The Gold 
Standard Reserve, which is invee,ted in sterling securitips, mostly with short-term 
maturity, amounts to 40,000.OOOZ., the actual constitution on 30th September 1925 
being as shown lin Appendix III. Under existing orders the reserve will not increase 
beyond this figure. In addition to this reserve, which has been specifically built up 
for the support of exchange, 20,000,000l. British TreasUlY Bills are at present held in 

London on account of the J>aper Currency 
Reserve, and there is also held in India 
£22·3 million in gold Lo which recourse 
could be had if necessary. There are large 
outstanding bOlTowing powers!!; in the hands 

• Un exhausted borrowlDg powers on 
30th September 1925 :-

For productive purpose!:, 64,rOO,OOOl. 
For general purposes, ] 8,049,186l. 

of the Secretary of State, and recourse to the London market remains open for-
strengthening the resources of the Secretary of State whenever required. 
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The' question of the adequacy or otherwise of the Gold Standard Ueserve will. 
doubtless. engage the attention of the Committee, but at present it may suffice to 
state that the amount of the reElerve may be compared with 26.000,oool. which is the 
maximum figure held in it before the war. lloreover. at no time before the war did 
the amount held in th~ Gold Standard Re&erve and the Paper Currency Reserve on 
this side together exceed 31,OOO,OOOl.ft 

In- 1919 the late Sir Lionel Abrahams inclined to the view that 25,000,0001. 
(Vide Question 5626, Babington- would be an adequate holding in the <!?ld 

Smith Committee.) Standard Reserve, but held that no final deCISIon 
should be taken until economic conditions 

had 'returned to greater nOlmality. Sir Henry Howard, who was at one time 
Financial Secretary to the Government of India. 

(Vide Appendix D, para. 6, to h ld h h . h ld b ·1 h 
Appendix I, Babington.Smith Committee.) e t at t e aIm s ou e to bUI d t e rcser,"e 

up to not less than 40,OOO,OOOl., which is the 
actual figure at the present time. He considered that after this total had been 
reached half of the subsequent accretions might profitably be diverted to capital 
expenditure, and that after 50,OOO,OOOl. had been reached all the receipts accruing 
to the reserye might be so utilised. . 

Iu Memorandum No. 1 it was explained that the average annual absorption of 
currency by India in the fiye years preceding the war was about 23 crores. In 
the eleven abnormal years 1914-15 10 1924-25 the average absorption was about 
Us. 25 crores. What the future normal figure is likely to be cannot be foreseen. 
But assuming that it will be in the neighbourhood of Rs. 25 crores, it will be 
observed that a Gold Standard Hee;erve of 40,OOO.OOOl. represents a power of 
contracting the currency at an exchange of Is. tid. to the extent of approximately 
Hs. 53 crores. that if;. about two years' normal absorption. Past experience suggests 
that. except in quite abnormal circumstances. this amount of currency contraction 
wonld be mnch in excess of what the market could stand without producing grave 
stringency, and that a much Fimaller amount of contraction should suffice to brin~ 
about the readjustment of credit ann prices required to re-establish the exchange 
value of the rupee should thiR at any time threaten to fall away. At the same 
timo account must be taken of the fact that normality in world conditions has not 
yet been established, and though it would possibly suffice to maintain a reserve of 
25,000,OOOl. or thereabuuts with the view to redress a weakening of exchange 
due to a temporary adverse trado balance, it is difficult to assess the strain that 
might be placed on the reserve if a prolonged period of e:teadily falling gold prices 
set in, and the Secretary of ~tate was obliged by adverse financial conditions to draw 
heavily on the reserve for financing his requirements. Moreover, it is undesirable to 
reduce the sterling reserves to a figure which might not leave a sufficient margin 
for safety or might gh·e rifle to undue alarm or nervousness on the part of the 
public. The Babington-Smith Committee. agreeing in this I·espect with the 
Chamberlain Commission of 1913-14, held in HH9 that no limit could at that time 
be fixed to the amount up to which the Gold Standard Reserves should be 
accumulated from the profits of coinage. They considered that the settlement of 
this matter e;hould await the return of normal conditions. 

Since the date of the Babington-Smith Committee experience sheds little light 
regarding the amount at which the Gold ctandard Re·serve should be maintained. 
rrhe sterling reserves of the Secretary of State have only once been called into play 
since the date of that Report, that is in lU20, \V hen, as explained in Memorandum :x o. I, 
an attempt was made to support exchange at 28. gold. and. later. at 28. sterling_ 
The catastrophic fall in prices rendered the attempt abortive, but the fact that 
55,OOO,OOOZ. was expended in a vain attempt to support t>xchange in exceptional 
conditions is no evidence that the existing reserves are insufficient having regard to 
any normal contingency that may properly be provided for. It may perhaps be 
urged that reserves in London aggregating £60.000.000 (£40.000.000 in the Gold 
Standard Reserve and £20.000,OUO in the Paper Currency Reserve, irrespective of 
Currency Reserve gold in India) represent an excessive holding. But there is f(lrce 
in the view that before reducing the size of the Gold Standard Reserve experience of 

• This figure may be compared with the resen-es held abroad by Japan. .. It has been the practice, 
since Japan tirst adopted the gold standard. to ,keep a considerable specie I"esen-e in New York and 
London. Since January 1923 the total sum so kept has diminished noticeably. In 1921 the amount 
was over 1,000 million yen, but in March 1924 the amount had dwindled down to 403 million yen."-The 
,Ecofl(mu·c Rn:ie'lc, 14th NO"ember 1924 (1,000 million yen = at par of exchange about l00,ooo,OOOl.). 

D 
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the working of a re-established exchange system over a Reries of years should be 
awaited, and in such a matter, where there is clearly scope for difference of opinion 
the magnitude of the issues suggests that less harm is to be apprehended fro~ 
maintaining the reserve at a high figure than from reducing it to what might prove 
an inadequate or inconvenient level. In dealing with this question h is necessary, of 
course, to have regard to the rate of exchange that it may be desired to establish in 
the future, and in formulating a line of policy as regards the Gold Standard Reserve 
it might be ~ell to consider whether it would be desirable to regulate its growth with 
I'eference to the holding of sterling and. gold in the Paper Currency Heserve. 

r(E) The re-establishment of the gold standard in the United Kingdom has 
removed one of the main difficulties that faced the Babington-Smith Committee in 
1919. 1.'he experience of the 'Period immediately following the issue of the Report 
showed the danger of attempting to fix the exchange value of the rupee while 
sterling was divorced from gold, and it Ibas heen generally recognised, since the 
breakdown of the Babington-Smith Committee's scheme, that it would be desirable 
to 'wait for the return of the gold standard in the United Kingdom before a further 
attempt was made to stabilise the rupee exchange. 

3. The question, whether the time is opportune for bringing to an end the 
period of instability of the rupee exchange, involves consideration of the prospects 
of world price movements in the period ahead. In Memorandum No. 1 already 
referred to it ,has been shown that the rise in the rupee exchange in 19~2-24 
played an important part in securing relative price stability for India at a t.ime 
when world prices were rising. The arguments in favour of regulating currency 
policy with a view primarily to securing price stability have l>een much debated 
in the Pl'ess and elsewhere, and undoubtedly there would be certain advantages 
in applying such a policy to India, where conditions are in some respects favourable 
fox ,this treatment of the question; but as the United Kingdom, the sterling­
using Dominions and other important European countries, have rejected the 
idea of basing their currency policy on internal prices and have elected to revert 
to the gold standard, it is scarcely a practical issue to consider a different course in 
the case of India. Further, Indian trade and finance are cJosely bound up with 
sterling, and there will be great and manifest advantages to Government and trade in 
re-est.n.blishing an effective fixed parity between the rupee and the pound now that 
the United Kingdom has reverted to the gold standard. Moreover, in such a matter 
it is necessary to pay great weight to sentiment, and there is no doubt that Indian 
economic and political sentimpnt is strongly in favour of a reversion to gold as soon 
as ,possible. It would seem, therefore, that the only justification for not bringing the 
Indian currency into line with the policy of the United Kingdom and the Dominious 
would have to be founded on an anticipation of an early or substantial change in the 
level of ""orld prices, which might make it desirable to postpone for a further period 
the actual decision as to the rating of the rupee. The point deserves careful attention, 
as if the element of elasticity at present inherent in the regulation of the rupee 
exchange is once surrendered by linking the rupee to gold at a new parity, it would 
scarcely be possible to recover it, except in the deplorable e\'ent of a breakdown of 
the new ratio. 

4. If any substantial rise in world prices is to be apprehended at an early date, the 
ratio of the rupee in ,terms of gold, determined in the light of existing factors, might 
,prove lower,than would be expedient. On the other hand, if any substantial fall in 
world Jprices is likely, the ratio, determined in the light of existing factors, might 
prove higher than would be conducive to India's economic interests in the long run, 
or might even conceivably be beyond the power of Government to render effective in 
the, end. It is not suggested that any clear evidence exists for ,inclining to either of 
.these views. There has undoubtedly been advantage in mitigating for India in 
'1923-24, by the rise in .exchange, the effect of the rise in world prices which would have 
lbeen commnnicated to her.had the rupee bef'n effectively linked to sterling or gold at a. 
:fixed ratio during that period, and ,there are obvious dJawbacks,.at a time wben the 
:future of world prices is obscure, in surrendering this element of elasticity in Indian 
currency policy. On the other hand, it is important, in the interests of Government. 
-and'trade, to bring to an end the period of exchange instability as soon as there is good 
ground ,for believiI).g that world prices are likely to remain ,reasonably steady. No 
doubt it is at present. difficult ,to forecast future movements in .the commod;ity value 
of gold, and on:this fact lao case might be based lor alurther period of delay before 



Al"PEND1X 70. 461 

taking permanent uecisions rt'garding the rupee-sterling exchange. But, altogether 
apart from the natural desire to terminate the period of Government management of 
the currency, in the sense that it has had to be managed in the last few years, it may 
perhaps be assumed that the United Kingdom, and the other countries which have 
now returned to the ~old standard. would not have done so had there not been 
good grounds for holding that the years immediately ahead would not witness any 
serious chang~ in price levels. In this connection it i;; worth noting the statement 
by the Chancellor '.>f the Exchequer 01\ ~8th April:-

" We have entered a period on both sides of the Atlantic when political 
and economic stability- seems to be more assured than it has been for some years." 

Further, the importance of maintaining the commodity value of gold stable was 
emphasised at the Genoa Conference, and it may perhaps be anticipated that this is 
likely to be a subject of constant carf3 to the principal Central Banks of the world. 
While, therefore, it cannot be disguised that there must be some risk in basing 
recommenuations regarding the permanent rating of the rupee on the factors of 
to-day, it has to be considered if the riSKS are greater than it would be reasonable to 
take, and ev~n if decisioDs were postponed for a further period the element of risk 
cannot he entirely eliminated whenever the actual decision is taken. 

5. The bearing of India.'s absorption of gold on the stabilisation of the exchange 
will, doubtless, receive attention. Statistics are included in Appendix IV, showing 
the amount of India's net absorption of precious metals in recent years. The large 
volume of net gold imports in 1U:?2-t3, 1923-24 aOll192-!-25, viz., Rs. 41 crores, Rs. 29 
cro1'es and Rs. 701 crores respectively, are noteworthy, and it is significant that, 
despite these large imports, exchange rose in these three years from Is. lid. gold to 
practically Is. 6d. gold. With the rise in the gold yalue of the rupee snbstantir.lly 
above the pre-war rating, gold has lately been cheaper in India than at any time during 
the paRt generation. It is, therefore, DO matter for surprise that imports of gold have 
recently been on an unprecedented scale. Although efforts have been, and are being, 
made to encourage the investment habit in India, changes in this direction are likely to be 
of slow growth, and it must be assumed that with gold relatively cheap India.'s 
demand for the metal is likely to continue to be large. Imports of commodities have 
been relatively low in recent years, doubtless in part owing to high prices in the 
manufacturing countries. If gold prices decline, the tendency may be for India to 
take a larger part of the payment for her exports ill commodities rather than lU gold. 
The question of these gold imports has an important relation to the future of 
commodity value of gold, that is gold prices generally, but there does not seem any 
reason to think that India's ahsorption of gold is likely to militate against the main­
tenance of the rupee exchange in the future any more than it did in the pre-war period. 

6. The utilisation of ~old in India as currency is a separate but connected issue 
with a long history behind it. The views of the Babington-Smith Committee will be 
found in paras. 66-8 of tbeir Rpport. The question of opening a gold mint in 
Bombay has not been a practical one in recent years owing to the exchange position 
being out of accord with the statutory ratio. But the issue must be expected to arise 
again if and when a new effective gold parity is estahlished, and a demand may be 
anticipated that a branch of the Royal Mint for the coinage of gold should be 
reopened in Bombay, as recowmended by the Babington-Smith Committee:''' A new 
factor bearing on the case is the decision of Bis Majesty's Government not to give 
facilities for the circulation of gold coin in the United Kingdom at present. 

7. If it is held that the time is appropriate for measures to be taken to stabilise the 
exchange value of the rupee, the question of the ratio has to be considered not from 
the point of view of the pre-war mting, or from the point of view of the abnormal 
conditions ruling towards the end of the war, but from the point of view of the ruling 
ratio and the parity of Indian and world prices. It is certainly a striking fact that, 
so far as the pref!ent writer knows, the Indian exchange is the only important exchange 
in the world that has appreciated in terms of gold, and it may be asked why the 
pre-war rate should not be re-established in India, as in the United Kingdom. It is 
not proposed to pursue this question here beyond observing that the history of the 

• OJ. answer to a. question in the Council of State, 30th January 1924 ~". • • • The Indian mints 
'are prepll.l'ed to coin gold as soon as the demand fOI' gold currency arises, but no such demand can al'ise 
80 long as the present premium on gold as compared Wlth its statutory pal'ity exists." 
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British and Indian currencies since the outbreak of war, and the economic conditions 
of the two countries, are widely different. The breakdown of the la. 4d. exchange 
and the progressiv~ rise in the rupee exchange to 2s. and above must be regarded as 
having deprived the old Is. 4d. ratio of validity. ~imilarly, the collapse of the 
2s. ratio embodied in the Indian Coinage Act of 1920, and the disappearance of th~ 
conditions under which that ratio might have become effective, have depriyed the 2s. 
ratio of the sanctity ordinarily attaching to currency law. 

These ratios have now an hist.orical and academic interest. If it were desired 
to direct cu:hency policy towards their re-establishment, it would be necessary to 
justify that policy, not hy arguments based on past history, but on the economic 
factors of the present. 

8. For the purpose of this part of the discussion it has been assumed that a period 
of relative economic stability may be expected; otherwise it would presllmably be 
considered inexpedient to attempt at present the permanent fixation of the rupee 
exchange. On this hypothesis it may be asked, wlJat would be the effect of 
re-establishing an exchange rating of Is. 4d.? Seeing that thE'! rupee exchange has now 
ruled at about Is. 6d. for some time, it must be presnmed that the adjustment of 
prices and wages in India to this ratio has been continuously in progress, and that 
a pernlanent lowering of exchange would involve a serioU!~ disturbance of values. 
Doubtless the period of falling exchange wouJd result in immediate profit to 
some industries, which would be able to increase the rupee price of their products 
without at once having to meet a corresponding increase in the costs of production. 
As regards these costs experience has shown that adjustments of wages in due course 
follow a rise in the cost of living, and the temporary advantage disappears on the 
readjustment of costs and wages to the reduced purchasing power of money. It may 
be asked whether it would be necessary or expedient to increase the nominal wages 
)f Indian labour, mban or rural, in the event of a decline in the purchasing power of 
Ghe rupee. This is a question on which first-hand evidcncA is more readily obtainable 
n India than in this country, where up-to-date statistics are lJot available. Figurcs 
tor the year 1922 from the Bombay Presidency tend to l'bow that the real wages of 
labour have risen since 1914, except in the case of field or ordinary labour in rural 
treas, the largest increase, that of ordinary urban labour, having been about 12 per 
~ent. The bearing of this position on the Indian cotton industry, subjected to vigorous 
Japanese competition, may be developed by witnesses in India. Others will be in a 
)osition to speak of the importance of maintaining the standard of living of the 
workers. 

9. From the point of view of Government a reduction of the exchange ratio from 
Ls. 6d. to Is. 4d. would have far-reaching reactions throughout the administration. 
One immediate effect would be to increase the burden of the home charges by 
tpproximately Rs. n crores per annum, which would mi1itate against the execution 
)£ important financial measures that the Government of India have in view. The 
c..ocal I'}overnments would also suffer seyerely from any rise in general prices 
~onseq uent on a decline in exchange. This would again upset financial equilibrium, 
and the process of readjustment would raise fresh and embarrassing problems affecting 
the incidence of taxation. It should be noted in t.his connection that an important 
part of their income is derived from the land revenue, which is either permanently 
fixed or only capable of slow flxpansion over an extended period. 

10. There are also objections, assumiug again that the period ahead is one of 
economic stability, to directing policy towards enhancing the exchange value of the 
rupee. Such a policy would, if it became effective, involve the reduction of the rupee 
prices of Indian produce, and would inflict a seriolls tax on industry until costs had 
been reduced in correspondence with the increased purchasing power of the rupee. 
This process would impose an unnecessary strain on industry at a time which is 
generally recognised to be a difficult one for businesA. It has to be remembered that 
the recent rise in exchange to Is. 6d .• as has been pointed out in Memorandum 
No.1, has been assisted by the rise in world prices which enabled the exchange value 
of the rupee to rise without involving any great change in its internal purchasing 
power. From the point of view of the Government of India, a rise in the rupee 
exchange from Is. 6d. to a higher rate would of course lead to a reduction in the 
~ost of providing for the home charges, but there would seem no justification for 
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making this a governing consideration iu dealing with the Indian exchange and 
for exposing Indian trade in the process to grave risks and uncertainty, It will als<> 
be realiseu that any announcement of the intention of Government to stabilise the' 
-exchange at a ratio either above or below the ruling rate would be likely to introduce 
·disturbing factors into business and to encourage speculation. 

11. The above arguments point to the conclusion that, if it were desired to-day 
to stabilise the nlpee exchange, this should be done with reference to the ruling rate, 
viz., lB. 6d., i.e., the t;QVerelgn would be equivalent to Rs. 13! and the gold rating of 
the rupee would be 8'47512 grains of tine gold.;:" 

Figures showing the market rate of exchange in recent months will be found in 
Appendix V. As regards these it will be observed that the rate has ruled in the 
neighbourhood of Is. 6d. since October 1924, and it must be assumed that prices and 
wages have been adjusting themselves to this rate throughout the period from this 
·date. Moreover, in the absence of unforeseen developments, there would appear to be 
no abnormal risks in a policy airujn~ at stabilisation at this level. 

12. These observations apply, of ('ourse, to existing conditions. The situation 
may conceivably change before the Commission reports, and it may be necessary to 
modify in important respects the views provisionally expressed above in the course of 
any later evidence that the Commission may require. 

• This ratin~, it may be observed incidentally, furnishes It relatively convenient parity for expressing 
a. sovereign in terms of rupees and a rupee in terms of pE'nce. If. however, condItions pomted to 
stabilisation nt some other point which did not furnish these two facilities and a choice had to be made 
between them, the advantages of being able to convert the sovereign into an exact equivalent in Indian 

-currency. especially if it is made legal tender in India, deserve to be emphasised. 

ApPE~DIX I. 

Rupee Debt of the Government of India maturing from 1926 to 
1935. Amounts outstanding on 31st March 1925, modified as a. 
result of Conversion Loan of 1925. 

6 per cent. Five Year Bonds, 1926 

6 per cent. Five Year Bonds, 1927 

5! per ceIlt. War Bonds, 1928 

6 per cent. Ten Year Bonds, 1930 

6 per cent. Ten Year Bonds, 1931 

6 per cent. Ten Year Bonds, 1932 

5 per cent. Ten Year Bonds, 1933 

.5 per cent. Ten Year Bonds, 1935 

Total 

Rs.lakhs. 
20,14 

20,01 

21,83 

29,28 

11,31 

19,49 

21,46 

4,71 

1,48,23 
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ApPENDIX II. 
Index Numbers of Wholesale Prices based on 100 in 1913;;' . 

India. India General Index Numbers. 
- exported imported 

articles. articles. 

I Calcutta. I U.K. I U.S.A. 
(a) (b) (e) " Statibt." Labol' BUl'esu_ 

[923, Jannar~ I 
- - 149 183 179 153 1513 February - - 147 187 '180 155 157 March - - - 14!·) 185 181 156 159 April - - - 147 185 178 If>8 159 May - - - 14:1 186 177 156 156 June - - - ]40 181 175 150 153 July - - - 140 178 170 147 151 

August - - 135 175 171 147 150 
September . - 136' 181 174 150 154 
October - - 138 1~2 174 150 153 
November - - 138 184 177 156 152 
December - - 145 11:57 170 157 151 

----- -----------A..verage for 1923 - - 145 179 176 152 1M 
, 

1924, January - - 142 186 172 161 151 
February - - 140 202 178 163 1-~ Dw 
March - - - 142 2i4 179 161 150 
April - - - 141 224 174 L61 14~ 
May - - - 141 ~09 176 161 147 
June - - - 142 215 176 160 145 
July - - - 145 216 179 1G3 147 
August - - 150 214- 180 162 15D' 
Septem ber - - 153 211 179 166 149 
October - - 151 ~U5 181 172 152 
November - - 152 196 180 171 153 
December - - 150 200 176 174 15i 

Average for 1924 - - 146(d) 209(d) I 177 164 150 

-
1!l25, January - - 14!l 200 171 170 160 

February - - 146 198 172 168 161 
March - - - 149 198 168 165 IG1 
ApriL - - - 147 199 169 16:! l5G 
May - - - 147 ]97 164 160 155 
June - - - 145 189 157 154 157 
July - - - 142 191 160 158 ltjO 
August - - - -- 1!l7 158 160 

* The first two columns of figures are based on fig-ures taken from" Index Numbers of Indian Prices, 
1861-1918" (with Addenda), published by the Department of Statistics, India. The figures in the 
next column, gwing the Calcutt,a Index n.umber, are percentages of the prices in July 1914. 

(g) The index number of India exported articles is unweighted and is based on the average of the 
wholesale prices of 28 articles, including grains, seeds, tea, castor oil, Jute, cotton, raw silk, wool and 
hides, skins, coal, lac, saltpetre and indigo. 

(b) The index number of Indlan Imported al'ticles is unweighted and is based on the average of the 
wholesale prices of 11 articles, including sugar, salt, cotton piece goods and yarn, raw silk, iron, copper. 
spelter, coal and kerosene oil. 

(e) The Calcutta general index number is the arithmetic averllge of the ratios of the individual 
prices of 16 groups of 45 articles. The index is not weighted except in a crude way by allowing two or 
lllore quotations for certam important commodities, 73 quotations being taken in all. 

(d) The actual averages for 1924 may differ slightly from these figures, which are averages of the­
lllonthly figures in this table. 
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AI'PENDIX III. 
<Gold Standard Reserve. Composition on 30th September i925. 

In E nglal1d. £ 
Cash at Bank of England - - ] ,399 
British Treasury Bills - 10,529,931 
Securities maturing within the next two years - 7,398,670 
Securities maturing in more than two and less than five years 20,150,215 
Securities maturing in more than five and less than 10 years 959,606 
British War Loan, 1929-41 - !J60,179 

In India 

Tptal 

Al'PESDIX IV. 

40,000,000 
Nil. 

£40,000,000 

-Indian Sea-borne Trade in Gold and Silver on Private Account. 
KOTE.-The figures in this table exclude transactions which do not enter into the 

balance of trade. 

: GOLD, SILVER, TOTAL. 

Year, 

I I 
-

Imports, Exports, I Net Impart or Imports_ Exports_ I NetImportor Net Import or 
Net Export, I Net Export, Net Export. 

I 

Rs,lakbs, I Rs.lakbs, Rs,l"khs, RR,lakhs, Hs,lakhs. Rs,lakhs, Rs,lakbs. 
1909-10· · 25,01'8 3,34'9 21,66'9 12,40'9 3,04'5 9,36'4 31,03'3 
1910-11 • · 27,89'3 3,91'4 23,97'9 11,77'5 3,20'4 8,57'1 32,55'0 
1911-12· · 41,49'4 3,72'6 37,76'8 11,92'9 6,63'5 5,29'4 43,06'2 
1912-13· · 41,29'1 3,71 2 37,57'9 9,90'7 3,334 6,57'3 44,15'2 
1913-14 • · 28,22'6 4,90'3 23,32'3 8,39'4 2,14'9 6,24'5 29,56'8 
1914--15· · 10,70'4 2,24'9 8,45'5 11,06'7 1,05'4 10,01'3 18,46'8 
1915-16 - · 5,24'4 35'0 4,89'4 6,61'1 1,03'5 /),57'6 10,47'0 
1916-17· · 4,26'0 6'2 4,19'8 1,56'0 3,72'0 2,16'0 2,03'8 
1917-18· · 21,46'8 0'9 • 21,45'9 i,37 '8 92'2 1,45'6 22,91'5 
1918-19· · 2'6 0'3 2'3 6'0 0'3 5'7 8'0 
1919-20. · 32,63'6- Nil 32,63'6- 15'2 30'0 14'8 32,48'8-
1920-21· · 45,87'lt 21,17'7 24,69'4t 10,69'7 3,28'0 7,41'7 32,11 'It 
1921-22· 

: I 
13,82'0 16,61'3 2,79'3 17,29'1 2,:33'6 14,95'5 12,16'2 

1922-23· 41,31'4 1.3'3 41,18'1 20,71 4 2,53'8 18,17'6 59.35'7 
1923-24. · 29,25'3 6'7 29,18'6 21,78'1 3,40'0 18,38·1 47,56' 7 
1924-25. · 70,95'0 36'2 70,58 8 24,26'0 4,20'3 20,05'7 90,G4'5 
1925-26 (first 12,26'1 13-6 12,12':; 8,19'9 73'7 '1,46'2 19,58'7 

5 months). I 
• Inoludes as an import Rs, 21,b6 5 lakha-the value of gold Bold in India by the Government of IndIa. 
t " it " Ra,83,83-1 II II II " " " " " 

ApPENDIX V. 
Rates of Exchange for Calcutta Telegraphic Transfers on London 

(average of daily rates). 
~--------~-----------------------

Month_ 1920. I 1921. I 1922. I 19~3. I UJ24. I 1925. 

s. d. s. el. s. d. 8. d. 8. d. 8. d. 
JanuarY' - - 2 31 1 57 1 3H 1 43"""2" 1 5l11" 1 .p Ts o If 

February - - 2 Si- 1 4/g- 1 317 1 41- 1 4211 1 531 :fg- 31! 3""2" 
-nIarch - - "> 4l 1 :~lcr 1 3·lJ 1 4~'1"2" 1 4U- ] 5H OJ 

April - - 2 3f! 1 31 1 3!f[)~ 1 41 1 4! 1 5H 
May - - 2 ll-s 1 3i 1 3U 1 4:l"2" 1 427 1 5ti n 
June · - III 1 3H 1 3l6" 1 41~ 1 4 10j 1 Citif Til" 

uly - - 1 103\ 1 3 a"!" 1 31 1 4/~ 1 5':{':r 1 6 3 ' "3""2" 
August - - 110a J 4"3"s:r 1 3u 1 4 1 5-l:r 1 6h "3"..1 
September - - 1 1O-s-1;r 1 5-/1 1 3U 1 41 1 51 'i 1 u:tif 3"2" 
October 1 72 '1 1 4n 1 31 1 4!~ ] 6 - - ;I "2" 

.. 

n 
November - - 1 7-s-";r 1 4l'l 1 3H 1 4:17 1 - lli all o.s 

ecember - 1 5'll~ 1 31 1 3 H 1 - I 1 6J"2" - 3""2 0 16-

Average £01' :year 2 0"3"\ 1 4"3"12 1 319 1 4/2" 1 ~! 1 6 
, 

3!! 

(9 months) 
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APPE~DIX 71. 

Memorandum No.3, on "Note on Proposals for promoting a Gold 
Currency in India," submitted by Mr. C. H. Kisch, C.B., Financial 
Secretary, India Office. 

The introduction of gold as the sole metallic unlimited legal tender, and the ('onversion of 
the rupee intp a limited legal tender, involve a complete departure from established custom. 
It could not be expected that the change could be given effect to without difficulties, and it 
is necessary to consider carefully whether it offers advantages commensurate with the 
obstacles that would have to be surmounted and the risks that ('ould not be a,·oided. 

It is proposed to examine the scheme £rom the following points of view:-
1. Character of the objective. 
2. Nature of disturbance involved. 
3. Security of Government during proceSd. 
4. Cost. 
5. Alleged defect::; in pre-war system. 

Character of the objective. 
In para. 8 of his memorandum on "A Gold Standard for India," :Mr. Denning states that 

" 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 
gold at rates corresponding roughly to the par of exchange." 

This" ideal" seems, however, to be rather lightly thrown over in the statement that 
" it is impossible to hope that conditions in India will for generations be such that a full legal 
tender metallic currency will be no longer neces&ar~'," or rather in the proposition treated as 
following therefrom, that a gold currency should be establi:lhed. IndIa has already the 
beginnings of the" ideal" system in (i) the accepted use of a token coin instead of a full 
value coin, (ii) the very widely' accepted use of notes, and (iii) an unmistakable tendency 
in recent years to rely less on coin and more 011 notes. The expansion of the lIote issue 
has bp,en one of the most satisfactory features in later currency developments. In particular 
it is worth noting the large proportion of 10-rupee notes in circulation.' The true wiodom 
seems to be to contmue on the lines on which such reInt.rkable progress has already been made. 

These remarks do not imply that gold coinage should not be undertaken in India if the 
people of India desire that the gold which they import should be stamped in small units 
with the Government hall-mark of fineness and weight, and be available on occasion as legal 
tender. But thpre is all the difference between the admission of gold as legal tender but 
withont an obligation to issue it except in return for bullion, mId forcing the people away 
£rom a cunency to which they are accustomed, and pressing upon them a llew currency of a 
more costly character, whose free circulation it may be difficult to ensure. In so far a'i the 
Indian currency system involves the use of gold, the best place for the gold iR in reserves, 
al1c1 it seems retrograde to propose for IndIa a gold circulation which is now regarded as 
obsolescent in Europe. 

It is worth considering how far, in the case of a country like India, there is any reality 
in contemplating the limitation of the legal tender quality of the rupee. It is apparently 
consIdeled, and reasonably so, that 150 crores of rupees might be required in circulation if 
the rupee became a limited legal tendel. If for any leason there was a return of currency in 
circulation, it may be assumed that the return will include at any rate a due proportion 
of rupees. In the case of a country like India, where cash transactIOns of a small amount form 
a large part of the daily business of the country, would it be a practicable thing for the 
Imperial Bank to refuse to accept rupees from other Banks or for Government to refuse to 
relieve the Imperial Bank of redundant rupee currency? It is suggested that even if the 
attempt were made to force a gold circulation and to limit the legal tender quality of the 
rupee, the rupee would still contmue in practice to be an unlimited legal tender. Indeed it 
may be asked whether there is any substance in the conception of a limited legal tender­
rupee m the case of India where the rupee circulation is bonnd to play for an indefinite­
period such an important part in the economic life of the people. 

The propriety of Government setting a term to the unlimited legal tender quality of the 
l'upee in thE:' case of a country like India also requires consideration. 

Nature of disturbance involved. 
The disturbing effects of the proposed plan are far-reaching.t In India the rupee has for­

generatIOns been an unlimited legal tender. It seems that, if once the idea spread that 
this quality in the rupee is to be taken away, the lesuIt would be to bring the rupee-

* On 31st March 1925 the cllculatJOn of Rs. 10 notes (Rs 68 5 crores) formed 40'5 per cent. of the total circulation. 
The Rs. 10 and Rs 5 llOtes fortnpd 50 per cent of the total CIrculatIOn. 

t It wIll, of course, affect terntories outside India USlDg the rupee. , 
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jnto disrepute. It is admittedly not possible to form an accurate- estimate of the number of 
rupees that will be presented for exchange into gold under the schenle suggested. All one 
can say is that the bullion dealers of India are not likely to miss the opportunity that so 
radical a change in the currency policy will afford. Their obvious interest will be to discredit 
the rupee and collect as many rupees as they can from all quarters for exchange, and it may 
be assumed that the peasantry will pay liberal C')m.missions in the process. The limitation 
of the exchange to gold bars of 400 OZ8., the value of which at Is. 6d. the rupee is less 
than Rs.'23',OOO, would not give protection, as the point could be met by clubbing and the 
(!oncerted operations of Indian dealers. 

The possible effect of the offer to give gold for notes does not appear to be appreciated 
in the calculations regarding the amount of gold required to bring the scheme of a gold 
circulation into operation. The spel,'luative element here is of the gravest possible kind. 
The otber estimates-of 110 crores of rupees as the total amount likely to be presented, of 
50 crores of gold as the initial stock, &c.-are (inevitably) not very securely based. But 
in this matter of the possible extent of the substitution of gold for notes, no estimate is 
possible at all and no practical limitation can be set. 

No indication as to the time that might elapse between stage 1 and stage 2 is given. 
It is certainly possible that the scheme might have to be abandoned before it got beyond 
stage 1, that is, the stage in whicn gold bullion is being supplied for non-currency purposes. 
It is submitted that a scheme of currency reform of which the progress is so uncertain and 
of which the process is so extended-a most objectionable feature in itself-could only be 
justified if by no other means a sound system meeting the requirements of the country 
could be provided. 

It is recognised that the large additional drain of gold to India over the ordinary 
demand, which is already large, might seriously affect gold prices, and it is suggested that it 
would probahly be necessary to make special alTangements with the Bank of England and the 
Federal Reserve Board of the United States. It is difficult to form ,a view as to tne future 
trend of gold prices. which turns largely on the policy that may he pursued by the great 
Central Banks. But with the gradual return of the nations of Europe to gold tne markets 
for the metal are increasing, and the tendency may be for countries to add to their stocks 
as opportunity offerS! with the object of strengthening their note reserves. Is it safe to set 
aside altogethtlr the possibility of a fall in gold prices, especially if the demand for gold was 
increased by additional requirement~ for India for the purpose of providing a gold circulation? 

If the solution of India's exchange problem is to be essayed while world conditions are 
still unstablE', it would seem inopportune to add to the risks by any action that might tend 
to cause a rise in the value of gold. 

The Bank of England and the Treasury will, it is assumed, have the opportunity of 
expressing their views as to the effect that the scheme might be expected to hav~ on the 
position of gold and sterling. 

The attitude that the United States authorities are likely to adopt towards the proposal 
is a matter for conjecture, but there is one factor in the case which may be expected to 
prejudice them against it, The silver-producing interests in the United States are a powerful 
body, and the various Acts, ending with the Pittman Act, passed for their protection, suggest 
tnat they are not likely to view without dismay and protest the threat to the Silver market 
involved in the suggested sale of approximately Rs. 200 crores of silver. or three years' 
production, within ten years. The proposal really means that the silver which the United 
States Government were induced to supply to India at a time of great emergency is to be 
thrown back on to the market. The reactions on China (including her imports from India) 
of influences tending to depress the price of silver continuously are also worthy of notice. 

Security of Government during process. 
It will be observed that the bcheme contemplates that the sterling reserves should be 

used up and resort be had, if necessary, to external borrowing in order to secure the supply 
of "'old to Iudia. What would happen if at an early stage in the progress of the scheme 
lndia was affected by the unfortunate vicissitudes to which she is liable? An adverse trade 
balance would obviously suspend progress for the time being Additional external borrowing 
might become necessary, pro tanto diminishing the power of India to draw gold on the 
recovery, How far gold in India would be exported is uncertain. The presumption is that 
the I'eturn of currency for conversion into foreign exchange would tend to take the form of 
notes and silver rather than gold, and the attenuated reserves might be unequal to the 
strain, The position of the Secretary of State might be embarrassed. The credit of India 
mi"'ht be prejudiced, as the confidence of investors would presumably be affected by the non­
exi~tence of the large sterling reserves hitherto maintained. In short, the possibility that 
India would find herself in serious difficulties during the 10 years spent in crossing the stream 
cannot be overlooked. 

As regards the reserves, it is contemplated that during'the early stage of the scheme 
the gold and sterling iu the Paper Currency Heserve might be reduced to Rs. 56'9 crores, 
and apparently this would, either in its entirety or in the main, be held in sterling securities. 

E 
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This low percentage (30 per cent.), of which at best only a small proportion would be ,gold 
seems inadequate from the point of ,-iew of tbe convertibility of the,note aud the ruailltenanr~ 
of exchange. ' 
, Sir Basil Blackett, with the object of •. reuucing the co>;t " of the scheme, sugO'ebts tIUlt the 
reserve might eventually contain a metallic backing of about ~~. 5 per ceqt.t ~nd that. the 
gold and sterling assets might amount to about 50 per cent. Here two points lIlay be 
noted :-

(1) The' metallic percell,tage is far lower than has hitherlo been regarde(l as prO\ ident 
for India and is even low!'r titan that leeogniscll by the United States of Amenca. The 
Tight to 1 ~quire conversion of notes into gold may lead on occasion to heal'y encashlllt'nts 
(If notes by the public, possibly heavier than when payment nOlmally took the form of rupees. 
There should he no possible questiun as to the adequacy of the available amollnt, "llich 
shonlcl be determined with refelence to the possible obligatiolls of the l'esene and not with 
reference to the cost of a scheme for introducing a gold circulation. 

(~) After the gold circulation is estahlislled, the actin' circ1Jlation would apparently, on 
the data assumed, consist of about 190 elOles notes, riO crores golu, and 150 C)'Oles of 
Tupees, as compared with 190 crores of notes and 200 Clores 0f rupees under a gold exchange 
standmd. It has been suggested above that, under the projected pla.n, the rupee will lU 

practice continue to be used as an unlimite(l legal tenller in much the same way at> at 
present. A reflux of currency from circulatIOn will presnmnbly complise at least -Its (1ue 
proportion of rupees, as the tendency will doubtless be for !!uch gold as may be functioning 
.as currency to be retained, a8 far as possiblE', by Ihe public. In effect, the rE'bOneS will 
have to guarantee not only the exchange value and the internal convertibility of the note, 
but will also lU1I'e to support a rupee circulatIOn of about two-tllirds or tInea-quarters as lalge 
as that now functioning us money. 'fhe Indian official melUOlanda make no plo,"ision for the 
l'upees outstanding. Possibly the view taken is that the redemption of a celtain quantity 
of rupees in gold will have Iemoyed the risk of redundant rupees or that a reflux of gold 
will prOVIde additional snpport to the exchange. It is doubtful how far assistance WlIl be 
forthcoming from a return of gGld, lrugely issued to take the place of rupees now fmming 
-cL store of value, But it is eyident that, if the total cun-ency is at any time ledundant 
and a contraction is necessitated to reduce the Indian price le,"el to that of external gold 
plices, this contraction must be effected on the active circulation, the rupees in which will 
presumably contribute their quota to the necessary aggrE'gate withdrawal. The size of the 
reserves must therefore have regard not only to the 110te issue but to a possible return of 
part of the unbacked rupee circulation also. 

Cost of the Scheme. 
Any estimate of cost must be largely conjectural, and would be liable to be upset if the 

demand for the conversion of rupees and notes into gold should eu'eed anticipation, or if 
it was found expedient to hold a larger gold reserve thlOughout, or if the sales of siher had 
to be spread over a longer period than proposed. In any casE', it would seem from the 
ealculations in the note annexed to this paper that a scheme framed on the lines of 
Mr. Denning's note would entail, apart from the transitional expense, a permanent charge, 
which may be conservatively put at about Rs. 3 crores per annum and might in certain 
eircumstances exceed this amount. India is not a country that can afford luxuries. The 
administration is held up on all sides by paucity of funds; wt it is Feriously sugge>;ted 
that India might be asked to incur, for the purposes of supplying curlency which would 
perhaps largely go underground, a high capital loss and a I'ubstantial r('curring charge. 
The currency authorities in the United Kingdom have formed the view that it is inexpedient 
to reintroduce a gold circulation into the United Kingdom, a relatively rich country 
habituated to such a currency before the war, the fact being t1lat such a currency would be 
difficult to obtain in present circumstances and wonld l)e too expensiw.- Can India afford it? 

One point in the Indian memoranda calls for further remark with reference to tIle ('ost 
question. By reconstituting the Paper Currency Hesene with a lower proportional backing 
of real assets and l'educing the nOll-interest hearing propOltioll of those assets, it is "ought 
to lessen the cost of introducing a gold circnlation. Guless the reduction of the real assets 
and the non-interest bearing amonnts are themselves made feasible by the intlOduction of a 
gold circul~tion, it does not seem correct to regard the"e factors as a source of saving. 
Obviously, if the leal assets are excessive under to-day's conditions and admit, either in the 
aggregate and/or as regards non-interest bearing amounts, of safe reduction, then the 
apparent saving from associating the reduction with the introduction of a gold circulation 
is to that extent illusory. 

Alleged defects of pre-war system. 
The difficulties in the way of the scheme are formillable enough and ultimate success 

is problematical. Before the Government sets its hand to so plecarious a taRk, it is nece>;sary 
to examine closely the grounds 011 which the new depa11nre iH deemed desirable. 

• cr. paras. 42 and 43 of Report of Committee on the Currency and Bank of EngloDd Xote i8su.,., Cmd. 2393 1925. 
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The proposal to make gold the principal metallic medium of the currency apparently 
arises from a desire to remove what· are described as .. the main defects of the pre-war 
cun'ency and exchange system," which are referred to in the remarks below:-

<A.) ··'The maintenanC8 of the 'system WaB dependent on the price of Bilver remaining at IJUCh ajigurtJ 
that the bullion value 0/ the "tpee was nut Mgher than ,ts exchange value." 

, The stabilised I,. 4d. rupee, whose effective life covered about 20 years~ undoubtedly 
witnessed remarkable economic progress in India, and, apart from the confusion caused by 
the war, there seems no reason to doubt that it would have endured to this day. The war 
broke down the gold standard in countries where it appeared solidly established, and it 
certainly cannot be assumed that if India had been on a gold standard with gold currency 
when the war began she would have fared better than she actually did. Had India been 
on lIuch a standard, and had it been possible or expedient to maintain it (regarding 
which some remarks follow), she would have been exposed to the full violence of the 
oscillations of gold values during the war and post-war periods. It is reasonable to hold that 
any rise in the plice of silver to a point which would threaten a lB. 6d. rupee would almost 
certainly be due to a catastrophic depreciation of the purchasing power of gold, and would 
be an element in a general rise of prices of an untoward kind. The evils of rising prices 
in the case of India were discussed by the Babington ~mith Committee (paras. 47 and 48), 
and have been recognised fully in the conduct of recent exchange policy by the Government 
of India. It might well be that, if the economic history of 1914-20 were repeated, India's 
policy ought in her own exc1usive interest to be directed to staving off some of the effects of 
gold depreciation by a modification of her exchange. 

It should also be noted that, with 150 crores still in circulation, whether the rupee is 
unlimited legal tender or not, a rise in the price of silver above the bullion value of the coin 
might in certain circumstances create a aituation resembling that which occurred during 
the war. 

The fact that the Is. 4d. rupee was broken in the late war is not to be regarded so much 
as a defect of the gold exchange standard as of a defect of gold as a basis of value at the 
mercy of Governments which, at a time of national emergency, may be constrained to sacrifice 
curreucy ideals nonnally held dear. Assuming that gold is the best practicable standard of 
value that the wit of ITIan has hitherto found it feasible to adopt, it must be recognised that 
it is not perfect and that no country can escape from the risks of these imperfections whether 
its standard i:3 based on a gold chculation or on the maintenance of its exchange at a fixed 
gold parity without such circulation. It is perhaps worth observing that the introduction 
of a gold currency in circulation militates against the power to promote stability of internal 
prices at exceptional times when gold prices may be undergoing violent disturbance. In sueh a 
case action would presumably take the form of the suspension of the obligation to buy gold 
at the Mint par and the conversion of the stamhrd coin into an over-valued gold token. 

(B) .. The rupee wus in reality linked to sterling only, and the system ceased to be a gold exchange 
standard as Sf/on as sterling d.epr6C1ated." 

When, as in pre-war days, gold and sterling were synonymous, and the Government of 
India was under an obligation to receive gold coin at a fued price, it seems difficult to. 
contend that the rupee was linked to sterling only. The second part of the statement does 
not appear to amount to more than an assertion that when sterling depreciated, the authorities 
for a time did not, in fact, endeavour to dissociate the rupee from the fortunes of sterling. 

But some further observations seem required. 
(1) If, for purpose of illustration, the rupee had beeu linked to the dollar at a fixed 

ratio, and it had been possible to maintain this ratio during the war years and 
subsequently, it may be asked whether India would have benefited thereby. 
Adherence to the fixed ratio would have exposed her to the extremes of the 
fluctuations in the purchasing power of gold, and would ha\"e prevented the 
Government of Imha from affording such relief as it has now been possible to 
afford by permitting the rise to Is. 6d. gold. The argument may, perhaps, be even 
more clearly appreciated if one imagines what would have happened if the monetary 
policy of the United States of America in 1920 had" been directed towards the 
maintenance of the then level of gold prices. 

(2) In framing a permanent currency policy for India it is suggested that due weight 
must be assigned to the probable identity in the future of sterling and gold. 
The special character of Indian external trade, which is mainly financed in sterling, 
gives force to this consideration. 

(3) If India had enjoyed a gold standard based on. a gold circulation at the outbreak 
of war, it is open to question \\"hat her subsequent policy would have been. When 
the -t'XistenC'e of the Empire was in jeopardy and India's own future hung in the 
l)alance, would it have been consistent with India's own interest to have sought 
to add to the drain on the limited supplies of gold available when its conservation 
was ,a yital matter for the purpose of employment in foreign quarters? If, under 
some national stress or emergency, sterling were again to become divorced from 
gold, the action to be taken by India cannot be prejudged. but would have to be 
determined in the light of the actual circumstances. - . 
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(0) "A fall in the rate of exchange wa~ prevented by the sale 0/ Reverse Counuls, Imt GOlJel"lllllent 
were under no statutory oiJltgattOIt to take such ucetO"." -

'I'he pre-war exchange system admittedly did not impose on Government a statutory 
obligation to redeem local currency by payment of international exchange. This however 
must not be interpreted to mean that the Government is not prepared to unJert~ke formai 
and public commitments on the subject. (Compare announcement iSl:!ued. in l'onnection with 
Babington-Smith Committee's Ueport.) This point is referred to in the last paracraph of the 
Memorandum No.5 on "Hemittances," and the remedying of the" defect" Jo~ not involve 
the removal of\its unlimite, I legal tender quality from the III pee or the promotion of a gold 
circulation. 

(D) .. When exchange dropped to the lower gold pomt, there was no automatic decreflse in tM currency 
tendtng to strengtlum exchange, but SI/'Lh decrease depended on tlte action 0/ Gover1l7nmt." 

It is well understood that under the gold exchange Rtandard the employment of the Gold 
Standard Reserve in connection with the sale of reverse Councils for the support of exchange, 
or the use of the sterling assets of the Paper Cun-eney Hesen'e for replenishing the Secretary 
'0£ Rtate's balances, involve a corresponding cun-ency contraction in India. It is a legitimate 
question to ask whether this view was embodied with due formality in the currency 
constitution, but there is no reason why, under the gold exchange standard, the same 
influences for contracting the currency should not be brought into operation as under the 
gold standard in the ordinary accepted sense of the term. 

How far the element of discretion inherent in the Indian system as hitherto applied is 
open to criticism is not so clear. It is part of accepted theory that contraction of the 
internal circulation should be the regular sequel of withdrawals of sterling from the reserves, 
and an exception would presumably only be made owing to some such oven-iding com,ideration 
as the danger of creating an excessive stringency in the Indian malket.· 

Under the gold standard, continued losses of gold by the Bank of England force it to take 
steps for a general contraction of credit in order to protect its reserves, but it is pel haps a 
matter of opinion as to how far action can be regarded as "automatic." The stage at 
which measures are taken rests WIthin the discretion of the Bank, and jt is obvious also 
that the course of events depends in part on the readiness of the large lenders of money Dot 
to counter the policy of the Bank by, for example, decreasing the cash ratio on which they 
conduct their business. In fact, it is hardly possible to conceive any system based on 
credit that is purely automatic. The efficient working of the gold standard depends, as 
did the efficient working of the gold exchange standard, on the wisdom and Judgment of 
those in authority. This is apparent not only from recent events in Europe, but also in a 
noteworthy manner from the actil1n of the Federal Reserve Board in America, who haTe had 
to take special steps to prevent a great influx of gold from exerting on prices its normal 
influence. 

(E) "As the currency reserves were dtt'orced f1'om tlte banking resert'es, effective regulatton of the 
money market was imposstble." 

The implications of the observation will be refen-ed to in another connection. But in 
any case the so-called "defect" presumably is due to the fact that the note issue was 
controlled by the Government and not by the banking authorities. It is not traceable to a 
gold exchange standard as such. 

If an attempt is made to summarise the above comments regarding the five" deFects" 
of the gold exchange standard, it would seem fair to say that (E) is a separate issue 
concerning the character to be given in present circumstances to the functions of the Imperial 
Bank; that as regards (C) and (D! there is nothing in the gold exchange standard as such 
which precludes the reproduction of conditions con-esponding to those applying to the gold 
standard as ordinarily understood. (A) and (B), which are conllected, are obviously suggested 
by recent experience examined through war-tinted spectacles. The removal of" defect" fB) 
does not require a gold circulation. " Defect" (A) is theoretically inherent in any token 
coin. The problem it occasioned during the war arORe not from a defect of the gold 
exchange standard, but from an imperfection in gold as the basis of value. Indeed these 
two so-called defects in the gold exchange standard were altogether latent before the war, and 
no practical question would probably have now emerged in regard to them were it not for the 
experiences of recent years. 

It is, of course, light and desirable that wllatever CUllellCY system is given to India, it 
should be made proof against eventualities, so far as these are within the range of reasonable 
contingency; but the war, with its devastating effects on cun-encies generally, undermined 
even the basis of the gold standartl. III laying down a currency constitution for India, due 
weight should be attached to the altogether exceptional character of the war period. 

On a review of the main considerations involved it is suggested-
(1) that from the point of view of the interests of India the objective of a gold 

circulation and a limited legal tender rupee is wrongly conceived, and that the 
scheme would, in all probability, fail to achie\'f' t<; purpose; 

* Compare the position that arose in 1920 in the penod when an attempt was being made to give effect to the 
recommendations of the Babington.Smith Committee. 
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!2) that the arguments directed again-;;t the gold exchange standard do not justify the 
rejection of the general currency scheme which served India well before the 
war; and 

(3) that the drawbacks inherent in the scheme for a gold currency altogether outweigh. 
any possible benefit to be anticipated from its promotion. 

If avoidable risks are taken by the authorities and needless expense on what would be 
::a serious scale is incurred, India might too late have cause to appreciate the warning of 
the opening lines of Dr. Leydell's " Ode to an Indian Gold Coin" :-

" Slave of the dark and dirty mine! 
What vanity has brought thee here? 

How can I bear to see thee shine 
So bright whom I have bought so dear? .. 

Pre-war experience suggests that, if India must for long years to come have a full legal 
t.ender metallic circulation, the requirements of the country, including the desideratum of 
stability, can be met by an appropriate development of the gold exchange standard. To 
suggest that the only way of remedying the deCects in the pre-war currency system involves 
the reduction o~ the rupee to a limited legal tender and the foreing of a gold circulation is to 
ignore the funrJamentlll causes which led to the breakdown of the gold exchange standard in 
the com se of the war. 

NOTE. 

The generallesult of the scheme for introducing a gold currency on the lines suggested 
.by ~Ir. Denning appears to be as follows;-

(Figures in crores af rupees.) 
Gold Real value. 

G. of I. Sterling Groos note Standard of aggregate 
Gold. Silver. securIties. secuntles CIS clllatJon. Reserve. assets 

Assets of Government, 
-.-

30th /:!ept. 1925 . 29''1 90'1 43 26'7 189 5 53 154 5 
A.sets on completion 

of scheme . . 56 9 00... 42'6 189'5 99'5 
----

Loss 55 
• Valuing sihl/r at 24d. per oz. and Government of Inrua securities at mI. 

The transaction has invoVlTed the exchange of Rs. 200 crores of silver for gold. It is 
·postulated that the 8a1e of silver has produced Rs. 100 crores gold, leaving a deficiency 
.()f Rs. 10 crores needer. to meet the public's demand for gold exchange. This would reduce 
the Gold Standard Rq",erve to Us. 43 crores, which IS required to raise the gold and steding 
holdings in the Currency Reserve from the initial to the ultimate amount. The balance of 
the loss in the reserve (Rs. 90 -43 crores) is made good by writing up the Government of 
India's debt to the l'cserve from Rs. 43 to Rs. 90 crore.;. 

The loss shown in the table above-namely, 55 crores-which is the true capitalloSB, 
represents the 55 crores of ~ssets which the Government of India will have sacrificed in 
giving the public 110 crores of gold in return for rupees, which on sale as silver will realise 
55 crores only. It is claimed in the Memorandum that the new system can be safely worked 
with this reduced quantity of assets, that a part of the reduction of total assets can be 

-effected by diminishing the holding of mewl, and that there is no effectifJe loss except iB so far 
. .as the interest-yielding assets also have to be reduced Thus Mr. Denning, as shown in the 
foregoing figures, puts the reduction of interest-yielding assets at about 31 crores and the 
resultant loss of revenue, talOng ~nterest at 3 per cent., at 112 lakhs per annum.-

The argument seems to a'llount to this; that a scheme of expenditure need not be 
reCl'arded as costing money if thE' fnnds to metlt the expenditure are readily available and are n(rt at the moment yielding any returu. There are at present some 40 crores (nominal value) 
of temporarily redundant rupees still held in the l'aper Currency Reserve as the remanet of 
the last period of depression. To this extent the present metal holding is excessive and could 
safe~· be replaced as regards rupf'es 40 crores (nominal amount) by 20 crores (in real value) 

.of interest-bearing securities obtained by selling the surplus rupees, and by substituting 
20 crores more of new Book Debt. But this, if it were wortht doing at all, could also be done 
,vhile retaining the present system. Thus the proper compmison to be made in regard to the 
interest-bearing assets under either sy8tem is one between (a) those now held plus an additional 
20 crores and (b) those which would be beld on a gold standard system. On the postulates 
of the MemOlandum the difference would be 57 crores. 

_ • It is not proposed to analyse here in detaIl Mr. Denning's estimate of tIle loss iu the transitional period. Examination 
• of the process, however, suggests that the fil!"llre wIll materially exceed hIS estimate of Rs. 165 lakhs. 

t Whether it would be a paying speculatIOn to effect the replacement is a matter of judgment and calculation. It 
BOlems lIkely that the los8 on sale of sIlver now and repurchase lawr when iurther silver was agam required for currency 
purposes would outweIgh the interest gained in the meantime. 
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As the securities,in the Gold Standard llesen'e, amounting to 53 croref', at pre<;ent yil'ld' 
~ri average 1,"eturn of about 4t per cent., the rate of interl'st for the purpose of calculating 
fIle loss entailed ill sacrificing 55 crores can hardly be taken at less than 4 per Cl'nt. The 
annual loss may thus be put at 2;\- crores a year, of which I! crores, is interest now being 
earned and contributing to the balancing of India's budget, and the remainder 'Would 
accrue ,as the rupees now f;urplus 'were gradually sold and replaced by investments. 

TIlls underst~tes the potential interest loss, as rupeeR absorbed by the public in the 
ordinilry course will be taken not at their bullion, but at their nominal value. The 40 crores 
of surplus rU1\ees thus represent potential earning power of an additional 40 crores of sterling 
investments, assuming that the holding of gold remains unchangedY When the bilver 
holding is reduced by absprption to Rs. 50 crores, the reserves of Government would be 
as follows ;-

(FIgures in crores of rupees.) 

189 5 29 7 50 

Stt'rhng G 'of I I 8~~I~g I ~:!::~ 
secUrItIes. 8ecUrI~ie8. 8ec~I"8. a~ 

66'S 43 sa 119'8 

Gross 
CIrculation. Gold. SIlver 

The interest-yielding assets amount to Rs. 119' 8 crores as compared with Rs. 42' G crores 
under the Gold Currency scheme, i.e. an excess of Rs. 77 crores. If interest on Us. 53 
crores is taken at 4 per cent., and on Rs. 24 crores at, say, 3 per cent., the aggregate 
interest loss works out at about Rs. 2t Cl·ores per annum. 

Something must also be added for loss in respect of future profits on coinage. These 
accrued from 1900-15 at the average rate of It to 2 crore8 a year, and though a Circulation 
of 150 crorest of rupees will itself need maintenance, the future loss froUl diminished 
profits may be taken at t to t crore a year. On the whole, the permanent loss to India as 
the result of adopting a scheme for putting (?) 50:1: crores of gold coin into circulation can 
scarc,ely fall short of 3 crores a year, besides an indefinite and incalculable amount depending 
on the extent to which the promotion of a gold circulation checkR the futUIe natural growth 
of the note issue (0£. para. 54 of Chamberlain Commission Report). . 

Sir B.. Blackett in his final Minute (paras. 22 and 23) alludes to two possible methods of 
"reducing the cost," viz. (1) a silver import duty and (2) the operation of the reconstituted 
Paper Currency Reserve on a smaller metallic basis ann therefore a larger basis of intereb1-
yieldl11g securities than that suggested in Mr. Denning's Memorandum. The suggestion 
that a new tax (and in passing, it may be noted, a very controversial tax) can reduce 
expenditure is rather odd. The tax will tend to obscure the true cost of the scheme, i e. the 
enhanced sums receIved fo1' the sale of rupee-silver in India will include an element "hich 
IS properly to be regarded as import duty. 

As regards Sir B. Blackett's second expedient, there is, of course, wide scope for 
dIfference of opinion on such questions as those of the total strength of a currency reserve 
or Its distribution between coin and investments. But those who would favour a complete 
departure from conservative precedent in propounding a scheme for a Paper Currency 
Reserve for India; under a gold standard might, it is thought, find equal justification or the 
same departure in connectIOn with a gold exchange standard. It is difficult to maintain 
tJlat a reserve,' which has to support a gold cunency and indirectly a still considerable 
rupee currency as well as the additional risk of a turn-over from notes to gold, 'will not be in 
need of velY great strength and liquidity of resources. As has been previously pointed out, 
there, is no true saving attributable to the project of a gold circulation in running the new 
reserve on a smaller body of resourcns if the same thing could be done with equal safety, 
or no greater risk (according to the point of view), under the present system. 

There is, of course, an element of true economy in a gold currency in so far as it 
produces, by the return of !Zold coiu from circulation, the gold for providing sterling credits 
in times of depression. The point opens up a rather wide question, but it will perhaps 
suffice to note here the very great probability that, with rupees circulating to three times 
the value of gold and being, as compared with the gold, "bad money" rather than" good 
money" (to use the terms of Gresham's Law), any metallic returns of the circulating medium 
will 'be predominantly in the form of rupees. 

, * The process may be illustrated by comparing the position of the Paper ClllT9ncy Reserre on 30th September 
1925 and 2:!nd January 1926, as below .-

(Gold and sterhng securitIes are valued at Rs 131 = £1, and all figures are in crores of rupecs). 
Gross Note Rupee Sterhng 
CIrculatIOn. Gold SIlver. secuntles seCUrItIes 

30th Sept. 1925 189 5 
22nd Jan. 1926 190 8 

29 7 
29 7 

90 I 
82 4 

43 O§ 
4O·0§ 

§ Balancmg figurt'. 

t About two·thirds of the present estlBlated rupl"e CIrculatIon. 
J: Out of 110 crores of gol!l to be issued the first 50 or more are to be m bullion fonn. 

26 7 
38·7 
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APPE~DIX i2. 

'Memorandum No •. ~, on "Transfer of the Note, Issue to the Imperial 
Bank, and connected 2uestions," submitted by Mr. C. H. Kisch, 
C.B., Financial Secretary, India Office. 

The following memorandum ,'clatPB to Ihe sel/eme for Ihe future regulation of the 
• paller cUrl'me!! 011 Ihe flFBumption that Indi.a ('onti11lres on a gold exchange 

Btdndard, as se~ out in l)aras. 7-10 and 16-18 in Mr. Dellning's memorandum. 
--------

1. It may he accepted that, unleils the existing Government note ibsue is replaced by a 
bank note iRsne, there is relatively little to be done in the way of relieving Government of its 
reRponsibilities in regard to currency control or of increasing the duties of the Imperial Bank 
ill ('onnection with the Indian CUITency ~ystem. When the Imperial Bank was established 
in 19:!1 it was not at the time within the scope of the scheme of the promoters of the 
amalgamation, or of the Oovel nment of India, that the Bank should become a bank of issue ;" 
but assuming that the Commission are hatisfied, from the evidence taken in India, that no 
untoward consequences are to be expected from the replacement of a Government note by 
a ~ank note, the way is open to a number of possibilities. 

2. The following points of principle may be noted at the outset :-
(1) Apal t from any conRiderations arising ont of the exceptional conditions of India, there 

are decided ad"antages, subject to proper safeguardil, in relieving the Government of India 
of certain direct responsibilities ill lespect of currency management. 

(2) The Imperial Bank is not a Central Dank in the sense in which this term is ordinarily 
understood. The main business of the Imperial Bank is undel'stood to be concerned with 
ordinary commercial banking operations throughout India, and the recent large increase in 
the number of its branches, which is a sequel of the amalgamation, emphasi"es this aspect of 
its business. 

The question has two sides :--
(a) From the Government.'s point of view it is necessary to be satisfied tbat the Bank 

will be proof agamst the possibility that the discharge of its duties towards regulation of the 
currency may be affected by its interest as a trading organisation working for profit. 

(b) From the point of view of other banks in India, Government must consider whether the 
Bank competing for business throughout the country is to be placed in such a paramount 
position t,i.9 t.l. vis its C'ompetitors as must result from the control of the note issue in addition 
to the holding of the Government balances. 

In this connection it is worth while to refer to the part. that the Government balances 
play in the conduct of the Bank's business. 

Statistics are included in Appendix I showing the assets and liabilities of the Imperial 
Bank at the end of each quarter since its constitution in January U,21 and monthly since 
January 192!l, an(l percentages are included in the last three columns showing the proportion 
of casll to liabilities, the proportion of Government deposits to cash, and the proportion of 
public (i.e. Government) deposits to other deposits. The high proportion of the public 
deposits to other deposits during considerable periods in 1924 and 1925 should be noted. 
The statistics may be compared with con-esponding figures for the Bank of England in 
Appendix II. 

lt will also be observed that the amount of the Government deposits has tended at times 
to form an exceptionally high percentage of the Bank's cash, and on numerous occasions in 
the course of the last 12 months the Bank's total cash has been substantially lower than the 
amount of the Government deposits. 

The question arises whether it is practicable and expedient in the present-day Indian 
,economy to provide fol' the creation of a Central Bank in the strict sense, that is a bankers' 
bank, entrusted with Government balances and the note issue, engaging in rediscount. 
busines3, authorised to b 11Y and sell securities or bullion. but generally not. competing with 
other banks for ordinary business. The creation of such a Bank would presumably involve 
a splitting of the functions now discharged by the Imperial Bank. It iF. suggested that the 
Imperial Bank with its established position is the best, and perhaps the only possible, organ 
for promoting the development of banking llabits throughout India. If it is to continue its 
pioneer work as a commercial bank, the natural course, assuming that the difficulties can b('t 
.overcome, would seem to be in tIle direction of creating a new Rerrerve Bank, which would 
take over the central banking duties now discharged by the Imperial Bank along with any 

• In refelTIng to this question iu 1921 the Government of India remarked: "'Vhen a stable policy 
has been ~volved. and. curren~y conditions bave settled d.own, an~ w~en the manngem~nL of the Papel' 
Currency In Indu!. WIll COD!!Ist of a more or less routIne applIcatIOn of authol"ltatively established 
principle'!, then we think that the employment of the Bank as our agent ill this matter might well be­
favow'a.bly considered.,J 
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additional banking and currency functions now Jischarged by Government that mar b~ 
deemed suitable for transfer to the Bank. The constitution of Imch a Dank would naturally 
have to provide tor the due safeguarding of Government's intereats. 

The memoranda prepared by officials of the Government of India do not refer to any 
possible developments on the lines alluded to in the preceding observations. The rE'marks 

. that follow have therefore heen drawn up on the hypothesis, apparently assuIIled in the 
Indian memoranda, that the general character of the Imperial Bank will 110t be materialh. 
changed. • 

(3) Owirlg to the dual character wllich the Imperial Bank would have if, without any 
substantial change being made in its functions, it were entrusted with the control of the 
note issue, it is necessary to ensure that the Government should have an effective voice in 
regard to the higher financial policy of the Bank, though the management of its day to day 
business would continue to rest with the Bank's officers. 

The adequacy of existing arrangements in regard to Gm"ernment intervention (tide 
section 14 of Agreement with Bank) will no doubt be considered. The Governor-General in 
Conncil i~ ~ntitl~d to issue instructions to the Bank in respect of any matter vitally affecting 
the finanCial polIcy of Government or the safety of Government balances, antI the representative 
of the Government of India on the Board at present has a right of suspensory veto in regard 
to any action prejudicial to G'wernment's interests under the above-named heads. This 
should, of course, continue, as should also the provision that the managing go\-ernors are to. 
be appointed by the Governor-General in Council after consideration of the lecommendations 
of the Central Board and should hold office for such term as Government directs. The 
management of the note issue might pClhaps be specifically mentioned as one of the subjects 
in regard to which Government should be entitled to issue instructions to the Dank. 

A further suggestion may be mentioned in this connection. Present indications point to 
an increasing association between the important Central Banks for the purpose of controlling 
the value of gold through their credIt polIcy. India, as- a creditor country with a large power 
for absorbing gold, is an important factor ill the case. Liaison has already been established 
between the Bank of England and the Imperial Bank through the Advisory Committee in 
London. It might help the interests of Government If eontact were establIshed between the 
Secretary of :::Jtate in Council and the Advisory Committee. 

(4) It appears necessary that whatever arrangements are made regarding the function" of 
the Imperial Bank in respect of the note issue, they should not have the effect of impair ing 
the freedom <)f Government to deal with its own balances as it thinks fit. There aJ e stlOng 
objections to attemptmg to tIe up the Secretary of State by an advance monthly programme 
or anything of the kind. It seems cardinal that if Government deposits funds at a bank it 
should m a general sense be free to deal with those deposits as it thinks fit. Thp action to he 
taken in regard to remittance of Government balances from India to England cannot be 
forecast with any accuracy for any length of time ahead, and if the exchange amI other 
circumstances are favourable it must be open to the Secretary of State to require remittances 
to he made to London as he deems expedIent. It appears impossible for the Secretary of 
State, who has constitutional and statutory responsibilities, to be satisfied with an obligation 
undertaken b:y a bank, however eminent, to keep him supplied with funds. The commitment" 
whIch the Secretary of State has to meet in London to holders of India sterling debt and 
others are his commItments, and it is desirable that the Secretary of State should retain in 
hIS hanus the power to arrange his finance as hI' thmks expedient in the light of ever-changing 
circumstances. . The question of the agency for the transfer of funos from or to India is of 
course an entirely distinct issue. 

(5) There appear to be strong arguments in support of the, iew that the Gold Standard 
Reserve should be maintained as a sepal ate fund in the hands of Government. The Secretary 
of State, who under the existing constitution is re!'ponsible to Palliament for the good 
government of India, enjoys statutory bOlTowing powers, which may be brought into play in 
the ultimate resort in the discharge of his duty as custodian of the Indian exchange. It 
would seem scarcely consistent with his present responsibilities that he should hand over the 
control of the reserve, which must be employed for the support of the exchange, to another 
authority. Further the policy to be pursued in regard to the remittance of Goyernment 
balances from and to India, in regard to which it is suggested that the control of the 
Secretary of State sneuld be beyond question, has a close bearing on the exchange and the 
responsibIlity for its maintenance. 

'fhis line of reasoning accords with the view regarding the scope of a State' Bank, 
expressed in the annex to the Report of the Royal Commission of 1913-4 (p. 78), that" the 
custody of the Gold Standard Reserve and the ultimate responsibility for the maintenance of 
exchange must remain, in the most direct manner, with the Secretary of State." 

(6) The conversion of the Government note issue into a bank note issue, and the general 
modelling of the Indian exchange arrangements, so far as may be, on the lines familiar in 

'*' It is worth noting in this connection that the Secretary of State's balances in London earn interest, 
which in recent years has amounted to about £400,000. The existence of this important source of 
revenue will doubtless not be overlooked in any proposals that may be made in regard to the Home­
'TleaSury balances. 
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thir. country', must not be allowed to obscure not only the difference between the character of 
the Imperial Bank and the Bank of England, but the difference between London and Indian 
monetary conditions generally. An alteration of Bank rate in London sets in motion a 
number of powerful forces which influence the exchange and the level of internal prices. 
Owing to the organic unity I)f the credit system on which business is conducted in the 
United Kingdom. the reactionR of the Bank policy are at once felt throughout the country 
(and abroad); but in India, where the credit system is comparatively undeveloped, and the 
money market is les8 organic, changes in the Bank rate have not the same vital force.-" 
Presumably it is to this factor that the well-known difficulty of effecting deflation in India is 
ultimately to be ascribed. OccaSIOns may arise when this problem may have to be tackled 
,vith a high degree of independence and resolution. It is sugge8ted that the Imperial Bank 
will he fortified in taking the steps that may be necessary if the ultimate authority of the 
Government is adequately preserved. 

3. For the aboye reasons it is proposeJ, in discussing the scheme for the creation of a 
bank note issue for India, to distinguish, so far as possible, between the Bank's responsibility 
for the convertibility of the note and the Governmt>nt's responsibility for the maintenance of 
the exchange. It will now be convenient to refer to the different heads under which the 
scheme is set forth in para. 7 of Mr. Denning's Memorandum. On the whole, and subject 
to the comments that follow, the system outlined seems generally suitable and retains with 
appropriate changes the guiding factors which serve to secure exchange stability under the 
pre-war system. 

(A) Gold coin, ban" notes, and silver rupees to be unlimited legal tender.-The question of 
gold iA referred to below. 

(13) Governmmt to be under an cbligation to give gold coin in e:x:change tor gold bullion on 
payment of a seigniorage to cover minting charges.-Presumably this does not mean that. 
Government mnst maintain a stock of coined gold, but merely that it will undertake t{) 
convert bullion presentAd into coin. Such bullion if presented by the Imperial Bank would 
prt'sumably remain part of the Paper Currency ReSArve during the process of coinage. 

(C) 7'he Imperial Bank to be under an obligation to buy gold at a fiud price.-This 
reproduces t.he obligation formerly devolving on Government to give local currency in 
exchange for sOYE'feigns, the development being that local currency will be given in exchange 
for bullion to be coined as required under (B).t The amount of gold going to India would 
presumably be 'carefully controlled by means of the standing offer, made with the approval 
of Government, to sell rupees at a sterling price corresponding with the upper gold point. 

(0) Bank notes to be payable on demand in rupees or gold coin at the uption of the Bank, 
subJeet to the "ight of holders of notes of the denomination of Rs. 10,000 to demand payment 
in foreign e;x;change at a price ('orresponding to lower gold point.-The object of this provision 
appears to be to give the Bank an incentive to maintain the exchange value of the rupee, but 
there is something artificial in making a differentiation between one· category of note and 
others, and it is suggested that the necessary incentive to the Bank mIght be more­
appropriately given in another way, which would emphasise the fact that the ultimate 
responsibility for the exchange value of the rupee rests with Government, while the 
convertibility of the note is the responsibility of the Imperial Bank. The object to be 
aimed at is to secure that, as at present, the sterling (and if necessary the gold) ill the Paper 
Currency Reserve should be used for contraction of the circulation and thus indirectly for 
the support of the rupee, and that these resources, if thought desirable, should be drawn upon 
before recourse is had to the Gold Standard Reserve. It would seem that this aim would 
be achieved i£ the Imperial Ba.nk were placed under an obligation to Bell to the Go'\""ernment. 
o£ India, if they should so require, against payment in India, gold at par or sterling at lower 
gold point up to 11le limit of such resources in the Currency Note Resen'e.:t: 

(E) The Bank to be under an obligation to give silver 1'upees or notl'S on demand In l';x;change­
tor gold coin.-This is understood to mean that the option is with the Bank. 

• Compare Mr. J. M. Keynes, Indtan Currency and Finance, 1913 :-" The Presidency Banks publish 
an official minimuUl rate of discount in the same manner as the Balik of England. .As an affectmg­
influence on the money malket, the Presidency Bank rates do not stand, and do not pretend to IItand, in 
a. situation comparable in any respect with the Bank of England's. They do not attempt to control tile­
market and to dtctate wbat the rate ought to be; they rathe. follow the market, and supply aD index to­
the general position." 

t Prior tQ December 1906 the Government had been prepared to receive gold bullion in exchange 
for rupees. 

: The proposal would operate as follows :-Excbange, it may be assumed, reaches lower gold point_ 
The Government require the Bank to place, say, £1,000,000 sterling held in the Paper Currency Reser¥e 
at the credIt of the Home Treasury in London against a debtt of Rs Ii crores to the Government account 
in India. The Bank then wtthdraws from its cash balance Rs. Ii CIoores notes whIch are cancelled, thus 
effecting the appropriate currency contraction. The sterling would be sold, if exchange remained at 
gold export pomt, by the Imperial Bank, as the agents of Government, to remittel's, or would be avai~ble­
for meetmg the Home Charges. 

It appears unnecessal'Y' to contemplaTe the issue of drafts by the Impel-ial Rank payable in countries 
-outside Great Britain, as the UDlted Kingdom may now be presumed to be on a gold standard, and 
Indian trade is normally financed through London. 
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(F) The proposals lIr. Denning makes for the constitution (.f the Paper Currency Besel \·e 
are coloured by the idea of stImulating the use of gold in India. But tLe holdinO' of 
unnecessary gold is costly, and surrenders a large part of the advantage that India i~ in 
a position to derive from the dose aRsociation of her currency allli finance with stetlinO' now 
that the British £ is again on a gold basis. This question is referred to further in pUla~ 4. 

(G) The Gold Standard Heserve btamls at Rs. 5:3 crores, which would seem to be ade(luate 
for any reasonable emergenc!, as togethe~ with th~ sterling secUlities in the Paper Cuneney 
Reserve there would be available, assummg nothmg abnormal occurs before btabilis8tioll IS 

mtroduced~ Hs. 80 crores or mOl·e for the purpose of contracting the circulation and in!llleucing 
the exchange. . 

The .size of the reserve~ must presumably be hased o~ the view .taken of the pos,>iLle 
-contractlOn of currency (WIth, of course, an ample margm) that IIllght be requin'd for 
regulating the monetary supplies of the country 80 as to bring the internal price lc\ el into 
accOld with those of. other gold 8tandar.d countries. The figures given in para. 9 of 
)Iemorandum 1 regardmg currency expansIOn suggest that a normal avet·age of somethill'" 
under Us. 25 crores a year might be taken to represent the annual demand for fl{'~h 
-currency. The sterlmg securities, therefore, appear adequate, altogether apart frolll the "'0111 
to draw off three years' !1verage absorpti.on. Light is also shed on the problem by the fi';Jrt.~ 
<If the depOSIts In India of the Impenal Bank, Exchange Banks, and largpr Indian .JOlllt 
Stock Banks, which in recent years were as shown in the following table :-

Deposits in Banhs in India. 
Impenal Pl~nclpal J nchan E~challge 

YE'ar. Bank of India. Jomt Stock Banks. Banks Total 

Rs. Cl·ores. Rs Clores. Rs. Cl"ores. RH. CI·OI'tlI!. 
:U Dec 1919 75 94 5S·V9 74·36 209·29 

1920 87 05 71 15 74·81 :'!:~3·0l 

" 
1921 72 58 7(j·90 75·20 2:.!4·68 

" 
1922 71·16 61 64 73·38 206·18 

" 
1923 82·76 41,·43 68·44 195·63 

It is suggested that a far smaller deflationary influence than is repIe"ented by the "ale of 
anything lIke Hs. 80 crOles of reverses, would sutIice, in any circumstances that call Jea;..onaLly 
be foreseen, to readjust Indian currency and credit for the purpose of maintaining the l,arity 
of the internal price level with gold prices outsirle. Indeed it may be asked whether thl' 
'Contraction, which the present rpserves admit, could be effected without jeopaldl-.illg" the 
stabIlity of the Indian money market as a whole. '. It Will, in any caRe, be some years ]Jefore 
coinage or silver is again undCl taken, and if things go well in the next few yearR, the stelling 
assets of the Currency Note Reserve may be ex.pected to grow, in which case it woul!] 
prohahly be safe to use the coinage profits either in whole or part for the lednction 01· 

a\'oidance of sterling debt, a measure which conserves borrowing power and imlhectly arts ill 
support of the exchange.t 

tH) The proposcd arrangements for the supply of sih'er seem suitable. subject to the 
policy pursued at any particular time ha\'ing the apPlOval of the Government's representath'e 
-on the Boanl of the Bank. It is assumed that time would be allowe.l for coinage hefore the 
Bank demands rupees in :lxchange for the bullion. 

(I) The view has already been urged that the control of remittances s]lOuld continue ill 
the hands of Uovermumlt, and the question as to the method of effecting the remittances 1'1 

separately discussed in Mem,wandulll No.5. 
4. It is now convenient to l'onsider the reconst.itution of the resene on the a""Ull1ptioll 

that the rupee will he stabilised at h 6tl., and on the basis of the figures of 30th Septemher 
1925, used in the Tnuian memoranda. The Paper Currency and Gold !::ltanclard TIe:,en-e [oo,tood 
at that time as .follows :-

Gross 
cilcnlatlon. 

189·5 

(FIgures in Cl"orel of rupees.) 
(} of I. Stell in,," Gol<1 StUn/lard 

Gold. fhlv .. r. secuntles. • .. .,unties. Rpserve. 

29 7 90·1 43·0 26·7 53 
Pe,·centagc of gl'OS8 circulation. 

15·6 47·6 22·7 li·l 

This table assumes that the gain on revaluation of the gold anll stelling a<;sets in the 
Paper Currency Heserve will be applied to strengthening the weakest link, that j'l, the 

,., An interesbng 1,(J'ht on the deflation problem in India iR Rug,!!ehted by the figures of depo'ltil in 
IndIa in 1919 and 1920. The year ]920 was the year III wlllch the Government were I<eekin~ tAl 

-contract the currency, as far as pOSSible, by !lItles of reverses aggregating £55 nllihons. Yet the Balik 
depOSIts actually mcreased. 

t Cf· Sir H. Howard, p 30, App. I, Vol. lII, Appendices to Report of Babington Smith C;0mmittt.e. 
"' Possibly after a figure of £40 llnlhou'l has been reached, halF of auy sub.,equellt accretIOns coul.l 
profitably be dl\·elted to capital expendihll e, while when \I, £;)0 milliollR figure IS att&ined, it wonld HI 

my vie" be safe to utilise for capital expendIture all the receipts, wlIich would otherwise accrue t •• 
the Reserve." 
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Government of India flecurities, a natural operation which goes towards undoing the­
wliting-up of those securities when the reserve was valued on a 28. basis in 1920. 

There cannot be a question but that the reserve is of great strength. The metallic ratio 
exceeds 60 per cent. 'fhe sterling and gold form approximately 30 per cent. U the silver 
i!! valued on the basis of 30d. per oz. (standard), the real assets in the reserve represent nearly 
GO per cent. of the gross circulation. The silver holding is higher than is necessary, and it 
is worth considering whether steps should be taken to reduce it somewhat by gradual sales 
the proceeds being converted into stelling securities. In such a case the natural cours~ 
would he to finance the transaction from the Gold Standard Reserve to which the coinage 
profits were credited. But the strength of the Currency Reserve is such that as a Dew start is 
in contemplation it would be permissible to finance the loss by increasing the Government of 
India's debt to the reserve. Obviollsly the proportions ill which these two resources might be 
invoked offer room for different opinions. 

Ultimately, no doubt, as rupee absorption continues, silver ,vould have to be repurchased, 
aJl(I the question as to whether flome sales of silver would be expedient depends in the main 
on thA financial results to be anticipated. Thebe. it will be seen from the calculations in 
Appendix HI, turn largely on the difference between the selling and buying price of siher. 
It is, in a sense, a speculation in silver. On the whole, it may be doubted whether there is 
sufficient advantage, assuming that the rupee remains ~nlimited legal tender, in reducing the 
Government's holding by selles, and whether it will not he preferable to allow the present 
surplus to be reduced automatically by natural absorption. 

As regards gold, it is evident that so long as sterling and gold are synonymous, a gold 
('xchange stanuard could be worked with a greater or lesser amount of gold, or even with no­
gold at all as suggested in Sir Basil Blackett's scheme for a sterlmg exchange standard. 
If India is to contmue to hold some gold despite the cost, it must presumably be on the 
understanding that the gold is for use either for export in support of exchange or for issue as 
currency in the event of any unexpected crisis. By holding a certain amount of gold India 
pro tanto protects herself against a possible depreciation of sterling, and incidentally the 
holding of some gold would enable India in an emergency to give some support to sterling, in 
the stability of which she would have a tremendous intereRt by reason of hel' large invec;tments 
in sterling and the important'part that sterling plays in the trade of the ('ountry. Further. 
apart from any question of sentiment, to which due importance must be attached, the holding 
of gold by Banks of Issue is sanctioned by established practice, and has long been customary 
in the case of India. If, for these or other reasons, it is considered desirable that India should 
continue to hold gold in the Paper ClU'rency Reserve, different opinions may legitimately exist 
regarding the amount that should be so held. It is, however, suggested that the amount 
should be carefully l'egulated and that, except for the purpose of maintaining the statutory 
metallic ratio. India should not in present circumstances aim at holding more than 
Rs. 30 crores of gold, and that interest-bearing sterling securities should be regarded as the 
main backing of an expanded issue. If gold is to be available for issue as local currency it 
will be convenient that there should be minting facilities in India. The Babington-Smith 
Committee preferred thl'l sovereign to a specific Indian coin, but a new factor would be 
intI'oduced if exchange were stabilised at lao 6d., as at this figure the sovereign would not be 
equivalent to an integral number of rupees. On the whole practical considerations seem to­
indicate a specific Indian gold coin. 

In the light of the above observationR a possible scheme for the reserve might then be-
~stahlished on the following lines :- , 

(1) The minimum ll1etallic percentage to be ordinarily 40 per cent. of the gross circulation, 
and the fiduciary issue to be ordinarily limited to 60 per cent., the Bank 10 have the 
power to increase the invested proportion of the reserve to 70 per cent. on payment of 
a tax which would vary with reference to the degree of excess, e.g. 6 per cent. if the 
metallic ratio is less than 40 per cent. but more than 35 per cent., 7 per cent. if 
the metallic ratio is less than 35 per cent. but more than 324- per cent .. 8 per cent. 
if less than 321 per cent. but more than 30 per cent. 

(2) Of the metallic holding Rs. 50 crores to be fixed as the normal maximum .of silver 
rupees. It woul<l be necessary to allow the silver holding to exceed this ligule until 
the 'pr~sent surplus had been ahsorbed. I agree with Sir B. B1ackett that there is no 
need to prescribe a minimum fol' the silver holding, but it seems a question whether 
it would not be desirable to give the Bank a small share in the profits of the note 
issue in order that they might have some interest in avoiding an e'tcessive holding­
of metal-possibly by allowing a small percentage of the yield on the sterling­
investments beyond the initial figure. 

The metallic reserves would normally be located in India suhject to a reasonable­
margin of time for shipments. 

(3) Of the securities in the reserve the rupee securities not to exceed one-third of the gross 
circulation, the Government of India securities to be limited to Rs. 43 (') ores 

The object of this provision is to offer scope for the inclusion of an increasing­
quantity of suitable internal bills of exchange of short maturity if the rediscount 
market develops. 

The remainder of the securities to be short-term British or Colonial Government 
serurities expressed in sterling. 
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Assuming that the goM holding is lOunded up to Us. 30 crores and that silver ab"Olption 
proceeds, the reserve might eventually be expected to aSSllme the following complexion "hich 
allows for the replacement of silver by sterling secul'1ties :- ' 

Gold 
cIrculation 

189'5 

(Figures in cr01'e~ of rupees.) 
G. of I. Stel'hug 

Gold S,iver 8ecuntl~s secuntles 

30 50 

Percentage of groBs circulation. 
15'8 26'4 22'7 35'1 

Gold Stululnrd 
Reserve. 

This hypothetical change in the composition of the reserve would lead to an increa"e of 
.about Rs 40 crores in the earning assets, I epresenting an annual interebt gain of ahout 
Rs. 1 t Cl·ores. 

5. The ql~es.tio~ of the ,:strictions t~ be, placed on the exchange operati?l1s of the ImpPI iJ.l 
Bank of IndIa IS d~sc?ssed III l\'!r. Denmng s l\femor~ndu.m o? the aS8umptI.on that, suhject to 
proper safeguards, It IS approp1'lat.e to entrust what IS pTlmanly a commercial bank with the 
wide public responsibilities involved in the transfer of the note issue without making any 
material change in the character of the business it may undertake. It is obvious that the 
-control of the note issue involves the grant of permission to the authOlity controlling it to 
transfer funds freely between India and London, and there seems no reason in that caF.e for 
restricting the operations to one centre. From this point of view the words "in India" 
in (a) of the conditions set out in para. 17 of l\Ir. Denning's ~IemorandUln seem unnecessary. 

6. 'l'he question as to the method by which the Government should continue to obtain 
the profit& of the note issue, in the eyent of transfer to the Imperial Bank, is a matter of 
detail which is capable of solution along different lines. There will be practical difficulties 
in fixing a fair percentage to be paid by the Bank for a period of five years on the iIlYe!>ted 
portion of the reserve above the :fixed minimum which would be free in order to cOYer thE' 
cost of admimstration. Owing to the yariable character of rates of dic;count, any figure 
adopted for five years would almost certainly be to the detriment of une party or the oth£'r, 
and involve claims and counterclaims. The suggestion is offered that if tlH' matter is dealt 
with on theRe liner; the percentage rate for each ypar might be based on the actual rate of the 
previous year, and on the amount of seCUrities held dUling that year. 'l'his leaves oyer for 
settlement the question of the first year, which could easily be adjusted ex post facto in the 
ligh t of experience. 

7. Heference may here be made to certain banking duties p(,lformed for the Secletmy of 
State by the Bank of England. 

Under clause 23 (2) of the Govel nment of India Act, such parts of tlle revenues of India 
af; are remitted to the United Kmgdom, and all money accruing ill the rnited Kingdom for 
-t.he purpose of the Government of India, has to be paid into an account at the Bank of 
England. 

Uncler various East India Loans Acts it is provided that tIle legistf'rs of the loans should 
be kept either at the office of the Secretary of State or at the Hank of England. The'>e 
-Iegisters are now kept at the Bank of England. 

The custody of securities held by the Secretary of State is in the hands of the Bank of 
England. The Secretary of State has entered into agrpement& with the Bank of England­
{a) in respect of his balance and the printing of currency notes, the agIeement not expiling 
until 1929; and (b) in respect of the management of the Iudia stelling debt, the agreemf'nt 
-not expiring until 1930. The printing of noteE: will be transferred to India on the expiry of 
the agreement. The relations between the Secretary of State and the Hank of England are 
intimate and cordial, and the Bank is in a. position to lender, and has continuou,>ly 
rendered, inestimable services to Indian finance-services which only a hank of the f;tanding 
and authority of the Bank of England could render. 
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Date. 

----
1921. 

~8th Jalluary -
h.t Apl-il - · 
ht July . -
aOth Septem hel' • 
30th Decembt'1' -

1922, 
31st March · 30th Jllne • · 
29th SeptelJl bel' • 
~9th Decemher • 

1923. 
30th Mal'ch · 29th June· · 
:!::lth Heptem bel' • 
2Sth Decell1beJ' • 

1924. 
28th March · 
27th .1 ulJe • · 26th Septelllhel-' 
26th December • 

1925. 
, Oth ,Tsnuary 3 
2 
2 
1 

7th l"ebl'llIwy 
7th Mal~'h . 

· · -
· 

capital and Publ~c raid-up I \ 
feser,':' d(·POSltS. 

RII.laklls_ RII.laklls. 
7,20'00 7,96'50 
8,:J:3'61 a_a6'77 
9,18'85 20,15'48 
9,42'08 8,49'51 
9,54,'03 6,79-99 

9,64'07 20,07'79 
9,64'18 1O,69-9.J. 
9,74'24 1:1,:36'10 
9,74-39 14,01'93 

9,fi5'00 20,t·:J-17 
9,85'00 12,:37' 77 
9,97'50 li>,1.i9·0r, 
9,97'50 8,l:h;0 

10,D7'50 26,02-45 
10,07':)0 21.4:J·12 
10,20'00 24,23 21 
10,20'00 9,77'9:> 

10,aO'Oo 17,69'75 
IO,HO-OO 2:1,:n -04 
W,30'00 26,14 .{·6 
lO,aO'OO 26,30' 4.J. lit May . 

~ 15th May . • 10,aO'Oo 
• I 1O,~JO '00 

28,96'31 
6th Jl1l1U -

1st J Illy • · 
8th Augul!t · 
uri Ootuuel- -
Oth Ootobel' · 

2 
3 
2 
2 
3 
2 
2 

7th November. 
5th Deoember· • 

22,45'76 
10,40'00 24,80'61 
10,4-0'00 20,91'66 
10,~O'00 8,3H'29 
10,40'00 8,1O'~4 
10 .. W 00 8,11'11 
10,40'00 5,37'76 

ApPENDIX 1. 
The Imperial Bank of India . 

LIABILITIES. 
AS~l<rs. 

I \ I 
Loans loli.cd- Securities \ Caoh \ nills dl.-\ Mist..,l-

Otber I agalltst 'l'otal. couotedaud 
deposits. llUlldl8. laneou8 and loana. credits purchased. Janeous 

RII.lakhll. Rs lllkllS'1 Rs.lakhll RII_lakbll. H,,_lakhs Rs_lakhs. Rs.lakb!l. Rs,lakhs, 

76,43-40 - 26-80 91,86'70 35,22'24 19,45'66 7,54,9iJ 259-00 

7403'48 - 51-26 88,25-12 29,65'98 22,09-64 9,77'30. 2,57'76 

70:83'9~ - 1,82 32 1,02,00-60 29,61-35 22,03'14 12.87 52 \ 2,79'0;' 

tl3,75-1!1 - 1,44'7:1 1,03,11-51 39,56 84 23,17-59 8,03'3:3 2,63'04 

64,90-62 - 2,29'36 83,54-00 31,12'18 25,25'83 1(),30-39 3,29'76 

57,08'44 2,00'00 1,21 90 90,02'20 2R,4:3 23 29,13-51 9,02'42 2,95-44 

62,91l'84 -- 2,21'41 91,52'37 2:3,21'(0 26,23·9.J 4,09'26 3,45'73 

73,18'93 - 2,27'42 98,56 69 27,97'54 26,71'92 4,22'10 2,92-35 

55,89'42 - 2.3.J.·66 82,00-40 28,92 95 28,77 4,') 5,50'22 3,:31 &3 

5:1,61'86 -- 1,92-2_1 85,92'26 28,28' 22' 31,30 -3.~ 8.86'03 3,03 47 

68,28 08 - 1,91-67 92,42'S2 24,85'981 2!l,64-02 5,41 27 4,10'89 

7~9-28 - 1.08'41 I,OS,64-2.J. 27.85 10 30,55'2:J 4,70'62 ~,13 61 

72,3;)'51 8,00'00 1,89'47 1,00,36'28 33,08'84 35,t::tl 01 10,33'25 4,03'69 

71,20'50 12,00'00 1,10'28 1,20,.J.O· 73 39,02 12 4a,07'24 15,39'48 4.,71'60 

74,13'57 - 2,:n'95 1,07,96'14 !-l3,04'92 41,93'61 6,00'62 5,42-86 

7a,58-44 - 1,07'57 1,09,09' 22 32,91'32 37,66'85 5,7~'06 4.48-13 

72,29'16 2,00'00 2,01'51 96,28'62 32,09 46 31,55' 7& 10,45-90 4,35-73 

69,72'59 4,00'00 69-28 1,02,41'62 :32,79 48 32,09'34 15,71 19 3,49 17 

68,27'41 8,00-00 90'07 1,10,78-52 34,92'80 35,80'22 19_18'29 3,49'22 

69,51 70 8,00'00 1,17'39 1,IS,13 55 38,00'45 34,99'22 18,67'33 4,12 86 

68,69'96 6,00'00 1,73'51 1,13,03'91 40,16'81 37,59'11 12,47'05 a69'40 

68,74'41 - 1,98'31 1,09,99'Qa 38.08 67 36,8a'98 »,92' 78 2,97'31 

73,77'94 - 2,16 30 1,08,70'00 3:3,46'92 30,51'66 6,50'31 4,22-93 

7S,75-72 -

I 
78'82 1,11,75 1;j 29_06 80 27,49'27 4.87':.12 :{,46 08 

75,33'09 -- 87'18 1,07,51' 9:1 28,90' 57 27,86'92 4.48 63 :~,5:1 OJ 

79,0;.!·I:l - 1,07'e9 98,8H 31 29,95'74 29,14'3:~ 4,18.IS 3.69 47 

74,.J.7 -66 - I 1,:l6 '11 94,::14-71 30,;j·t 91 29,;i.J.·HO 5.(i4-'()0 I :1,6_3' SO 

74,18'02 -
I 

1,5;J'2:1 1)4,24 a6 ,31,l.J. 96 :n,96 49 " 62")91 a,90' 71 

73,45'54 - 1,97'85 91,21 15 :n,41 -H :34,34 41 4;56 9:1\ 4,06'41 

at 1. ) 
~ - .. -"'it 

Peroentage Per-
Pcr- of pubhc ceotago 

\ 

Clelltagto of (Uoveln- of pubhc 
('ash to ment) dep08ils 

Casb. 'rotal_ habihtIes del",,"lts to other 
to cash. dl'l'O"it •• 

Rs_lllkhs_ Rs.lllkhR. Percent_ Percent_ Percellt. 
27,04 -85 91,86'70 :U'~4 :49'a 10-4 
24,U-U 88,25'12 aO-21 22 2 7-a 
M,69'54 1,02,OO-CO 37-38 58'0 ~S'J, 

29.70- 71 1 1,03.11-51 :n-70 ~H-6 10'1 
13,55'81, 83,54'00 18-32 ~O'l 10'5 

I 

20,47'60 90,('2'20 25'47 98 ° 35'2 
33,91 85 91.52'37 41-42 49'3 20'5 
36,72 78 98,50'69 41'34 ~6'4 IS-3 
11),47' 8:> 82,00-4.0 21 42 VO'S 2:>-1 

14,44'21 85,92-26 18'98 142 2 38'3 
28,40-36 92,42'52 34'39 ~:1'6 18'1 
39_3ll' 6.::! 1,05.64 24 ·n·ls :·l!}·S l\J'9 
17,04'49 1,00,36'28 18 ~5 47'7 112 

1~,02'29 1,20AO 7a 16-·t9 14:1-0 :~6 5 
21,54'13 1,0796'14 22'CO 1)9'6 :.1S-9 
28,29'86 1,09_09'22 28'61 f5'6 ;{2 9 
17,81'80 96,28'62 2069 54'9 1:1-5 

18,:12'44- 1.0241-62 19 89 V6 6 ~5·4 
17,37'99 110,78 52 17'29 13.J.-0 :~4'1 
19,33 b9 1,15,13'55 1'S-44 135'0 :{7'6 
]9,11 54 1,13,('3' 91 :tS'IiO 137 5 ~;8'a 
21,64 29 1,09,99'03 21'71 133'8 42'1 
33,98'18 1,08,70 00 :34,'53 ! (;6'1 :';0 5 
4,(U';)'78 1,11 ,7,') '15 4(;'2.1 !l:~-O :~2'~ 
42,72'130 1.07,51' n:1 4.1 fJ9 49 ° ~7·tl 
:n,90'39 98,1'18':1] to '05 ~()·a w-o 
2.J.,96-;)0 94,:H''il ~lJ'73 -S~ :> 109 
21,5H'91 94,24,':16 :til' 761 37 5 lO-!! 
16,81'96 91,21 15 20-81 '32'0 7 3 
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ApPENDIX II. 

Bank of England. 

Percentage Perc~ntage 
Percentage 

Date, \ PublIc Other Cm,h (notes of pubbc of public 

deposits deposlts, and com), of C&bb to depobits to deposits to 
habihties, other cash, 

depOluts, 
I . 

1920. £ (millions) £ (millions) £ (millions) Per cent, Per cent, Per cent. 

15th December - 19'4 126'1 14'0 9'6 138':} 15'4 

1921. 

16th March - - 18'9 107'2 18'6 14'8 101'3 17'6 
15th June - - 15'9 131'1 19'3 13'1 82'2 12'1 
14th September - 15'1 129'5 21'6 14'9 695 11'6 
14th December - 13'8 140'9 22 1 14'3 62'6 9'1 

1922. 

15th March - - 18'9 115'6 25'5 18'9 74'3 16'4 
14th June - - 17'7 110 1 25'4 19'8 69'9 16'1 
13th September - 10'4 ]13'4 23 8 19'2 43'7 9'2 
13th December - 10'1 114'8 22'7 18'2 44'5 S'8 

1923. 

14th March - - 15'6 109'5 24'3 19'3 64'4 14'3-
13th June - - n'o 108'8 23'2 19'3 47'4 10'1 
]2th September - 15'7 106'5 23'3 19'0 67'6 14'8 
12th December - 11'6 116'9 21'5 16 7 53'9 99, 

1924. 

12th March - - 19'3 105'6 22'S 18'2 84'5 

I 
183 

11th June - - 10'7 122'3 21'S . 16'4 49'2 8'S 
17th September - 10'4 111'7 24'0 19'7 41'3 9'3 
17th December - 10'6 108'8 22'8 19'0 46'4 9'7 

1925. 

14th January - 11'7 117'9 22'2 17'1 52'6 9'9-
11th February - 9'6 115'1 23'5 lS'8 40'8 8'3 
11th March - - 13'7 110 5 24'2 19'4 56'1 12'4 
15th Aprll - - 14'8 110'3 21'1 21'6 54'5 13'4 
13th May ,. - 17'4 102'2 25'8 21'5 67'6 17'1 
17th June - - 13'4 109'6 31'4 25'5 42'6 12'2 
15th Jnly - - 12'6 115'2 3S'2 29'9 33'0 10'9 
12th August - 15'7 110'7 38'8 30'6 40'0 14'2 
16th September ~ 17'4 111'0 37'3 29'0 46'7 15'7 
14th October - 8'5 103'4 32'-5 29-0 26'0 8'2 
18th November - 15-1 106'6 26'2 21-5 57'6 14'2 
16th December - 10'7 118'3 20-4 15-!) 52'5 g'O 
, 
I 
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ApPENDIX III." 
(a) Hypothetical rellnIt of selling Rs. 15 crores lilver until reporchase of same amoont is nectlsbitdted 

in order to keep silver reserve up to Rs. 50 crores, normal absorption being taken at Rs. 7 crorel! per 
annum. It will be IIeen tbat in the sixth year there is a 10111 of £927,000, against which interest receIpts 
amount to £631,000. The sale plice of "ilver is taken at :JOd. per standard ounce and purchase pi ice at 
;J4d. per IItandard oonce, 

Period. 

Stock 
at be. 

ginnlOg 
of year. 

POn.hB8C8 at 34d 
Rale. at :lOd, per per Btandard 
standard 0111100. AbBorp. ooace. 

-------'-R-II-. ""':'-i -R-II- Rs. I £, I Re. £ I 
'I crores. crol'es. crores. millIonsl Cl'Ores millionsl 

tion. 1-----1 I 
Amoontlproceeda Amount Cost. 

- 90 7 5 12'323 -

-, I 6786 7 5 2 
323

1 - - i 7 5: 2'323 - - I 

'1540 7 - 31'579 ',I 5500 7 - - 7 3'685 
7 - - 52632 

I 

let year . 
2nd year . 
3rd year -
4th year -
5th year , 

6th year -

Stock 
at end 

of year. 

RII. 
crores. 

78 
66 
:,-J, 
50 
50 
48 

Net 
proceeds 
(salea­

purchases). 

£ 
millions. 

2'323 
4'646 
6'969 
5':J90 
1'705 

-'927 I 
I 

Year'. 
interest 
on net 

proceeds 
lOt 3 per 

cent. 

£ 
millIonI', 

070 
'139 
'209 
'162 
'051 

!-'li!~-I-
(b) By taking the I'ale price of l!llver a.t 28d. and purchase price at 34d, a loss 

is shown of £1' 395 millions againllt interest receipts of £575,000, 
in the bixtll year 

lat year 
2nd year 
:Jrd year 
4th year 
5th year 
6th year 

90 
78 
66 
54 
50 
50 

.. 
I 

7 
7 
7 
7 
7 

, Sales a,t 2&1. 

I '""" 
5 I 2'167 
5 2 167 
5 I 2'167 

I 3 
7 
5 

1 579 
3'685 
2'632 

78 
66 
54 
50 
50 
48 

One rupee contains 1~~ standard ounces of silver.-

(i) Value at 28d. per fltandard ounce = £0'04335. 
(ii) " 30d. " " = £0'04645. 

(iii) .. 34d. " " = £0'05264. 

2'167 
4'334 
6'501 
4'922 
1'237 

-1'39.5 

'065 
'130 
195 

'148 
'037 

'575 

If it is assumed that Rs. 15 Cl'ores of flih'er were sold in the course of a few years at ail 

ave1age price of about 29tl. per standard ounce, the amount realised would be approximately 
Rs. 9 crores, leaving a deficiency of about Us. 6 crores which might be made good by 
increasing the Government of India's securities in the reserves to Rs. 46 crores and l)y 

.drawing on the Gold Standard Reserve for Rs. 3 crores. 
The result of such an operation on the reserves is shown in the following figures :-

Gross 
"Iroll Illtlon. 

189'5 

(Figures in crores of rupees.) 
G. of I Sterling Gold Standard 

Gold, Silnr. secunties. secontles. Reserve. 

30 46 38'4 50 

(Percentage of gr08s circulation.) 
15'8 39'6 24'3 120'3 

While, howe\·er, silver bullion was being sold, the absorption of sih·er currency may he 
presumed to be continuing independently, and for pUlpose of illustration it may be postulated 
that its place has been taken by sterling securities. In this case the resene would present 'the 
following aspect :-

Gross 
clI"Clllation. 

(Figures in erores of l"ttpees.) 
G. of I. Sterling 

Holtl. Silvera securIties. secunties. 

30 50 46 63'5 

(Percentage of gross cireulation.) 
15'8 26'4 2·J,J 33'5 

Gold Standa 
Reserve. 

50 

The real assets are Us. 6 ClOres lower than in the final table of para. 4, as there 1S no 
-question ill this case of a lo~s on the disposal of silver. 

• See also Appendix 7S (B). 
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APPENDIX 73. 

Memorandum No.5, on "Remittances," submitted by 
Mr. C. H. Kisch, C.B., Financial Secretary, India Office. 

The method of effecting the remittance f.rom India of funds required for the purpose of" 
meeting the n~eds of the Home Treasury raises a number of points which melit attention. 
The AppendIx to tlus Note sets forth the position as it has developed in recent years. 

2. The system of buying stelling in India, introduced in 1923 to supplemE'nt the sales 
of CouncIl drafts, wluch had necessarily to be sold under different conditions from those 
prevailing before the vlar (vide Appendix), was adopted with reference to special conditions 
when the rupee was linked neither to gold nor sterling at a fixed rate and was a currency 
with a widely fluctuating internatIonal value. On the re-establishment of an effective gold 
parity the :range of fluctuation wIll be limIted between upper and lower gold points, and so 
far as the question of an undesirable up-rush of exchange is concerned (which was the 
origin of the introduction of purchases of sterling in India) it will be an essential element 
in the exchange system that tenderers of gold should be in a position to obtain rupees 
without limit at the new panty, and/or that rupees should be available against payment in 
sterling at a price corresponding with the upper gold point. 

3. It is suggested that a satisfactory scheme for Government remittancelJ must satisIy the­
following tests'-

(a) It should be so framed as to give Government the prospect of obtaining the bebt 
price for the rupees sold, consonant with market condItions. 

(b) It should comply with the legitimate mterests of those engaged in financing 
Indian trade. 

(e) It should be so framed as to prevent as far as possible the financial transactions of 
Government from becoming a subject of controversy. 

4. In considermg the systems of CouncIl sales and purchases of sterling as hithel to 
effected, it is important to determine the following two issues :-

(1) Are publIc interests better served by a system of open competitive tender or l)y 
operations of which the intended extent is not announced in advance? 

(2) Are public interests best served by operations in London or in India, or in both? 

5. In so far as Government has to remit funds for its own purposes, it is in the position 
of any private remitter, and if tills were a complete description of their pOSItion there would 
seem to be 110 reason why GovelDment should regard itself as being under any restrictions 
in regard to its remittances, either as to place or manner which do not apply to the ordinary 
trader. 

6. The object of a system of public tender is to safeguard the interests of Government 
by securing the freest competition for the rupees on offer, and there does not seem to be 
any convincing reason for thinking that private discretionary operations, of which the 
intended extent is not announced III advance, would, over a prolonged period, produce any 
better result as regalds the rate at which. I'upees are sold. It is reasonable to suppose that 
th.e sale of rupees on the scale neceRsitated by the needs of the Home Treasury must, in the 
long run, have a simIlar effect on the market whether these sales are conducted publicly 
or privately, and in so far as publicity tends to reduce the speculative element, sales by 
public auction should make for stability in the exchange. 

7. In considering this question of public and private operations, the observations in 
para. 5 have a special relevance. The position of Government is not that of an ordinary 
remitter owing to the fact that the volume of its transactions give it a pleponderating part 
in the determination of exchange tendencies at any particular moment. The proportion 
between the volume of the Government of IndIa's exchange operations and the aggregate 
of transactions in the rupee-sterling exchange is probably a unique feature in thp. relation of 
any important Government to the exchange market in its currency. These considerations 
give those engaged in Indian trade a claim to know the action that GO"ernment is taking 
in regard to exchange operations much in the same way as the business community in the 
United Kingdom are given immediate information regarding movements of gold to and from 
the Bank of England. 

Though on the whole the system of purchases of sterling appears to Jlave worked 
smootLly so far as bade interests me concelned, there have not been lacking signs that the 
absence of publicity is regarded as a de£ect.v In tJ,is connection reference may be made 

'" Cf. remal'ks 'by lfr. V. A. Graham at meeting of ASSOCiated Chambers of Commerce, Calcutta .. 
reported in StateS'T/wn of 16th December 1925. 
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¥l the following report of some remarks made by the- Chairman of the Eastern Dank at thfl 
annual general meeting of the Bank on 20th March 1925 :-

.. Referring to the question of exchange, it is necessary to mention a new factor 
which had presented itself in connection with the recent operations of the Indian 
Government. Formerly, Council drafts were BOld on this side, and the amount to be 
offered was strictly limited. Of late, however, as a result of prt'ssure in India, the 
Government had purchased sterling on the other side as well. There would be no 
serious objection to that provided the Government publicly announced beforehand 
the amount to be purchased during a fixed period. No such announcement. however, 
was made; the' Government came into the market from time to time, sometimes even' 
from day to day, and then suddenly withdrew entirely, thus causing the greatt'st. 
uncertainty as to their future course of action. He had the greatest respect for 
Sir Basil Blackett, who so ably administered and controlled the public finances or 
India, and he was quite satisfied that the practice initiated by him, with the full support) 
of many distinguished Indians, was designed, in the view of Sir Basil, to achieve the 
best ultimate result for India. He would point out, however, that when exchange 
operations attained a magnitude so greatly in excess of the actual requirements of the 
Government, so far as (,ne was able to judge, there was an element of danger to 
commercial transactions exposed in such circumstances to factors outside the knowledge 
of the exchange banks, who could gauge the requirements of trade and commerce, but 
were quite unable to foreshadow the action of the Government in the exchange market . 

. He hoped that the Government would COli sider the advisability of adopting for their 
purchases in India a procedure similar to that followed in connection with the sale of 
Council bills on this side." 

Again, the financial correspondent of the Times of I ndiq. makes the following renuuks 
in the i"sue of 23rd May 1925:-

•• The opinion prevails in banking circles that Government should announce e,·ery 
morning the purchases of sterling made the previous day and that movement of public 
funds should not be kept private. It is contended that the sa.les of Council bills are 
made immediately public, and that the same procedure should be followed in the case 
of purchases of sterling. the rate and amount of purchase being made public the day 
following .the purchase." 

8. Sales of rupees by open competitive tender place all panies in the same position and 
are a safeguard to Government against. any possible question in regard to their extensive and 
predominating exchange operations. On the other hand, to operate in a more or less private 
manner may, on occasion, invite comment· and endanger the full confidence that IS a vital 
asset to Government in its financial transactions. 

9. Experience has shown that E>terling remittances can be effected at satisfactory rates 
on an extensive scale either in India or in London. U the view is held that it is desirable 
that remittance operations shonld be conducted by open tender, with the publicity 
characteristic of the sales of Council drafts, the question of the seat of operations has to be 
considered. Two points may be noted: (I) Sales in India:'; involve the correlation of 
demands from various centres remote from each other and the headquarters of Government. 
This eannot be aR simple or expeditious as the receipt and disposal in London of tenders 
from the head offices of the Exchange Banks and other leading institutions and firms 
generally situated in close proximity to the Bank of England. Further, in the case of 
Council sales in London, rupees are not issued until the Secretary of State in Council has 
been paid in sterling. In the case of purchases of sterling in India, the rupees are credited 
before the sterling has been paid O\'er to Government. It is therefore necessary to discriminate 
in such purchases, and the area of competition is thus not so wide as in London, where 
drafts are open to tender by all without distinction. 

10. Heference may here be made, to the measures required when exchange weakens to 
the lower gold point-a matter on which som~ further observations are offered in para. 4 
of the note on the futuro control of the Paper Currency. The Royal Commission of 1913-4 
advised that the Government of India should make a public notification of their intention tq 
sell bills in India on London at a price corresponding to the lower gold point, whenever they 
were asked to do so, to the full extl'nt of their resources. This view was endorsed by 
the Babington-Smith Committee, who also approved the practice of offering telegraphic 
remittances, as was first done in connection with certain sales at the outbreak of the war. 
The Committee recommended (para. 62 of Report) that the Government of India should be 
authorised to announce, without previous reference to the Secretary of State on each occasion, 
their readiness to sell weekly a stated amount of Reverse Councils (including telegraphic 
transfers) during periods of exchange weakness, the rate being based on the cost of shipping 

• It is worth I1Jentioning thbt !lales of sterling by the ;Excha.nge Banks in India, as hithe~ 
conducted, are understood norma.lly, or at any rate on occasions, to involve the payment of" commission 
by the seller to a broker. This does not Imse in the case of sa.les of rupees through the medium of 
Council drafts. 

G 
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gold from India to Lonnon. In the announcement issued by the Government of India on 
2nd February 1920 (see page 11 of Memorandum 1), effect wa~ given to this prop0sal 
in the following terms: -" Tn accordance ''I''ith the Committee's recommendations the 
Government of India will, when occasion requires, offer for sale stated weekly amounts of 
sterling reyerse drafts on the Secretary of State for India {including immediate teleg'laph 
transfers)." It is desirable that the present Hoyal Commission should consider whether the 
decision embodied in the above quotation sufficiently ensures that the exchange value of 
the l:"npee will be maintained at ,the a:ppr~pria~e level. 'The pr,oper wor~ing of the gold 
-exchange \standard, as deyeloped III IndIa, lmphes that rupees WIll be obtamable at a price 
corresponding to the upper gold point without limit, A complementary condition for the­
perfect working of the system implies that remitters should be able to obtain gold or 
sterling exchange at a price corresponding with lower gold point, also without limit. Hitherto 
Government have not taken upon themselves this last responsibility, and so long aa the offers 
()£ sterling (or gold) at any time are limited the restriction on the amount may result 
in the market rate of exchange falling below the correct parity, An opPOltunity for 
l'econ!lidering this question is presented by the imprm'ed prospects of economic stability 
in conjunction with the present strength of the gold and sterling reserves, of \vhich the 
amount on 31st December 1925 was as follows :-

£ 
(q,) Sterling securities in the Paper Currency Heserve (nominal value) - 29,285,000 
(b) Sterling securities (market value) and cash in the Gold Standard Reserve- 40,000,000 
(e) Gold in Paper Currency Reserve in India - - 22,318,000 

Total - - £91,603,000 

The amount under (a) consists entirely of British rrreasury Bills, Present-day policy 
aims at maintaining the Gold Standard Reserve in a high stage of liquidity, and of the 
amount under (b) £9,045,000 represents British Government securities with matwity not 
exceeding in any case three months, whereas the balance of the reserve is in the form of 
securities with ready illarketability, It would mal'k a definite advance on the pre-war 
position if the Commission see their way to advising that the time has come for Government 
to announce its readiness to sell reverse drafts without limit at the price corresponding to 
gold export point. In such a case the arguments for holding the reserve in a highly liquid 
form would derive increased cogency. 

ApPENDIX. 

Recent developments in the system of Government Remitta.nces. 

Before the war the main method by which the Secretary of State was placed in 
funds was by sale by open tender of Council drafts~ (that is, drafts on India) at 
the Bank of England. Subject to mooifit.:!ations necessitated by war conditionR, as 
d~scrib~d in the Babington-Smith Committee's Report, the same system was 
maintained during the war. Hemittances were occasionally effected by the shipment 
of gold from India, but thA amount of such shipments was small, and one of the 
objects that the Secretary of State kept before him in regulating his drawings was to 
avoid the necessity and expense of gold shipments. 

The history of the sale of Council drafts will be found in Appendix VII to the 
Report of the Royal Commission of 1913-14, and a ('opy of the regulations of 1915 
(containing the pre-war conditions) and of 1924 (the latest form) are reprinted as 
Annexure A to this note. 

The rules now in force differ in two important respects from those in force 
before the War. First, they do not provide for the sale of intermediate drafts 
which were habitually sold, if required by trade, between the regular weekly 
auctions. Intermediate drafts were suspended in December 1916, and no question 
of their revival could arise until the resumption of the sale of Council drafts 
in January 1923. (Since the resumption the placo of intermediates has been taken 
by purchases of sterling in India as explaineJ below). Secondly, there is no 
provision for the sale ot rupees without limit at a price corresponding to upper gold 
point, owing to the abnormal exchange conditions under \vhich sales have be£'n 
recently conducted. 

During the period of stable exchange, the system under which Council drafts 
were sold in London satisfactorily met the needs of Government and trade, and it ig 
noteworthy that the fundamental principles on which the system was conducted 
'were not called into question either by the Royal Commission of UH4 or by the 
Babington-Smith Committee of 19U). (Sep para. 61 of Report.) 

• In this note, unleRs the context otherwise requirei, the term .. draft" should be understood .:a 
includmg telegraphic tram,fers. 
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2. In considering the question of the methods by which the funus required by the 
Secretary of State for the discharge of hili liabilities should b~ drawn from India, it 
is llecessary to distinguish between the abnormal conditions of the last fe\v years 
,and the situation IJ,S it may be expected to be when the rupee again has an effective 
stabiliRed intcI1lational value. 
. J3etween the date of the publication of the Ba'Qington-Smith Committee's Hepurt 
aud January 1923, there were no sales of Council drafts in London, as explained in 
para.]O QI"Memorandum No.1. When the Secretary of State decideu in January 
1923 tQ reopen sales, market conditions were uncertain, anu the question of 
regulating remittances so as to admit of Aubstantial drawings from India, and at 
,the !lame time avoid unsettling trade, gave rise to much consideration. It was then 
decided, at the instance of the Government of India, to supplement the weekly 
sales of Council drafts by purchases of sterling in India, rupees being sold by 
the Government of India, through the Imperialllank, to the Exchange banks against 
telegraphic transfers of sterling to be placed to the credit of the Secretary of State in 
London at the Bank of England, via the London office of the Imperial Bank. The 
extent of the proposed remittances by sterling purchases in India, or the rates at 
which Government was prepared to effect them, were not announced ill advance, nor 
were tenders invited. Government's operations were discretional, the guiding 
principl~ being to secure remittance on a substantial !Scale, and at the salDe time to 
avoid, as far 8S possible, excessive fluctuations in the rate of exchange.r ... 

3. The following table exhibits the amount of remittances in the years 1922-23, 
1923-24, 1924-25, and for the first, nine months of 1925-~6, distinguishing between 
amounts draw~ by Council sales and by purchases of sterling :-

TABLE. 

REMITTANCES BY THE GOVERNMENT OJ!' INDIA '1'0 THE SECRETARY OF STATE FOR INDIA 
SINCE 1922-23. 

Sales of bills 
Purchases of 

Purchases by the 
aud telegraphic Secretary of State 

Year. transfers on India sterhn~ in India of proceeds of loans Total remittances. by the overnment raIsed in London 
by Secretary by Indian public 

I)f State. of India. bodies, 

-----
£ £ £ £ 

1922-23 - 2,G70,026 70,000 2,126,~1O 4,766,236 
1923-24 - - ~,7:~8,705 13,100,000 1,302,959 23,141,664 
1924-25 - - 7,579,162 . 33,191,000 700,000 41,470,16:! 
1925-26 (9 months)- Nil 37,566,fiOO Nil 37,566,500 

-

From January 1923 to December 1925, the total remittances effected by purchases 
of st.erling amounted to £33,927,500 while the corresponding figure in respect of 
remittances by Council drafts (including sterling taken ovel' from Indian public bodies 
borrowing in London) was £23,017,100. In this connection two points may be noted: 
first, when exchange movements have been wide and market prospects uncertain, it was 
considered iuC'onvenient to maint.ainoffers of Councils unless conditions definitely pointed 
to an active demand lor rupees at rates that commended themselves to' Government. 
Council drafts were sold during 6 weeks from January to March 1923, 31 weeks 
in 1923-24, and 17 weeks in ]924-25. Secondly, it was decided in October 1925 that, 
for t.he time being, remittances should not be effected below the rate of 18. ulG"d. 
(a figure corresponding closely to upper gold point on the basis of a Is. 6d. gold 
rupee), and to meet all demands for remittance that might be forthcoming at this 
figure without making any binding announcement on the matter. Under these 
conditions the normal competitive element inherent in the tender system \"ould be 
lacking and there would have been no point in instituting any formal offer of Council 
drafts. Under pre-war conditions the then standing offer of unlimited Councils at 
upper gold point would have operated (vide para. 11 of Annexure (i). In these 
circumstan<;es on the ~lst Octob~r the Secret~lry of State addressed the following 
,te.legram to the Government of IndIa:-

"A decision having been arrived at as to the rate at which Government 
remittances should be effected for the present, I have had under consideration 

• Copies of despatches exchanged between the Secretary of State and the Government of India. in 
1923 will be produced if the Commission so desire. 
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the question whether, in' accordance with practice in recent years lD the bllsy 
season, it would now be expedient to reopen sales of Councils. 

" The decision, however, not to remit below the definite figure of is. 6/~. 
for the time being, and, without making any public commitment to this effect., 
to meet all demands for rupees at this iigure, makes the position 'exceptional, 
and, as during the continuance of this situation the invitation for competitive 
tenders for Councils would lack reality, I have decided not to take any action at 
present. Should it; appear expedient at any time, the question will be 
recoqsidered. The general question of the most suitable methods under 
normal conditions of making remittances is, you will understand, left untouched 
by this deciilion. This is a mattet on which the Royal Commission on 
Currency will no doubt report. This refers to my telegram of the 14th 
00tober ., 

ANNEXURE. 

Sale of Bills and Telegraphic Transfers on India. 

(i) 1915 Regulations containing the pre·war conditions. 

In supersession 9f previous notifications, the Secretary of State for India in 
Council publishes ~he following particulars as to the ,methpd uf selling Bills and 
Telegraphic Transfers on India :-

Sale of Bills. 

1. The Secretary of State for" India in Council is prepared to allot on Wednesday 
in each week Dills of Exchange on the Government of India, the Government of 
Madras, or the Government of Bombay of an aggregate amount not exceeding that 
announced in a notice which will be previously exhibited at the Bank of England. 

2. Tenders for such Bills will be opened at the Bank of England on each 
Wednesday at 1 o'clock. 

3. Tenders must be made on forms whicl?- can be obtained on application at the 
Chief Cashier's Office at the Bank of England. They must be delivered. under cover, 
at the said office. 

4. Any tender may be for the whole amount shown in the announcement or for 
any portion thereof not being less than Rs. 10,000. The amount of the tender or 
tenders submitted by or on behalf of anyone person, firm, or company must not in 
the aggregate exceed the amount shown in the announcement. Tenders which 
appear to the Secretary of State in Council to be submitted _in direct or indirect 
infringement of this rule will be rejected. 

5. Each tender must state the rate of exchange at which the applicant is prepared 
to purchase a Bill or Bi1ls of the amount for which he tenders or any less amount that 
may be allotted to him. The rate of exchange must be p.xpressed in pence, or in 
pence and a fraction of a penny, per rupee; any fraction that is used must be either 
one thirty-second of a penny or a multiple of one thirt~'-second of a penny. 

, 6. In the event of two or more tenders being made at the same rate, and the 
.amount to be allotted being less than the amount of both 01· all, a pro rata allotment 
will ordinarily be made, subject to the condition that no Bill \Till be granted for a 
.less amount than Rs. 5,000. 

7. As soon as practicable after the opening of the tenders the result will be made 
known at the Bank, and the maximum amount to be allotted on the following 
Wednesday will ordinarily be announced at the same time. 

8. On Wednesday afternoon persons who have tendered will, on application at the 
Chief Cashier's Office, be informed whether any allotment has been made to them. 

9. Payment for Bills allotted on a W ~dnesday must be made on or before the 
following Tue~day. 

10. Those applicants to whom an allotment of Bills has been made will be 
furnished with a form to be filled up with the parti:mlars of the Bills desired, which 
must be left at the Chief Cashier's Uffire before 12 o'clock on the day preceding that. 
on which the Bills are required; the Bills will be delivered next day on 'Pavment in 
'cash not later than 2 o'clock. 
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11. 'In' addition to the tenders mentioned abovE' for' Dills to be allotted on: 
"\Yednef!llays at 1 o'clock, applications may be made on any Wednesday after the· 
-result of the allotment has been announcecl (but not later than 3 o'clock), ou Saturday· 
l>etween 11 and 12.30 and on any other clay between 11 and 3, at the Chief Cashier's 
-Office of the Bank of England for intermediate Bills drawn on the Government of India~ 
the Goyernment of :Madras, or the Government of Bombay. No pledge can be given 
that such applications will be complied with; but, if intermediate Bills are granted. 
the following condition will be observed, viz., that if, at the preceding allotment. 
Dills have been allotted to the full amount previously announced, intermediate Bills 
will only be granted at. rates e:l:ceeding by at least one thirty-second ~f a penny per 
r,upee the minitnum J>rice at which an allotment was made. If, however, the minimum 
price' has exceeded lB. 4'l~d. the rupee this condition will not bl;! enforced, as the. 
Secr<~tary of State in Uouncil is prepared to sel.I until further notice intermediate Bills, 
.at Is. 4id. the rupee. 

12. If an intermediate Bill is grallted Oll a Tuesday, payment must be made on the 
eame day; if a B.ill is granted on any day other than Tuesday, payment must be made 
.not later than the following Tuesday. 

Sale oj "elegraphic Transfers" Immediate" and" Defer1·ed." 

13. Applications Jor Telegraphic Transfers on the Government of India,. the 
'Government of .Madras, and the GovermDf'nt of Bombay, will be received on behalf of 
the Secretary of State for IndIa in Council at the Chief Cashier's Office at any time 
.between 11 and 3, except on Saturdays, when the hours are from 11 to 12.~O. Those 
·which are received on Wednesday before '1 o'clock will be opened at the same time as 
the tenders fur the' weekly aHotment of Bills; and. if transfers are then granted, the 
fact will be announced at the same time and in the same manner as the allotment of 
Bills. Transfers will be granted only in thousands of rupees. and in no case for less 
than one lakh; except that an applicant to whom a transfer has been granted at the 
time of the weekly allotment of Bills may be allowed an additional transfer of an 
.amount (in thousands of rupees) less than one lakh. provided that such additional 
transfer is paid for (at the price fixed Jor the 'time being by the Secretary of State·in, 
-Council) on the same day as t.he transfer originally granted. Applicants tendering .on 
Wedne:'!day befure 1 o'clock bot.h for Hills and transfers may, if they wish it, insert in 
1heir tender for transfers a reque5t that, if that tender be not sufficiently large to 
secure an allotment of one lakh of l'npees, it may be increased to the necessary extent 
by reduction of their tender for BIlls. 

14. If a transfer is granted on a Tuesday, payment must be made on the same 
day; if a transfer is granted on any day other than a Tuesday, payment must be made 
not later than the following TueE-day. 

15. The necessary telegram t.o enable the amount of a transfer to be issued to the 
recipient in India will be despatched on the day on which payment for the transfer is 
made at the Bank of England. Immediate transfers will be payable in India on the 
<lay following the issue of the telegram; deferred transfers will be payable 16 days 
..after the issue of the telegram. 

General. 

16, The sales of Bills and Telegraphic Transfers, and the rates at which they 
nave been made, will he from time to time announced at the Bank of .England, and 
the total amount sold up to date since the 1st of April, with the sterling realised, will 
be similarly announced on each Wednesday morning at 11 o'clock. 

17. The Secretary of State in CouDcil, while making this announcement is 
re~td3 the pra.ctice to be ordinarily pursued, reserves to himself the right of 
rejecting the whole or any part of any tender and of departing in any respect withou~ 
previous notice from the foregoing terms should circumstances render it t'xpedient. 

Special Notice. 

Persons or firm3 applying for Bills or Telegraphic Transfers are hereby notified: 
-that by virtue of the provisions of Acts 22 Geo. Ill, cap. XLV., Section 10, and 
41 .Geo. IlI., cap. LIL, every allotment of such Bills or Tele~aphic Transfers is 
made subject to th~ express condition that no ~Iember of the House of Commons be: 



ROYAL COMMISSION ON INDIAN CURRENCY AND FINANCE. 

~dmitted to any part or share therein, or to any benefit to arise there±rom.. The 
Statute does not apply to contracts entel'ed mto by incorporated trading companies ill 
then corporate capacIty. 

India Office, 
22Ud February 1916. 

(ii) 1924 Regula.tions (the latest form). 

The Secretary, of State for India in Council offers for sale on Tuesday,. 
~h September 1924, Bills of Exchange and Telegraphic Transfers (Immediate and 
l%1erred) on the GoV'ernment of India, to the amount of fifty lakhs of rupees, 
parable at Calcutta, Madras, Bomb-d.Y and Karachi. This and any subsequent sales. 
wiH~ until· further notice, be regulated by the following conditions. 

CONDITIONS OF SALE. 

_ ]. Dates of sales and the aggregate amount to be offered on each occasion will be 
announced in a notice exhibited at the Bank of England. 

2. Tenders will be opened at the Bank of England on Tuesdays at 1 0' clock. 
'rhey must be made on forms which can be outailled on application at the Chief 
Cashier's Office at the Bank of England. 

3. Any tender may be lor the whole of the amount shown in the announcement,.. 
or for any portion thereof which in the case of a Bill is not less than lls. ] 0,000, and 
in the case of a Transfer (Immediate or Deferred) is a multiple of Rs_ 1,000 and not 
Less than Rs. 1 lakh. The amount of the tender or teJ~der'J submjtted by or on behalf 
of anyone person, firm, or company must not in the aggregate exceed the amount. 
shown in the announcement. Tenders which appear to the Secretary of State in 
Council to be suLnlitted in direct or indirect inrringement of t14s rule will be rejected. 

4. Each tender must state the rate of exchange at which ,the applieant is­
prepared to purchase the amount ior whIch he tenders therein or any less amount 
that may be allotted. The rate of exchange must be expressed- in pence, or in pence 
and a fraction of a penny, per rupee; any fraction must be either one thirty-second 
of a penny or a multiple thereof. No announcement. will be made of the minimum, 
rate at which tenders will be accepted. 

5. Tenders for Immedjat~ Telegraphic Transfers will rank for allotment with 
tendero at 'l:Jd. lower for Bills and Deterred Telegraphic 'rraIisfers. When a pro rata 
allotment IS made, no Bill will ordinarily be granted for a less amount than Hs 5,000, 
and no Telegmphic Transfer for a lefas amount than Rs. 1 lakh. Applicants 
tendering both for Bills and Transfers may, if they wish, insert in their tender for 
Transfers a request that if that tender be not sufficiently large to secure an allotment 
of one lakh of rupees it may be increased to the necessary extent by reduction of 
theil' tender for Bills. 

6. On Tuesday afternoon tenderers will, on application at the Chief Cashier's 
Office, be informed whether any allotment has been made to them. 

7. Pavment for Bllls and Tlansfers must be made before tIl{' Tuesday next after 
the day o(allotment. • 

8. Applicants to whom an, allotment of Bills has been made will be furnished 
with a form to be filled up wit.h the particulars of the Bills desired, which must be 
left at the Chief Cashier's office before 12 o'clock on the day preceding that on which, 
the Bills are required; the Bills will be delivered next day on payment in cash not 
later than 2 o'clock. 

9. When a Telegraphic Transfer has been allotted the necessary telegram 
authorising payment in India on demand will be sent on the day on which payment 
for the Transfer is made at the Bank of Eng-land. Immediate Transfers will be 
payable in India on the day following the issue~ of the telegram; Deferred Transfers 
will be payable 16 days after the issue of the telegram. 

10. Subject to further notice no'" intermediate" Bills or Telegraphic Transfers 
",,ill be offered £01' sale by the Secretary of State in Council. 

H. The Secretary of State in Council reserves the right of rejecting the whole or­
ally part of any'tender, and of departing in any respeat without previous notice :from 
th~ foregoing terms should circumetances render it expedient. 
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SPECIAL NOTICE. 

Persons or firms applying ,for nill~ (II' Telegraphic Transfers are hereby notified 
that by virtne of the provisions of Acts 22 Geo. II!.. cap. XLV .. section 10, anl;l 
41 Geo.'III., rap. LT!.; every allotment of such Bill'i or Telegraphic Transfer~ is mad~ 
subject to the express cOndition that no Member of the Hpuse of COmmO!!R b~ 
.admitted to any' part o~ share therein, or to any benefit to- arise therefrom. The 
.statute does not apply to contracts entered into by incorporatp,d trading companies in 
their corporate capacity. 

INDIA OFFICE, 
~3rd September 1924. 

.APPE~DlX 74. 

Note submitted by Mr. C. H. Kisch, C.B., Financial Secretary to the 
India Office, entitled" Some considerations suggested by a review 
of the events of 1920 with reference to banking development 
in India." 

The year 1920 was in many ways exceptional in the economic history of India as 
it was in the case of other countries. The year saw the attempt to establish the 2 •. 
(gold) rupee, 'the revaluation of reserves on the new basis, and the eventual 
abandonment of the policy of active SIlPpOl"t to the exchange. 

The events of the year may usefully be studied with regard to the lessons they 
-can teach for future guidance. They bring out in a clear light certain difficulties, 
which, at any rate for a long time to come, may be expected t.o emerge if the Indian. 
-currency system is exposed to a severe tel';t. 

First, it is necessary to remove a source of complication, arising from the fact 
that the currency note reserve was revalued in October 1920 on a 28. basis. It i!;l 

.convenient, for the purpose of unravelling the facta, to reconstruct the paper currency 
reserve on a 28. basis in exhibiting the fignres for 31st December 1919 for purpose of 

.comparison with the position on 31st October 1920, when adjustments connected 
with the sales of Ueverses were completed. If this is done the constitution of the 
reserve at the end of HH9 and at the end of October 1920 compares as follows;-

lJate. 

:Ullt December 1919 

31st October 1920 

Difference . 

Paper Currency Reserve. (Rs. 15 = £1.) 
(Figure, it, lakhs oj RflpUS) 

Reserve. 

GrQSS note 
circulation. Gold. SlIver. Rupee 

Securities. 

British 
Government 
Secarities. 

~--- ---- -- - ~~ -- --~-- ~ ---~- -

Rs. Rs. 
1,82,91 26,47 

~ I 
1,59,58 23,75 

-23,33 -2,72 
I 

• Balancing figure. 

Rs. 
43,67 

59,41 

+15,74 

Rs. 
57,77-

68,07 

+10,30 

Ra. 
55,00 

8,35 

-46,65 

The actual currency contraction 
the change in the reserve was :-

Notes -

in the first ten months of 1920 as exhibited by 

- Rs. 2:3' 33 crores. 
Silver - Rs.15·74t " 

Rs.39·07 
" t The amount corresponds to the net return (R8.14·87 C1'Ore8) of rupees and half rnpees in tIle first 

nine months of 1920, as shown in Sta.temeut VIII of the Controller of Currency's Report for 1920-1. 

The decrease in the currency reserve gold holding of. Rs. 2·72 crores is not 
regarded as expansion, inasmuch as the gold \\ as not available £91' purposes of 

. currency. 
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The amount received in India in payment for Reverses sold in the period (JunualY 
to September) was Rs. 46'93 crores, and the net reduction in the gold holding replesented 
a contracting power of Rs_ 4'08 crores, on th~ approximate basis of the selling price 
of gold at the time. The extent to which these tranRactions desiderated cunenc,­
'.contraction was thus Hs. 51'01 crores. This may be compared with the actual 
:Contraction effected of Rs. 39 '07 crores as set out formally in the following table :---

Rupees l~ceived for sterling 
(Figures in Rs. crores.) 

Contraction effected 
Deficiency-sold - 46'93 

Net reduction of gold (at 
Rs. 15 per £) -- 4'08 

Contraction desiderated - 51'(1j 

Issue of ad h()c Treasury bills -
Adjustment for gold at Rs. 15 -
Difference between rupee 

receipts for Reverses - 46'93 
and sterling withdrawn 46' (35 

39'OT 

'28 
11'94 

5l'cn 

The sum of Rs. 11' 94 (say 12) Cl'ores represents iu effect an appropriation to 
Treasury of funds which, having been received from the public in exchange for­
sterling or ~old held in the reserve, should strictly have been appr0priated to th~ 
reserve. 

The figure may be regarded as roughly measuring the amount by which the due 
contractiou was avoided in connection with the operations of 1920. Still. it has to be 
noted that actually Hs. 39 crores of currency contraction was effected. 

The effect 'Of this deflat.ion on the banking position in India in 1920 may now oe 
'examined. The relevant figures of bank deposits and cash balances nre shown in thf 
tables that follow ~- ' 
. 

PreSIdency Banks. Exchange Banks_ Principal Indian Blinks. 

Date 
() -t I Cash_ Percent- D -t I Cash I Percent- D 't I Cash I PeN'.ent-

eposl S balances' age. eposl s. balances. age_ epOSl 8 b I I a ances_ age_ 

31st Dec_ 1919 - 75 9 23-6 

I 
31-1 74-4 

I 
30 40'3 59 12'2 20'7 . 

31st Dec_ 1920 - 87 26 
I 

29-9 74-8 
~ 

25-2 33-7 71-1 16-3 22'9 
! 

All Banks. 

Date_ Depo&its_ Cash I Percentage. balances_ 

31st December 1919 209-3 65'8 :n-4 
I 

3ht December 1920 - I 2a2-9 67-5 29-0 
I 

Here we may note :-
(1) that the aggregate deposits of the Presidency, Exchange, and principal Indian 

Joint. Stock Banks increased by Rs. 23t crores in the year 1920; 
(2) that of these Rs. 23t crOl'es additional deposits, about half accrued to the­

Presidency Banks, and hall to the Indian Joint Stock Banks, while the deposits of the 
Exchange Banks were practically unaltered; 

(3) that there was, a small decline in thE; cash percentage in the case of the banks 
as a wholp, and a larger decline in the case of the Exchange Banks. whose position 
was presumably influenced specially by the sale of reverse councils. 

On the above statistics it seems impossible to resist the conclusion that such 
(!urrency deflation as was achieved through the sale of Reverses was partially 
countered by the expansion of bank credit. 
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The discount policy of the Presidency Banks is illustrated In the following 
table :-

Discount Rates of the Presidency Banks in 1920. 

Date. Bank of Bengal. I Bank of Bombay. I Bank of Madras. 

Rates nt beginning I 5 5 6 
of 192U. 

i 
.Tanuary - :1 

6 (14th) 6 (22nd) 1 (31st) 
~'ebruary - 1 (lIth) 7 (4th) 8 (14th) 
April - - 8 (8th) -- 9 (22nd) -
May- - - - 8 (l3th) 9 (1st) 

- 1 (21th) -
.June - - 6 (10th) 6 (16th) 8 (19th) 
July - - 5 (ist) 5 (31st) 1 (10th) 

- - 6 (~4:th) 
November . . 6 (4th) • 6 (4th) -

1 (1~th) 'l (12th) 1 (12th) 

These rates might appear not to indicate any such exceptional efforts to control 
credit as might have beAn expected at a time when exchange was falling and 
currency contraction was being effected. But according to the report of the 
Controller of Currency on the year 19.20-1. the 5 per cent. rate which ruled for a 
period in the summer " can hardly be considered a true index of the state of the 
market," and the average rate for accommodation in the bazaar, as calculated from 
the shroffs' discount rate for traders' bills, ranged in the year from H to 11 per cent. 
Moreover, the Controller of Currency observes that: "The continued demand for 
remittances in the early months of the year, and the large amount of reverse councils 
offered to the public. created a fictitious stringency in the market which is reflected 
in the bank rates." The average rate of the Bank of Bengal for the year was about 
t per cent. higher than the average for the two previous years, while the average 
increase was greater in the case of the Bank of Bombay. 

Mr. Denning, in his note on the sale of reverse councils in 1920, observes that: 
U The currency was not contracted to the fnll extent of the amount realised by the 
sale of reverse councils, as it was feared that the money stringency which would have 
resulted might have seriously dislocated business generally." These remarks must 
of course be applied to the banking position, and it must be accepted that the view of 
the authorities at the time was that the advantages, from the point of view of exchange. 
of creating a greater stringency in the money market, were likely to be morc than 
counterbalanced by the anticipated detriment to trade and business. The facts set 
forth above bring those who are faced with the task of devising and working the 
Indian currency system up against a fundamental difficulty, that- is, the inability, in 
the caSA of Indian conditions, to secnre credit contraction on the scale and with the 
promptness that may be required to keep the situation in control. 

Undoubtedly there were factors at work in 1920 which made it difficult to enforce 
greater contraction of currency and tended to the expansion of bank deposits. It is 
worth noting :-

(1) that there was a heavy revenue deficit which for 19~o-l came out at 
Ra. 26 crares, and a large exchange loss outside the revenue account to be 
financed; 

(2) that there was a large outstanding amount of Indian Treasury bills with 
the public, the renewal of which would have become increasingly onerous 
as stringency increased; 

(3) that the acquisitions of gold for sale to the public, which was credited to 
the paper currency reserve against the issue of notes, tended. in the 
first instance, to maintain the cash balances of the Presidency Banks; 

H 
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(4) that the sale of rev~rse I drafts, in. so far as this did not ~nvol ve corresponding 
currency contractIOn ~as explamed above), teuded 10 the same direction 
as (3); and 

contra (5) that the sales of gold which in the year amounted to £33 f millions 
(sovereigns weight) tended to displace currency in the hands of the public 
and facilitated the contraction of the note issue . 

. 'While some of. the above factors no doubt. ha~ an inflationary tendency, it is 
dIfficult to absert wIth any confidence that the sItuatIOn would have been susceptible 
of more rigorous control had they been absent, because the limit of deflation was set 
by the anticipated reaction of an increased stringency on business. This factor is 
lik-ely to be the dominant consideration in the future also, if a severe crisis of a 
similar type arises, and the facts will not be altered by any change in the agency 
charged with the task of applying the screw. Indeed, if this duty were entrusted 
to a bank whose main interests are commercial the effort to hold the fort may be Jess 
sustained than when undivided responsibility lay with the Government. The 
argument points to the desirability of creating, if possible, a genuine Central Bank 
whose functions are closely circumscribed. ' 

Certain suggestions emerge from thiR review of t.he events of 1920 which may be 
worth recording by reason of their bearing on future policy') :-

(1) If at any time Government remittances are suspended on account of exchange 
weakness, and cash balan·ces at the bank remain high, tending towards 
expansion, the desirability of drawing on the cash balances for the 
contraction of the note issue should be kept prominently in mind. 

(2) Reverse drafts should not ordinarily be met from Home Treasury balances, 
as the volume of currency in India is not thereby }·educed. The sale of 
drafts should at once be brought to the debit of the sterling reserves, 
involving corresponding contraction in India. 

(3) The extent of possible contraction at any given period of strain will be 
determined not so much by the strength of the sterling reserves as by the 
capacity of trade and business to endure t.he stress. 

(4) A central bank in India, if charged with the duty of credit and currency 
cont.rol, will be working, owing to the undeveloped conditions of credit, 
under serious disadvantages as compared with central banks in countries 
with a highly developed credit organism. It is desirahle to fortify the 
bank in every possible way and to protect it, so far as may be, from the 
risks involved in responsibilities, to the due discharge of which conditions 
in India are at preRent imperfectly suited. 

(5) It is desirable that central banking in India should advance on cautious 
lines which take account of the special factors prevailing in India, and that 
the close association of Government with the central bank should be 
definitely recognised as an important element in the maintenance of a 
sound currency and exchange system. 

APPENDIX 75. 

Supplementary Notes and Statements submitted by Mr. C. H. Kisch, 
C.B., Financial Secretary, India Office. 

(A) Note on " Suggested draft of lines on which a Gold Standard may be embodied 
in statutory form for India," as explained in Mr. Kisch's evidence. 

(B) Note on "Suggested sales of Silver Bullion from the Currency Reserve," furnished 
by Mr. C. H. Kisch in amplification of the tables in Appendix: III of his 
Memorandum No.4 (Appendix 72). 

(C) Statement showing the monthly balances and interest receipts of the Home 
Treasury for the years 1912-3 and 191:1-4 and 1921-2 onnards. 

(D) Statement showing the estimated and actual Home charges and the method of 
financing them during the four years 1921-2 to 1924-5. 

«< The actual application of these Rugge!'ti()ns will vary according as the respon~ibllitie8 for currency 
control rest with Government or are transferred to a central bank. 
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CA.) 
Note on "Suggested dra.ft of lines on which a Gold Sta.nda.rd may be em~odied in sta.tutory 

form for India.," as expla.ined in Mr. Kisch's evidence. 

1. The Bank shall receive from any person making a demand at the head office 
in Calcutta or Bombay, or at any other oiiice of the Bank which may be notified by 
the Bank for the purpose in the Gazette of India, gold bullion or gold coin which is not 
legnl tender iu India in exchange for Government rnpees or bank notes at the rate of 
2: grains troy of fine gold for Re. 1, subject to conditions to be notified by the Bank in 
the Gazette of India with the previous approval of the Governor-General in Oouncil. 

2. The Bank shall sell to any person in India. who makes a demand in that bebalf 
at the head office in Calcutta or Bombay or at any other office of the Bank which may 
be notified by the Bank for the purpose in the Gazette'of India, and pays the purchase 
price in any legal tender gold at the rate of z grains troy of fine gold for Re. 1, or at 
the option of the Bank an equivalent amount of gold exchange payable in any country 
outside India approved by the Governor-General in Council, and maintaining a free 
gold market, subject to the following conditions, viz. :-

(n.) No single demand for gold or gold exchange shall represent a less value in 
gold than approximately 400 ozs. of gold. 

(b) The" equivalent amount of gold exchange," referred to shall be a sum i~ 
foreign currency calculated by the Bank, subject to the approval of the 
Governor-Gpneral in Council, to represent the standard price of z grains 
of fine gold in the country outElide India concerned, less a percentage 
representing the normal charges of a remittance of specie from India to the 
country concemed. For this purpose the Bank shall notify in the Gazette 
of India, with the previous approval of the Governor-General in Council, the 
country or countries upon which gold exchange shall be issued and the rates 
of gold exchange per rupee. 

(B.) 
Note on "Suggested Sales of Silver Bullion from the Currency Reserve," furnished by 

Mr. C. H. Kisch in amplification of the tables in Appendix III of his Memora.ndum. 
No.4 (Appendix 72). 

Two statements are attached, showing the result of an hypothetic sale of Rs. J 5 
crores of silver rupees on certain assumptions regarding the repurchase later of the 
coin equivalent of the amount sold. 

Both statements contemplate that the metallic proportion of the note reserve 
will be maintained at 40 per cent. and take as their basis a gross circulation of 
Rs. 190 crores-i.e. approximately the issue outstanding at the end of September 1925. 

Each statement assumes that a half-year's interest is earned on the sale proceeds 
of silver in the year of sale and lost in the year of repurchase. GoId addea to the 
reserve t.o maintain the metallic ratio at 40 per cent. is assumed to be provided from 
sale of sterling securities and thus involves a loss of interest, a loss of half a ;year's 
interest being taken in the year in' which the gold accretion takes place. Interest 
is reckoned throughout as 3 per cent. compound. Both statements assume that 
silver is sold at 30d. per ounce standard and repurchasecl at 34d. per ounce 
standard. A larger difference would of course exhibit the project in a more adverse 
light. 

It will be observed that:-
(1) Statement A, which assumes the maintenance of the rupee holding at about 

20 per cent. of the gross circulation, shows a net loss of £200,000 at the end 
of the seventh year. 

(~) Statement B, which assumes the maintenance of the rupee holding at about 
171- per cent. of the gross circulation, shows a neL.loss of £313,000 at the end 
of the eighth year. 
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pothetical result of selling Rs. 15 crores silver until repurchase of same amount is necessitated 
. in order to keep silver reserve up to (A) Rs. 40 crores anel (B) Rs. 33 crores (normal 

absorption being taken at Rs. 7 crores per annum), and at the same time maintaininrr the 
metallic ratio at 40 per cent. in each case.") to 

ariod. 

year 

lyear 

year 

year 

year 

year 

year 

year 

year 

year 

year 

year 

year 

year 

year 

STATEMENT A. 

\ 

Purchases at Md. Amount addItional interest Interes' IAmount of LotIB of I I 
St k realised Half. gold reo during the I on .net Pro. 
t oed from sales year's quired to year on gain or I 1O"'881ve 

a
f 

en ( + ) or interest maintain sterling 11088 at end I gam ( + ) 

S Sales at 30d. per per standard 
! a~o~~. Absorp. standard ounce. ounce. 
gmning tlOn. 
of year. 

Rs. Rs. 
crores. crores. 

90 7 

78 7 

66 7 

54 7 

47 7 

, 
40 7 

40 8 

90 7 

78 7 

I 
66 7 

54 7 

47 7 

40 7 

33 7 

33 8 

Amount\proceeds. Amountl Cost. 

Rs. £ Rs. £ 
crores millions crores millions 

5 2'323 - -
5 2'323 - -
5 2'323 - -

- - - -
- - - -

I 3'685 - - 7 

- - 8 4'211 

o year'jCostofPur., on same. a 40% 8ecnnt.el of preVlou.1 or 108. 
chases ( - ) metallio exohanged I year. ( - ) 

I I ratIo. for gold. I I 

Rs £ £ Re. 
crores. millions. millions. crores. 

78 +2'323 +'035 -
66 +2'323 +'035 -
54 +2'323 +'035 -
47 - - -
40 -

I 
- 6 

40 -3'685 
! -'055 -

40 -4'211 -'063 -

£ 
millions, 

-
-
-
-

-'067 

-'135 

-'135 

£ £ 
milliolls. millloJls 

- +2'35 

+'071 +4'78 

+'144 +7'28 

+'219 +7'50 

+'225 +7'66 

+'230 +4'02 

+ '121 -0'26 
Deduct 0'06 

S 

7 

9 

S 

6 

1 

7 
7 

(Ilee footnote t) 
Net loBI -'20 o 

STATEMENT B. I 
5 2'323 - - 78 +2'323 

5 2'323 - - 66 +2'323 

5 2'323 - - 54 +2'323 

- - - - 47 -
- - - - 40 -

- - -
3'6851 

33 -

- - 7 33 -3'685 
I 

- - 8 4 211 33 -4'211 

+'035 - -
+'035 - -

I 
+'035 I - -

- - -
- 6 -'067 

- 7 -'214 

-'055 - -'293 

-'063 - -'293 

-
+'071 

+'144 

+'219 

+'225 

+'230 

+'230 

+'116 
Deduct 

+2'35 

+4'78 

8 

7 

9 

8 

6 

2 

9 

2 
9 

+7'28 

+7'50 

+7'66 

+7'68 

+3'87 

-0'57 
0'25 

(see footnote t) 
Net 1081 - ' 31 3 

... One rupee contains 1
5
;8 standard ounces of silver :-

(i) Value at 30d. per standard ounce = £0'04645; (ii) Value at 34d, per standard ounce = £0'05264, 
t If there were no sales or purchases of· silver and absorption proceeded at the same rate as is shown in the 

,ements above, the exchange of sterling securities for gold in order to maintain a. 40 per cent, meta.llic ratio would 
e taken place in Statement A in the 7th year to the extent ot Rs, 6 crores of gold, and in Sta.tement B in the 
and 8th years, when Rs, 5 crores and Rs, 8 crores, respectively, of gold would be required. The 108s of interest 

Ich this would involve, calculated as in the table above, amounts to £67,000 in the 7th year in Sta.tement. A, and 
;,000 in the 7th year and £203,000 in the 8th year in Statement B. The sum of £67,000 should, therefore, be 
ucted from the loss in Statement A, leaving a net loss of £200,000, and the sum of £259,000 from the 10s8 in 
~ement B, leavillg a net loss of £313,000, 
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(C.) 

Statement showing the Monthly Balances and Interest Receipts for the Home 
Treasury for the years 1912-3 and 1913-4 and 1921-2 onwards. 

Total Interest during Total Interest during 
Date. balance. the year. Date. bala.nce. the year. 

1912. £ 19"23. £ 
:roth April 16,351,547 30th April 7,110,908 
~iIRt lIay 18,962,965 31&t May 7,036,570 
20th June 16,199,961 30th June 11,904,792 
31st July 13,146,764 31st July 14,358,835 
31st Aug. 13,373,198 31st Aug. 20.827,118 
aOth Sept. 13,699,222 30th Sept. 22,897,145 
31st Oct. 9,117,207 31st Oct. 26,449,421 
30th Nov. 7,574,043 30th Nov. 26,061,603 
31st Dec. 9,698,384 31st Dec. 20.62B,356 

1913. 1924. 
31st Jail. 7,993,402 31st Jan. 12,052.585 
28th Feb. 9.173,348 29th Feb. 11,366,646 
31st ~Iar. 8,783,970 1912-3 £372,171 31st Mar. 10,671,310 1923-4 £387,385 

30th April 8.665,454 30th April 12,507,225 
31st 1\1l1.y 10,145,978 8IRt May 10,901,228 
30th June 10,529,034 30th June 11,420,770 
31st July 7,5:a0,:U6 31st July 11,079,952 
31st Aug. 7,1:-n,708 31st Aug. 10,372,111 
30th Sept. 6,480.196 30th Sept. 15,390,009 

.31st Oct. 3,998,521 31st Oct. 21,838,130 
30th Nov. 4,493,475 30th Nov. 19,415,101 
31st Dec. 4,880,120 3111t Dec. 22.425,456 

1914. 1925. 
.31st Jan. 4,833,388 31st Jan. 15,646,959 
281.h l<'eb. 7,123,843 28th Feb. 14,834,163 
31&t Mar. 8,132,770 1913-4 £205,690 31st Mar. 13,315,399 1924-5 £461,135 

1921. 30th April 10,352,081 
30th April 6,582,207 31st May 8,795,957 
31st May 9,524,452 30th June 12,081,240 
30th .June 10,046,163 31st July 9,025,603 

. 31st July 7,872,344 31st Aug . 10,867,404 
31st Aug. 6,170,590 30th Sept. 17,911,954 
30th Sept. 5,285,756 31st Oct. 16,089,531 

.31st Oct. 2,012,933 30th Nov •. - 15,653,787 
30th Nov. 3,600,978 31st Dec. 15,754,483 
31st Dec. 3,748,976 1926. 

1922. 31st Jan. 16,230,001 
3lo!t Jan. 2,406,841 28th Feb. 17,281,489 to 28.2.26 £410,453 
28th Feb. 2,600,141 31st lIar. 16,195,813 1925-6 (forecast) 
31st Mar. 9,052,175 1921-2 £228,341 £461,962 

:30th April 7,533,757 
31st May 6,247,463 
30th June 5,844,030 
31st July 9,473,984 
31st Aug. 10,306,807 

.30th Sept. 10,771,142 

.31st Oct. 7,693,386 
30th Nov. 11,061,648 

.31st Dec. 12,904,644 
1923. 

-31st Jan. 13,445,508 
28th Feb. 13,593,487 

..:31st Mar. 9,895,338 1922-3 £153,152 
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(D.) 
Statement showing the Estimated and Actual Home Charges and the method 01 financing 

them during the fonr year3 1921-22 to 1924-25. 
1921-22. 

HO~IE CHARGFS 
FIl\AMItIl AS rOLIOl\8 , ____ .J ____ --., ,---_.A.-__ .... 

Uudget Actuals. IJUdgpt. Aetnal. 

Net expenchture • 
CapItal expepdltm'e not chntged 

to Revenue~ 

£ 
27,561,300 

R,ulways • 14,336,800 
IrrigatIOn, &c, Works 35,400 
New CapItal at Delhi 286,700 
Bombay Development Scheme 941i,000 
IndlRn Posts and Telegraphs 

Department 
Public Works Department 

Net expenchture • 
Capital expenchture not charged 

to Revenue 
Ratlways • • 
IrrigatIOn, &c, Works 
New CapItal at Delhi 
Bombay Development Scheme 

1,000,000 
II 0,000 

44,275.200 

32,182,200 

18,465,000 
:l24,900 
181,000 
221,100 

£ 
27,748,980 

13,5G4,66.J. 
490,9a9 
159,778 
740,410 

42,710,771 

£ 
Deht (including debt of Railway 

Cos )-Net receIpts. • 5,000,000 
Transfers through Paper Curreney 

R..sel ve • • • • 8,3;;0,000 
Transfers through Gold Standard 

Reserve • 2,500,000 
Net recovenes from Imperial 

Government • 29,073,300 
MIscellaneous· Remittance and 

DepOSIt Items-Net receipt 
Decre88e of balance • 
Le •• -
Purchase of g'old 

t 81h~er • 
MIscellaneous· Remittanee and 

DepOSIt Items-Net payments. 
I nerense of halance 

J,355.100 
46,278,400 

100,"00 

1,903,200 

«,:.IT6.200 

1922-23. 
30,238,071 Debt (includmg debt of Railway 

Cos) -Net receIpt • • I8,li03,2UO 

9,868,149 
407,659 
179,037 
259,088 

Transfers through Paper Currenoy 
Reserve • • • • 5,846,800 

Transfers through Gold Standard 
Reserve • • 10,600,000 

Net recovenes from Imperial 
Government • 12,153,400 

Council BIlls 
Sterling p11l'chaded in IndIa 

" obtamed in England 
MIscellaneous Rellllttance alld 

DepOSIt items-Net receipt 
Decrease of balance 

1,612,300 
2,768,800 

Le •• - (;1,374,:.100 
Transfers through Paper Curreney 

Resel"Ve • 
Increase of balauce 

L 

2,501 159 

27,1U.167 

IM,286 

4.J.,bW,7:.1ti 
100.913 

1,384 

1,788,I};.9 

4:.1,7111,771 

31,329,00;; 

3,:l6.;,4S1 
2,670.026 

7n,()()() 
2,126,211 

2,31(;,931 

41,777,2';-&' 

51,374,200 40,95~0040 

M6 
824,70" 

61,174,2nO 4(1,11';2 flO+ 

Net expenchture . 30,354,074 
CapItal expendIture not charged 

to Revenue 
Forest. 2,200 
StatIOnery and Printing 
Improvement of Pubhc Health 
R&1lways 19,000,000 
Irrigation, &c., Works 555,276 
New Capital at Delhi· 85,800 
Bombay Development Scheme 117,900 
Hy<ho.Electric !:iQhemes • 
Industl'lal development 1,450 

50,116,700 

Net expendtture • 30,1 W,6QO 
Capital expendIture not charged 

to Revenue· 
Railways 
IrrigatIOn Works 
New Capital at Delhi. 
Bombay Development Scheme 

Miscellaneous 

11,568,400 
1,124,6611 

53,800 
76112 

'420 

1923-24. 
29,553,769 Debt (including debt of Railway 

Cos )-N et recl'1pt 15,119,800 
Net lecoveries from Imperial 

636 Government 4,7117,400 
8,500 Transfers through Paper Currency 
1918 Reserve. 5,8-&5,000 

9,897,765 Counml BIlls 
:} 22,155,000 f 242,529 Sterling purch88ed in IndIa 

60,660 
" 

ohto1Ded in England 
142,9~~ Sale of golll in IndIa 

223 Mlsoellaneous RemIttance and 
DepOSIt Item_Net receIpts 

Decrease of balance 2,915,100 
Le.8- 50,822,300 
Transfers throngh Paper Currency 

Reserve· 
InCl'ea.e of haianee 
Miscellaneous Rp.mittance and 

DepOSIt Items 705,600 
Net payment 

39,908,422 50.1J67(J0 

1924·25. 
26,897,5;0 Transfer through Paper Currency 

6,324,235 
493,231 

52,946 
12,688 

5,627 

Reserve· 10,000,000 
Connctl Btlls 
Sterhng from IndIa • 26,000,000 

.. England 
Net reeovenes from Impenal 

Government 
MIscellaneous RemIttance and 

DepOSIt Items-Net receipt 
Decrease of balance 

5,107,000 

2,82-&,490 
Le •• - 43,931,490 
Debt {including debt of Railway 

Cos.)-Net dIscharge 2U,300 
Enemy Slups: Revenue Transfer. 
Transfer throngh Paper Curreney 

Reserve· 
MIscellaneous 
RemIttance and Deposit items (net 

payment) 'i;;3,I00 
Increase of balance 

17,537,54~ 

5,64&,71a 

8,738,70S 
13,IUO.UOO 
1,302,959 
2,000,000 

300,703 

4!1,625,625 

8,151,707 
564,9W 

39,IlfJ1'l,II:!2 

'i,579,16:? 
33,191,()()() 

7OO,UOO 

3,060,825 

17,506 

4-&,5~8,493 

235,221 
1, tOO,UOO 

5,996,636 

3,130,333 

42,934,090 33,786,303 42,934,090 33,786,303 
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StatementG of evidence submitted by Sir James Brunyate, 
K.C.S.I., C.I.E. 

L-PreliminarJ. 

497 

I have had the advantage of seeing the memoranda which have been prepared in 
the Finance Departments of the Go\yernment of India and the Iudia Office anel. 
communicated, as I understand, to the Hoyal Commission. 

2. In the presevt re-examination of the Indian Currency problem the Royal 
Commissiou are confronted with a number of new conditions; the rehabilitation of 
sterling; the de facto stabilisation of the rupee at Is. 6d.; the balancing of the 
Indian Budget; the reattainment of normality in silver prices; and so forth. 
Without attempting to distinguish between the relative importance of all the new, or 
now specially significant factors, I may refer to the following as having doubtless 
spl3cially influenced the personal opinions expressed below;-

(i) The change of attitude among monetary authorities in regard to the 
self-sufficingness of a gold standard and to the methods of operating it. 

(ii) The remarkable extent to which the note-using habit has developed in India 
in recent years. 

(iii) The experience gained of a unified Imperial Bank for India and the 
resulting extension of branch business. 

3. The proposals of the Indian Finance Department embrace two main projects; 
(I) the establishment of a gold currency, and (2) the investment of the Imperial Bank 
with certain important functions of a Central Bank. Speaking generally, I think the 
first proposal open to decisive objection. I see advantages in the second, and not 
least the fact that it tends to withdraw monetary problems from thA political arena. 
But it is a serious drawback that the only in!;titution available for the role of Central 
Bank should be a Bank so definitely commercial in character. 

U.-Choice ot Standard. 

4. In the last few years India has had an interesting and not unsuccessful 
.experience of a "free currency." There is no doubt, however, that sho should settle 
down again upon a gold basis. But she should realise what a gold standard now 
means; a managed currency with the management centred in New York, or at the 
best, concerted between the Federal Reserve Board there and the Bank of England in 
London, each acting, I assume, in close touch with its respective Government.· India 
·cannot expect an equal voice in this determination of common policy, but she should 
get what hearing she can. I think it important, therefore, (1) that machinery should 
be established in London for regular joint consultation between th'e Governor of the 
Bank of England, the London representative of the Imperial Bank of India and a 
representative or representatives of the Secretary of State in Council; and (2) that 
India should hold a considerable stock of gold. I incline towards holding that gold 
in India as the hest. means in actual practice of securing independence in the use of 
it. But if that is to be the case the exchange arrangements should be such that it 
may be freely used. [See para. 21 (C) below.] 

5. I wrote above of a ., gold basis," postponing for the moment the question of 
choice as between (a) a "gold standard" (b) a "gold exchange standard" and (e) a 
"sterling exchange standard." I hope I may be excused for dwelling on this 
question. 

6. In the Government of India memoranda the possession of a gold currency is 
taken as the distinguishing feature of a gold standard. A standard based on gold 
hut not accompanied by effective arrangements for the circulation of gold is treated 
as an "exchange standard." The idea that a gold system is not complete unless 
gold is the principal circulating currency is now, I think, rather old fashioned. 
As regards India in palticular, we all held that view some 25 vears ago, and 
apparently a considerable body of Indian opinion holds it now. 'rlie hopet then, I 

• 'fhlS statement was prepared prior to the receipt of the Royal Commission·s questionnaire. 
t Cf ... Indil\ and the Gold ~tandard." by Sir Henry Howard, K.C.I.E, C.S.I., page 46, para. 25 (1) ; 

. also page 19 Ibid. 
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think, was that the gold would .return from circulation ~~ times of depressed trade 
and so become a source on whICh to ) ely for the prOVJSIOn of sterling remittanc'e. 
This expectation was from the first, I suspect, vain, and looking to the scheme 
actually before me I do not see any real probability that with 200 crores of notes and 
150 crores of ru:pees in c~r('ulation, an.d perhaps ~50 to 200 croreR of bank depot,its 
a redundancy of purchasmg power Will express Itself, to any helpful extent in the 
return of the relatively marginal supply of circulating gold. ' 

The pre-war policy, which passed, I believe, about 100 crores worth of sovereiglls 
into ciroulation prior to the outbreak of war, was not it is true assisted by the 
creation of an artificial vacuum through the forced withdrawnl of rupees. But it 
synchronised with a constantly increasing demand for currency. It did have the 
effect of creating a limited circulation of gold, but there was never, I think any 
indication of a helpful reflux of gold. ' 

I would submit t.hat a gold currency, though it may reasonably be considered on 
its own merits (see Section HI below) should not be looked on as an integral feature 
of a gold standard. 

7. Indeed with the use of gold coin abandoned in the United KinO'dom and 
insignificant, I believe, in the United States, it is rather a question whethetthere still 
remains any essential distinction between n "gold standard" and a "gold exchan O'e 
standard." I suppose it lies in the use of gold as the ultimate medium of internation~l 
adjustments as distinguished from a mere undertaking to provide unlimited external 
credits, a procedure which suggests, and may, I think, cotue in some measure to 
entail, a relationship of monetary subordination to the centre Oll which thl~ foreigu 
credits are given. It is notewol thy, however, that the arrangements made by His 
Majesty's Government and the Bank of England for supporting the sterling exchange 
include the provision of credits in New York, and, generally, the policy of maintaining 
exchange by external credits is now, 1 should say, a fully accept€d feature of post-war 
practice. 

8. As regards this point, which is discussed in para. 21 (C) below, my 
conclusion as regards reverse remittance is in favour of reliance primarily upon 
issues of gold at par. As regards inward remittance, an immense part must, in 
India's special circumstances, be effected by the sale of rupee credits, bnt gold wben 
,imported and tendered to Government should be freely accepted at par. Ou this 
basis India would, I think, have a .• gold standard" as di~tingui~hed frol1l a 
" gold 
c, t l' exchange standard" in the fullest and most practical sellse of that term s er~lDg 
as now understood. 

9. -The que8tion will still arise, however, for certain purposes, oi "gold" 1:er811$ 

" sterling." I feel no doubt that the stabilised rupee of the immediate future 
should be a rupee expressed in sterling. It would be idle too to aRsume that a mere 
prescription that demands for outward remittance should be grallted in alternative 
forms of gold currency (dollars or sterling) at the option of the applicant would 
in Itself effect anything. But there is, I think, a point of substance involved,. 
namely, the question whether the Reserves should be specially constituted with 31 

view to facilitating a turnover from a sterling to a dollar hasis.in the event of the 
status of sterling becoming at any tilDe insecure. For example: (a) should a larger 
proportion of gold be held in the ReSerVE'B than would be necessary if the status of 
st.erling were fully assured? (b) Should a proportion of the securities held be dollar 
secllrities? (c) Should the sterling securities held be exclusively British Treasury 
Bills as long as these continne to be available? 

10. I will deal briefly with these points. I am a little inclined to think it an. 
excess of caution to provide deliberately for a failure of sterling. But on geneml. 
grounds there is a good case for a considerable gold holding and for holding sterling 
securities only in the most realisable form. The idea of holding dollar securities as 
well is at first sight rather fantastic, but India is likely to be a large and uneasy­
holder of exchange reserves, and while from her point of view it may be advantageOtls. 
to spread her risks, it might be also of advantage to London to spread a possible 
Rtrain in the event of exchange weakness in India synchronising with exchange 
weakness there. The arrangement would mean in effect that India would have­
.o.ollar credits in New York instead of relying on London to provide them for her,. 
jf the occasion for seeking them should ever arise. 
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m.-Question of a Gold Carrency. 

11. A gold currency can only maintain itself in India if the persistent demand tor 
gold as a commodity or as a store of value is kept constantly satiated. The 
dimensions of that demand are very large and very fluctuating. I 'cannot help 
thinking that this fact alone introduces an element of unevenness and precariousness 
sufficiently serious to make gold a rather unsatisfactory currency medium. But 
however that may be', I think the great advance which India has recently made in 
the use of notes should preclude the idea of so retrograde a step as the forcible 
introduction of gold. The point is fully brough.t out in the India Office memoranda. 

12. I subscribe to the view that India should not be hampered in obtaining the 
gold she req nires. She already does this in ample measure through trade channels, 
and should continue to do so. I would also, as the India Office memoranda suggest. 
accept gold freely when imported; allow tenderers the facility of getting gold 
converted into sovereigns; and recognise the sovereign as legal tender: so that 
holders of gold could hold it to the maximum advantage. But I would cease to issue 
it except for export. This would represent a sharp departure from past practice. 
but it would be facilitated by the long disappearance of gold from actual circulation 
in India. I think that the Government of India memoranda are right in seeking for 
some clear decision as to the future place of gold in the Indian monetary system. 
We should work definitely towards a gold currency, or definitely adopt as normal 
practice the use of gold exclusively for supporting exchange. 

] 3. The practical objections to the Indian Finance Department's Bcheme for 
introducing a gold currency are fully brought out in the India Office memoranda: 
the unreality of the project, which will in effect instal a double currency system 
with the inconvenience incidental thereto; its cost, namely, a capital outlay sufficient 
to build New Delhi several times over, and an even more than proportionate revenue: 
loss; its exceedingly drastic character, for the policy which informs it is t;orely that of 
., hacking one's way through" rather than of the t.entative· statesmanship essential to 
such an enterprise; and it.s completely speculative character, in so far as it ignores 
the really grave risk of destroying the note-using habit. It is, perhaps, worth noting 
with reference to snch criticisms as the last, that it is not necessary to the validity of 
an objection that the risk which it apprehends should be a demonstrable probability. 
A mere chance-if sub'itantial-that t.he new policy will lead to the replacement of 
the smaller notes by gold would make the whole scheme a gamble. 

IV.-Choice of Rate. 
14. I think the rupee should be stabilised at Is. 6d., the rate already established. 

It has been proved by experience to be consistent in good yeats with the retention of 
a very large balance of trade in India's favour. [[t may be noted here that a helpful 
feature in India's rase is the size and elasticity of her demand for the precious me'tals, 
which give her an unusual power of accommodation to all ordinary variations in the 
trade balance, as reckoned on private merchandise, without seeking the aid of the 
special exchange machinery.] The price data in the two sets of official memoranda 
do not appear to contra-indicate the rate suggested. I speak guardedly on this. 
point. however, because I am not very confident of the value or complete relevance 
of the data themselves. Kor again does there seem to have been such a degree of 
inflation, measured in terms of circulating currency and bank deposits as should 
make the present rate unsuitable. The available material on this point will perhaps 
be of interest, though precarious as regards the calculation of the rupee circulation 
and incomplete in taking the Imperial Bank, the Exchange Banks, and the Joint 
Stock Banks as the sole representatives of the country's credit machinery. 

15. Between 1914 and 1925 the circulation of rupees and notes has increased from 
roundly 240 to 400 crores. The depositst of the banks above-mentioned rose from 

• If a gold currency had to be introduced it is a question whether this could not be done with less 
risk and upheaval, and also less cost, by discontinuing rupee coinage and issuing notes and gold until 
normal wastage and the growing aggregate demand for currency had reduced the extant rupees to &. 

quantity only sufficing for everyday retall requirements. Such a method would admit of the steps taken 
being retraced if the experiment broke down. 

t But with a deduction of one·third from tIle private deposits of the Presidency Banks (now Imperial 
Bank) to allow, as well as may be, for the fact that they hold part of the balances of other banks. The 
Government deposits are of course not taken. 

I 
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abollt 80 crores at the end of 1913 to just over 160 crores at the end oE H'23, the 
latest year for which I have particulars. The slender gold currency of the pre-war 
periQQ. has di~appeareq fro111 circulation. The~e figures run fairly parallel to those 
of the United Kingdom, where £9 of notes per head are now said to be in use as 
compared with £4 of notes and gold per head before the war, and the deposits of the 
Enghsh Joint Stock Banks have risen from just over £800 millions to about £1,800 
millions. .Such statistics, of courRe, will never settle whether exchange should be 
fixed at this precise figure or that. But they may fairly be taken as suqgestillg 'that 
the prese\lt position is probably not fundamentally unsound. They help to transfer 
the burd~n of proof. 

16. I have seen it objected that a Is. 6d. rate has not yet been tested by an 
unfavourable monsoon. This diffi.:::ulty would have been no less whatever de facto 
established rate had emerged from the currency convulsions of the pORt-war period. 
In this respect the responsibility lying upon the Boyal Commission in recommending 
any named rate is far less onerous than that which the Fowler Committee faced in 
1899. If the objection really means that after experience of a series of busy trade 
years followed by a deficient monsoon and slack trade a compromise rate, as it were, 
could be selected as fairly well adapted to good anel had years alike, it is, I think, 
wrongly conceived. Any rate established over a period of normal years must tend to 
break down in bad years unless sustained by the exchange machinery. 

V.-Reverse Remittance and the support of Exchange. 

(a) General Oonsideratiol1.~. 

17. The India Office memoranda bring out the fact that the accepted pre-war 
policy of supporting exchange" with all available resources" was fundamentally 
qualified. The sterling offered was not freely issued = it was doled out in " stated 
amounts weekly." Thus in 1920 a disparity was set up between the rate for reverses 
and the effective market rate of exchange. This limitation of offers of sterling was 
ql~i~e deliberate, and such a. disparity might well arise even in a less abnormal 
CrISIS. 

18. Under a fully operative gold standard :qo such limitation is recognised. In 
principle gold is freely issued for export. But (1) the issuing country relies on the 
discount rate to correct an excessive outflow. (2) It is also the tendeney of modern 
practice to employ the discount policy to regulate credit and prices antecedently and 
thus limit the function of gold to marginal purposes. (3) The financial public 
accepts the necessary deflation. (4) They understand, too, that the maintenance ()f 
exchange is not an absolute obligation; or better perhaps, that. in the still unsettled 
conditions, temporary departures from the strict doctrine of a gold standard may 
from time to time be found necessary (c£. the" embargo" on foreign loans). 

19. Speaking broadly, the first safeguard has as yet but limited scope for 
application in India, in .a period of exchange weakness. The policy of (2) is not, I 
suppose, applicable at all, though one may refer, perhaps, in this connection to the 
valuable practice now introduced of issuing" seasonal currency" on the security of 
trade bills. As regards (3) the Indian money markets are, I think, disposed to be 
so;mewhat specially intolerant of deflation, and it is this intoletance, I think, rather 
than any shortage of gold and sterling reRen'es, which may set a limit to the possibility 
of supporting exchange through a crisis of special severIty. As regards (4), again, I 
think t.here is a disposition to expect more from the Government in India than the 
controlling authority can, as yet, wisely undertake as all absolute obligation, on the 
same plane, let us say, as a Government's obligations to itt-! debt-holders. This 
consideration by itself, I think, suggests a strong objection to the l·etention by 
Government of undivided responsibility for excllange. 

~O. I deduce that Indian conditions are somewhat specially adverse to the efficiency 
and smooth working of a gold standard system, and that the great desideratum is to 
get on to lines of development which will eventually better those conditions. 
Meanwhile, failing more delicate methods of internal adjustment, though exchange 
may perhaps be sust.ained by sheer weight of reserves, the machlU~ will be apt to 
work roughly and to cause the maximum of external disturbance. 

X~ '-::l. N~St 
.:r-'6. '2-~ 
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(b) Suggestions. 

21. I pass on to the particular suggestions which I would submit lor the 
consideration of the Royal Commission :-

(A) Any gold or gold exchange system must be based on the two principles of­
(a) unlimited acceptance of imported gold at par (or unlimited issues of rupee 

credits at upper gold point) ; 
(b) unlimited issues of gold lor export at par (or unlimited issues of sterling 

credits at lower gold point). 
I would adopt these principles in the Indian system, discarding the "dole ,. 

system hitherto in vogue for reverse remittance. 
By "unlimited issues of gold " I mean unlimited in principle, but not exempt 

from such restraint as a Central Bank with high prestige may informally impose in 
the general interest. I would also recognise the "ear-marking" of Indian gold for 
London when it is thought desirable and is found possible to arrange it. 

(B) r would hand over the note issue and exchange machinery, with t.heir reserves, 
to the ~mperial Bank for admi~istration, subject to suitable arrangements for the 
&'ssociation with the Imperial Bank in that duty of (1) the Government of India in 
India, and (2) the Secretary of State in Council in London (see, however, para. 24 
below). 

(0) I would rely for the support of exchange on gold issues for export rather than 
on the grant of sterling creJits. 

This, I presume, must be intended ultimately under Sir B. Blackett's scheme, and 
though I cannot think the change will be very welcome to Indian trade there is, I 
think, much to be said for it. 

It is the actual practice nnder other gold systems which India is an:do'lis tc> 
emulate. It offers some impediment, I take it, to the abuse and exploitation of 
remittance facilities, and it supplies a real function for gold held in India. 

The privilege of unlimited credits in external money centres is a very generous 
facility, and I am not sure that it has been both conceded in theory and unreservedly 
applied and tried out in practice elsewhere. I have sug~estecl already (para. 7 abmte) 
that it may give rise to a relationship akin to subordination to the money centre on 
which the credits are given. I suggest, too, for consideration, that in so far as 
Government and the Central Bank undertake the supply of unlimited credits they 
tend to hinder ordinary banking development, just as the supply of gold from huge 
central reserves necessarily renders superfluous any banking effort to draw gold from 
circulation. 

It would seem also that a correctly operating system for remedying exchange 
weakness should not only be deflationary in. its local effect, but inflationary in its 
external effect. This requirement is not met by the issue of credits. It would be 
met by the export of gold exctlpt in so far as it may be the policy of the receiving 
countries to regulate the expansion of credit independently of the state of their gold 
holdings. 

(D) A policy of free issue of gold for export, or of unlimited sterling credits. 
demands considerable strength in gold and the highest degree of liquidity in other 
reserves (see paras. 9 and 10 above), and the reserves should be constituted 
accordingly. Such a policy is not, I think, consistent with a simultaneous effort. 
implying great dissipation of resources, to establish a gold currency. ' 

(E) In some way-and I can see no better way than a pronouncement of thjs 
Commission, for the matter cannot be codified-the need during periods of exchange 
crisis for a considered policy of deflation requires to be emphasised. The normal 
conventions on the subject should be, as it seems to me, (i) that all gold export (or 
special sterling credit) transactions should be passed through the Paper Currency 
Reserve; (ii} that accretions to the Imperial Bank's balances (via "public deposits ") 
through the discontinuance of the Secretary of State's drawings, should not be made 
the basis of an enlargement of credit; (iii) that credit generally should be restricted, 
and the Bank rate employed for this purpose as far as may be. " Policy" would lie 
in determining whether and how far these conventions should be departed from with 
reference to the circumstances of a particular occasion. This, it may be said, is what 
the Bank would do anyhmv. But the matter is of great moment and calls for some 
formality •. 
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(F) Such 3. ueflationary policy might well be fortified, at anv rate In a very 
prolonged period of depression, by the sale in India as bullion 01 of the redundant 
rupees which return in periods of slack trade. This would tend to curtail purchasing 
power in strata not readily reached by banking influences. 

VI.-Inward Remittance and the Secretary of State's Drawings. 

22. As I do not advocate the transfer of silver purchases for rupee coina!Ye to> 
India an& the Secretary of State's ordinary drawings can obviously be °most. 
conveniently met by bills of some kind, I contemplate that lnward remittance would not. 
be effected by gold movements, except so far as might be necessary from time to time 
to bring the Indian gold holding up to the accepted standard strength. As re!Yards 
t~e bulk of in ward remitta.nce, therefore, the cho.ice of method will, under my prop~sals, 
he between (a) sale of hIlls by open tender In London, (b) purchase of sterling by 
open tender in India, or (e) purchase of sterling in India by the Imperial Bank on the 
lines recently followed. 

Whatever method is adopted there wou1d naturally be, under a correctly operatin!Y 
system, (a) a standing and unlimited undertaking to accept gold in India at par, and 
(b) at times when it was desired that gold should not be imported and tendered to 
Government, an unlimited undertaking to !5ive Indian currency at upper gold point 
in exchange for sterling in London. 

23. The present method of remitting [(e) above] has worked well in the special 
circumstances in which it was introduced, and in the. circumstances, also abnormal, 
of the present time, and has, r think, proved itself a valuable innovation. I see 
nothing unmistakeably wrong in principle, though something to question in practice, 
in the view that the Secretary of State as a remitter on his own account should be 
free to operate on either side and as and when he judges best. No one in England 
for example, expects the Bank of England to inform t~e world from day to day as to th~ 
progress it is making with preparations for remitting American debt. But it would 
be wrong and inappropriate to employ the secret method of purchasillg sterling as the 
procedure by which to implement a general undertaking to supply unlimited rupee 
currency at upper gold point. 'fhe parallel to that would be the concealment of the 
inward movements of. gold in this country. These two objectives of remittance, 
i.e. (i) the provision of the Secretary of State's requirements, and (ii) the maintenance 
of exchange at or withiu upper gold point, so largely overlap that there will be verv 
little real scope, I think, for the employment of present methods, when more norm~l 
currency conditions have been re-established as the outcome of the Royal Commission's 
present labours. Finally, there is great practical force in the view that the Secretary 
of"Sta.te is too dominating a factor in the restricted monetary world of India to claim 
the full liberties and privacy of a private remitter. I w()uld not completely disallow 
the present system, but I think its chief usefulness will be at times when a period of 
exchange weakness is giving place to one of returning strength. At such transitional 
points it offers, I think, the bpst and a quite legitimate means of feeling the pulse of 
the market. When so used I think it should be accompanied by, say, the weekly 
diticlosure of the amounts and rateR negotiated. 

Vn.-Transfer of Central Banking Functions to the Imperial Bank 

24. The expression of my views in para. 21 (B) is subject to proper consideration of 
the objection that the Imperial Bank is disqualIfied from exercising the functions of 
a Central Bank by its commercial character. 

This objection (1) may be final and decisive; or (2) it can possibJy be met by 
appropriate safeguards or restrictions. 

As to (1), I have not the expert knowledge to estimate the weight to be attached 
to this objection. Similarly, as regards (2), I cannot, in any technical way, suggest 
safeguards. But I think that on this and other grounds there are, as I have already 
suggested, good reasons for associating the Governmental authorities both here and in 
India with the Bank in the determination of high monetary policy. The Government 
cannot divest themselves of ultimate responsibility for India's monetary well-being or, 
specifically, for great sums of public money made over to the control of a commercial 
institution. The choice lies, I think, between the creation of a Central Bank ad hoc. 
which might be premature now thollgh probably an ultimate development, and a. 
close association between Government and the only available alternative-the only-
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:institution, too, which can systematically address itself to the extension of sound. 
banking throughout India. 

My inclinat.ion is to postpone the t.rue Cpntral Bank for the present and try, with 
.any safeguards which expert advice may suggest, what is possible on the lines of th6 
Indian proposals. 

VID.-Conclusion. 

25. In these observations' which I respectfully submit for the Royal Commission's 
·consideration, I have felt and still feel perplexity on certain points (the gold ex~ort 
question and the banking question). But I think there can lie little doubt as to. the 
main aims to be associated with the immediate task of putting India's currency 
system 'on a gold basis. The latter object can be efficiently achieved by a "gold, 
standard" (with or without a gold currency) or, as Sir Basil Blackett has shown in 
his Minute, with a "gold exchange standard." But (1) a sound standard to-day 
postulates banking control and a widely extended and closely inter-related banking 

-system, and we have to try to foster that; and (2) there is, as it seems to me, 'a 
tendency for the monetary world to group itself, with the United States of America 

.and the United Kingdom acting in concert as the dominant group, while late:.: 
·con,'alescellts from exchange troubles fall into a status of something approaching 
monetary tutelage. It is perhaps some instinctive perception of this which lies, 
behind the demand for a gold currency. I think that any new currency scheme 
for India should consciously aim at Eecuring to her the maximum degree of monetary , 
.independence. 

APPENDIX 77. 

:Supplementary Note by Sir James Brunyate, in reply to questions of 
Sir Purshotamdas Thakurdas on the subject of Government 
Remittances. 

I.-QUESTIO:SS BY SIR PURSHOTAMDAS TBAKURDAS. 

1. A witness 11efore the Royal Commission has said: "There are strong objections 
-to attempting to tie up the Secretary of State by an ad \'ance monthly programme or 
anything of the kind." Do you agree with this? 

2. It has also been said that "the action to be taken in regard to remittance of 
. Government balances, from India to England cannot be forecast with any accuracy 
for any length of time ahead." Does your experienc~e at the India Office warrant 
.your agreement with this? 

3. What inconvenience, if any, would be caused to the S.ecretary of State if his 
requirement.R for sterling in London were supplied in accordance with his obligations, 

-thus obviating the necessity for keeping such large balances in England as are 
referred to in the Report 'of the Controller of the Currency for the year 1924-5, viz.: 
minimum balance £10,403,565; maximum £22,718,629; average £15,120,145; the 
annual requirements of the Secretary of State being in the nei~hbourhood of 
£30,000,000 ? 

n.-NOTE BY Sm. JAMES BRUNYATE. 

1. The Chairman asked me to submit a note on these questions and remarked (I 
·write from memory) that they opened up far-reaching issues. That is indeed the 
·case, though I have endeavoured to keep away from the remoter aspects of the 
remittance problem as much as possible. 

I have assumed, for the purposes of the note, that a true Cep.tral Bank is­
-established, holding the ~l'reasury balances in India and London, transacting the 
remittance business of Government and managing the paper currency reserve. I 

.assume also that gold is caused to be sent to India (by the discontinuance of councils . 

. and sterling purchases) for tender to Government to that extent only which may b& 
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required unuer some independently accepteu policy on the question of the gold'" 
holding (c.f. para. 22 of my written statement). 

I propose to. refer throughout to: the Ie Indian Administration" (i.e. Secretary of 
State in Oonncil plus Government of India) rather than to the Secretary of State in 
Council except where it ,is necessary to particularise the latter. Th~ remittance 
question is in essence one which any unitary Govexnment \vould have to face whose 
financial commitments and monetary system both required the provision of funds on 
a large scale in an external money centre. 

\ ' 

2 .. Question 1. I am not told the co~text in which the statement cited in this 
question was made. I assume that It had reference to the Indian Finance 
Department's enumeration!;; of "principles" by which" the demands of Government 
on the Bank would be regulated" and especially to the principle rather cavalierly 
stated that the" India Office" wouln have to give the Dank" a definite demand for 
each month m!l-de sqme time before the beginning of the month, the amount of which 
the India Office would not be able to alter without the consent of the Hank." 

I agree with the witness, if he meant, as I take him to have meant, that the idea of 
the Indian Administration pledging itself to its bankers to be bound finally by a 
forecast of its re'quirements is inadmissible. I suggest that the true principle is that 
the relations between the Administration and the Central Bank in this matter will be 
those of depositor and banker. These I'elations iuclude in principle the right of the 
depositor (a) to get his'money when he wants it and'(b) to use it to his be:;;t advantage 
while he does not. want it, the term " best advantage" in this case meaning of course 
the best adyantage of India. Or alternatively, I would say that for this purpose the 
relations between the Indian Administration and the Central Bank should (mutatis 
?nutundis) be those subsisting b~tween Hi'3 Majesty's Government and the Bank of 
England. 

3. Passing from principles to practic~, there is no doubt, of course, that the 
Administration, realising that it is an uncomfortably powerful customer, and being 
as closely interested in the proper f1lnctioning of the Dank as the Bank itself, will 
give the Bank all the assistance it can and show it at all times the highest 
consideration in dealing with difficulties inherent in the management of its account. 
The Bank on its side will, I think, realise that to hold the Administration's funds 
where t.hey are wanted and to have them available when they are wanted is a primary 
obligation and will not be fidgeting itself to cut matters so fine that it must fall hack 
on the plea that a forecast of some weeks back is not being fulfilled. Assuming, as 
we ought to do, a correct attitude on both sides, I think it. is a little idle to try to 
"regulate" matters of routine which the parties will settle lor themselves when they 
get to work. 

4. Question 2. The" remittance of Government balances from India to Eugland .. 
is the counterpart and consequence of the trade demand for remittance from England 
to India. The Indian Administration does not say: " We are short of fllnds at home­
or we have excess funds piling up in India; let us r,ell councils (or buy sterling) and 
remit the surplus." What it say:; in effect is: "There is a keen trade demand for 
remittance to India just now; we must meet it, or trade will be hampered." (Or 
alternatively, for it depends on the standpoint:t .. The trade demand is keen; now is 
a good time for getting some of our funds sent home.") 

Thus the difficulty of forecasting the dates and amounts of Home remittance is 
not solely a difficulty arising from uncertainty as to the pace and amount of the­
Administration's outgoings in London or its incomings and outgoings in India; but 
also the dIfficulty of forecasting the volume of the trade demand for remittance and 
the periods at which it will come forward in strength . 

.. Mr. Denniilg's Memorandum on "Tlansfer of Management of the Paper Currency to the Imperial 
Bank of India," para, 16. 

t See Report of the Babington Smith Committee, para.. 61: " We agree with the Chamberlain 
CommIssion in holding that council drafts are ~old not for the convenience of trade but to provide the 
funds needed in London to meet the requirements of the Secretary of State on IndJa's behalf in the 
widest sense of the term." (The whole paragraph should be read., I do not think it is possible fully to· 
.siIbscnbe to this when now 'envisaging future conditions. If these two objects of Home remittance admit 
of dIscnmmatlOD, I prefer to gIye pnority to the trade, i.e. the monetary aspect, Personally I think 
them complementary. In the long run and as a matter of theory, the need of trade for remittance to. 
IndIa is identical with the A dministration's need lor funds in Loudon. 
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The first difficulty is great"" and the second is insuperable. It d~D'jl~p'-ds, not the 
-statistician's gift of ~stimatin!S, but that of prophecy. 

5. Question 3. The eystem of financing the Home Treasury must not only provide­
for meeting ,obligations at due date, but be consibtent with the use' of snrplus funds 
-(wherever located) to the best advantage, and in particular with due regard to sound 
monetary conditions.t 

6. I have just said that the amount of remittance to London 'is the cQunterpart of, 
and dependent on, the demand for trade remittance to India. T,he sums remitted to 
London by the satisfaction of this demand Jlre assigned, in the first instance, towards 
providing the immediate requirements of the Home Treasury so far as the 
Administration's Treasury balances in India have sufficient surplus for meeting 
them. If the surplus is not sufficient the Administration will have to borrow in 
sterling. If it is mora than enough further receipts in England are credited to the 
Administration's llome Treasury account. When the whole surplus of Treasury 
balances in Indi'a has thus been dlawn off any further trade demand for remittance 

·can only be sati~fied by the crediting of receipts for bills to the paper currencr 
reserve in London and the disbursement of currency to the payees from the paper 

.currency reserve in India. Thus the total credited to the Treasury balances i~ 
London, plus the ,amonnt credited to the paper currency reserve in London, is 

.equivalent to the total trade demand:\: whatever that may be. If Indian Treasury 
fnnds are low less will go to the Home Treasury and more to the Home branch of the 
paper curl'ency 'reserve. If Indian Treasury funds are ample more will go to the 
Home Treasury and less to the Home branch paper currency reserve. A case 
.conducing designedly to the latter result is where, as in recent years, the 
Administration effects all its borrowing in India, including provision for a large 
part of the Home requirements on capital account. Another case is when revenue 
and other receipts exceed and expenditure falls below anticipation. 

i. Primarily then, and dealing for the moment with the London side only, the 
policy to which these questions tend, of stringently keeping down the Treasury 
.balances in London toa real minimum, would only enhance the amounts requiring to 
be credited to the paper currency reserve in London; In either case the sums in 
.question would probably be invested in British Treasury bills, and, so far as the 
London side o~ the matter is concerned, the policy would apparently be nugatory. 

8, I turn 'next to the Indian side. If an unintended surplus of Government 
,balances accrues in lndia the Centraillank may adopt one of three alternatiVE's;-

(a) Keep the unintended surplus inert, i.e. refrain from making it a basis for 
the creation of credit; 

(b) Itelease it, as it ,vere, to trade by granting credit on the strength of it; 
(c) Releat~e it to trade by meeting council drafts or purchasing sterling from 

this source instead of from the paper currency reserve in India. 
Alternative (a) would not ordinarily, I think, be the correct course. The 

'unexpected yield of taxation and borrowing or economy of expenditure which has 
produced the nnintended surplus balance is equivalent to arbitrary deB.ation and 
normally needs to be corrected by the release of the funds thus drawn into the 

• The uncertainty sUITOunding the forecasting of Ways and Means is well brought out in para. 27 of 
.Sir Ba.sll Blackett's speech introducing the Budget for 1926-7 :-" I 8.Dl inclined to think that the 
plmtseology conRecra.ted by long usage lD Indian budget speeches which refera t~ the Ways and Means 
portion of the statements as a • 'Vays and Means Budget t is somewhat misleading, in that it may tend to 
give the public the impression that the figures and estimates in the Ways and Means portion of the 
budget make a claim to comparative exactness not inferior to that made by the figures of our revenue and 
-expenditure estimates. Our Ways and Means budget is intended to be and necessarily mnst be illustrative 
l'&ther than eXRct. The Ways and Mea.ns figureR bling together the net results of operations of very 
varying character all over India and Burma anel in London. To a large extent these operations are either 
not under the control of the Government of India at all or only very indirectly under their control . . • 
In these circumstances it is neither pOSSIble nor desirable to attempt to lay down a rigid Ways and 
Means prcO'ramme far in advance. The only result of doing so would necessarily be to swell oW' balances. 
needlessly:' . 

t See first footnote to para.. 4. 
: It would take me too far from any purpose disclosed in these questions to discuss the whole question 

of how far action by the Administratiou and Central Ba.nk can influence, a.nd should be directed towards 
intluencing, the volnme of the total tnt.de demand for remittance, but I think that in every instance th& 
ease for such action would be round to st~nd or fall on its own merits. 'l'he CIIose of gold shipments is 
touched on in para.. 22 of my wlitten, statement: that of lending surplus ba.lauces in India. ve-r8U6 
remitting them to London, is examined later in this note as my questioller may perhaps have had it. 
in mind. 
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central banking balances. The choice between alternatives (b) and (c) present~ a' 
banking prohlem. The distribution of credit by means of t.he remittance method 
[alternative (e)] directs credit automatically into channels of trade whem it is 
undoubtedly wanted. It also, pro tanto, effects, instead of postponing. the adjustment 
9f the balance of trade. Normally it is, I think, the right course. But exceptionally 
perhaps, there may be conditrons of stringency justifying the creation of credit hut 
more 01' less independent of the monetary requirements which tho sale of councils 
and sterling purchases directly satisfy. In such cases it might be right to use high 
banking lIJalanceR, originating in undesignedly high Government balances, for this 
purpose, leaving requirements directly connected with external trade to Le financed 
through councils or sterling purchases adjusted through the paper currency 
reserve. 

9. I should add, perhaps, that a Oentral Banlt, in the exercise of its regulating 
functions, might in practice find somewhat wider scope for the employment of 
discretion in moving Government funds than the limited case which I have ventured 
to formulate. But such an authority would certainly recognise the principles (1) that 
the building up and retention of excessive Government balances as a normal means 
of supplying loanable capital is not sound practice; an(i (2) that remittance through 
the paper currency reserve, at a time when remittance through Treasury is 
pra~ticable, involves inflation, and ultimately, therefore, a correcting ueflation. 

10. Finally it may be added (1) that surplus balances in England are earning 
interest for Government while surplus balances in India are not; and (2) that if 
surplus balances have in fact accrued at home there is no point in letting that 
interest go to the bank (which would invest them 011 its own account if the Indian 
Administration did not) instead of to the revenues of India. 

11. My views and conclusions are:-
(1) The maintenance of the Home balances at a minimum is not an end in itself 

and needs neither to be sought after nor deprecated. The contrary "iew arises, I 
think, from looking at the Home Treasury as a mere disbursing office and forgetting 
its place in the general exchange mechanism of India. 

(2) Normally, the only way of keeping the Home Treasury balances at a low 
average level is by maintaining a close correspondence between estimates and actuals : 
not as regards the Home transactions only or primarily, but as regards all transactions, 
revenue or capital, Home or Indian, which react on the aggregate Government })alances. 
Sound estimating is of course always an end in itself and to this extent, but only 
consequentially, low Home balances are desirable. 

(3) Exceptionally, there may be reasons as to which a central bank should be a 
safe judge, and a commercial bank, however public spirited, hardly an i~partial 
judge, for special steps to keep Indian balances temporarily at a relatively high level 
with the consequence of keeping Home balances relatively low. 

(4) When surplus balances accrue at home as the lesult of discrepancy between 
estimates and actuals it is possible to look on such surplus funds as provision for the 
Administration's prospective requirements (see last sentence of first footnote to para. 4) •. 
But this fact is not the cause of the surplus funds being sent to London. Nor is such 
antecedent provision called for on its own merits5' 

(5) 8uch surplusage is, in essence, a temporary balancing reserve (akin in function 
to the Home branch of the paper cunency reserve) set up by one group of normal 
exchange transactions and liable to be used up (or in other words retransferred to 
India) by another (e.g. Reverse bills; cJ. also the transfers and retransfers described 
in the Paper Ourrency Report for 1924-5, page 15). 

12. Applying these results to the question put to me, I would summarise as follows 
the points which are essential to an adequate answer:-

(A) What sums are needed by the Home Treasury P-The Home expenditure of the 
year, including such large and uncertain factors, outside the Secretary of State's­
control, as the Railway capital expenditure. 

(B) What sums are available for 1'emittance to the Home Treasury P-The whole 
surplus of the Treasury balances in India, including not only that sum (an estimate 

.. Indeed, any plea. that this aim should be deliberately pnrsued seems opposed to Budget principles. 
1 am of course assuming that in the conditions of the future exchange will be fully maintainable at the­
(lhosen rate. This assumption could be less safely made in the pre-war period whIch, taken as a whole .. 
was a. tentative period. .And in recent years tLere has of course been no normal rate. 
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()f A above) which is included in the Dudget for remittance, but any further surplus 
which accrues through under-estimation of receipts of any kind or over-estimatiou of 
expenditure of any kind. 

(0) What 8/tm8 will, in fact, be remitted to the Home Treasury P-The whole 
amount (up to the limit of D) of the quite incalculable trade demand for remittance 
to India. 

While, thp,refore, it is dear that no inconvenience would be caused to the Secretary 
of State if the provision of funds was kept in exact accord with the maturing of 
obligations, it does not follow, as the question seems to assume, that the recurrence 
of large Home balances could thereby be obviatpd. This can only be achieved by 
exact estimating-Home and Indian-and this exactitude, on the Ways and Means 
side particularly, may often be not even roughly obtainable. 

Finally, if the tutal Home remittance (paper currency as well as Treasury) is in 
question, no estimate worth the name is possible and no limit can be set. 

APPENDIX 78. 

Statement of eyidence submitted by Mr. A. Bowie, General Manager 
of the Allahabad .Bank, Ltd. (affiliated to the P. & O. Banking 
Corporation, Ltd.). 

1. I have the honour to submit, as an expression of my views from the standpoint 
of indigenous banking, (a) a note 011 the question of the control of the note issue and 
on what principles should control or management be transferred to the Imperial 
Bank of India, and (b) a note on the question of what measures are desirable to secure 
greater elasticity in meeting seasonal demands for CUrrE-Dcy. I beg the favour of 
your placing these notes before the Members of the Royal Commission on Currency. 

2. The control and management of the currency should be a function of 
Government and ought not to be delegated to an institution, however powerful, 
owned by, and managed primarily for the profit of, a body of private shareholders. 

3. The result of tho working of the Imperial Bank Act has been to erect a 
qua:>i-state bank to a position where it is placed above economic competition and has 
left the indigenous banks defenceless against the operations of the state bank. 

4. The clauses of the Act are framed to give the widest permissive powers to the 
Bauk to engage in general banking business and so that nothing in the Act may be 
construed as restrictive, it is f;pecifically stated in the Act that nothing f;hall be 
deemed to prevent the Bank from allowing any person who keeps an account with 
the Dank to overdraw such account without security to such extent as may be 
prescribed. 

5. Further, no additional measure of security is provided by' the terms of the 
Imperial Bank of India Act, lU20, in regard to the statutory information to be shown 
in the balance sheet. In Iact, the measure of protection to the public in this respect 
is not equal to that demanded from the banks established under the Indian Companies 
Act in Form .H', viz., to disclose the secured and unsecured advances and, as a 
guarantee of the independence and impartiality of the control of the bank, to show 
the sums due by the directors as principals and guarantors and as partners and 
directors in firms and companies. 

6. The privileged position of the Imperial Bank of India hinges on the prestiga 
accruing to them as Government bankers which, in the eyes of the public, secures to 
them the support of Government in an emergency. This position in itself means an 
actual monetary advantage in that, with their credit as Government bankers, the 
Imperial Bank of India ought always to be able to borrow at lower rates than other 
banks. 

7. One restriction placed by the Act on the Dank's functions is that the Bank 
cannot engage in foreign exchange banking business so that the exchange banks 
working in India are relieved from the nneconomic competition of the Bank. 

8. There are no obligations under the Act placed on the Bank requiring it to 
make advances to other banks against Government or other approved socurities, 
so it is within the power of the Bank at anv time, arbitrarily, to refuse banking 
accommodation. • 

K 
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, 9. The' single. co?dit'io~ imposed ~Y the Bank .:Act' r~quires t~e Bank to open' 
100. new "offi.ces ,wlthm a stIpulated penod. As consIderatIOn for thIs undertakinO' of 
banking development, formerly carried out by other banks on their own resour~es . 
the,Bank i~ given the facility of free transfer of funds and a monopoly ~s Government 
banke~s o~ r~ceiving t;he whol~ o~ the, Gover~Il!'eIl~ ?alance~ free of interest, military 
and regimental accounts, trust estates, mUnIctpahtIes, railways, ports, universities' 
school~~ secl1l'jtr deposits and various semi-public funds. , , \ " 

10. The use.of inJerest-free funds, free transfer of funds, and the large payments' 
it draws lor itli 'servicl')s in connection with t.he management of the Public 'Debt places 
the Bank in a position, where it meets w~th competitiop. for banking business, tu quota. 
rates unprofita!:>le to other banks. IndIgenous bankmg developulent except within 
the organisation of the Imperial Bank is nullified. There is also the danger of banks 
being forced tri seek protits. in a class of busines!=l which ought to be outside the sphere 
of operations of properly managed banks. Both these conditions are conducive to a 
weak growth of indigenous banking. It is clear that there can be no strp,ngth in a 
nation's banking system which depends for its development on a state-aided institution 
placed above competition. 

11. The strong competition of the Imperial J3ank with indigenous banks is 
generally ad:q1itted. In argument it may be stated that through the operations of 
the Imperial ,Bank, banking rates and charges have been lowered with a resulting 
benefit to I trdde. But if Government wished by conferring special privileges on a 
selected bank to benetit trade, then in fairness to the established banks these benefits 
should have been made available to trade through all the banks with which the public 
had been aCClistomed to deal. 

12. It may further be argued that banking services are given by the Imperial 
Bank to the state in exchange for the benefits conferred; yet every bank gives similar 
services to its numerous customers, besides l'aying interest on customers' balances. 

13. To add to the enormously valuable benefits and privilege accruing to the 
Bank through the operation of the Imperial Bank Act the right of note issue, with the 
revenue from the securities protecting the fiduciary issue, or with the revenue from a 
direct payment, estimated without competitive tender, for control and management, 
would have the effect of erecting an unassailable banking monopoly in India. 

14. The ~ontrol of the note issue in the hands of a state bank, competing with 
other banks for general public patronage and banking business, would place banks in 
a position of dependence to the state bank and there would be the risk of bankers' 
needs in the matter of thE' issue and exchange of currency notes being made, 
particularly at the up-country offices of the Imperial Bank, secondary to the needs of 
the Imperial Bank's own non-banking customers. 

15. No df'finite benefit would accrue to the community through the transfer of the 
control and management of the currency to the Imperial Dank of India. So long as 
proper reserves are laid down by statute to ensure convertibility and to ensure that 
the rupee will have a common monetary basis with the leading currencies of the 
world the question of a managed currency will not arise. There would be a distinct 
loss to the banking community if Government ceased to control the currency. The 
definite guarantee of impartiality, which the control and management of the currency 
l)y the Government of India provides, 'Would be lost if these functions were transferred 
to a state-aided bank that is in active competition with other banks for general 
b-a.nking business. If it were decided that the note issue should be handed OV€r to 
the Imperial Bank, then the status of the Imperial Bauk should be analogous to that 
of the Bank of England, a state bank, which does not compete with other established 
banks in general banking business. 

(a) Measures desirable to secure greater elasticity in meeting seasonal demands 
for currency and what conditions should be prescribed with regard to the 
issue of currency against hundis. 

(b) Greater elasticity in meeting seasonal demands for currency can be expressed 
in other words as provision for increasing the amount of loanable capital at 
the busy seasons of the year. 

16. The currency ought to have no concern with the provision of loanable capital. 
Assuming that an effective gold reserve for the note issue is established the volume of 
currency will increase and decrease with the gold withdra\vals from or deposits in 
the gold reserve. This will be automatic foI1owing the seasonal demand for currency 
in India. Rupee exchange will mm'e within the limits of the gold points, according 
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,to the demand for rupees. Loanable capital 'to finallce seasonal 'demands will flow 
to or from India through the agency of the gold reserve; the attraction of loanable 
'capital to pr from India being governed by the comparative profits yielded by the 
. Indian or E;nglish bank rates. 

17. The Imperial Ba,nk rate should be regulated by the demand for money or, in 
,other, word~, ,by the supply of, loanable banking. fundll in India. Artificial measurE'S 
for controlhng the bank rate should not be resorted to. The bank rate ought to be 
the limiting and regulating agency controlling credit. Easy credit encourages 
'over-trading leading in the end to financial crises. A hi~h bank rate when seasonal 
demands are urgent is salutary. It keeps speculation within bonnds, is a factor in 
pr~\"enting ~ood~ being held unduly for a rise in price, increases the velocity of the 
turnover of banklDg funds, and attracts local money to the money market. Money is 
available in India if the price is paid for it, and there is no more powerful agent for 
bringing hoards into fruitful employment than a good price for money. 

18. There ought to Le no question of emergency currency until an emergency has 
'arisen, when, if panic conditions exist, the Government can take exceptional measures 
I to suspend the Currency Act within strict limits and conditions. 

19. Regarding the question of what conditions should be prescribed for the issue 
of currency against hundis I l)eg to state my opinion that the currency should not be 
asked to functIOn as a re-discount market. It is a dangerous principle to admit that 
loanable capital can be manufactured by the issue of currency notes against the deposit 
of security. The supply of loanable capital is a banking function. If the local money 
market does not suffice to meet fleasonal demands then additional supplie~ of loanable 
capital must he attracted from money markets outside India. 

APPENDIX 79. 

'Statement of evidence submitted by Mr. M. M. S. Gubbay, C.S.I., 
C.I.E., General Manager and Director of the P. and o. Banking 
Corporation, Ltd., London. 

, This Note is submitted on the assumption that it is permissible to travel beyond 
·the particular points covered by the Supplementary List of Questions, and is intended 
to concretise the points on which I should wish to tender myseU fur oral examination 
in addition to points covered by the Supplementary List. 

1. 'l'he basic principles on which the plan appears to rest are:-
(1) The responsibility for the holding of exchange, whatever may be the point at 

which it may be stabilised, should not rest, as hitherto, on the authoritie~ 
in Simla and London. 

(2) Fluctuations of exchange should be left to be corrected automatically by 
. the inflow and outflow of gold. 
(3) For this purpose, as also as an internal circulating currency medium, a 

gold. coin should be introduced. 
(4) Indian Bank Rate poHcy will play an import.ant part as a regulator to 

check or stimulate, as circumstances may require, the movements of gold 
in and out, and, therefore, the credit and exchange policy of India must 
be unified and be directed by the Impprial Bank. 

2. One of the primary issues which emerge from any consideration of the Indian 
exehange system is the question of the Government participation in its management. 

My view, as an old official of the Finance Department, is that the Government 
authorities themselves wish to see reduced to a minimum their responsibility and their 
intervention. , 

3. A complete change over, however, such as is contemplated in the plan, involves 
two radical changes in the Indian financial system :-

(1) the reduction of the status of the silver rupee; 
(2) the alteration of the character of the present Government currency notes 

into bank notes payable in gold. 
4. I do not consider that the effects of these two measures have had due weight 

given them in the proposed plan. 'The stages through which the scheme can be 
brought into ultimate -complete introduction should be considered with reference to 
the practicability of these two measures. I do not believe that it is possible as yet 
to contemplate either of these two. changes.; singly each would have very far-reaching 
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consequences, and jointly they would result in general confusion and disturbance or 
the existing machinery. 

5. A gold coin in internal eirculation and commonly acceptable is an essential 
preliminary to the proposed reduction oE the status of the silver rupee. It will be 
only when the necessary conditions of general acceptability of Stich a coin as an 
internal circulating medium that the stage of demonetising the silver rupee could be 
safely entered upon. 

6. I ~el very strongly that the replacement of Government currency notes by a 
bank note, whether payablfl in gold or silver, needs to be considered, not merely with 
reference to its acceptability as such, but also with reference to th" different conditions 
under which a bank note will be available for issue. So long as the note is that of 
the Government and not of a bank, impartiality can generally be expected from those 
whose function it· is to manage itR issu€", whether at local points or at the chipf 
commercial centres. Suggestions have already been made of partiality under the 
system now obtaining at some inland points on oecasi0ns. It must be remembered 
that notes playa most important part in t.he movement of produce and goods from 
point to point. 

A bank which has at its command the supply of notes available at any particular 
tradmg centre is naturally regarded as being likely to offer better service than another 
bank whi~h does not enjoy this privilege. The utility of other banks to the trading 
and general community may be impaired, and their sphere of activities seriously 
curtailed, and it may he that there will be some reaction on the progress which the 
note-using habit has made among the community as a whole. 

7. 1£ the Government responsibility for the convertibility of the note is to be 
withdrawn, the acceptability of the bank note will need, in my view, to be secured by 
provisions as to a metallic proportion far higher than that proposed in the plan. The 
credit of the bank note can hardly rest on a metallic basis smaller than that which 
past experience has shown to be required in the case of the Government currency note. 

8. The admissibility as fiduciary cover for the note issue, whether Government or 
bank note, of internal trade bills appears to me to be questionable. The primary 
objective shuuld be to attract gold into the Indian currency, under whatever system 
it is to be operated, whenever Indian monetary requirements call for an increase in 
the currency. The rediscounting of internal trade bills by means of an enlargement, 
even temporary, of the currency will interpose an obstacle to such flow to India. 
Further, such rediscounting becomes all the more questionable when the trade bills 
to be offered as cover for the fiduciary issue are bills not rediscounted with the 
Imperial Bank or with the bank of issue by other banks, but may be bills purchased 
by the Imperial Bank in its character as a bank engaged in general commercial and 
joint stock banking. 

9. Similarly, the provision as to the admissibility as fiduciary cover for the note 
issue of sterling bills drawn in India will, if it became operative, also interpose an 
obstacle to the flow of gold into India. 

10. The plan lays upon the Imperial Bank the obligation to keep the Secretary of 
State supplied with funds to meet the sterling ('harges of Government. 

As the custodian of the Government's balances and as holding bankers' balances 
the Imperial Bank has responsibilities as well as privileges; the discharge of these 
functions cannot always be impartially harmonised with its own interests as a bank 
engaged in joint stock banking, and commercial banking, as a branch bank and as a 
bank of deposit; and t.he privileges which it already possesses secures for it a favoured 
pOSItion. The extension of its functions so as to embrace (~) the management, as 
principals, of the note issue, and (b) the provision of the sterling requirements of the 
Indian Uovernment will not only vastly increase its commitments, it will also increase 
the points at which its interests, as a private institution designed to make the best 
use of shareholders' capital, come into conflict with its duties as an impartial body 
conceived for the purpose, and charged with the duty. of regulating the supplies of 
credit in the general interests, and of stimulating under guidance and wise control 
the de\"elopment of banking in India. 

It would appear to be essential to define very clearly and rigidly the limitations 
which should be obsprved by the bank in the different capacities in which it will be 
required t.o function if room is to be made available for other banking enterprise in 
India. Preferably, these different functions should be differentiated, and their 
discharge left to be effected, not by one single institution, but by s€"parate institutions 
or agencies. 
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=Statement of evidence submitted by Dr. T. E. Gregory, D.Sc. (Econ.) 
Lond., Professor of Currency and Banking in the University of 
London. 

-The rupee should be stabilised aml the gold standard advpted. 
1. I believe that the time has now arrived when the stahilisation of the rupee 

-can be safely undertaken. At the time of the Bclbington-Smith Commission, it was 
not held that th6 practical abolition of the gold standard in Europe stood in the 
way of fixing a parity with gold, and the case against a continuance of a fluctuating 

-exchange i!'l much greater now, when the greater part of the world has again 
stabilised the external valne of the variolls currencies p.mployed. 

The time has also arrived, in my opinion, when India shoul<l adopt the gold 
standard, and not merely the gold exchange standard. I base my opinion upon the 
well-known fact that Indian public opinion has long demanded such a step, upon the 

-consideration further that the failure of the experiment of H)20 has discredited the 
currency policy of the Indian Government; lastly, upon the feeling that the wider 
the area in which gold serves as a btandard and the principal coin, the less the danger 

-of a further Iall in the value of the metal. 

'l'he 'rUpee shoulcl be stabilised at the rate of 1,. 6d. 
2. I attach no importance to the suggestion that the transition to the gold 

standard would involve a smaller demand for gold iI a rate lower than the existing 
rate wp.re adopted as the basis. This 'view seems founded on the erroneous idea that 
the total volume of the currency in India would be the same whether the parity 
were Is. 6d. or Is. 4d., or even a lower figure. If a rate lower than 18. Gd. were 
ellosen, the volume of money in India would have to be increased to prevent the 
sterling yalue of rupees from rising, and consequently money incomes would rise 

. also. It makes no difference whether an individual buys 11~ grains of gold with 
13 rupees or with 15, if he is in the second case given a larger number of rupees to 
buy the golc1 with. It is true that a reduction in the gold or sterling value of the 
rupee would reduce the buying power of those classes of the population whose 
incomes are fixed in 1erms of lUoney, by law or by custom, but I ('annot admit that 
this would make much difference to the total demand for gold, or that, .even if it did, 
it is a policy which ought to be advocated. I do not think that the serious social 

. consequences which accompany a. fall in the value of money are outweighed by the 
· considerations that the adoption of an Is. 6d. rupee gives an awkward relation to the 
£ sterling, or that it may have some E>light effect in stimulating imports into India, 
or that on paper it gives a higher sterling yield to the holder of rupee Aecurities. 
So long as p-old only buys about ten-seventeenths of what it did before the war, the 

-creditor of t.he Indian Government has very little to be jubilant about. In auy case, 
against his gain must aho be set the gain to India arising from the smaller rupee 
· burden of the Home charges. 

The question of gold output and prices. 
3. I have no special technical knowledge of the economics of the gold-mining 

industry, which would enable me to give a categorical answer on the subject of the 
future output of gold. But the general economic aspects of the matter are clear 

· enough. There is no reason to suppose that gold-mining differs from other mining, 
so that it is likely that the progress of mining technique will operate in the future, 
as it has in the past, to make the marginal mine one that in the past it would not 
have paid to work at all. This kind of influence on the output of gold one has every 
reason to expect, even if no ne\v areas are opened up. Of course, if world prices 
were to fall, it would pay to operate mines even poorer than the present marginal 

. ones. Thus, though it may be true, as ~Ir. Joseph Kitchin has argued,~ that the­
tendency for gold output is to fall, yet the rate of decline may be slower than '''as­
anticipated. In any case. the fall in output which he predicted in 1924 has not yet;. 
begun to manifest itself, for his estimate of gold output for 1925 is higher than his 

-estimate for 1924, viz. £81 millions against £79 millions.t Even if we take his 
--original figures and argue that world production will fall in the next decade at the 
rate suggested by him, world-output would still be £741- millions in 1930, and, on 

-the assumption of a continuous fall at the same rate, £67 milliof.ls in 1940. If we 
• Harvard Review of Economic Statistics, Apli11924. "Gold Productiou : a Survey aud l!'orecast.'· 
t Figures from lIessrs.lIontagu's .. Annualllullion Lt:tter." 
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assume that the Indian private demand will continue at the averuge pre-\var rate­
(11308-13), i.e. 29 crores, say, at 1~. 6d. per rupee, £22 millions. and if we further­
~ssume that. the transition to the gold standard were to start in 1930 and were to be 
completed in HJ40, then India would absorb about three-sevenths of the current 
llup'ply in the first year, and rather less than 50 per cent. in the last year. 

The world's industrial consumption of gold is stated in the H)23 Report of the 
Director of the U.S.A. Mint a~ 87 million dollars in 1921 and 101 million do1J,m:; in 
1~22. If we ta~e £::0 millions as the average figure, then the Indian private demand' 
plus Indi~ currency demand plus world industrial consumption would absOl b Hand 
H of the total output. at the beginning and end of the transition period; the surplus 
available for the currency demands of other countries being then in absolute amountR-

,about £23 millions and £15 millions respectively. 

4. Any prediction as to how the future of prices will be afier,tpd by demands for 
gold of this order of magnitude in relation to the supply of gold as estimated is 
impossible, so long as we know nothing of the future reserves of gold which nations 
will think it worth while to keep. In this respect the war has brought about a 
currency revolution. Lehfeldt-:! and Casselt have shO\vn that in the 19th century 
the secular course of prices varied according as the actual output of gold rose or fell 
below the "required" output, i.e. the amount which would just have kept prices 
steady, world productivity being what it was. Both these writers agree that in 
pre-war years the actual output needed to be between ~ per cent. and 3 per cent. of 
the actual stock of gold in existence in orde1 to keep prices steady. Bnt currency 
conditions to-day have completely altered. Not only is little gold in circulation, but 
it is now recognised that the central banks of the world kept gold reserves much 
larger than they needed to keep in order to meet all demands likely to be made on 
them. The result was, of course, to keep up the value of gold. 

'rhe tendency in the post-war 'world is to keep smaller reserves, partly because 
central banks want as large a portion of their assets as possible to be earning assets, 
partly because the war showed that gold reserves were not the sinews of war that they 
had been supposed to be before the war broke out. Conseql1entlya fallmg off in 
gold output does not nf'cesRarily have any direct effect on price levels at all in these­
days; banks reduce their reserve ratios a little, and that is all. Some banks have­
reserve ratios which are absurdly large, even now, and it is quite clt-ar that it would 
pay, in the strictly economic sense, for the United States to exchange 500 millions of 
superfluous goM in the vaults of the Federal Heserve System for an interest-bearing 
debt contracted by India. Taking a world view, I cannot regard a demand for an 
extra £100 millions of gold on the part of India as likely to imperil the general 
stability of world credit in any way. 

The position of the London money maTket. 
5. Though it is, in my opinion, clear that the present and anticipated yearly­

output of gold, and the present monetary gold stock of the world, are quite large 
enough to support an additional demand of the kind suggested in the" Proposed 
Scheme," I feel also that the proposal to absorb a~ much as £50 millions within one­
year of the commencement of the plan would tend to create alarm in the London 
money market, and would to that extent cause opposition to the whole plan to 
be intensified. The gold in the Dank reserve can be taken at £23t millions, the­
reserve ratio at 20 per cent. as compared with the pre-war 45 to 50 per cent. under 
these circumstanc~s, it can be argued that the inauguration of the scheme would 
in volve grave risk of higher bank rates here, in order that the gold taken for India 
from bank reserves here would be attracted here again, either from South Africa, 
America, or other areas at present on a gold standard. The question whether such 
higher bank rates here would inaugurate a series of rising rates in the rest of the­
world depends on the extent to which other countries regard themselves as possessing 
surplus stocks of gold or not; if they were content to allow gold to move to London 
to replace that taken from thence, the influence of a higher bank rate would be directly 
confined to London, though it might have indirect effects elsewhere. 

Under the actual circumstances of the London money market, a drain of gold t(} 
India would probably not have the effect, so much of raising rates over time, as 
of postponing their reduction. The position of London is complicated by the 

• Lphieldt. Gold Prices and the WztwaterS7oand,;Chapter IT. See op. at. p. 37 for further references. 
t Cassel. Theo'ry of Social Economy, Vol. II , Sec. 63 et seq. 
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..circumstance that the process of allj lIstment to the re&tored gold standard is still going 
·on, and the market is thus peculiarly &ensitive to losses of gold. ',fhe tendenl!Y of 
rates to fall when our own adjustment had been cotnpleted~lDigh"t ~hus be interfered 
with; but to the extt'nt that the bank authorities can' be induced to consider a lower 
reserve as not necessarily imperilling the position of London as a financial centre, an 

,outflow of gold to India would not induce permanently higher rates. Whilst I regard 
it as very important that any acquisition of gold should be carned out in such a way 

.as not to bring undue pressure to bear on .the London JIlarket, both on economic and 
psychological grounde, I think it desirable' to str~ss also the two following points 
in order to avoid misunderstandmg:-

(a) A cO~lDtry cannot" lose" its gold against its oWDr will. Gold can always be 
got at a price: the price to be paid is a price-level which will attract gold. 

(b) Tilt' 8:cquisition of gold in pursuance of a. pre-determined plan is, in its 
reaction on the situation in the l!ountry, from which the gold is drained, to be judged 
differE:ntly from losses of gold in 'that country due to lack of equilibrium of price-levels. 
For the latter indicates a disease which is peculiar to a particular area, which, unlesc; 

-cured, means continuous monetary deraugements. The policy which must follow 
from the fO"lll~r flituation depends on whether or not stoc.ks, in the country from 
which gold is taken, are to be regarded as rednndant or inadequate. 

£100 millions of gold not necessary. 
O. I do not, however, regard the amount of gold which will be required by India, . 

in order to pass to the gold standard. as being necessarily anything like as large as 
the fignre stated in t.he ., Proposed Scheme." This opinion I reaC'h on the following 
grounds :-

(a) The scheme is built up on the old-fashioned assumption that the correct way 
of inaugurating a gold standard is to acquire large supplies of gold and to exchange. 
them for silver, which will then be sold at a los", the extent of which it is impossible 
to estimate beforehand. This method of introducing the gold f:tandard quite rightly 
foresees that it is impossible to maintain in circulation both the existing volumes of 
non-gold currency and the alllount of new gold it is desired to introduce; and hence 
proposes to deal with the matter by reducing the legal tender quality of the silver 

,.coin. But the value of the silver rupee depends not on this, but on its quantity. I 
believe this method to be wrong in principle and likely to bring about the very evils 
it is desired to avoid. 

(b) The introduction of the gold standard does not logically or practically involve 
the immediate circulation of large quantities of gold. What it docs involve is lhe 
extension of the use of gold in the future, i.e. the opening of the Mints to gold, the 
grant of full legal tender power to gold and the maintenance at par with gold [though 
not the immediate l'ight of conversion into gold"-'] of all other forms of currency. The 
.correct device fo!' passing over to the gold standard is thus the limitation of the 
quantity of other forma of currency. The normal growt.h of trade and population 1 

can then be relied upon to fill the gap caused by the non-increase in the otht't 
forms of currency, other than gold. 

Provided that the quantity of silver is limited, there is no reason to limit the legal 
tender quality of the silver rupee, and every leason why it should not be limited. 

(i) The knowledge that such silver as is actually hoarded will be deprived of its 
legal tender quality is surely the best means possible of causing 'a panic and of 
increasing the immecliate supplies of gold which may have to be provided. This 
danger of panic demands is certainly increased by the suggestion in para. ~E (ii), that 
the putting into circulation of a gold coin in exchange for notes and rupees should be 
-discretionary in the interim stage of the scheme. Whether or not the scheme is 
introduced by stages, on the lines suggested in the "Proposed Scheme" or on some 
other basis, both Government and the people of India should know in advance 
precisely what it is intended to do at any particular stage. 

(ii) Assuming the scheme to be adopted, there seems considerable danger that the 
time required to carry it out will be increased owing to the pressure of interested 
parties, who will protest against the los~es to them resulting from the fall in the price, 
of silver. The experiences of Germany after the currency reforms of 1871-3 shmv 
how the fear of loss from the sale of large st.o("ks of silver ou the one hand, and the' 
.alarms of the silver party on the other hand, produce the very situation it is hoped 

• That is, the date a.t which the Mints are opened to gold need not coincide with the date at which 
.silver is made convertIble into ~old on demand. 
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to avoid: a panicky silver market and a postponement of the final stat"Yes of the­
reform If the Government is to get rid of silver, let it uo so as soon as p~Esible and 
not disorganise the market for 10 years. 1 attach no very great importance to the 
argument that the annual sales woulu amount only to the "average net imports of 
silver into India iu recent years." The net demand for silver ill India WIll decline, 
maiuly because if silver is regarded as likely to depreciate ill value no one will want 

I to hold ~arg.e stocks of it. ~I can see no vi~tue in the proposed impOl t duty: the 
world prIce IS bound to fall If large sales of sIlvtlr take place, and though the Indian 
price ma~, be somewhat above the world price, it too will be lower than it is now. If 
it is much above the world price, the duty will certainly encourage bmuggling. The 
political consequences of the policy also seem to be undesirable.) 

(iii) A further point may be alluded to here. India is a relatively poor couutry in 
which the mass of ordinary transactions is likely to be for small amounts. On 'the 
other hand, technical conditions make the issue of small gold coins undesirable. The 
present rupee stock, including those in the currency reserve is only about ] 2 per­
capita. I suggest that this is not an amount which, provided that the total is not 
increased during the tmnsition period, could possibly imperil the transition to the­
gold standard. 

(iv) I notice a suggestion in para. 4 (i) in the Proposed Scheme which should be 
questioned. I refer to the Aentence implying that during stage I "a statutory 
obligation should also be imposed on Government to give, in exchange fnr gold 
bullion, notes or silver at a prIce equivalent to the par of exchange, &c." There is 
DO valid objection to be made if this sentence only implies that silver or notes 
will be issued against tender of gold within the limits of the existing issne; if it 
implies that the volume of notes or rupees is to be increased~ it will delay and not 
assist the progress of the reform. For, so long as the rupee or the notes are 
not convertible at will, their value does not depend upon the nature of the security 
behind them, but upon the total quantity in circulation. 'To the extent that 
there are more rupees or rupee notes, to that extent, other things equal, will theil­
value fall. As the object of the reform is to leave a gap in the circulation which can 
be filled by gold, silver or notes should only be given for gold within the limits ofthe 
actual existing circulation, so 10llg as complete convertibility has not been introduced. 

7. I am of opinion, therefore, that there should be no interference with the legal 
tender quality of the rupee. 1£ the rupee remains unlimited legal tender, a reullction 
in the number in circulation is not necessary on any grounds, no heavy pressure on 
the world's money markets will then be felt and no danger to the pr(Jgrehs of the 
reform will arise flOm the possible ill-eflef~p of the sale of very large amounts of 
silver. The reduction in the number of 'rupees. in order to widen the area to be 
occupied by gold, should be confined to the sale of the rupees in the paper currency 
reserve. As, however, the smallest gold coin cannot be less than Hs. 10, and as 
it would probably be hetter to make the smallest gold coin twice, as large as this. 
Guvernment will always require some silv~r for the conversion on demand ot the nutrs 
under Rs. 10. 1£ no notes under Rs. 10 are issued. the place of silver in the 
circulation will be increased. The maximum sale of silver would thus be 9u crore::" 
and it might in practice be a good deal less (see para. 9 below). 

8. I come now to the transitIOn to the gold standard. I recommen(~--
(a) That the Mints be immediately opened to the coinage of full-weight gold cojnsp­

in unlimited quantities. The minimum denomination to be Rs. 20 until the 
inauguration of the fnll gold standard, which I recommend should not be delayed for 
a period of more than five years from the date that the Mints are thrown open to the 
coinage of gold. The size of the smallest gold coin can then be reduced to Rs. 10, if 
it is considered desirable. The gold coins to be unlimited legal tender and a 
seignorage charge to cover cost of coinage to be imposed. 

. (b) That no further coinage of rupees or increase in the note-issue beyond the 
present limits be permitted in the interim period. If gold be tendered for notes, the 
total of the notes to remain unaltpred, and a corresponding portion of the investments 
in the paper currency reserve to be cancelled. 

(c) That of the 90 crores of rupees in the paper currency reserve such portion to· 
be s'old as i~,not requi;red to take the place of notes under Rs. 10, the retirement of 
which I recommend, and a further amount which may be l'equired to en cash such 
Rs. 10 or other notes as may be presented for rede~ption before the expiration of the 
first five years of the scheme. On the inauguration of the convertibility of notes into­
gold, whilst some E>ilver will probably still have to be held, the silver portion of the 
paper currency reserve to be reduced still further. 
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!J. Estimating the amount of notes under Us. 10 denomination as in the neighbollr­
hooll of 20 crores, this bcheme involves a maximum s'lle of 70 crOlefl, or, say . .'jlJ crores 
within the next five years. The minimum amuunt of gold to be acquired will alllount 
to :?7 crore:,; or £201 millions sterling. or about £-1 to £5 millions per annum. The 
hale of 50 crores of rupees "ill involve bOlTle 17:! million ounces which, at the price 
estimated ill the "Proposed Schemf'," wouM bring in about £17 millions. The 
relolllting' ddiciency should be made good either by a loan or by appropriations out of 
the g'old standard reserve. 

10. The Committee may care to consider the case for the immediate commencement 
of an Imperial Bank note issue. This could be done by transferring the gold in the 
papel· cnnency reserve to the Imperial Bank, which would issue gold certificates 
therefor. Gold when presented for thf' first five years wOllld be bought not with 
rupee notes but with gold certificate3, a gin>n increase in the Bank'R issue of these to he 
accompanied by a proportionate reduction in the fiduciary note issue of the Paper 
CU1"1 pncy Department. Gold acquired by Government against the bale of silver 
bimilarly to be transferred to the JJank and the gold certificates to be Iwld in the 
paper currency reserve instead of the gold itself. In this way, at the end of 
five years, the Impprial Bank would hold a minimum amount of goM equal to 
57 crores again!;t a total of 57 crores of gold certificates in the papel· currency 
reberve. Absllming no gold to have ·been sold to the Bank for gold cf'rtificates 
except by Government, the Government note issue wonld still remain at 190 crores. 
If 10 crores of gold had been sold to the Bank the Paper Currency issue would 
stand at ISO crores, the Bank's gold certificates at 67 crores, of which 10 crores 
would be in circl11atiun and 57 crores would be held by Governmf'nt. This 
suggestion doe" not in any way alter the economics of the situation; it has the 
sentimental yalue that it would afford some proof that the tram;ition from a 
Government to a Bank paper currency was under way. A special department of 
the Imperial Bank would have to be created, and the certificates would have to be 
at all times fully backed by the gold which they represented. Since goM coins 
would already be in circulation thele is no reason why these certificates should not 
be convertible into gold on demand. 

APPENDIX 81. 
Statement of evidence submitted by Dr. Edwin Cannan, M.A., LL.D.p 

Professor of Political Economy in the University of London. 

1. The intel'est of Irldia. 
If (a) I felt complete coufidence that the principles of the gold-exchange 

stamlard would always be properly carried out, and if (b) I disregarded the view of 
the question which is taken, rightly or wrongly, in India, I should see, so far as India's 
interest is concerned, very little difference between a gold-exchange standard and 
a gold-currency standard. 

But neither of these conditions are fulfilled. 
(a) Considering the histOlY of the past and the 11robabilitieR of the future, I fef'l 

no confidence that the management of a gold-exchange standard \\ill always be in 
the hands of persons willing and ablf' to make it a success. Therefore, if I were 
myself an Indian, I Ehould prefer the simpler gold-currency standard as being less 
likely to be hroken down by ball manageme1}t. I should not rf'gard the fact that the 
gold-exchange standard, properly worked, is a littJe cheaper, as sufficieut compensation 
for the extra risk involved in it. 

(b) Opinion 10 India cannot be disregarded. So far as I can judge, the opinion of 
those who take any interest in the subject in India is overwhelmingly in favour of a 
gold-currency standard. Probably this is very largely a matter of national sentiment, 
the feeliug being that Western nations adopted gold currencies in their own !nterests, 
and that India is prevented from following their example by the influence of London 
financial circles upon the BritIsh Government. To argue that India is too poor and 
backward to mako good use of gold is very natumUy regarded as adding in~lllt to . 
injury. It is extremely desirable in the general interests of India that a grie·;ance of 
this kind shouhl hI" removed at the earliest pos'3ible date, even if its removal costs an 
appreciable amount of money. 

2. The 1:nterest of Great Bl-jlain and the TV est genemlly. 
The iuterest of Great Britain and the West geuerally is that India should be 

prosperous antI well satisfied, and to secure this Great Britain might well be 
L . 
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contented to incur some inconvenience, especially when the inconvenience would not. 
be peculiar to herself, but would be shared by most of the Western countries. Dut 
it seems more likely that the gold-standard countries would be benefited than that 
they would be inconvenienced by the introduction of a gold-curren~y system in India. 

The production of gold is likely to remain high for a considerable period yet. 
The European and American demand for additional gold for currency is not likel\" to 
be as great as before the war, since (a) people who have once become accustomed to 
paper currency do not wish to return to gold coins (e.g. CalIfornia has not returned 
to the habit of using gold coins), and (b) t.he superstition that immense cellarfuls of 
eternally \dle gold are necessary to •• back" or "support" the value of paper 
currencies is, like other superstitions, losing strength. Consequently, if the East 
takes no more gold than befere, there is great danger of a fllrther depreciation of 
gold, and, which of course is the same thing, a further rise of prices in the gold­
standard countries. It is true that rise of prices makes things temporarily easy for 
the business man who lives by profits, but all experience goes to show that it tends 
towards general unrest and the spread of revolutionary and destructive ideas, that it 
l'uins government finance, and should be avoided like poison by every wise statepman. 

Additional demand from the East, therefore, if on a moderate scale, is not to be 
feared, but to be welcomed by the gold-standard countries of the West. 

3. Smallness of the amount of gold required for a gold-cUf'Tency standard. 
I see no ground for supposing that if complete liberty of exchanging all silver 

rupees and currency Dotes into gold coins were given at once all over India, there 
would be an enormous demand for gold coins, unless some ill-advised action had 
created distrust in the rupees and notes. 

Small cash is a necessary of civilised life. The principal factor in determining 
how much per head of population will be required in the smaller coins is the magnitude 
of the coin or note immediately above them. In other words, the amount per head 
of silver coins in any country, where gold or notes are used for large payments, will 
be found to depend prillcipally on the magnitude of the smallest gold coin or note. 
The silver coins in circulation in the United States amount to about 21 dollars per 
head; in England they are about double that amount, and the explanation obviously 
is to be found in the fact that the lowest note in England, ten shillings, is much bigger 
than the lowest note in the United States, one dollar. 

The poorer the people, the larger the proportion of their total cash will be in coins 
of small value. 

Taking these facts and everything else known to me into consideration, I find it 
d.ifficult to believe that no more than Rs. 5 per head would be required for active 
circulation, even if the smallest gold coin were the half-sovereign and the existing 
amount of 5-rupee notes remained in circulation. If the smallest gold coin were a 
10-rupee piece, which is quite small enough for a gold coin, the amollnt required would 
be still larger. 

The impression that in case of the introduction of gold currency tbere would be a 
rush to convert silver coins into gold ones seems to be founded on a belief that a large 
proportion of the silver coin outstanding consists of hoards which bave been saved 
and are not in very active circulation, and, further, tbat these hoards would to a large 
extent be "brought out for conversion into gold. But, granting their existence, why 
should these hoards be converted? To bring them out would be inconvenient to the 
owners owing to the risk of publicity and robbery, and nothing would be gained by it 
except some saving of space, which is really quite negligible in the case of hoards 
already made. No doubt in future those hoards, if any, which would under existing 
circumstances be made in silver coin, would tend to be made in gold coin, but there 
seems very little reason to expect any appreciable conversion of existing hoards­
provided, of course, as I stipulated at the beginning of this section, nothing were 
done to create di~trust in the silver coins. 
4. Silver rupees should continue to be unlimited legal tender. 

Few things are more likely to create distrust in the silver coins and consequently 
lead to a wild rush for gold than an announcement that it is intended to enact that 
after a certain date they shall cease to be unlimited legal tender. An Englishman 
knows by experience that the limitation is of no' practical importance, and ha& no 
fear, when he happens to have collected a hundred or even a thousand shillings, that 
those coins will not buy him as much as five pounds and fifty pounds in notes or 
sovereigns. But to an old Indian villager the news that he has got more silver rupees 
than his creditor need accept is likely to be most alarming. Pruuence will suggest 
to him that be should at once take advantage of any possibility of converting his 
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'silver into more reliable money. The proposal to limit the legal tenderability of silver 
'rupees is most dangerous and should not he mentioned even as a remote possibility. 

In limiting the legal tenderability of the silver rupee India would only slavishly 
·copy a completely unessential and unimportant feature in the English system. Adam 
Smith suggested a lImit for the English silver long before the true principle of token 

-currency had been discovered, and he had nothing to say for his proposal except that 
it would prevent bankers on whom there was a run from endeavouring to gain time 
by paying in 'sixpences, and thus, he thought, induce them to be more careful to keep 
resel'ves adequate to meet a run. In HH6 his proposal was adopted, alld since then 
the English silver currency has given little trouble, but t.his has not been in the least 
-due to the legal tender limit of forty shillings. It is due to the fact that the executive 
'Government, apparently by accident rather than by design, never carried out the 
intention or the Act of 1816, which was to establish free coinage of silver, subject to 

..a seignorage.G The ~lint was kept closed against coinage of silver for anyone except 
the Government it.self, and the Government voluntarily limited the amount issned to 
what would circulate comfortably at par. Not undentanding this, writers on currency 
and authors of economic text-books used to say that the value of the silver coins was 
maiulained by the limitation of their legal tenderability-as if a disability could 
increase the value of anything! When this extraordinary doctrine was challenged, 
the only defence which could be thought of was to allege that the limitation prevented 
the sih·er currency being much increased (and therefore depreciated) by the operations 
-of false coiners-as if there were the least probability of false coiners trying to pass 
nine had half-crowns or forty-one shillings in a single payment! .Mr. Ambedkal', in 
a book which in ~ome re:;pects is valuable (" Problem of the Rupee," p. 290) trieti 
to revive the doctrine by suggesting that the limitation of legal tender prevf'nts the 

-Government itseU from is'iuing too much token currency. But this is not true, since 
in transactions between the post office and its customers, and in paying dockyard and 
·other weekly wages, the Government can easily payout far more silver coins than it 
receives, and that without compelling anyone to take more than 408. at a time. 
AA a matter of fact, when Goschen was Chancellor of the Exchequer and wanted" to 
do something for silver," the Government did actually issue too much in that way, 
.and was only stopped by the remonst.rances of the banks, which objected to having 
their vaults crammed with silver coin which their customers had no need for. 

It must not be forgotten, too, that the wildest advocate of a limitation of legal 
teuder has never gone so far as to claim that it brings about a reduction of the silver 

-currency when that is reqnired in order to meet a diminution of demand. In a steady 
progressive state of things such a diminution is not likely to occur, and none seems 
to have been observed in Great Britain after IS16 till recentlv. Then it was found 
that the silver currency required a considerable reduction from. the peak which it had 
reached during the war or the armistice period, and the Government had to withdraw 
no less than £1,000,000 from circulation and place it in reserve. 

There are, of ('ourse, plenty of examples of silver currencies with unlimited legal 
tender power existinlZ in gold-currency standard countries. The thalers in Germany 
after 1810 are an histol'Jcal instance; the silver dollar in the United States is still, I 
think, unlimited legal tender . 

.5. Silver rupee8 should, Zil(.e notes, bp. convertible into gold coin. 
It is true that in Great Britain the Executive has ma.intained the value of the 

silver currency \Vithout being compelled to do so by Statute, and that in the United 
States the EJCecutive has at some periods maintained it while the Legislature was 
-doing its best to destroy the gold standard, but it seems desirable as a rule that the 
-obligation to keep up the value of the silver by not issuing too much and by 
withdrawals when by any accident the amount has become excessive, should be 
-definitely imposed upon Executive Governments. The best way to impose the 
obligation is by requiring the Government to convert the silver ilito gold coin on. 
demand, as was done in the German monetary reorganisation of 1870. 

I see no reason for supposing that India should be an exception from the rulE.'. 

G. Cautiou8 and gmduaZ but rapid introdnction of gold-cunency standard. 
I submit the following as the bteps by which the transition tel a gold-currency 

standard could be made in India without any large risk at any point and at the same 
time with considerable rapidity, assuming, of course, that difficulty is not introduced 
by an attempt to combine the reform with a departure from the already established 

.actual exchange market value in gold of the rupee :-
• The provision for free coinage of silver was not struck out of the law till the Coinage .Act of 1870. 

If it bad remainpd till the time of the bimetallic controversy, doubtless much more would have been. 
heard of it. 
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(.4.) At once open the Mint to the free coinage of gold; the ~lint to be bennf] to 
give {after a reasonable mterval {OI' time in manufacturing the ("oin) a') mnch gold lU 

coin as it received in bullion less a small charge for cost ot manufacture. 
(B) At the same time declare the new coim; and eqlllvalent old oneR, if anr, to ],e 

legal tender (unlimIted) as rupees at the ratio fixed (e.g. If the ].~. Gel. exchange 1-; 

the basi~, sovereigns would be legal tender fOI' l~~ rnpees and a new 20-rnpee coin 
would contam as much gold as a sovereign and a half) 

(0) At the same time suspend all additional is~nes of fo-ih-er coin. and stop all 
additional ~sueE> of notes redpemable ill silver. 

(D) Then make the note') convertible into gold coin at the option of the hold(~r, 
but proceed by in~talmentE>, taking first the notes of 1.1l·ge~t denolllination, and 
proceedlllg downwards, class by class, \'ery rapIdly if no demand appears at each 
stage, tIll all the notes are com-cItiLle into gold. 

(E) Then apply the same method to the silver rupeeE>, taking them in installllentE>, 
beginning with those of most recent date. 

There seellls every rem;on to believe that if this method ,,,ere adopted w:thout 
much flourish or tl umpets, complete convertibility of :o;ih-er COlllS an(] notes into gold 
coin could be mtl'oduced in the course of a single year withollt cau:~ing any appreciable 
demand for gold. The overwhelming majority of the people would not become 
a\yare that any change ,yaH going on, and those who knew about it "'ould hu,-e no 
reason for taking any action. The maximum po~sible additional demand call~ed by 

,each sucC'eSSIve l11stalment would be exactly calculable befole the instalment was 
taken in, the experience with the earlier lUstalments being available. 

But though so ullohtrusive and E>afe, the method would accomplish all that is 
required, and that very quickly, since Inelia wonld be on a gold-currency Etandarcl 
from the moment when the 1 OOO·rupee 110tes gave their holdels power to draw 
meltable and exportable gold. 

Some time after the process described above was complete, increase of population 
might require the suspension of additional coinage of silver to be terminated. ]Jut 
to prevent any temptation to make a profit by over-issue, it might be well to provide 
that any profits obtained by additional issue should be realised in gold, and held in 
reserve to meet the possibility of a backward fluctuation necessitating a redemption 
of silver coin. 
7. Oost of the reform: magnitude of 1'eserves, and their use. 

It may be asked, ,. If (as is argued above) little or none of the existing silver and 
note currency wIll be converted into gold coins, how will India have a gold 
currency? " 

The answer is that she will have it in the same sense as the United States has it. 
'l'wo years ~go I travelled at my own expense in that country from Detroit to Los 
Angeles, and then to Washington and New York, without ever touching or seeing a 
gold coin, but nobody doubts that the United States is a gold-currency standard 
country. The fact that nobody there cares to carry about 5-dollar and 10-dollar gold 
coins does not prevent their being current coin which will satisfy illlY creditor's claim 
for dollars. 

Probably, indeed, private persons in India would soon be holding more gold coins 
than private persons in the United States. At present most hoarding is said tu be' in 
the form of uncoined gold, and it would certainly appear likely that gold coins eaeh 
of which was a definite number of rupees, would be preferred to bullion wherever no 
question of ornament or ostentation arises. 

Moreover, the reserve agaim,t notes and (if any) against silver coins would be 
held entirely in gold. It is in the COE>t of the exchange into gold of the sih-er at 
present held that we are to look for the cost of the reform. If the leSeI'Ve is to be 
kept up to its present nominal magnitude and the silver rupees in it can on]y be sold 
in the world bullion market for 9d. each (instead of at the rupee value of Is. Gd.), this 
cost will amount to about £33 millions. 

Whether this sum could safely be reduced by some cutting down of the proportion 
of the reserve, I do not profess to know. It must depend largely on Indian conditions 
with which I am not familiar. But I do protest strongly against any provision that 
the reserve shall not be allowed to fall below some stated ratio. Such a provision 
simply sterilises a quantity of gold, making it as useless as if it were sti1l at the bottom 
of the mine from which it was extracted. A reserve should be usable down to the­
last penny. To say that in an emergency the law can be broken or f;uspended is no 
defence, ~ince violent disturbance is caused by the agitation which ensues when the 
absolute limit is approached and it is still uncertain whether the law will be maintained. 
in force or not. 
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APPENDIX 82. 

Statement of eyidence submitted by Mr. Joseph Kitchin, Manager 
and Director ot the Union Corporation, Limited, London. 

L-GOLD. 

THE RELATION BETWEEN THE WORLD'S DEMAND FOR GOLD AND ITs SUPPLY. 

1. Table VII. gives the detail of the world's production from the record of 
1915. It covers a period of 11 years during which the world has produced 
£868,500,000 of gold, of which £407,000,000, or 47 per cent., was contributed. by 
the Transvaal. It is worth noting that of the £4,080,000,000, which, accordmg 
to the'records, has been produced since 1493, £2,025,000,000, or practically one­
half, has been produced in the first quarter of the present century, as compared 
with £1,568,000,000 for the whole of the nineteenth century. In 1848-1875, 
Edward Suess has calculated, 88 per cent. of the output was derived from alluvial, 
while ~day its guota has fallen to 8 per cent., and banket-practically confined to 
the Rand-yields 50 per cent. 

2. In reading the table it must be remembered that the Rand white miners' 
strike of .January-March, 1922, reduced the output of. th3;t year by about 
£6,000,000. and so in a sense the year of lowest productIOn SInce the record of 
1915 was 1921, and not that which followed it. One can therefore say that, partly 
as a result of exhaustion of mines, but also as a result of the increased cost of 
working resulting from the Great War, the yearly production fell from 
£96,400,000 to £68,000,000, or 70! per cent. of 1915, while it has since increased 
anLually until it has reached £80,000,000, or 83 per cent. of 1915. In 1924-and 
again in 1925, by a narrow margin-the Transvaal improved upon its previous 
best, and Canada also achieved a record. Apart from these two, and probably 
Russia, the principal goldfields of the world were either stationary or declining, 
and there is distinct indication that, although the world's recovery' has perhaps 
not yet spent itself, any further advance, if it takes place at all, wIll probably be 
on a more moderate scale than in late years. 

3. The gold output for 1925-29 is assumed to vary little from the £80,000,000 
of last year, and to be between £75,000,000 and £80,000,000 in 1930. Of this 
amount the Transvaal is credited with £35,000,000, and the rest of the world with 
£40,000,000 to £45,000,000. By the year mentioned Canada may reach 
£12.000,000 and Russia £5,000,000, while £9,000,000 is taken for the United 
States. For the five years to 1929 the world's production may be estimated. at 
£395,000,000, of whIch 1925 has already contributed £80,000,000. There is at 
present no reason to assume any higher figure for the further period to 1935, when 
mdeed it is expected to average less, and to total £360,000,000. 

4. Table VII. also shows gold oonsumption annually for 1915-1925. The first 
four side-headings give the demand for gold for other than monetary purposes, 
and the difference as compared with the output of the year is the amount assumed 
to be added to the stock of gold money in the world, excluding India, China, and 
Egypt, which are regarded as hoarding countries, except so far as they may dis­
gorge gold. The data for these three countries are the net gold imports (or net 
exports where the minus sign is employed) corrected to the normal or mint price 
of gold, plus the gold production of the first two. The figures for industrial arts 
apply to new gold only, and are based on the incomplete returns to the Bureau of 
the United States Mint with the writer's estimates for the gaps. 

5. India's demand has varied in extraordinary degree. For some years that 
C<?untry was prevented by administrative action from absorbing the metal, and the 
hIgh figures of recent years are doubtless due to its making up for lost time and 
also to over-stocking In 1924-25 its quota reached. a record figure and 1925-26 
wiU show a sensible reduction, though it will still be hiO'h. It i~ assumed at 
£27,000,000, including its own production. In the table °India's fiscal year to 
31st March is taken because it is better to base the figures on the annual trade 
ret~rns and also because t~er~ is !llag between output and import owing to gold 
t~kIng one. to two months In Its Journey from the place of birth to the place of 
VIrtual bUrIal. If the calendar year were taken the figures would differ very widely 

lJ 9Ql!1 
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from those given, though they would naturally show the same average over a suffi­
ciently lengthy perIod of tIme. The alternative figures are £200,000 (net 
exports) for 1919, £32,700,000 (net imports) for 1920, £10,300,000 (net exports) 
in 1921, and £17,500,000, £24,900,000, £29,800,000, and £43,200,000 (aU net 
imports) for the succeeding four years to 1925. On this view of the matter India 
took more instead of less gold in 1925 as compared with H)24, but there is at 
present a distinct falling off, which the table better reflects. 

6. The balance available for money was exceptionally low in 1924 as in 1919, 
and, on the whole, there has been a distinct falling off, for taking the figures from 
1911 to 1925 for three years at a time they have been £133,000,000, £217,000,000, 
·£126,000,000, £122,000,000, and £85,000,000, the second figure being doubtless 
exceptIOnally raised by reason of the War. 

7. With reg:ard to the demand to be set against new gold production, the first 
column of Table 1. shows that the requirements of the industrial arts up to the 
War continually expanded, except that they remained practically stationary 
during the 20 years to 1894, i.e., during the period of fallmg commodity prices. 
The amount in 1894 was £10,800,000, and thereafter it increased almost annually 
until in 1913 it reached £27,300,000. For the 12 years since, owing to the 'Var 
am! its after-effects, it has averaged only £18,000,000, and for the last two years 
has been about £16,000,000. Judging by the 1913 figure, there is evidently 
much room for expansion, but for the five years to 1929 the writer takes it at 
£18,000,000 per annum only, while for five years further perhaps £22,000,000 
could be set down. The Indian demand has also varied with the trend of com­
modity prices, the average of £5,900,000 per annum for the ten years to 1869 being 
more than halved during the subsequent fall in commodity prIces, but thereafter 
averaging £4.800,000, £6,200,000, £10,000,000, and £19,200,000/ for the four 
quinquennia to 1914-15. The five years to 1919-20, including 2! years of 
restriction of imports, showea £10,200,000 per annum and the following five years, 
with free importation allowed, £20,600,000, the average for the ten years being 
£15,400,000 per annum The demand for the five years to 1929-30, with IndIan 
monetary conditions unchanged, might be estimated at £120,000,000, of which the 
first year will probably have given £27,000,000, leaving £23,000,000 per annum 
for the last four years of tlie period. The following five years might require 
£110,000,000 China's demand is fickle, but less so than in the case of silver. 
It has taken £11,500,000 in a single year (1919), but at other times disgorges gold. 
There are indications that China's preference later on will be for gold, which 
would be in the natural course of events. But this tendency may not be pronounced 
in the coming 10 years, and its demand may be set down moderately at £2,000,000 
per annum for the five years to 1929, and at £3,000,000 for the following five 
years. 

8 The figures suggested are as follows :-

Industrial Arts (America and Europe) 
India 
China 

Total demand 
Assumed gold production 

Balance available as money 

5 years to 1929. 
£ 

90,000,000 
120,000,000 
10,000,000 

220,000,000 
395,000,000 

175,000,000 

" " rate per annum 35,000,000 
Stock of Gold Money at end of period 2,275,000,000 

" " " per head 272<1. 

5 years to 1934. 
£ 

110,000,000 
110,000,000 

15,000,000 

235,000,000 
360,000,000 

125,000,000 

25,000,000 
2,400,000,000 

272<1. 

9. Other observers might vary these estimates-and in both directions--and 
fulfilment may, and must be expected to, differ from them to a more or less 
important extent. But however they may be varied, they would not materially 
alter the general result-that the balance available as money in the ten years must 
be expected to be much below the £54,600,000 and £49,400,000 per annum of the 
two quinquennia to 1914, while the needs of the world will be much larger than 
then. 

10. In the past there have been fairly well-defined periods-which can natur­
ally be varied by a few years, according to the taste of the observer-in which the 
~tgck of gold money per head has alternately risen not at all or but slowly and then 

I 
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advanced with marked rapidity. Such periods with their figures are as follows. 
the compound rate of increase applying to the " aggregate" and not the " per 
head .. column :-

WORLD'S STOCK OF Compound GovernIng 
GOLD MONEY. Average - Interval. Annnal rate of general Tr&nd of economic 

I Per 
Increase. lDcreas8 factors lD the factors. 

Aggregate. per annum . penod of 
. Head • 

... 1 
£ d. £ 

1807 160,000,000 54 
40 yr8. 1,200,000 0'6% 1810-1851 Stationary or falling 

1847 ... 207,000,000 50 
21 yr8. 15,400,000 4'6% 1851-1873 Rising. 

1868 ... 531,000,000 109 
23 yr8. 8,500,000 1'4% 1873-1895 Stationary or falling 

1891 ... 733,000,000 122 
27 yrs. 43,900,000 3'6% 1895-1920 Rising. 

1918 ... 11,917,000,000 254-
?30,200,OOO ?l'4% 1920- ? Stationary or falling 

1934 ... ?2,400,000,000 ?272 

11. In the two periods 1810-1851 and 1873-1895, following with a lag of a 
few years the periods of comparatively stationary gold money, London Bankers' 
Clearings, U.K. foreign trade, U.K. mcomes, and U.K. wages were stationary 
and the Bank Rate fell; while in the two periods 1851-1873 and 1895-1920, when 
gold money was rapidly increasing in amount, Bankers' Clearings, foreign trade, 
mcomes, and wages advanced swiftly and commodity prices and the interest rate 
rose markedly. Of course, the Great War and its after-effects exaggerated the 
rise, but it would, on a more moderate scale than now appears, stilti have been 
there, and 1920 would still have been the turning-point. That year, the writer 
believes from the evidence of the figures, commenced another period of stationary 
or falling factors the end of which cannot yet be foreseen, which would 
normally last, with a world working on the gold standard as before the War, 
until such time as the difference between the output and the demand for gold 
again permitted of a rapid increase in gold money per capita. This difference 
can be obtained only in two ways, i.e., by increased supply or lessened demand, 
or both-by new gold discoveries such as those of California and Australia or 
of the Rand, or by the industrial arts, India, and China moderating their require­
ments. All that can be said on that subject at present is that there is no indication 
at present of new gold discoveries of importance; that the industrial arts as time 
goes on and with a normal world are likely to exact a greater toll, as the 
pre-War figures and rate of increase suggest; that India's demand prior to the 
War was growing rapidly; and that China, which is passing from the copper to 
the silver stage, should in time with increasing wealth progress towards the gold 
stage, as India has done before it. 

12. These remarks are made largely from the pre-War point of view, and as 
though the War had changed nothing. Hence the importance of the qualification 
.. with a world working on the gold standard as before the War." The War has 
for the time being altered the position, so that, although the return to the previous 

.form of g<>ld standard is proceeding, only the United States. Mexico, and the 
Union of South Mrica have a full gold standard, and in the world generally­
even in those countries-there is a tendency to centralise gold money as much as 
possible, so as to make it more ~ffective. How far these efforts will tend. to 
increase the influence of a proportIonately reduced amount of gold money remams 
to be seen. 

INCREASE OF GOLD NEEDED TO KEEP PACE WITH ECONOMIC DEVELOPMENT. 

13. Professor Gustav Cassel has argued that the gold supply is representa­
tive of all money, and that by comparing the increase in that supply between years 
at which commodity prices were at the same level one can arrive at the rate of 
increase necessary to meet the general economic development of the world and to 
keep prices stable. In his work on " The Theory of Social Economy," English 
editi9n, 1923, he says: "The quantity of money is not rigorously marked off in 
relatIOn to the total supply of gola. On the contrary, the gold passes from 
the non-monetary supply to the monetary and back. . . . Thus the 
monetary supply of gold at the time affords no objective cause for determining the 
value of money. To trace the general level of prices to objective causes is, in 
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fact only possIble when this general level is brought into connection with the total 
supply ot gold." He then pomts out that bank-notes and bank deposits and the 
rapIdIty 01 cIrCUlatIOn 01 these and ot money have to be taken into cons~deration j 
that if rapIdIty ot CIrCulatIOn or paymg capaClty In the penod per umt IS assumed 
to be unchanged, there are three vanables, ~.e., the quantity ~f money, the 
CIrculation at notes and the amount of deposIts j that these vanables are not 
entirely mdependent since " the amount of the notes and deposits is commonly 
regulated gIven a certaIn quantity of money, by the terms on which banks make 
advances '" . that" the determInatIOn of the general level of prices might be traced 
to tWQ factors, i.e., the .terms of bank advances and the quantity of money in 
circulation "; that "sInce under a gold standard th~ amount of money 
in circulation is . . . related to the total quantIty of gold . . . 
fluctuations of the general level of prices are, if the real exchange is not altered, 
determined by the total quantity of gold and the terms of the bank advances as 
well as the effectiveness of the media of payment"; and after showmg that the 
latter are not Independent variables he comes to the conclusion that " the general 
level of pnces IS dIrectly proportIOnal to the total quantity of gold." (Pages 
428-430.) 

14. Consequently" when we take the gold standard into consideration (we) 
cannot stop at the quantIty of money, but must go on to the whole quantity of 
gold In the world." The entire supply he takes at £490,000,000, £1,410,000,000, 
and £2,550,000,000 at the end of 1850, 1890, and 1910, respectively. He selects 
Sauerbeck's Commodity Price Index as being the best Index available of world 
condItions, since it IS carried back over a very long perIOd and England is a Free 
Trade country. The level of Sauerbeck's Wholesale Prices of Commodities was 
the same In 1850, 1886, and 1910, and in the periods 1850-1910, as well as in 
1850-1886 and 1886-1910 there was an average annual rise of 2 79 per cent. in the 
actual gold supply. "The increase of the gold supply during that period as 1. 

whole has clearly had no influence on the general level of prices, and the increase 
merely corresponds with the increase of the gold supply necessItated by the general 
economic development." (Pages 441-444.) The increase of 2 8 per cent. per 
annum " we may call a normal increase for the period in question and the gold 
supply at any particular point of time in the period, assuming a normal increase, 
may be called the normal gold supply," which he builds up by starting with 
£490,000,000 in 1850 and building forwards and backwards on a uniform annual 
increase of 2·8 per cent. "As far as the changes in the general level of prices 
in the period 1850-1910 may be generally traced to changes in the gold supply, 
they may be ascribed entirely to the divergence of the actual gold supply from 
the normal." (Pages 444 and 445.) 

15. He gives on page 448 a rather remarkable diagram showing the approxi­
mate agreement between Sauerbeck's price index and the "relative gold supply" 
(ratio of the effective and the normal gold supply). "The main cause of the 
secular variations of the general price levell~es in the changes of the relative gold 
supply, and the quantity theory is right to the extent that the general price level, 
though it is also influenced by other factors, is directly proportional to the relative 
supply. . . . The general price-level is also subject to annual variations, but 
these have no oonnection witli the gold supply." (Page 447.) According to 
Lexis, a total yearly loss of the total supply of 0·2 per cent. must be assumed (as 
is done in Professor Cassel's figures) for the loss from wear, and so " an annual 
production of 3 per cent. of the supply at any time is a condition for the main­
tenance of the general price level unchanged, as far as the gold supply is 
concerned." (Pages 442 and 451.) 

16. These results" refer mainly to the period 1850-1910 and the evolution 
of the world demand for gold during that period To apply these results to the 
futnre is only possible on the assumption that the demand develops as it has done 
during the period in question. But we must point out that it is possible that 
the experiences of the Great War may materially modify our idea of the import­
·ance of gold, especially as regards its circulation and the great central reserves, 
and that in consequence of changes in the demand on this acoount there mav 
be appreciable changes in the value of gold and the general level of prices.~' 
(Page 454) 

17. In distinguishing between secular variations and annual variations 
(which may also be called fundamental movements, or trend, and trade cycle 
movements, respectively), he attributes the main cause of secular variations to 
the changes in gold supplies, the annual variations having no connection with 



APPENDIX 82. 523 

gold supplies. Professo~ Ca~l's concl~sio~s are shared by. maD;y eC?nomists 
ana are in essence identical wIth those IndIcated by the wrIter In hIS Trade 
Cycles Chart (a recent edition of which was published in the Annual Financial 
and Commercial Review of .. The Times" of February 10, 1925) and in various 
published articles. 

18. Professor Cassel's method of arriving at the annual increase in gold sup­
plies required to meet the general economic development of _the world and to keep 
priceS! stable is undoubtedly right, but the writer considers that it could be 
applied to more appropriate figures. 

19. The Professor suggests that the quantity of gold money cannot be rigor­
ously marked off from the total supply of gold, for gold passes from the non-mone­
tary to monetary uses and back again. B\lt there is:a constant absorption of ~ew 
gold by industrial arts every year in addiFon to thelold ~old re-used, and IndIa's 
absorption, with only a very few unimportant exceptIOns (£800,000 in 1878, 
£2,200,000 in 1892, and £1,800,000 in 1894), is constant, as is plainly shown in 
Table I. Prices should, accordingly, be affected not by monetary and non­
monetary gold together but by gold money only. Professor-Cassel might, possibly, 
have worked out his thesis on the basis of gold money only if he had known of 
continuous statistics calculated annually and covering the necessary period. Such 
exist, mainly in unpublished form, in the writer's annual figures of the World's 
Stock of GOld Money (excluding India, China, and Egypt), which run back to 
1839. 

20. The writer's figures differ from other estimates in that the Stock of Gold 
Money is assumed to be added to each year by the amount of the world's gold 
production after deducting the absorption in the industrial arts of Europe and 
America and the absorptIOn of India, China, and Egypt. The figures do not 
allow for wear and tear. This is considered to be negligible, since Professor 
J evons, in the middle of the nineteenth century, showed it to be 0'0457 per cent. 
per annum for circulating coins only, while before the War money in circulation 
was one-third of the whole. The calculations start with an assumed £200,000 000 
in 1843, and though their base is so distant in time, they have so far met'the 
nec~ssary tests very fairly. 1.'he totals a~ five yearly intery-als are given in Table I, 
whwh sliows how the Stock lias been bUIlt up. Other estimates, which have some­
tiwes varied widely in the past and which are largely of a non-continuous 
character, have been generally based on the visible stock of the moment in the 
banks and public treasuries of the principal countries, with an estimate of the 
gold in circulation. The following shows the correspondence between some of 
these estimates and those of the writer:-

Estimate.· 'l'he writer. Differenc('. 

£ £ 
1848. ? Soetbeer ... ... ... ... 120,000,000 210,000,000 + 67% 1873. U.S. Mint (very incomplete) ... 249,000,000 586,000.000 + 135% 1890. Suess ... . . ... .. . . .. 665,000,000 720,000,000 + 8% 1894. "Wall Street Journal" ... .. 860,000,000 802.000.000 - 7% 
18~9. U.S. Mint ... ... ... .. . 948,000,000 958,000,000 + 1% 1904. .. Wall Street Journal " ... ... 1,270,000,000 1,239,000,000 - 2% 1910. U.8. Mint ... ... ... .. . 1,438,000,000 1,454,000,000 + 1% 1913. Federal Reserve Board Bulletin ... 1,598,000,000 1,587.000,000 - 1% 1924. U.S. Mint (incomplete) ... ... 1,950,000,000 2,100,OOO,OW + 8% 

2~. The writer's own a~tempts to checl~ the totals by observation made on the 
same hnes as those adopted In the other estImates resulted in the 1913 and 1924 
figures given in Table V, the 1913 amount checking within about 1 per cent. The 
figures per capita for the yv orld's Stock of Gold Money, shown in Table I, are 
based on the total.populatIOn of the w?rld (duly computed by the writer for the 
purpos~ on the baSIS of censuses and estimates), mcludmg the population of India 
an~ Chma. They should, perhaps, be based on the population of the gold-money­
~smg countries only, but this would involve too much labour, would result in 
Jerks, an~ would be open ~o more errors of judgment. The figures per capita 
form an Il'!dex of the growmg Stock of Gold Money after allowing for increase 
of populatIOn . 

. • Exc~uding India, China and Egypt, where they are specified, in order to make the c _ 
parlson falrer. _ om 
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22. Following Professor Cassel's method the writer has taken years when 
commodity prices (Sauerbeck-" Statist" index) were at the same level and com­
pared them with the increasing Stock of Gold Money. These years are not quite 
the same as those selected by the Professor, but oonsist of two sets-1851-1884-1907 
when the index on a three-years (centred) average was 77 on each occasion (90 
on the basis of 1913 = 100) and 1844-1880-1913 when the index similarly 
averaged, was 85 (100 on the basis of 1913 = 100). The periods covered are 56 
years in the first case, and 69 years in the seoond. The results fitted to the Stock. 
of Gold Money curve are :-

(Increases per cent. per annum, compound.) 

I 1851-1884 1884-1907 1H51-190711 1844-1880 11880-1913 1811-1913 - (33 years). (23 years). (56 years). (36 years). (3:1 years). (ti9 years). 

Stock of Gold Money 3'09 2'91 3'03 3'29 2'76 3'04 

World's population ... 0'85 0'83 0'85 0'84 O'R7 0'85 
----------

Difference ... ... 2'24 2'08 2'18 2'45 
I 

1'89 2'19 

23. How far the advance in the Stock of Gold Money exceeded the growth of 
populatiolll IS mdicated m the table. The Stock of Gold Money rate ot increrule 
shows a certam amount of slowmg down, and thIS IS just what one would expect 
if Gold Money has mcreased ill effiCIency WIth time, as is no doubt the case. 
The rates gIven are not those of the economic development of the world, but the 
mcreases m Gold Money necessary to mamtam that rate of development. If 
adequate statIStICS of world economio faotors were available they would doubt­
less Show hIgher percentage increases than shown, and as an example the world's 
pig-Iron output (not a money factor) increased 4'59 per cent. and 492 per cent. 
for the two seotIOns of the period 1851-1907 and 476 per cent. and 4'23 per cent. 
for the two sections of the period 1844-1913. 

24. The attached chart is drawn on a uniform logarIthmic or ratio scale so as 
00 gIVe eq:ual rates of mcrease preCIsely the same slope and to enable the various 
curves to be directly compared. It gIves the growing Stock of Gold Money, 
showing clearly the Impetus given by the Califorman and Australian discoverIes 
of 1848-1851 and by the dIscovery of the Rand in 1886, together with the slacken­
ing 011 which subsequently occurred in each case. The str:aight lines joirung 
portioills of this curve mdicate that the rates of increase were different at different 
times (and it would, of course, show other di11erences if other portions of the 
curve were taken instead). The chart also gives the Sauerbeck-" Statist" index 
of Wholesale PrIces of Commodities and the Bank of England Rate for Discount. 
The latter is given on a three-years moving average to partly remove the often 
violent annual variations, which are recorded in the writer's" Trade Cycles 
Chart." Through the Commodity Price curve and also through that of the Bank 
Rate are drawn lines showing the Stock of Gold Money for direct comparison. 
In drawing such curves it has naturally been necessary to appropriately slope 
the Stock of Gold Money curve so as to make it move about a hOll'izontal level, 
and this has been done by drawing such lines as much above or below the hori­
zontal base chosen as the Stock of Gold Money curve is above or below straight 
lines (shown on the chart) drawn between 1851-1884, 1884-1907 and 1907-1928 in 
the case of Commodity Prices, and between 1851-1870, 1870-1909 and 1909-1932 
in the case of the Bank Rate, i.e., between years when Prices and the Bank Rate 
(nine years' average) respectively stood at the same level, except for the current 
periods, for which a drop of 0'2 per cent. per annum on the previous rate of 
jncrease is assumed as a result of the previous figures. The fit between Prices and 
the Stock of Gold Money is as good as could be expected, the variations shown by 
Prices from the comparison line being mainly those due to the trade cycle 
variations which are superimposed on the fundamental movements or trend pro­
duced by the varying Stock of Gold Money. In the case of the Bank Rate the fit 
is as good, and the trade cycle fluctuations swing the curve almost equally from 
side to side of the Gold Money line. The writer's attempt to carry back to 1800 
the oorrespondence between the total gold supply and Prices of Commodities hag 
met with very indifferent results. 

25. The curves are continued into the future, but in view of the after-in­
fluences of the War, the result must be subject to a number of uncertainties, such 
especially as the doubt as to the period when" normality" in employment, pro-
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duct ion, trade and commerce will be reached, and the speed and nature of the 
return to the gold standard after its abandonment during the War by every 
country except the United States of America. On the chart the stock of gold 
money has been extended from 1924 to 1930 on the basis indicated in the prevIous 
section of this statement, and the oorresponding money lines have been extended 
through the commodity prices and Bank Rate curves trom 1907 and 1909 respec­
tively to 1930 on the method already mentioned. 

26. The first point to be noticed is the character of the stock of gold money 
curve, which rose strongly from 1849 to 1861, while between 1861 to 1918 the rate 
of increase was sensibly lessened, and from 1891 to 1918 the riseo was again 
prominent. During these periods (subject to a lag of some years) prices of 
commodities and the Bank Rate rose, fell and rose respectively as regards their 
general trend, and there is no doubt that, but for the War, the general advance in 
prices and the Bank Rate which commenced about 1896 would have lasted until 
about 1920. Since 1918 the rate of increase in the gold money stock has sensibly 
lessened as it did in the period 1861-1891 and this state of affairs seems likely 
to continue for some years to come, so that at any rate for another ten years to 
come there should (apart from the War) have been an appreciable fall in prices and 
a decline to a small extent in the average Bank Rate. Allowing for a lag in the 
optlration of the influence of the stock of gold money, and assuming that the chart 
has been correctly drawn, pric~s should have risen (on the basis of 1913 = 100) 
from 80 to 1896 to 100 at 1920 and then should have fallen to 90 at 1930 and 85 at 
1935; and the Bank Rate, after rising from the neighbourhood of 3 per cent. at 
1895 to the neighbourhood of 4 per cent. at 1920, should have remained more or less 
at that level afterwards, considering, of course, only the matter of trend and not 
trade cycle variations. 

Zl. That prices will actually reach an index of 90 by 1930 is too much to ex­
pect, as the influence of the War will not have ceased by then or probably for some 
timf" afterwards, but already they have dropped from the high level of 230 (gold) 
for 1919-1920 to about 140 in 1922-1923 with a recovery to 158 for 1925, while the 
present figure is 148. It would seem evident from a study of the chart that they 
may go a considerable way towards 90 in the next few years. Generally it seems 
that unless strict economy in the use of gold is exercised, the trend of prices must 
be downward for a long time to come. The Bank Rate should apparently 
oscillate about 4 per cent. with, if anything, a declining tendency. 

28. As previously shown, Professor Cassel applies his required annual rate 
of increase of 2 8 per cent. to the aggregate gold production, and at the Brussels 
C('nference of 1920 he gave £100,000,000 as the annual gold production then 
neressary to meet the economic development of the world and maintain the 
stability of prices. The amount increases of course annually at 2'8 per cent. 
compound interest and the £100,000,000 needed in 1920 would become 
£132,000,000 per annum in 1930 and £174,000,000 in 1940. These figures compare 
with an annual gold production which is at present £80,000,000 per annum, has 
never exceeded £96,400,000, and has averaged £74,000,000 for the last eight years. 

29. Using the different figures of the present statement, and in view of the 
rate of increase in the stock of gold money having been 3'09 per cent. per annum in 
the period 1851-1884 and falling to 291 per cent. in 1884-1907 owing to the in­
creasing efficiency of gold money, the rate of increase at present applicable may be 
taken at the 2 7 per cent. rate already suggested. In 1907, the stock of gold money 
was £1,289,000,000, and the following compares the amount at which this should 
increase to keel> pace with the world's economic development with the actual or 
anticipated stock :--
-

- Stock required. Actnal Stock. Dlfference. 

£ I £ £ 
1910 ... 1,393,000,000 I 1,454.000,000 + 61,000,000 
1915 ... I,592,000,000 I,736.000,OOO + ] 4-1,000,000 
1920 ... 1,819,000,000 1,977,000,000 + 15~,000,000 
1925 ... 2.079,000,000 2.137,000,000 + 58.000.000 
1930 ... 2.377,000.000 -2,305,O()O,000 - 72,000.000 
1935 ... 2,717,000,000 -2,425,000,000 -292,000,000 

- As estimated. 

For five year periods. 

Increase in I Inureacoe in I 
Stock . Actnal Stock. 

reqnlred. 

£ £ 
- -

199,000,000 282.000,000 
227,000,000 2U,OOO,000 
260.000,000 160,000,000 
298,000,000 -168,000,000 
3-10,000,000 -120,000,000 

DIfference. 

£ 
-

+ 83,000,000 
+ 14,000,000 
- 100,000,000 
- 130,000,00 
-220,000, 

o 
000 
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The position speaks for itself. During the 10 years 1926-35 an average of 
£64,000,000 per annum of addition to the gold money stock is required, and the 
estimate, based on the Indian monetary system as at present, falls short of this 
by about 55 per cent. The past five years have added an average of £32,000,000 
per annum, and the estimate for the next ten years suggests an average· rather less 
than this. It is evident that great economy III the use of gold, both in regard to 
its use as a c.ommodity and in respect of its use as money, is very necessary. Unless 
that economy is exercised we have to look forward to a prolonged period of steadily 
falling commodity prices and of a diminishing degree of prosperity and economic 
development throughout the civilised world, includmg IndIa. 

30. The amount of gold required to keep pace with the economic progress of 
Great Britain cannot be sharply distinguished from that required for the world. 
What affects one will affect the other, and commodity prices are to a large extent 
world prices. 

H.-SILVER. 

THE EFFECT OF THE PRICE OF SILVER ON THE PRODUCTION OF THE METAL. 

31. There are striking contrasts in the manner of occurrence and winnin~ of 
gold and silver, which (from an economic point of view) may be summarIsed 
thus:-

Gold. 

Almost always native (chemically 
free). Usually associated with sul­
phides, &c., of other metals. 

Largely found in alluvial, in banket 
and in lodes. 

Mostly won for itself alone. 

Subject to sudden increases of output 
owing to alluvial discoveries and 
such discoveries, as that of the 
Rand. 

British Empire produces 70 per cent. 
of world's output. 

America (including Canada) produces 
30 per cent. of world's output 

Output at its highest (1915) 196 per 
cent. above 1893. 

Output for 1925 147 per cent. above 
1893. 

Silver. 

Always chemically combined with 
sulphur and other elements, except 
when it occurs native in oxidised 
deposits near the surface. 

Never (practically) found in alluvial 
or in banket, and almost entirely in 
lodes and other non-alluvial ore 
bodies. 

Largely won with other metals, often 
as a bye-product. 

Not being found in alluvial, there is 
less liability to sudden increase. 
Cobalt was exceptional, and its pro­
duction has already fallen to about 
one-third of the maximum of 1911. 

British Empire produces 15 per cent. 
of world's output. 

America (including Canada) produces 
85 per cent. of world's output. 

Output at its highest (1923) 50 per 
cent. above 1893. 

Output for 1925 42 per cent. above 
1893. 

Silver being largely won in association with other metals, it becomes desirable 
for the purpose of this enquiry to ascertain how far it is won for its own sake 
and how far as an accessory or bye-product. Official figures are obtainable only 
in respect of the United States and Canada, which represent about 35 per cent. 
of the production, and in the case of the United States it is not possible to 
separate between silver or silver-gold ores where silver is the more valuable metal 
and gold-silver ores where the gold contents are the more valuable. Even were 
it possible it must be realised that it is difficult to draw a dividing line between 
the two classes, for one shades insensibly into the other. Where silver is won 
in conjunction with base metals-oopper, lead, zinc, and (in Bolivia) tin-it can 
be sharply separated because such ores are always smelted, while where silver 
and gold alone are won-from so-called dry siliceous ores-quartz mills, usually 
with some chemical treatment, are alID.ost exclusively employed, save for 
exceptionally high-grade ore which may be sent to smelters. In the case of 
Mexico, which is as important a producer as the United States and Canada 
combined, the necessary data for making a separation between the various classes 
cannot be obtained from official statistics, it has to be largely guessed. 
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32. As regards the United States the proportions of silver obtained from dry 
siliceous ores and from base metal ores, according to the United States Geological 
Survey, were 27'8 per cent. and 722 per cent. respectively in 1900, 24'9 per cent. 
and 75'1 per cent. in 1905, 40'4 per cent. and 596 per cent. in 1910, and 39'5 per 
cent. and 605 per cent. in 1913, while in 1924 they were 31'9 per cent. and 68'1 per 
('ent. But it is better to observe the quantities rather than these percentages, and 
then it is found that, from 1900 to 1924, except during the years around the end 
of the war, the output from base metal oJ'es was steady throughout at between 
41,000,000 and 45,000,000 fine ozs. per annum, any variation in the country's 
total production, which during that period moved between 52,000,000 and 
75,000.000 fine ozs., being traceable to dry siliceous ores. This steadiness and 
lack of increase in the output of silver from base metal ores is the more remark­
able because the United States production of ropper, zinc, and lead has increased 
from two to four and a half times since 1900. Such a result is doubtless due 
partly to some of the more important copper mines carrying little or no silver 
and partly to the proportion of silver in the base metal ores decreasing with time. 

33. Taking the year 1924, one may venture on the following estimate of the 
oJ'igin of the world's silver output. "Silver ores" in the table are to be con­
sidered as those containing either silver alone or more usually silver and gold 
ores where the silver oonstituent is the most important in value (i.e., ores which 
are won mainly for the sake of their silver content), "gold ores" are those con­
taining gold and silver where the value of the former metal preponderates (i.e., 
ores won mainly fOlr the sake of their gold content), and" base metal ores" are 
those where copper, lead, zinc, and tin or one or more of them are associated 
with silver and gold, and where the value of the base metals preponderates. 
Often, of rourse, silver or gold ores contain base metals, but in quantity insuffi­
cient to justify smelting, and in such case they are treated in quartz mills for 
their content of precious metals only, and are then classed as " silver ores" or 
"gold ores." In Mexico a large proportion of the smelter production-the 
writer takes it at as much as 20,000,000 ozs -comes from material high in silver 
and low in lead or copper, and this is accordingly classed among" silver ores" :-

Dry siliceous ore!'. I Total 
- I annual 

I Gold ores. 
I 

Base metal ores. production. Silver ores. I 
Fine ozs. Fine ozs. Fine ozs. Fine ozs. 

Mexico ... ... 50.0(10,000 = 54 % 6,OOO,00tl = 7% 36,000,000 = 3q % !l2,OOO,000 
United Stales ... 1!l,OOO,ono = 29% 2,000,000 = 3% 440,000,000 = 68 % 65,000,000 
Canada ... ... 12,000,000 = 60% 3,000,000 = 15% 5,000,000 = 25 % 20,000,000 
Central and South . 

America ." ... 6,000,000 = 21 % - 23,000,000 = 79 % 2!l,OOO,000 
Oceania ... ... - 1,000,000= 9% 10,000,000 = 91% 11,000,000 
Asia ... ... ... 1,000,000 = 9% 1,000,000 = 9% 9,000,IlOO = 1-12 % 11,000,000 
Europe ... ... - 2,()f)(),000 = 22% 7,000,000 = 78% 9,000,000 
Africa ... - 2,OUO,000 = 100% - 2,000,000 

• 
88,000,000 = 37 % 11,000,000 = 1% 134,000,000 = 56 % 239,000,000 

The figures are uncertain, as may be gathered by comparison with other 
estimates :-
? Author (1887) ... 56,500,000 = 56~% 500,000 = t% 43,000,000 = 43% 100,000,000 
Carpenter and Cullis- 46,000,000 = 20% 35,000,000 = 15% 152,000,000 = 65% 233,000,000 

(on 1912). 
Above (on 1924) 88,000,000 = 37% 17,000,000 = 7% 134,00(1,000 = 56% 239,000,000 

- "Report on the World's Production of Silver" to the Indian Currency Committee of 1919. 
Ounces added. 

34. The estimate now made indicates that to the extent of about two-thirds 
of the output silver is not won for its sake alone, but either as a bye-product or 
in conjunction with gold. If a substantial fall in the price of silver were to take 
place any consequent curtailment of the output would hardly affect the base metal 
product at all, would have more but still little influence on the production from 
gold ores, and would have its chief effect on silver ores, i.e., upon 37 per cent. of the 
silver production. Even here the effect would be smaller than might at first sight 
be expected, because, in cases where the profit is sufficiently large to leave a favour­
able balance at the lower price level, production would continue, and might even 
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be stimulated in the attempt to maintain the aggregate profit, and in cases where 
the profit was wiped out the mines would struggle to continue their production 
as long as possible. The latter remark applies to existing mines, but, of course, 
the reduction in price would tend to strongly discourage the opening up of new 
ones. It must also be remembered that minmg is not subject to the usual, rules by 
reason of the glamour associated with it, so that a mine is usually not shut down 
when it beoomes unprofitable to work it until necessity, in the shape of refusal 
to keep up the supply of further funds, compels cessation of operations. 

3q. During the period since 1890 the output, averaged over perIods of seven 
to ten years, has been stoady at about 011 fine oz. per head of the world's Wpula­
tion, while from 1871 to 1917-when the price of silver varied extreme -the 
aggregate value of the annual production moved only between 32d. an 37d. 
per head. 

36. From 1835 to a few years before the War the curves of the production 
and the price were complementary (i.e., moved oppositely in relation to each other) 
to a remarkable degree, a steady or slightly rising output accompanying a steady 
price, whether at 65d. or 30d. per fine oz., while the great advance in production 
from 1874 to 1893 accompanied the slump from the higher level to the lower. In 
recent years (1919-1922) in the United States, with $1 per fine oz. or more paid 
for domestic silver, the output of the United States was the lowest since 1910. at 
an average of 55,000,000 oz. per annum. Thus there are indications that a high 
output is consistent with a low price and a low output with a high price. In the 
years 1917-1920, when the London quotation of silver was exceptionally 
exaggerated, the output was 17l per cent. below the level of 1910-1912, and since, 
with a lower quotation, it has advanced: beyond the pre-war level. 

37. While there was a very heavy fall in price down to the 38 6d. per fine oz. 
of 1893, the relapse after that date to 260d. in 1902 could be calculated to be 
hardly less severe in its effect on the margin of mining profits, but for the whole of 
this interval and for four years thereafter-i e., 14 years in all-the world's 
production kept remarkably steady, the annual amounts never varying more than 
9,000,000 oz. from the average of 166,000,000 oz., and showing no tendency either 
to rise or fall During this period the important cyanide process was introduced 
(from about 1895), and generally metallurgy improved, so that the extraction of 
silver from its ores was markedly increased, which no doubt had its effect in main· 
taining the output and preventing the disappearance of mining profits. 

38. In 1911 the output of Mexico was 79,000,000 fine oz., and it fell to an 
average of 35,000,000 oz. for 1914-1917 owing to the revolutionary troubles in that 
country, which synchronised with-but were not due to-the Great War. For 
the ten years 1912-1921, after which the annual rate recovered to 81,000,000 oz., 
the country's production was 546,000,000 oz., while if it had continued at 
79,000,000 oz. per annum it would have been 790,000,000 oz., so that its output was 
reduced 244,000,000 oz. in this period. That amount, added to the world's actual 
production of 1,881,000,000 oz., would have made it 2,125,000,000 oz., or 13 per 
cent. more, and in such case the shortage in 1918-relieve'd by the United States 
Government's sales under the Pittman Act of an amount approximately equal to 
this ten years' shortage-might not have been felt so acutely. It is difficult, how­
ever, to say whether Mexico's failure to contribute its share to the world's output 
caused a rise in the price of silver, because of the conditions produced by the War. 
But the ob;ect of the present remarks is to indicate that in the past the output has 
been largely-in the aggregate and over long periods-independent of price, and 
that a considerable increase in production may occur in spite of falling prices, and 
vice versa. The point at present being considered is not the effect of supply (and 
demand) upon prices, but the effect of prices on supply (production), which is a 
different matter. 

39. The conclusion reached is that a reduction of price, unless exceptionally 
severe, would not necessarily have any but a gradual effect on production, or at 
least that the effect would be considerably less than might be expected if judged by 
standards applied to other commodities. This idea is based on a variety of points 
dealt with above-chief among which are that silver is mainly won in association 
with other metals; that ordinarily the production increases with time, not neces­
sarily as the result of new discoveries more than replacing exhausted mines, but 
as the result of improved metallurgy; that the past has not indicated that a falling 
price necessarily reduces production; and that there is in any case a considerable 
amount of inertia or lag in movements from the nature of the case. 



APPENDIX 8.2. 529 

tIlE RELATION BETWEEN TIlE DEMAND FOR AND THE SUPPLY OF SILVER. 

40. It may be generally said that estimates forecasting the future of silver 
are usually unduly optimistic, owing more to overrating the probable demand than 
to understating the probable production. As examples the following may be given. 
The first is extracted from an article by Mr. Moreton Frewen III " The Nineteenth 
Century" for February 1919, quoting figures stated to have been supplied by the 
Director of the United States Mint to Governor Boyd with the phraseology there 
used j and the second is from" The Mineral Industry" for 1918, quoted by 
Professors Carpenter and Cullis in their" Report on the World's Production of 
Silver" to the Indian Currency Committee of 1919, but there attributed to a 
differentsource:--

A 30 years' forecast for sil'lJer, 1918-48. 
A nnual demand. Sil'lJer at 5s. per oz. 

Net silver to liquidate India's annual balance of 
trade (£70,000,000 or Rs. 2 per capita) after Oz. 
defraying her home charges ... ... ... 250,000,000 

For 9h!na, Hongkong, Malaysia and the Phil-
llplnes ... ... ... ... ... . .. 

World's silversmiths' demand on pre-War scale 
For subsidiary currencies, Europe and America 
New silver for the currency requirements of. the 

50,000,000 
120,000,000 
70,000,000 

Nigerias, West Africa, German and British 
East Africa 100,000,000 

For the reimbursement of the Bland dollars 
(Pittman Act) for, say, eight years ... 50,000,000 

Total demand ... 640,000,000 
Present world production from the mines; esti-

mate of Director of the Mint for 1916-17 ... 157,000,000 

World's deficit, say 483,000,000 

Mineral 
Industry, 

1918. 
Oz. 

150,000,000 

40,000,000 
75,000,000 
60,000,000 

25,000,000 

350,000,000 

41. Table II attached with the complementary Tables III and IV show the 
actual supply and demand over a long period of time in quinquennial and thirty­
year periods. The figures from the discovery of America in 1493 down to 1834 
(their division under the various heads being guessed) are inserted in an attempi; 
at completeness. Table III shows how persistently India has absorbed silver, and 
with more regularity than in the case of gold. The preference for gold has become 
pronounced in the last 30 years, and the proportions (in value) of 70 per cent. of 
silver and 30 per cent. of gold in the 60 years to 1894 changed to 45 per cent. and 
55 per cent. respectively in the period which has since elapsed. Nevertheless, the 
absorption of silver in the three successive periods of 30 years each to 1894 was 
493,000,000 oz., 783,000,000 oz. and 1,930,000,000 oz. The rate of increase seems 
at first sight to have been affected by the reduction in price. This is no doubt 
true as regards private imports, but including Government purchases for coinagf' 
the prices annually from 1900 and 1917 moved largely according to the size of the 
Indian importation, the years of heaviest absorption being usually those of highest 
price, and vice 'lJersa. Indeed, in the 11 years of Government purchases the annual 
average price varied between 24·7 d. and 40·9d. per standard ounce, while during 
th(' 7 years when private imports alone took place, the annual average price moved 
only between 23·7d. and 25·3d.-a difference due to the Government's considered 
practice of only buying when requirements could be clearly foreseen. 

42. Private and Government net imports of silver since a year aftor the clos-
ing of the mints have been:- . 

Private. I Go,"ernment. I Total. 

Fine ozs. Fme ozs. Fine ozs. 
5 years to 1899-00 ... . .. ... . .. 128,000,000 - 12S,OOO,ono 

,. 1904-05 ... ... ... ... 155,000,000 109,000,000 264,000,000 

" 
1909-10 ... ... - . .. .., 230,000,000 172,000,000 402.000,000 .. 1914-15 ... ... 0" . .. 20],000,000 81,000,000 282,000,000 

" 
1919-20 .. , ... .. , .., 27,000,000 467,000,000 494,000.000 

" 
1924-25 ... ... ... . .. 357,000,000 3,000,000 360,000,000 

1,098,000,000 832,000,000 1,930,000,000 
Annual averages. 

10 years to 190!-05 ... ... . .. 28.300,000 10,900,000 39,200,000 

" 
1914-15 ... ... . .. 43,100,000 25,300,000 68,400,000 

" 
1924-25 ... . .. ... 38.400,000 47,Ol10,OVO 85,400,000 
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The private import figures have of course been severely affected in the last teu 
years-first by the prohIbItion of silver imports in September 1917, and then by 
the removal of Import restrICtions and abolition ot the 4d. import duty in 
February 1920. During the last 5-y~ar perIOd a~ averag~ ?f 71,000,000, oz. per 
annum was imported prIvately, but thIS was exceptIOnal as It ImmedIately followed 
two and a halt year~ of prohibitioI?- of impor~s and the cancellation of .the imp?rt 
duty. In view of thIS and the earlIer figures It woU.ld seem that, assummg Indtan 
conditions remain unchanged, the average prIvate demand may ~ell be 
50,000,000 oz. rismg to 70,000,000 oz. per annum, to ~hich the requirements for 
coinage, doubtless on a reduced scale as compared WIth the average of the last 
20 years and requiring say 30,000,000 oz, must be added. 

43. China's demand is more difficult to estimate, though smaller figures come 
into question. Its absorption according to the published Customs figures given in 
Table IV (which are probably much below the mark for reasons referred to in the 
footnote to that table) varies exceedingly, and it has taken as much as 113,000,000 
fine oz. III a year-the abnormal year 1\J20. Taking the seven qumquennia cover­
ing the period 1890-1924 the quantity figures as Judged by the London price are :-
31,000,000 fine oz., 57,000,000 oz., then an out turn of 28,000,000 oz. followed by 
another of 75,000,000 oz. and for the last three quinquennia net imports of 
123,000,000 oz., 13,000,000 OZ., and 311,000,000 oz. On the figures it disgorged 
silver in 1890-1891,1901-1908, and 1914-1917, absorbing It in the remaining years. 
The total for the 35 years was 432,000,000 OZ., or an average of 12,400,000 oz. per 
annum. For the 15 years to 1924 it was 447,000,000 oz. or an average of 
29,800,000 OZ., while excluding the 5 years to 1919 it rises to 43,400,000 oz per 
annum. It would seem that China's absorptive power is growing-though as the 
trade returns show an adverse balance every year on merchandise it is dIfficult to 
judge-and the demand for the next 10 years is likely to average anything between 
30,000,000 and 50,000,000 oz per annum, though as in the past the absorption 
may well be less-or more. 

44. The industrial arts before the war, as in the case of gold, took an increas­
ing amount of silver, in addition to old silver re-utilised. Every five years from 
1875 to 1914 there was an appreCIable Increase, but since the war there has been a 
marked decline, which is probably only temporary. The more recent figures for 
new silyer are estimated as follows, but for the last 10 years especially are very 
apprOXImate :-

- - -

United States. 

Fine ozs. 
5 years to 1904 75,OUO,000 

" 1909 101,000,000 
., 1914 120,000,000 

" 
1919 114,OUO,UOO 

" 
]924 132,000,000 

Rest of World 
(exel uding India 

and China). 

Fine ozs. 
180,000,000 
209,000,000 
240,00U,000 
136,000,000 
113,000,000 

'rotal. 

Fille OZ8. 

255,000,000 
310,000,000 
360,000,000 
250,000,000 
245,000,000 

The United States before the War took about a third of the total and its demand, 
after being temporarily checked, is again growing, the highest figure so far reached 
being 31,300,000 oz. in 1922. The rest of the world has consIderably abated its 
needs and its recovery will be slower. The industrial absorptIOn durmg the next 
10 years will probably be 60,000,000 to 80,000,000 oz. annually. 

45. The requirements for comage for the rest of the world are very difficult 
to estimate for the figures very widely. In a few years to 1923, Europe has 
absorbed nothing and indeed added to the supply, first by Continental hoarding 
and realisation, and latterly by reason of the debasement of British coin, but 
judging by pre-war standards it should need 25,000,000 OZ., rIsing to 35,000,000 oz. 
a year, and the amount may well be considerably more as a result of Continental 
re-monetisatIOn. America-mainly the Umted States and Mexico, the latter of 
which has recently been exceptionally coining at the rate of 10,000,000 oz. per 
annum-should need 15,000,000 oz. a year. Africa has absorbed large amounts, 
but in recent years has disgorged. It may be set down for 5,000,000 oz. Japan, 
Hong-Kong, Indo-China and Asia, apart from India and China may take an 
average of 15,000,000 oZ., though the amount on occasion may easily be more. 
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46. The production of silver in the next ten years-given no surprises with 
effects similar to the Cobalt discoveries or the Mexican revolution-may perhaps 
Le gauged from the trend of recent years, and may be set down at:-

Me~dco 
United States 
Central and South America 
Canada 
Australia ... 
Rest of the World 

Total annual production 

1925 Output. Possible 1935 Output. 
Fine oz. Fine oz. 

89,000,000 105,000,000 
66,000,000 75,000,000 
27 ,000,000 30,000,000 to 40,000,000 
20,000,000 20,000,000 to 30,000,000 
11,000,000 5,000,000 to 10,000,000 
27,000,000 25,000,000 to 40,000,000 

240,000,000 260,000,000 to 300,000,000 

The consumption already suggested is :-

Industrial arts 
India: 

Private imports 
Coinage (average) 

China 
Coinage: 

Europe 
America 
Africa 
Rest of Asia 

Total expected annual consumption 

10 years, 1926-1935. 
Fine oz. 

60,000,000 to 80,000,000 

50,000,000 to 70,000,000 
30,000,000 

30,000,000 to 50,000,000 

25,000,000 to 35,000,000 
15,000,000 
5,000,000 

15,000,000 

230,000,000 to 300,000,000 

47. Probably- the demand will on the whole be a growing one, and something 
near the lower of the limits mentioned may be held to apply at the beginning of the 
period and something near the higher at the end of it. 

48. Thus the position at the beginning and end of the period may be viewed 
uS follows-

Production 
Consumption 

Over- or under-production 

1926. 1935. 
Fine oz. Fine oz. 

240,000,000 280,000,000 
240,000,000 280,000,000 

Nil. Nil. 

The demand must in the event be equal to the supply, and the price of silver 
will be adjusted to make it so. 

THE EFFECT ON THE PRICE OF Su: VER OF REALISING 20 CRORES OF 
RUPEES ANNuALLY. 

49. The proposal to sell 68,700,000 fine oz. annually for ten years neOOS$lrily 
involves a discontinuance of the use of new silver for Indian coinage. The 
amount therefore is in effect about 100,000,000 fine oz. yearly. 

50. In the previous section the writer has assumed the probable annual out­
put of silver for the next 10 years, with Indian oonditions unchanged, at an aver­
age of about 265,000,000 oz., and has also ventured the opinion that to a large 
extent the output is independent of price, as for the most part silver is won 
with other metals. Postulating a material reduction in price the expected output 
might be reduced by 35,000,000 oz. to 230,000,000 oz. per annum, but the sale 
of the 68,700,000 oz. would in effect add that amount to the production, raising 
it to say 300,000,000 oz. yearly. Demand and supply would be equal, and 
cheaper silver would stimulate the consumption of China and the mdustrial 
arts, while it would hardly affect coinage in tne rest of the world. It would 
probably also stimulate the private demll!ld ot India, unless the degrading of 
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the rupee caused a lack of faith in silver. The position might change as follows, 
taking annual averages for the ten years:-
- -------:--------------,------

From To Increase. 

---
Fme oz. FIne oz, 

India: Private imports 60,000,000 80.000,000 33% 
China ... 40.000,000 55,OOO,0(X) 38

9a Industrial ~rtB 70,000,000 100,000,000 43 0

0 

Demand .,. 170,000,000 235,000.000 :.18% 
India Coinage ... 30,000,000 NIL 
Comage of rest of the World 65,000,000 65,000,000 NIL 

265,000,000 300,000,000 13% 

----- -----~-- - -------~ 

Thus supplies would be increased by 13 per cent., but in order to absorb them 
those who have the choice of buying would (unless silver were to cease to be 11 

marketable commodity) be compelled to increase their takings by an average of 
38 per cent. This would mean a profound change in the position, and it could not 
be effected suddenly and must take time The more qUIckly it were applied the 
wilder would be the variations in the price of silver and the effect on production. 

51. In a previous section of this statement attention has been called to the fact 
that the fall in the price of silver following its virtual demonetisation in Germany 
in 1871 and the closing of the Indian mints in 1893 did not prevent a very large 
mcrease m the productIOn taking place, and that the curves of the production and 
the price were complementary (I.e., moved oppositely in relation to each other) to 
a remarkable degree. This, of course, suggests that if the curves were entirely 
complementary, the aggregate value of the annual production would remain at 
the same level. How far this is the case is indicated in Table II., which shows 
that it varied little in the 20 years before the War. As a matter of fact, from 
1894 to 1911 the annual values of the output only moved between £17,700,000 and 
£25,100,000, a variation of not more than 18 per cent. from the mean, the values 
slightly increasing with time This phenomenon is altogether contrary to 
experience in regard to other metal commodities, as is shown in the following 
table. The period covered is the 20 years 1893-1913, split in the middle, and 
three-year (centred) averages are used in order to cancel to some extent the dis­
torting effect of trade cycle movements. Index numbers are placed below each 
figure:-

1894. 1903. 1912. 

Output. I Price.! Vr.lue. Output. ! Price.! Value. Output. I pri~e'l 
I 

I 

V8lue. 

Long tons. Long tons. Long tons. 
320,000,000 £46'1 £14,800,000 587,000,000 £58'2 £34,100,000 946,000,000 £69'0 I £65,300,OuU 

100 100 100 183 126 231 295 150 442 

72,000 £72'2 £5,200,000 95,000 £126'0 £12,000,000 118,000 £186'0 I £22,000,000 
leO 100 100 - , 132 174 230 164 258 I 423 

I 

£24' 7 I £23,300.000 386,000,000 £15'8 £6,100,000 571,000.000 £20'6 £11,800,000 945,000,000 
100 100 100 148 130 193 245 156 I 3~2 

... 619,000.000 £10'2 £6,300,000 905,000,000 £11'6 £10,500,000 1,166,000,000 £16'8 1£19,600.000 
100 100 100 146 114 167 189 165 312 

---
Fine oz. Fine. Fine. Fine oz. 

... 166,000.000 34·ld. 
I Fine oz. 

£23,600,000 165,000,000 27·ld. £ 18,600,000 222,otIO.OOO Fme'l 28' 9d, .£26,800.000 
100 100 100 99 80 79 134 85 114 

-

B I 1,472,000,000 1,573,000,000 1,717,000,000 
I ,iOlll 100 107 117 
I 

- - -

52. The more the output of the base metals was advanced in relation to th6 
growth of population, the less was the rate of advance in price, though that ad­
vance was nevertheless substantial; and tho value of the production rose enor­
mously in the period in all cases, i.e, the metals became an increasing necessity of 
life as mechanics more and more replaced muscle. The case, it is clear, was entirely 

<different with silver, which is to a large extent a luxury commodity, whose value, 
('()n~lnpl'lnO' t.hp mptl'll l'Iq hplnO' 1'1 f()l'm r,f WPl'Ilth ml'lv Pl'I"ilv hp np~tl'nvpn F.vpn 

--- ~ 
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if one d.iscounts the silver figures of the 1893-1903 period, in view of the effect of 
the closmg of the Indian mints to private coinage, the fact remains that ten years 
after that closing-for it took a long time for the demand to readjust itself to the 
shock-the value of the production had not risen as in the case of base metals, or 
indeed risen at all, though it increased afterwards till the 'Var. 

53. The figures of the years 1914-1922 are utterly unrepresentative of normal 
conditions, but it happens that the fairly well-defined trend of the production 
value between 1902 and 1913, subject to trade cycle fluctuations, was represented 
by a rising straight line, which, if extended through the War and after-War 
period, would pass through the £33,000,000 to £34,500,000 (gold) values of 1923, 
1924, and 1925, and would show a value of £38,000,000 at 1930 and of £41,000,000 
at 1935. With a production of, say, 260,000,000 oz. in 1930 and of 280,000,000 oz. 
in 1935, these values would mean prices of 35d. per fine oz. at both 1930 and 1935, 
given that Indian conditions remained unchanged. According to the first table 
above, Indian private importers, China, and the industrial arts, if Indian con­
ditions remained unchanged, would have been expected to pay 35d per fine oz 
for 170,000,000 oz., or £24,800,000 per annum, and if it is assumed they were 
willing to pay that sum for the 235,000,000 oz. they would be asked to take (i.e .. 
that the price were merely proportionately reduced), it would mean a price of 
25·3d. per fine oz. or 23·4d. per standard oz . 

. j 54. This assumes that the rising trend of the value of the production con­
tinued uninterruptedly through the War and after-War years, or could be picked 
up at its normal point now. One has, however, to remember-

(1) That, as shown in the " Gold" section of this statement, the 
trend of commodity prices and economic factors generally should, quite 
apart from the War and the changes it has brought about, have continued 
until 1920, and then have turned downward or flattened 

(2) The effect on the silver price of events comparable to the sug­
gested policy, such as the virtual demonetisation of silver by Germany in 
1871 and the closing of the Indian mints to private coinage in 1893. 

(3) The very demoralising consequences to the market of having this 
additional silver hanging over it for ten years. 

(4) The possibility that the people of India would lose faith in silver 
as a result of the degradation of the rupee, and consequently decrease 
instead of increase the private imports. 

(5) That much would depend not merely on the Government's action 
as regards silver, but also on its policy as regards gold. If that were in 
the direction of introducing a gold currency, it would largely augment the 
alreaoy excessive demand for a metal that threatens to be increasingly short 
supply, and the prolonged fall in prices generally which from other con­
siderations has been assumed would be considerably accentuated. This 
would, of course, have its effect on the price of silver. 

In view of these considerations it would be bold to expect an average price 
of 24d. per standard ounce to be secured. 



1493 to 1834 (6) 

5 ypars to 1839 
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1844 
1849 
1854 
1859 
1864 
1869 
1874 
1879 
1884 
1889 
1894 
1899 
1904 
1909 
1914 
1919 
1924 

1493 to 1834 ... 
30 years to 1 864 

" 
" 

1894 
1924 

TOTALS ... 

TABl.E I.-CONSUMPTION OF THE WORLD'S GOLD SUPPLY, AND 'VORl.D'S STOCK OF GOLD MONEY. 

(In millions of pounds sterling at 84/11! per fine ounce.) 

(Proportion of current output consumed as additional figures under first five headings.) 

INDUSTRIAL.(!) INDIA.(·) CHINA AND 
EGYPT.(ll TOTAL DEMAND. 

BALANCE 
AVAILABLE 
AS MONEY. 

WORLD'S GOLD 
OUTPUT. 

...-
STOCK OF GOLD MONEY.(·) WORLD'S 

POPULATION.(O) 

Total. I Increase. Total. IIncrea"e.1 Per bead Milhons·IIncrease. 

(280) (50%) (60) (10%) (28) (5%) (368) (65%) (196) (35%) 564 - 196 - 5ild. I 890 
12 86% 2 14%? 14 100% - - 14 - 196 - 51d. I 925 
13 65% 2 10%? 15 75% 5 25% 20 42% 201 3% 50d. 964 
15 40% 5 13%? 20 5:1% 18 47% 3~ 90% 219 9% 53d. 11,003 
16 14% 5 4%? 21 18% ,,97 82% 11~ 210% 316 44% 73d. 1,(144 
21 15% 16 12%? 37 27% .LOI 73% 138 17% 417 32% 92d. 1,089 
31 25% 35 2~%? 66 53% 59 47% 125 - 9% 476 14% 10ld. 1,134 
43 32~ 24 18%? 67 50% 67 50% 134 7% 543 14% 110d. 1,lB4 
58 48% 11 9%? 69 57% 51 43% 120 -10% 594 9% H5d. 1,:!35 
59 53t9 3 3% 5 4% 67 60% 45 40% 112 - 7% 639 8% 119d. 1,292 
53 51% 19 1~% 9 9% 81 78% 23 22% 104 - 7% 662 4% 118d. 1,350 
50 44% 12 10% 4 4% 66 58% 48 42% 114 10% 710 7% 120d. I.413 
52 34% 4 3% 4 3% 60 40% 91 60% 151 32% 801 13% 131d. 1,472 
65 26% 24 9% 8 3% 97 38% 156 62% 253 6R% 957 19% 15Id. 1,526 
79 26% 31 10% 17 6% 127 42% 179 5B% 306 21% 1,136 19% 172d. 1,588 " 

4% 

" 
" 
" 
" 
" 
" 
" 
" 
" 
" 
" 
" 

95 22% 50 12% 13 3% ]58 37% 273 63% 431 41% 1,409 24% 203d. 1,666 
121 26 t9 96 20% 6 1% 223 47% 247 53% 470 9% 1,656 18% 226d. 1,752 " 

91 21t9 51 12t9 14 3% 156 36% 274 64% 430 - ~% 1,930 17% 254d I 1,820 4% 

5% 

87 N% 103 29% - 2 -1% 188 52% 170 48% 35~ -17% 2.100 9% 264d. 1 1,910 5% 

(280) (50%) (60) (10%) (2~) (5%) (36B) (65%) (196) (35%)' 564 _ Ii -1-96-
1
----5-M-·-

r

-8-90-
1
'---

... 108 24~ 65 14%? 173 3R% 2,'10 62% I 45:-l - 476 - 10Id. 1,134 -

... 315 4390 73 109 22 3% 410 56% 325 44% 1 735 62% 801 68% 131d. i 1,472 30% 

... 1 __ 53_8 ___ 2_4_%_11 __ 35_5 __ 1_6_90_11 __ 5_6 __ 2_%_1_9_4_9, __ 4_2_%_1 __ 1_,2_99 __ 58_%_0 _! _2_,2_4_8_1 __ 2_0_6_%_11 __ 2_,1_°0_1_1_62_%_° _1 __ 2_64_d_. _:11 1,9~ ~% 
_1,_24_1. __ 3_1_%_1_5_5_3 __ 1_4_%_1 __ 10_6, __ 3_%_1_1,_9°_0 __ 4_R_%_1_2,_I00 __ 5._2_%_1 4,1100 -----11-----1----1----'1---1.---

S yenrs to 1929(7) ... 90 23% 120 30% 10 3% 220 56% 175 44% II 395 10% 2,275 8% 272d. :1
1 

2010 5% 
.. ___ 1~9_3_4_(n __ ~ .. ~.~~1~1_0 ___ 8_1~%~0~ __ 1~1~0 __ ~a~00~90~ __ ~15 _____ 4~%~~_2_3_5 ___ 6~5~%~0~ __ 1~2_5 ____ 35_%~o __ ~_3_6_0~_-__ 9~%~0~_~~4_00 __ ~_5~%~0~ __ 2_7_2_~ ___ 1_2~:1_2_0~ __ ~,,~_ 
(I) Europe and Amenca. Based on Soetbeer for US31-1880 and Bureau of U.S Mint for 1890-1!l13, the other figures being approximated by the wnter. 
(') Net import for years to March 31st following, plus country's own production for calendar years. 
(a) F.llypt from 1~79 only and China from 1889 only (except for the guess of the first line), plus, in the case of th .. latter, the country's own production. 
(.) At end of period, built up on the" Bellance Avallable as Yoney" column. Excluding India, China and Egypt. The per head figures (in pence) based on thtl estimated 

pupn!atlOn of the world. not of gold using countries only. 
(.) At end of period. 
(d) Figures divided roughly at a guess, in order to give totals from the discovery of America. 
(n A rough forecast. Not actual figures. 



TAnLE II.-CONSUlIPTION OF THE 'VORLD'S SILVER SUPPLY. 

(In millions of .fine ounces.) 

(Proportion of current output c:onsumed as additional.figures under .first fire heading •. ) 

I I TOTAL DE_cO 
I WORLD'lSCS) 

LONDON' I VALUE OF BALANCE OFC-) I OUTPUT. - INDUSTRIAL (I) IXDU..<') 

I 
CHIYA.cl) MAND APART OUTPUT. i 

PRICE. PRODUCTION. Chronology. 
FROM COINAGE ---

I Total. I Increase. Per fine oz. £ I 

1493 to 1834(7) (1,350) (30~) (1,350) (30~) (450) (10%) (3,150) (7~p) (1,:131) (30%) 4,481 - (65d.) 11,215,000,000 
5 years to 1839 30 3 % 33 33% ? 63 6. % 37 37~ (100) - 64' 6d. 27,000,000 

., 1844 35 29% 40 33% ? 75 62% 45 38% 120 20~ 64:" 5d. 32.000,000 
1849 :~5 27~ 15 11% ? 50 38% 80 62~ 130 ~~ 6·J:"4d. 35,000,000 

" 
1854 40 28

9a 
43 30% ? 83 58% 59 42~ 142 65·9d. :i9,OOO,000 

" 
1859 45 31 0 185 128% ? 230 159~ -85 -59~ 145 :l% 66·5d. 40,000,000 1859. Nevada silver discoveries. 

" 
1864 50 28% 177 l00~ ? 227 128~ -50 -28~ 177 22% 66·3d. 49.000.000 1865. Latin U niou formed. 

" 
1869 50 2a~ 167 78% ? 217 101% -2 -1~ :n5 21~ 65·7d. 59,000,000 1871. Germany adopts gold standard. 

" 
1874 75 24% 52 16~ r 127 40% 190 60% 317 47% 6-l·7d. ~5,OOO,OOO 187 J. UDited States adopts gold standard. 

" 
1879 75 22~ 114 34~ r U$9 56% 15] 44% 340 7% 5~·8d. 83,000,000 1878. Bland Act in United States. 

to 1884 85 21 % 98 24~ ? 183 45% 228 55% 411 21% 55·5d. ~5,OOO,OOO 

" 
1889 110 21~ 157 31~ ? 267 52% 243 48~ 510 2-l~ 4S·5d. 103,000,000 1890. Hherman Act in United States. 

" 
1894 160 22~ 1\l5 26~ :n 4% 386 52% 360 48~ 746 -I6~ 42·7d. 132,000,000 , 1893. IndIa closes mints. 

" 
1899 180 22~ 128 la~ 57 7~ 365 44~ 456 56% 821 1O~ 30·~d. 105,OUO,OOO 11897. Russia and Japan adopt gold ,. 1904 255 30% 264 31~ -28 -3% 491 58% 351 42% 842 3% 2S·3d. ~9,000,OOO standard. 

" 
1909 310 aa~ 402 43% -75 -R% 637 68% 299 3:'~ 936 11% 29·6d. 115,000.000 

I 1910. Indian import duty raised to old. per " 
1914 360 34% 282 26~ 12'\ 12% 765 72% 296 2~% 1,061 13% 2S·2d. 124,000,000 

" 
19HI 250 27~ 494 54~ 13 1% 757 S2% 166 18% 923 -13% 43·4d. 167,000,000 I oz. ., 1924 245 23% 360 35% 311 30% 916 88% 124 12% 1,040 13% 43·Od. 186,000,000 I ---- ----------------I 

1493 to 1834 1,350 30% 1,350 30~ 450 10% 3,150 70% 1,331 30% 4,481 65·Od. 1,215,000,000 I 
30 years to lX64 235 29% 493 60~ ? 728 ~9% 86 11% iH4 6a·5d. 222,000,000 I .. 1894 555 22~ 783 31% 31 1% 1,369 54% 1,170 46% 2,539 2l2% 52·6d. 557,000,000 I 

" 1924 1,600 29% 1,930 34% 401 7% 3,931 70% 1.692 30% 5,623 12~% 34·Od. 796,000,000 
----- ---.--

TOTALS ... 3,740 28% 4,556 34% 882 6% 9,178 68% 4,279 32% 13,457 - 49·l:$d. 2,790,000,000 I 
i 

(I) Europe and America. Based on Soetbeer to 1880 aDd Bureau of the U.S. Mint SlDce, but WIth considerable assumptions by the writer in attempting to complete the figures. 
(~) Net imports. Years to March 31st following. Country's own production not allowed for (NIl to 1914, 7,000,000 oz. for 1915-19 and? 22,000,000 oz. for 1920-24). 
~) Includl'd under fifth heading to 1889. 
(4) Excluding China to 1889. 
(ft) Including China to 1~89. Also includes large amounts for coinage for the rest of Asia (excluding India) and for Africa. Subject to this, represents amounts available for 

the World's coinage. 
(8) To 1874 these are the figures for the quinquennia ending one year later. Soetbeer is followed to 1873 aud the Bureau of the U.S. Mint since. 
(7) Figures divided roughly at a guess in order to give totals from the diElcovery of America. In the perind 1700-1830 China is said to have absorbed £.90,000,000 to £100,000,000 

through Canton. 



(In millions of pounds sterling.) (Rupees cont.7erted at average ea:change for each year.) 

INDIA'S ABSORPTION. PROPORTIONS TAKEN. I PROPORTION OF 
NET EXPORTS NET IMPORTS OF RATE 

- OF TREASURE TO PER Ohronology. 
S·l (1) I G ld (2) I 'fotal SIlver. I Gold. MERCHANDISE., NET EXPORTS OF RUPEE. 

---1 ver. o. Treasure. MERCHANDISE. 
1 I 

5 years to 1839-40 9 2 11 85% 15% (30) (37%) 23·0d. 1835. Silver standard adopted with rupee of 165 gr. of 

,. 1844-45 11 2 13 87% 
pure silver. 

13% (31) 42% 22·9d. 1841. Mohur of 165 gr. of pure gold authorised to be 
received by public treasuries. . 

" 
1849-50 3 5 8 40% 60% (30) 27% 22·0d. 

" 
1854-55 12 5 17 69% 31% (40) 42% 24.·0d. 1853. Gold declared not legal tender. Rupees unlimited 

legal tender. Free coinage of silver. 

" 
1859-60 50 16 66 76% 24% (47) 14.0% ? 

" 
1864-65 50 35 85 59% 41% (90) 106% 23·9d, 

., 1869-70 46 24 70 66% 34% 96 73% 23·5d. 

" 
1874-75 14 11 25 56% 44% 110 23% 22·6d. 1871. Germany adopts gold standard. 

1879-80 30 3 33 91~ 
1873. United Sta~es adopts gold standard. 

" !l~~ 98 34% 20·4.d. 
0, 1884.-85 25 19 4i 57% 43% 119 37% 19·5d. .. 1889-90 34 12 46 74% 26% 101 46% l7·1d. .. 1894-95 37 4 41 88% 12% 114 37% 15·5d. 1893. Indian mints closed • 

1899-00 18 24 4.2 43% 57% 105 15·1d. 
1894. Silver import duty of 5% ad valorem imposed. 

., 4.0% 1896-97 and 1899-90. Great famines owing to failure of 
crops. 

1899. Rupee fixed at 16d. after falling to 13d. for 189-1-95. 

1904-05 3! 31 
Sovereigns legal tender at Rs. 15 to £1. 

" 
65 52% 48% 147 44% 16·Od. 

" 
1909-10 54 50 104 52~ 48% 160 65% 16·0d. 

" 
1914-15 35 96 131 27Z 73% 223 59% 16·Od. 1910. Silver import duty raised to 4d. per oz. 

" 
1919-20 107 68 175 61% I 39% 317 55% 18·Od. 1917-20. Gold importation restricted. Silver importation 

I 
I pr(lhlblted. 
I I , 

" 
1924-25 55 I 108 163 34% 66% 153 107% 17·4<1. 1920. Silver import duty removed. Free gold and silver 

I importation restored. 

-1351 
I 

30 years to 1864-65 65 200 68~ 32% 
I 

268 75% 
11'\94-95 186 I 73 259 72% 28~ 638 U% " 

, .. 1924-25 303 I 377 6,:;0 45% 55% 1,105 62% 

I I ---- , 
I 

Totals, 90 years ... , 624 
I 

515 1,139 55% 45% 2,011 57% I I 
----------- ----- -- ---- -- -- ------- -- ----------

(I) Net Imports. 
(I) Net imports RS given in tratle returns (I.e., at commercicll prices for the 6 y~ars to 1!12!-25 "h('u gold was at a premium), plus India's own pruductlOn. 



5 years to 1894 •.. 

" 
1899 •.. 

" 
1904 .. . 

" 
1909 .. . 

" 
1914 .. . 

" 
1919 .. . 

" 
1!l24 .. . 

Totals, 35 years 

'1) Net Imports. 

TABLE IV.-CHlNA'S ABSORPTION OF SILVER AND GOLD. 

(In millions of pounds sterling, converted at a71erage e:echange for each year.) 

NET IMPOBTS ( +) OR EXPORTS ( -). PROPORTIONS TAKEN. 
N 

'

I PROPORTION OF NET i 
• ET IMPORTS IMPORTS OF TREASURE I 

OF 'l'0 NET IMPORTS OF : 
MERCHANDISE. i MERCHANDISE. ! I Total Treasure. Gold.'" Silver. Gold. Silver.'·) 

+ 3·5 + 0·1 + 3·6 97~ 3~ 38·9 
+ 1·4 - 0·1 + 1·3 101% - 1% 39·8 
- 3·0 + 6·5 + 3·5 - - 66·6 
-10·0 + 6·0 - 4·0 - -- 112·3 
+14·4 + 3·1 +17·5 82% 18~ 93·5 
+11·3 +17·6 +28·9 39°/ 61~ 52·3 
+61·8 - 9·0 +52·8 117% -17io 264·1 

9% 
18~ 
5% 

_4°/ 
19~ 
55~ 
20% 

Exchange 
Rate per 
H. tael. 

52d. 
3U. 
34d. 
35td. 
34d. 
52!d. 
52d. 

1------------1-------------1-----·--------1·------------·1------------1----------------.---------------------------+85·4 +24·2 +109·6 78% 22% 667·5 16% 

(I) Net imports as given in trade returns (i.e., at commercial prices for the 6 years to 1924 when gold was at a premium), plus the country's own production. 

NOTE --These figures are collated from the Annual Reports of the Imperial Chinese Customs. They do not include Hong Kong. Every year show" an adverse balance of 
trade on merchandise alone. Large remittances home made by Chinamen abroad are not included in the treasure figures. 



END OF 1834. E~lD OF 1873. END OF 1913. END OF 1924. 

£ I Proportion. £ I Proportion. £ I ProportlOn? £ I Proportion. 

In Siate Banks and Treasuries ... ... ? ? ? ? ? 945,000,000 60% 30% 1,710,000,000 81% 43% 
In other banks ... ... ... ... .. ? ? ? ? ? 125,000,000 8% 4% 90:000,000 4~ 2% 
In circulation ... . ,. ... . . ? ? ? ? ? 500,000,000 31% 16% ? 100,000,000 5% 3% 
Not traceable (mcluding hoardmg) ... . .. ? ? ? ? ? 18,000,000 1% 1% 200,000,000 10% 5% 

------
WORLD'S STOCK OF GOLD MONEY (exclud- 196,000,000 35% 587,000,000 100% 47% 1,588,000,000 100% 51% 2,100,000,000 100% 53% 

ing India, China and Egypt) 
280,000,000 50% Absorbed by Industrial Arts (Europe and 477,000,000 - 38% 1,042,000,000 - 33% 1,241,000,000 - 31% 

America) 
60,000,000 Absorbed by India ... . .. .., .. , 10~ 158,000,000 - 13% 392,000,000 

I 
- 13% 553,000,000 - 14% .. " 

China and Egypt ... .. , 28,000,000 5% 28,000,000 - 2% 100,000,000 - 3% 106,000,000 - 2% 
-
World's Gold Output (from 1493) 564,000,000 100% 1,250,000,000 100% 3,122,000,000 I 100% 4,000,000,000 100% . . ... - I - -
Gold Money in the United States ... ... - - 22,000,000 3'8% 1'8% 392,000,000 24'7% 12'6~ 935,000,000 44'5% 2:1'4% 

" 0' " 
United Kmgdom ... - - -105,000,000 17'9% 8'4% 158,000,000 100% 5-1% ? t 70,000,000 8'1% 4'2% 

- Mentioned in Enclyclopredia Britannica, Vol. 16, p. 722. 

TABLE Vr.-DISTRIBUTION OF THE WORLD'S TOTAL SILVER PRODUCTION. 

END OF 1834. END OF 1873. END OF 1913. END OF 1924, 
--

Fine ozs. I ProportlOn. Fine ozs. [ Proportion. Fme 07.S. 
I 

ProportlOn. Fine ozs. I 
Proportion. 

! 
World's Stock of Silver Money (excluding ? ? ? ? ? 1,900,000,000 I 17% ? 2,000,000,000 15% i India, China and Egypt) I 

Lost or not traceable- .. ... ... ? ? ? ? ? 2,06-1,000,000 I 18 % ? 2,279,000,000 17% 
-------------------- . ------

1,331,000,000 30~ 1,565,000,000 27% 3,964,000,000 I 35 % t 14,279,000,000 32~ 
Absorbed by industrial arts (Europe and 1,350,000,000 30% 1,695,000,000 29% 3,170,000,000 I 28 % I 3,7 {O,OOO,OOO 28% 

America) 
4,556,000,000 31% Absorbed by India ... ... 1,350,000,000 30~ 2,054,000,000 36% 3,636,000,000 32 % 

Absorbed by China .. ... .. . 450,000,000 10% 450,000,000 8% 514,000,000 I 5 % 882,000,000 I 6% 
: ! 

World's Silver Output (from 1493) .. ... 4,481,000,000 100% 5,764,000,000 100% 11,284,000,000 100% 13,457,000,000 100% 

Silver Money in the United States ... ... - - 5,000,000 0'1~ 570,000,000 5'1% 6()O,OOO,OOO f:3~ Silver Money in the United Kingdom ... - - 55,000,000 0'9% 100,000,0011 I 0'9% 1 LO,OOO,()( 10 
I 
I --- ---

- Includini coinage for Straits Settlements, Hong Kong, Indo-China, Bl'ltish West Afrlea, other portions of Africa, etc. These countrif)s are not ineluded in the ''''orId's Btock 
of Silver Money given above. Their coinage has been heavy. India in 1895-1904 coinell about 119,000,000 fine ozs. for the Straits Settlements and Hong Kong, and the amount for 
the following 10 years was at nearly half this rate. 



Transvaal '" '" ,,' '" 
United States '" '" . ,. 
Canada '" .. , .. , '" Australasia '" ,,' '" '" Mexico .. , '" '" .. 
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TABLE VIl.-GOLD PRODUCTION. 

(In millions of pounds at 84tU! per fine ounce.) 

1915. I 1916. I 1917. I 1918. I 1919, I 1920, 

38'6 39'5 38'3 35'8 35'4 34'7 
20'S 19'0 17'2 14'1 12'4 10'5 

- -3-'~ 4'0 3'1 3'0 3'3 3'3 
10'2 8'3 7'4 6'1 5'5 4'7 
1'3 1'6 1'8 3'5 3'2 3'1 
3'9 3'9 3'5 2'7 2'5 2'3 
5'4 4'6 3'7 2'5 2'3 0'2 

12'3 12'6 11'3 11'3 10'4 10'5 
------

96'4 93'5 86'3 79'0 75'0 69'3 

CONSUMPTION OF GOLD. 

17'0 IS'O 16'0 17'0 23'0 22'0 
1'3 5'0 19'6 -3'3 27'9 3'5 

- 1'7 2'6 - 2'6 0'4 11'5 - 3'9 
-O'S -0'2 -0'1 -0'0 -0'0 0'7 

15'8 25'4 38'1 14'1 62'4 22'3 
80'6 68'1 48'2 64'9 12'6 47'0 

96'4 93'5 86'3 79'0 75'0 69'3 

WORLD'S STOCK OF GOLD MONEY. 

1,736 1,804 

I 
1,852 

I 
1,917 

I 
1,930 1,977 

236d, 243d, 247d, 254d, 254d. 258d, 

1921. I 1922. I 1923. I. 192-1, I 1925 . 
. 

34'5 
10'3 
3'9 
3'S 
2'9 
2'5 
0'2 
9'9 

---
68'0 

15'0 
0'7 

- 2'2 
0'0 

29'8 
9'7 
5'4 
3'9 
3'2 
2'S 
0'6 

10'1 
---

li5'5 

17'0 
26'6 
1'1 
0'1 

38'9 
10'4 
5'2 
3'8 
3'3 
2'8 
1'1 

10'0 
---

75'5 

17'0 
20'1 

-0'5 
1'9 

13'5 44'8 38'5 
I 54'5 20'7 37'0 

1

------

6S'O 65'5 75'~ 
I 

2,031 2,052 2,089 
263d. 263d, 265d, 

, 40'7 
10'4 • 6'5 
3'5 
3'4 
2'7 
2'4 

10'4 
---

80'0 

16'0 
52'4 

-0'6 
1'2 

69'0 
11'0 

80'0 

2,100 
264d. 

40'S 
9'7 
7'4 
3'0 
3'3 
2'5 
3'1 

10'2 

80'0 

(16'0) 
(27'0) 

~o'o 

2,137 
266d, 

~, 

~ 
~ 



MO ROYAL COMMISSION ON INDIAN CURRENCY AND FINANCE: 

APPENDIX 83. 

Supplementary statement submitted by Mr. Joseph Kitchin of the 
Union Corporation, Limited, London, on "Redundancy in the 
United States Stock of Gold Money." 

ThIs matter may be looked at In three ways:-
(1) From 1873, when the Umted States adopted the gold standard and had 

only £22,000,000 of gold money, to 1887, when its stock reached £134,000,000, 
the country was evidently collecting its necessary stock of gold. DurIng the fir~t 
six years of this period its currency was at a discount. From 1887 to 1895 
commodity prices which commenced to fall In 1873, reached theIr lowest point, 
and the stock fell to £104,000,000. From 1895 to 1913, during which period the 
world's stock of gold money was advancing rapidly and commodity prires were 
riSIng strongly, gold money in the United States increased every year (except in 
1909) until It reached £392,000,000. From the end of 1914 to tlie end of 1924, 
owing largely to the effect of the War, its stock increased from £371,000,000 to 
£935,000,000, and in 1925 the tide turned, reducing the figure to £907,000,000. 
At the 1895-1913 rate of increase it WOIUld now be £584,000,000 or £323,000,000 
less. From 126 per cent. of the world's stock of gold money at the end of 1895, 
the United States proportion increased to 24·7 per cent. at the end of 1913. It 
was 22'4 per cent. at the end of 1914, 34 per cent. at the end of 1918, 28'8 per cent. 
at the end of 1919, and 445 per cent. at the end of 1924, and is now 424 per cent. 
At the 1895-1913 rate it would now be 27'4 per cent., the difference of 15 per rent. 
on the WIoirld's stock of £2,137,000,000 at the end of 1925 being the before­
mentioned £323,000,000. This way of looking at matters tends to exa$gerate the 
final figure, because it assumes a SImple or fixed annual increase, while economic 
progress should advance at a compound rate requiring a rising increase in absolute 
amount per annum. 

(2) The increase in the holding of gold money shown by the World and tile 
United States in the 18 years to 1913 and the 12 years to 1925 respectively have 
been:-

World. United States. 

1895-1913 : 
Increase in Stock of Gold Money £827,000,000 to £1,588,000,000 £] 04,000,000 to £392,000,000 

ur l' 92 times. or 3·77 times. 
Compound rate of increase per 3·7% 7'6% 

annum. 
--·---------·--1--------

1913-1925 : 
Increase in Stock of Gold Money £1,588,000,000 to £2,137,000,000 £392,000,000 to £907,000,000 

or 1 . 35 times. or 2·32 times. 
Compound rate of increase per 2·5% 7·25% 

annum. 

During the 18 years before the War the United States increased its stock at twice 
the rate of the world, and this is understandable in view of the rapid increase 
of wealth in the country. From 1914, owing to the operation of the Federal 
Reserve Bank: system, it should have needed proportionately less gold, while, on 
the other hand, its late entry into the War increased its requirements relatively 
to the rest of the world. In the period 1913-1925 the world's stock increased at a 
lower rate than in 1895-1913 (94 per cent. of the addition to the stock going to the 
United States), and if consequently the United States had needed to increase its 
stock at say 5 per cent. per annum instead of the 76 per cent. of the previous 18 
years, this would have meant a stock of £704,000,000 at the end of 1925, or 
£203,000,000 less than the actual figure. 

(3) The Federal Reserve Banks are required to hold 40 per cent. of gold on 
lawful money against their notes and 35 per cent. of gold against their deposits, 
or an average on present figures of about 38 per cent. Normally, it would hold a 
higher proportion, probably in excess of 50 per cent. Before the War central 
note-issuing banks in gold standard countries normally held gold reserves to the 
extent of about 50 per cent. of their combined notes and deposits, and this test 
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ran be applied to the Federal Reserve system. Figures showing the recent gold 
monetary position in the United States are as follows:-

U.S. TREASURY STATEMENT. 

(In millions of dollars.) 

Gold coin and bullion held in Treasury for F.R. ; 
Banks and Agents. ! 

Gold coin and bullion outside Treasury held by I 
F.R. Banks and Agents. , 

Gold certificates (covered 100% in gold in Tredsury) 
held by F.R. Banks and Agents. 

Gold cE-rtificates (covered 100% in gold in Treasury) 
in circulation. 

Gold coin and bullion in circulation 
Other gold held in Treasury against U.S. Notes, etc. 

Total stock of gold coin and bullion in the 
United States. 

1 JaIl., i 1 .Jan, 11 Jan., 11 Jan., 1 March, 
1!J23. 1924. I 1925. 1926. 1926. 

2,235 

220 

40.') 

2,220 

278 

395 

1,987 

255 

538 

1,649 

290 

598 

1,653 

312 

621 

---1---11-----
2,860 ! 2,893 2,780 I 2,537 2,5M ----1------_______ _ 

303 I 582 971 1,114 1,076 

429 I 415 458 424 422 
341 357 338, 333 361 

----,--------,--------
3,933 : 4,247 4,54 7 I 4,408 4,445 

1---' 'i----- ----1--------
Total stock of money (including silver) in circula- 4,733 i 4,951 4,993 5,008 4,814 

tion in thll United States. 
Total stock of money (including silver) in circul.1- ,42'81 I 4-1'22 

tion lD the United States, per capita. ! 
I 

I 

43'62 i 41'84 
I 

-------------- - ---------
, I 

--- ---------'---

FEDERAL RESERVE BOARD STATEMENT. 

i 3 Jan., 112 Jan., I 31 Dec.,: 30 Dec., i 7 April, 
1923. 1924.: 1924. 1925. 1926. 

I ! ~ I 

------------------- ----------

F.R . .xotes in actual circulation ....-- I 2,411 2,2-15, 1,862 I 1,835 I 1,653 
'rotal deposits of Reserve Banks .. . _ ! 2,025 2,0~1 2,3~i 2,3~1 2,2~ 

Total F.R. Notes in circulation and deposits ... 1 4,4~ 4,296 '~93 ; 4,192 I 3,931 

Total F.R. Goltl Rl'serves ... -.. -- I 3,049 3,O~4 2,937 'I 2,7~ I 2,783 
Proportion of Gold Reserves to combined Notes 67'4% 71'8% 70'4% 64'5% 70'8% 

and Deposi ts. I 

The following rearrangement of these figures may be added, with a note of 
the probable redundancy :- . 

(In millions of dollars.) 

End End 
I 

End End March, I 
1922. 1923. 

I 
1924. 1925. 1926. 

Total F.R. Notes in circulation and deposits 4,436 4,296 14,173 I 4,192 3,931 

Gold RE-serves required at 50% 
I 

2,218 2,148 --I 2,096 1,965 I 2,086 I 
Actual Gold reserves ... • .- I 3,049 :i,084 2,937 2,70.J. 2,183 

I I 

I 
----I Difference-apparl'nt redundancy 831 936 851 608 I 818 
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If gold certificates in circulation (the amount of which around 1920-1922 was 
only $200,000,000) had been represented by F.R. Notes instead, the following 
figures would have resulted:-

(In millions of dollars.) 
, 

I End I End , End End -
I 

I 
, 

I 
1922. 1923. , 192!. 1925. , 

I , 

Total F.R;. Notes in circulation and depOSIts 
If the Gold Certificates in CIrculatIOn had 

... I 4,436 
been I 303 

4,296 1,173' 4,192 
582 971' 1,114 

substItuted by F.R. Notes. , 

i------I 
G 
T 

The total of F.R. Notes 10 circulation would : 
have been. 

old reserves required at 50% ... ... . .. 
he actual gold reserves would have been (adding 
the figures for gold certificates 10 circulation to 
the actual F.R. gold reserves as above). 

Difference-apparent plus dormant redunda. ncy 

edundancy made dormant by putting gold certifi-
cates in CIrculation. 

R 

I Jevel of wholesale prices of commodities 10 the 
United States (average of four indices). 

- -- -~ 

4,739 4,878 5,144 5,306 

----
2,369 2,439 2,572 2,653 
3,352 3,666 3,908 3,1'\18 

1,3:36 !1,16;; -----
9~3 I 1,227 

--, 1--
152 I 291 485 i !>57 

i I 
157 : 152 158 157 

I 
I 
I ---
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This statement shows the efforts made in the United States to keep prices 
stable by the circulation of gold certificates oovered by 100 per cent. of gold rather 
than Federal Reserve notes. Since the end of 1922 the aggregate of notes and gold 
l'ertificates in ciroulation has remained comparatvely stable at $2,700,000,000 to 
$2,900,000,000, but the circulation of Federal Reserve notes has declined from 
$2,411,000,000 to $1,653,000,000, while that of gold certificates has been markedly 
augmented from $303,000,000 to $1,076,000,000, so that the difference between 
them has dropped from $2,108,000,000 at the end of 1922 to $891,000,000 at the 
end of 1924 and to $577,000,000 on the latest figures. This clearly shoiWs that the 
authorities are attempting to make the redundant gold as ineffective as possible 
as regards influencing prices. Applying the 50 per cent. gold reserve ratio before 
mentioned to the ooa:nbined notes and deposits of the Reserve Banks, the amount 
of redundancy OIf gold in the Reserve Banks-called " apparent redundancy " 
in the table above-is shown since 1922 to be from £125,000,000 to £192,000,000 
But the total (apparent and dormant) redundancy would have been higher if it 
were not for the putting of gold certificates into circulation for in that case it 
is shown that it would have been from £202,000,000 to £279,000,000. It is, of 
,'ourse, to be expected that if the present policy of the Reserve Board were to be 
reversed the gold certificates would come back from circulation very slowly. 

On the whole it may be said that while the United States has added 
£515,000,000 to its stock of gold money in the twelve years to 1925, only some 
£280,000,000 of that amount is now redundant owing to the economic progresl~ 
made by the country, while by the monetary policy adopted £110,000,~00 of this 
£280,000,000 has been rendered dormant, and only £170,000,000 IS actually 
redundant at present. The flow of gold into the United States has stopped, and 
the total stock of gold money shows on the whole a declining tendency. 

In a separate statement the writer has estimated tha~ the. world's stock ?f 
gold money will be £2,425,000,000 at the end of 1935. ThIS, WIth the figure~ In 

the first table above and the assumption that the United States' stock will be th£> 
same in 1935 as in 1925, yields the following (the percentages are compound raW-A 
of increase per annum for the intervals) :-

End of I United States. Rest of World. I World. 

1895 

1913 

1925 

1935 

£ 
104,000.000 

7·6% 
392,000,000 

907,000,000 0 3.9% 
7·25% } 

Nil 
907,000,000 

£ 
723,000,000 

2·85% 
1,196,000,000 

1,230,000,000 0 1.1 % 
0·25% } 

2·15% 
1,518,000,000 

£ 
827,000,000 

3'7% 
1,588,000,000 

2·5% } 
2,137,000,000 0 1.95% 

1·25% 
2,425,000,000 

__ ________________ ~ _ _L _____ _!__-------
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The assumption that the United States' total will remain the same in 1935 as in 
1925 is based on the idea that it will take 10 years to remove the present 
redundancy, and the figures arrived at seem reasonable. They show. the United 
States, oWlDg to its superior rate of economic progress, taking gold at twice the 
world rate both in 1895-1913 and in 1913-1935-m the latter period at a much 
decreased rate, thus accommodating itself to the slower rate of increase in the 
world totals-and they show the rest of the world, after taking hardly any ~old 
on balance for 1913-1925, readjusting itself thereafter by reheving the United 
States of its surplus (or rather by taking the whole of the world's new gold produc­
tion available for monetary purposes), and at a not excessive rate if allorwance is 
made for the necessity of making up for the set-back caused by the War on the one 
hand and the impoverishment due to the War on the other. 

It has already been suggested that the apparent redundancy of gold in the 
United States under the system of price stabilisation adopted is £170,000,000, or 
£280,000,000 if one includes the hidden redundancy due to circulation of gold 
certificates in place of notes. This would mean that, of a stock of £907,000,000 
at the end of 1925, £630,000,000 was normally required which was raised to 
-£740,000,000 by the expedient of circulating gold certificates. From £740,000,000 
at the end of 1925 to £907,000,000 still at the end of 1935 is an increase of 2'05 
per cent. per annum and from £630,000,000 to £907,000,000 is an increase of 
3'7 per cent. per annum. An average of these rates-say 2'5 per cent., taking twice 
the World's increase for the period as before-would raise £630,000,000 at the 
end of 1925 to £835,000,000 at the end of 1935, leaving £70,000,000 to represent 
the apparent and dormant redundancy, from which, to arrive at the apparent 
redundancy as shown by Federal Reserve Board figures, must be deducted half the 
amount of gold certificates then in circulation. The raising of the £630,000,000 to 
£907,000,000 at 25 per cent. per annum-i.e., to allow fully for both apparent 
and dormant redundancy on the assumption that all the gold certificates will be 
taken out of circulation, an unlikely event would take untIl 1940. If the present 
figure of the circulation of gold certificates remains unchanged for an indefinite 
period it would take until 1934 to raise the £740,000,000 to £907,000,000 at 2'5 per 
l~ent. per annum. Taking such a rate as 2'5 per cent. allows for the fall in com­
modity prices which the writer expects to take place. 

The policy of the Reserve Board will apparently be to maintain and increase 
the circulation of gold certificates so long as there is any apparent redundancy, 
and as that disappears (as judged by Federal Reserve figures), to reduce their 
circulation until more normal figures are reached. How far this process will go 
on depends upon the policy adopted. The United States may also continue to loose 
gold-it lost £21,000,000 in the fourteen months to the end of February last­
and this would expedite the elimination of the redundancy. If the Federal Reserve 
Board's ratio of gold reserves to liabilities is permanently kept above 50 per cent., 
this would also reduce the redundancy. It therefore seems that the redundancy 
should disappear somewhere between 1930 and 1940, with a strong probability of 
its vanishing well within 10 years from the present time. 

,-world'sl t Proportion ,-World'S tProporhon I-world's I tProponinn 
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APPENDIX 84. 

Letter dated the 30th March 1926, from the Manager, Chartered 
Bank of India, Australia and China. on behalf of the British 
Exchange Banks. 

'rYe beg to acknowledge receipt of your letter of the 9th instant, with enclosures 
as specified, and beg to say that Mr. Oharles Nicoll, General Manager of the National 
Bank of ~ndia, Limited, will be pleased to attend at the India Office at 10.30 a.m. on' 
the 14th proximo, as representing the British Exchange Banks, and give evidence 
within the scope as outlined hereunder. 

The questionnaires submitted have been perused with interest, and as they cover 
a very extended field, we elect to confine ourselves to the following heads:-

1. Gold currency.-We are not in favour of the immediate introduction of a gold 
currency into India. 

2. A gold standard.- We are in favour of a gold standard, i.e. that it is put on 
the Statute Book that the Government is bound to buy gold at a rate to be fixed upon 
(this will depend on the basis at which the rupee is fixed) and to sell gold for Qxport 
(or the equivalent in gold funds) at a rate to be arrived at as above. We emphasise 
the Government because we are of opinion that for the present there is no other 
authority to whom those duties could legitimately be delegated. 

3. Cottncil Bills.-Only to be sold to the actual extent of Government published 
Budget requirements, and should be put up for public tender in India and London. 
~l'he sale of council bills may be undertaken by the Imperial Bank as Agents of the 
Government. 

4. Currency.-No additional currency should be issued that is not covered by the 
actual tender of gold coin or bullion in India and/or in London earmarked for 
shipment to India. 

5. Currency Notes.-In our opinion all currency notes should remain Government 
-of India notes and the management of the issue remain in the hands of the 
Government. 

6. Rupees.-The legal tender of rupees not to be disturbed. 
7. Stabilisation of the Rupee.-W e consider the stabilisation of the rupee is 

desirable, and that the time has arrived when it is practicable. The present position 
is unsatisfactory, owing to the uncertainty, which reacts adversely on trade. 

As to the basis, we are of opinion that the advantages attending the adoption of 
the rate of Is. 6d., which has been the working rate for some time past, outweigh the 
disadvantages, and consequently we see no objection to stabilising on the basis of 
Is. 6d., in preference to the old basis of ] s. 4d. 

We do not think that fixing the rupee at, say Is. 6d., once it is accepted as an 
accomplished fact, will affect the demand for gold in India to any appreciable extent. 

~. Gold reserves.-In our opinion, the fact must not be lost sight of that there is 
an important section of the Indian community who have at heart the wish for a gold 
currency, and although the more moderate of this line oE thought recognise that the 
present time is not opportune, still the idea exists, and as time goes on it may gather 
force sufficient to call for the Indian Government giving the matter serious attention. 
It is with this end in view, therefore, that we advocate a policy which will increase 
the gold reserves, so that when the day comes (it may be ten or more years hence) 
India's gold position will have been steadily improving all the time, which will enable 
her to tackle the problem when it does come up again upon a surer basis. 

Also, it will give a measure of comfort to the gold currency section to see that 
something is being done. 

NOTE.-The following is a list of the RrifiRh Exchange Banks party to the 
above:-

The Chartered Bank of India, Australia, and China. 
The National Bank of India, Limited. 
The Hong Kong and Shanghai Banking Corporation. 
The Mercantile Bank of India, Limited. 
Lloyd's Bank, Limited, Eastern Department. 
The P. and O. Banking Corporation, Limited. 
The Eastern Bank, Limited. 
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APPE~DIX 85. 
Statement of evidence submitted by Sir Stanley Reed, ~.B.E., 

Director of the Bombay Electric Supply and Tramways Company, 
Limited. 

(1) The time is ripe for a Elolution of the proLlems of IndiaD'currency and exchange 
by measures for the stabilisation of the rllpee. 

(2) The rupee should be stabilised on a gold standard. 
The ratio at which this stabilisation should be effected must be considered In 

I'elation to the history of the Indian currency. The ratio suggested by the Herschell 
Committee in 1893 was lB. 4d. The ratio proposed by the :F'owler Committee in 1898 
and adopted by the Government of India was Is. 4d. That ratio was the established 
legal standard of money payments from ] 8!}g until the disturbances caused by the war; 
when these adjusted themselvei! the Indian exchange fell to approximately Is. 4d. 

The established legal standard of money paymentI'; should only be disturbed under 
stress of overwhelming necessity. Round it an immense volume of contractual 
obligations has been built up. No e,·idence has been produced showing that any 
supreme need for the alteration of this standard has arisen, or that any insurmountable 
difficulty exists to prevent its restoration. Whilst no special sanctity establishes t<;> a 
ratio as a ratio, the standard for money payments should be, and usually is, regarded 
as less open 1.0 repeal or modification than perhaps any other legislative act. 

On this general principle, that the establishec1 legal standard of money payments 
should not be disturbed, no departure from the goal of Indian currency policy, from 
1893 until the financial disturbances of the war, is warranted, except on proof of 
overwhelming necessity or evidence that it cannot be maintained. 

(4) The gold exchange standard practised before the war should bp abandoned 
for a definite gold standard, aiming at the ultimate establishment of a gold currency. 
if when that stage is reached opinion in India demands it. 

The Gold Standard Reserve should be located in India and held chiefly in gold. 
(5) The note issue is efficiently managed by the Government of India through 

the present agency. That system should not lightly be disturbed. If for any special 
reason it is desired to bring the note iStiue more directly under control in India, then 
it should be vested in the Imperial Bank of India, as an entirely separate department 
of the Bank, and under conditiolU' which will not admit of any considerable departure 
from present practice. 

Notes of small value, such as the one-rupee note, have many advantages. They are 
popular; they form a line of defence against any manipulation of th~ silver market 
in face of a demand for the coining of rupees. They should, therefure, be retained. if 
only on a limited scale, so that people may be habituated to their use. 

(7) The remittance operations of the Government of India should be conducted 
by the Imperial Bank of India, through the purchase of sterling in India, and limited 
to meeting the Home charges of the Government of India. 

(9) Any silver required by the Government of India should be purchased by open 
tender in Bombay. 

APPENDIX 86. 
Statement of evidence submitted by Mr. George E. Roberts, Vice­

President, National City Bank of New York, and formerly Director 
of the United States Mint. 

1. The bankers of the United States, myself included, are interested in the work of 
this Commission as preparatory to the re-establishment of the gold standard in India 
on a definite and permanent baRis. We believe that this is highly desirable from the 
standpoint of the people of India and as a part of the general movement for the 
re-establishment of the gold standard throughout the world as thP. basis of trade and 
financial relations. I need not dwell upon the benefits to be gained by all countries 
from the restoration of a common standard of value-the experiences of the last 
12 years have afforded ample demonstration of the evils resulting from unstable 
currencies and exchanges. In the United States it has happened that we have had 
no difficulty in maintaining our currency at par with gold, but we have seen that the 
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full advantages of the gold standard cannot be enjoyed by one country alone. We 
have found that even our internal prices and the prosperity of all our industries were 
affected by the loss of a stable relationship between our lllonptary system and the 
systems of other countries. ' . 

2. Weare interest.ed, therefore. in the reconstruction of the universal gold system as 
something generally desirable; but, since this means demands for gold from many 
eountries, we are interested also that these demands shall not interfere one with 
another or seriously affeet credit conditions in the countries \\'hich are expected to 
supply g&d. I am old enough to remember tbat 30 01' 40 years ago there was much 
talk about a" scramble" for gold and of fal1ing prices commonly attributed to a 
scarcity of gold. That situation was changed by a great increase in gold production. 
Through the development of the South African and other goldfield~ the banking 
reserves of the world were replenished, and from about IS!:!7 world price"! were rising 
until the outbreak of the war, after which the inflation of credit became the dominant 
factor. The rise of mining costs then had a tendency to curtail gold production, 
particularly in countries like the United States, where gold had to Le sold at the 
mint price as before the war, and the world's output declined from a value of about 
£96,400,000 sterling in 1915 to about £6U,300,000 10 HH9 and £65,500,000 in In:?:!, 
the low figur~ of the latter year being dne in part to a miners' strilce in the Transvaal. 
Since then the Transvaal has been quite successful in reducing costs and has completely 
regained its pre-war rate of production, but othel' important fields, particulady in the 
United States and Australia, have not been so successful. In H)24 the world's output 
was about £SO,OOO,OOO sterling, and that of 1925 was perhaps slightly higher. The 
world's production therefore has recovered about one-half of the decline occasioned by 
the war, but is abcut £ L5,OOO,000 below the production of HH5. I am inclined to the 
·opinion that the prospective supply of new gold is large enough to permit the general 
re-establishment of the gold standard without serions disturbance to prices, provided 
possible economies in its use are effected, and the new stocks wanted are acquired 
without too much disturbance of existing stocks already in use as the basis of credit. 
'These, however, are necessary qualifications, and it is especially important that the 
new demands shaH be satisfied from current production. 

3. The war caused an enormous expanRion of credit and a great displacement of 
gold stocks. The gold reserves of the banks of issue and Government conversion 
funds have been increased from approximately 5~ bi1lions of dollars, or roughly 
£1,100,000,000 sterling, to approximately £1,900,000,000, or a little above 7U per 
cent. This is an increase somewhat greater than the rise of the general price level 
as it stands to-day, but the banks are carrying unusual amounts of Government 
paper as compared with pre-war days. It must be considered also that the increase 
in gold reserves has been by no means aU from the mines, but largely by the 
accumulation of coin that had been in ~irculation. Moreover, this increase in the gold 
reserves means that larger additions to the reserves will be required in the future to 
maintain a percentage increase corresponding to the growth of trade. Thus a ~ per 
cent. annual increase upon £1,000,000,000 of reRerves would call for £20,OOO,UOO 
of new gold, while a 2 per cent. increase upon £2,000,000,000 of reserves will require 
£40,000,000 of new gold. I am not saying tl1at a 2 per cent. annual incre:lse 
is requirect, but I am pointing out that if the price level is to be maintained at 
approximately 50 per cent. above the pre-war level, larger gold reserves will be 
required in the future and economy in the use of gold will be necessary. 1£ there 
should be an expansion of busineas over the world and at the same time a general 
replacement of gold coin into circulation, the gold reserve51 probably would not be 
sufficient to supply the amount of credit necessary to maintain the present price level. 
In my opinion it would be a mistake at this time to aITord facilities anywhere for gold 
to be absorbed into circulation. 

4. The distribution of gold stocks at this time is vpry uneven. As a result of war 
and revolution the ~reat reserves of Rnssia (which aggregated about £IGO,OOO,OOO) 
h'lVe heen scattered. The reserves of the Austro-Hungarian Bank (which were about 
£50,000,00U sterling) were much reduced during the war, and what was leIt finally 
distributed to the succession States. The reserves of the German Reichsbank were 
greatly reduced following the war, but within the past year have been restored to 
approximately their pre-war Rtrength. This does not, however, fully restore the pre­
war monetary and credit situation, as before the war a large amount of gold coin was 
in circulation which must now be replaced by Heichsbank notes, thus increasing the 
charge on the gold resenTes. Since ID13, excepting nelgium, France, and Portugal, 
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the gold reserves of Western Europe have been largely increased. This is true 
.also of the reserves of Switzerland, but those of the other countries of Central, 
Eastern and South-eastern Europe have been reduced. Those of Italy have been 
reduced by more than 20 per cent. 

e). G old is the most liq uid form of capital, the form most suitable for use as the basis 
·(If commercial credits; and it is evident, from the high bank rates now prevailing 
thronghont Central and Eastern Europe, that credit is very scarce throughout that 
region. Gold h needed in all those countries to permit credit expansion, to lower 
interest charges, and to stimulate a revival of trade and industry. 

0. About a year ago the Bank of England resumed gold payments, accompanied by 
the Netberlands B.mk, and this action was hailed as possibly inaugurating a general 
return to the gold basis throughout Europe. The results have been in some degree 
·disappoilltinp-, although not wholly so. Poland attempted to establish her currency on 
a gold basis and obtained a loan in America, but the couditions were too unfavourable, 
and the new currency hali! suffered a heavy depreciation. Delgium has sought to do 
the same, hut has not been able as yet to carry out her plans, and her currency has 
Telapsed. She will need a substantial foreign loan to achieve success. The currency 
or France has suffered further depreciation during the year. She does not need 
to increase her gold l'eilerves at home, but she will need credits outside which 
will be a charge upon the reserves of the countries granting them, The Chenonetz 
currency of Husc;ia, Issued by the State Bank on a gold basis, aud said to be 
independent of the Government finances, is now reported as suffering depreciation. 
If and when Hussia comes back into the world of business (as it is to be hoped she 
will without long delay) she will Deed important help from outside in the establishmen~ 
-of a stable currency. 

';. The Bank of England has lost approximately £9,600,000 siuce the resumption of 
gold payments, ann the management feels it prudent at this time to maintain a 
-discount rate which is somewhat above the ordmary rate in pre-war times, and to 
that extent must be regarded a burden npon thn industries of the country at a time 
'when they are needing to have aU conditions as favourable as possible. 

S. The Bank of the Netherlands, \vhich resumed gold payments coincidently with 
the Bank of England, also has lost gold duriug the year to the extent of about 
£5,000,000. Switzerland, which is on a free gold basis, has lost about £1,500,000 
·during the past year. Sweden, also on a gold basis, has lost a small amount of the 
metal during the year. 

9. On the other hand, Hungary has successfully re-established a new currency on a 
gold basis by the aid of a foreign loau, and Czecho-Slovakia, with similar assistance, 
ha~ established a national Bank of issue with every prospect of being able to maintain 
her currency on the gold basis. Germany, by means of the Dawes plan loan and 
·extensivo borrowing by industrial and municipal corporations, has increased the gold 
stock of the Heichsbank by about £43,000,000, of which £17,000,000 was acquired 
in 1925. 

10. The United States lost about $134,000,000 during the year 1925. 
11. It is evident that the movements of gold during 1925, anil down to this time, have 

been on the whole away from the chief financial centres and to what may be called 
the outlying countries. India took about £43,000,000 sterling during the calendar 
year 1925, which, however, refers to net imports and not to gain in banking reserves. 
Australia and New Zealand reserves increased £13,000,000 sterling; Java gained 

.about £4,000,000, Canada £3,500,000, Poland £ 1,200,000, and numerous countries 
such as Italy, Hungary, Roumania, Yugo-Slavia, Bulgaria, Austria and Belgium gained 
small amounts. 

12. This movement away from the chief financial centres is nothing to complain of. 
It is a11 right and illustrates the part which they play in the ultimate and inevitable 
dist.ribution, but also illustrates the general interest in having the centres kept strong 
.to meet the demands from all quarters. 

13. Whatever loans are required for the rehabilitation of monetary systems naturally 
lllust be made ill the countries which have surplus capital for investment abroad, and 
banking reserves must exist there to meet the demands which such loans make. 

14. There are only three countries at the presfmt time which are in a position to 
-:participate to any considerable extent in foreign loans. They are Great Britainp 

H')lland, and the United States. 
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15. Great Britain by real:;OIl of past experience and relat;onships, is the naturallead.er 
in international financing, particularly in behalf of any of her Oominions, excepting 
pObsibly Canada. I h.we already referred to the position and present discount Jate 
of the Bank of England. 1 would not even suggest the possibility of Great Britaiu's 
again sUl.'lpending gold payments, for I do not think the world can afford to have that 
occur. It would be a world-wide calamity. The Bank of Eugland must maintain (Told 
payments at any cost, as the centre and mainstay of the movement to accomPlish 
world-wide resumption. but a discount rate which is a restriction upon British 
commer,\e would greatly hamper the Bank in its co-operation to that general purpose. 

16. Holland is able to co-operate, and always has shown a disposition to do so, but 
cannot act alone upon large undertakings. 

17. The United States has gained the greater part of the increase in gold reserves 
_since 1913, th~ net increase in the holdings of the Treasury and banks having been 
nearly $2,500,000,000 (£500,000,000) or about 60 per cent. of the world's increase. 
It has been a common assumption that the United States has a great surplus of gold, 
and even was in danger of being smothered by it or compelled by the natural proces!'es 
of inflation to give up a large part of it. However, the U uited. States if:! a big couutry 
and has large digestive capacity. It is a mistake to suppose that the United States 
has any considerable excess of gold reserves at this time. At the present price le\'el 
and with the present volume of credit outstanding, the reserves of the United 
States are no greater than the financial authorities. of the country deem reasonable, 
conservative and desirable. 

18. In.J uly 1914 the gold holdings of the Treasury and banks equalled about 7 per 
cent. of the aggregate amonnt of credit currency in circulation together with the net 
individual deposits of the banks. At this time they do not exceed 8 per cent. 
A similar calculation for Great Britain shows a net reserve of about 6' 5 per cent. The­
percentage is higher in the United States than in Great Britain, but, in our opinion, 
there are sound reasons why this should be. The United StateR is of great territorial 
expanse and no such concentration of banking control exists there as ill Grpat Britain. 
It has a great number of small banking institutions which look to the reFlerve hanks 
for support. The country has had several unpleasant experiences in the past with 
general bank panics, the one in 1907 causing an almost complete suspension of cash 
payments throughout the countr,v. This was before the establishment of the 
reserve system, but individual bank failures have been not infrequent in the last 
five years. 

19. The reserves are divided among I!! reserve institutions. The reserve percentages 
of the reserve banks are high, but they are calculated upon the liabllities of the 
reserve banks alone, and these banks do not participate in the general banking 
business ot the country. It must be considered that these reserves are practically 
the only reserves for the entire banking system. 

20. Moreover, it has to be considered that the central reserve system iR comparatively 
new with us, and in view of the small participation of the reserve banks in the total 
banking business it is not altogether certain to what extent they will be able to­
con'trol the banking si tuation. 

21. In view of the unsettled conditions in world trade and finance still existing, we 
do not feel that present reserves in the United States are excessive. 

22. 1 have thus gone m'er the general situation preparatory to expressing my opinion 
of the proposal for establishing the full gold standard system in India, as outlined in 
the plan which has been handed to rue by your Chairman. Whatever opinions I 
express are based upon this plan and the estimates which are madA therein. I uo not 
feel that I have sufficient knowledge of conditions in India to express an independent 
opinion upon the amount of gold required or of the amount of silver which will have­
to be taken from the public and disposed of. 

23. Accepting the estimate that £103,000,000 sterling of gold will be require!} over 
and above the usual imports of past years which have been absorbed for ornaments 
and other pl'ivate purposes, and that approximately £50,000,000 of this will be­
required within th~ first year, I am of the opinion that the plan will subject the­
financial world to a strain which ought to be avoided, and I see no reason why it 

'may not be avoided. It appears that aft.er supplying the demand for the alts and 
the amount which went to the outlying or non-lending countries, none of the new 
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,gold production of last year. was available to swell the reserves of the lending 
-countries. In fact, we know that these countries all suffered losses from their reserves 
in the past year. Evidently a special. call for .£50,000,000 sterling, or approximately 
$250,OUO,vOU, could not be met without being drawll almost wholly from their reserves, 
which would necessitate drawing in their resour(,!es and curtailing credit both at home· 
.and abroad. 

24. Gold obtained by means of a loan will not necessarih' come from the country or 
countries in l\' hich the loa.n is placed or in the same proportions, The movements of 
gold are determined by many conditions. If, for instance, a loau was placed in the 
United States, it might be advantageous to use the credit there to-buy gold in London 
01' elsewhere; or if the gold was originally taken from the United States the effects 
there might cause Americans to withdraw capital from other countl:ies. The. financial 
world is so closely related that wherever the loan is placed or the gold obtained the, 
·effects will be felt in all countries. 

25. It would be very unfortunate at this time to have a forced contraction of credit. 
anywhere. It would increase interest ra.t.es: but this would not be the worst of it, 
because the very purpose of increasing rates would be to force a curtailment of 
applications for capital. It would tend to increase unemployment and to lower the 
general price level; and, while there are good reasons for regretting the great rise of 
priceli occaslOned by the war, and the injustice and hardship thus inflicted upon 
many people, It is too late to rem~dy all that now. The high price level has been 
maintained so long, and such a vast body 01 indebtedness has been created upon 
that basis, that to force adjustment to a lower level would repeat all those evils 
with the added d.lDger of protracted industrial depression and widespread sociaf 
-disturbance. 

26. India necelEsarily has a common interest with other countries in the maintenance 
-of geneml prosperity. She is a large exporter of products, mainly raw materials of 
industry, the prices of which are atlected by th(l general state of industry over the 
world. The experience of the last five years has been that in any general decline <?f. 
prices, raw materials and agricultural products have fallen faster and farther t.han 
manufactured goods. I know that this has been the case in the United States, dnd 
my information is that it has been true in India and elsewhere. It may be accepte~ 
.as a general rule, resulting from the fact that the manufactnring industries are highly 
-orgauised and resist wage and price reductions while the rural populations are unable 
to do so. 

27. I do not believe that a gold circulation is essential to the maintenance of the gold 
standard in India with all the benefits that go with it anywhere. The essential thing 
is that the currency in circulation, and which the people receive in payment for wages 
.and products, shall have a stable relation to gold and be readily convertible into gold 
for all the foreign payments they wish to make. 

28. The fact is that in all the advanced countries the trend is away from the use of 
gold as a common medium of exchange, and even away from paper money for 
payments of any size, to the use of bank checks. For pocket change, wages, and 
retail trade, a token currency answers every purpose. Uold is too valuable for me 
in hand-to-hand payments, to be kept in the pockets or hoarded by millions of people 
in any country. It is a waste of capital to use it in that way. It is a backward 
rather than a forward step to provide for gold coins in circulation. 

29. I do not believe that the countries of Europe ever will go back to the common use 
()£ coins. In the United States the use of gold coins continued for many years in the 
Pacific Coast States, becausE\ gold was one of the products of those States, the people 
were accustomed to handling the coins, and were reluctant to change their habits. Since 
the war, however, gold has gone generally out of circulation even there, and a gold 
oCoin has become a rarity in any part of the United States. More and more our 
'people are making their payments through the banks. 

30. I am aware that with the mass of the people of India payments are too small for 
the use of checks, but I should think that this would be true also as to gold coins. 

31. I hesitate to express my opinion about matters with which I have so little 
personal knowledge as conditions in India. I know that it is a country in which 
changes in long-e3tablished customs take place slowly, but I am profoundly 
impres"led that no country is in a position to effect so rapid a betterment in social 
conditions as India might accomplish by the development of a modern banking 
system. If the capital held un productively in that country could be gathereeJ. 
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together and invested for the development of industry, the wealth of Inuia would 
rapidly .increase: the iucollles of all the people would increase, and the couutry 
would enter upon a new era of general prosperity. 

32. I do not aSSUlUe for a moment that 1 am advancing an idea that is new in India. 
On the contrary, 1 haye been moved to say what I have by knowledge of the fact. that 
the Imperial Bank of Iudi.l now has 100 branches in operation. I hope the results 
will afforll enconragement for opening many more, and that the services thev will 
render wIll graQutilly bring about a change through which the wealth that they win 
by their\ constantly .accruing t:ade b:llance~, instead of being buried in idle h,lnds, 
may be used to prOVIde them WIth a more abundant supply of the comfort!) of life. 

3:3. The growth of bankmg facilities seems to me the hopeful line of development for 
rndia, and to properly take precedence over an increase of facilitied for the widespread 
distribution of gold coin. 

34. I would not suggest that the interests of India be sacrificed in any way for the 
lienefit of the rest of the world, but I am impressed that iu the prCRent situation the 
problem of restoring the world to the goM basis is dependent for success largely upon 
India, and I am slIre that success will serve the interests of India as weU as those of 
the other countries. 

The Redemption and Sale of Silver. 
35. I now come to the part of the plan which deals with the disposition of about 

200 crores of rupees, or approximately 687 million fine ounces of silver, for the douhle 
purpose (as I understand) of eliminating rupees which it is thought will be redundant 
as a circulating medium. under the new system and of obtaining gold for t.he reserves. 
This will be regarded in the United States and all silver-producing conntries as a 
very disturbing proposal. 

36. The silver question has been a very live question in the United States for a long 
time: for many years it was an acute political question. This was not due entirel.}' 
01" even mainly to the fact that silver-mining was an important industry in the 
country, but largely to the fact that the monetary system had been, nomiual1y at. least, 
bimetallic from the foundation of the Government, and that popular opinion incline(~ 
to the view that the demonetisation of silver tended to lower the general price level, 
and to operate to the disadvantage of a debtor country and the debtor class generally. 

37. All political parties for a time were more or less committed to the view that 
bimetallitim should be maintained, and both of the leading patties participated in the 
legislation unJer w;hich approximately 40u,000,000 ounces of silver were purchased 
by the Treasury, from 1878 to 18\)3, and coined into dollar pieces of unlImited legal 
tender on Govemment account. Those purchases have seemed to us to aggregate 
a large amount, 'but it does not Flound RO large in comparison with this proposal for­
India to sell 687 million ounces. 

38. This silver-purchase p~licy was for the purpose of maintaining the value of 
silver bullion with the view to the re-establishment of full bimetallism. 

39. The increasmg production of gold answered the principal argument on behalf 
at bimetallism, anc~ gradually the subject ceased to be a political issue. However .. 
people are tenaciQus of political doctrines to which they have adherE-d, and with many 
of our people there has remained a strong sentimental interest in silver to this day. 

40. As evidence of this I would point to what is known as the Pittman Act, passell 
in 1918, under which several hundred million silver dollars held in the 1'reasul'Y were 
authorised to be melted and sold to the British Government or to our own importers,. 
as a means of making remittances to India at a time when exchange was very 
difficult to obtain. The object tor which that silver was purchased and those dollar 
pieces had been coined had been long since abandoned. The coins represented an 
ilnaYailable asset in the Treasury which, from the point of view of Government 
finance alone, naturally would have been disposed of, but the "spell" of the old 
purpose, together with the appeals of the mining industry, which urged that sales 
would demoralise the industry, were sufficiently st.rong to -secure the incorporation into­
the Pittman Act of a provision requiring that all of the bullion resulting from the 
melting of these coins should be repurchased in the event of silver's falling to $1 per· 
ounce, and recoined into dollar pieces. All of it has been now repurchased. 

41. I think this background of silver history is necessaI'Y in order to understand just 
how a considerable section of the American people will leact to this proposition to 
sell 685,000,000 'ounces of Indian silver coins with a view to completing the· 
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deruonet~sat~on of s!lver,in India. It wil~ be regarded as the finishing act in the 
demonetlsatlOn of slIver lD the country whIch has afforded the greatest market for it 
in the past. 

42. It goes without saying that the silver-producing industry will hear of this 
proposal with dismay. The total production of silver in the world is now at the rate 
of about 240,000,000 fine ounces per year, of which India has been accustomed to 
take about one-third, and in the last three years has taken close to 100,000,000 ounces 
per year. Of the world's production the United States contributes about one-fourth. 
the figures for the last two years being about 65,Ooo,OUO ounces each, and the United 
States, Canada, and Mexico contribute approximately 73 per cent. 

43. What is to be done with an annual production of 240,000,000 ounces of silver 
when the country which has been taking 100,000,000 ounces of it drops out as a 
buyer, and becomes a seller ou a large !:'cale? 

44. I think this question expresses what the natural reaction will be, although I am 
not clear that the situation would be quite so bad as it indicates, for I suppose that 
the demand for silver for ornaments would continue upon some flcale, and that 
eventually there would be some use of silver for subsidiary coins. It would seem 
probable, however, that confidence in silver as a store of value, and respect for 
it as one of the precious metals, would be more or less shaken, and that private 
purcha~es would be affected thereby. 

45. At best the proposition is certain to be regarded by the mining industry with 
very great alarm, and, if approved by this Commission, to have a very serious effect 
upon the value. of investruents aggregating hundreds of millions of dollar::.. 

46. Even if sales by India abroad be left out of the account, and these 6~7,OOO,OOO ozs. 
should be simply h~ld to btl gradually absorbed by home consumption, it is difficult 
to see how the current production could be disposed of outside of India. China is 
the next largest purchaser, but a heavy fall in the value of silver would work serious 
derangement in both tht:' internal and external trade of that country. 

47. The purchases of silver by Governments for coinage purposes always have 
represented the principal consnmption, but they would not be increased in any 
important degree by a lower price. 

48. It Clhould be noted that there has been a pronounced tendency amongst 
Governments in recent years to lower the fineness of their silver coins for the purpose of 
cheapening the cost. Thus the British Government has lowered the fineness of its silver 
coins to 50 per cent. It seems quite probable that this practice will extend farther. In 
other cases nickel has been substituted for silver as in the case of some of the coins 
of France. These developments discourage the hope that the demand for coinage 
purposes ,vill increase. 

49. The cost of the silver used for table-ware and ornamental purposes is subordinate 
to the labour factor in the cost of manufacture, so that while a lowerjng of the price 
of the metal might stimulate such use in some degree, price reductions to consumers 
would not be proportionate to reductions in the price of silver bullion. 

50. When the production of any commodity is in excess of the demand there can 
be no relief until the price falls to the point where diminishing production and 
increasing consumption bring supply and demand into equilibrium. It looks in this 
case as though the adjustment would have to be mainly on the side of supply. 

51. The statement of the plan makes an estimate that the price obtained may be 
expected to be not 1ess than 24d. per standard ounce. The market price in London 
this week for spot silver has ranged from 2\;)ii. to 29id. r do not know-that silver 
for sale in India for export. would bring more than in London. This would 
contemplate a fall of about 6d. as the result of the announcement of the plan and 
the actual sales. It seems to me that this is a small decline to expect under the 
circumstances. The first big break in silver occurred in the early seventies of the 
last century, when Germany and several other countries were demonetising it as 
standal"d money. Germany sold in all about b5,000,OOO fine ounces from 1873 to 
1879 and obtained 59·l6 d. in the first year and 50d. in the last, a drop of 9j\d. in, 
the six years. It may be added that the German Gov&nment got better than the 
lowest prices in these years: the lowest price recorded on the London market in that 
period was 46id. in 18i6. which was a drop of l3d. in three years. 

52. The next decline in silver occurred in the 12-year period following 1890. About 
the latter year agitation began for closing the Indian Mints to free coinage. The· 

Q 
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bighest price for silver in 1890 was Mid. and the lowest 47~d., a difIerenf'e of 
nearly 7d. In 1892 the high was 43!d. and the low 37id. i in 1Sl-lj when the Mints 
were closed the high was 38!d. and the low 30d. i in 1894 the high was 3lid. and 
"the low 27d. i in 1897 thA high was 27tfd., and the low 23id.; and ill 1902 the hirrh 
WlliS 26T\d. and the low 21Hd. Thus in three years the price fell from Md. to 27d. 
-exactly one-half, and before it stopped falling it got under 22d., which was ~d. belo,; 
th~ p\'ice named as the minimum to be realised on the sales unuer this plan. 

53. 1\here was no talk of selling silver ont of India at that time; simply a fear that 
the importations might be reduced. As a matter of fact the net importations of silver 
info India since 1893 have been larger on the average than before that year but 
instead of the coinage being free or on private account it has been on Govern~lent 
account. 

54. r would also call attention to the fact that this great decline in the price of silver 
did not cause any falling off in production. The world's prodnction of silver in 1S!J2 
was 153,000,000 ounces, and it has not been so low as that in any year since. 

- 5,5. Silver sold below 24d. not only in the years I have named, but in 1905, HlO!), 
1910. 1911, 1914, and 1915; in a11, 10 years out of the last 25. I am unable, 
therefore, to accept the opinion that 21d. is a price that will reduce production to the 
p,aibt where supply and demand will find an equilibrium with India no longer a 
purchaser in the markets. 

56. Unquestionably the lower prices of silver which have prevailed since umo, 
excepting in a few years of war disturbance, have closed many silver mines, but 
.others have continued to operate at a profit. Mining and treatment costs have been 
reduced in the last 30 years i rich mineH have continued to produce, and new ones 
have been discovered i but one of the chief reasons for the increased production of 
silver, despite the lower prices, is that a large part of the production is now in 
(Jonjunction with the production of other metals; in fact, silver is largely a by-product 
.of mining operations in which copper, Jead, and zinc are the chief products and bear 
"the la:rger part of the expense. 

5;. The report of the Director of the Mint of the United States for the fiscal year 
ended 30th June 1925 (page 33) contains a table furnished by the Bureau of Mines, 
which gives the source of the silver production of the United States in the calendar 
year 1924. It accounts for over 64,000,000 tine ounces, of which 23,000,000 were 
recovered from copper ores, 20,500,000 from lead ores, and 20,000,000 from what are 
called dry and siliceous ores, being those from which nothing is recovered but silver. 
A small amount of silver is obtained also in conjunction with gold. 

58. According to these figures less than one-third of the silver output of the United 
States in thai year was obtained from mining operations in which the chief product 
was Rijver. The same is largely true of silver production in Mexico and other 
countries. 

59. It is evident that silver production from this class of mines is not likely to he as 
readily responsive to changes in the price of silver as production from what are cdlled 
$traight silver D;l;ines. The net profit of operating these mines depends upon the 
¢ombined results~ and upon the prices of copper and lead and zinc as well as the 
price of silver. 

60. It is a very difficult matter to say at 'what figure the price of silver will be low 
enough to close an important proportion of these mines. There are men sufficiently 
familiar with such properties to give opinion worth having, but I would not attempt 
t,o give an opinion other than that I think the figure would be considerably below 24d. 

61. It is to be considered that mining properties are not abandoned whenever their 
operations show a deficit according to approved book-keeping methods, whi~h 
include charges for depletion of mineral, depreciation of equipment, bond interest, 
&c. Under the conditions here presented mines will be operative as long as they 
pay operating costs, and possibly, in some instances, even longer, in the hope of a 
favourable tum with regard to some of the factors. If there is no hope as to silver 
there may be hope as to copper or lead. With silver now under 30d. I do not think 
a drop to 24d. would reduce production enough to off-set the withdrawal of India 
from the markets. 

62. The fact that so much uncertainty attaches to this feature of the plan makes it 
very important, as I view it, that the best expert opinion on the subject be had by the 
Commission before coming to a conclusion. II silver should faU to 15d. instead 
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of 24d., it is evident not only that the sales of redeemed silver would yield much less 
for the replenishment of the reserves, but that the decline would signify a heavy 
depreciation upon all the silvt'r hoards of India. I leave it to others more familiar 
with the psychology and habits of the Indian people to estinlate what effects there 
might he in the way of inducing a more rapid conversion of silver into gold thau 
has beeu contemplated, or of general discontent with the new system, or or 
influencing the people to th13 purchase and hoarding of gold instead of silver. With 
what we know of human nature in the United States we would expect developments 
on all these lines. 

63. For reasons which I have outlined in the first part of my discussion I wonld 
consider the last-named possibility one of great importance to the world at this time. 
The people of India have been buyers of silver on a great scale for a long time. They 
have been accustomed to esteem it as one of the precious metals. and it would seem 
that the reduction of the rupee to be a subsidiary coin and a further serious decline 
in the price of bullion naturally would have the effect of lessening the demand for all 
the purposes for which sih'er has been wauted in India, and of increasing the demand 
for gold. Furthermore, this probably would be true as to many uses the world over. 
I do not think the world cJ.n afford to encourage or satisfy such an increase in the 
non-monetary uses of gold at this time. 

64. The one certainty as to the price of silver in the event of this plan's adoption 
would seem to be that it must fall low enough to effect the curtailment of production 
necessary to bring supply and demand into the balanced relation. I do not see how 
this can occur without clol'ling an important proportion of the properties in which 
silver is produced in conjunction with the other metals, and if this result is forced 
the disaster throughout the mining industry will be enormous. 

65. Although silver is a minor factor in the income of this class of properties, my 
understanding is that it supplies all of the profit aud bears a part of the expense. 
Whether the required curtailment would be accomplished at 20d. or 15d. IS not 
important if it be true that tbis class of mines must be largely closed before the 
decline can cease. This would meau a very great destruction of property values, a 
grave displacpment of labour, and probably higher prices to consumers the world over 
for copper, lead and zinc. 

66. The latter possibility has various phases. A general cessation of operation& by 
the silver-lead and silver-copper companies wonld force up the price of lead and 
copper to a point where increased production would be induced from some flource, 
and some of the closed properties might be enabled to resume operations at even 
lower returns for silver than have been Ruggested in this discussion. This would put 
more silver on the market, and thus readjustment might go on until what. in the past 
have been considered the humbler metals bore practically all the cost of producing 
silver. On the other hand, there is the possibility that low cost copper producers in 
South America and Africa might expand their operations at the expense of their 
North American competitors, many of whom have been able to hold their own in the 
past largely by reason of the silver contents of their ores. 

67. The value at this time of the mining properties in the United States which would 
be put in sel·101.1S jeopardy by this plan probably is not less than $500,000,000. 
Higher figures have been Damed to me by men whose opinions are entitled to as 
much weight as any that can be had on this subject. Many thousands of workmen 
employed by the mining, smelting and transportation companies would be involved. 
The ramifications of the effects of the closing down the various operations upon ores 
producing silver, lead, copper and zinc, are far-reaching. 

68. Moreover they would not be confined to the United States, for the mines are in 
many countries, and a disaster to this industry at the present time obviously would 
be unfortunate for the influence it would have upon general industrial and busine~s 
conditions througho'lt the world. 

69. I am sure that no such ill-effects are contemplated or desired by the sponbors of 
this plan, and I am f'onfidellt that this COnllOission will recognise that the probleme 
involved in it are too complex, and the issues too serious for action to be taken 
without the most exhaustive investigation into the conditions which I have outlined. 

70. In conclusion. I would repeat that in speaking of silver production I do not wish 
you to understand t.hat I am an expert upon the mining industry. I am not a mining 
engineer, nor engaged ill mining, but during the years of lOy incumbency of the 
position of Director of the Mint of the United States it happened that I had the 
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opportunity to become somewhat acquainted with gold anu silver production. r 
prepared the statistics upon the subject which appear in the ~Iint Heports of those 
years. I have known many of the men who have been prominent in the mininO' 
industry in the Unitell States, and I have felt justified in laying before you th~ 
general information which thus hels come into :ny possession. For more exact 
information it will be necessary to have testimony from persons intimately related to 
the industry. My statement is for the purpose of emphasising the importance of 
having such testimony before acting upon this proposal to sell large amouuts of f>ilver 
from Ind\a or to make any further change in the policy of India regarding silver. 

APPENDIX 87. 

Report on proposal to place India on a Gold Standard, 
by Mr. Arthur Notman, Mining Engineer and Geologist, New York. 

The method of putting \ this proposal into eff~ct may be outlined al'l follows ;-­
'There are in the currency reserve of the Indian G'J .... ernm,ent and in the silver rupeet.4 
in circulation, which will be presented for redemption in gold, the equivalent of 
687,000,000 fine ounces of silver. It is proposed to release this total in equal annual 
instalments over a period of 10 years, which would be equivalent to an increase of 
about 30 per cent. in the present available annual supply of 240.000,000 ozs. 

Far-reaching Effects. 
The effects of such action would be far-reaching throughout the non-ferrous metal 

industry of the world. The burden of these effects would. fall, in large part, on that 
portion of the industry owned in the United States. The larger share of the domestic 
burden would fall upon the lead industry, together with the consumers of that metal. 
Copper, too, would be materially affected, whereas the zinc industry would be little 
disturbed. 

Ba~is of Value. 
In the past the price of silver has reflected any reduction in its use for coinage 

purposes and will doubt.less continue to do so in the future. The world's stock of 
silver in all forms is steadily increasing. With a growing volume of trade between 
the Orient and the gold standard nations of the West the reverence for the metal as a 
symbol of value will gradually disappear. The present agItation from India is 
evidence of this tendency. Regardless of any governmental action, this cannot fail 
to have a depressing effect on consumption in the East. 

Growth of World's Stock of Silver. 
As we shall see, an increasing proportion of the total production is a by·product 

of the base metals. In view of the growing demand of the world for the latter metals, 
solidly based on manifold industrial uses, the world's stock of silver seems destined 
to increase even more rapidly than in the past. It is idle to suppose that in the face 
01 these forces even the world-old sentiment of the Orient for the metal will successfully 
hold back economic law. 

World Production. 
In the years 1923 and 1924: the world produced 480,000,000 ozs. of silver, fo1' 

which it paid approximately 65 cents per oz., or $312,000,000. This production was 
divided as follows:-

United States -
Canada 
Mexico 

SILVER 

Central America 
South America-

PRODUCTION OF THE WORLD, 1923-4. 
Millions of Ounces. 

- 130 Europe 
39 Oceania -

- 182 Asia 
6 Africa 

55 

19 
25 
21 
3 

Total Western Hemisphere 412 Total Eastern Hemisphere 08 

Grand Total, 480. 
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Sources of Domestic Production. 

North America accounted for 73 per cent. of this output and United States 
JnVPRtors receiyed the ben~fits derived . from at least 300,000,000 ozs. The United 
.States production wali obtamed from the following sources: from straiO'ht silver 
ores, 43 per cent.; from lead ores and lead ores carrying a little zinc, andi~r copper, 

.35 per cent.; from copper ores, 20 per cent., and the small remaining balance from 
zinc ores. The world figures represent a record for silver. This is true also for 
the lead production. In the case of copper, the output in the war years'19I1-18 
·exceeded that of 1~23 and 1924 by about 6 per cent., but the latter years made a 
peace-time record. 

The volume and trend of domestic silver production, and their relation to those of 
the base metals, aro brought out in the. accompanying Charts 1 and 2. World 
figures, if available, would in all probability show similar relationships. The 

. evidenc~, so far as base me:als are concerned, points strongly to still rapid1y rising 
productIOn and consumptl()n. At the moment stocks of these metals are if 
.anything below normal, showing that consumption has fully kept pace. 

Domestic Consumption. 

The domestic consumption of silver for the 12 years 1912 to 1923 inclusive, 
.according to the American Bureau of Metal Statistics, was 663,000,000 ozs. Of this 
41' 6 per cent. went into coinage and 58' 4 per cent. into manufacturing and the arts. 
One-quarter of the latter amount was derived from old scrap, and the balance from 
new Jnaterial. 

The principal industrial uses are silver ornaments, plating, photography, and the 
.chemical ind ustrieR. It should be remembered that aside from the small amounts 
actually consumed in the two latter industries, and the amounts lost by physical wear 
and tear on coins and ornaments or accidentally, the total stock is augmented each 
year by the annual production. In other words, the metal is practically indestructible. 
There are no statistics available to comprehend this condition. !'resumably the great 
bulk of all the silver that has been produced since the beginning of time is still in 
·existence in one form or another. Most of it, however, is performing no essential 
serVlce. 

Domestic Industrial Consumption. 

No reliable figures other than those for the United States covering industrial 
-consumption have been compiled. The per capita domestic industrial consumption 
has remained nearly stationary at . 32 of an ounce for the last 16 years. Its relation 
to the per capita consumption of the base metals, copper, lead, and zinc, is shown by 
the American Bureau of Metal Statistics as follows :- . 

Per Capita Industrial Consumption-United States. 
Silver. Base metals. 

For the three years, 1912-4, inclusive -
.. .. 1922-4, " 

·310zs. 

-32 " 
23·521bs. 
30'75 " 

It seems probable that the industrial consumption of the nations of western Europe 
"-would bear somewhat the same relation to their consumption of the base metals as is 
.:apparent in this country. Unfortunately, our classification does not show what part 
of our industrial consumption depends on mere appearance and sentiment and what 
-on valuable physical, chemical, or electrical properties peculiar to silver. However, 
it seems likely that the former considerations form the basis for the larger part of this 
·consumption. It is not without significance that silver ornaments are stamped with 
·the sterling brand to distinguish them from those made of many equally attractive but. 
much cheaper base metal alloys. 

Current Costs of Silver and the Base Metals. 

An examination of the attached cost elata, Tables I and IT, for the years 1923 and: 
=1924 throws light on this question. 'fhese data have been assembled from the 
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published annual reports of a group of representative silver producers. The stricth­
domestic companies had an output for the two years in excess of 75 million OZiS:, 

-approximately 58 per cent. of the total domestic output. 
In the preparation of the tables the production has heen classified as follows:­

(i1 Geographically into domeRtic and foreign, and (2) according to the nature of the 
ores from which the silver is derived. The latter classification serves to separate that 
portion of the production which is mined essentially for its own value and/or that of 
!associated gold from that secured as a by-product in the extraction of base metal 
·otes. Siiraight zinc ores carrying silver have been disregarded fOI' the reason that the 
productidn derived from them amounts to but 2 per cent. of the total. 

Silver and Silver Gold Ores. 

Table I shows that in the case of these ores a reduction in the price of silver of 
the 1923-4 average of about 65 cents per ounce to 45 cents would reduco the 
distributable margin before depletion from .30 cents to 10 cents per ounce, or 6G~ per 
cent. Out of this distributable margin provision must be made for the return of the 
capital investment with interest before there is any real mining profit. It is difficult 
to arrive at any satisfactory figure for the average investment per ounce of annual 
production in the case of these producers of straight silver ores. The reason fOl'this 
is that the usual and justifiable conservative policy followed by them involves the 
charging out of these investments rapidly against earnings during the early history of 
the properties. Perhaps $1.00 per ounce of annual production would be a fair 
estimate of the amount of capital required. To insure its return with interest over the 
life of the deposits the annual yield Elhould be 8 to 10 cents per ounce. In reality .. 
therefore, when the distributable margin faIh; to this figure, there are no profits. 

Base Metal Ores. 

Oompanies faced by such a condition usually continue to produce even after this. 
"living wage" has disappeared, in the hope that hetter prices, richer ores, lower cost, 
any or all will enable them to hold their heads above water. These considerations. 
apply, with equal force, to the silYer lead and silver copper producers. It is probable 
that there would still be some production from the first group after the price reached 
20 cents per ounce. Selecti ve mining of ores higher in grade than the average of the 
past might enable them to maintain a limited output with some distributable margin. 
Here, again, the same principle holds true for the producers of silver from base metal 
ores. With each successive drop in price all units would be affected, but in varying 
degrees. The most likely outcome would be that instead of certain units disappearing 
from the picture, as might be gathered from the tables, the production of each wouldl 
he reduced. The combined effect of such reduction should approximate that whicllt 
would be caused by the elimination oC the higher cost units. 

With these ideas in mind, a study of Tables I and II will give a picture of the­
effects of a falling price for silver 011 this particular group of producers. Table III 
should be studied with the others as it summarises these effects, assuming that the 
prices of lead and copper will remain at about the present level of 8 cents and 
14 cents per lb. respectively. As we shall see later, this is not apt to be the caRe. 
To maintain the present requisite supplies of these metals in the face of falling prices 
for silver, their prices must necessarily rise. However, on any other assumption the 
picture would become too confused to hold any meaning. 

It should be noted in the case of the Anaconda Oopper Oompany that about 
one-half of their domestic investment is involved in activities other than that of 
producing electrolytic copper. Presumably, therefore, one-half of the margin shown 
is represented by income from these operations. Before comparison, therefore, with 
the other companies, the cost of their copper should be taken at about 11' 75 cents. 
The case of the Utah Oopper Company, representing over 25 per cent. of the copper 
production of the group, deserves special mention. Silver plays such a small part in 
their income th~t they would be practically unaffected. In all cases, the costs shown 
are after all credits and charges, excepting bOlld interest and depletion. Oareful 
-study of the history of the copper industry shows that the inyestment amounts to 
40 cents per pound of annual output on the average. The figures for lead are not 150 
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Teliable, but indicate an investment of about one-half of this amount. If we assume 
that in general these properties have reserves of ore in the ground sufficient to 
maintain production for 20 years, an 8 per cent. annual dividend on these investments 
will yield 5 per cent. interest and an annual instalment which, reinvested at 4 per 

-cent. compound interest will return the capital in 20 years. In other words, the 
·capital charges amount to 3' 2 cents per pound of copper and L' 6 cents per pound of 
lead. Naturally, those compani~s will continue to produce as long as they can earn 
any margin before these capital charge8. 

From the above it would follmv that with lead at 8 cents per pound, when the cost 
.as shown reaches 6' 4 cents profit disappears, and similarly in the case of copper. 
With the metal at 14 cents per pound, when the cost reaches 10'8 cents profit 

-vanishes. It is idle to suppose that production from these sources would then cease. 
We have already discussed the factors tending to maintain output under similar 

-conditions in the case of the silver and silver gold ore. In that of the base metal ores 
.there would be the added stimulus of the prospect of rising prices for these metals. 

Estimated World's Silver Production at falling Prices. 

It would seem essential for a proper view of silver production as a whole to 
attempt a quantitative estimate of the effects of this proposal in the light of those 
indicated on that portion of the industry for which we have figures. To do so, 
,ct'rtain additional assumptiops are necessary beyond that of constant prices for the 
,bafl8 metals at their present level. For example, this would be a reasonable 
~lssUlnption, that the combined production of Canada and Mexico is obtained from the 
three classes of ore in the same proportIOns as that of the United States (for tne 
latter, see Chart 2): namely, 43 per cent. from straight silver and silver gold ores 
(dry and siliceous and placer); 35 per cent. from silver lead ores; 20 per cent. from 
silver copper ores, and ~ per cent. from zinc ores. (Lead ores carrying minor amounts 
·of zinc have been included with the lead silver group.) In general. the simililf 
geological environment in these adjacent areas of the North American continent to 
that of the United States afford strong support for t.his assumption. To carry the 
assumption further and cover the balance of the world production is questionable, 
and yet, granting its validity with respect to the whole of ~orth America, we have 
.already covered 73 per cent. of the total production. Even a substantial error in this 
balance will he greatly minimised in the total. Table III, already referred to, shows 
how the silver production of ollr selected group would be affected by falling price, 
whilo Table IV shows the estimated effects on world production, assuming our sample 
.to be representative and the necessary assumptions sound. 

Balance between Production and Prices. 

Just where the balance between production and prices of silver and the base 
metals would be adjusted is extremely difficult to forecast. In the absence of action 
such as that proposed in the plan under discussion, however, investments and metal 
prices pan and will be gradually adjusted to changing conditions, without serious 
upset. On the other hand, the proposed action would unquestionably precipitate a 
most serious condition of affairs. with Leavy losses to investments which amount in 
round numbers to 1 billion dollars in this country alone. An unavoidable sequel 
"Would be the loss of employment to many thousands of workmen by the enforced 
shutdown of mines, mills, smelters, refineries, &c. 

While these facts apply more directly to the domestic situation, it is true that the 
~ffe<.·ts would fall even more severely, proportionally, on Mexico, because of the fact 
that they produce 50 per cent. more silver, largely from lead-silver ores similar in 
nature to thoso of the United States. 

Since 1!J04: the silver production of the Province of Ontario of the Dominion of 
Canada has amounted tv over 350 malion ounees, with· a gross value- of 225 million 
dollars. The average price receivf'd on this production was 63·66 cents per ounce. 
It must be obvious that if the future production can be sold at prices only from 
one-third to one-half of this figur~ a trem6Ildous injury will be done to the Canadian 
investments. The Western Hemisphere produces about 85 per cent. of the total 
world output. With silver at 20 cents, the income derived from this production 
would amount to 40 million dollars annually, compared with 130 million at the 
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present level. As already pointed out, the- prices for lead, copper and zinc woultl· 
ine~itab]y be forced to a sufficiently higher level to compensate for this loss of income 
from silver. In my judgment, the increases necessary would amount to It cents to. 
3 cents per pound of lead to 1 cent to 2 cents per pound of copper. If we now applY 
these increases to the present rate of consumption in this country for lead and coppe"r 
they will amou.nt to an .ann~al ~harge of 33 to G6 million dollars .. There is danger 
that such an adjustment III pnce III the case of copper would result III the transfer of 
a materia] portion of the production to foreign hands, with consequent severe loss to. 
domes~ic~inve::;tments. The dangers- of any sudden disturbance of the equilibrium 
among t1ie factors controlling the welfare of the non-ferrous metal industry of the-­
world are obvious. Our study strongly supports the view that the present proposal 
w~uld constitute a major danger of this sort. 

TABLE I. 

Output and Costs of Principal Silver Producing Companies of the Western 
Hemisphere for the two years 1923 and 1924. 

NOTE I.-All data taken from published annual reports of Companies or Year Book of American Bureau 
of Metal Statistics. 

NOTE 2.-Costs are taken after all credits and anchorages, excepting bond interest and depletion '\\ith 
exceptions noted below. 

PRODUCERS OF DRY AND SILICEOUS 
ORES. 

United States:-
West End Consolidated Mining Co. 

Tonopah Mining Co. . .. . .. 
Tonopah Extension Co. ... . .. 
Tonopah Belmont Co. . ,. . .. 
Cabfornia Rand SlIver ... ... 

Total ... ... 

Canada:-
Premier Gold Mining Co. ... . .. 
Niplssing Mines, Ltd. ... . .. 
Keeley Silver . ,. .. ... 
Coniagas ... ... ... . .. 

Cent1 al America: -
N.Y Honduras-Rosario Mining Co. 

Jlewico :-
EI 'l'lgre Minmg Co. ... ... 
Amparo Mining Co. ... . .. 
Dolores Mines Co. ... ... . .. 

I 
Pdt' I CORt before hond I 

1'0 UC lOll. interest IlUd depletion. Gold credit. 

Silver Total. Per oz. Total. Per oz. 
ozs. Dollars. Cents. Dollars. Cents. 

1,912,088 640,905 33 5~ - -
3,956,025 2,125,9&7 53'74 470,000 11'88 

3,612,018 1,301,389 36'03 900,000 24'92 

2,084,459 ],044,903 50·13 474,660 22'77 

4,672,817 937,418 42'03 - ------------
16,237,407 6,070,602 37'38 1,844,660 11'36 
------ --

5,961,933 2,004,859 32'63 5,173,2";"5 86'77 

6,489,778 1,753,154 27'01 - -
3,224,776 679,639 21'07 - -
1,890,977 618,739 32'72 - -

-----------------

4,228,115 1,897,370 44'88 - -
----- -------------

5,718,109 

I 
2,030,346 35'51 - -

2,463,215 792,332 32'17 1,092,920 44'37 

1,826,869 t 1,067,634 58'41 - -



.~ 

TABLE II. 

Net income before Estimated Estimated Estimated 
Production. N et coa~ of lead. Silver credit. Other metal credits. bond interest and cost of coat of cost of 

PaoDucaas 011' Llul1.BILvaa Oan. 
depletion, leadperlb, lead perlb, leadperlb, 

I I Perlb, Ihrlli:" wIth silver with sIlver with stiver 

Silver. Lead, Total, Total. Total. Perlb, Total. I Per lb. at '0 cents atsOcents at200ents 
lead. lead. lead. SUOz. an OB, anoz, 

'nited States :- Oz •• Lb •• Dollars. Cents, Dollars, Cents, Dollars. Cents, Dollars. cents,' Cents Cents. Cents. 
Tintie Standard '" .. , ... .. , 7,819,757 9',OU,030 3,556,055 8'78 5,155,183 S'U - - 3,721,716 8'96 5'89 6'711 ~"60 
Silver King Coalition . ,. .,. ... 4,308,239 61,907,127 1,956,977 S'04 2,830,584 "57 400,613 0'64 2,905,89& 4' 69 1 "71 5'61 S'22 
Park C:Z Mming and Smelting .,. ... 2,517,650 ",292,548 2,17S,7U "91 1,698,80' 3'82 377,059 0'85 1,239,921 2'80 6'S8 S'96 7'57 
Hecto ining Co, " ." , .• .'. 1,880,1U 65,538,455 2,806,107 .'52 1,454,101 2'22 - - 2,929,613 "'41 "S7 "66 "95 
Federal Minmg and Smelting Co, • .,. 3,260,128 142,182,000 8,033,101 5'53 2,H7,375 1'50 - - S,968,836 S'08 6'11 8'U S'57 
Chief Consolidated •. ... . .. ." 6,562,209 48,329,981 2,568,816 5'27 ',583,871 9'48 8U,561 1'75 1,1U,522 S'87 8'9l1 10'S8 12'03 
Hunkel!. HIU and Sullivan .,. - -. .. , 2,UO,182 142,106,864, 5,0.5,715 "17 1,1U,51ll 1'22 - - 5,036,510 S'SS "64 "81 11'16 
Bingham Mmel ,., ... ,,' . .. 2,061,118 18,816,600 802,216 "26 1,861,593 7'13 331,665 1'76 629,906 S'82 7 00 8'08 9'22 

~-- - ----------
Total ... ... .., 80,871,197 618,611,005 27,822,728 "60 20,949,528 8'89 1,953,698 0'32 20,'15,063 3'31 5'90 6"0 6'99 

---- ---
LeRd, zinc, 

'W1I4da,- and copper, 
Consolidated Mining and Smelting Co, , , 7,03',158 '10,913,496 . 15,248,811 3'11 4,661,391 1'13 761,780 0'18 1,5~4,151 1"85 "U "31 "50 --- ----

'1Ided States and Me3Jico ,- Lead. ~ 

·UDlted States Smelting, Refining, and 46,892,544 195,605,69' 7,815,308 3'16 30,7%6,339 15'73 13,031,536 6'66 1,738,828 S'96 9'79 12'19 14'68 
Minmg Co, 

--- --- --- ---
Grand total .. , .. , 84,198,499 1,224,996,193 '9,884,841 6'07 56,317,258 '·60 15,741,014 1'28 35,798,021 S'92 5'86 6'53 7'29 . 

PaODUCEas 011' SILvaa.BaAaING 
COPl'JIlR ORE8, 

United States ,- Copper. Net cost of copper, 
United Verde Copper Co, .. , .. , .. , 8,980,153 196,08',395 19,319,700 9'88 3,082,30' 1'51 2,241,15' 1'14 6,750,000 3'U 10'&8 10'8' 11'0' 
Phelps Dodge Corporation , ... .., 3,579,857 832,113,156 43,338,186 12'90 2,616,856 0'79 3,328,565 0'81 2,351,848 0'11 13'20 13'31 13'67 
Utah Copper Co, , , .. , ... .. ' 1,283,521 '09,135,633 87,552,507 9'17 916,563 0'21 2,989,117 0'73 18,658,117 6'55 9'115 9'28 \I'3f 
Kellneoott (Alaska. only) ... .. , .. , 752,188 93,841,251 9,323,168 9'93 523,'67 0'56 - -- 6,000,612 "26 10'11 10'19 10'33 
Calumet a.nd Arizona ... .. , .. ' 1,638,559 8',013,739 9,158,696 11'65 1,018,590 1'29 1,105,680 1'82 1,162,103 2'07 12'05 12'25 I 12'55 

tAnlloonda. Consolidated Copper , .. .. 16,663,661 '39,062,000 35,96',032 8'22 10,969,452 2 110 N,A, N,A, 24,021,889 5'60 9'18 9'SS 9'96 
---

Total .. , .. , .. , 27,898,5211 1,556,890,113 1511,311,289 9'99 19,185,230 1'23 9,659,518 0'62 57,525,169 3'10 10"6 10'6' 10'88 
---

Canada and MellJico ,-
Howe Sound .. , .. , .. ' .. ' '" ',616,105 '8,876,000 6,682,215 9'60 S,066,618 6'27 - - 1,985,687 "06 8'68 13'00 13'96 

--- ~~- ~- ----------
South Amenca ,-

5"63 Corrode Pasoa '" 
,,, .. , .. , 28,100,000 166,196,000 8,250,030 18,'98,341 11'27 6'8,128 - 13,£112,295 S'18 9'96 11'77 13'&8 ---

Total .. , .. , 32,116,105 213,010,000 13,932,305 6'56 21,56',159 10'12 6'8,128 0'3' 15,'01,982 7'2S 10'63 12'05 13'59 
--------

Grand total .. ' .. , 60,672,512 1,161,960,173 169,243,5" 9'57 '0,149,989 2'31 10,807,644 0'58 72,933,151 "18 10"6 10'85 11'19 

• The produotlOn figurel for the UDlted Statel Smelting Company include thllt of tho Chief Consolidat"d Mming Company and pOSSibly lome others as well as that from the 
Company's own mme. m the United States and Mexioo 

t The figures for the Anaconda Consolidated Copppr Company cover the production of copper fr)Dl the Company's own mmes in Montana Cost figures are before bond interest less 
inoome from investments, and before depletIon, Beside the silver credit, they are after oredits for zino and lead production, custom smelting, wire drawing, copper and bras. 
manufacturing, &e, Ne allooation of income to theae various operations ill made in the A.nnual Report, 

Estimated 
oost of 

lead per Ib, 
with sIlver 
at 10 cents 

suoz, 

Cents. 
8'U 
7'01 
8'18 
5'U 
6'80 

18'78 
lI'n 

10'S6 

7'58 
----

"69 
----

17'17 

8'05 

11'26 
13'63 

9'86 
10'67 
12'85 
10'S6 

11'12 

U'911 

15'19 

15'13 

l1'5S 



I 
Remaming slIver at 40 cents I Production at falling prices for the metal. 

Production an oz At 30 cents an oz At 20 cents an oz. At 10 cents an oz. 
--

p" I p" I I Per I Per Per I Per Per I Per I Per I Per SIlver ozs. cent cent. of Totalozs cent cent. of Totalozs cent cent of Totaloz8 cent cent of Totalozs cent. cent. of 
of U.S. World. I of U.S. World. of U S. World of U.S. WOlld of U.S. World. --

United States:- . 
Dry and siliceous silver ores .. , 16,237,407 12'5 3'4 10,713,301 8'2 2'2 - - - - - - - - -
Sil ver-lead ores .. , .. ' .. ' 30,871,197 23'7 6'4 24,30S,9X8 18'7 5'1 22,267,870 17·1 4'6 22,267,870 17'1 4'6 11 ,R80,46:l 9'1 2'5 
Silver-copper ores .. ' ,., ... 27,898,525 21'5 5'8 27,898.525 21'5 5'8 27,898,525 21'5 5'8 27,898,525 21'5 5'8 27,S98,525 21'5 5'8 

--- ~ --. --------------- ----------
Total ... ", 75,008,129 57'7 15'6 62,920,814 48'4 13'1 50,166,3£16 38'6 10'4 50,166,396 38'6 10'4 3!l,778,988 30'6 8'3 

--- -- --------------------------
Canada, Mexico, Central and South 

Americas:-
Dry and r;iliceous silver ores .. , 31,803,772 - 6'6 25,748,785 - 5'4 9,714,552 - 2'0 - - - - - -
Silver-lead ores .. , ... .. , 53,927,302 - 11'3 7,034,758 - 1'5 7,034,758 - 1'5 7,034,758 - 1'5 7,0:34,758 - 1'5 
Silver-copper orE'S .. ' .. , .. , 32,774,105 - 6'8 32,774,105 - 6'8 32,774,105 - 6'8 32,774,105 - 6'8 - - -

--=-140'3 
------------------------- - ---

Grand total .. , ]93,512,308 65,556,648 - 13'7 49,528,417 - 10'3 39.808,863 - 8'3 7,034,758 - 1'5 
- -------------- ----------------

Dry and ailiceous ores .. , .. , 48,001,179 - : 10'0 36,462,086 - 7'6 9;714.554 - 2'0 - - - - - -
Sil ver-lead ores .. , .. , ... 84.798,499 - ! 17'7 31,343,746 - 6'5 29,302,63R - 6'1 29,302,638 - 6'1 18,'115,251 - 3'9 
Sil ver-copper ores .. , .. ' .. , 60,672,630 - :.12'6 60,673,630 - 12'6 60,673,630 - 12'6 (0,673,630 - 12·6 27,898,525 - 5'8 

193,512,oOsl--=-: 40'3 128,479,462 
---------- ---- ------,-----------

Grand total .. , - 26'7 99,690,RU - 20'7 89,976,268 - 18'8 - - 9'7 
--- 53'61-~- ---=-1 76; Per cent. reuuction ---1-'---- 33'7 53'6 ,,, - - - - - -

T.ABLE IV, 
Estimated lVorld Production of Silver at Falling Prices, 

At 40 cents an oz. I At 30 cents an oz 
Kind of Ore. 

At 65 cents an oz. I 
Total OZ8. I Per oent. TotalozB. I Per cent·I---T-o-t-al-o-z-s·--'I-p-e-r-ce-n-t, : 

At 20 cents an oz, I At 10 cents an oz. 

Total ozs. I Per cent. -- - -T~tal ozs. - - I Per cent. 

Dry and siliceous 
Sil "er-Iead .. , 
Sil ver-copper ... 
Silver-zinc ... 

. - ---- ---------- --- -~--- ----

... ... . .. 103,200,000 43'0 I 78,240,000 32'6 2,160,000 0'9 - -... ." .. , 84,000.000 35'0 30,720,000 12'8 28,560,000 11'9 28,56l"OOO 11'9 

..' .. , ... 48,000,000 2(1'0 I 48,000,000 20-·0 4~,r.()(),OOO 20·0 48,000,000 20.·0 
, .. . .. .., 4,800,000 2'0 4,800,000 2'0 4,80.0,000 2'0 I 4,800,000 2'0 

I 
I 

Total ... .., 240,000,000 100'0 161,760,000 67'4 83,520,0.00 31·8 Sl,3GO,000 33·9 
I 
I 

Non -BI\8l'tl on following assumptlons -(1) That prit..,. for lead and copper wllI rcmalD constl\nt at pre8('nt level, 8 "I'nt. and 14 ct'nts p<'r lb. respectIvely. 
(2) That "Olhl prntludlOn is obtained from the dIfferent or"8 in the same proportIon as that of U S 
(3) That average world costs ~ •• milar to those of the representative group studIed, 

-
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Supplementary Memorandum by Mr. Notman. 

The following figures are taken from the 1925 "Mining Maqual and Year Book .. 
by W. E. Skinner, published in London. They cover the production and financial 
returns for the fiscal year ~ndi~g 30th June 1924 of the Burma Corporation, Ltd., 

-operating very large lead mmes lD the Northern Shan States, upper Burma, and the 
Broken Hill South, Ltd., operating large silver, lead, and zinc mines at Broken Hill 
Barrier Uanges, New South Wales. Both these companies, so far as I am aware, arp. 
financed wholly by British capital and constitute major industrial units in theil' 
respective localities. 

In preparing the following table I have assumed that the metals were marketed at 
the average of the London quotations for the period as reported by the American 
Bureau of Metal Statistics. [n converting to dollars I have used the average exchange 
as reported by the Federal Reserve Bank for the period. 

Company. 

Burma Corporation ..• 

TABLE V. 

ProductIOn. 

Silver. 

Ozs. 
•.• 5,287,711 

Lead. 

Lb. 
115,938,000 

Lead and 
zinc. 

Net cost of lead. 

Per 
Total lb. 

, Cts. 
3,111,988 2 '68 

Net cost of 
base metals. 

Net income before 
bond interest and 

SJlver credit. depletion. 

Per 
Total. lb 

$ Cts. 
3,531,186 3' 040 

Total. , 
3,285,652 

Per 
lb. 

Cts. 
2 II' 

Broken HIli South ., ••• 1,236,572 129,272,640 7,696,822 "640 825,7940 0'640 1,689,533 1'31 

NOTl,-(l) Average metal prices' Lead £28,065, zinc £32,779 per long ton, and silver at 66'781 cents per oz. 
Exchanll'e taken at ,"40043, 

(2) In the transoript of the aoconnts of the Broken Hill South, apparently no charge for depreciation had been made 
agamst current earnings, It was stated, however, that £80,000 of the operating mcowe had been appropriated for 
constructIOn, and I have assumed that thIS amonnt would represent a faIr charge to depreCIation in arriving at net inoom .. 
before debenture interest and depletion. 

It will be noted that the net costs for lead and zinc, after silver crollits, are well, 
within tile range of those in the representative group shown in Table n of m\' 
Report. In the case of the Burma Corporation, which produced over 90 per cent. of 
the Indian silver output for 19~4, the silver credit amounted to 107 per cent. of the 
net income, while in that of the Broken Hill South it represented 49 per cent. A 
reduction in the selling price of silver to 10 cents per oz. would have reduced the 
income of the Burma Corporation over $:3,000,000, leaving them less than $300,000 
net income, while that of the Broken Hill South, Ltd., would have suffered a reduction 
of $60~,147. 

APPENDIX 88. 

Memorandum. on the Effect ¥pon the Copper, Lead and Zinc Mining 
Industries of successive decreases in the Price of Silver which 
would be caused by the introduction of the Gold Standard in 
India, by Mr. H. A. C. Jenison,;) Consulting Engineer, Guaranty 
Company of New York. 

Introduction. 

Practically all of the data contained in this Report were collected by the United 
States Senate Commiss~on of Gold .and Sil,:er Inq~iry! under. the chairmanship of 
Senator Tasker L. Oddle (Nevada), lD compliance With lDstructions from the United 
States Senate, to determine the reasons for the decrease in gold and silver production, 
and to recommend Temedial legislation should it be necessary. Since most of the 
American silver production and a large IJart of the American gold production i" 
derived frC'm copper, lead and zinc ores, the investigation necessarily included th~ 
copper, lead and zinc industries. 

The w.riter .was the ~~gineer in char~e of the mi~ing investigation, and prepared 
the questlOnnaire on mIDmg co:>ts and Investment lD the non-ferrous meta] mining 
industry. 

• 1919-23, Geologist in charge of copper, United States Geological SllI'Vey. 1923-5, l1inin~ 
En!ri.neer in charge of mining cost, inve.,tments, yield investigation of copper, lead, zinc gold and sIlver 
U.S. Senate Commission of Gold and Silver Inqull-Y, 't 
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The data collected covered the period 1913-24 inclusive, and are exceedingly 
comprehensive and complete for all of the principal mining companies, and represent 
approximately 95 pel' cent. of the productive capacity of the copper industry, 
75 per cent. of the lead, 7U per cent. of the zinc, 75 per cent. of the silver and 
55 per cent. of the productive capacity of the gold mining industry. ' 

A very careful and accurate analysis of the records 01 the companies was made for 
the sole purpose of determining the facts, and, if possible, recommendinO' sounu. 
permanent solutions of problems of the industry. 0 

All of\ the data were collected under the pledge of regarding the individual 
companies records as highly confidential. Consequently in this Report only 
aggregate figures can be shown. The data are the most accurate that could possibly 
be assem bled. 

Coppe1' Companies. 
Companies included in the Report. 

All of the American copper companies whose income from silver is a suhstantial 
part of the total income, and necessary to the successful exploitation of silver-bearing 
copper ores, have been included. 1£ it were possible to inc:lude an analysis of the 
cost and prodnction records of all the small copper vein mines of the Western States, 
the vital importance of silver in the successful operation of this group of copper mines 
would be more strikingly demonstrated. 

The productive capacity of the group included in this Report is about 40 pel' cent. 
of the total domestic productive capacity, and the production of the group for the 
years UH9-24 inclusive was approximately 40 per cent. of the total domestic 
production and 2U per cent. of the production of the world. The production of this 
group is three to six times as large as any additional production which would he 
made from the rest of the industry without greatly expanding their present plant~ 
and equipment. 

Therefore, any vital change in the conditions under which this group of mines is 
operating would be transmitted to the rest of the industry in the same or greater 
proportions. 

Method of determining co.'1ts. 
The costs herein shown include all the direct and indirect costs of mImng, 

concentrating, smelting, refining and marketing, depreciation and taxes. The costs 
and income shown is that which has been actually derived from the production and 
marketing of metals. 

N on-operating income, such as that from customs smelting, sale of power, 
l"entals, &c., has been excluded, since in all cases the operations are too small and 
unimportant to be canied on independently of mining, and would therefor" cease 
with the suspension of mining operations. 

The costs and income have been carefully segregated according to metals for 
those companies which produce large quantities of two or more of the base metals. 
Where considerable quantities of more than one base metal are produced, and it is 
impossible to allocate the costs accurately, the secondary base metal has been 
expreilsed in terms of the principal metal, according to their respective values. 
Depletion (return of jnvested capital) has not been considered as a cost, and no 
consideration has been given to income from investments. 

Lead companies. 
A very large part of the western lead production of the United States is made by 

hundreds of small operators who sell their ore or concentrates to the customs smelters. 
The cost record of this production is not available, or it is too inaccurate to lIe of any 
value. Consequently, the cost statistics contained in the tables represent only five or 
six of the principal western lead mines. These Rtatistics, however, are a sound basis 
for the consideration of the lead industry, since the production of lead from these 
mines varies far less with the fluctuations in the prices of lead and silver than does 
the production from the smaller mines. Consequently, it may be assumed that the 
great. majorjty of the small western mines, whose aggregate production is so large 
and so important, are all more nearly marginal than those large mines whose costs 
are shown herein. 

"AI ethod of determining costs. 
'rhe methods of arriving at costs, credits, and income for the lead companies are 

the same as for the copper companies and the data are in all ways comparable. 
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The Effect of a material decrease in the Price of Silver npon the Copper Industry. 

The copper amI silver producing group of mines under consideration in the 
United States represents about 40 per cent. of the total copper production capacity of 
·t.he domestic industry. From 1919 to 192-1 inclusive. this group produced about 
40 per cent. of the total domestic yroduction and about 20 per cent. of the world's 
prodnction of copper. 

Throughout that period the average production of silver frow this group was in 
·excess of 50 fine ozs. per ton of copper. The credit for silver per lb. of copper 
has decreased with the decrease in toe price of silver from 3 '12 cents in 1919 to 
l' 61 cents in 1924. . 

A practicall~' proportionate decrease in the cost of producing copper (due tQ 
metallurgical improvel1lents, selective mining, and production on the most economic 
ocale) and in the selling price of copper has, however, resulted in a nearly constant 
relationship between the value of copper and of silver produced. 

For the entire period under conlSideration, the value of the silver recovered from 
the mining of copper has varied from 85 per cent. to 112 per cent. and has averaged 
102' 5 per cent. of the total net income from mining and marketing copper. That 
,is, the value of the silver recovered from the mining, recovery, and marketing of 
the metals cOllk'l.ined in the silver-bearing copper ore has exceeded the total profit 
. thereon. 

Furthermore, in the year 1924 the cost of producing copper by this group was 
reduced to approximately the mmimum which may ue reasonably expected under the 
present and most. economic scale of production, and yet the value of silver recovered 
from the copper ores produced was 97 per cent. of the net income from the operation. 

Thus thtl price of SilV01' determinea the net profits from tLe production and 
marketing of copper from this group as a whole. 

With the price of copper remaining constant, a decrease in the price of sih-er 
to about 33 cent::! per oz. would makE> it impossible for more than one or two of 
the companies in this group to operate at a real profit, and none of them could 
withstand a material operating or market reverse without incurring an operating loss. 
Furthermore, with silver at ~3 cents per oz., and with no reverses of any kind, 
this group or companies would only earn about $5,000,01)0 upon an outstanding 
in vestment of more than $ 600,000,000, or about· 8 per cent. (eight-tenth::! of 1 per cent.). 

Therefore, all of tho companies in this group would be marginal producers and 
.quite unable to earn an adequate return on capital invested, ever return the investment 
itself, or liquidate nearly $200,000,000 worth of outstanding bunds. 

A further decrease in the price of silver would be proportionately more disastrolls. 
With such a decrease in the price of silver, there would be two alternatives 

for the mines of thiii group-(l) intensive, selective mining, and (2) suspension of 
operations until the price of copper again permitted operations. 

The state of the copper market for the past seven years has forced upon this group 
rof mines selective mining on a broad scale. Highly selective mining, however, did 
not yield a sufficient tonnage to greatly reduce the cost. In 1924. however, increased 
tonnage, combined with the maximum of selective mining possible, greatly lowered 
the cost of production. 

Consequently it seems certain that sufficient selective mining could not be 
practised to compensate for the loss of the silver credit for any appreciable length of 
time. Even if sufficient selective mining could be practised to compensate for the 
loss of silver credit, it would curtail production enormously (thus creating a shortage 
of copper), quickly exhaust the high-grade ores without profit, and render the 
.exploitat~on o~ the remaining great tonnages of 100!-grade o~e impossible without an 
increase 10 prIce of copper greater than the loss of SlIver credIt. 

If operations were suspended instead of being enormously curtailed, a greater 
sbortage of copper would result and the price of copper would inevitably increase 
.enouO'h to enable these mines to resume operations as margiual producers. The 
resn~ption of opercl.tions by this group would slightly depress the price of copper, 
again r~sulting in exhaustion of ore' reserves, without profit, or would force 
suspensIOn. 

In either case, the price of copper throughout the world would increase at least 
.2 cents per lb., and these mines would remain marginal producers, thus failing to earn. 
interest on the outstanding investment, much less repay it. 

Furthermore, the increased I)rice of copper of about 2 cents per lb., and the 
-transformation of this group of mines into marginal pruducers through the decreased 
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value of silver would undoubtedly result in a rapid increase in productive capacity of 
the large, low-grade, non-silver-bearing, lotv cost, American, South American and 
African copper mines equal or neal·ly equal to the productive capacitv of this grollp. 
of mines. in such an event, this grottp oj mines would soon have to be ~bandoned. 

In summary. it is concluded that the decreaRe in the value of silver to :J3 cents 01· 

less per oz. would ultimately probably result in-
(1) a loss or a failure to recover between $COO,OOO,fJOO and $700,000,000 of 

outstanding in vestment in these mines; 
(2) tl~e lo~s o~ several thousands of millions of pounds of copper (5,000,000,000 

to 10,000,000,OOO-worth at present prices $700,000,000 to $I,400,OOO,IJOU) 
contained i~ the ore reserves which could not be mined. 

Lend companies. 
The most conspicuom:; development in the domestic non-forl"Ous metal nllnm~ 

industry since tb,e war has been the extraordinary increase in the consumption and 
price of lead, part.icularly since 1919. ThiA increase up to 1023 was in excess of 
200,000 tons, or 3] per cent. and was partially supplied by an increase of about 
125,000 tons in the domestic production, about 107,000 tons of which increase was 
supplied by increased or new production from the silver-lead mines of the west. The 
Central States, under the inducement of high prices of 1024, were only able to­
increase their production 40,000 tons, or 2:3 per cent. over th~ HH9 figure. 

The accompanying tables indicate the increase of domestic production according 
to sources, and establish the fact that the marginal lead producers of the United 
States are the western silver-lead mines. It is apparent that, on account of the llew 
high level in the price of le.ad, the increasing consumption, the tariff on importl:l, and 
the failure to develop (with the notable exception of one mille in British Columbia) 
any new large additional sources of lead, that, so far as the United States is concerned, 
these marginal silver-lead producers of the west do and will determine the domestic 
price of lead probably at some unknown point below that price where consumption of 
lead is restricted by the (:ompetition of substitutes. 

It is impossible to determine accurately the cost of production of a very large part 
of the western lead because it is sold as ore or concentrates to the smeltel s and IS 

derived from hundreds of small operators whose cost records are inadequate for the 
accurate determination of the cost of production. The accompanying table, showing 
the costs of lead in the principal western lead mines, is, howe\er, sound criteria upon. 
which to draw conclusions as to the effect on the production of lead of a large dct-rease 
in the price of silver, since their production is fairly constant and of low ('ost. 

The five of the principal lead companies whose costs are shown for 1919, 1920' 
and 19~2, are far more independent of fluctuations in the price of silver than the 
numerous small ones which sell their are directly to the smelters. It is a matter of 
common knowledge and smelter experience that production, from thoE>e mines which 
sell their ore and concentrates to custom smelters, varies greatly with fluctuations in 
the price of lead and silver, and it is cp.rtain that most of such production was not 
and could not be made at decreased prices of lead and silver which did not and would 
not materially nffect production from the five mines whose costs are shown. 

For the years 1919 to 19::!2 inclusi~e the average cost of lead for the five mine!> 
considered was 8·23 cents per lb., the silver cledit 4·32 cents per lb. of lead, and' 
the net COAt of lead was about 3·9 cents per lb. These averages include mines with 
relatively large SlIver production and mines with relatively small silver production, 
and may be taken as representative figures for the minimum average cost of production 
of lead in the \V estern States. It is a notable fact that, for the three years under 
consideration, the value of silver produced with the lead by these mines was 
170 per cent. of the total net income from the operation. 

Unquestionably there have been changes in the cost of production since 1922, but 
in general they have largely increased instead of decreased. The higher price!:: for 
leael in H)23 and 1924 enabled the large low cost mines (mainly the Idaho gr01lp) to 
increase their production by mining lower grade ores, thus !Dcreasing their average 
cost of production. The higher prices permitted the mines of the Utah and similar 
groups to increase their production by about 75 per cent. in 1923 and practically 
100 per cent. in 1924. 

In this connection it must be borne in mind that extensive selective mining is. 
:possible in the larger mineA of this group, and their present production is readily 
-divisible into two classes: (1) the low cost, half 01 the present production which was· 
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-possible under the fairly low lead prices of 1022; and (2) the high cost, half of th~ 
present production which is possible only under the present high prices for lead and 
Verj, large credit for silver. 

,'In 1924 the silver produced by the,Utah group was below the average for the pas~ 
seven years and yet was from 120 to 300 ozs. of silver per-ton of lead. The silvel" 
-credit varied for'the different companies from 4 cents to 7 cents per lb., and averaged 
5·3 cents per lb., which is twice as great as the difference in the price of lead in 1924 
and 1922 (2~36 cents per lb.). Ol)\'iously with such large silver credit and the 
inability of this group to produce more than one-half of their I)resent production with 
lead at 1022 prices (5·7 cents per lb.), most of their income, if not all of it, as a 
groUI), is still derived from t4e value of silver. In others, the average credit for 
sil ver per lb. of lead in 1924 for this group of mines was 5' 3 cents per lb., and 
Increa8e in 1924 prices for lean over 19~2 was only about 2·36 cents. '1'herefore, a 
decrease in the price of silver to 35 cents or less per oz. (the "price of lead remaining 

-constant at 8 cents), the production of this group would be curtailed about 
50 per cent~ (the 1922 rate of production), 01' about 3.3,000 tons. Similar curtailment 
for the rest of the Western States would be inevitable and would total at least 
70,UOI) tons, since the smaller Colorado, Nevada, Arizona, Idaho and Montana mines 
are eqnally, if not more, dependent upon sih'er. 

Such curtailment of production would result in a shortage of lead and an increase 
in the price of lead ,mfficient to restore this production to the position of marginal 
pro,luction, or 1I.n increase equal to loss of silver credit, about ~ cents per lb. of 
lead. . 

Mexican :rhines, which supply the principal part of' the imports of lead into the 
United States, are even more dependent upon silver for the successful operation, even 
at the present high price of lead, than are the most of western domestic mines. 
Representative Mexican mines indicate that the minimum silver recovery per ton 01. 
pig lead produced varies from 150 to ::!OO ozs. per ton of lead, indicating a minimum 

-credit for silver per pound of lead of from 5 cents to 6·6 cents per lb. 
This lead could not be produced and imported into the United States without an 

·even greater increase in the price of lead than that necessary to permit of the western 
-domestic mines to operate. The inability of this class of Mexican mines to operate 
without a credit for silver of :l cents to 5 cents per lb. of lead would inevitably 
result in a. still greater shortage of lead and a rise of price to such a level that even 
these marginal mines could supply the additional quantity of lead necessary to meet 
the demand . 

• \n increase of about 3 cents per lb. would make lead about 11 cents per lb., 
a price which has been nearly equalled several times in the last two years. when the 
silver lead producers had normal credit for their silver. It is consequently belie\'ed 
that the subsequent decrease III price of lead was not due to the competition of 
substitutes, but due to increased production and satisfied demand. 

ThereforE', it is entirely reasonable to believe that a decrease in the price of silver 
to about 35 cents per oz. would result in an increased price of lead of at least 3 cents 
per lb., thus adding an additional C(lst of $45,000,000 per year to the present cost 

o()f lead to the consumers at the present rate of consumption. 
Furthermore, such an increase ill price of lead would greatly stimulate production 

from the non-silver-bearing domestic lead mines and the low cost foreign mines, such 
.as the Sullivan mine in British Columbia. If these mines are able to produce an 
additiona1 70,000 to 150,000 tons of lead (the minimum sum of the domestic and 
Mexican production greatly affected by a decrease in the price of silver) the American 
.and Mexican production, which would be marginal with a decrease to 35 per cent. 
'Per oz. of silver and increase of 3 cents per lb. of lead, would be permanently 
marginal without decreasing the price of lead and the mines could not be operated 
at a profit. 

.Zinc mines. 
The zinc mines of the 'Vestern States, with the exception of three or four, are 

small, more or less intermittent producers of copper, lead, zinc, gold, and silver, 
.and were more or less marginal under any couditions until the recent successful 
development of selective flotation. 

During the Tleriod 1919-22 inclusive, three of the principal western zinc mines 
made an average production per year of about l1:~.OOO tons of zinc at a cost oC 
.approximately 6 cents per lb. with an average credit for silver of about 2·09 cents 
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_per lb., making a n(;t cost of zinc slightly less tllan 4 cents per lb.. The­
.credit for silver represented more than IOU per cent. of the net income from the 
operation. 

The increased selling price of zinc has resulted in an increased cost for many of 
.the small producers as well as some of the larger ones, on account of the treatment of 
lower gr.\de ores, but the proportion which the value of silver has borne to the net 
operating income haR remained nearly constant, thus contributing the principal part 
,of the profit derived from this operation. 
. iUost 6f these mines under the present conditions can operate for 10 to 20 years, 
whereas those mine!,! in the Central States prcbably cannot maintain their pre&ent rate 
.of production for more than five or six years without most unexpected discoveries of 
new zinc fields in the Central States. Very active development and prospecting iu 
,zinc regions of the Central States in the last few years has not resulted in the­
. discovery of any new fields or in greatly extending the present ones. 'rherefore for 
some years at least, such zinc mines as most of those of the \Vesteru States, wiIi be 
marginal mines and consequently will largely determine the price of zinc. This. 
determination of price is a function of the price of silver, and in the main, nnv loss dul' 

,to a decrease in the price of silver must be compensatt)d for by a corr~spondinO' 
increase in the price of zinc. ., 

However, it is not believed that a decrease in the price of silver to 35 cents or 
less would result in an increase in the price of zinc of more than a cent or a cent anti 
a half per lb., but this increase would be essential to those western mines, anel 
it is essential that they continue to operate since they are the only mines on this 
continent with long assured lives, that is, with very large-developed and potential ore 
reserves. 

Oomplex. lead-zinc Ol·es. 

The failure of five years of more or leRs active prospecting to reveal any large new 
Jead or zinc districts and the increasing demand for lead and zinc has concentrated 
.attention more or less successfully on selective flotation and electro-thermic production 
_of complex laad-zinc ores, which, together with the high pricE' of lead and zinc and 
the large credit for silver, has made available millions of tons of complex lead­
zinc ore. So far as can be determined at the present time, the increasing demand for 
lead and zinc must be satisfied largely, if not mostly, from such cOUJplex ores. In Utah, 
several years' experience with selective flotation of complex lead-zinc ores indicates 
that the average credit for silver is about $6 per ton of ore treated. This is 
understood frol.ll confidential sources to represent at least 80 p~r cent. of the profit to­
the miner of such complex lead-zinc ores. Obviously, a material decreas(' in the price 
_of silver would _make the treatment of mosL of such complex lead-zinc ores irupossiblp 
without a corresponding increase ill the price of lead and zinc. 

Custom smelting and "efining companies. 

The principal profit derived from the custom smelters and refiners of lead in the· 
United States is from the price margins on metals the recovery of llJore metdl, 
particularly silver, than is paid. That is, the principal profit is derived, not from 
treatment charges, but from buying the lead and the silver in the ore or concentrates 
at the market pr;ce, recovering more metal than was paid for, and selling them (the 
metals) at a higher price than the pUl·chase price. Since the credit of &ilver in 
customs ore varies from 2 cents to 25 cents or 30 cents per lb. of lead produced, a 
material decrease in the price of silver would make such custom operation impossible 
wit.hout a great increase in the price of lead. Losses which the customs smelters and 
refiners would sustain from a decrease in the price of silver would ultimately, of 
course. be transmitted to the miner, but the result would be the same in any case-­
a large increase in the price of lead. If the price of silver continuously decreased, it 
would be nearly impossible for the smelters to pay the mine~ for their silver without 
sustaining serious losses, since, under the present system, the miner is paid for hi& 
ore concentrates on the basis of the quotations of metals in New York as of the day 
on which the are or concentrate arrives at the smelter, and the smelters would be­
forced to sell the silver at a future unknown but lower price. The loss due to such 
-decline would have to be sustained by the smelter, or an entirely new system of 
settlement developed. In any case, the situation would be chaotic for some time. 
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Silver minea. 
No effort has been made to show the costs of silver from the straight silver mines. 

since, on account of the varying conditions of the silver market for the past seven 
years, it is impossible to illustrate average conditions. 

Until the expiration of the Pittman Act, costs per ton of ore were sacrificed in 
order to make a large production, and since that time highly selective mining has been 
extensivAly practised in order to effect the decreasing value of silver. Consequently, 
the costs records alone are insufficient data upon which to base an opinion. 

It is certain, however, that even at the present price of SIlver, but few silver mines 
are making much profit, and it is even more certain with silver at 33 cents per oz. 
or less, that in a very few years (four or five at the most) the silver production from 
this group of mines would be nearly negligible. 

SUMMARY. 

Ooppel·. 
The decrease to 35 cents or less per oz. of silver would in all probability result 

in nn increase in the price of copper of about 2 cents per lb., a loss of some 
,600 million invedted in the copper-silver mines of the west, replacing of their 
production hy foreign production, and the loss of 5 to 10 thousand million Ibs. of 
metal contained in the ore reserves of these mines which could not be successfully 
operated under such conditions. 

Lead mines. 
The result of such a decrease in the price of silver so far as lead is concerped 

would in all probabilit.y be primarily and principally that of increasing the price of 
lead about 3 cents per lb. and making the silver-lead mines of the west marginal 
producers, thus rendering it impossible for them to earn interest on the investment 
or to recover the outstand ing investment. 

Zinc mines. 
The decrease in the price of silver to about 35 cents per oz. or less would 

probably be reflected merely in an increase in t.he price of zinc of a cent or a cent 
and a half per lb., the loss of part of the zinc reserves of the west. and the more 
rapid exhaustion of the comparatively short-lived reserves of the Central States. 

Oomple:x; lead-zinc ores. 
Until the increase in the price of lead and zinc offset the loss of the value of 

silver, the necessary production from the complex lead-zinc ores would be cut off and 
their general availability be postponed and increased in cost. 

s 
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T.\BLE 1. 

Mine Production of Silver in the United States and the number of Fine Ounces and Percenbges 
of Production derived from the Principal Classes ot Ores.· 

Total 
Year, pro. 

d\,ctlOn 

-----

1914 69,628 
1915, .. 72,3540 
1916, 78,858 
1917, 70,662 
1918 68,059 
1919, 51,900 
1920, , 56,587 
1921 46,383 
1922 .. , , , 61,208 
1923 .. , , I 70,356 
192L. . 64,071 

Avera ge,}I-:-~ 
19U-lIt ' 

1914-24 Caltlnuar Years. 

(In thousands of fine ounces.) 

Copper. lead, 
DIY and Placers, Copper I.eoo Zmc, and copper. 

slhclOns ores, leoo.&lIIo 
orea 

% of 
% of I % of -%- o-f---%---.;r---% of 

Ozs, total On total. Ozs total. OZ8, total. OZ8. total, 0~8, total, 
152 o 22 27,812 39 95 14,880 21'30 19,302 27'72 1&5 0'21 UII 0'38 
155 o 21 25,710 35' 53 18,781 25 96 19,829 27'40 1,136 1'57 236 o 33 
126 0'16 24,59' 31' 18 1 2,,541 81'12 19,217 2"37 1,21' 1'61 533 o 68 
119 0'17 21,'90 30"1 10,314 28'75 19,096 27'02 650 0'78 U8 0'66 

90 0'18 21,565 31' 68 20,463 30'07 18,291 26 89 138 0'20 225 ° 83 
78 0'15 19,OU 36' 69 12,881 2"82 14,351 27 65 39 0'08 232 0"5 
73 0'13 20,'78 86' 22112,151 21'49 17,070 30 19 1,258 2 23 670 1'18 
81 0'18 2',117 52 95 ',783 10'32 14,918 32 19 6 0'01 "9 o 97 
61 0'10 28,632 '6 78 10,376 16 95 16,757 27 38 l,tl77 2'1' 670 1'09 
58 0'08 27,637 39 281 14,68' 20'117 20,140 28 63 2,171 3'08 1,348 1 02 
51 O' 08 20,3118 31 82 16,~35 26'50 18,859 29 U 26 0'0' 1,196 1 86 

- 0'15 23,770136 83 J 15,46; 
-------

~~I:'; 95 23'96 17,98' 27' 86 765 

1 

* As reported by the U,S, GeolOgIcal Survey-1925 figIlres are not yet avaJlable, 

TABLE 2. 
World's Production of Copper. 

(In short tons-2,000 lb.) 

1919. 1920, 1921. 1922. 1923, 

Lend,zlllc ore. 

%-o( 
0,8. total 
7,133 10 U 
6,5U9 11'011 
8,572 10'88 
8,6U 1223 
7,2UO 10 70 
6,276 10'16 
',837 8'56 
1,983 ,2& 
8,036 , 96 
'.318 6'U 
7,218 11 27 

11,892 9'13 

1924. 

--------~-

I i 

North America: I 
United States ... ... ... 604,642- 635,248·1 236,006 493,853 ; 73~,762 7~3,a77 
Mexico ... ... ... .., 66,661 49,866 I 13,576 29,842 I 60,538 49.15 
Canada ... ... ... ... 39,789 39,121 I 22,632 25,300 : 40,2JO 51,00, 
Cuba ... ... ... . .. 10,991 7.491 : t\,600 11,788 I 11,963 12,742 

----- ----- - --
I Total North America ... 722,083 731,726 i 283,228 578,900 R6G,731 9:U,. 

South America: I 

Bolivia ... ... . .. .. . 7,714 Hl,910 i 10,674 10,154 11,744 8,20 
Chile ... . .. ... .. , 

I 
87.721 109,075 65,299 142,830 20l,042 20!~,X5;) 

Peru ... ... . .. ... 43,243 36,356 j 36,G89 40,133 48,684 38,49; 
Venezuela ... ... ... 700 800 1,075 1,175 1,23 

Total South America ." 139,:178 156.341 113,462 194,1!l2 262i45 j 257,78 

o 
)-

o 
(). 

Europe: 
AustrIa-Hungary ... ... 713 1,747 4,600 5,050 5,327) 4,46-
France ... ... .. , ... 962 1,718 2,395 3,t~9 9,031 5,511 
Germany ... . .. ... 17,384 19.015 20,944, 18,739 18,739 I 21,49-
Jugoslavia ... .. , .. , 

I 1,332 2,6H4 I 4,376 5,756 7536 I X,97 , 
Norway ... ... . .. ... 482 613 6,311 10,598 8,816 : 10,913 
Russia ... ... ... ... - - - 2,205 

2,
205

1 
3,6 

Spain and Portugal ... ... 38,58t 25,353 36,596 40,234 57,115 60,71: 
Sweden ... ... ... ... 4,442 1,793 1,465 67 :>,l~O j 3,OS 

Total Europe ... ... 
I 63,896 52,923 76.687 85,84811J3,949-, 118,7G1 

Asia: 
1 

I I I 

Japan ... ... .. , ... 
I 86,468 74,727 59,G26 I 59,663 70,316 I 69,37 

Other Asia ... ... ... 1 1,098 593 1,280 I 1,16~ 810 1,37 

I 
I -- - --

Total Asia ... ... 87,566 75,320 60,906 60,825 7J,126 i 70,756 

Australasia ... ... ... 18,118 29.327 20,869 13,754 19.!l95 ! 15,711 
---- -

Africa ... ... ... ... 34,548 33,708 42,501 58,219 80,410 ; 114,70 

I 
--- I 

- ---- I 
Other countries ... ... ... 4,409 3,307 3,307 I 3,307 3,307 I 4,409 

Grand totals ... ... 11,OG9,9!18 1,082,652 GOO,960 i 995,045 1,418,163 I 1,5H,0l7 
I 

* In tbe case of U,S" fignres for 1919 and 1920 are based on b118ter copper, ,..hlle figIIreB for 1921,1922, 1923, and 1926 
are aotual prod notion by mmes. 



Production. 

Year. Copper. I Silver. I 
1,000 lbs, Short tons. 1,000 OltS. 

1!H9 .. 434,544 217,272 12,994 
1920 ... 487,550 243,775 12,!H7 
1922 ... 488,75() 244,375 12,268 
1913 ... 607,220 303,610 16,153 
1924 .. , 592,018 296,009 14,280 

------ --
All J'edrs ... 2,610,082 1,305,041 68,512 ---
192:~ & 1924 1,199,238 599,G19 30,433 

'fABLE a.-Copper Companies, 
RECAPITUL&TION. 

Total operat. 
----- Net ing expense, 

Income from metals. including operating Cost of copper 

I I A.n metals. 
depreciatIon income, 

Copper. Silver, and taxes, 

• • $ $ $ Ch. per lb. 
76,419 13,552 99,237 80,665 12,113 18'564 
87,219 ]3,479 103,424 87,461 15,593 17'9039 
66,294 11,818 80.575 68.996 11.1,275 14'107 
89,262 12,990 102.252 90.226 12,026 U'859 
77,187 1',538 86,725 76,836 9,81>9 12'979 -------

I 
---

396,381 61)377 472,213 404,181 59,896 15'485 

I 
---

1
21;t5 

-
166,449 22,528 189,277 167.062 13'!13 

PROPORTION 011' INCOME DERIVED FROM SILVER, 

• 
Proportionate OB •• of eilver 

SIlver credit Net cost of value of silver per short ton 
of copper, copper. to net income, of bhster 

copper, 

eta. per lb. Ctil. per lb. Per cent. 
3'119 15'445 11I'!J 59'8 
2'765 15'174 86'4 52'ti 
2'4:18 H'GS9 115'0 50'2 
2'139 12'720 108'0 5:J'2 
1'611 11'368 96'5 48'2 

2'352 13'133 102'5 52'5 

l'S8 12'(,5 102'/:S -

1922, 1923, 1924, 
--- -------------;-------,-------

I I Proportionate I I Proportionate 
COlt of copper. Sliver oredlt Net cost of value of SIlver Cost of copper. Silver credit Net cost of value of silver 
_____ +-_0_f_C_o1_'p_er_, -+ __ o_o_pp_e_r,_-+-_to_n_e_t _in_l'O_m_e_II _____ -:I __ Of_co_p_p_er_, _ _ __ ~oppe~__ _t_o n_et_i~_oome~ 

Cta, per Ib, Cts, per lb. Cta, ppr Ib, 
]2'740 1'628 11'112 
16'453 2'873 13'580 
7'566 '738 6'828 
9'482 '632 8'850 

]4'694 '642 14'052 
2:~'155 2'666 20'489 

Per cent, 
75'3 

136'8 
11'1 
13'3 

17'991 4'745 13'246 591'5 
12'439 1'500 9'84 55'4 
10'139 '679 9'460 10'9 
13'232 1'280 11'952 116'0 
15'704 4'391 11'313 810'4 

Cts, per Ib, 
16'293 
13'758 
13'125 
14'932 
16'257 
16'968 
18'062 
13'979 
11'281 
18'486 

Cts, per Ib, 
1'774 
1'598 

'572 
1'072 
3 '3!J7 
3,469 
3'057 
1'052 
1'781 
3'486 

Cts, per lb. 
14'519 
12 160 
12'553 
]:H~60 
U'~60 
13'499 
15'005 
12'917 
9'500 

15·000 

Per cent. 
980'0 
62'9 
26'7 

127'6 
18!'6 
287'5 

59'4 
34'3 

Cost of oopper. I Silver credIt I 
of copper, 

I 

Cts, per lb, 
14'071 
12'916 
13'327 
13'046 
12 879 
14 387 
18'207 
13'6n 
12'068 

Cta, per lb, 
)'129 
1'297 

'469 
'826 

2'339 
2'877 
2'843 

'870 
1'248 

Net cost of 
copper, 

CiS, per Ib, 
12'942 
Jl'619 
12'858 
12'220 
10'540 
11'510 
15'36! 
12'821 
10'820 

ProportIonate 
, value of "Ivcr I to net inco~_,c_, 

i Per ct'nt, 
697'9 
7S'6 

108'2 
77'9 

101'3 
190,tl 

430'8 
57'3 

-----1-------- -I-~----t -·---~-·I-----·--~ ------1 -------------1--------__ -
14'107 2'41~ 11'689 115'0 14'859 2'139 12'720 108'0 12'979 1'611 11'368 96'5 

Average, 1923-24 13'93 1'88 12'05 



570 

-

1923 ,,' ,,' 

\ 

Total , , 

1924 " ... 

Total, , 

All years (1919, 
20,22,23 & 24) 

ROYAL COMMISSION ON INDIAN CURRENCY AND FINANCE. 

TABLE 4,-Copper Companies. 
Silver at 50 cents an oz, SIlver at 33! centa an oz, 

Sllver I Dec ....... I Net I Oopper I Net 
inoome t~~-=! income creuit :::,:: 

SIlver \ ~~::"I Net jl'opper I ~:~I 
income income tucollie ll'e(ht. oo~~r 

$'000 $'000 $'000 Cts Cts $'000 $'000 $'000 Cta Cta, 
575 170 9~· 1 37 114'92 383 862 286- '91 15'38 
413 26~ 812 '97 112 79 276 402 674 '66 18'11 

94 59 515 '35 : 12'78 62 91 483 23 12 90 
1,017 591 669 '68 14'26 678 930 330 'U 14 48 
4,159 2,662 1,033 2'07 14'19 2,773 4,048 863- 1 38 14'88 

140 90 10· 2'11 14 86 93 137 57- 68 16'31 
255 163 205· 1'86 17 20 170 247 289· 1'27 16'79 

93 69 197 ' 64 118 '34 62 90 166 '48 13'li5 
1,063 680 4,409 1'09 110'1& 708 1,036 4,054 '72 10 56 

270 173 211· ~116'37 180 263 361· l'U 17 07 
~ 

8,077 4,913 7,113 1'33 13 53 6,384 7,606 4,420 '89 13 97 

250 85 37· '84 13 23 167 168 120" 56 13 51 
407 137 555 '97 11 95 271 273 419 '65 12'27 

89 30 80 '35 12'98 59 60 50 '23 13'10 
773 259 1,066 '57 12'48 515 517 808 '38 12'67 

4,173 1,400 4,104 1 75 11'13 2,782 2,791 2,713 1 17 1171 
298 99 109 I 2'16 12 23 198 199 9 l'U 112 95 
152 51 211* 2'13 16 08 101 102 262· 1 U 16 80 

84 28 2* 65 13'O~ 56 66 30- '41. 13 25 
916 307 1,829 94 11'18 610 613 1,523 '62 11'45 

---------------- ---------
7,140 2,398 7,491 1 21 11 77 4,760 4,778 5,111 '80 12 18 
-------------
34,526 24,865 30,711 1 31 13'84 22,837 36,554 19,022 87 14 28 

-----------------1--------------

SIlver at 10 cents an oz 

SUver \ ~""""I !M I ('oPP"r I to..t Income. t~:";le, illoome. l'iYdlt OOJIot ut 
11Ie. COPlter. 

--------- ---1- -

$'000 $'000 
115 630 

83 594 
19 132 

203 1,405 
832 5,989 

28 202 
51 367 
19 133 

213 1,530 
5' 389 

r-' 
1,615 11,371 

r---
50 285 
81 463 
18 101 

155 877 
835 ~,738 

60 337 
30 173 
17 95 

183 1,040 
---

1,428 8,110 
-,--

6,851 52,540 

_._----

$'000 
SU" 
482 
U2 
US" 

2,294· 
122 
409" 
123 

3,559 
427" 

655 
-

237· 
229 

9 
U8 
766 
129" 
3J3 

69" 
1,096 

---
1,779 

3,036 

Ct. Ch 
'27 16 O~ 
'2O 13 56 
'07 13'06 
'14 16 79 
'41 15 85 
U 16 55 

'27 17 7!)-
13 13 85 

'22 11 06 
'32 18 17 

~Iu;; 
17113 90 
19 12'7 

'07 13 26 
3 

'12 12 9 
35 

, 
1:1 5 

'U i 139 
42 17 j 

'13 ~ 13 Ii 
'19 11 8 

~1~27 

3 
3 
6 
9 
6 
8 

4 

'26 I 14 8 9 

--------
1923 & 1924 .. , I 15,217 7,311 14,604 1 27 12'66 10,144 12,384 9,S31 '85 13'09 3,043 119,485 2,430 25 : 13 b 8 

* IndIcates a los., 

TABLE 5.-Copper Mines. Copper at 14 cents an oz. 
Actual. Silver at 50 cents an oz, Silver at 33! cents an oz, SlIver at 10 centa an oz. 

Year Average/Averagel Average I A .:~:~el A vemg<> I th;;~:IORI AVerage/ Average I Totol Averagel A VPl'Ul'e \ th;'o~:( ... 1 cost of Silver net cost of Average HIlver tb""retioal .Uver 
copper credlt ("oppel. productiOn. credit. net cost production cretht net cost llrotluctioD credit. net cu~t. production 

I 1 
Cts Cts, Cts, 1,000 lbs, Cts, Cts 1,000 lbs Cts Cts I,OOOlba, Cta, I Cta 1,000 lb. 

1923 15 18 1'45 13'73 'I I'll 14 07- Copper 74 14'441> 1 Copper '22 14 96- I Copper 
and 13'34 1 45 11 89 '97 12'37 38S,000, 65 12'69 165,000 '20 I 13 '14* 100,000 
1924, 13 23 '52 12 71 

Copper 35 12'88 Sliver 23 13 00 I Sliver '07 I 13 '16· "lIver 
13'99 '95 13'04 '63 13 36* ozs 'U "". J ~. '13 : 13 86* oz. 
14'57 2'87 11'70 600,000, 

1 91 12 66 11,312 1'28 13 29*1 2,980, '38 a'19- 1,978, 
15'68 3'18 12 50 Silver 214. 13 50* Per cent 1 40 14 23- Per cent "3 15 2S* Per r .. nt I 
18'14 2 95 15'19 OZS, 

2 00 16'14· dechne 1'34 16 80* dechne '35 I 17'70- dl'chne 
13 8;1, '96 12 88 15,217, '65 13'19· Copper '44 13 40* I Copper '13 17'71* Copper 
11'16 1'52 10'64 J 1'02 10']4 36 '67 10'49 72 '21 I 10 95 116 
18 49 1'75 16'740 1'53 17'43· ) Sliver26 1'02 16 n· I SlIver 80 '32 ' 18 '17- SIlver 87 

* Too Jngh cost for profitable IlperatlOn WIth copper at 14. cents per lb (Margin between Bales pnce and COBt neceasa.ry for luch 
operatIOn assumed to be at least 1 cent per lb,) 

--

WESTERN STATES, 
Alaska .. " 
Anzona ," ,,' 
Cahforma ,,' '" 
Colorado '" 
Idaho .. 
Montana '" 
Nevada , , 
New Mexico, , . , 
Texas '" 
Utah " .. , 
Washington " '" 

Total, 

EASTERN STATES, 

IlliuOls , , 
Kansas ", 

- , , 

Kentncky '" '" 
Missouri '" '" 
OJ..lahoma '" , .. 
Tennesse " 
WIsconsin '" '" 

Total." , , 

• Grand Total, , 

TABLE 6.-Smelter Production of Lead from Domestic Ore. 
All mines In this gronp are producers of Rilver-Iell.d ore, 

1919, 1920, 1921, 1922, 1923, 1924, 

US 591 773 324 400 582 
5,407 5,987 3,313 7,218 8,828 9,372 
2,004 2,260 614 3,018 5,168 2,305 

18,867 17,752 12,104 11,108 23,885 2;;,491 
89,091 117,191 99,707 91487 127,797 123,709 
17,513 13,231 11,S65 14,551 18,345 21,226 

5,958 8,650 3,553 4,264 8,OH 8,070 
1,418 1,123 384 1,2JO 1,638 2,263 

8 1 1 5 40 27 
65,102 64,006 51,872 63,130 104,678 119,318 

1,090 2,460 325 478 2,008 2,057 

207,103 233,252 184,211 196,813 800,831 314,'20 

977 948 271 750 1,286 1,089 
7,9H 8,421 10939 10,900 20,207 12,895 

83 114 U 13 66 201 
150,3H 171,999 151,028 202,246 169,323 191,;;01 

49,984 68,494 46,902 67,436 59,602 S6,017 
2,371 2,705 - 7;;1 1,020 985 
3,975 3,8U 1,079 1,323 601 1,973 

215,682 256,522 210,260 281,478 252,105 2&4,661 

422,785 489,777 394,471 480,291 S52,936 579,081 

• 

Per cent 
increue, 
1923 over 

1919, 

-98'0 
~63'3 

+157'9 
~26 6 

+43" 
+4'8 

+35'0 
+15'5 

+SOO 0 
-+60'8 
+8"2 

+40'3 

+31'6 
+154'1 
-20'6 
+12'6 
+19 2 
-57'0 
-8"9 

+16'9 

+30'8 

Per cent 
increale, 

1926 over 
1919 

-9 
+73 
+IS 
-t"35 
+38 
+21 

8 
3 
o 
1 
9 
% 

+35 , 
+59 

+338 
+83 
+88 ----
+;;1 

+11 
+62 

6 
o 
2 
7 

8 

4 
2 
2 +U2 • 

+27 4 
+12'1 
-58 
-50 

----
+22 7 

f--. 
.,.37 



, 
Production of Lead and Silver from principal Western Lead-Silver Mines. 

, , 

1919. 1920. 1921. 1922. 1923. 19U. Lead Lead RatIO 
Company. 

I I 
Total Total Silver to per cent. per cent. 

Lead S,lver 

I 
Lead. S,lver. 

Lead. iUCl"t'ase, increase, 
production. produLtion. Lead. Silver. Lead. Silver. Lead. S,lver. Lead. Silver. Lead Silver. 1923/1919. 192'/1919. 

1 •.• ... 8,423 583,542 4,25~ 906,018 8,975 1.IU,1i84 ',949 1,037,UO 5,503 1,084,977 3,905 956,141 26,010 5,69:!,500 218'9 160'8 11"1 

2 •• ... 2,990 • 2,757,533 6,859 2,622,132 6,U8 3,262,241 9,890 ',U7,033 13,249 4,025,792 10,916 2,336,417 49,652 19,6t1,U8 395'6 3U'1 265'1 

3 ..• ... 12,126 817,161 20,811 1,161,61* 27,409 1,723,702 28,157 1,'51,299 33,682 1,581,334 37,709 1,679,39' 159,804 8,UO.50' 52'7 Ii7'8 211'0 

•... ... 12,363 795,058 16,859 923,'53 19,568 1,055,572 21,245 1,170,458 12,888 762,905 19,882 1,093,861 102,805 5,801,307 56 4 "2 60'8 

5 •.• ... - - - - - - 5,685 1,090,4018 10,404 I,U5,299 11,1'3 1,132,351 27,832 3,668,068 131'8 - -
fl •• ... 5,'31 528,328 5,302 629,929 8,132 470,IU 8,251 I,Ob8,758 13,561 1,757,135 17,392 2,551,1" 53,069 7,005,393 132'0 U9 7 220':1 

7 ••• ... 8,OSO 1,829,170 6,758 2,19',373 5,709 2,58',977 8,093 2,177,029 20,295 3,6H 294 26,732 4,025,463 ';0,667 16,425,300 252" 558'0 767 9 

8 ... ... 82,798 1,107,213 35,586 1,194,478 87,189 1,247,647 34,713 1,154,843 3',879 1,177,631 36,475 2,173,007 211 590 8,056,819 38'1 0'3 11'2 

----- ------------------ ---------------
Totals. 72,211 8,418,005 95,880 9,631,995 103,230 11,468,867 120,983 13,593,073 1",461 15,U9,367 164,754 16,147,';38 701,519 74,709,045 106"0 100'1 US 1I 

Production of Lead and Silver from principa.l Lead-Silver Mines in Utah. 

1 ... ... 8,Ua 583,542 ',255 906,016 8,975 1,1U,584 ',949 1,037,240 5,503 1,084,977 3,905 1156,141 26,010 6,692,500 218'9 60'8 11'1 

2 ... ... 2,990 2,767,683 6,359 2,622,132 6,268 3,262,2U 9,890 4,437,033 13,249 ',025,';92 10,916 2,536,417 49,652 19,641,148 895'6 343'1 265'1 

II ... ... - - - - - - 5,685 1,090,U8 10,404 1,U5,299 11,743 1,132,351 27,832 3,668,068 131'8 - -
8 ... ... 11,431 528,828 5,302 629,029 8,132 '10,1" 8,251 1,068,753 13,561 1,757,135 17,392 2,551,104 53,069 7,005,893 132'0 UU''1 220'2 

'1 ... ... 3,080 1,829,170 6,758 2,194,373 5,709 2,584,977 8,093 2,177,029 20,295 3,614,294 26,732 4,025,463 70,667 16,425,306 252.4 558'0 ';67 9 

------_._---------- ---------
Totals. 14,92' 5,698,573 22,61' 6,352,'50 19,064 '1,&41,946 86,868 9,810,473 63,012 11,927,497 70,688 12,201,476 227,230 52,U2,U5 230'7 322 2 '737 



J.ADJ.J.CI O. 

Lea.d Compa.nies. 
i i 

Income from metals Operatmg Net Sliver credit Net cost OZB silver Proportionate 

-- Lead. Silver. 
expense, in. operatmg Cost per lb. per lb. of per lb Ilf per short ton value of silver to 

I I 
cludmg deprecla. of lead 

Lead Sliver Total tion and taxes income. lead. lead. ,..--of lead. net mcome. 
income 

1,000 lbs. Short tons. 1,0000zs . $'000 $'000 $'000 $'000 $'000 Cents. Cents Cents. 

... f 
7 725 5'448 2'277 98'1 1,046'4 

30'237 25 5405 4 692 459'7 728'4 
5'515 1 895 3'620 33'8 84'0 

1919 .. 32'370 33 7340 1'364 593'8 354'0 

I 10 115 3'575 6'5400 64'3 Loss 
------

l 109,299 540,650 4,744 6,021 5,329 11,590 9,579 2,011 8'764 4'876 I 3'888 86'8 265'0 
, 

... { 
6'686 0'894 '792 118'8 209'7 

21'637 11'111 10'526 2240'7 563'0 
6'8H 1 818 0'026 33'6 63'0 

1920 .. 20'132 17 U6 2'716 324'7 261'6 
8 055 2'752 5'303 54'8 112'5 

-----------
133,013 66,507 5,4003 9,851 5,655 16,053 11,898 4,155 8'945 4'251 4'6940 81'2 136'1 

{ 
4554 4'945 'S91 129'8 117'0 

13'406 11'913 1'493 239'9 170 3 
5'743 1'654 4'089 U'8 97'0 

1922 ... .. 15 625 13'376 2 U9 269'0 343'7 
6 406 2'749 3'657 55 4 126 1 

------------
l 150,181 75,091 6,671 8,372 5,988 H,659 10,771 3,838 7'172 3'987 3'185 88 8 156'0 
---------- ----- ---------- --------------------------------

Grand total ... 392,493 196,248 16,818 2',2U 16,972 42,302 32,248 10,004 8 216 4'324 3'892 85 7 169'7 . 
Typical Mexican Mines. 

Copper Total Inoome from metals. Net Silver Net cost Ozs. silver 
Per cent 

Lead. Copper. expressed In production Silver. Total Operating operating Costperlb credit per per lb Ilf per short ton 
value of - terms of in terms income of lead. Silver to net 

I I 
expense. income. lb. of lead lead of lead 

lead. of lead. Lead. Copper. SlIver. mcome 

1,000 lbs. 1,000Iba. 1,000 Ibs. 1,000 lba. I,OOOozs. $'000 $'000 $'000 $'000 $'000 $'000 Cents. Cents Cents 
1919 5'23 "S8 '55 10. 202 
1920 ... 7'99 "08 3'91 158 Losl 
192a ... S'Ol "58 l'U 186 357 

138,7%6 31,996 86,903 225,629 19,160 ',236 2,685 10,061 16,963 ",'99 2,'0. G'U '65 1'98 170 ,o~ 



APPENDIX 88. 573 
TABLE 9. 

Zinc Companies. 

Income from metals. Total 
Propor-

~ operating 
Cost ~ilveJ: Net .ionate 8l<p8Illllli Net credit 

Year. Zinc. Silver. including operating per per cost per value of 

All deprecia- Inoome. pound pound pound .1verto 
Zinc. Silver. of zinc of ZinC. net 

metala. tlOn and of Zinc. income. taxes. 

LOOO Ibs. 1000 ozs'l ~·UUO $'OW $'000 $'OUO $'000 ClS. Cts. Uts. 

f 8'646 1'478 7'168 -
4:,416 1'135 3'281 ]40 

1919 , .. ~ 8'10 3'33 2'77 135 

l ------
204,950 5,096 9,691 4,509 14,870 12,667 4,403 6'18 2'20 3'98 102 

( 9'504 1'821 7'683 -

t 
4'827 0'94 3'887 341 

1920 ." 6'59 2'37 4'22 63 
-----

243;022 4~66 15,183 4,208 20,022 16,055 3,967 6'606 2'732 ·4-874 106 

1922 ••• { 

10'719 4:,774 5'945 424 
, 3'339 0'724 2'615 634 

4'77 2'84 1'~3 78 
--. --

231,276 6,392 10,505 5,444 15,939 11,830- 4,628 5'115 1'176 3'~3f' 118 
1919.. 1 

16,454135,379 
-

1920, and 679,248 14,161 50,831 40,552 12,998 5'970 2'085 3'885 109 
1922 

TABLE 10. 

Probable Production of the World made unprofitable by successive Decreases 
in the Price of Silver. 

Price of silver. 

50 
331 
10 

Price of silver. 

50 

331 
10 

LEA!>. 
Short tons. 

97,000 
160,000 
383,000 

Per cent. of world production. 

World's production 1924 = 1,45~,Oqo tons. 

COPPER. 
Short tons. 

100,000 in U.S. No estimate 
made for foreign 
. production. 

400.000 
400,000 

Per cent. of world production. 

6'7 from U.S. No 
estimate for foreign 

production. 
27 
27 

World's production 1924 = 1,500,000 ton,s. 

TABLE 11. 
Probable Percentage of Silver Production of the World made unprofitable by 

successive Decreases in the Price of Silver. 
Price of silver, Dry and siliceous Copper-silver Lead-eil ver 

cts. per oz. ores. ortis. ores. Total 

50 ' 16 26 28 20 
33} 80 80 36 58 
10 100 87 75 79 

Probable Silver Production in the World made unprofitable by successive 
Decreases in the Price of Silver. 

Millions of Ozs. Fine_ 
Price of silver, 

cte. per oz. 
Dry and siliceous Copper-silver Lead-silver 

50 
33i 
10 

ores. ores. ores. 

15 
75 
94 

Total world's production 
Total silver accounted for 

13 
40 
44 

19 
25 
52 

- 240 
- 220 

Total. 

47 
140 
IUO 
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APPENDIX 89. 

Letter from Sir James Wilson, K.C.S.I., to the Secretary to the Royal 
Commission on Indian Currency and Finance, dated Annieslea,. 
Criefi', Perthshire, the 8th September 1925. 

i have the honour to submit, for the information of the Royal Commission, copies 
of (1) a paper on "Indian Uurrency and Exchange," which I read in February 1923 
to the ~conomic Society of Edinburgh, and (:!) an article on "Indian Currency 
Policy," which I am sending to the Asiatic Re'IJiew, in the hope that the calculations 
I have made may be found useful. 

Paper on "Indian Currency and Exchange," by Sir James Wilson, X.C.S.I., 
dated 31st January 1923. 

It is with some diffidence that I venture to address this Society on such ~ 
complicated question as that of "Indian Currency and Exchange." I cannot claim 
to be a financial or a banking expert, and it is only as a humble student of economics 
that I approach this subject, which is of immense importance to the prosperity and 
welfare of the millions of India. It appears to me that the safest basis for the study 
of such a subject is to get hold and to keep hold of statistical facts, so as not to lose 
oneself in the clouds of theory, and I must ask you to bear with me while I put 
certain figures and calculations before you. 

The Paper Pound Sterling. 
In this country we are accustomed to see rates of exchange quoted in sterling. 

For nearly a century before the outbreak of war in 1914, a quotation in sterling rr.eant 
a quotation in sovereigns or fractions of a sovereign, becauf:.e all legal tender bank 
notes were freely convertible into sovereigns, which could be exported without 
restriction. The sovereign contains 113 grains of fine gold, while the United States 
gold dollar contains 23' 22 grains; so that a. sovereign exchanges for 4' 8; gold 
dollars, and up till 1914 the rate of exchange between London and New York could 
not vary from this par rate by more than a small fraction above or below the cost of 
traDl:~porting gold from OLle country to the other, whatever the balance of trade might 
be. And as a matter of fact for many years up to that date the lowest poiDt in the 
rate of exchange between London and New York was 4'77 dollars to the pound-a 
dIfference from par of a little over 2 per cent. 

Immediately after the outbreak of war Parliament passed an Act authorising the 
issue of one pound Currency Notes and making them legal tender to the same value 
as a sovereign. The export of sovereigns from this country was at the same time 
forbidden, except under special permission from the Government. The effect of these 
provisions, which are still in force, was to make the Currency Note practically 
inconvertible into gold for the purpose of international exchange; and as a natural 
consequence the value of this practically inconvertible paper currency varied mainly 
according to (1) the relation between the demand for and supply of the notes, and (2) 
the ideas of financiers (including bankers, merchants and investors all the world over) 
as to the prospects of an increase or decrease in the note issue, and of the Currency 
Notes again becoming freely convertible into a sovereign. A credit in sterling 
therefore no longer meant- a command over so many sovereigns, but only a command 
over so many currency notes; and the value of sterling in international exchange 
became subject to viohmt fluctuations. The best measure of those fluctuations is the 
rate of exchange with New York, becanse the United States have managed all through 
to keep their notes convertible; so that a credit in dollars has all through meant a 
command over so many gold dollars. Another measure of the value in gold of the 
British paper pound has been avaIlable since 1919, when the Government granted 
permiSSIOn for the sale of South African gold bullion in London, with freedom to­
export. The two bases for an estimate of the value of the British paper pound 10 

gold necessarily correspond closely day by day. 
I append two statements, (1) giving the actual quotations on certain dates of 

prices and rates of exchange bearing on this subject, and (2) the corresponding values 
in grains o[ fine gold or of fine silver calculated on those quotations. All through 
the real basis of international exchange has been, and continues to be, gold; so that 
the common measure to which attention should be specially directed is the v<llue of 
the different currencies in grains of fine gold. I take as one of my dates 31st 
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January '1920, because it \'las immediat~ly after t~at date, namely, on 2nd February 
1920, that the Secretary of State for India made his momentous announcement that he 
would aim at giving the rupe6 n fixed value in exchange of one rupee for 11' 3 grains 
of fine gold-that is, one-tenth of the gold content of the sovereign. As the latest 
,of my dates I have given the qU0tations for '31st January 1923, exactly three years 
after, and by way of compal'ison, to show the changes which have taken place durinG" 
the last 12 months, I give the quotations for the correspondmg'date in 1922. 0 

On 31st January 1920, the value of the British paper pound sterling, as shown 
both by the rate of exchange with New York and by the results of the sales of gold 
in London, with freedom to export, was at about its lowest, being then equivalent 
to 8~ grains of fine gold-that is 12 pflr cent. of the 113 grains contained in a 
sovereign-in other words, it was worth only 148. 5d. measured in gold. The British 
Government had, on the Report of the Cunliffe Committee, declared its intention to 
restore the free market in gold ill London, which would necessarily lead to the 
restoration of the paper pound to the value of a sovereign, and had taken practical 
steps to make a gradual reduction in the quantity of paper currency outstanding, 
which again would necessarily tend to an improvement in the gold value of the paper 
currency unit. As a resuIl. of that policy, by 31st January 1922 the value of the 
paper ponnd had risen to 99'5 grains of fine gold, equivalent to 88'1 per cent. of 
the gold in a sovereign, and during the last 12 months there has been a fnrther 
improvement, until on 31st January L923 the price of gold in London gave the 
paper pound the value of 108'1 grains of fine gold, which is 95' 7 per cent. 
of the 113 grains in a sovereign-an improvement of 8'6 per cent. in the last 
12 months. We are now therefore within 5 per cent. of seeing the ponnd sterling 
valued in London, in New York, and therefore all the world over, as equivalent to a 
sovel'eign. One of the chief reasons for this marked improvement. which has a 
great effect in reducing the sterling prices of all articles imported from abroad and 
of all articles produced in this country which have to compete with them, has been 
the reductiou in the qlldontity of Currency Notes outstanding. For instance, on 
31st .Janl1ary 1922 the quantity of Currency Notes outstanding was £303 million 
and by the corresponding date tbis year it had been reduced to £279 million-a 
redl1ction of nearly 8 per cent. A further reason is the increase in the ratio of gold 
and bank notes held as a reserve agaioRt the currency notes to the total issue from 
15'8 per cent. on 31st January 1922 to 17'3 pt:r cent. on 31st Janu~ry 1923. The 
chief reason, however, for the improvement is, no doubt, the growth of confidence 
throughout the world in the determination and ability of the British Government 
to restore at an early date the value of the legal tender currency note to that of a 
sovereign. In judging of the true meaning of the quotations during recent years, it 
is necessary to bear in mind the changes in the value of the sterling in which they 
are quoted, and the simplest plan is to reduce all such quoted prices to terms of 
grains of fine gold. 

Indil1n Currency before the War. 
For nearly a century the principal legal tender in India has been the silver rupee, 

weighing 180 grains and containing 165 grains of fine silver. Up to the year 1,1S73 
the world ratio between gold ana silver remained in the neighbourhood of 15' 5 ozs. 
of silver to 1 oz. of gold, and the quoted price of standard silver in London 
remained in the neighbourhood of the corresponding rate of 60' 8d. per oz. 
British standard silver is 925 fine-that is to say, l,fJOO ozs. of standard sih'er 
contain 925 ozs. of fine silver; so that this London price of standard silver meant a' 
price of 65' 7 d. per fine oz. At that rat~ the value in gold of the 16;3 grains of silver 
contained in a rupee coin was in London 22·6d., and the exchange value of the 
rupee .. though it fluctuated slightly from year to year, remai~ed in the neighbourhood 
of that fiCTure-not far short of ~8. to the rupee; so that It became a general idea 
that the ~upee was worth about one-tenth of a pound. which would make it worth 
11 . 3 grains of gold. 

About 1~73 Germany's demonetisation of sih-er and action taken in America 
and other countries led to a sudden increase in the world's demand for gold and 
diminution in the world's demand for silver. This caused a rapid fall in the gold 
value of silver, until in 1002 an ounce of gold would buy ;~9 ozs. of silver instead of 
15'5, and the price of standard silver in wndon fell to 24d. per oz., at which rate 
the value in J..JOndon oE 165 grains of silver was only 9d. instead of 22·6d. During 

,the first part of this period, while the Indian Mints remained open, and the rupee 
was thus still linked with silver, the exchange value of the rupee neces~arily fell with 

. T 
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the,fall in the valu,e of the 165 grains of silver contained in it, until in 1892 the 
rupee was worth only 15d. in:stead of the traditional rate of 24-d. In 1893 however 
the Indian Mints were closed to the free l!oinage of :silver, and for s~me year~ 
practically no addition was made to the number of rupee coins in existence, while 
the demand fo~ them increased with the g!owth of India'tJ prosperity and trade; tlO 

that the value In exchange of the rupee COlO was no longer determined bv the value 
of the 165 grains of .silver contained in it, but, after falling to 13d. in 1894 steadily 
increased until- it was stabilised at 16d. per rupee, or fis. 15 to the sove~eigll at 
;which ra~e it remained until after the outbreak of war, althou<Th the value of 'the 
silver contained in it went down to less than 9d. in 1909. The closina' of the Mints 
had thus resulted in unlinking the rupee from silver, and the su('ce~s of the action 
taken to stabilise the ratA. of exchange at ltid. meant that the rupee was no\va token 
<coin.linked with gold at the rate of R::;. 15 to the sovereign, or 7' 53 grains of gold to 
the rupee. 

Effect of the War. 
When war, broke out, many Governments took steps to collect as much gold as 

-possible, and prohibited or greatly restricted the export of gold. India has alway" 
been anxious to secure, as much ,as possible of the precious metals, nnd during the 
four 'Years ending with 31st March 1914 she absorbed 88 million sovereigns' worth 
'of gold-nearly one-fourth of the :world's production for those four years. The \mr 
and, the action taken by various Governments, including her own, greatly restricted 
the import of gold into' India, and during the five years of war conditions her 
ab~orption of gold was only 30 million sovereigns' worth. whereas, had war not 
broken out, ,she would probably have absorbed during those five years something like 
.100 million sovereigns' worth of gold. Being thus starved of gold; the people of 
India demanded a great increase in the ,import of silver, alld ultimately forced the 
Government to import immense quantities of silver and coin it into rupees. The 
Government found itself compelled to take steps to meet this demand, because it had 
greatly increaseu its issue of paper currency and locked up its currency and gold 
.standard reserves to a large extent in securities which, owing to the war, conld not 
'be realised except at a serious loss; so that in order to maintain the convertibility of 
its paper currency, it had to isme rupees to meet the demand. In the year ending 
with 31st March 1919 the Government of India imported 236 million ozs. of silver, 
while the world's new production in that year was less than 200 million ozs. This 
-excessive demand of India for silver, together with the demand from other countries, 
led to a very rapid rise in the world price of silver measured in gold, and on 
.31st January 1920 the price of silver in New York was 133 cents per fine oz" as 
compared with the average price in 1913 of 61 cents-that is to say, on that date an 
.ounce of gold would only: command in New York 15'5 ozs. of silver, whereas in 
1913 it commanded 34 ozs. On the same date the quoted price of standard silver in 
London was 83d. per oz., while in 1913 the average price was 28d. On the same 
day gold sold in Loudon at 1178. sterling per oz., as compared with the 858. per oz. 
-at 'which it sold before the issne of the practically inconvertihle paper currency; 
'So that in I.Jondon' on that day the ratio between gold and silver was 15- 7 to I-or 
nearly the same as in New York. 

In lridia, during the war and for some time after the Armistice, while the import 
'Of gold was severely restricted, and silver was imported in immense quantities, the 
value of gold measured in silver or in rupees naturally rose very rapidly with little 
regard to the ratio between them in the world outside. Belore the war the price of 
gold remained practically constant at about Rs. 24 to the tola of 180 grains-that is 
7' 5 grains to the rupee-and the price of the sovereign was Rs. 15. But in 
the 1;>eginning of September 1919 gold was selling in Bombay at Rs. 32 per tola 
{5' 6 grains to the rupee), which would give the price of the 113 grains of fine gold 
'Contained in the sovereign 'Us Rs. 20. In September 1910 the Government of India 
began to sell considerable quantities of gold in the open market, with the effect of 
bringing down-the price of gold 1.>y 31st January 1920 to about Rs. 2i per tola-that. 
is, o· 7 grains to the rupee; while on the same date, owing to the great increafle in 
the value of silver as measured in gold, chiefly caused by India's excessive demand 
for silver for purposes of coinage, the rupee was qUQted in London at 2~d_ sterling 
(compared to the pre-war rate of i6d. per rupee). When allowance is made for the 
low gold 'value of the pound sterling, which was then equivalent only1;o 72 per cent. 
-of the sovereign, this means that on 31st January 1920 a rupee would buy in London 
'9'6 grains of fine gold,'while in India, owing to the restricted supply of gold, a 
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rupee would only' buy 6·1 grains; and on that date, while both in London aud in 
New York an ounce of gold would buy on1y about 15·50zs. of silver, it would in 
India buy 23·5 ozs. 

Secretary 0/ State'8 Announcement. 
On 2nd February 1920-thatis, about three years ago-the Secretary of State lor 

India surplised the world by announcing that he would aim at giving the rupee a 
fix~d value in exchange of Re. 1 for ,11· 3 grains of fine gold-that is, one·tenth ot 
the gold content of the sovereign; that the sovereign would be made a legal tender 
in bAdin at the ratio of Rs. 10 (instead of the pre-war ratio of Rs. 15) to pne sovereign; 
that the import and export of gold woulrl soon be freed from Government control; 
and that the prohibition on the private import and. export of silver would be remov~d 
in due course. This announcement had an immediate effect in greatly reducing the 
price of gold in India expressed in rupees, and by 19th Fehruary 1920 the value pf 
the sovereign 'coin in India had fallen from Rs. 17 to Us. 15, at which rate it was 
then still le,~al tender. On 20th June 1920 the Government of India announced 
that the restrictions over imports of gold bullion were removed; that sovereigns 
would cease for the time to be legal tender; and that they would submit a Bill 
prescribing the new ratio of one sovereign to B.s. 10, at which the sovereign would 
again become legal tender. (The necessary Act was passed on 15th September 1920.) 
Accordingly, since 12th July 1920 there has been no restriction on the import into 
India of either gold or silver bulJion or sovereigns, and India has been able to obtain 
as much as she wants either of gold or of silver. Her excessive demand for silver, 
which wa~ largely due to her being prevented from getting as much gold as she 
wanted, has now ceased; and as other countries also, such as China and Sout.l~ 
America, had been prevented from obtaining the gold they wanted and were now able 
to sa.ti:.lfy their requirements and thus increase the world's effective demand for gold, 
while nt the same time reducing its effective demand for silver, the consequence of 
this removal of restrictions was a .rapid fall in the value of silver as measured in gold. 
and an equalisation of the ratip between gold and silver all the world over. By 
31st January 1922 that ratio, which in 1913 was about 34 to I, and on ~lst .Janll~rJ 
1920 was 15·5 to 1 both in London a.nd in New York, but 23·5 in India, hlJ.d become 
about 3 L to 1 in all three countries. According to the quotations it is still at about 
that figure-that is to say. at present pretty well all the world over an ounce of gol4 
exchanget:l for about 31 or 32 ozSo of silver, which is not a very different ratio from 
that which prevailed in 1913. when it was 34: ozs. of silver to 1 oz. of gold. This change 
in the value of silver as measured in gold can perhaps be best understood from the New 
York prices of foreign silver in cents per fine ounce, which were in 1913, til cents: 
on 31st January 1920, 133 cents; and on 31st January 1923, 64,8 cents~tbat is, 
much the same as in 1913, The London prices, which are quoted in pence sterling 
per ounce 925 fine, were: in 1913, 28d.; on 31st January 1920, S3d.; and on 31st. 
January 1923, 31 ·4d.-again not much above the 1913 price. 

Changes in the l' alue of the Rupee. 
In India, when, owing mainly to her excessive demand for silver, the world price 

of silver mea~ured in gold rose very rapidly, the value in international exchange of 
the rupee coin, which had been mnch below the value of tha 165 grains of fine oilver 
contained in it, naturally rose with the Tise in the value of silver bullion until on 
31st January 1920 the rupee was quoted in loudon at 28a. sterling, as compared 
with the 16d. at which it had long stood up to the outbreak of war-that i:J to saYf 
the value of the rupee in pence sterling had nearly doubled, and, as already 
said, it was on that date worth in London 9·6 grains of fine gold, as compared with 
the 7·5 grains it was worth up to 1914. BUli when, owing to the removal of the 
restrictions on the movements of gold and silver bullion throughout the world, the 
effective demand for gold increased and the effective demand for silver decreased, so 
that the value of silver, whether measured in gold or in sterling or in rupees, fell 
greatly, the bullion value of the rupee fell along with it. For some time the value of the 
rupee in international exchange corresponded closely with the value from day to day 
of the 165 grains of 'silver contained in it; so that for the time being the rupee was 
again linked with silver, as it had been before the Indian Mints were closed to coinagE'" 
in. L893. As the gold value of silver fell, so did the value of the rupee in international. 
exchange, until on 23rd May 1921 the London rate of exchange was only 15d. to the 
J"upee; and as on that date the British paper pounu was worth only 81 per cent. of the 
gold in a sovereign, this price of the rupee was p.quivalent to little more than 12d. 
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measured in gold-that is to say, it was then worth in London only about 5'6 (!1"uiu'J 
of fine gold, as compared with the 7' 5 grains it WIlS worth before the war, and with 
the 9'G grains it was worth in London on 31st Jantlary 1920-only 1U months before. 
Since then the value of silver has risen somewhat, as is bhown by the ri"e in the 
New York quotation for foreign silver, which has risen from 59 cent~ on 23nl May 
1921 to 6-1' ~ cents on 31st January 1923; and there is no doubt this had some eIIect 
in raising the value in exchange of the ~upee; but the rupee is no longer closelv 
linked wlth silver, as it has not closely followed the price of silver iu its do\Vn\Var~l 
course. Qn 31st January 1922 the exchange value of the rupee in London was lo·Gd. 
sterling, or much the same as it was before the war, a9 compared with the 28d. 
which it had I'eached on 31st January 1920, before the annOl\ncement of the Se('retary 
of State's new policy. On 31st January 1923 it was 16' 5d. sterlmg, or little above 
what it was a year before or in HH3. But it is to be remembered that a penny 
sterling does not now mean the 240th part of the gold in a sovereign, but the 2-!Oth 
part of the value of a paper ponnd, and, as the paper pound is now wurth 95' 7 per cent. 
of the sovereign.. this means that on 31st January 1923 the value of the rupee 
measured in gold in London was only 15' Rd., as compared with lGd. before the war. 
'Still this is a substantial improvement on its value a year ago, which, measured in 
gold, was then 13·7d. During the last 12 months the rupee has risen in gold value 
-along with the rise in the gold value of the British paper pound. III other words, on 
~nst January 1923 the rupee was worth in London 7' 4: grains of fine gold, as com pared 
with the 7' 5 grains it was worth before the war, and as compared ,vith the 9' 6 grains 
it was worth in London on 31st January 1920, and with the 6' 5 grains it was worth 
.a year ago. Thus the rupee has nearly attainE'd the value in international exchange 
as measured in gold which it p03ses~ed before the war, but il:t still Yery far short of 
the value of 11' 3 grains of fine gold aimed at by the Secretary of State in his 
.announcement made three years ago. In 1913 the rupee, which was then a were 
token coin representing one-fifteenth of the gold in a sovereign, although it contains 
-only 165 grains of fine silver, bought either in London or in India about 255 grains 
of silver. On 31st January lU20, when there was such an excessive demand for 
silver in India, it bought onlv about 157 grains, but on 31st January 192;~ it 
bought in London 233 grains, in India about ~17 grains-that is to say, it bought 
-enough fine silver to make l' 31 Tllpee coins, and to that extent it has become unlinked 
from silver. 

India' 8 Stock of Gold and Silver. 
From time immemorial India has been a great absorber of the precious metals. 

From 1835 to 1919 India imported net £316 million worth of gold, of which more 
tha.n half was imported since 1900. I reckon that at present the quantity of gold in 
the possession of mankind is about 1,000 million ozs.-enough to make 4,~50 million 
sovereigns-and that of this quantity India possesses about 100 million ozs.-about 
one-tenth of the wor1d's total stock. And as less than (; million ozs. is in the 
Government Treasury, nearly the whole of this large quantity is held by the peoplo 
in the form of ornaments or hoard~d coin or bullion. During the five years before the 
war she was absorbing on the average 5 million ozs. per annum-nearly one-quarter 
of the world's new production. During the war she was only alluwed to absorb an 
-average of less than 2 million ozs. per annum; but, when the restrictions on the 
movements of gold were relaxed, she at once took advantage of her recovered liberty, 
and during the 12 months ending with March 1920 absorbed 6 million ozs. This, 
apparently, satisfied her demand for the time being, as during the following 12 months 
she absorbed Ip,ss than 1 million ozs., and, partly no doubt owing to the poor harvests 
in 1920-1. she during the 12 months ending with March 1922 exported net half a 
million ozs. More recently, however, she has again begun to outbid the United States 
for the gold available in the London market, this change bE'ing no doubt partly due 
.to last year's good harvest and the prospect of another good harvest next May. 
During the calendar year 1922 India imported from this country alone gold to the 
value of £12' 8 million-about 3 million ozs.-besides 46 million ozs. of silyer. The 
total quantity of gold held in India includes nearly 100 million coined soverei~s, 
which before the war were legal tender at the rate of Hs. 15 "per sovereign, and were 
coming into eirculation, especially in the Punjab. Rut now that they have been made 
legal tender for only Rs. 10, in ac('ordance with the Secretary of State's policy, the 
sovereign is no longer in circulation in India, because no one will tender it for Us. 10 
when he can get for it in the Bazaar over Rs.16. For the time being, therefore, gold, 
.even in the form of sovereigns. is ,out of the reckoning as regards .circulation. 
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,India also containR un enormous quautity of silver, mUGh. of it in the form of 
·ornaments. From 1835 to 1919 she imported net 2,900 million 028., more than one­
-third of the world's production during that period. But, a~ the Mints have for the 
last 30 years been closed to the coinage of silver, except on Government account, tlie 
uncoined siber is not available for purposes of circulation. Practically, therefore. 
the currflncy available for ,circulation includes only the coined rupees and the 
Government's currency notes. The success attained before the war in keeping the 
exchange value of the rupee stable at 16d. gold was dne to the closing of the Mints 
and the conseqnent limitation in the number of papers available for circulation, while' 
owing to the increase in India's trade and prosperity, the demand for rupees rose, 
until the rupee was worth much more than the Value of the silver contained in it. It 

·could not rise except by a fraction above Hid., because the Government was bound to 
accept a sovereign as the equivalent of Us. 15; so that if at any timtl the exchange 
valne of the rupee rose above 15d., it would have paid to import sovereigns into 
India and to pay debts in t;overeigns instead of in rupees. Even before the war the 
Governlllent of India, tempted, no doubt, by the great profit it could secure by coining 
cheap silver into l'upees; each of which could be issued dS a token coin equal in value 
to one-fifteenth pf a sovereign, added greatly to the rupee coinage, and during the 
H years ending with UH3 110 fewer than 1,600, million new rupees were coined.· 
Then when, as already explained, the Government of India, in consequence of the 
restrictions on the import of gold during the war, found it- ,necessary in order to' 
maintain the convertibility of its note issue to obtain immense quantities of silver 
from abroad and coin it into rupees, during the three years ending with 31st March' 
1919 the net coinage amounted to no less than 1,034 million rupee eoins, making a 

.gross addition to t.he silver curlency since the beginning of the century of over 
~,600 million rupee coins. It is unlikely that any large number of these coins have 
,been melted and turned into bullion or orna.ments, because the 165 grains of silver­
contained in the rupee coin could generally be caught in the Hazaar at much less 
cost than Re. 1. Making allowance au the one hana for the quantity of rupees ilI' 
India in the year 1900 and for the number of rnpees mE-lted since, it may be estimated 

-that there are at preseut in existence abont 4,000 million rupee coius. A very large' 
number of these coins are hoarded by the people, bllt if it became worth their 
whil~ to spend them, might become available for circulation. When the harvests are 
good and the people are pto'lperou'i they hoard rupees in large numbers. When the 
harvests are poor they produce their hoarded rupees and send them into circulation;­
so that the qua.ntity of rupees in actual circulation is apt to vary from time to time, 
partly for this reason and also in consequence of changes in the, Jevel of prices 
.meusured in rupees. 

Currency Note Issue. 

While the Government of India have thus added greatly to the number of rupee 
-coins in existence, they have also greatly increased the quantity of .currency notes in 
~circulation, as will be seen from the following statement :-

Indian Paper Ourrency Reserve (Millions of Rupees). 

ISlst Mar. 1914.ISlst Dec. 1921.ISlst Deo. 1922. I 22nd Aug. 1925. 

Note circulation • 
Reservo:-

Sil ver coin and bullion in India. 
Gold coin and bullion in India 
Gold coin and bullion in England -
Government of India securities 
Britiilh Government securities 

-/ 

: I 
: I 

661 

205 
224 

92 
100 
40 

661 
1

'1-

1,725 

740 
243 

684 
58 

1,725 

1,742 

866 
24:J 

574 
59 

1,742 

1,871 

877 
223 

571 
200 

1,871 

·The total note circulation hac; increased from Rs. 661 milliQns on 31st March 1914 
to Us.' 1,742 millions on 31st December 1922-that is to say, it has nearly trebled. H 
my estimate of 4,000 million rupee coins as the quantity now in existence in India. 
is correct, this means that the total amonnt of legal teIi.det money, a-part from gold r 

now iQ. India is a.bout 5,700 million rupees-or about Rs. 18 per head of population. 
'l'h~ addition to the quantity of rupees and n,otes since 1914 has been approximately­
.l·upee coins 1,034 million, notes to the value of 1,081 million, total Rs. 2,l1[)-
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ruiUion. It is true that a very lal'ge proportion of these rupees and notes are eitheI­
held in. reserve by Government or are hoarded by the people, and 1 see that 
Yr. Findlay Shin'as, in his book on " Indian Ftoance and Banking," estimates that on 
31st ~lal'ch 1919 the active circulation of rupees and UJtS:'l WJ.9 Hs. 3,u~0 lmllions. 
which gives an average per head of Rs.U·4, as compared with 7'5 in 1914. But the­
whole of the rupee" and notes in existence in India could be made available for 
purposes of circulation if the holders were willmg to use them for that purpose My 
p@int is that at pre'lt'nt gold is practically out of circulation in India, and the rupee 
coin is no longer linked either with gold or with silver, but, so far as international 
~xchange is concerned. is merely an inconvertible umt of currency subject to the law 
which regulates all inconvertible currencies-that is to say, hable to chang~ in its 
value measured in gold according to changes 1Il the relatlOn between the total 
available supply of the currency and the total effective demand for it-and that the­
total available supply of this inconvertible currency has in recent years been 
enormously increased. 

When the people of India have more rupees than they have an. immediate use 
for, whether for purposes of circulation or hoarding, the rupee COlUS flow back into 
the Government Treasuries, and, as will be seen from the above statement, the 
quantity of silver coin and bullion held ill the Ourrency Reserve in India. has 
increased from Rs. 205 million on 31st March 1I:H4 to no less than Rs, 866 million 
on 31st December 19~2-more than one-fifth of all the rupee coins in existence-the 
increase during the past year being Rs. 126 million, which affords strong evidence 
that the total amount of rupees and notes is at pl'esent much larger than India really 
r:equires for all purpoges. It is unfortunate that the Government of India should 
have felt itself compelled in the three years ending with 31st March 1919 to com 
over 1,000 million new rupees and so add to the total of legal tender money III 

existence. It was compelled to do so in ordQr to maintain the convertibIlity of its 
immense issue of currency notes, and the mistake apparently was to allow the quantity 
of currency notes in circulation to reach such a high figure. It is usually supposed 
that a bank or a Government makes a profit out of its note issue, and to ~\ certain 
extent this is true, but in the case of India there must have been a seriouB loss to the­
Government from its excessive issue of notes. It was compelled, in order to maintain 
the convertibility of tbe notes, to purchase an immense quantity of silver from out-bide­
India (mainly from the United States), at a time when silver as measured in gold 
was excessivelv dear. The coinage of over 1,000 million rupee coins in those three 
years must have cost a large sum apflrt from the cost of the silver, and now the 
Government of India has to store and guard 866 million rupee coins, besides gold coin 
and bullion to the value of 24 million sovereigns, and to find the interest on _ thfr 
574 mlilion rupees' worth of Government of India securities held in the Ourrency 
Reserve. Altogether, if a calculation were made, it would probably be found that 
during the last eight years the G(l)vernment of India's increased issue of currency­
notes has involved it in a serious net loss. 

The Gold Standard Re.'1erve. 
Since the Mints were clot::led to the free coinage. of silver in 1893, the cost of the 

165 grains of silver contained in the rupee ('oin has generally been much below 
Re. 1, so that a large profit has accrued to the Government from the cOlUage of new 
rupees on Government account. This profit has been placed to what is called the 
Gold Standard Reserve, to which also the interest on the accumulated funds is 
carried. This reserve, which on 31st ~Jarch 1914 amonnted to 25'5 million pounds,. 
is now (31st December 1922) £40,000,000 sterling, practically all held in short~ated 
British Government securities. The existence of this reserve bas no doubt helped 
to give a feeling of confidence, but it has so far had very little effect on the rate of­
exchange. 

India's Balance of Trade. 
In estimating India's balance of trade it is necessary to inclUde imports of 

Governm~n~ stores into India, because India has got to pay for them by exports. 
It is also necessary to include the large imports of gold and silver, whether on 
Government or private account, because they also have to be paid for by exports from 
India, and because the gold and silver are imported into India Dot so much III order 
1;0 -adjust the balance of trade as to meet the demand of the Indian people for the 
precious metals f-or the purposes of ornaments and hoarding. So reckoned, the average 
-visible net exports of merchandise from India for the five rears ending with 1913-1 
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were 48' 4 million pounds, and the average net import of treasure during those five 
years was £26,000,000. Puttiug merchandise and treasure together the average net 
export was 22' 4 million pounds. These figures represent the visible exports and 
imports, but India has to pay each year a large sum in addition to the value of the 
visible imports for the year, representing (1) interest on capital belonging to 
residents in foreign countries which has been invested in India, whether by way of 
loan to Government or to private companies, or to establish industries m India; 
(2) payment for serviees rendered to India by foreigners, whether in the Army or 
the Oivil Services, or in private capacities, such as shipping, banking, insurance" 
..and industrial ulldertakings, in so far as the remuneration for such services is 
payable outside India, or is remitted to other countries by residents of those countries, 
or is payable by way of pension to foreigners who have returned to their own countries 
.and who take payment of their pensions outside India. All these payments have to 
be made by fndia in the form of an excess of visible exports over visible imports. 
On the other siele woulrl have to be reckoned any new investments made in India 
during the yea.r. But in ordinary tunes these jnvisible imports are much less than 
the invisible export.9, and this is the main reason why on the average of the five years 
before the war India's visible exports exceeded India's visihle imports, including 
treasure, by 22' 4 million pounds; and why in ordinary conrse it is to be expected that 
India's visIble exports will gleatly exceed her visible imports. 

Oouncil Draft. 

A large proportion of the payments which have to be made by India to foreign 
·couutries on such accounts, which are not 00unterbalanced by visible imports during 
the year, are made through the Secretary of State for [ndia in London, through whom 
has to be paId the interest due by the Government of India to British jnvB3tors who 
have lent money to the Government of India on terms requirmg them to be paid 
the interest in Lonrivn, and through whom have to be paid claims for the services of 
the BrItish Army in India, and pensions and leave allowances payable to offieers both 

-of the Army and of the Oivil Services \\'ho have returned permanently or temporarily 
-to thIs country. These payments. which have to be made by India through the 
Secretary of State in London, amount. to a large sum, approximating in ordinary times 

"to: £25,000,000 peT annum. In order to -obtain funds to make them t.he Secretary 
ol 8tt1t&'-'lBMl1 1',eats· ago' est"bHahed a, system of selling Council Drafts-that is, 
.~d_"'r~''b ~~tJlindlndia.frQtn the Government Treasury of ISO many rupees, 
'Wb,h$lilll.ri1~tts4U *~'(jpe~;lMrliet in L'mdon, in retu,rn ,for credits in sterling payable 
in 1:.OtidotaL illbdi: I 3f$i '~id< ;to' the 'Se~l"etQrJ'~ of State in London by the pu rchasers 

-of the: DtBftiJ ill t return f.~ the orders whieh they ~equi:re to enable them to 0 btam 
rupees in:IlMla to -'\lay,there for e~p()ns from- India. or to meet other debts payable 
in India.' 6il4hEt'3verage of the five years ending with 19] 3-4 the Council Drafts 

-paid in-'I.{ amounted to 27' 6 million pounds. From the point of view of the 
ib~}8b.oo ;ol,;·tl'ade i these Oouncil Drafts are of the nature of invisible exports from 
IJtdt.,'tIThief1 go;'tovrarda iLdjusting India's indebtedness to foreign countries, although 
nothing pr.saes b~\'(een England and India. except bits of paper, which enable the 

,Becretary of rState to pay India's debts in London in sterling by an actual payment of 
rupees from the Treasury in India. That is to say, they are transfers of credit. In 
selling Oouncil Drafts the Secretary of State generally fixes the amount he is willing 

-to sell and the loweRt rate he is willing to take, and accepts up to that amount the 
best offers he can get in the London market. There are other ways in which a 
merchant who has to pay for goods in Inelia can obtain Indian exchange, and if the 

.Secretaryof State were to offer Council Drafts at a minimum rate materially above 
-the market rate of the day, he would get no demand for them. On the other hand, 
-if the minimum rate that he offers to take is more favourable than the market rate. 
merehants and others requiring a credit in rupees in India compete for the Drafts 

.and in this way the Secretary of State is able to obtain a fair rate. He has, however, 
-ve,y little power by selling Council Drafts to force the rate of exchange permanently 

.. ei.Ret" up or down. That depends upon the value in international exchange of the 
British pound sterling, which is at present practically inconvertible, and of the Indian 
-r1!rpee"doia, which is also at present inconvertible into gold at any fixed ratE'\, and on 
l1he' relation between the demand for credit in India and the supply of it, which 

L varies ftom day to day oocording to the course of trade. As a matter of fact for 
.::.some time plst:the aa.le 0f Council Drait~ had been stopped and the market and th~ 
,.gOONWty' , ot ·State and - the merchants got along without them. Recently t~ 
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Secretary of' State has resumed the sale of Council DraIts, and on 23rd J anuan" soltE 
75 lakhs of rupees at about lid. sterling, or almost exactly 16d. measure(l ill O'oid. 

In 1920, in the vain endeavour to stem the rapid fall which, as already explained 
was then taking place ill the exchange value of the rupee, the Secretary of Stat~ 
sold in India Hever?e Councils (that is, Dra~ts parable ill ~terling in Loudon by the 
Secretary of State m return for rupee credlts pald to the Government in India), at 
rates mnch more favourablfl than merchants were able to obtain in the open martiet. 
The loss incurred b.v the Government-of India in this futile attempt to rl'gulate the­
exchange Ip,rnounted to 2~ crores of rupees-over £18,000,000 sterling. 

One beneficial effect of the great rise whieh took place in the gold value of the 
rupee (owing mainly to India's urgent demand for !:lilver), combined with the restrictions 
placed upon the export of cflreals from India, was that the rise of prices, which caused 
so much hardship and disturbance in this country, was felt much less in India thouO'h 
there too it wa.s considerable. In July 1920, when the Index Number for the' cost °of 
living in this country (taking the cost in July 1914 at 100) was 255, it was in Bombay 
only 189 j in October last the Index Number for cost of living in this c01mtry was 
180, while in Bombay it was 162. 

The Babington-Smith Committee of 1919. 
An admirable and authoritative explanation of the Indian Currency System and 

its Developments will be found in a paper written by myoId friend, the late Sir 
William Meyer, who was Finance JVlinister in India during the war, and published in 
the Journal of the Hoyal Society of Arts for 30th April and 7th May 1920. That 
paper gives a summary of the Heport of the Babington-Smith Committee on Iudian 
Exchange and Currency, which was submitted towards the end of 1919, and formed 
the basis of the Secretary of State's annOllllcement of February 1920. But it is to 
be retnembered that, ·when Sir William Meyer wrote the paper, the gold price of 
silver. and therefore the exchange value of the rupee, were still very high. Probably 
if that Committee wp,re again to sit and to take into account the fall which has since 
taken place in the gold value of silver and in the exchange value of the rupee, their 
recommendations would be very different from what they then were. The great 
mistake they made was in supposing that the gold value of silver would contiuue at 
such a high rate as to support a rate of exchange of the rupee much higher than 
the 1Gd. which had been the standard for a number of years before the war. As I 
have already pointed out, at thE' date of the Secretary of State's announcement in 
February 1920 the price of silver per ounce 925 fine was in London 83d. sterling, 
as compared with 28d. in I91i5, and was in New York 133 cents per fine ounce, as 
compared with 51 cents in 1913. Hoth tIuotations gave the ratio of gold to SlIver as 
then about 15·5 ozs. of silver equal to 1 oz. of gold, while in 1913 the ratio was 
34 to 1. On that date in 1920 the exchange value of the rupee was 28d. sterling, as 
compared with I5d. before the war. Now the price of silver has fallen to 31·4d. 
sterling per standard ounce and to 64·8 centil per fine ounce, both of which quotations 
-make the ratio of gold to silver about 32 to I, as compared with the pre-war ratio­
of 34 to 1, and the exchange value of the rupee is now not much above 16d. sterling 
-the pre-war rate If the Babington-Smith Committee harl foreseen that the price of 
silver and the exchange value of the rupee would fall ~so rapidly within the llext three 
years, it is very improbable that they would ha,"e encouraged the Secretary of State to­
aim at making the rupee worth 24d. in gold. 

I may be pardoned if I recall that, in a memorandum dated 17th July 1919, 
submitted to the Oommittee, I pointed out the likelihood of a fall in the demand for 
silver that would take place so soon as the restrictions on movements of gold were 
removed, and said that by 19~2 the price of silver (which was then 53d. per oz.)· 
might be as low as 30d. On 15th December last it was quoted in London at 3U·4d •• 
so that my warning has proved to have been well-founded. At the same time I 
recommended that the Government of India should announce that it would make it 
its aim to restore the exchange value of the rupee to 16d.-that is, to one-fifteenth 
of a sovereign, or 7·53 grains of gold, as the policy most likely to be successful and 
fairest t.o all the interests concerned. The course of events adds strength to that 
proposal. 

When the price of silver falls so low that the cost of making a rupee coin is much 
below the value of the coin in exchange either with gold or with commodities, there is 
a temptation to the Government to issue new rupee coins in order to obtain the profit 
-on coinage. There is also a temptation to coiners to issue counterfeit rupee8 of the 
:same fineness as the standard rupee, and therefore difficult to detect. At the present 



APPENDIX 89. 583 

price of silver in Calcutta anyone in India can buy the 165 grains of fine silV'er 
required' to make a standard rupee for 12 annas, and if he can succeed iu making 
and issuing a false rupee of the standard fineness he will get 16 annas for it-a 
profit of 33 per cent. on the cost of the silver, less the costs of alloy, manufacture and 
issue. Before the war there was a similar temptation to issue false coinage, which 
Wai only counteracted by severe penalties, and it is obvious that the greater the 
differenCle between the exchange value of the rupee and the value as bullion of the 
silver contained in it, the greater will be the temptation to attempt to counterfeit 
the coinage. 

The future Price of Silver. 
It !:'Ieems probable that there will soon be a further fall in the value of silver, 

whether measured in gold or in rupees or in commodities. In tbe United Btates ill 
1918, mainly in order to meet the needs of the Indian Government, a measure was 
passed called the" Pittman Act," authorising the sale by the American Government 
to other Governments of up to 350 million silver dollars from the holdings in her 
Reserves, and of tbis amount no less than 200 million dollars were allotted to India 
at a price of 10It cents per fine ounce. Altogether under the Pittman Act the amount 
of silver sold from the United States Reserves was 208 million ozs., and, in accordance 
with the provisions of that Act, this amount has had to be replaced in the Reserves 
by the purchase of silver mined in the United States at the price of 1 dollar per ounce. 
That is the reason why one sees in the daily quotations t.wo prices given for silver in 
New York. For instance, on 31st January last, while American mined silver was quoted 
at 991 cents, foreign bullion was quoted at only 6,J£ cents per fine ounce. It is the 
so-called foreign bullion quotation which gives the world price of silver other than 
tbe favoured silver mined within the United States. Of the 208 million ozs. to be 
so replaced, 149 million ozs. have been bought, leaving a balance of 59 million OZS •• 

which, at the rate at which purchases have recently been made, should be completed 
next autumn. Thereafter, unless new legislation is passed in the United States, the 
whole of the American produce will have to compete with the rest of tbe world 
production in a free market, and will be added to the world's available supply of 
silver. At the same time the world's demand for silver is likely to go on decreasing. 
Our own Government, having reduced the quantity of fine silver in the silver coinage. 
has become a seller of &ilver. The Indian Government, having an enormous number 
of rupees lying in its Reserve Treasury, is unlikely to resume coinage for years to. 
come. On the whole it seems probable that there will be a further fall in the world 
price of silver, and that the price in New York, which is at present about 65 cents 
per fine ounce, will fall below the price of 61 cents per fine ouncp., ,,,hich was 
that of 1913; and it is to be remembered that so recently as 1915 the price of silver 
in New York was only 51 cents per fine ounce. Similarly the price of standard silver 
925 fine in London, which is now about 31d., seems likely soon to fall below the ~8d. 
which was its pI'ice in 1913, and may even Iall as low as the 2!d. sterling which was 
its quoted price in 1915. Any fall in the price of silver that may take place will 
increase the temptation to issue counterfeit rupees, and any further rise in the 
exchauge value of the rupee coin, whether or not it is accompanied by a fall in the 
present price of silver, \vill also increase that temptation and make it more and more 
difficult to maintain the exchange value of the rupee. 

Conclusion. 
To snm up, the present position as regards the rupee is that it is no longer, as 

it was before the war, a mere token coin representing one-fifteenth of the gold in 
a sovereign-that is, 1· 5 grains of fine gold. It is now the unit of a currency 
inconvertible into gold at any fixed rate, and its present value in gold is in London 
about 'j'4 grains--or very nearly what it was before the war, notwithstanding the 
Secretary of State's announcement of policy three years ago that he would aim at 
making it equal to 11-3 grains. It is now (on 31st January 1923) worth in sterling 
about 16'5d., which is equivalent to 15·8d. measured in gold-only a fraction short 
of its pre-,var value of 16d. measured in gold. The Secretary of State's brutum 
fulmen of 1920, although at the time it had a disas~rous .effect in ma~ng ~any people 
believe that the gold value, of t}le rupee would remam at somethmg lIke 24d., or 
one-tenth of a sovereign, and act on that belief, has now no practical inBuence on 
the rate of exchange. As in the case of all inconvertible currencies, the value of t.he 
1 upee, whether 'measured in gold or in commodities, now varies according to the 
relation between the demand and supply of rupees and the demand and supply of 
~014 or of commodities. The .supply of rupees, whether in the form of ,coins or 

lJ 
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currency notes, has been very greatly increased in recent years by the action of the 
Government of India, and this must have a great effect in keeping down the exchanrro 
value of the rupee. Now that the Government of India ha\'e stopped the comacre ~f 
more rupees and the issue of additional currency notes, the supplvof leO'al t:nder 
currency in India is practically stationary, and the recellt rise ill the exch~nge value 
of the rupee measured in gold must be due to an inC'real:ie in tha demand for rupeE'S 
whether for the purposes of currency or for hoarding, much in the same way as the 
value of the rupee gradually rose after the Mints were closed to free coinage in lSg3. 
But it is \possible, though it is to be hoped not probable, that a decrease in the 
demand for rupees, whether owing to bad harvests in India or to any other cause, 
may lead to a fall in the. exc)1ange .value of the rupee. Apart from any such calamity, 
or frem the appearance III cIrculatIOn of any large proportion of the enormous amount 
of rupees at present hoarded by the people of India, it seems possible that an 
increasing demand for rupees may lead to a further improvement_in its exchange 
value, unless ,the Government of India are so ill-advised as to increase the supply, 
whether of rupee3 or notes_ Bu' it is evident that any such improvement in the 
exchange value of the rupee must be a very slow one, and it is impossible to imagine 
that for many yp.ars to come the rupee will ri8e in exchange value to the Secretary of 
State's figure of n- 3 grains to the rupee-that is, one-tenth of a sovereign. 

A further rise in the exchange value of the rupee would be fa"ourable to 
Indian finances in so far as India has to pay external debts in gold or in sterling. 
It would also tend to cause a fall in prices measured in rupees in India, and would 
therefore be favourable to all who receive salaries or wages fixed in rupees, and to all 
creditors in [ndia whose credits are fixed in terms of rupees. On the other hand. 
it would be unfavourable to all producers of commodities in India, and especially to 
the great mass of the agricultural population who have produce to sell, and to all 
<iebtors in India whose debts are fixed in rupees. On the whole it seemR to me that 
the fairest and most practical solution of the question would be to abandon the 
attempt to raise the value of the rupee to anything like n· 3 grains of fine gold, and 
to aim at the permanent re-establishment of the pre-war rate of 7' 5 grains of fine gold 
-that is, one-fifteenth of a sovereign, or 16d. per mpee measured in gold. I think 
that the Secretary of State should announce this to be his policy, and tLat the 
Government of India I'hould pass an Act declaring that the sovereign shall again be 
legal tender for Rs. 15. This would prevent the gold value of the rupee from 
rising above one-fifteenth of a sovereign and might lead to the reappearance of the 
sovereign as part of the currency in circulation in India. \Vhether the Government 
of India would be able to keep the value of the rupee up to one-fifteenth of a sovereign 
would depend upon the relation bet.ween the supply of rupees and the demand for 
them. It would be assisted to keep that level, if it were to take steps to reduce the 
supply of currency notes and were to accumulate still more rupee coins in its 
Reserve Treasuries. This is an expensive measure, and it is somewhat absurd to see 
866 million rupee coins lying uselessly in the Treasuries; hut it is so important to 
stabilise the exchange value of the rupee, whether at one-fifteenth of a sovereign or at 
some other figure. that it would be worth while to submit to some comparatively small 
Joss, such as would be incurred by reducing the note circulation or even by melting a 
large number of rupees and selling them as bullion, and some action of the sort 
should now be taken. If this were done, there is reason to hope that the rupee 
would at once, be again stabilised at its pre-war value of one-fifteenth of the gold 
in a sovereign, to the great advantage of India's trade and to the interests of justice 
as between creditors and debtors. 

QUOTATIONS. 

QuotatIous I ''''h ted I I 1913 /31st Jan./31st Jan. I 31st Jan. •• ere quo • n - 1920 ] 9~2_ 1923. 

, 

{London - 4'87 3'505, 4'279 4 .. 648 
Pound sterling in dollars - - - . New York 4-87 3'522: 4'272 4648 
PrIce of gold per fine ounce in shillings sterling • London - 85 117 

I 
96'5 8S'8 

Price of SlIver m pence sterling per ounce 925 hne- .. - 28 83 35'~ :n'" 
Pl'lce of suver (foreIgn) in cents per fine ounce - New York- 61 13:3 66'1 64'S 

2S I 15 6 ExchaJlge value of rupee in pence sterling - - London - 16 , 16'5 
PrIce of gold in Calcutta in rupees per tola of Calcutta. - 24 27 , 28'6 26-6-

180 grams fine. 
70 115 93'0 82-9-Price of silver m Calcutta in rupees pep 100 tolas 

" -
of 180 grains fine. I 

NOTE -The sovereIgn contams 113 grams of fine gold, th .. dollar contaIns 2-1-22 grams of fine gold; and the rupee 
contains 1617 grains of fine srlver. An ounce of gold or suver is 480 grams_ • 10 January 1923. 
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V AJ.UE OF THE HUPEE MEASURED IN GOLD ANIl SILVER, 

In 1915. I Slat Jan.1920.131Bt Jan. 1922.ISlst Jan. 1923. 

Value of the pound sterling in grains of gold - 113 82 99'5 
Value of t.he pound sterling as a percentage of 100 72 88'1 

the sovel'eign, 
Value of the sovereign (11:i grains of gold) 

in rupees-
15 11'9 In London - 17'5 

In Indulo 15 17 17'9 
Value of the rupee in grains of gold-

In London - 7'5 9'6 6'a 
In India 7'5 6'7 6·a 

Value of the rupee in pence sterling in Loudon. 16 28 15'6 
Value of the rupee in pence measured in gold 16 20 13'7 

in I.ondon. 
Value of the rupee in grains of lIilver-

In London· 253 149 197 
In India 257 157 194 

Ratio of gold to silver-
In New York 

: I 
34 15'5 31'3 

In London 34 15'7 30'5 
In India 34 23'5 30'8 

• 10th January 1923. 

Article on "The Indian Currency Policy," by Sir James Wilson, K.C.S.I., 
dated 8th September 1925. 

10R'1 
95'7 

15'2 
16'7 

7'4 
6'8 

16'5 
15'S 

233 
217-

31'9 
31'4 
32'1-

On 31Rt August 1925 the quotations were as follows :-In London: price of gold, 
84' !J6s. per fine ounce; price of silver per ounce 925 fine, 32' 88d.; rate of exchange 
of the rupee,18'l6d, In Ne\v York: the pound sterling, 4'855 dollars; price of 
fine silver, 71'75 cents per ounce. In Bombay: on 11t.h August gold was quoted at 
Rs. 21' 44 per tola of 180 grains, the sovereign at Rs. 13' 83, and fine silver at Rs. 72·-t. 
per 100 tolas. These quotations give the following values :-

VALUE OF THE RUPEE MEASURED IN GOLD AND SILVER. 

-- I 
In 1913. 

I 
31st Jan. ,31st Jan. 

I 
31st Jan. 

I 
31st Aug 

1920. 1922. 192i. 19115. 

--
Value of the pound sterling in grains of gold 113 I 82 99'5 99'3 113 
Value of the pound sterling as a percentage 100 I 72 8~ 87'9 100 

of the sovereign. 
Value of the sovereign (113 grains of gold) 

in rupees-
In London - - - - 15 11'9 17'5 15'9 13'2 
In India· - -. - - la 17'0 17'9 16'3 13'S 

Value of the rupee in grains of gold-
In London . - - - 7'53 ' 9'6 6'5 7'1 S·!) 
In Indla- - . - - 7'53 6'7 6'3 6'9 8'4-

Value of the rupee in pence sterling in London 16 28 15'6 17'2 18'2 
Value of the rupee in pence measured in 16 20 13'7 15'1 18'2 

gold in London. 
Valile of the rupee in grains of silver-

! In London - - - - 253 149 197 229 I 245 
In India. • - . - - 257 157 194 222 249 

Ratio of gold to silver-
In New York - - - - 34 15'5 31'3 32'7 28'S 
In London - - - - 34 15'7 3O'S 32'2 28'7 
In Indi,. - - - - . 

I 34 23'5 30'S 32 0 29'6 
I 

During the last 19 months the measures taken by the British Parliament have 
resulted in restoring the British paper pound sterling to the value of a sovereign, 
that is, 113 grains of fine gold, as compared with the 99 grains it was worth in 
January 1924. The rupee has risen in value in sterling from 17'2d. to l8·2d.; but 
as in January 1924: the pound sterling was worth only 88 per cent. of the sovereign, 
the rise in the value of the rupee, when measured in gold, has really been from 15 ·ld. 
to 18' 2d ........ in other words, the rupee, which before the war was- worth 7' 53 grains of 
gold, and in January 1924 was worth only about 7 grains, now exchanges for 
8' 5 grains in London and for 8' 4 grains in Bombay; and the sovereign~ which before 
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the war exchanged for Rs. 15, and which in January 1924 \vas worth about Rs. If. 
now commands in Bombay o~ly Rs. 13'8. This rise of about 2U per cent. in th~ 
gold value of the rupee durlDg the last 19 mouths has greatly altered the Indian 
currency position. 

The Royal Commission, which has recently Leen appointed to report on the Indiau 
exchange and currency system and practice, will no doubt consider whether an 
attempt should be made t.o fix the rate of exchange of the 1 upee in terms of gold us 
it had been fixed for a number of years before the war. II that were dOlle the 
rupee pric~s of commodities would tend to vary with gold prices, and as one oi the 
chief objects to ~e aimed at is the stability of commodity prices, it will be for 
consideratio;t whf'th~r in the f~t?re gold is ~ikely to form the best .basis of currency 
from the pomt of view of stabilIty. Accordmg-to Sauerbeck's series, in the Unitell 
Kingdom the wholesale gold prices of commodities in general use rose between 180(~ 
and 1~13 in the proportion of til to 85, that is, at the rate of 1'4 points per anuum. 
There can be little doubt that one of the chief reasons for this rise of gold prices 
(in other words, fall in the commodity value of gold) was th~ grf'at addition to the 
world's stock of gold due to the increase in production which took place after 1800 
If thete had been no great war, and if the llew production of gold had continueu 
at the pre-war rate, It seems probable that the rise of gold prices would have 
contmued, and that the average wholesale gold-price of commodities in this country 
might now have been abont 17 per cent. above what it was in 1913; that is to sav. 
taking the piicee of 1913 as 100. the index-number for this country might now ha;e 
befln about. 11 7 . As a matter of fact, according to the statistics publishecl by the 
League of Nations, in those countries which haye kept or brought their paper 
currencies up to the value of gold, the index-numbels of wholesale commodity price~ 
were in .June last: United Kingdom 15.3, United States 157, Canada 159, Australia 
(May) 167, New Zealand 174, South Africa. (April) 130, Holland 153. Sweden 161, 
Switzerland 161, Germany 1.34. These .figures are not strictly comparable, bu' 
broadly speaking they indicate that the rise in \ .... holesale gold plices in tht-se countlles 
(except Germany) has been about 60 per cent.-in otber words, it takes about IG ozs. 
of fine gold to purchase wholesale the same quantit.yof general commodities which 
would haVf~ been purchased for 10 ozs in 1913. This great rise in thfl gold price of 
commodities (or fall in the commodity value of gold) can only to a comparatively 
small extent be due to the increase in the world's stock of gold owing to an excess 
of llew productioll of gold over the amount of gold lost during thos~ 12 years. 
It, must be mainly due to the great destruction of commodities during the war, to 
lower production of commodities, and to the fact that the world's effective demand for 
gold has decreased at a more rapid rate than its effective demand for commodities, 
owing to the impoverishment of many countries, and to the generall{ithdrawal of 
gold from circulation. 

As regards recent changes, during the 12 months ending \vith June 1925 the 
index-numbers (reduced to terms of gold) have altered as follows :-United States 
from 145 in June 1924 to 157 in June 1925, United Kingdom from 144 to 158, 
Canada from 150 to 159, Holland from 141 to 15:3. Sweden from 156 to 16], 
Switzerland from 159 to 161, Germany from 116 to 134, France from 127 to 134, 
Italy from 127 to 135, Belgium from 13! to 135, Japan from 1{j4 to 168, India 
(Calcutta) from 166 to 184. During these 12 months, therefore, there ha~ been 
almost all over the world a very consiuerable rise (averaging about 6 per cent.) in 
the wholesale prices of commodities, when measured in gold-that is, a fall in the 
commodity value of gold. This seems to indicate that the world's available supply 
of gold is increasing at a faster rate than the world's effective demand for it, which 
might be due to the increase of the world's stock of gold owing to new production, 
to the setting free of reserves of gold, or to the desire of the world's populatioll to 
purchase commodities rather than gold. 

Altogether, to judge from past experience, goM a3 a basis of currency does not 
provide an absolutely stable basis for commodity prices. But what is the alternati\"e 
Qefore India ?, The United I~ingdom and the United States, which are the principal 
creditor countries, have now currencies directly basecl on gold, and are not likely to 
accept any othe:t: basis than gold for the payment of the debts due to them, although 
that means that payment can at present be made in a much smaller quantIty of 
~ommoclities than would have been required before the war to repay debts of similar 
amounts fixed either in sterling or in dollars. Many other countries have either got. 
back to the gold standard, or are trying to do so. and it seems probable that soon 
practically all international trade will be conducted on a definite gold basis. Before 
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the war, when the rupee was merely a token coin, equal in value to one-fifteenth: 
of a sovereign, India's international trade, and even her internal trade, were really 
based on gold. Now the rupee has no longer a fixed value in relation to gold, nor 
do fluctuations in the value of silver have any appreciable effect on the gold value 
or the commodity value of the rupee coin. That depends on the relation between 
the supply and demand for rupee cnrrency and the supply and demand for other 
commodities (including goM and siber). The supply of rupee currency is regulated 
by the Government of India without any automatic control, such as is exercised in 
the case of sterling or of 'dollars by the right a creditor has of demanding the 
equivalent in gold coins which have an intrinsic vaJue of their own, according to 
the number of grains of gold they contain; whereas the rupee coin, which at present 
buys about 24~ grains of silver in India, contains only 165 grains of pure silver. 
The Government of India, I venture to think, made a great mistake before the war 
in rapidly increasing the quantity' of rupees and notes, which during the war 
entailed a period of anxiety and great expense in the endeavour to maintain the 
convertibility of the currency notes. The Secretary of State certainly made a, 
disastrous mistake in 1920 when he announced that he would aim at giving the 
rupee a fixed value jn exchange of one rupee for 11' 3 grains of fine gold-that ic;,' 
ont'-tenth of the gold in a sovereign. This experience, together with the experience \ 
,of many other countries during and,since the war, shows the danger of entrusting the 
management of a currency to any body of men, however capable, honest and impartial, 
without some automatic clleck, which would prevent even a partisan or doctrinaire 
Go\-ernment from manipulating the currency in the interest of particular classes, and 
thus possibly inflicting great injury, especially on the poorest of the population. The 
people of India will be safer WIth a currency based on gold, although the commodity 
value of goM iR liable to fluctuate, than with one dependent on the varying opinions 
-of any body of men. 

Writing in the Asiatic Review in April 1924, when the rupee was worth about 
7 grains of gold, in place of its pre·war value of 7' 53 grains, I urged that the 
Government should formally cancel the futile announcement of 1920, make the. 
:sovereign legal tender in India at the pre-war rate of Rs. 15 to the sovereign, and, 
,aim at keeping the gold value of the rupee at th<1t rate. Since then, however, the 
gold value of the rupee has risen to 8'4 grains of gold, which gives it a value in 
exchange of over 1Sd. gold, and the sovereign in Born bay now commands only 
Us. 13'0. But it must ba borne in mind that so lately as 31st January 19~2 the, 
I'upee was worth only about 6'5 grains of gold. and that only 19 months ago it was 
worth only about. 7 g;rains, and the recent rise in its gold value to 8' 4 grains may 
prove to be only temporary, as being due not only to the general fall in the commodity 
value of gold which has taken place over the world as a whole, but to exceptionally 
good hal'vests in India, which led to an increase in the demand for rupee currency. 
If the world's demand for gold increases, or the world's production of commodities 
-overtakes the world's demand, then the general gold price of commodities will fall, 
the commodity value of gold will rise, aud the gold value of the rupee will tend to 
fall. If India suffers from poor harvests and her exports decrease in comparison with 
"her imports, there will be less demand for rupees. and the people who hold large 
hoards of rupee3 may feel compelled to put them into circulation and thus increase 
,the available supply of rupees. which would tend to reduce the gold value of the 
rupee. 

In the interests of stability, therefore, it is desirable to fix the gold value of the 
rnpee below its present value of 8' 4 graius. It seems probable that sovereigns may 
.soon come into general circulation in India. as they showed signs of doing before the 
war; so that it is of greater practical importance to fix the ratio in so many even 
rupees to the sovereign than in so many even pence to the rupee. I therefore now 
venture to suggest that the sovereign should be made legal tender in India at the 
rate of Rs. 14. instead of the pre-war rate of Rs. 15. This would make it equal in 
-value to 8'07 grains of fine gold. and the par rate of exchange would be 17·14d. 
If this were done exchange could not rise appreciably above that rate, as it would 
,then become profitable to import sovereigns into India and use them as legal tender 
for Rs. 14. The l'eal danger would be. as it was before the war, that the gold value 
-of the I'upee might fall below the par rate; and to minimise that danger the 
Government of India should refrain from coining any more rupees, and should make 
.a large reduction in the quantity of currency notes outstanding, leaving the population 
.to make up the currency required for circulation by utilising the Rs. 877 million now 
..i~ th~ Curr~ncy Re~erye,_ and a portion of the great quantities of gold and rupee~ 
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which are at present hoarded. In tlat cu:,e it would pr<Juably never be necessary to 
draw on the £40,000,000 which the Government still holds iu the Uold tit.mdald 
Reserve. 

APPENDIX 90. 

Note ~n Indian Currency and Exchange Problems submitted by 
~i~ M. <i.e P. Webb, C.I.E., C.B.E., of Karachi. 

I llnderstand that the object of the present Indian Currency Commission is "to 
€xamine and report on the Indian Exchange and Currency System and practice, to 
consid~r whether a.ny modifications are desirable in the interest of India and to 
make recommendations" (vide the ., Statesman," Calcutta, of the ~4th Novemb~r 192;:). 

I have long been a keen student of the Indian Currency and Exchange S\"stems, 
and have had over 30 years' practical E-Xperience of thelU in India as a merchant, &c., 
who successfully survived the crises of 1892-95,1917-19, and 1920-~3. With these­
experiences behind me, I venture to submit the following points for the consideration 
of the Oommission. 

PART 1.-1 }J;;FINITIONS. 

(A) It is essential at the start of any currency discussion that the main functions of 
the currency in modern civilised countries should be definej. In India, as in all 
modern, civilised countries, currency, i.e. money, is the Chief Purchasing '1'001. 

Further, in India, more than in the leading Western countries, money is also usecl 
as a Reserve of Purchasing Power to be drawn 011 in times of need. Money serves in 
other ways, but the two functions here given are, I submit, the most important. 

(B) If, for any reason, the Purchasing Tools of India's 320,000,000 of people 
become blunted, if the Tools lose in purchasillg power, grave injustices, involving 
possibly very serious hardships, are brought about, especially on small wage earners 
and on people generally of small means. And such peopJe form a very large 
proportion of the whole populat.ion. 

(1 am convinced that the rapid popularity obtained by Mr. Gandhi among the 
masses, and the corresponding wave of jll-will towards Government that appeared in 
both town and country towards the end of, and immediately after the tel'mination of, 
the Great War, was largely facilitated by the terrible hardships caused by the Indian 
currency losing half, or more, of its purchasing power during the War. This loss has 
not yet been wholly made good, and the general level of prices in India is still some-
70 per cent. above pre-war levels.) 

Government hear little or nothing of these hardships from those immediately 
concerned, beGause the great mass of the people in India are, speaking generally,. 
wholly uninformed as to consequences of short or excessive issues of curreney by 
Government. 

(c) Further, not only has the efficiency ofIndia's Chief Purchasing '1'001 diminished 
in consequence of the Great War, but aU lleserves of Pnrchasing Power have similarly 
lost in value. All holders of these rp,serves have therefore also suffered, though not 
so severely as the poorest classes of wage earners. These injustices to wage and 
salary earners have by now been very largely removed by increases of pay. 

(D) On the other hand, sudden and considerable increases in the Purchasing 
Power of the currency also involve injuRtice and, if unexpected, heavy losses on 
principals engaged in the work of prodnction. For falling prices mean unexpected 
10sRes on al~ stocks of raw products and manufactured goods, and on all goods 
in course of production. Those wh,) produce are in many cases far better 
informed and organised than the poorest classes, and so can exert far greater political 
influence than t.he vast unorganised mass of small wage earners. If, then, the general 
fall of prices (i.e. access of Purchasing Power of the country's Monetary Tools) be 
very great, Government are sure to hear a lot of the matter; and demands will be 
made that Government turn the situation in favour of the producing, stock-holding, 
and speculati'Te classes by directly or indirectly putting more money into circulation 
in order to lessen the value (i.e. purchasing power) of the .Money Tools then current. 

PART II.-GOVERNMENT'S CURRENCY FUNCTIONS. 

(E) Since the closing of the Indian ~Iints to the free cOlUage of sih'er in 1893, and 
until Government declared sovel'eigns legal tender in IndIa, the work of issuing new 
currency in India has been the monopoly of the Government of India. As the ratio 



APPENDIX 90. 589 

of the rupee to the sovereign is at present fixed at a point which, for the time 
being, prevents sovereigns being legally tendered in India for purchasing purposes, 
Government are, in effect, still the only source from which supplies of new currency 
can be obtained by the public. And as the value, or purchasing power, of India's 
Money Tools ·depends upon the volume of those Tools in circulation as compared with 
the volume of work they are called upon to perform, it itJ within the power of 
Government to-day to augment or diminish the purchasing power of India's Money 
Tools by respectively withholding or multiplying new issues of currency. 

(F) Hightly used, the expression .. stabilisation of the rupee" should mean 
.. stabilisation, as far as practicable, of the general purchasing pou:er of the rupee" 
and not, as often understood, of its purchasing power in relation to the sovereign or 
pound sterlin~ only. And, remembering the grave injustices and hardships inflicted 
upon great sections of the population by considerable fluctuations in the purchasing 
power of the country's Money Tools, it is clearly one of the first. duties of Government 
to guard against all such fluctuations as far as humanly possible. 

This duty is by no means easy of accomplishment, for fluctuations in internal price 
level~ arising from natural causes (such as exceptionally good rains, or blights or 
1,ests), affect sales overseas and later purchases overseas, thereby changing the 
balance of trade, and so altering the purchasing power of the rupee and of the pound 
-sterling in relation with each other. On the other hand, Government, when dealing 
with Council Drafts and" Reverse Councils," can raise or lower the foreign exchanges, 
and so, for the time being, lower or raise internal price levels. To add to the 
diHiculties of the problem, interested organisations at the chief ports often demand 
currency facilities or exchange policies quite regardless of the consequences on 
internal price levels, were these organisations' demands acted upon. 

(0) I may add in this connection that if Government find it impossible to conduct 
.a currency policy that will not affect the purchasing power of India's Money Tools 
one way or the other, then I think it would be best in the general interest of India 
that the general level of internal prices should very slowly and gradually rise, rather 
than steadily and continuously fall. This would mean that ill periods of prosperity 
arising from a succession of good seasons in India and good demands overseas for 
India's surplus prodncts, sterling exchange also would gradually--not rapidly--rise. 
If internal prices in India were prevented from rising at all (by withholding additional 
supplies of new currency), then sterling exchange would rise by leaps and bounds. 
This is objectionable for many reasons. But I see no reason why sterling exchange 
should not, in such conditIOns as assumed above, be allowed to move upwards 
gradually to a new level, for the only alternative wouM be a great rise of prices 
within India, i.e. a great loss of purchasing power of India's existing Money Tools. 
Aud this spells hardship and misery for millions, and the creation of a seedbed of 
hostility to all ruling authority. 

I believe it to be quite possible for Government, notwithstanding erratic political 
pressnre, and conflicting standards of currency management, to steer a middle course 
along the line indicated above, as indefld. Government appear to have done during 
the last two years, avoiding both violent fluctuations in sterling exchange, and 
marked changes in the purchasing efficacy of the rupee within India. 

PART I1I.-REPLIES TO THE COMMISSION'S QUESTIONS OF 24TH :YOVEMBER 1925. 
(H) With the above definitions and guiding principles in mind, I venture to 

answer below the nine questions issued in Delhi on the 24th November 1925 to the 
Press by the Government of India on behalf of the Commission. 

l.-(a) Is the time ripe for a solution of the problems of Indian currency and 
. exchange by measures for the stabilisation of the rupee, or otherwise? Answer.­
No, certainly not, if by "stabilisation of the rupee" is meant" attempting to fix 
permanently the ratio between the rupee and the sovereign or pound sterling." 

- My reasons for this conclusion are-
(1) Uncertainty as to the future of gold. 
(2) Uncertainty as to the future of the European exchanges, most countries m 

continental Europe being in financial difficulties. 
(3) Uncertainty as to Great Britain's ability to maintain parity between the 

sovereign and the pound sterling so long as her export trade is handicapped 
by local and national indebtedness of a magnitude unpredecented in her 
history. 

(4) Uncertainty as ·to the consequences of a succession of bad seasons in Inciia 
with Indian prices at their present high level relatively to pre-war price 
levels in India. 
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ft would certainly increase confidence and enterprise on the part of mauy ellO'aO'eti 
in foreign traue--but a small number, however, relati"ely to the whole pojlUla~o~-

, if Government conld. see their way to announce that they are prepared. at all time8 
(a) to sell pounds I:)terling at, say, Us. 13. 3, if the public require remittances to 
England, and (b) to Issue additional rupee currency at the current market rate of the 

·day to an extent that would. guard against rapid. or great rises in sterling exchange 
having ~egard to the necessity of guarrling also againRt rapid 01' gi'eat rises of 
rUFee prIces. 

)'[ore \than this, I could nut recommend at present. 
(b) What is the comparative importance of stability in internal prices and in 

foreign exchanges? Answer.-In the interest of India as a whole, I consider that 
Government should regard stability in internal prices as of greater importance than 
stability in the foreign exchanges. 

This, because or the very great magnitude of India's population, anf} the small 
means and consequent helplessne~s of the vast majority of that population. 1n such 
circumstances Government ought to take e,'ery possible step to guard against any 
failure of the people's Mouey Tools. High prices for non-food products grown in 
India quickly affect the prices of food and clothing and other simple necessaries 
which ought not to be allowed to Soar out of the people's reach. So far as l'upe~ 
prices in India may be affected by issues of new currency, it should be one of the 
first duties of Government to maintain the efficiency and stability of the country's 
Chief Purchasing Tools. 

Instability in sterling exchange is no doubt vexatious and troublesome to 
Government, and.to the relative few engaged in foreign trade; but, provided it be 
not allowed to run to extremel:), is not fatal, or even a very serious matter. The 
Exchange Banks will always, at a price, cover exchange risks. And the price is. 
generally reasonable and very I:)mall. 

(c) What are the effects of a rising and a falling rupee, and of a stability of u high 
or a low TIlpee on trade and industry, including agriculture, and on national fiJlance? 
Answer.-An exhaustive reply to this question would mean a lengthy treatise! 

Briefly, a rupee rising in general purchasing power (as evidenced by a general 
fall of prices) inflicts unexpected losses on all prodncers and stockholders; checks 
enterprises; numbs indllstry; and causes a general slowing down of econolUic ell'ort. 
So far as sterling exchange is concerned, it temporarily checks exports amI stimulates 
imports. 

On the other hand, a rupee falling in general purchasing power (as evidenced by 
a general rise of prices) transfers unmeriteu profits to all producers, stockholdf'fs,. 
merchants, middlemen, and speculators, and so stimulates all forms of productive and 
speculative activity at the expense of the great mass of fixed wage earners, pensioners, 
rentiers, and other~ who suffer unmerited and possibly cruel hardships. The fall in 
sterling exchange temporarily stimulates exports and checks imports. 

A stable.rupee, whether of high or low purchasing power, simply permits (a) world 
prices of products of which India enjoys a monopoly to adjust themselves to Indian 
costs of production, and (b) the Indian prices of products produced in other countries 
as well as India to adjust thelllf"elv(:'s to world levels. After the adjustment has taken 
place, there is no advantage to India either way-whether the rupee be of high or low 
value. 

So far as National finance is concerned, as India has to purchase over £30,000,000 
sterling anilUally to meet h(:,l" sterling liabilities, it would appear at first thought that 
the greater the purchasing power of tlw rupee in relation to sterling (in other words~. 
the higher the rate of sterlmg exchange), the better it should be for India. But this 
conclusion is subject to many qualifications and limitations. If, for example, 
'this increased purchasing power be brought about by world conditions, including, 
possibly, a change in the value of gold, that have not caused a corresponding general 
fall of prices in India, then India gains for the time being, till further world 
adjustments in prices have taken place., The: number of variations and combinations 
in local and world conditions is so great, that it is impossible in this place to discuss 
all possibilities that might result from such variations and combinations. 

2. In relation to ,what standard, and at what rate should the rupee be stabilised, 
if at aU? When should any decision as to stabilisation take effect? Answer.-The 
rupee-silver and paper-is snch an efficient Monetary Tool so far as the great 
;majority of India's vast population is conce-rued, that I cannot recommend its 
.:relegation t.o a secondary place in India's currency system in the present state of· 
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the world's monetary affdirs. If, however, it be thought necessary" in the interest of 
India" to attempt to stabilise the rupee in relation to some other currency, then tllE'" 
sovereign or the ponnd sterling would certainly be the bt'st uirectiolls in which 
to turn. 

Of these two, the sovereign would probably be the better. But if this were done, 
and Great Britain should find it impossible tor any reason hereafter to maintain the 
pound Rterling at par with the sovereign (sovereigns haye not been in circulation in 
the United Kingdom for many years past). great confusion would arise, for we shoulcL 
probably see two exchange quotations for the rupee current every day-one for the 
pouud (sterling), and another for the pound (gold). [would therefore urge extreme 
eaution, and a deferring of the decision to attempt f>tabilisation with Great Britain's 
currency till we have had more experience of the European and American exchanges 
under the conditions amidst which we are now working. 

3. 1£ the !'ate selected differs materially from the present rate, how should 
transition be achieved? Answer.-If the rate selected were materially lower than 
that current at the time of selection, transition could only be effected by putting 
more currency into circulation, thus milling pl'lces, checking exports, reducin~ 
overseas demands for rupees, and so lowering sterling exchange. I most stronf,ly 
deprecate any snch depreciation of India's .Money Tools. 

1£ the rate selected were materially higher than that current at, the time of 
selection, tben transition could be expedited by withholding issues of new currency, 
thus lowering prices, stimulating exports and checking imports, increasing overi:3eas 
demands for Indian currency and the sterling cost of rupees. tiuch action must be 
even more st.rongly deprecated than a deliberate depreciation of the currency. 8ee,. 
however, para. (0) above. 

4.-(a) What mcaslll:es should be adopted to maintain the rupee at the rate 
selected? Answer.--Much the same as before the War, except that opportunitie:3-
for remitting from and to India at definitely fixed rates should be increased; and, in 
view of present price levels, the Gold Standard Reserve enlarged. 

(b) Should the Gold Exchange Standard system in force before the War be 
continued, and with what modifications, if any? Answel'.-Yes, but with the following 
developments :-

(1) The Gold Standard Reserve to be increased to at least £50,000,000. 
(2) .. Re\'el'se Councils" to be always "on tap" at the larger Branches of 

the Imperial Bank of India, at a fixed rate, and in SUlDS of Rs. 10,000 
and over, 

(3) The Secretary of State's Budget requirements to be obtained through the 
Imperial Bank of India who would provide him with the necessary sterling. 
and reconp themselves by daily sales in London of Transfers on their 
leading Indian Branches, and daily purchases in India of sterling transfers 
on Loudon, at rates fluctuating according to market requirements between 
maxima and minima fixed bv Government. The Government of India to 
place the Imperial Bank of India in funds in India as required in 
connection with the Bank's sales of Transfers on it.s Indian offices. 

(4) Dpmands by the public for remittances to India over anel above those 
provided by the Imperial Bank of India in connection with the Secretary of 
State's Budget requirements, to be met from sales by auction in London of 
Currency Council Drafts on the Indian Treasuries at the chief Indian 
Ports. Currency Councils not to be available till the Imperial Bank of 
India had sold in London and bought in. India sufficient Budget Transfers 
to meet the Secretary of State's Budget requirements for the rear. 

(5) Proceeds of Ourrency Council Dmfts would ordinarily be devoted to the 
purchaf'e in London and shipment to India of specie or bullion for enlargmg 
the Indian currency, but might be retained temporarily in Londou in a 
Special Division of the Gold Standard Reserve, if Government, tor any 
reason, did not consider it necessary to add imrnedi~,tely to the volume of 
the Indian currency in the ordinary way. 

(c) What should be the size, composition, location, and employment of a Gold 
Standard Reselve? Answer,-At least £50,000,000, half in gold and half in sterling 
secuntles. Th~ gold to be held in the Indian Treasuries and the securities by the 
Secretary of State in London, The Beserve to be employed to maintain sterling 
exchange at the minimum point agreed upon. 

5.-(a) Who ... hould be charged with the control of the note issue, and on what 
:principles should control of management be transferred to the Imperial Bank of 

X 
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India? What should be the general terms of transfer? An8wer.-The Government 
of India. I am strongly opposed to allY transfer of authority in the matters of 
manufacturing and issuing new cllrrency from Government to any Dank. I consider 
the Bank of England system wholly unsuitable to India. The maintenauce of the 
purchasing power of a country's Money Tools is one of the first duties of every 
Government, and the Goverrunent of India, perhaps more than most GovernmentR, 
mnst carry out thls duty wlth the utmost punctiliousness. The Government of 
India's Money Tools have always been, and must always continue to be, above 
reproach.\ Indian currency notes are growing in popularity daily-a development 
which Government should do everything to encourage. 

So far as the month-to-month, day-to-day management of the currency issued by 
Government is concerned (including the provision of temporary supplies of Money 
Tools for the moving of the crops, &c.), the present arrangements with the Imperial 
Bank of India seem to me adequate. 

(b) What provisions should be made as to the hacking of the note issne? 
Answer.-Tne present arrangements appear to me adequate with the exception of 
Government's own Securities which are not an altogether tlatisfactory backing for 
Government notes. 

In this ('onnection I may mention that I see no good reason why Government 
&honld not i~slle special Service Notes as currency (e.g. notes backed by remunerative 
public works), provided 8uch Money 1'ools could be put ,nto circulation without materially 
lowering the efficiency of the Tools already in use. An appropriate time for such an 
issue would be when a tendency towards a general fall of prices was becoming 
manifest. From the revenues derived from the public work constructed by the aid of 
these special Money Tools, a Sinking Fund could be provided for the acquisition 
and withdrawal from circulation of the whole of the special issue in, say, 30 years. 

The economies gained by the employment of capital on which no interest wonld 
have to be paid are obvious; and might enable much needed public works to be 
initiated the construction of which might otherwise be delayed. 

(c) What should be the facilities for the encashment of notes? 
Cd) What should be the policy as to the issue of notes of small value? 

.4nsu:ers.-The more the better. In the meantime, present alTangements seem 
satisfactory. I believe one-rupee notes to be costly to maintain and insanitary 
in nse. Therefore I am against the issue of any note under five rupees. 

6.-(a) \Vhat should be the policy as to the minting of gold in India and the uso 
of gold as currency? Answer.--Having regard to the facts that the great dangers 
to India of the opening years of the present century no longer exist, that much 
uncertainty exists as to the future value of gold (most countries have now abandoned 
its use as currency, aurl employ it only as Heserve Mouey available for the adjustment 
of intel'national balances), and that the chief countries of Europe-including Great 
Britain-are still only in proceSf> of a gradual and difficult recovery from the efIect'i 
of the Great War, their financial and e~onomic conditions still being very complicated, 
I no longer feel that it is urgently necessary" in the interest of India" that India 
:::.hould now have a gold currency. Gold Aloney Tools are an expensive luxury in 
these days of heavy national indebtedness, and I advise a waiting policy. India. 
is doing very well indeed with her present Money Tools. 

At the same time, I should be inclined to aim at the eventual establishment of a 
,gold monetary system in India, the currency to include (a) gold-backed notes, (b) gold 
coins of large value only, say, Rs. 20 to Rs. 30 each, and (c) a large volume of 
subsidiary silver coinage legal tender for bums up to Rs. 100. 

(b) Should the obligation be undertaken to give gold for rupees? Answer.-No. 
not until the Indian currency contained a large proportion of gold coins. But the 
Government must be prepared to sell "Reverse Councils" as suggef>ted in my reply 
to question 4 (b). 

7.-(a) By what method should the remittance operations of the Government of 
India be conducted? 

(b) Should they be managed by the Imperial Bank? Ansl.Cer.-See my replies to 
.question 4 (b). 

8.-(a) Are any, amI if so what, measures desirable to secure greater elasticity in 
meeting seasonal demands for currency!' 

(b) Should any, and if so what, conditions be prescribed with regard to the issue 
of currency against hundis? Auswer.-So far as 1 know, the present arrangements 
are working quite satisfactorily. 
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9. Should any change be made in existing methods for the purchase of silver? 
.Answer.-Yes; the Government of India should call for tenders for such silver as it 
may require for currency purposes in Bomhay as well as in London, and, in special 
-cases, in any other part of the world that they may deem suitable. 

I would here repeat that having regard to the uncertainty that dims the future of 
,gold, of sterling exchange, and of the European and American exchanges generally, 
and also to lb) the general prosperity and very strong economic position of India as a 
whole, I see no reason why India should hasten, at this particular moment, to 
attempt to discard (and thereby discredit) her very efficient Silver Money Tools 
and substitute Gold Money Tools in their place, the more especially as the 
introduction of these new anll expensive Gold. Tools would necessitate the 
fixing of a ratio of exchange between the silver and the gold tools (or between the 
rupee and sterling) that might be very difficult to maintain except by disregarding the 
efficiency of the Money Tools already everywhere in use by the g)'eat majority of 
the masses of India. Therefore, I would urge the utmost caution. "Wait and see" 
should be our policy. 

India as a whole appears to me to have arrived at a higher level of material 
prosperity, and with far larger accumulations of wealth than she has ~ver before 

-enjoyed at any previous period of her history. There is no necessity to invite 
-currency complications at this particular time. 
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Statement of evidence submitted by the East India Section of 
the London Chamber of Commerce. 

·(A) A proposal to place Indian currency on a gold basis. 
1. The Executive Committee of the Section is impressed with the fact that there 

bas not been time to readjust economic relations of the world, which were so 
violently disturbed by the Great War, and this may be seen by wide fluctuations in 
-exchange values. 

2. The effect of placing Indian currency on a gold basis, with gold coins as an 
internal medium of exchange, would involve a demand for gold which, in the opinion 

·{)f the Executive Committee, would greatly exceed the estimate of £103,000,000 
mentioned; an Indian gold currency would be used far beyond the-borders of India, 
and gold coin would be likely to be hoarded in very much larger quantities than is 
gold bullion at present. 

3. These considerations would, in normal times, render the establishment of a 
.gold standard in India a daring experiment of the first magnitude. Under the present 
abnormal conditions, such an experiment would, in the opinion of the Executive 
Committee, be fraught with danger to India and to this country. 

4. For these reasons, the Executive Committee is of opinion that the present is not 
an opportune time in which to introduce a gold currency in India . 

. (B) A proposal to stabilise the rupee. 
5. If it were possible to stabilise the rupee as soon as it reached an exchange level 

which would in future be likely to represent normal, it would, in the opinion of the 
Executive Committee, be desirable to do so (the attempt to stabilise the rupee at 2". 
must now be definitely regarded as having been a complete failure). At the same 
time the Exe~utive Committee is not satisfied that it would be possible in all the. 
circumstances surroundip.g the case to maintain the rate at Is. 6d. In this connection 
it has to be borne in mind that for five years in succession there have been good 
monsoons. Should the favourable cycle be broken it may be found that the normal 

·exchange value of the rupee will be nearer Is. 4d. than Is. 6d. In view, therefore, of 
the uncertainty as to whether the present rate can be regarded as normal, the 
Executive Committee recommends that stabilisation should not be undertaken until 
India has passed through a year of bad harvests. 

6. Whilst it is true that a Is. 6d. rate should, prima facie, assist imports from this 
.country into India, it must be remembered that that rate operates against the export 
~i Indian produce, and so reduceH the purchasing power of India. 
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Statement of evidence on the Indian Currency Problem, 
submitted by Professor Gustav Cassel. 

I.-THE GENERAL BACKGROUND. 

When the Commission asked me for my views on the questIOn of the Indian 
Currency, the CommIsSIOn presumably desIred my opinion on the effects on the 
world's economy in general of a reform of the Indian currency and particularly 
of an e-tentual mtroduction of a gold standard with a gold circulatioill in India.. 
This question is essentially that of how an increased monetary demand for gold 
on the part of IndIa would affect the supply of gold at the disposal of the rest 
of the world and thereby the general level of prices in gold-standard countries. 

In order to elUCIdate thIS question it IS clearly necessary, first of all, to 
show how the general level of PrIces is affected by variatIOns in the gold supply, 
and what the gold supply ought to be in order that the general level of gold 
prices should remam constant In investigating this question we have neces..<;arily 
to take account of the world's total supply of gold. In other words, we cannot 
be content WIth considering merely the stock of gold of a single country, netr, 
aE' is often assumed, the world's mionetal'Y stock of gcJd. Neither of th~se 
quantities has an independent existence In a gold standard, gold is free to­
move between countries as well as between the monetary and the mdustrial stock 
of gold This mobilIty of gold is a fundamental characteristic of the gold 
standard We have, therefore, necessarily to find out how the general Ie, cl of 
prices in a gold standard depends on the world's total supply of gold. An 
mvestlgation into this question is contained in my " Theory of Social Economy," 
London, 1923, and the results are summed up m my " Fundamental Thoughts 
in Economics," London, 1925 I shall take the liberty in the following of quotmg 
sr:Jme passages from this summary. 

The economic progress of the world must, of course, make an increal-ed 
supply of gold necessary if the value of gold is to be invarIable, i.e, if the general 
level of prices of commodities is to be constant We cannot, therefore, speak of 
a superfluity or a scarcity of gold m any period without referring these con­
ceptions to a supply which can be regarded as normal for that period. But ,~hat 
supply is normal? That is the equivalent of asking: What rate of increase in 
the world's gold supply has been necessary during a certain period to enable the 
general level of prIces to remain constant during that period? Of course, this 
question can only be answered by experIence, i.e., by collecting statistical matprial 
for a lengthy period. To this end, the period from 1850 to 1910 is particularly 
{'onvenient, because the general level of gold prices in 1910 was practically the 
same as in 1850. In this period, however, the world's total stock of gold was 
multiplied by the figure 52, WhICh corresponds to an annual increase of 2 S per 
cent. If, therefore, the world's stock of gold had increased uniformly durmg 
the whole period by 28 per cent. every year, the stock in 1910 would have been 
precisely what it actually was, and there would have been no reason why the 
supply of gold should have caused any variation in the general level of prices 
in the meantime Such a uniform growth of the world's stock of gold from 
1850 to 1910, therefore, may be taken to represent the world's normal gold supply 
for every year erf that period. The actual gold stock of the world was greater 
for a part of the period and smaller for the remainder, and we are in a p05ition 
to give in precise figUl'es a measure of the superfluity or scarcity of gold at any 
time {)tf the period under consideration For this purpose I have introduced the 
conception of a relative gold supply, which is for any given year the actual gold 
supply divided by the normal gold supply. 

This relative gold supply is the only factor which can reasonab7 be assumed 
to have anv influence on the !Seneral level of prices. The object 0 our investi­
gation mus"t. therefore, be to find out how far the actual variations of the general 
level of gold prices during the period from 1850 to 1910 are explained bv corres­
ponding variations in the relative gold supply. Thus we have to compare two 
curves, of which oille represents the relative gold supply and the other the general 
level of gold prices. It is then immediately shown that the latter curve contains 
sharp short-time fluctuations which have no counterpart at all in the very even 
curve repreenting the relative gold supply. These price fluctuations arp easily 
recognised as oonnected with periods of prosperity and depression. \Ve can 
immediately draw the conclusion that trade cvcles'have nothing to do with the 
supply of gold. Eliminating the corresponding short-time price fluctuations 
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from the curve representing the general level of prices, we find a curve which 
corresponds to our curve of relative gold sUfply in a most striking manner. The 
conclusion is that the long-time variations 0 the general level of prices essentially 
depend upon variatio~s in the relative gold supply. 

According to these definitions a superfluity of gold was ruling in the 'fifties 
and the 'si~ties of the nineteenth century, and the general level of prices rose 
correspondmgly. This superfluity was diminished during the following decades, 
and. bY' about 1887 the supply of gold as well as the general level of prices had 
agam become normal. In the middle of the 'nineties a scarcity of gold prevailed 
and the general level of prices sank beneath the normal level. In 1910 the total 
mpply of gold and the general level of prices were again normal. The rise of 
the general prices in the 'sixties and the fall of the general prices in the 'nineties 
were both greater than what would exactly have corresponded to the superfluity 
or scarcity of gold, and it may perhaps be inferred therefore that the movements 
of the general level of prices have a certain tendency to enlarge the influences 
of a sUI?erfluity or a scarcity of the supply of gold. If the world's total stock 
of gold IS to increase by 2'8 per cent. per annum, the annual production must not 
only correspond to that factor, but must also make up for the year's definite 
loss of gold, which may be taken on an average to represent 02 per cent. of the 
total stock. Thus the annual production must amount to 3 per cent. of the total 
stock at the beginning of every year. Should the production exceed this amount 
of 3 per cent., the general level of prices must rise by the difference; again, should 
the production fall short of the said amount of 3 per cent., the general level of 
prices is bound to fall by the difference, e.g., if the world's production of gold 
m one year should only amount to 2 per cent. of the total stock at the beginning 
of that year, we have to expect a fall in the general level of prices of 1 per cent. 
Naturally, if the same shortness in the production of gold should prevail for a 
series of years, the fall in the general level of prices must continue at a rate of 
1 per cent. per annum. 

As the annual supply required for stability is a certain percentage of the 
stork accumulated, it must obviously grow at the same rate as the stock itself. 
This is a very important conclusion. Indeed, the consequence is that, if the pro­
duction of gold, however abundant it may be at the present moment, should remain 
constant, it must become insufficient within a certain number of years. For the 
prouuction increases the stock and when the stock grows, the annual increase of 
the stock which corresponds to the economic progress of the world must grow 
likewise, and sooner or later outgrow the constant production. If the annual pro­
durtion of gold falls short of the percentage of the accumulated stock required 
to Inret economic progress, the general level of prices in a gold standard is bound 
to fan. If, therefore. the world should be confronted with the impossibility of 
increasing- the annual gold production, and consequently with the necessity of 
being satIsfied with a constant gold production-not to speak of the case of an 
actually diminishing production-the world would have to face a continual and 
incessant fall of the general level of prices with a consequent economic depression. 
Thus the gold standard must be said to be a satisfactory standard only on the 
condition that the world is able to increase indefinitely its annual production of 
gold at the same rate as characterises the worlds general economic progress. 

My calculations show for the end of 1910 an accumulated stock of gold of 
£2,600 millions.* This stock had increased by the end of 1923 to £3,623 millions. 
The actual gold production amounted in 1924 to £794 millions, representing only 
2'19 per cent. of the accumulated gold stock at the beginning of the year. Assum­
ing that a yearly production of 3 per cent. of the accumulated stock still repre­
sents the normal requirement, we here find a deficiency of 0'81 per cent. In 
absolute terms the gold production ought to have been £1087 millions. As it 
was only 794 millions there was a deficiency of £29'3 millions. In 1925, a 
production of 3 per cent. of the stock at the beginning of the year would have 
represented £1109 millions. In reality it was only about £81 millions, and thus 
there was a deficiency of £29 9 millions, representing in percentage of the accu­
mulated stock 081. It is worth noting that the absolute deficiency is increased 
and the relative deficiency is unaltered-in spite of a considerable increase in the 
production. 

It is clearly seen from these figures that the present height of gold production 
is entirely insufficient for keeping up what we were accustomed before the War 
to regard as a normal economic progress requiring an annual gold production of 
- ------ ---------------------------------

• The original calcul,llioml are in gold marks, and I have converted them here to poqnds at 
tIle rote of 20 U1lU'ks for £1. 
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3 per cent. of the accumulated stock. If this scarcity of the gold supply is not 
felt at present as a serIOUS evil, this is only due to the fact that during the period 
from the beginning of the War to the end of 1924 America has accumulated 
quite an abnormal monetary reserve of gold. During the time of inflation gold 
was expelled from a number of European countries, and most of this gold was 
accumulated in the United States. The American authorities have taken the 
very sound view that this gold stock, in so far as it exceeds the normal require­
ments of the country, IS to be regarded as held in trust for the rest of the world 
and particularly for European countries which may want to get the gold back 
again, ~s they gradually return to the gold standard. The American gold reserve 
has therefore not been used as a foundation for bank credit to such an extent 
as would correspond to usual traditions, the Federal Reserve system having seen 
its ratio of total reserves to deposit and note liabilities run up for some time to 
80 per cent. and more. 

People in Europe. however, have often taken quite an exaggerated view 
of the American superfluity of gold. It has been said that this superfluity would 
force America to a great inflation of her currency with the consequence of rising 
prices, and it has also been believed that Europe would run the great risk of 
being overflowed with American gold. On several occasions I have uttered 
warnings against such exaggerations and tried to make it clear, not only that 
there was no reason for assuming the growth of the American gold stock to be 
unlimited, but also that the part of this gold that could really be regarded as 
superfluous was no greater than would admit of its probably being absorbed in 
a comparatively short time. The actual course of events has confirmed this view. 
Towards the end of 1924 the gold stream took a new direction, and 1925 showed 
a net export of gold from the United States of 1344 million dollars. True, this 
is not very much in comparison with the great accumulation of gold in the United 
States. But still it haE! proved enough to cause people in Europe to take a more 
reasonable view of the limits of the excess of gold in America and also to bring 
about a slight alteration in the American conception of the situation. In fact, 
there are several signs that go to show that people in the United States are no 
longer so eager to get rid of the superfluous gold, but are rather inclined to keep 
themselves ready to protect their gold reserve if it should be exposed to an 
increasing demand from abroad. This change of mind is natural enou~h. The 
merchandise trade balance of the United States is no longer so favourable as it 
used to be. From the figure of 981 million dollars for 1924. the excess of exports 
was reduced to 6845 million dollars in 1925. The latter figure being much less 
than the foreign loans granted by the United States during the year, there is 
rOOM for foreign demands for gold. Of course, America can easily protect her­
self against such demands by measures restricting her capital market. But such 
a policy would mean precisely that America would keep her !!old stock for herself, 
with ilie result tliat her extraordinary reserve of gold would no longer be at the 
disposal for the rest of the world. 

It is very instructive in this connection to read the National City Bank of 
New York's review of the gold situation of the United States (in their Report 
for February, 1926). The article referred to gives for the 1st July, 1925, the 
total of gold coin and bullion in the United States Treasurv and Federal Reserve 
Banks at 3,962 million dollars, and the total of notes and deposit liabilities of 
all banks at 50,969 million dollars. From these figures the ratio of gold reserve 
to liabilities is calculated to be 77 per cent. For die end of 1924 the corresponding 
ratio of gold reserve to liabilities for Great Britain is calculated to be 65 per 
cent. The difference is small, and the higher gold cover of the United State'3 
is, according to the article, very well accounted for by the peculiarities of the 
American banking system. The important feature in this reasoning is the fact 
that leading people in America now think the time has come when the gold reserve 
of the country must be defended as not being superfluous. 

Still, according to acknowledged standards, the gold reserve of the Federal 
Reserve system is doubtless somewhat higher than necessary. On the 30th 
December, 1925, the reserve ratio was 673 per cent., and thus. from the 
traditional point of view, there could be no reasonable objection to further gold 
exports. If we assume, however, that by such exports the reserve were to come 
down to 50 per cent .• we may be sure that the Federal Reserve authorities would 
take strong measures to protect their reserves. Such a reduction in the reserve 
percentage must therefore be regarded as the maximum. In other words, of the 
673 per cent., 17'3 per cent. could pm;sibly be regarded as an exce~sive resen'e 
In absolute figures, the combined liabilities amounted on the said date to 4,192 
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million dollars. 173 per cent. of this sum is'725 million dollars. This is, there· 
fore, the maximum amount to which we can reasonably estimate the excess stock 
of gold. According to the views now prevailing in America, the excess stock is 
doubtless much smaller, if it exists at all. 

As now, the deficiency of the world's gold production according to the above 
calculatIons, amounts to about £30 millions, or nearly 146 million dollars, our 
calculated maximum excess stock of gold In the Umted States does not cover 
this deficiency for more than five years. Of course, objections may be raised 
against these figures. They cannot pretend to be exact. But they are built on 
the Lest material available and they give without doubt tlie essence of the whole 
problem of the world's gold supply as it presents itself for the time being. 

Our result clearly shows that we are now rapidly approaching the time when 
the deficient gold production will make itself felt in an actual scarcity of the 
total gold supply of the world. Of course, we cannot know anything about the 
future development of gold production. But assuming the gold production to 
remain at its present heIght, the total stock of gold is bound to increase and then 
the annual production required for keeping up a certain economic progress must 
increase in the same proportion. With an unrestricted demand for gold, a grow­
ing scarcity of the metal with the consequence of incessantly fallmg prices is 
therefore inevitable, unless a very important increase in the world's gold produc­
tion can be expected, or unless the world is going to acquiesce in a slower degree 
of economic progress than that which characterised the period 1850-1910. These 
are the fundamental features of the present gold situation. 

Under such circumstances it is natural enough that every effort should be 
made to economise the use of gold. A prolonged period of falling prices without 
any prospect of a defimte end would bring about a continued depression of the 
world's economic life, and must, therefore, be regarded as one of the most serious 
economic evils which could befall human society. A systematic economy in the 
usa of gold is, however, practically possible only as far as concerns the monetary 
use of the metal. Since the very beginning of the after-war reconstruction I 
have regarded this economy in the monetary use of gold as an essential element 
in th~ whole wOil'k of reconstruction. This view has been shared by leading 
aut horities. It found official expression first in the resolution of the Genoa 
Conference, which recommended that a certain economy in the use of gold should 
be aimed at by the concentration of the reserves of note-issuing banks. The 
extension of this economy to the use of gold as a circulating medium was at that 
time not possible to get incorporated in the resolutions. When, however, in 
April, 1925, Great BrItain returned to the gold standard, the idea had ripened 
that, owing to the scarcity of the world's gold supply, it was necessary to refrain 
from bringing gold coins into circulation. Mr. Churchill's gold standard retained 
only the very kernel of the gold standard, viz., the maintaining of the currency 
within the neighbourhood ot a constant parity with gold. 

This is the model for the monetary system of the future. The programme 
I1hould be: no gold in circulation and the greatest possible concentration of gold 
reserves, not OIily within every nation, but also internationally. This limitation 
of the demand for gold is to the common interest of all nations, inasmuch as 
everyone of them is interested in the highest possible stability of the purchasing 
power of its money and in preventing any growth of the real burden of its public 
debt. 

What absolute purchasing poweI' our money has is of course of no importance, 
the only relevant point being that the purchasing power is kept constant. As a 
matter of fact, the restoration of the gold standard as an international monetary 
system has been carried through at a price level-measured according to the 
index number of the Federal Reserve Board-of about 160 (corresponding to 
about 150 of the Bureau of Labour). Had the American price level fallen 
essentially below this point, it is extremely doubtful whether other nations would 
have found it possible to carry through the corresponding deflation and to restore 
the pre-war parity of their currencies. Now that this has been done in ;). series 
of cases, it is essential that the nations concerned should not be fOTC'pd to a further 
deflation with all its pernicious consequences. 

The question is simply this: will it be possible to keep the general level of 
prices at about the hei~ht denoted by the quoted index figures 1 The answer is 
given by the above analysis. We shall have in all probability to face a growing 
scarcity of gold, a scarcity that can only be overcome by progressive reductions 
in the world's monetary demand for gold. All nations must co-operate in this 
policy. If any count~y chooses unnecessarily to increase its demand for gold, 
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we may be sure that other countries will answer by increasing their demands, 
or at least by measures calculated to protect their reserves, locking them up so 
as practICally to withdraw them from the world's commolIl fund ot gold. With 
umted efforts it seems fairly certain that we shall be able to prevent any consider­
able fall m the general level of PrIces for at least one or tWOI decades. 

What will happen thereafter it is of course impossible to tell. If t.he general 
progress of the world should require an annual addition to the gold stock far 
greater than the world's gold production can supply, and if we have exhausted 
all our gold economising devices, a continued and unlimited fall in the general 
level ol\prIces will be meVltable. If the world then finds it necessary to avoId 
this calamity there will be no other alternative than to abolish the gold standard. 
Most people have hitherto regarded such a step as practically impossible, and 
rertamly It would have been very unwise to try it under the condItions of extreme 
disorganisation and mistrust WhICh prevaIled after the war. But after a pro­
longed perIod of international co-operation towards stabilising the purchasing 
power of the world's currencies, the SItuation would be essentially altered. The 
very habIt of dehberately regulating the value of gold by a systematic economy 
in the monetary use of the metal would be the best imaginable preparation fOir 
the future regulation of currencies without the use of gold. In stating this I 
do not overlook the difficulties. But in face of the great danger of a serious and 
progressive scarcity of gold the world would be forced to find a way out. Of 
course, the abandonment of the use of gold for monetary purposes would cause 
an enormous fall m the value of gold. All those interested in the value of gold, 
be it as producers or as possessors of gold funds, should observe that a policy pre­
venting the value of gold from rising is from theIr point of view very much to 
be preferred to a development which would allow the value of gold to rIse to such 
an extent that the world would be forced entirely to abandon gold for monetary 
purposes. 

One mIght perhaps be inclined to believe that the world's annual monetary 
l'equirements of fresh gold might be diminished if the general level of prIces 
were allowed to fall to a certain lower level. But this is not so. The annual need 
for gold, required for keepmg the price-level constant, is independent of the 
tlr>.tuallevel of prices and is exclusively determined by the rate of progress of the 
world's economIC life multiplied by the accumulated stock of gold of the world. 
The world's annual need for gold would therefore be the same as it is now, even 
if there had been no rise of prices since 1913. . 

A rise in the general level of prices has, on the other hand, necessarily a 
restricting influence on the annual production of gold. If this influence has not 
hitherto made itself very keenly felt in the most important centre of gold pro­
duction, South Africa, the explanation is only that the rise in prices of 
commodities in South Africa has been slower than in Europe and in America. If 
prices in South Africa were gradually to rise to a level with the world prices, a 
certain decrease in the South African gold production would necessarily follow 
and could only be balanced by progress in the gold-mining industry. People who 
are inclined to reckon upon an increase in the world's gold production from new 
discoveries of technical improvements should not quite lose sight of the counter­
balancing influences of a probable rise in the cost of living at gold-mining 
centres. 

H.-CRITICISM OF THE PROPOSAL TO ESTABLISH A GOLD STANDARD IN INDIA. 

A gold standard can take many different forms, and a criticism of the idea 
of introducing a gold standard in India will gain considerably in clearness and 
definiteness if it is referred to a particular scheme. It is, therefore, a great 
advantage that a " scheme for a gold standard for India" has been drawn up. 
and, as it has been communicated to me, I shall refer the following observations 
to this scheme. 

Such a scheme must be judged in the first instance from the point of view of 
its effect on the scarcity of the world's gold supply, the significance of which has 
been set forth in the foregoing paragraph. It is necessary, therefore, to ascertain 
what extra gold requirements will be brought about by the establishment of a gold 
standard in India in accordance with the present scheme. An extra demand 
must, of course, arise first of all for currency purposes. This extra demand­
the only one of which the scheme takes any notice-is calculated at 103 millions, 
and the scheme gives certain figures as to the distribution of this demand over 
the different stages which have been suggested for the g~adual introduction of 
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the ~c~eme. Having no particular knowledge of Indian conditions I take the 
statIstIcal figures as they are presented. But with regard to the calculations 
based on these figures, I venture to offer the following remarks. 

As the plan is to be carried through in 10 years, it is hardly satisfactory 
to calculate " the gold ultimately required for the reserve" on the basis of the 
present note circulation Rs. 189'5 crores. With the efforts now being made to 
~evelop not o&ly the banking system of India, but also generally the economic 
hfe of the country, it must necessarily be expected that the note circulation will 
grow at a certain percentage per year. An estimate of this percentage should 
be an important element in the plan. Considering that the note circulation has 
grown from 66,12 lakhs in March, 1914, to 1,89,51 lakhs in September, 1925, it 
seems not unreasonable to assume that persistent and systematic efforts to further 
the use of bank notes would result in the doubling of the present note circulation 
within the proposed transition period of 10 years. The 30 per cent. gold reserve 
required according to the scheme would then, at the end of the period, represent 
not 56'9 crores, but 113 8 crores. Thus the total sum required for the currency 
reform would not be 137'2 crores, as given in the scheme, but 194'1 crores, i.e, 
£145'6 millions instead of £103 millions. But this is not all. If the law requires 
thr Central Bank to keep normally a gold reserve of 30 per cent., the bank will, 
according to all experience, find it necessary to keep ordinarily a much larger 
reserve. Assuming that the bank, in order to be on the safe side, keeps a reserve 
of, say, 40 per cent., the need for gold for the reserve will ultimately amount to 
151'6 crores, and the total sum of gold required for the monetary reform will 
be 231'9 crores, or £1739 millions, instead of £103 millions. I quite realise that 
there may be reasons for assuming a slower growth of the note circulation, so 
I do not wish to press my figures, but put them forward only to draw attention to 
the considocable increase in the supposed gold demand which must be taken 
account of as probable. 

With respect to th~ distribution of this demand over the transition period, 
the calculations are, as far as I can judge, untenable. It is said that in Stage I 
" comparatively few hoards would be large enough to buy the minimum quantity 
sold by the currency authorities." But if the bullion merchants step in as 
intermediaries, it is difficult to see why the size of individual hoards would be 
of any importance, the merchants always being able to present enough silver to 
buy the minimum quantity of gold. They would, therefore, not only "lay in 
stocks in anticipation of demand," but also immediately act as representatives 
of the hoarders. It seems very possible, therefore, that the first demand from 
these sources might considerably exceed the calculated sum of Rs. 50 crores. 
But I leave this point, and accept the given sum of 50 crores as good. Then it 
seems to me that the authorities must have that sum of gold at disposal in order 
to meet the first demand on the introduction stage. The idea that the sum 
required could be diminished by the 30 crores of gold in the note reserve seems 
to me incomprehensible. If a country wishes to establish a gold standard, it 
seems a very strange measure indeed to begin the operation by completely 
exhausting the gold reserve on which its note circulation is founded. Such a 
procedure would hardly strengthen the confidence in the new monetary standard. 
I t seems certain, therefore, that the Rs. 30 crores gold in the note reserve would 
have to be left untouched, and that the assumed demand for Rs. 50 crores would 
have to be satisfied by gold acquired especially for the purpose. Further. 
according to the scheme, the minimum reserve to be allowed is 20 per cent. of 
the circulation. With the assumed initial note circulation this minimum would 
amount to 37'9 crores, which is about eight crores more than the existing reserve. 
It would then seem to be a necessary preliminary measure, before introducing 
Stage I to increase the reserve by at least these eight crores. Thus the minimum 
sum of 'fresh gold required at the introduction of the scheme would be 58 crores 
or £43'5 millions. This is almost three times as much as the sum calculated in 
the scheme. 

Thus we find that the gold requirements arising out of the proposed reform 
of the Indian currency are much higher, and much more concentrated within the 
initial period than has been assumed in the scheme. There is, however, room for 
another objection, which will perhaps turn out to be of still greater importance. 
The scheme has taken account only of the amount of gold needed for meetin~ 
monetary obligations. But in connection with the introduction of the gold 
standard and the demonetisation of silver we must expect a very considerable 
demand for gold to arise on the part of the hoarders of silver in forms other 
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than rupees. The demonetisatIOn of silver wIll probably cause a sharp fall in 
the value of silver, and, III consequence, a dIstrust III sIlver as a sUItable means 
of hoardmg treasure. The effect on the demand tor gold may be twofold . 

. Firstly, the present owners of metallic sIlver may be eager to exchange that 
metal for gold and throw large amounts of SlIver on the market in order to acqUIre 
gola. ThIS would, of course, aggravate the fallm the value of SlIver, but would 
still represent a very conSIderable demand for gold. Naturally only one very 
conversant WIth IndIan conditIOns can form any OplllIOn of the probable SIze 
of thIS demand and of the way in WhICh It WIll be distnbuted over the transitlOn 
perIod. \ But prima facie, and to an outsIder, It seems no,t unlIkely that thIS 
demand may assume the same dimensions as the demand for an exchange of SlIver 
rupees calculated III the Scheme to represent Rs. 110 crores, or £825 millions. 

Secondly, the very distrust III the stabilIty of the value of SlIver may have 
this effect, that such tuture hoards as would under the old conditIOns have been 
accumulated in silver will instead be accumulated in gold. The average annual 
importation of silver into IndIa for use in the arts, as ornaments, and for all 
purposes other than coinage, for the last five years is gIven at the figure of 
81 mIllion fine ozs., which, at the present price o:t about 30d. per standard ounce, 
would represent about £11 milhons. If this treasure should in future be 
accumulated in gold instead of silver, an additional demand for gold of 
£11 millions per annum would arise. For the transition period alone that would 
mean £110 mIlions extra worth of gold. Of course, it is possible that the change 
in the habits of the hoarders would not be so radical, and that, when the value of 
silver had been stabilised at a lower level, the hoarders would again direct a 
considerable demand towards silver. But in the transitlOn period, and 
particularly in the beginning of it, it seems probable that from this source would 
aI ise a very considerable extra demand for gold. 

In addition, it seems necessary to take account of the increase III the general 
Asiatic demand for gold which WIll be a consequence of the introduction of a 
gold standard in India, with gold as circulating medium. With the intimate 
trade relations between India and the interior of Asia, it seems certain that 
gold coms circulatmg in India, and being generally used there as means of 
payment, would find their way in great quantities to other parts of the Asiatic 
continent, and that finally gold coins would become a general means of payment 
in Asia. In this case, the introduction of a gold circulation in India will have 
very far-reachIllg consequences on the world's demand for gold. 

Summing up this discussion, we come to the result that the extra demand 
for gold caused by the proposed monetary reform could easily attain a figure 
several times higher than that assumed in the Scheme. It is, of course, im­
pOSSIble to gIve a reliable figure for this extra demand. For the sake of illustra­
tion I take It at £320 millions, corresponding to about four years' world produc­
tion of gold. But an extra demand for gold of such dimensions could not but 
cause a most serious disturbanoe of the world's gold market and upset the whole 
:policy of economIsing with gold outlined in the first paragraph. The direct 
tall of the general level of prices which would be caused by such an extra demand 
for gold would amount to nearly 9 per cent. But the ultimate effect on the price 
Jevel would probably be far greater. I have aready observed above that the 
effects of scarcity or abundance of gold tend to be magnified in the movements 
of the prIce level. 'But in the present case the extra demand for gold would have 
much more far-reaching effects. It has been shown in the first paragraph that 
the world is already suffering from a considerable deficiency in the annual 
production of gold and that it will be possible to meet this deficiency only by 
systematic co-operation between all nations to bring about a strict economy in 
the use of gold for monetary purposes. It seems quite certain that the introduc­
tion a gold standard in India on the lines proposed in the Scheme, with the con­
!?equent extra demand for gold, would immediately cause any such co-operation 
to break down It must be remembered that the extra demand for gold, amount­
ing, on the above assumption, during the transition period of 10 years, to an 
annual average of £32 millions, would be added to the ordinary demand of India 
which, according to the average of the five years preceding the War, may be 
estimated at about £19 millions, but which since 1922, has reached very much 
higher figures. Taking the lower pre-war average we oome to the result that the 
total Indian demand would amount to £51 millions, which is equal to nearly 
i of the world's total annual production. Doubtless every country would find 
itself obliged to protect its gold reserves from an Indian demand of such dimen­
f:ions. The consequence would be that the different gold reserves of the world 
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would be locked up and debarred from being used as a common fund for the 
world's gold standard. In partiaular, it must be expected that the surplus of 
gold that now exists in the United States and upon which, as I have shown above, 
the world must reckon for meeting the imminent scarcity of gold, would no longer 
be available for such purposes. As soon as India had decided to establish a 
gold standard, people in the United States would immediately begin to find it 
necessary to protect the American gold reserve against Indian demands. Even 
if this protection were only to take the form of a more stringent monetary policy 
with hIgher rates of discount, it would have the effect of pressing down con­
tinually and progressively the general level of prices both in the United States 
and in other oountries. Thus we should be faced with the calamity of falling 
prices and a consequent general depression of the world's economic life, from 
which we have sought to protect ourselves by aid of a rational monetary policy. 
For the carrying through of such a policy, based on a systematic economising in 
the use of gold, it seems to be a conditio sine qua non to prevent any great extra 
demand for gold from arising on the part of India. The conclusion is, therefore, 
that the suggested scheme for the introduction of the gold standard in India is 
absolutely opposed to the fundamental interests of the world's economy at large. 

I wish to point out that in my opinion the results now described would be 
substantially the same, even if the extra demand for gold should turn out to be 
.. ~onsiderably lower than has here been assumed. Already, the large Indian demand 
for gold has a clearly depressing influence on the general level of prices in gold 
standards. 

So far I have only discussed the proposed gold standard for India from the 
point of view of the economic interests of the world at large Of course, India 
is a part of the commercial world and thus far has the same interest as all 
other countries in the stability of the general level of prices and in an 
uninterrupted development of production and trade. But the proposed intro­
duction of a gold standard in India must also be judged with regard to its more 
immediate effects on India. 

In the Scheme which has been submitted, an estimate has been made both 
of the permanent and of the initial costs connected with the introduction of the 
gold standard. According to what has been said above, this estimate must be 
considerably exceeded. But I am not in a position to form any exact idea of the 
sum to which the costs will actually amount. 

The Scheme, however. has taken account only of the costs which would devolve 
upon the Government. But a correct ;udgment of the plan is possible only if 
due regard is also taken to the loss which the Indian people are bound to suffer 
in consequence of the artificial depression of the price of silver. The Scheme 
nssumes a depression from tbe present price of over SOd. to about 24d. per 
standard oz., which means a reduction of 20 per cent. If the exchange of silver 
hoards for gold were to assume the greater proportions of which I have spoken 
above. it seems not improbable that the depression of the value of silver will go 
still further. But even a loss of 20 per cent. is serious enough, if account is 
taken of the whole mass of silver now hoarded in India. For a country which 

.has for centuries accumulated treasure in the form of silver and now possesses 
such huge amounts of this metal, it must seem to be a rather strange policy 
deliberately to introduce such measures as are certain to depress the value of silver 
and thus to deprive the country of a considerable part of its accumulated wealth. 
This consideration must every day be a factor of practical importance for some 
holders who have to sell silver out of their hoards. It seems particularly odious 
to adopt a policy involving heavy losses to the poorer classes in whose hoards silver 
probably plays a preponderant part. 

Under such circumstances it seems difficult to advocate the scheme of a gold 
standard on the ground of the general economic interests of India. If a gold 
standard is to be adopted, it must be shown that such a measure is of quite over­
whelming importance from a monetary point of view. This of course involves 
a comparison between the proposed gold standard and the present monetary con­
dItions. The following paragraph will be devoted to a discussion of this question. 

III.-RECOMMENDATIONS. 

When a radical change of the monetary system of a country is proposed, one 
m~st. first of .a!l ask whether the change is at all warranted, i.e., whether the 
eXIstmg condItions are so bad that a sound development on the basis of them is 
impossible. In the material submitted to me there is nothing to show that the 
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present monetary organisation of India really suffers from any such serious faults 
as would call for a radical change. In monetary matters a sound conservatism is 
always good policy. I, therefore, think that the first question to answer is this' 
Can a really good monetary system for India be constructed by preserving the 
essential features of the existing system and by introducing such minor modlfica­
tions as may prove necessary? 

In my opinion this is quite possible. The monetary system which India 
possessed from the time when the rupee had been stabilised at a gold yalue of 
Is. 4d. up to the War must, on the whole, be said to have worked fairly well. Of 
course,\ the War brought about serious disturbances, and India, like all other 
countries, had to suffer from the general breakdown of the world's monetary 
machinery, which was a consequence of the War. But there are reasons to believe 
that the Indian currency suffered much less than most other currencies. In fact, 
the internal purchasing power of the rupee showed a remarkable stability. The 
violent fluctuations of the exchange were to a great extent an unavoidable con­
sequence of the fluctuations in the value of the British currency and in the value 
of gold. Further, India comparatively soon overcame these difficulties, and the 
rupee attained a fairly stable gold value at about the same time as the pound 
sterling was restored to its gold parity. 

The aim of the Indian monetary policy must, therefore, in my opinion, be 
to stabIlise the exchange value of the rupee in terms of gold. The choice of the 
rate of stabilisation being naturally of the utmost importance for the success 
of the stabilisation policy, great care should be taken in ascertaining what rate 
of exchange corresponds most truly to the present conditions. It may, perhaps, 
be said that the relative prices of different groups of commodities and of labour 
have not yet attained the necessary equilibrium to offer a reliable basis for a 
stable purchasing power parity of the rupee On the other hand, it is not 
advisable any longer to postpone the definite fixing of the gold value of the rupee. 
A stable currency will certainly contribute very much towards stabilising the 
internal economic conditions of the country. Whether the present price of the 
rupee at about Is. 6d. is an accurate expression for the internal purchasing power 
of the rupee in comparison with that of the British currency is a difficult question, 
and I have not the intimate knowledge of Indian conditions necessary to form an 
opinion on this subject. But the fact that it has been possible for a considerable 
period to keep the value of the rupee in the neighbourhood of Is. 6d. seems to 
speak for the probability that it will prove possible to maintain this external 
value for the future without having recourse to any measures which would mean 
a deliberate alteration of the internal purchasing power of the rupee. 

The idea that the rupee must necessarily be restored to the pre-War gold 
parity of Is. 4d. has a striking resemblance to the programme of raising 
depreciated currencies to their pre-War parity, which has played such an 
unfortunate rOle in the recent monetary policy of many European countries. 
If no better reason can be given for choosing Is. 4d. as the value at which the 
rupee should be stabilised, the idea ought to be abandoned, and the sooner the 
better. If on closer investigation it is shown that the present purchasing power 
parity of the rupee lies in the neighbourhood of Is. 6d. a lowering of the value 
of the rupee from Is. 6d. to Is. 4d. means a process of inflation which is just as 
harmful as the deflation which in some European countries would be required in 
order to raise the value of the currency to a higher pre-War level. The leading 
principle must be to stabilise every currency at its present value. Where there is 
some uncertainty with regard to this value, where, for instance, there is a 
difference between the external and the internal value, we have to choose such a 
stabilisation rate as will cause the least possible disturbance. 

The stabilisation of an abstract unit of value at a fixed gold parity is a 
programme the practical possibility of which is proved by long experience. In 
fact, the pre-War rupee was for many years kept in a stable relation to the British 
currency, and after the War it has proved possible to stabilise even the most ruined 
paper currencies at a certain gold value. The failure of the recommendations of 
the Babington-Smith Committee should not be taken as a proof of any insuperable 
difficulty in the problem. In 1919 an effort to give the rupee a fixed gold value 
was absolutely premature. The value of gold itself was then subject to the most 
violent variations that have occurred in historic times, and the conditions of 
international trade were still extremely unstable. In these respects the present 
situation is radically diffE'rent. Since the great deflation in 19~O-~1 the value 
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·of gold from t1:.e middle of 1922 has attained a remarkable stability. The British 
currency has been restored to its gold parity, and the commercial world, with 

-minor exceptions, has settled down to work on a gold standard basis. At the same 
-time, in spite of all hindrances, international trade is returning once more to 
fairly regular conditions, at least in regard to its means of payment and of their 
general purchasing power. Under such circumstances it must be said that the 
time is now ripe for fixing the gold value of the rupee at the level at which it has 
already begun to stabilise itself. The only real danger which from the side of 
gold could threaten such a stabilisation as the scheme for introducing a gold 
standard in India which has been criticised above. Such a policy would 
undoubtedly expose the value of gold to serious and almost incalculable altera­
tions, and would, therefore, make the maintenance of a fixed gold value of the 
rupee both a difficult and dangerous undertaking. 

There seems to be no doubt that the rate of stabilisation chosen by 
the Babington-Smith Committee, viz.-2s. gold for the rupee, meant a very con-' 
siderable over-valuation of the rupee in comparison with its purchasing power 
parity with gold at that time. But any attempt to maintain a much higher 
exchange value for a currency than corresponds to its internal purchasing power 
is inevitably doomed to failure, particularlv if it is not backed by the most severe 
1l1easures to contract the currency and thus to increase its internal purchasing 
power. An artificially high exchange value can only result in the balance of 
trade being turned against the country This was precisely what happened in 
India. Here again the inevitable failure of the Babington-Smith experiment 
should not be allowed to discredit a rational policy aiming at the stabilisation 
of the rupee at a value truly corresponding to its actual purchasing power. The 
Babington-Smith stabilisatIOn policy was also so far premature that India had 
not yet at that time a central bank entrusted with the power to regulate the whole 
-currency of the country. 

A gold standard is in its essence an abstract standard where the price of 
gold has been fixed, not absolutely, but so far that variations of the price are 
·restricted within very narrow; limits. This is the same as to say that the unit 
of the currency has an approximately fixed gold value. The fact that the unit 
<>f the currency is in such a way connected with gold is what essentially 
, .. haracterises the gold standard. All other traditional attributes of the gold 
standard are of entirely subordinate importance. After the great revolution in 
the world's monetary system, the fixed gold parity stands out more clearly than 
ever as the only lasting and necessary feature of the gold standard. The new 
"British currency system is an expression for that purification of the conception 
'Of the gold standard which has now taken place According to this view, a rupee 
stabilised at the value of Is. 6d. is essentially a gold standard. To combine the 
introduction of such a gold standard with a series of measures of a merely con­
ventional character is, in fact, to go back to the ideas of the gold standard which 
prevailed in the monetary reforms of the 'seventies of the last century. 

Among unnecessary accessories of the gold standard is particularly to be 
reclroned the introduction of gold coins in the circulation. Sweden has never 
.allowed herself such a luxury and still has always been able to maintain her gold 
standard in a very satisfactory state, except for the period of War disturbances. 
India ought to refrain from the use of gold as a circulating medium not only 
-because it is too expensive, but also because an Indian demand for gold for that 
-purpose would, as explained above, mean an intolerable aggravation of the 
scarcity of gold for the world at large. 

Another. measure prescribed by the traditional etiquette of the gold 
. standard is the abolition of the full legal tender character of silver coins. It is 
difficult to tell what practical purpose this measure would serve. The theoretical 
motive is of course that silver coins, the metallic value of which is considerably 
](>ss than their face value should not be recognized as means of payment to 
unlimited amo~ts. But ~a~ notes have no intrinsic value at all and ~tiiI usually 
possess the qualIty of unlImIted legal tender. As long as a currency IS kept in a 
definite parity with gold it is obviously of quite secondary importance what means 
of paY!llent are used. What are the real drawbacks of using silver 1 It is true 
that If the value of silver should fall, the silver coins would have a reduced 
intrinsic value. But this is quite irrelevant, as they are not taken for their metallic 
content, but as representatives of the ru:pee. Again, if the value of silver should 
rise, this movement is equally irrelevant as long as the silver value of the rupee 
does not exceed its fixed external value. In the latter case, some inconveniences 
would be caused by the disappearance of silver coins from circulation. But such 
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an event is not very probable. The fact that it has happened in a period when the 
value of gold was extraordinarily depressed and the internal purchasing power 
of the pound sterling was still more reduced, does not make the return of such 
an event more probable. * As has been explained above, gold is most likely to rise 
in value in future, and therefore the metallic value of the silver rupee III terms 
of gold is more likely to fall beneath the present level of slightly more than lld. 
than to rise above It. If the rupee is stabilised at a gold value of lSd., the margin 
for a possible rise in the prioe of silver seems to be broad enough. It is thereiore 
quite unnecessary for India in any way to alter the legal tender capacity of the 
silver coins. The most important interest of India in this respect is not to depress 
the value\ of silver by qUIte unnecessary measures tending to a further demoneti­
sation of silver. 

Thus there is no need for radical alterations in existing conditions. India 
can have a stabilised standard on a gold basis without much fresh legislation, 
merely by a rational development of its present monetary system. The value of the 
rupee should be kept in a constant relation to that of gold, the parity being, say, 
1s. 6d. gold, and only very small varIations over and beneath this parity bemg 
allowed. The circulation should consist of silver rupees and of bank notes, both 
having the character of unlimited legal tender. The value of the rupee should 
be secured fundamentally by a sufficient limitation in the supply of these means 
of payment. This supply should in its entirety be regulated by' the central bank, 
and fresh means of payment, whether in the form of notes or SlIver rupees should 
be put into the hands of the publIc exclusively in the form of advances by the 
Central Bank. From the present point of view, there is no difference between 
bilver coins and bank notes, and therefore no dualism in the oonditions under 
which they are supplied to the public can be justified. Particularly it is of 
primary importance that the Government should be excluded from any possibility 
of increasing the circulation by issuing means of payment to the public, whether 
in the form of notes OT rupees, printed or coined for the purpose. Government 
finance must not depend on any such means for creating purchasing power. 

Of course, it is an advantage for India to make the fullest possible use of 
bank notes in her circulation. To this end the system of banking should be 
methodically extended over the whole country, and people should be encouraged' 
to keep their private reserves in banks or in saving certificates or other invest­
ments, When this becomes a general custom people will find it quite natural to 
use bank notes for their payments. In this way, if at all, it will be possible to 
combat the habit of hoarding, which is, perhaps, the most important cause of 
the poverty of the Indian people and the greatest hindrance to a strong economic 
development of the country. The agricultural population of India ought, of 
course, to use their savings primarily for the direct improvement of agriculture, 
and every facility should be given to supply the Indian peasant with the necessary 
credits for improvements beyond the limits of his personal savings. If this were 
done the need for hoarding would be very much reduced, and India could use her 
present export surplus to buy agricultural machinery and implements, iron and 
steel and such things, instead of unnecessary precious metals. In fact, the Royal 
Commission on Indian Agriculture seems to be the body which can do most to 
rationalise the habits of the Indian people with regard to the use of currency. 

If the note circulation is to playa preponderant part in the Indian monetary 
system, it is natural that the regulations with regard to the reserve for this note 
circulation should require close attention. However, first of all it is necessary to 
make clear what is the purpose of the reserve. The old idea that the reserve in 
some mysterious way supports the circulation, or is a foundation of its value, has 
to be abandoned. No reserve can give a currency a higher value than it has on 
the basis of a distinct scarcity in the supply of means of payment. The function 
of the reserve as regards the value of the currency can only be to prevent the 
small fluctuations in the exchange which can take place even when the internal 
purchasing power of the currency is kept at its right value. For this purpose the 
reserve must be able to furnish such amounts of foreign currency as may be 
demanded at any moment. Further, the reserve has, of course, to supply the 
people with the silver coins that may be requird. 

,. Even the high price of 78d. per standard ounce which was attained on the 17th of December, 
1919, and which made such an impression on the Babington-Smith Committee corresponded only 
to the general rise of British commodity prices; i.e. to the depreciation of sterling in terms of 
commodities. Reckoned in commodities the value of silver was at that time by no means 
extraordinarily high. 
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. Th~ reserve must protect the silver circulation as well as the note 
cIrculatIOn. There can be no line of demarcation between these two 
functions. Therefore, there should be only one reserve. This common 
reserve should, as said before, contain a certain amount' of silver rupees 
in order that the notes should always be convertible into coins. It is an open 
question whether the Bank of India should be obliged to sell gold in barS' at 
a fixed maximum price. If this is regarded as desirable the reserve ought 
to contain a suitable amount of gold in bars held in India. It is not necessary 
that this amount should be very large. For if any demand for gold should appear 
it would always be possible within a short time to increase the gold holdings in 
India by importation. 

For the rest, the common reserve would only have the function of guarantee­
ing that exchange could always be sold at a price in the neighbourhood of the 
fixed par of the rupee. For this purpose it is convenient to have reserves in 
those foreign financial centres on which the demand for exchange usually pre­
ponderates. For India, by far the most important external financial centre is, 
of course, London, and it is, therefore, quite natural that the reserve, which has 
to guarantee the external stability of the Indian currency, should to a great 
extent be kept in London. However, it seems natural to keep a part of the 
reserve in New York, and, on the whole, it seems to me that the authorities of the 
Bank of India ought to have some discretion in the choice of the location of the 
reserve. 

Once the purpose of the reserve is made clear, it is not necessary to say 
much about the composition of the reserve. There is obviously no reason for 
laying up a huge store of metallic gold. Except for the limited amount that would 
be required in India for selling gold bars at demand, there would be no need fo1" 
gold III the reserve. The foreIgn assets, which should be at immediate disposal 
for meeting exchange demands, could most conveniently consist of deposits 
with banks in London and other financial centres. The tradItional metallic fund, 
which is never to be touched, seems to be a rather senseless idol, too costly to be 
worshi pped by a modern people. 

The most natural cover for bank notes or silver coins in the circulation is 
without doubt regular trade bills with short maturity, serving as a self­
liquidating asset. Indian domestic bills of this description should naturally 
form an essential part of the cover kept against the circulation. Another part 
of the reserve could conveniently consist of general trade bills in sterling and 
dollars, held in India or abroad. There seems to be no sufficient foundation fo1" 
the idea that a part of the reserve ouglit necessarily to be invested in Govern­
ment securities. If these securities are those of the country itself the system 
involves obvious dangers, and should in principle be abandoned. However, a 
concession to the existing conditions can be made in so far as a strictly limited 
amount of Indian Government securities may be allowed to form part of the 
reserve. To the practice of investing part of the reserve in securities of other 
Governments within the British Empire there are not the same objections, 
provided only short-term maturities are selected. 

Finally I desire to emphasize the importance of making the Central Bank: 
absolutely independent of the financial interests of the Government. There 
must be a clear distinction between the functions of the Treasury and the functions 
of the Bank. The Government should meet its expenses from taxes and other 
sources of real income, or from genuine loans from the public, but should have no 
opportunity of creating fresh means of payment for the purpose. The Govern­
ment should also in the ordinary way of business buy from the Bank such amounts 
of sterling exchange as they may require from time to time for payments in 
London. If it is considered necessary that the Bank should extend credits to the 
Government, there should be a narrow and definite limit to such credits. 

When the whole circulation is regulated by the Bank and fresh means of 
payment are ooly issued as advances of the Bank, the circulation will attain its 
proper elasticity. On the one hand. trade's extraordinary need for currency will 
be satisfied by seasonal extensions of the Bank's advances, and on the other hand 
a superfluous currency will be contracted in a natural and smooth way by th~ 
repayment of such advances. Under such conditions a wise bank policy will be 
able to prevent any depreciation of the Indian money. and the fiduciary character­
of the currency will in no way impair the stability of its value. 



(}06 lWYAL COMMISSION ON INDIAN CURRENCY AND FINANCE: 

APPENDIX !l3. 

Letter dated 30th April 1.926, from Mr. J. Pierpont Morgan, of 
New York, to the Secretaries to the Royal Commission on 
Indian Currency and Finance. 

I ,have received your letter of 20th April containing the questionnaire entitled 
"ProposE{d questions to be asked the American witnesses by the Chairman of the 
Royal Cohlmission on Indian Currency and Finance," and, "Particulars of a. scheme 
.for a Gold Ourrency for India, which has been suggested to the Commission in 
evidence," which I have read with great interest. 

I regret that it is not possible for me to be in London before the end of the 
summer, so that I cannot appear in person before the Commission. Furthermore, 
as I am not an economist or a statistician, but only a practical banker, I do not feel 
that I could attempt to answer all the very interesting and important questions 
mcluded in the quest.ionnaire; but the queRtionnaire itself, and the proposed plan, 
give rise, in my mind, to very serious question as to the possibility of a successful 
working out of a plan of this vast proportion and importance without more accurate 
knowledge of the effort required to produce the final result than would seem to be 
obtainable even by the best statistiCIans. 

Putting the general matter on one side, however, and coming to concrete comment, 
I would suggest that the proposal would be generally understood as tending to 
decrease the value of silver and its buying power over commodities; and, as India is 
the largeE>t owner of silver already produced, and America is the largest producer 
of silver in the world, it would seem that both India and America would look with 
great concern upon a step which would tend to depreciate the value of silver. 

I would refer to the fact that after the Franco-German War of 1870, when Germany 
demonetised its silver and established a gold currency, there was a long period of 
world-wide liquidation which enhanced the value of gold, or, in other words, caused a 
fall of prices everywhere, and lowered the value of silver. 

The foregoing doubts would naturally be present in the minds of well-informed 
people in this country and would, therefore, have an importa.nt bearing on the 
single question which I feel competent to answer. This question is B, No.9, which 
reads as follows :-

"Would a proposal by the Government of India to obtain such credits in 
New York for the purpose of carrying out the scheme referred to (for putting 
gold into circulation in India, concurrently with the sale of silver) be likely to 
encounter any.such difficulty as would make it undesirable to contemplate 
that step? " 

In answering this question I may say that-
(1) as I believe the expectation of the enhanced and accelerated demand for 

gold in India will have a general deflationary influence and embarrass 
monetary reconstruction in Europe, and 

(2) as it is certain that the sales of silver by the Indian Government will have 
a serious effect on the price of that metal, of which America is the largest 
producer, and, inve~sely, upon other metals of which silver is a by-product, 
and 

(3) since it seems doubtful that the Indian Government can measure with 
exactness either the total amount of gold which would be needed to carry 
out this plan, or the rapidity with which the gold would be used, and there 
would, therefore, be a corresponding degree of uncertainty as to the amount 
of credit required in the United States and the rate at which the gold would 
be withdrawn from that market, 

it is my definite opinion that the proposal of such credits would encounter such serious 
opposition in the United States as would certainly make it extremely difficult and 
probably even impossible to ,give India any assurance that she coulq fl.oat the necessary 
loans or obtain the necessary credits in this country. 

I sincerely hope that the foregoing observations may be of t:lome assistance to the 
Commission in connection with the important inquiries that it has in hand. 
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APPEKDIX 94. 

Statement of evidence submitted by Mr. Jas. S. Alexander, Chairman 
of the National Bank of Commerce in New York. . 

There is presented to me for consideration two documents: a project which has 
been presented to the Commission and a questionnaire prepared by the Commission 
designed to bring to light the probable effect of the adoption of the project. The­
project as outlined suggests problems of extraordinary complexity. Because of this 
complexity and because of the lack of necessary basic data, it is impossible to. 
approximate an accurate estimate of the probable effect of its adoption. It possesses,. 
however, some highly important potentialities which may profitably be discussed. 

The Commission Las asked me to answer a series of questions based upon the­
outline of the project, and to aid' in the discussion of the questions has made­
assumptions as to the volume of gold required to carry out the project. 

The aRsumptions give a somewhat more definite basis for discussion, but this 
basis is necessarily hypothetical. To answer the questions upon the basis of these­
assumptions would be to give a series of answers that might leave nut important 
points upon which the effect of the adoption of the project might t.urn. 

There is another reason why it is impossible to give satisfactory answers to most 
of these questions. l\Ianyof the important questions are so inter-related that before­
a definite, answer can be given to anyone, we must have answered the others. For 
example, the answer to the questiun as to American banking attitude would depend 
upon the probable effect of tLe project upon both American and European credit 
conditions, which would depend upon international fund movements, which would 
depend partly upon European currency conditions, which would depend upon the­
effect of the Indian demand upon the reserves of Great Britain and continental 
countries, which would depend upon the use which Indla would make of its reserves 
in London and upon the other means which India would re,;ort to to obtain additional 
gold, which would depend upon the Indian demand for gold nnder the new scheme­
all of which, it appears, would depend to no small extent upon the indefinite and 
intangible factor of Indian psychology operating under a new condition with respect 
to the use of gold. Moreover, at every point in this sequence of dependencies there­
are other uncertain points which might alter the trend of events at any succeeding 
point. 

When we consider any of the other important questions, such as the cost of the project 
to India, direct and indirect, the effect. of the project upon the silYer market, upon the­
stability of the gold standard, upon the gold price level and upon wages, standards 
of living, &c., we are confronted with a. similar series of sequences at points in each 
of which are to be found other uncertain and immea~urable factors. 

Notwithstanding the uncertainty as to the result of the adoption of the project~ 
t.here is clearly inherent in it potentialities of gredt importance to India and to the­
rest of the world, and it is practicable to point out some of the possible consequences 
of the adoption of the proj ect. 

The Commission's questions all point to six general lines of inquiry :-
(1) the effect of the adoption of the project directly upon the stability of the 

currency of leading nations; 
t2) the effect of the adoption upon the gold standard throughout the world and 

upon the value of gold, and, therefore, upon the trend of price levels~ 
trend of wages, &c. ; 

(3) the effect upon the silver market and upon the silver and allied industries 
and possible repercus,;ions upon other industries; 

(4) the effect upon India particularly-the cost of the project and the reactions 
of consequent world readjustments upon India; 

(5) tLe effect upon credit conditions in the United States and in other leading 
countries and the attitude of these countries toward loans to India; 

(6) the advisability of selecting the present as the time for entering upon the 
project. 

In approaching any of these lines of inquiry, it at once becomes dear that, hefore 
a conclusion can be formulated, one must have a definite notion as to three main 
points necessarily involved in the plan, namely:- . 

(1) the volume of gold which India would absorb under the new scheme; 
(2) the sources whence this gold would be drawn; 
(3) t~e means taken to acquire this gold. 

Aa 
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In vi~w of the mal-distribution of gold ~ccas~oned by the war and post-war period, 
and partICularly the large gold reserves IYlllg lD the Federal Resf'rve vaults we in 
Americ~ have looked with favour upon developments calculated to assist other ~ations 
to return to the gold standard and to bring about a more nearly normal distribution 
.of gold. Having in mind the habits of most countries with respect to gold and the 
;P,resent tendency in many countries to economise in the usc of gold, we have Ielt that 
the ,,:ithdrawal of gold ~rom t~le United ~tate~ would not occur in such volum~ at any 
-one tIme as to cause serIOUS dIsturbance lD thIS country. In general. our attItude is 
-one of clQse sympathy with the plans of any nation directed toward the restoration of 
the gold standard. As soon as we approach the larger aspects of the present Indian 
"project, however, we are confronted with the fact that this project, because of its 
t.remendous potentialities, constitutes a. problem entirely different from any of the 
,goJd standard problems raisecI in Europe, or, indeed, in other parts of the world. 

The first line of inquiry, as indicated above, is the amount of gold which India 
would require for carrying out the project and for maintaining it. India has 
tremendous hoards of gold-clearly an amount in excess of that which would be 
required in America or Europe to sustain under a complete gold standard a volume 
-of business equal to that of India's. If it were possible for India to mobilise the l;old 
now in the countr~' and to utilise it for monetary purposes alon~ lines similar to thoso 
-of America or European countries, it wonld not be necessary for India to call upon 
the outside ,vorld for gold in addition to normal requirements. In this event, it is 
conceivable that India could adopt the gold standard without causing a seriou~ 
disturbance of the value of gold or of the currency and trade conditions in other 
-collntries. 

Whether su~h an accomplishment is at all within the range of possibilities is a 
.question which certainly no one, not having had long intimate contact with Indian 
life, can answer. Such information as has been given by authorities on Indian 
-currency and by foreigners who have had long experience in India raises grave dcubt 
.as to the possibility of such an accomplishment. 

That there is some doubt on this point in the Commission's mind is evidenced by 
the assumptions in the questionnaire that the project would" involve thfl absorption 
by India of about £103,000,000 of gold (in addition to normal requirements for art.s, 
hoards, &c."), of which it is assumed that £50,000,000 would be required within a 
year. Whether the carrying out of the project would require this amount or much 
less or indeed very much more, and whether the sustaining of the plan once it was 
initiated would require a ~much more rapid accumulation of gold than that suggested, 
depends so much more upon the unknown factor of the Indian psychology that it 
seems that no opinion could be of very great value. 

If, however, we assume, as the Commission has requested, that the possible 
.additional absorption of gold could be limited to the amount fluggested in the 
questionnaire, we have a basis for discussion, albeit hypothetical. We should bear 
in mind that from the purely quantitative aspect the importance of such absorption 
-of gold would depend upon the amount of gold still to be required by Europe before the 
programs for stabilisation now under way could be carried forward to completion. It 
should be borne in mind that of the 25 countries of Europe, only about one-half are 
upon any form of gold basis. and that among the nations comprising this one-half are 
several whose complete programs have not yet been carried out and some whose 
economic and financial conditions are such that in the case of any considerable shock 
the continued stability of the currency could not assuredly be maintained. 

Just how much more gold European nations will require ,vhen the final 
stabilisation plans have been completed, it is now impossible to say. The uncertainty 
existing as to the policy which numerous European nations will find it necessary to 
follow with respect to the substitution of foreign exchange holdings for gold, together 
with the impossibility of knowing to wha:t extent E1ll'opean peoples will return to 
hand-to-hand circulation of gold-these uncertainties render it impossible to estimate 
the probable European demand for gold. 

Owing to the strength. of the American gold reserves, it would be practicable, if 
carried out gradually, for America to part with 500 million dollars of gold, providing 
the prospective European demand remained within the limitations now in sight. 

In this connection, however, we should not forget the extraordinary absorption by 
India during the last three years. Before the war India normally absorbed between 
10 and 20 per cent. of the world's annual production. Within the last three years she 
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has absorbed an average of about half of the world's production. It seems improbable 
that such an absorption of gold as that recently occurring in India, in the light of the 
reduced world output of gold as compared with that of the pre-war, could have been 
possible had European nations returned to a normal gold basis without occasioning an 
extreme shortage of gold and affecting world price levels. 

If India couJd restrict her ordinary absorption of gold to the average proportions 
before the war, and if European nations, through economies in the use of gold, could 
return to the gold standard by the use of a relatively less amount of gold than before 
the war, then it is concei "able that India, by utilising part of her recent excess 
importations and perhaps some moderate excess importations in the future, might 
adopt the gold standard without impeding European l'ecovery and without distUl bing 
world price levels. This conclusion, however, rests upon two debatable assumptions, 
namely, a restricted use of gold in Europe, and, second, the return of India to ordinary 
gold requirements for her ordinary purposes. ~otwithstanding the explanations 
which have been given, for the recent extraordinary absorption of gold by India, it 
would appear that India /) future demand for gold for so-called normal purposes must 
remain uncertain. In summary, the answer to one of the most fundamental questions. 
namely, the amount of gold which India would absorb, must be that clearly we cannot 
know in ad vance. 

From the point of view of the effect of the Indian project upon the stability 
of European currencies and upon the trene] of trade, and from that of possible­
repercussions l1pon India and the United States, the factor which is at this time fully 
as important as the amount of gold to be absorbed by India is the sources from which 
India would withdraw this gold. • 

If the gold absorption by India could be limited to the amounts suggested in the 
questionnaire, and if the gold could be withdrawn from America in such a way as not 
to curtail American credit extensions to Europe, the transfer might be made without 
any considerable disturbance to world currency conditions. However, it is not at all 
clear just how this could be done. Inasmuch as there exists no excess reserves in 
the commercial banking system of America, the excess gold all being lodged with the 
Federal Reserve system, and inasmuch as short of a direct gold loan by the Federal 
Reserve Bank!'! to India (a project that appears highly improbable) thele is no meaus 
whereby the gold can be shipped from America without causing a contraction of 
credit in this country amounting to anywhere from 2t to 10 times the amount of the 
~old shipped out, it is highly unlikely that any considerable amount of gold could be 
shipped from this country without causing a contraction of American credits to 
Europe unless the Federal Reserve system should see fit to place additional credit in 
the market by buying securities or to ecstablish such rates concerning rediscounts as 
to render it profitable for American banks to increase their indebtedness to the 
Federal Reserve system and thus to rely upon additional borrowings from the Federal 
Reserve sYRtem to replenish losses incident to the outflow of gold. 

It is impl)ssible for an individual banker or a group of bankers to forecast what 
J!'ederal Lteserve policy in this respect might be. Tn view of the high degree of 
uncertainty existing in the Indian proposal and the possibilities for unfavourable 
repercussions upon European and American business and finance, it is difficult to 
see how the Federal Reserve banks could cCK>perate in the carrying out of this plan. 
In the event that the plan were initiated and the stability of European credit 
conditions threatened, it might be nE'cessary for the Reserve system to support the 
European situation. There might, however, develop limits to which the Reserve 
system could co-operate if the European situation became too serious. 1£ the Federal 
Reserve system did not make a direct loan to India, or by open market operations or 
favourable discount rates did not make it possible to offset credit reRtrictions incident 
to outgoing gold, then there would. occur a contl'action o~ ~redits to Europe. Whether 
the gold ,vere drawn from New 'York under these conditIontl, therefore, or whether it 
were withdrawn directly from Europe, the chief burden of the gold drain to India 
would appear to rest principally upon Great Britain in the first instance and probably 
to some extent, possibly to a considerable extent, upon several continental countries 
in the second inRtance. 

And this brings me to what appears to my mind to be the most important aspect 
of this ,vhole project, namE'ly, the far-reaching possibilities of a present drain upon 
the gold reserves of Europe. After 10 years of chaos in the currency of many of 
the principal countries of the world we are only just now getting back to a. 
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measurable degree of stability. As previously indicatetl, some of the countries 
which have recently attained stability are still in the convalescent stage, and no one 
.can now forecast how much of a new shock could be withstood. Numerous other 
cou~t:ies. are still strug:g~ing with the prob~em of stability, and their ability to attain 
stabIlIty IS clearly condItIOned upon the mamtenance of recently attained stability in 
-9ther countries. 

In Great Britain the favourable balance of payments has continuously declined 
jn the last\several years, and while it is probable that Great Britain still has a modebt 
favourable balance of payments, the trend of the trade balance raises apprehension 
.as to the future. Ger~any is still g?~ng through a process of rigorous readjustment. 
In Italy the currency IS not yet stabIhsed, and the recent adverse movement of trade 
leaves a weasure of uncertainty. The present distressing situation in both France 
and Belgium needs no comment. Poland has once more slipped back into the 
-condition of marked instability. Norway and Denmark have recently made 
-considerable progress, but the final stability of the currency has not yet been 
attained in either country. In both Austria anel Hungary the outlook appears to be 
favourable, providing no untoward event occurs which might shake confidence in the 
general European situation, and lead to an attempt of foreign banks to withdraw 
credits extended to thes6 countries. It is agreed in both of these countries that any 
such attempt might cause serious embarrassment. Several small countries, including 
.Switzerland, Holland, Sweden and Finland, appear to be firmly established upon 
the gold basis, but it would be difficult to forecast how well even these countries 
·could 'withstand the reactions from a severe strain placed upon other continental 
.countries. 

It is impossible to forecast to what extent a serious drain upon London would 
result in a drain of English fUUlls from the Oontinent and thus in a movement on the 
'Part of continental countries to prevent the outflow of their reserves. Again, the 
possible repercussion of such a movement upon the credit of Europe in America, and 
upon the trade movements of Europe and of the world, cannot be approximated. And 
this suggests what I conceive to be the most dangerous aspect of Reriously considering 
the adoption of the Indian project at thiR time, namely, the high degree of uncertainty 
which it injects into the whole European situation. It is this element of uniertainty 
which, more than anything else, might serve to destroy the revivina co~dence in 
Europe. 

The third consideration t.hat goes to the root of some of the quest ns listed in the 
.questionnaire is the means to be taken to acquire this gold. If we sume that the 
gold required for the scheme wiJl be in excess of that which would e· mported and 
paid for in the usual way by the favourable annual balance cn internatio I account, 
there appearH three theoretical ways that this gold could be secured :-

(1) By a loan from the Federal Reserve banks. 
(2) By a private loan in Great Britain or in the United States. 
(3) By utilising present Indian assets, including Indian reserves in London,.. .. and 

the Indian silver holdings. 

As already indicated, it may be assumeu, I should think, that the Federal Heserve 
banks could not consider a loan to India for this purpose-certainly not at this time, 
.and not until the project could be modified in such a way as to give definite assurance 
of no untoward effects upon business and "finance in America and in Europe. 

Ooncerning the second sugge~tion, much the same should be said. American 
banks could not advance money for a project that threatened to bring disturbance to 
American business, nor could they Le expected to recommend such a loan to the 
American investing public. For somewbat analogous reasons it would seem unliUly 
that the British or continental"banks or investors would at this time seriously consil."'r 
a loan for this purpose. 

India would, I think, find it necessary to rely upon sources within her own 
domains or upon balance.s she possesses or might accumulate abroad. How far India 
could embark upon the project by the aid of balances now held abroad it is impossible 
to say, but if the project proved to be disturbing to world currency and trade 
conditions, the resulting depression in other countries might be so reflected upon 
Indian trade as to prevent her accumulation of additional balances abroad wit~ which 
to purchase the additional gold needed to support the project. 
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There remains one important means, namely, the sale of a large part of India's 
silver holdings in the world's markets. It is suggested by the memorandum that 
such Hale as is proposed might cause the decline of silver to 24d. There are so 
many factors of uncertainty in the project that it would appear that any estimate as to 
the level that the price of silver would reach before it could be stabilised must at this 
time, or until the project was well under way, necessarily be little more than pure 
gues:,!. When one considers the place which India occupies in the world consumption 
of silver-in recent years shE' has taken about one-third of the world's annnal 

'production -he cannot resist the conclusion that the closing of the Indian market 
woulJ bring a collapse in the world's silver market and the downward plunge of the 
price of silver. When one adds to this the prospect of India's dumping upon the 
world annually for a period of 10 years an additional amount of silver equal to about 
one-third of the world's total annual production, the prospect for price demoralisation 
becomes iplmeasurably increased. It is, of course, true that any sudden decline in 

,the price of silver would restrict silver production, and this restriction would in time 
'bring the decline of the price 'to a halt. In this connection, however, it should be 
Iborne in mind that an important part of the silver production in America results 
·as a by-product from the mining of copper and lead, and that notwithstanding the 
·decline of the price of silver the continued production of a certain amount of silver in 
those industries even at a loss must continu~. No one can determine iu advance the 
.point at which the decline in the price of silver could be stopped. 

While, as I have said, I believe any estimate must be of little or no value because 
·of the many unknown factors, my judgment is that the price of silver would decline 
far below 24d. It would appear to be well within the range of possibility that the 

.Jlrice might fall as low as 15d. and even lower. 

This all presupposes, of course, that the Indian GOV'ernment would continue to sell 
silver until it had disposed of the amount suggested in the project. As a matter of 
fact, the rapid. decline of the value of silver would, in my judgment, bring about such 
a loss in the value of the Indian silver ho14ings, including hoards, as greatly to 
'impede the carrying out of the project. 

It would now be possible to go into some detail regarding the six main propositions 
into which the questions asked by the Commission resolve themselves, and which are 
set forth on page 1. I think, however, that the answer which can be made to these 
.questions has been fairly well indicated in the preceding discussion. The outstanding 
point appears to be the high degree of unc~rtainty that would arise from the adoption 

-of the project-particularly at this time. 

No one, of course, can question that India has clearly as much right to adopt the 
gold standard as any other country. However, no nation should consider a serious 
readjustment of the currency without taking into account t.he relation of the project 
to the stability of the currencies in other countries. This is particularly true with 
::respect to the gold standard, which affects so many nations-in fact, the present and 
future of tho entire world. Any step which would endanger the stability of other 

·countries must necessarily lessen the value of t.he gold standard and ultimately react 
upon India. My conclusions are, therefore, that India in working toward the gold 
standard should adjust her plans in such a way a!l not ultimately to disturb the gold 
price level, and that the time selected for the adoption of the gold standard should be 
-when the currencies of other important countries formE'rly upon the gold standard are 
more firmly established upon the old basis. The present time is clearly inopportune. 
and I believe that if an attempt were made to carry out the project in its present form 
at this time the direct and indirect losses which would accrue to India would outweigh 
any possible gains. 
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APPENDIX 95. 
Documents circulated to Witnesses in the United Kingdom and the 

United States of America. 

A. 
Copy of a Memorandum circulated to Witnesses in India. 

The following memorandullJ, indicating the main questions which will come under 
the consid~ration of the Royal Commission on Indian Currency and Finance under 
its terms of reierence, is published in order to assist iutending witnesses in the 
preparation of their evidence. It is not to he regarderl as exhaustive, nor is it desirerl 
that each witness should necessarily attempt to deal with all the questions raised :-

(1) Is the time ripe for a solution of the problems of Indian Currency and ExchanO'e 
by measures for stabilisation of the rupee or otherwise? 0 

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, antI of a stabJe 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 diffels materially from the present rate, how &hould the 

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 Imperial Bank 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 ur-e of 

gold as currency? 
Should the obligation be undertaken to give gold for rupees? 
(7) By what method should the remittance operations of the Government of India 

be conducted? 
Should they be managed by the Imperial, Bank? 
(8) Are any, and, if so, what, I;Ileasures 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 

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

NOTE.-The above questions were circulated to witnesses in India. As the result 
of the oral and writ.ten evidence received in India, the relative emphasis to be laid on 
the various matters ·dealt with has become clearer, and accordingly the attached 
memorandum and supplementary list of "Questions to be asked by the Chairman ,,. 
have been prepared for the information of witnesses. 

B. 
Memorandum entitled "A proposed Scheme for a Gold Standard for India." 

The following outlines of a gold standard system, on the assumption that the 
management of the paper currency and the conduct of the remittance operation~ of 
Government are transferred to the Imperial Bank of India, have been brought to the 
notice of th13 Commission. It is considered that it will assist the examination of 
witnesses if they ar~ in possession of these 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 its proposals do not in 
any way emanate from the Commission. 
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Detflils of the Scheme. 
2. The details or the scheme. after its complete introduction, art> as follows :-. 
(a) Gold coin and bank notes to be unlimited legal tender and silver rupees up to 

-Rs. 50 only. 
(b) Government to be under statutory obligation to give gold coin in exchange 

for goM bullion at any time on payment of a seignorage to cover minting charges. 
(c) The Imperial Bank to 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 to be payable on demand in gold coin. 
(e) The constitution of the new reserve to be as follows:-
(i) Gold holdings ordinarily to 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. 

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

(iii) Remn;ining 
maxImum 
securities. 

investments to be Government of India securities up to a 
of 90 crores and internal trade bills or other self-liquidating 

(f) The Dank to undertake to keep the Secretary of State supplied with funds to 
;meet the sterling charges of Government. 

Difficulties in immediate Introduction of full Gold Standard. 

3. The rupee caimnot be limited as legal tender as proposed above unless an 
-.qpportunity be first given of converting the rupee holdings into gold. The magnitude 
()f this liability is indeterminate, because it is not possible to estimate with accuracy 
the amount of rupees outstanding and the portion thereof which would be presented 
for conversion. Based on the best possible method of calculating these amounts, it 
hus been suggested that the maximum number of rupees outstanding is about 
350 crores, of which, at the average rate of 5 per head of population, about 150 crores 
will be required for circulation if the rupee became limited legal tender. Of the 
balance of 200 crores, 90 crores are in the Government's curren"y reserve, and the 
balance will be presented for conversion into gold. It would not he possible to 
provide for the immediate conversion of these 200 crores, and it i8 thereIore necessary 
to proceed by stages. 

Introduction of Gold Standard by Stages. 
4. The following stages have accordingly been suggested for the gradual 

introduction of the scheme :-
(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 and pays the purchase price 
in any legal tender, gold bullion at a price equivalent to the par of exchange, but 
<lnly in the form of bars containing a fixed minimum weight of fine gold (say, 
400 ozs. troy). A statutory obligation should also be imposed on Government to give, 
in exchange for gold bullion, notes or siher 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) Mter 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 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 sII?-all fixed amount only (say, Rs. 50). , 

Sale of Silv~. 
5. The amount of fine silver in 200 crores of rupees is about 687 million fine 

ounces and is nearly three times the world's annual production. It would be 
necessary to spread the sales over a sufficiently long period, not only with the object 
of obtaining a good price for the rupees sold, but also with a view to diminishing the' 
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disturbance in countries with a silver currency and the adverse effE'cts Oil the world's:~ 
silver mining industry. It is assumed that the sales may be evenlv spread O\"l'r a 
period of 10 years, the period suggested for the intronuction of the f~lI gold stanuaru. 
This would result in an annual sale of about Rs. 20 crores' worth of silver, which is 
approximately equal to the averagE:! np.t import of silver into India in recent years. 
,The average price obtained by the sales may be expected to he not less than 2-!d. 
per standard ounce (against the present price of over 30d.), i.e. half the exchange 
value of the rupee would be realised. The resultant deficiency will be 1I1et, in 
respect o~ the public holding of rupees, by the appropriation of the Gold Standard 
Reserve and in respect of the currency holding by the creation of Government of 
India book debt. 

Total Demand for Gold. 
6. The gold ultimately required for the reserve on the basis of a note circulation 

of 1~9' 5 crores amoun~s to 56' 9 crores against which there is at present a guld 
holdmg of 29'7 crores m the reserve. The total gold required for introducing the­
scheme in all its stages will thus amount to 27' 2 crores for the reserve pIlls the 
gold required for converting the llO crores to be tendered by the public, i.e. a total 
of 137' 2 crores, or £ 103 millions. 

Distribution of the Demand for Gold by Stages. 
7. On the introduction of Stage I in para. 4 above, the extra demand for gold 

would arise only from substitution of gold for rupees already in hoards. Comparatively 
.few hoards would be large enollgh to buy the minimum quantity sold by the currency 
authority, and the hoards would not be brought out suddenly. The bullion merchants 
would probably lay in stocks in anticipation of demand, and the "aggregate amount of 
the first demand from bullion merchants and presenters of the larger hoards would 
be about Rs. 5U Cloores' worth of gold. As the reserves would have at the inception 
of the scheme a gold holding of about Rs 30 crores, it would be necessary to provide 
another £15 millions of gold at the ontset to meet. the first demand 011 the introduction 
of Stage I. The period that would elapse between Stages I and II would depend on 
the progress of conversion of the hoards, and Stage II would be entered on as soon as 
the gold reserves had accumulated to an e.xtent sufficient to enable a gold coin to be 
put into circulation, and to enable the supply of such coin to be kept up continuously. 
During this period the demand for gold may be greater than the supply obtained by 
the sale of silver, and it might become necessary to supplement the supply by external 
borrowing. It seems unlikely that the amount of external borrowing will exceed 
Rs. 30 crores or will b~ required for a longer period than five years. 

Assuming gold currency had been made freely available during Stage II, Stage III 
would not lead to any great increase in the demand for gold coin. The introduction 
of Stage IV would probably bring in a few more rupees from hoards, but the 
addItional demand would probably not be very large, a~ the greater part of the 
hoards of rupees would ha\?e been replaced by gold during the earlier stages. 

It is unnecessary to attempt to estimate precisely the amount of goM required at 
each stage. For all practical purposes it may be assumed from what has Leen 
mentioned above that about £15 millions would be required at the time of initiation 
of Stage I, a further £35 millions within a year, and the remaining £53 milIions over 
a period of 10 years. 

Cost of the Scheme. 
8. The cost of the scheme finally would represent the difference between the­

interest on the investments in the reserye as finally constituted and the interest now 
received; this is estimated at 1 crore. The interest on the Government of India 
securities now in the reserve and the interest on the eventual holding of such 
securities do not enter into the question of the cost to the Government on account of 
the change. During the transition period there would be a further charge on account 
of the cauying on of metallic stocks owing to the gradual conversion of surplus sih?er 
into gold or gold securities, and the interest on external credits which would probably 
ha,ve to be obtained while the gold reserves were being built up. It is estimated that 
the charge during the transitional period would amount during the first five years to 
about 11 crores a year. 

9. The chief points for consideration in connection with this scheme are (i) the 
~xtra cost involved, (ii) the possibility of getting the gold required and the effect of 



APPENDIX 95. 615 

its withdrawal for the purpose of Indian requirements, particularly the effect upon 
world gold-prices, (iii) the 'effect of the scheme on the silver market and the possibility 
of realit;ing a reasonable price for the surplus of silver, and (iv) the effect on the 
monetary situation of any miscalculation under any of the headings mentioned in the 
preceding paragraphs. 

NI)TE.-For the purpose of the calculations in this memorandum it has been 
assumed that the rate of. exchange at which the rupee is stabilised is Is. 6d. 

o. 
Supplementary list of " Questions to be asked the American!'; Witnesses by the 

Chairman." 
Attention is directed to the plan for the establishment in India of the gold 

standard, with gold coins as an internal medium of exchange, for the reduction of thft 
status of the silver rupee to that of a token of limited legal tender, and for the sale of 
silver, set out in the accompanyiug confidential Memorandum entitled "Proposed 
scheme for a gold standard for Ind ia." 

A.-As to the proposals relating to Gold-
1. Assuming that these proposals involve the absorption by .India of about 

£103,000,000 t $500,OOO,()OO) of gold (in addition to normal requirements for the arts~ 
hoards, &c.), of which it is assumed £15 millions would be required at the outset, an 
additional £35 millions within a year, and the remainder within 10 yeart;: 

What would be the effect of these proposals-
(a) on the supplies of credit and rates of interest in America? 
(b) on the position and policy of the Federal Reserve Board? 
(c) on the position and policy of the Central Banks-

(1) of those of the European countries which have put the gold or gold.. 
exchange standard into operation? 

(2) of those which are:aiming at doing so? 

(d) generally, on the maintenance and restoration of the gold standard In 

'European countries? 
(e) on world gold-prices? 
(j) on the cost·of living and on wages in America, Europe, and India? 

2. If European countries, and countries overseas whose financial systems are 
closely tied to European countries, should, as a measure of protection of their gold 
reserves, curtail the supply of credit, what effect would this have upon America 
financially and eCQUomicaUy ? 

3. What would be the reaction ou India of the C'onsequences which you describe 
in reply to questions 1 antI 2 ? 

4. Assuming that the absorption by India of the £103,000,000 sterling of 
additional gold is not spread oyer a period of lO years, but takes place more 
rapidly: 

What difference would this cir~umstance make to the consequences which you 
have described in reply to questions above? 

5. Can you express any opinion whether, under the scheme in question, th~ 
absorption of the additional £103,000,000 sterling of gold could in fact be spread 
over the period of 10 years as proposed, or whether it might not have to be supplied 
more rapidly? 

6. AssuminO' that the amount of £103,000,000 sterling of additional gold requirilld 
for India miO'htbe substantially increased by the withdrawal of more gold into active 
circulation than is allowed for in the, estimates of the scheme: 

What difference would' tbis circumstance make to the consequences which you 
have described in reply to questions 1 and 2 above? 

7. \Jan you express any opinion as to the desirability of the proposals of the 
scheme relating to gold, in relation to the interests of 4dia, and particularly in vie\v 
of the cost to India of" providing a gold currency by the means propo~ed ? 

• A similar set of questions, mutatis 'IlIufandis, was circulate~ to witnesses in the United Kingdom. 

Bb 
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8. Can you assist the Commission with any evidence as to the probable iuture 
ttlation. between the world's demand for gold and its supply, assuming that Indian 
conditions remain unchanged? 

9. In particular, can you give an estimate of the annuar increment to the stock 
-of gold for monetary purposes which is' needed to keep pace with the economic 
progress of (a) the United States of America, and (b) the rest of the world? 

10. In how many years will the stock of gold for monetary purposes now held by 
the Unite~ States of America, and at present regarded as redundant, be absorbed in 
this manIler? 

B.-As to the proposals of the scheme relating to Silver:-
1. Oan you assist the Commission with any evidence as to the probable future 

:tela-tion between the world's demand for silver and its supply, assuming Indian 
-ronditions to remain unchanged? 

2. Assuming the proposals referred to involve the sale over a period of 10 years 
.of an amount of silver equal to about three times the present annual world's 
production :-

(a) What would be their effect on the silver market? 
(b) What effect would the proposals have on the markets III copper and other 

base metals? 
(c) What effect would a fall in the price of silver have on the volume of its 

production? 
(d) If a fall has the effect of curtailing production. would it be reasonable to 

suppose that a fall in the price of silver to 24d. would so contract production 
as to stabilise the price of silver at about that level, and permit of the 
absorption of, say, 20 crores of rupees annually? 

3. In what respects would American interests be affected by the silver sales in 
question? 

4. Having regard to the desirability of the co-operation of the United States in 
the carrying through of the plan, how, in your opinion, would it be viewed by the 
Government and the Financial Authorities of the United States of America? 

5. What difference would the imposition of a duty on the importation of silver 
into India make to the consequences which you describe in reply to questiond 1, 2 
and 3 above. . 

6. The average annual importation of silver into India for use in the arts, as 
-ornaments, and all purposes other than coinage, for the last five years was 81 million 
fine ozs. 

Assuming that the effect of the proposals under consideration, with or without 
the imposition of an import duty, would be substantially to reduce the importation 
{)f silver into India for these purposes: 

Vlhat difference would that circumstance make to the consequences which you 
have described in reply to questions 1, 2, and 3 above? 

7. Can you express any opinion as to the desirability of the proposals of the 
scheme relating to silver, in relation to the interests of India, and in particular the 
.circumstance t.hat silver is a favourite store of values amongst the poorer classes 
there? 

8. Assuming the Government of India requires to raise credits in order to bridge 
the period between the introduction of a gold currency and the realisation of the 
silver which it would replace, which credits might amount to $150 million in Ne\v 
York and £~3 million in London: 

What considerations, arising either from the nature of the scheme or from 
external circumstances, would militate for and against a proposal by the Government 
{)f India to obtain such credits in New York? 

9. Would a proposal by the Government of India to obtain such credits in New 
York for the purpose of carrying out the scheme referred to (for putting gold into 
.circulation in India, concurrently with the sale of silver) he likely to encounter any 
s'Qch difficulties as would make it undesirable to contemplate that step? 

10. Assuming that the credit of $150 million would not be required for a longer 
period than five years, what would be the cost to India of embarking on such a 
credit scheme: 

(1) if the credit is not required to be actually drawn on; 
(2) if the credit is only partially drawn on? 
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11. It has been suggested that the conversion of silver hoards into gold and the 
introduction of a gold currency will ultimately lead to a reduction of India's demand 
for gold for non-cun-ency purposes. If this were assumed to be the case, would any 
IIlodification be necessary in your replies to previous questions ? 

12. It is relevant to the inquiry of the 'bommission to consider whether the times 
are ripe for a stabilisation of the rupee, at a fixed rate in relation to gold or sterling. 

Do you consider that there is any factor in the financial situation in the United 
States of America which would make it prudent to postpone any such ~easure for 
stabilisation? 

13. In regard to the rate at which the rupee should be stabilised, it has btlen 
suggested that a rate lower than the existing rate will reduce the total demand for 
gold in connection with the introduction of a gold standard in India. What weight, if 
any, should in your opinion be attacheu to thia suggestion? 

14. In regard to the remittance operations of the Government of India, a question 
has arisen whether they should be conducted as hitherto by the time-honoured system 
of sales of Council Bills in London or by means of purchase of sterling bills from 
Exchange Banks and firms in India as has been done since HJ23. It has been 
suggested in favour of the older system that it gives greater facilities to the peol'le of 
the United States of America for payment of their ju~e and other contracts made with 
India; what importance do you attach to this? 

APPENDIX 96. 

Note on the Effect of Exchange on Goyernment Reyenue and 
Expenditure, submitted by Mr. A. C. McWatters, C.I.E., I.C.8 .• 
Secretary to the Goyernment of India, Finance Department. 

I.-7'he gain in e';l!change to Government in the year 1918-9, as compm'ed with the 
pre-wa1' rate of Is. 4d. 

In ~91S-9 all expenditure in England was treated as Imperial. 
The gain or loss by exchange in the acconnts at that time was calculated with 

reference to the average rate of exchange obtained by the Recretary of State on 
Council Bills. This rate In the year 1918-9 was Is. 5td. The total sterling net 
expenditure was as follows:-

Revenue-
Expenditure in England 
Receipts in England -

£ 
- 23,62!l,495 

3,228,996 

Net expenditure - - 20,400,499 
Capital-

Capital expenditure 1,559,895 
The gain in exchange to Central Revenues at Is. 5td. compared with 18. 4d. on 

the above figures would be Rs. 2,63,16,639 in respect of Revenue and Rs. ·~0,12,26l) 
in respect of Capital. 

n.-The e';l!tra return which would accrue from customs import duties if exchange were 
fixed at Is. 4d. as compared with Is. 6d. and if the following two assumptions are 
made: (1) that the volume of imports is not diminished and (2) that the price of 
imported goods rises by the full amount of 12t per cent. 

Over the period April to August 1925 it has been calculated that 57 per cent. of 
the import duty realised was from articles paying duty on an ad valorem basis 
(including those articles for which tariff values are fixed). The remainder paid duty 
at specific rates. 

The total customs duty on imports according to the 
Budget of 1925-6 is 

Deduct Gm'ernment stores -

Balance 
57 per cent. of above 
Increase at 12! per cent. -

Lakhs. 
- 37,69 

85 

- 36,84 
21,00 
2,62 
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APPENDIX 97. 

,Despatch from His Majesty's Secretary of State for India, 
No. 51, Financial, dated the 201th April 19101. 

In my telegram dated 6th March 1914 I informed you that I should address you 
by Despatch on the subject of the Report of the Royal Commission on Indian Finance 
and Ourrency. 

The RfPort falls naturally into three dividions, containing respectively 1-

A review and criticism of the system of Indian Finance and Currency and its 
administration in recent years. 

Recommendations on certain matters, such as the detailed arrangements for 
lending part of the India Office balance, the relations of the India Office with 
the Bank of England and the financial orga.nisation and procedure of the 
India Office, on which it is scarcely necessary for rne to invite Your Excellency's 
observations. 

Conclusions and recommendations regarding many subjects which must be 
considered in consultation by the Secretary of State in Council and the 
Government of India. 

2. On the fir&t head I have little to say. A close examination of the narrative 
-portions of the Report might suggest the amplification or qualification of an occasional 
passage, or a more exhaustive statement of facts; and something might also be urged 
in reply on the few points where the judgment expressed on the action of financial 
authorities here or in India departs from the -general note of approval which 
distinguishes the Report. But it is neither necessary nor rlesirable to undertake this 
task. I welcome the Report as the first authoritative survey of the Indian financial 
and currency system as a whole that has been made since the Indian Cutrency 
Committee of 1898, and as a weighty pronouncement on the policy and the measures 
that have gradually been evolved in the course of giving effect to that Committee's 
recommendations. It is gratifying to me, as I am sure it will be to Your Excellency's 
Government, to learn that both the policy and the measures have in essentials received 
the approval of the Commission. I note the generous testimony borne to " the ability 
and skill with which the complicated duties in connection with Indian finance have 
been discharged by the permanent officials to whom they have been entrusted both in 
India and in London" (para. 7), and to the fact that "the final success achieved by 
the Indian authorities both in India and in this country must be recog:nised as a proof 
of the soundness of the currency scheme itself and of the measures ultimately taken 
for meeting the crisis" ot 1907-8, the chief occasion on which the existing cun-ency 
system has been put to a severe test (para. 49). As regards the few instances in 
which, in the Commission's opinion, other action than that taken might have been 
advisable, it is sufficient to bear their comments in mind and to endeavour to benefit 
on a future occasion by the guidance they may afford. 

3. The recommendations regarding organisation and detailed procedure in this 
.country are being carefully considered. 

4. The main conclusions and. recommendations requiring consultation between 
this Office and the Government of India are as follows:-

(a) In para. 68 the conclusion is reached that "it would not be to India's 
advantage to encourage an increased use of gold in the internal circulation." 
Read jn connection with the opinion expre8sed in para. 'j 4 that "it is 
important that the Government should continue to act on the principle of 
giving the people the form of currency for which they ask," this appears 
to be equivalent to a recommendation in favour, first, of the continuance, 
without modification in the direction either of stimulation or of restriction, 
of the present practice regarding the sale of COlIDCil Bills which, as 
explained on behalf of this Office, is to regulate them so that they" shall 
not be on such a scale as to prevent the inflow of gold to India to the extent 
to which it seems likely that there will be a demand for it on the part of the 
public" (Appendix I, page 12), and, secondly (subject to the qualification in 
para. 116), of the practice of issuing gold freely in normal times from the 
Paper Currency Department in exchange for rupees and notes for circulation 
in India. 

This endorsement of ~xisti~g practice appears to call for no comment. 
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{b) In para. 73 the Royal Commission say, aIter pointing out their own inability 
to recommend on its merits the establishment of a gold mint in India, that 
"if Indian sentiment genuinely demands it and the Government of India. 
are prepared to incur the expense, there is, in our opinion, no objection in 
principle, either from the Indian or Imperial standpoint; provided always, 
that the coin to be minted is the sovereign (or the half sovereign), and it is 
pre-eminently a question in which Indian sentiment shNlld prevail." 

The difficulty of ascertaining whether Indian sentiment desires the 
establishment of a mint for the coinage of sovereigns or half-sovereigns is 
considerable. When a resolution on the subject of a gold mint was raised 
in your Legislative Council on 22nd March 1912, the mover expressed his 
preference for a ten-rupee piece; but the resolution was withdrawn, so that 
no definite opinion was recorded. When in my teJegram of 16th Alay 1912 
I suggested that the views of Lo~al Governments, Chambers of Commerce, 
.and Presidency Banks regarding a gold mint should be ascertained, the 
Governmeut of India gave reasons for not a.cting on the suggestion; and it 
was accordingly not pursued at that time. In present circumstances it is 
clearly desirable to proceed with an enquiry as to the existence or otherwise 
of a genuine Indian sentiment in favour of a gold mint, the point which the 
Royal Commission leave in doubt. I shall be glad if you will take the necessary 
steps. You will doubtless draw the attenti0n of the bodies that you consult 
to the opinion expressed by the Royal Commission regarding the merits of 
the scheme, and to the information that is available regarding the 
establishment that would be required and the probable cost. (See Appendices 
to Interim Report of the Commissioners, Vol. I, page 215.) 

-(e) Failing the establishment of a gold mint. the Commission recommend a 
renewed notification of the willingness of the 'Government of India to 
receive gold bullion at the Bombay mint. I do not anticipate that you will 
have any objection to this; and, if this is so, it is perhaps nnnecessary to 
postpone the issue of the notification until the question of establishing a 
GoM Mint has been decided, since the establishment of a Gold Mint would 
require little, if any, modification in any arrangements previously introduced 
for the receipt of gold bullion. 

<d) In para. 89 the Commission, while holding that the Government of India 
ought to be alive to the possibility of the aggregate sterling reserves 
eventually reaching an unnecessarily high figure, recommend that "the 
whole profits of thj3 silver coinage, together with any interest accruing from 
investments or loans made from the Gold Standard Reserve, should for the. 
present continue to be placed to the credit of that Reserve, and that no 
diversion similar· to that made in 1907 for railway development should be 
under any circumstances permitted until further experience allows of a much 
more accurate definition of the calls which the Reserve may have to meet 
than is at present possible." 

I am prepared to act on this recommendation, and Your Excellency will 
doubtless be in favour of this course. The importance of the COUlmission's 
remarks regarding the possibility of an increase of the tittlrling reserves to 
an unnecessarily high figure must not be disregarded, since such diRregard 
would involve the danger that the full-benefit would not be obtained of the 
economy of the Indian currency system -which is one of its advantages. 
But it would be useless to attempt to forecast now the time and circumstances 
in which any action in the sense indicated in these remarks is likely to be 
desirable. 

{e) In para. 90 the Commission recommend without hesitation that the whole of 
the Gold Standard Reserve should be kept in London. Subject to any 
observations from Your Excellency I am ready to accept this recommendation •. 

{/) Paras. 96 to 100 contain recommendations regarding the composition of the 
Gold Standard Reserve, viz. :-That not less than one-half should be held 
in gold when the total exceeds £30,000,000, and that the minimum amount 
to be so held should be raised as soon as possible to £15,000,000, of which 
£4,000,000 should be provided by the abolition of the Indian branch of the 
Gold Standard Heserve and the consequent transfer of sovereigns from the 
Paper Currency Reserve in India to the Gold Standard Reserve, for location 
in London as soon as convenient; £4,000,000 should be obtained from the 
same source in exchange for securities now held in the Gold Standard 
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Reserve, and the remainder should be accumulated as opportunity offers 
for the revision of existing investments as well as by the addition of new 
money. . 

You will doubtless be in favour of increasing the amount of gold held in 
the Gold Standard Reserve, and I shall be glad to learn whetLer the standard 
proposed by the Royal Commission appears to you to be suitable. I shall 
also be glad of your remarks as to the method proposed for attaining the 
standard. 
\ The transfer of £4,~OO,OOO in. gold from the Paper Currency Reserve 

against the rupees now 1D the IndIan Branch of the Gold Standard Heserve 
would present no difficulty in itsel£, but it would be advantageous that, as 
the abolition of that branch would diminish the elasticity of the currency 
system, it should be accompanied by the introduction of the n('w element of 
elasticity proposed in para. 113. This would require the amendment of the 
Paper Currency Act. 

Similarly, the proposed transfer of £4,000,000 from the Paper Currency 
Reserve in exchange for securities would require legislation. in connection 
with which you l1lay desire to consider the comparative advantages of 
making the addition to the invested portion of the Paper Currency Heserve 
entirely (as suggested by the Commission) in the form of sterlilJg securities, 
or partly in that form and partly in rupee paper. If the latter course were 
adopted. a corresponding portioJ1 of the amount to be added in gold to the 
Gold Standard Reserve would be obtained by the realisation of sterling 
securities now held in that Reserve and the ear-marking of the proceeds 
in gold. 

The provision of the further sum required to raise the total of gold in the 
Gold Standard lleRerve to £15,000,000 will, if that standard is adopted, be 
proceeded with as favourable 0ppoltunity offers. 

(g) In para. 10] the Commission, in accordance with their view (stated in 
para. 52) as to the importance of formulating in advance and giving 
publicity to the policy which it is intended to pursue in a crisis, advise 
"that the Goyernment should make a public notIfication of their intention 
to sell bills in India on London at the rate of Is. 3Hd. whenever they are 
asked to do so (as was actually done in 1908, and confirmed in 1909), to the 
full extent of their resources." I shall be glad to learn whether you are in 
fayour of such a notification, and, if so, when, in your opinion, it should be 
made. 

(h) The main recommendatiolls regarding the Paper Currency system contained 
in paras. 110 to 118 are as follows :-

(A) That the Paper Currency Act should be amended so as (1) to 
increase the permissible maximum of the fiduciary portion of the Reserve 
up to the equivalent of the notes held from time to time in the Reserve 
Treasuries plus one-third of the notes outstanding elsewhere, (2) to 
increase the amount that may be held in sterling securities. (3) to enable 
part of the fiduciary portion to be represented by loans granted in India 
or London. 

(n) That the securities in the fiduciary portion of the Reserve should 
then be at once increased by the addition of six crores of sterling 
securities, to be transferred from the Gold Standard Reserve as shown in 
(I) above. 

(0) That the 500 rupee note should be universalised, and that, in 
accordance with the Commission's views expressed in para. 75 as to the 
importance of encouraging the use of notes, additional facilities should be 
granted for their encashlllent. 

CD) That gold in the Paper Currency Reserve in India should in ordinary 
circumstances continue to be used as at present, but that when an 
exchange crisis declares itself it should be given out only on such 
conditions as will secure its immediate export. 

(E) That for the present a portion of the Reserve should continue to be 
held in London in gold, but that such portion should ordinarily be limited 
to £5,000,000. 
Snme of these proposals· are far-reaching and will require careful 

consideration. The case for an increase in the permissible maximum of 
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the fiduciary portion of the Heserve and for enabling a part to be represented 
<>n occasion by loans appears to me to be strong. The questions whether 
the maximum shall be fixed, and the addition to the permanent securities 
effected, in the manner proposed are more difficult. 

With regard to the first question, it is to be remembered that if the plan 
proposed by the Commission is adopted, any encashment of notes or 
withdrawal of notes from the Reserve Treasuries at a time at which the 
non-metallic portion of the Reserve is at the maximum amount permissible 
\vill require a simultaneous diminution of that portion and adjustment of 
the amount of the metallic portion. The inconvenience involved in this plan, 
and indeed in any plan under which the invested part of a Paper Currency 
Reserve is limited to a percentage of the circulation instead of to a fixed sum, 
must not be overlooked; and it is to be remembered that such inconvenience 
is peculiarly great when the Reserve is scattered over a wide area. 

The second question has already been referred to under (f) above. 
I shall await with interest your observations on all the recommendations 

under this head. 
-{i) In para. 123 attention is called to the importance of reviewing periodically 

the balances held by the Government of India so as to secure all possible 
economy. The subject is one which necessarily comes before vour notice 
at frequent intervals and with l'egard to which it may be assumed that your 
practice, at any given time, represent& the result of the mm.t recent 
experience. The present moment is scarcely favourable to any formal 
examination and l'eport on the subject, partly because this would involve a 
postponement of the time at which your examination of the other recom­
mendations of the Royal Commission can be completed, and partly because 
the recent increase in the limits on savings bank deposits introduces a new 
factor that will require to be carefully watched. But you will doubtless 
bear the subject in mind and in due course make any modifications or 
submit to me any proposals that may seem to you to be desirable. 

-0) I anticipate that you will similarly desire to postpone for a time the 
consideration of the advantages and dii?advantages of a change in the date 

- of commencement of the financial year, to which the Commission refer in 
para. 128. 

{k) In paras. 134 to 169 the advisability of granting loans in India from the 
Government balances, in addition to such as would be granted under the 
recommendations summarised in (h) above, is discussed. The recommenda­
tions are that such loans should be made to Presidency Banks against 
security; that they bhould be for short periods; that they should not be 
confined to periods of stringency; that the rate of interest should be fixed 
by negotiation in each case; and that the amount should be based on 
experience gained by cautious and tentative action. :My telegram of 
22nd October 1913 and my Despatch dated 23rd January 1914, No. 14 
(Financial), approved provisionally a policy similar to that now recommended, 
except that it confined loans (in accordance with your suggestion) to periods 
when the Bank rate reached, or was about to reach, a high figure such as 
7 or ~ per cent., and fixed the rate of interest at 1 per cent. below Bank 
rate. Your experience of the ofTer made in accordance with my telegram 
will help you towards forming an opinion on the policy generally an~ in 
particular on the comparative advantages of the method then adopted and 
the method now recommended for determining the time at which, and the 
terms on which, loans should be granted. 

(l) In para. 167 attention is drawn to the possibility that the amount of rupee 
loans issued by your Government may with ad vantage be increased. This 
had already been the subject of considerable corre&pondence between the 
Government of India and the Secretary of State in Council, in consequence 
of which the amount of the rupee loan announced in your Budget for 1914-5 
was fixed at five crore!;. 

(m) I understand that you have under consideration the possibility of increasing 
the popularity of the forms of security issued by the Government of India to 
which attention is drawn in para. 169. 

{n) In paras. 170 to 186 approval is expressed of the course that has been and 
is followed, in regard to the sale of Council Dills. Various suggestions that 
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have ~een placed before the Commi~si(:)U f~:n' ll~odification of existing practice 
are I·eJected. In some passages a (hstlllctlOn 1& drawn between two views as 
to the limit that should govern the amount of sales; the one, that the trade 
demand for remittances should be met subject ,to not preventing an inflow of 
gold to India to meet the demand of the public for gold; the uther that the 
requirements immediate and pror::pective of the Secretary of State i~ Council 
in London should be the only factor to be considered. Certain points 
n~garding the relation between these views, the possibility of conflict between 
their practical consequences, and the course to be taken in sitch an event nre 

\ discusse~ in. th~ enclosed note. . 
(0) In para. 222 It IS recommended that a small expert hOlly be appolllteu with 

instructions either to pronounce definitely against the establishment of a 
State or Central Bank in India at the present time or to submit a concrete 
scheme for its establishment. I see no reason why effect should not be 
given to this recommendation. If you agree, I shall be glad to recei,'e 
detailed proposals from you, 

5. The summary gi\'en above is not exhaustive. It iR intended to assist you in the 
consideration of the Report by indicating the points to which it seems to me that 
discussion between the Government of India and myself should first be directed and 
the provisional conclusions which, subject to ) our remarks, I am inclined to adopt on 
certain of them. Owing to the number and complexity of the issues raised and the 
pressure of other work ill your Finance Department, some time may elapse before YOU 
are able to furnish me with a full statement of your views, and you may wish to deal 
with the questions III small groups or one by one. I am anxious to llleet your 
convenience in this respect, and am content to leave to you the choice of the order in 
which the discussion of the various subjects shall be taken up. 

ENCLOSlTRg, 

N9te referred to in pam. 4 (n). 

III paras. 177 to 18U, and incidentally in other passages, the Hoyal Commission 
consider what are the Emiti'l of amount within which Council Drafts &hould be sold. 
To discern clearly how far the Commission agree with the practice that has been 
followed in the past, what is their attitude towards suggestions for modification that 
have been placed before them, and what they recommend for the future, is of much 
importance because, as stated in para. 170, in language of which the appropriateness 
will be recognised by· all who have close practical acquaintance with Indian finance, 
the sales of Council Drafts "are the central :feature of the machinery by which the 
Indian finance and currenny system is at present managed" (para. 170). The 
Oommissioners themselves have not attempted to lay down any brief rule that can 
be mechanically followed; and it does not seem possible to summarir::e their 
conclusions in any such form. To obtain from them practical guidance it appears 
necessary to collect their observations on what was put before them as to existing 
practice, and on the possible modifications in detaIl or in principle that they 
considered, and to see what are the results to which such observations point:-

(a) Their summary of recent practice as explained to them in evidence i& 
(para. 178) that it has been <C to sell as long as there was a demand [within 
the recognised limits of price] and as long as it could be met from the 
rer::ources of the Government in India." It might have been added that, as 
was stated in evidence (see Appendix I, page 12) and demonstrated by 
statistics tibid, pages 21 and 84), this practice has been followed ,. subject 
to the consideration . . .. . tbat the !:lales shall not be on such a scale 
as to prevent the inflow of gold to India to the extent to which it seems 
likely that there will be a. demand for it on the part of the public." It 
might also have been added that, as mentioned in paras. 33 and 174 of the 
Report, bills ~re sold without limit at ] 8. 4td. per rupee. 

(0) The possible modifications considered by them were (para. 179), "that the 
Secretary of State should never sell more than the amount of his home 
charges, or that he should restrict his sales to the amount entered in the 
Budget estimates, or again that he, should adjust the sales in such manner 
as to keep his home balance from rising. much above the working figure 
of £4,000,000." 
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As regards the results that have followed from the practice described in (a) and 
the value of the suggestiond mentioned in (b) the ffnding of the Commission is 
definite. 

(a) In para. 133 they say that they find no fault with the course taken by 
Government in recent years, though they mention that, if the 
recommendations which they make as Jegards loans in India are approved, 
the occasions, though not .the extent, of the transfer of money from India 
to London may have to be revised. 

Similarly, ill para. 179 they emphasise the fact that" while, in consequence 
of recurring surpluses over budget estimates, the London balance has been 
abnormally high for the last few years, no money has been brought home" 
by the sale of Council drafts .. which has not been usen or will not be 
used for Indian Government reqnirements in the United Kingdom." The 
same view is repeated in para. 180. 

(b) In para. 179 they state that they are opposed to the suggested limitations 
on the amount of sales. They refer more than once to the important 
undertaking given by the Secretary of State in Council in 1904 that Bills 
will be sold without liI!lit of amount at 18. 4id. per rupee, and do not 
indicate that they contemplate any alteration. 

Thus the procedure actually followed has led to results which the Commissioners 
think suitable, and the alternative procedures considered. by them, which would have 
led to different results, are rejected. But emphasis is laid (paras. 179, 180, and IS6) 
on the view that the only real justification for the sale of drafts is to be found in the 
desiraLility of meeting the Secretary of State's requirements, immediate and 
prospective, in the wide sense in which (para. 186) these words are understood by the 
Commissioners, and not in the desirability of meeting the convenience of trade. 
From para. 186 it would appear that what is said on this point is intended rather to 
suggest an amendment of the explanatiOlJS given to the public, than a change of 
practice, an interpretation borne out by what is said a'bout the results of past 
practice. 

But it is not superfluous to consider the questions: (1) how far it is probable that 
a rule that Council Drafts should be sold to meet tIle demands of trade, subject to 
not impeding the flow of gold to India to the amount required in India for absorption 
by the public, might have in the future (though it has not had in the past) a different 
practical result from the principle laid down by the Commission that sales should 
be limited by the amount of the Secretary of State's requirements, present and 
prospective, in the sense defined in para. 186; (2) what guidance can be gained from 
the Commission's Report as to the action to be taken in the event of such conflict 
arising. 

That such a conflict is improbable is shown by the coincidence, noted above, of the 
results of following the first principlE:' with those that the second principle is 
intended to produce and also by the fact that any increment of the trade demand, 
expressing itself through an application for Council drafts, tends automatically to set 
up an additional requirement of the Secretary of State in Council, viz. money for 
the purchase of silver. But, t!tough improbable, thA supposed conflict is not 
impossible. It is conceivable that at a time when the Secretary of State held 
resources sufficient, on a reasonable estimate, to meet his requirements immediate 
and prospective, and when a stock of gold and silver was held by the Government 
of India. sufficient to meet the immediate and prospective demand of the public, a 
trade demand might arise for remittance to India and express itself i!l applications 
for Council Drafts. To grant such drafts would involve a departure from the 
principle laid down in para. 186. To refuse them would involve "the export to 
India on private account of more gold than is actually required in India for 
absorption by the public," a course which the Commission regard as involving 
disadvantages set forth in para. 176. 

The difficulty of choosing between the two courses would, in part, be automatically 
removed by the operation of the rule (if still in force) under which sales of bills are 
made without limit at Is. 4id. per rupee, the proceeds being treated, if necessary. 
as a temporary addition to the portion of the Paper Currency Reserve held in London. 
If this did not completely solve the problem, the Secretary of State and the 
Government of India, so far as they were entirely guided by the views of the Royal 
Commission, would have to act in accordance with such view as they ('ould form on 
the question whether an increase was more probable in the future in the Secretary 

Cc 



624 ROYAL COMMISSION ON INDIAN CURRENCY AND FINANCE. 

of State's requirements in London, or in the desire of the public in India to obtain 
gold. In ~he .former case the. decision ~ollld, no doubt, be in favour of meeting p1·0 

tanto applIcatIOns for CouncIl Drafts III the form of telegraphic tral1&ieI s; in the 
latter case it would be in favour of rt'jecting applications, and thus forcin (!' the 
applicants to send gold to India. 0 

APPENDIX 98. 

Extratcts, &c., from Telegraphic Correspondence between the 
Secretary of State for India and the Goyernment of India. 
Finance Department. 

1. l'elegram from IT iceroy, Finance nepartment, dated 8th October 1924. 
Early decision on fundamental question of policy is essential in view of the 

strengthening exchange, which seems likely to rise above 18. od. We are convinced 
that the time has come when we should definitely decide against any attempt to push 
rupee above] 8. 6d. unlest:! renewed fall in gold value of Rterling takes place. It is now 
beginning to be realised generally that the stringency in the mal ket is the direct, 
outcome of Government action in contracting currency, or rather in placing strict limits 
on possibilities of expansion. The volume and importance of the opposition to this 
policy is increasing and was the hasis for the sup pOl t, not from Indian intf'rests only, 
of Sir Purshotamdas's Currency Bills which have, however, not been intlOduced and 
therefore lapse. We should have difficulty in refusing to provide more generously 
for additions to currency even if we wished to do so, and there is serious risk of a. 
financial crisis if we keep the screw on too tight. Moreover, we cannot afford to keep 
market bare of loanable funds if we are successfully to raise a rupee loan in 1925 and 
still another in J 926, when we have large amounts of bonds maturing. 

It will follow, if this view is accepted, that during the coming busy season we 
should endeavour to preveDt a rise above 18. 6d. by free sales of Councils and sterling 
purchases both from our Treasury balances and by issuing currency against sterling 
purchased for Paper Currency Reserve so far as necessary. It iR realised that this 
may raise the question whether the existing limit of Rs. 8:) crores of securities in 
reserve may not have to be increased. It is probable that it would be desirable in any 
case to increase our statutory powers up to, say, Rs. 100 crores next winter, and we 
conslCier that we can justify this increase by normal expansion of the note issue which 
will be required to meet the increasing trade requirements of the country. The 
general policy which we have tentatively in mind would be-

(a) to :etain as our primary purpose maintenance of comparatively RLable rupee 
prIces; 

(b) to fix in our own mind on 18. 6d. sterling as the figure at which we desire to 
stabilise rupee so long as thiR primary purpose is not endangered, which is 
only likely in the event of renewed falling in gold value of sterling; and 

(c) to wait until gold and sterling are on a par before fixing the rupee by 
statute. 

But we realise that questions of such fundamental importance should not be 
decided wit.hout a formal enquiry by some kind of Committee. Such a Committee 
might consider also other connected questions such as transfer to the Imperial Bank 
of the management of the Paper Currency, Remittances, &c. 

We have had an opportunity of discussion with Warren, who is strongly of 
opinion, with which we agree, that we should announce that we are prepared to buy 
RterJing without limit at 18. 61d. Such an announcement, we believe, would have 
reassuring effect and would remove the element of uncertainty, which is at present 
having a disturbing effect on the market and may produce a real danger. 

2. Telegram from Secretary of State to Viceroy, Finance Department, dated 
10th October H124. 

I share your view that it is of utmost importance that confidence of market should 
be maintained, and I am prepared to agree to further announcement as this object 
does not seem to have been achieved by your letter to Bengal Chamber of 25th August. 
It seems to me, however that the vital consideration is not so much the actual level 
of exchange at the mo~ent as the avoidance of such abnormal stringency as might 
threaten the financial and economic position. I feel also that work of committee, if 



APPENDIX 98. 625 

such is appointed, might be prejudiced if we peg upward limit of exchange, and that 
there is danger in announC'iug any definite figure as leading to conclusions OIl 

part of pu blio which might not eventually be realised. I think, herein following 
underlying conception in your telegram of 1st October, that in present conditions safer 
criterion is to be found in the maintenance of adequate cash position of Imperial: 
Bank, and so avoiding any untoward rise in bank rate. I cannot but think that 
market would be assured that you have power to do this if you forthwith announced 
intention of taking steps at forthcoming meeting of Legislature to raise fiduciary' 
limit of Us. 85 to Hs. 100 crores. 

I suggest, therefore, annOUIl~ement on following lines. Government of India, in 
consultation with the Secretary of State, have given careful consideration to thEJ 
situation indicated by the recent rapid rise in exchange. The Government of India: 
announce that they will, in consultation with the Imperial Bank, take such steps as 
the market position may demand to anticipate and relieve any undue stringency that 
may threaten Or occur during this busy season, and with this end in view they propose 
at the next session of the Legislature to take powers to increase the limits up to which 
currency may be issued against Flecurities from Hs. 85 to Rs. 100 crores. 

You could also annOllnce that, as in last season, Government intend in effecting 
remittances to act with a view to obviating any unduly rapid appreciation of the 
rupee. 

I suggest we should endeavour to regulate remittances in such a way as to avoid~ 
if possible, a greater rise than, say, ld. in anyone week. 

3. Telegmm from Viceroy, Finance Department, dated 11th October 1924. 
Your telegram dated 10th October, 287~. We consider announcement suggested 

by you' inadequate. It adds little in fact to the reply given already by the Finance 
Member in the Assembly to Purshotamdas' question, in which Government stated 
their readiness to ask for further statutory powers if required. This reply was well 
received as being more explicit than the terms of the letter addressed to the Bengal 
Chamber, but last week's .events have only served more to convince us that unless 
there is assurance that an upper limit to the exchange can be guaranteed during the 
coming busy season confident market cannot be restored. The suggestion made hi 
you for preventing an undue rise in exchange in anyone week appears to us quite 
insufficient to meet the gravity of the situation. We do not agree that mere avoidance 
of abnormal stringency is the vital consideration. The element of uncertainty as t() 
limits to which the exchange can rise has become even more vital. The matter has 
been in our minds for some time, but we have deferred addressing you until we had 
opportunity to discuss with Warreq. who, after studying restriction in Bombay; 
strongly confirmed our view that increase in rate beyond 18d. is to be deprecated in 
the best interests of the country and of our future financial operations, and that public 
announcement is most desirable and indeed imperative. 

The point you urge, that to peg exchange in advance of the appointing of the 
Committee has certain disadvantages, is fully realised by us, but we feel that greater 
dangers are im'olved in any other policy. It is, we consider, out of the question that; 
the uncertainty should be allowed to continue for several months more. We think it 
highly improbable that the view could be taken by any Committee that higher 
exchange than Is. 6d. is desirable. This rate is one which would not involve the 
disturbance of present price levels, but both Indian exports and industries would be 
ad versely affected by any higher rate. We find already that Tata Iron and Steel 
Company is seriously affected by rise in exchange. The Committee would not be 
absolutely precluded from recommending 11 higher rate by a decision now to give an 
up\Tard limit of Is. Bid. for the time being, but even if it were, we feel it our duty as 
a Government in existing circumstances, to arrive at a decision in advance. Further, 
we believe that an: opportunity, which may not recur, is offered at the present moment 
of obtaining general acquiescence even in Bombay in a policy which will give us a 
permanently higher rat'e than Is. 4d. gold. 'Ve regard it as' of great importance~ 
politically, quite' ap:irt from financial 'merits, to take commercial opinion along with 
lIS in this matter. We therefore strongly' pl'ess that our proposals should be 
accepted. 

4,., Telegmm from Secretary of State to Vice,'oy, Financt: Department, dated 
. 15th October 1924. ' 

Exchange. Your telegrams dated 8th and 11th instant .. ThE:' difficulties which 
rou have had to face in maintaining view, with which I am in entire accord, tha~ 

Dd 
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~lmf) has not yet come for final fixation of rating of rupee, are fully realised by me 
~:p.d l appreciate vigour and skill with which case for postponing this issue has beed 
~xpounded on numerous occasions by Finance Member despite stron u pressure from 
oCf):rtain quartC'lrs for attempting forthwith permanent solution. I reg~et all the more 
~eenly in these circumstances that I am unable to see eye to eye with you on the 
aption to be taken at the moment. 

I? consid~I:ing your recommendatio?s main.o?ject that ,~eighs with me is to uphold 
-cardmal pOSItIOn that world eCO??mI? condItIOns a:e stIll too unstab]~ to ~ustify 
renewed. attempt at. exchange stabIlIsatIOn and to aVOId any steps that mIght Impair 
:present freedom of action and militate against the eventual adoption of a rating that 
ptigh,t seem, after full enquiry in due course, most conducive to general interests 
~:ffep~ed find to be capable, without undue strain. of being maintained. 

No indicatio:q. has reached me that Indian trade in its broad Hspects is likely to be 
th:reatened by such ~ gradual rise in exchange as has been in progress for some time .or that remIttance operations conducted on lines suggested in final paragraph of my 
1;elegra~ of 10th instant (supplemented by this telegram) will be iusufficient to control 
.any excessive uprush of exchange. Further, such oetails as I have with regard to 
lndian internal prices seem to show a rising tendency despite upward curve of 
~+change. Pegging of exchange wonld mIlitate against your power of control even 
if this movement cannot ultimately be a\oided owing to world prices, and would tend 
to defeat primary object of maintaining the stability of internal prices (see your 
telegram tIated 8th instant). At the same time I sympathise altogether with feeling 
<>f apprehension which is hanging over market, that absence of automatic facilities 
for cnrrl'lncy expansion by import. of gold might lead to a stringency which might 
threaten fundamental economic position. While it is not feasible to remedy this 
defectt in existing conditions, proposals in my telegram of 10th October were 
directed to meeting, what it still appears to me to be, the essential danger point of 
-present abnormal situation, and actual decision to take further powers for an l11crease 
in the fiduciary issue is, in my opinion, an important advance on the general assurance 
given previously. 

Government have, as regards pegging upward 1imit of exchange, up to now 
.advisedly refrained from establishing any absolute maximum rate and have studIOusly 
.avoided implications regarding the future. If Government were now to commit itself 
to a maximum sterling rate any such arbitrarily fixed rate would be bound to have 
strong influence on the anticipations of the market as to permanent rating of the 
future, though here again grounds for dispute w01~ld be furnished as to whether 
-eventual rate would be the rate as pegged m sterling or the present equivalent in 
gold. In either case Government would have gravely comp.romised their liberty of 
.actio:Q., and in the event of a material rise in g~ld prices (which contingency cannot 
b~ ove:rlooked) Government might have cause to regret any decision taken now. 
Moreover, Government would be exposed, having once committed itself to the 
pegging of upper limit, to demands that attempts should also be made to peg lower 
~iIJ?it in the e.vent of exchange weakening substantially hereafter. It is difficult to 
~ee without this further step that importation of funds to India will be materially 
helped, as no limit can be set to possible loss on exchange on retransfer. On the 
<>the:c hand, any action tending to raise matter of reyerses is to be deprecated until 
Government are prepared to use full resources in support of a permanent rate. 

We have before us the fact that in many instances during" recent years, in periods 
~f fluctuating world prices, when attempts have been mad~ to peg exchange the 
result has been substantial loss to countries concerned, and great inconvenience and 
difficulty have been caused to the trader when the peg has broken down or been 
removed. 

¥y conclusion is that Government should refrain from any absolute pegging of 
upward limit of exchange or from appointing a Committee at present time. The 
.arguments on which Ifinance Member has laid stress in the past, in particular the 
uncertainty of present world economic factors. have lost none of their strength. We 
have to reckon, apart from the uncertainty as to the gold value of sterling to which 
Y9U :refer, with the even greater uncertainty attached to the commodity value of gold • 
.entailing reactions which India, like other countries, could not escape. 

r should observe in this connection, in order to avoid possible misunderstanding. 
that under clause (b) of your telegram of 8th October you are apparently prepared to 
envisage provisionally the ultimate rating of the rupee with a greater degree of 
preci~ion than suggests.itself to me at present. The figure mentioned by you is purely 
~fl>itrf\ry and cannot be based on reliable data as the future of gold prices is still 
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obl:>cure. At the same time you will realise that it is no question of any particular 
prognosis that impels me to the view that it is premature to proceed at the moment 
with the idea of a Committee or to set an absolute upward limit to the rupee for time 
being in the manner you suggest. 

1 recognise that at Rome future date it will be desirable to constitute an authoritative­
body to advise as to the rating of the rupee and possibly as to other matters in 
connection with Indian currency and exchange. 

Meanwhile, in my judgmp.nt, a prudent policy wuuld be based on following main 
objectives, viz. the maintenance by the Imperial Bank of an adequate cash position, 
with a view to avoiding any serious departure from what may be regarded as the­
normal Indian monetary trend; maintenance of comparatively stable rupee prices; 
the regulation of remittances, with a view to the avoidance of excessive fluctuations of 
exchange, and the retention of a free hand by Government to take appropriate action 
when the time come~, with a view to fixing exchange rating at point deemed most 
conducive to Indian intarests as a whole. 

h is worth observing in this connection that when the time comeR for the­
submission of the matter to a Committee it will be well to time reference bO that 
report mny be presented before the busy season, so that action may be taken on it at 
period of year most promil:>ing for success, assuming conditions (:ontinue normal. 
Danger of submitting report towards close of active season is that the chance of 
making any new ratio effective may be impaired if conditions prove unfavourable in 
succeeding busy season. 

For reaElons furnished above, I must adhere to decision communicated in my 
telegram of 10th October, on which I should be glad if you would act. As regards 
increase to Us. 100 crares of fiduciary issue, I am advised that you could act, in case­
of emergency, b~·. Ordinance under section 72 of the G~vernment of India Act. 
You may consider it desirable to refer in announcement to this point. It is open t() 
you, of course, also to amplify announcement by including reference to recent 
extensive remittances aH indicating Government's desire to help market. 

5. Telegram from Viceroy, Finance Depm·tment, dated 4th November 1924. 

ExchulJge. Your telegram dated 15th October. Serious consideration has been 
given by us to your argnments, which were fully present in our own minds when our 
propol::!als were made, and we desire to make the following observations. 

Your main argument against acceptance is that the world economic conditions are 
still too unstable to justify the renewal of the attempt at exchange stabilisation. This 
argument is iu substance the same as we have ourselves put forward repeatedly 
against the demands for altering the statutory ratio. The argument can easily be 
pressed too far, howevpr, so far as it affects India. We have always recognised the 
-possibility of a renewed fall in the purchasing PO\\ er of gold, and we agree that this 
consideration is decisive against any immediate fixation of the rupee in terms of 
gold; but as against fixation in terms of sterling, particularly if such fixation is 
tentative as we propose, the argument loses much of its force when it is remembered 
that, at present, sterling is at a discount not much less than 10 per cent. in terms of 
gold, so that to that extent a fall in the purchasing power of gold will be offset by the­
rise in gold value of sterling, ,,,,hich involves a corre~ponding rise in the gold ,value­
of the rupee without any departure from the rate of h. 6d. sterling. 

With regard to your reference to other countries who have attempted to peg 
exchange, the case of India i~ not paralJel. The former attempted to fix a lower 
limit of exphange at Ii time when their trade had been noticeably disturbed and the 
intc>rnal economic conditions were in a state of chaos. Our present proposal as 
regards India is tet fix an upper limit when trade as weH ac; internal economic 
conditions have made progress substantially in return to normal lines. We doubt 
whether sufficient weight has been given by YOll to the great improvement in internal 
economic conditions which ha3 taken place in India, and to the check which in the­
last few years has been placed on the expansion of currency. In the last two years 
the raw materials of India have been in great demand, with the result that there has 
been a substantial trade balance in her favour. 

The demand for Indian commodities may be expected to rise further with the 
return of normal economic conditions in Central Europp., and it is difficult to envisage, 
in the absence of a widespread failure of the monsoon or other catastrophe, a 
situation in which there would be in the near future a complete swing uf the­
pendulum .. 
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. , As regards your comments on the course of Indjan internal prices, the Calcutta. 
index number of wholeE.ale prices, which is more reliable and more ('omprehensive 
than the all-India index number, does not disclose any tendency to rIse. The same 
is true of the Bombay index number. \Ve would further point out that in the case of 
,commodities which have a world price-e.g. cotton, steel and sugar-in recent months 
there has been a marked fall in the rupee price; in the case of wheat, the result of 
the appreciation of the rupee has been that the price has remained nearly stationary­
in India while it has gone up considerably in F~ngland and America. 

While then we agree that the waiting policy adopted hitherto has been the right 
(Jne, in our opinion it is almost, if not quite, impossible for practical reasons to 
maintain it. You observe that such a gradual rise in exchange as has for some time 
been in progrflss is not likely to threaten Indian traue in its broad aspects. and that 
remittance 'operations conducted on the lines suggested by yon should suffice to 
.control any excessive uprush of exchange. We must point out that the rise In 

-exchange which has occurred already has not hitherto had any serious adverse effect 
}In trade because it hat) so far not exceeded the limits which have generally been 
anticipated. There can be no doubt that much harm (Will be done by any further 
material rise. While it is possible, of course, to control a further rise by adjusting 
·our remittance operations, it ~hould be remembered that exchange has risen from 
Is. 4td. to Is. 6d. during the last six months in spite of heavy purchases of sterling, 
.and that such violent'and frequent adjustments in our purchase procedure as will be 
necessary in order to keep the rise under effective control, cannot but have the most 
harmful effects. The rates which were accepted at the Council BilJ sales of the 14th 
and 21st October has already furnished evidence of this. As a result of our large 
purchases of sterling in October the exchange market is, for the moment, quiescent, 
but there is no guarantee that there will not be a recurrence of siPlilar conditions jn 
.an aggravated form during the busy season. 

Morem er, it is OUT' delIberate opinion that we cannot afford to allow the rupee to 
.appreciate much abov@ 18. 6d. sterling durmg the coming winter, and it. ,t4is,ki 
accepted the importance of an announcement immediately regarding the upper limit 
for exchange is obvious. Both in Calcutta and Bombay the trade is in ,an extreme 
state of ten'sion and expectant of a' Governm.ent announcement; in the absence of 
"Which gambling in exchange will continue on a large scale to the serious detriment 
.of genuine tmde interests. 

Further, we regard with extreme concern the prospects of borrowing by 
{tovernment unless a-ction is taken now to restore confidence. Weare convinced that 
unless there is some very big change in the conditions reacting on the Indian monetary 
situation, the issue of a rupee loan in India, of any appreciable amount, III the summer 
-of 1925, will be an impos~ibility. 

W p, reduced our demand £,rom 20 crores to 15 Cl'ores in 1924; eventually we got 
-only 1;3 crores and were lucky to get that. We cannot curtaIl very materially our 
-capital programme even if we wished to do so, and we should regard as contrary to 
the true interests of India anv considerable curtailment. We should be driven to 
raise a sterling loan in order "to continue our ~~apital programme. The size of the 
Indian sterling debt is, in our view, already sufficiently heavy for the present. In a 
period of bad monsoons ex.ternal borrowing will be inevitable, and Indian credit 
.abroad. if we can avoid it, ought not to be called upon to bear the strain of the issue 
.of arl external loan at a tIme of good monRoons when there is no difficult.y III remitting 

. ;money abroad, and the need for borrowing abroad only ariseR because the capItal 
eannot be raised in India. Moreover, external borrowing at a time when there is 
uncertainty as to the future of the 1 upee, involves an exchange risk and becomes very 
:speculative. We would remind you that in 1926 we have a maturity of 38 crores to 
deal with, and it is unthinkable that by postponing a decision in- regard to exchange 
we should run the risk of not being able to renew a large proportion of these bonds 
in India. . 
, The announcement \Yhich you suggest is, we consider, quite insufficient in itself 
to have any reassuring effect, as it will amount only to a reit~ration of the declaration 
WA have already made" that there will be no hesitation on the part of Government to 
take further powers in a matter of sterlmg investments in the Paper Currency Reserve. 
Something of greater importance is expectfld by the market, and we consider it better 
to make no announcement at all if we have nothing better to announce. Such an 
~nnouncement would at once stimulate the demand, for the moment quiescent, for 
~,ction on the lines of Purshotamdas' Bill, and would result in increasing opposition to 
our Bill when it is introduced. 



APPENDI~ ~8 .. 

. We propose that as soon as announoeme»t.of our maximum rate is made, Council 
sales should be discontinued for the present, and all sterling purchases effected 
through the Imperial B~n~ at the rate of 18, 6id, only. 

6. Telegr,am fror. &e~6tary olState to V'iceroy, Finance Depa1'tment, 
" dated 19th November 1924. 

Exchange. Your ,tel~gr~m of 4th November. It will have been realised that the 
decisions in my prede~ssor,',$ telegram dated 15th October were not reached without 
full consideration of A»,. important question in all its bearings, but matter has again 
received most careful attention in view of your further telegra.JO. 

The announcement of any maximum upward limit to exchange is likely to be 
regarded as the ~r8,~ step in the direction of eventual fixation, and arbitrary point 
selected would have to be justified, which it would be difficult to do with convincing 
effect in ~xiBting :unce~tainties. Having once accepted a new responsibility as regards 
upward point, Government could scarcely avoid, for long, complementary and more 
dangerou~ responsibility of fixing a lower limit and supportmg that limit, in event of 

,any material weakness developing, with full extent of its resources. \Vhatever later 
reaction wor~d. price movements may have on exchange, we cannot leave out of 
.:account possibility of some decline from existing level of exchange, especially in view 
of recent rapid rise in sterling-dollar exchange, which has already, presumably, had 
some influence in checking rise of rupee-sterling exchange. This tendency may 
lnanife~t itielf further unless counteracted by other forces if, in accordance with 
feeling in well-infonned quarters (vide city notes in Times of 7th November), the 
pound moves at no very distant date to parity. H capacity of Government to handle 

,exchange problem effectively at proper time is not to be compromised, it is necessary, 
in my judgment, to avoid commitments whiuh may prove embarrassing subsequently 
and to retain freedom of action until greater stability in international factors has been 
achieved and time is favourable for taking up question of the permanent fixation of 
,rupee exchange. 

I agree with you that, as matters stand at the moment, our efforts should be 
,directed towards averting mat.erial rise in exchange above Is. 6d., and I am quite 
prepared, in the event of exchange showing a marked tendency to break away in 
upward direction above that point, that we should conduct remittance operations on 
scale which would hold tendency in check. We should have to' consider as season 
develops, in light of trade and market conditions, how far it is desirable to persist in 

'such a policy if it threatens to lead to an undesirable degree of expansion. There 
seems no reason to think that market position will be impaired as regards future 
~borrowings if cash balances of Imperial Bank are adequately replenished so that 
market conditions conform to normal monetary trend and remittance operations are 

.conducted on lines stated above. Prospect as regards future borrowings 'tests much 
more on actual monetary conditions than on announcement of present policy, which 
mayor may not be modified. I share your view that the restriction of the growth of 
India's sterling debt, so far as may be. is desirable, but it is to be remembered that 
the opportunity of raising the exceptionally large loans obtained in India during the 
time of war and afterwards arose out of special circumstances, including the heavy 
oCurrency expansion between 1917 and 1920, the influence of which contmued 
subsequently, especially during the period of severe trade depression, despite the 
actual contraction. of currency which took place after 1920. 

As main objections to your proposals, recapitulated briefly above, remain, I have 
,decided. after fullest consideration, to adhere to decisions communicated m my 
predecessor's telegram dated 15th October_ It is not necessary for me, in the 
-circumstances, to examine in detail the suggestion in final paragraph of your 
telegram, which seems to imply that Government should so act as to stimulate rise 
in exchange to 18. 6td. I see objection to the adoption of any such rigid standard. 
It seems preferable to work on lines now in force, which make it clear that Government 
have no preconceived aim in the matter of exchange apart from desire to avoid 
·excessive and rapid fluctuations. I do not understand why any announcement 
regarding the matter should be expected by mazkets, but feeling would dOllbtlesB 
disappear when it is clear that no such announcement is forthcoming and public are 
leit to place their own interpretation on Government's attitude. You could make it 
known, of course, that attitude of Government is, broadly speaking, the ~ame as that. 
which has prevailed during past year, and that it IS still important to avoid any 
positiVe commitments until, at any rate, gold and sterling are synonymous again. 
.and t.here is assured prospect of maintaining parity. 
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7. Telegram from Secretary of Stale to Viceroy, Finance Vepm'lmcnt, dated 
24th September 1U:!:,). 

Exchange. I gather that your definite view is that exchanCTe bhoul<l n0t 
throughout this busy season be allowed to risp. above gold import point on 18. Gd. 
basis. While final developments of monsoon may affect extent of demand for 
rupees, there is still possibility of persistence of tendency for exchange ·tQ rise 
which could be kept down only by what would amount to unlimited remittance at 
fixed ~oint, and fig~r~ of £14,000,COO mentioned previously is to be regarded, 
presumably, as proVlsIOnal only. If demand for rupees' were to continue for a 
prolonged period on extensive scale there might be some risk of excessive expansion 
if upward limit of exchange were pegged as suggested. I cannot commit myself 
therefore, in present circumstances, to view that exchange should in no circumstalJce~ 
be permitted to rise th.is winter to, ~a;v, above 18. (jT\~' or 18. 6?j7'1d . .' though I am 
prepared to accept thIS figure provIsIOnally as governIng for the tIme beiuCT OUf 

remittance policy. Moreover, I feel strongly that it would not be rig-ht to p;esent 
Currency Oommission with a fait accomplL at the very moment wliell thev ale 
commencing operations. I therefore suggest, if market conditions point that way 
rate for remittances might be allowed to move shortly to 18. u-i""ld. This figure 'i~ 
sufficiently near Is. 6d. gold import point, and would not indicate any chanrre of 
~~ e 

With regard to your recommendations for the financing of remittances, the 
present easy money conditions indicated by low bank rate suggest that we should not 
resort to expansion of currency £:'0 soon. I therefore think that there would be 
distinct advantages in following the original idea suggf'sted h~' you. Recent 
uncertain developments of monsoon alsu point to the undesirability of premature 
expansion. I would therefore be glad if you would reconsider Ways anfl Means 
advance or Treasury Bills to be combined with note issue expansion as season 
progresses and money conditions harden. 

As regards Home Treasury position, existing balances will probably suffice till 
towards end of .J an nary, on the assnmption that thp.y will not be further strengthened 
by remittances. 

8. 1'elegram from riceroy, Finance Depmtment, dated 9th Uctober' 1!l.:?.'). 
With reference to your telegram dated 24th September, Exchange, we note that 

you accept provision as governing our remittance policy for the time being, that 
exchange should not be allowed to rise above gold import point on basis of 18. (jd., 
and it is not our wish to anticipate policy which should be pursued in the busy Bf'aSOn 
later. \Ve do deprecate, however, proposal to allow exchange to move to lB. U:lld. 
This fig-un; is somewhat above the actual gold point, and we are convinced that our 
action would be misunderstood by market and would be regarded as a change of 
policy, and thE' effect almost certainly would be an avalanche of sterling sales in 
anticipation. Since our last telegTam position has altered somewhat. Recently" e 
have not had to purchase large amounts of sterling, and we anticipate that our 
balance at the bank on 16th instant will be Rs. 8 crores, less the rupee cost of any 
further sterling purchases. Moreover, we expect the demand for money will begin 
earlier than usual owing mainly to the early season for cotton, and bank rate has 
already been raised to 5 per cent. We think it likely that we may be able to 
postpone till the end of October any expansion of currency. It will, therefore, not 
be likely that expansion of currency will coincide with very easy money conditions. 
It is possible at the same time that it may be convenient to combine policy proposed 
by us with Ways and Means advances from the bank later on. We will bear this 
possibility in mind and watch situation. 

9. Telegram from Secretary of State to Viceroy, Finance Department, 
dated 19th March 192ft 

Pronounced weakening of exchange recently makes it desirable that \\'e should be 
prepar~d for possibility that exchange may decline to lower gold point as determined 
on basis of lSd. gold rupee, which may presumably be taken at Is. 5Bd. telegraphic 
in present conditions. 

2. Recent policy of holding upper limit of exchange at Is. uI\d. was directed 
towards the establishment of au equilibrium between external and internal prices .. 
which would facilitate stabilisation of rupee at 18. 6d. gold. I recognise inconvenience 
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-of Government having to intervene actively to maintain the lower limit of exchange 
at a time when the Currency Commission iR sitting, but when Government decided to 
peg upper limit of exchange the inconvenience of positive control was accepted 
definitely. Result has been an expansion of currency which it may be necessary to 
dra\v off if exchange relapses to lower gold point by sale of reverses. You will agree 
that this should, if possible, be avoided as the sale of reverses would be open to 
much public misunderstanding and misrepresentation. I suggest, therefore, for 

.. consideration, whether before this stage is reached some contraction of note issue 
shoul<I not, with a view to. stiffening market ~n India, be effected forthwith against 
re·traQ,sfer to Treasury of part of sterling securities earmarked this winter to currency 
reserve. I shall be glad to receive at an early date an a.ppreciation of exchangt> 
prospects and your recommendations on above matters. 

APPENDIX 99. 

Letter from Messrs. Thomas Duff & Co., Ltd., Calcutta, to the Joint 
Secretaries to the Royal Commission on Indian Currency and 
Finance, dated the 5th January :1926. 

'Ve are in receipt of letter No. 697, dated 30th ultimo, and in reply to same 
detltil below the figures of increases granted since the year 1913 to the wages of our 
workers, together with the months and years in which successive increases were 
granted :-

Per cent. of increase. Month. Year. 

10 per cent. 
10 per cen 1. -
20 per cent. -
10 per cent. -

~lay 
September 
January 
October 

1918. 
1919 
1920 
1920 

20 per cent. above pre-war. 
40 
50 

.. 
" 

" " 
" " 

A CI Khoraki" payment has also been made for some years and this special 
remuneration was sanctioned to make up, to some extent, for jute mills having to 
resort to a working week of four days only. This" Khoraki" payment automatically 
ceases when the mills are in a position to increase output. 

The details of II Khoraki " paid and the dates when started are as under:-

Shifters 
\Vorkers drawing less than 10 annas per day -
Workers drawing more than 10 annas but less 

than Re. 1 per day -
Workers drawing more than Re. 1 per day 

12520 P 519 5U/~69 1125 7.26 [I.O.P] 

April 1919. April 1921. 

Annas. 
3 
4 

6 
8 

Annas. 
4 
6 

8 
10 


	015721_0001
	015721_0003
	015721_0004
	015721_0005
	015721_0006
	015721_0007
	015721_0008
	015721_0009
	015721_0010
	015721_0011
	015721_0012
	015721_0013
	015721_0014
	015721_0015
	015721_0016
	015721_0017
	015721_0018
	015721_0019
	015721_0020
	015721_0021
	015721_0022
	015721_0023
	015721_0024
	015721_0025
	015721_0026
	015721_0027
	015721_0028
	015721_0029
	015721_0030
	015721_0031
	015721_0032
	015721_0033
	015721_0034
	015721_0035
	015721_0036
	015721_0037
	015721_0038
	015721_0039
	015721_0040
	015721_0041
	015721_0042
	015721_0043
	015721_0044
	015721_0045
	015721_0046
	015721_0047
	015721_0048
	015721_0049
	015721_0050
	015721_0051
	015721_0052
	015721_0053
	015721_0054
	015721_0055
	015721_0056
	015721_0057
	015721_0058
	015721_0059
	015721_0060
	015721_0061
	015721_0062
	015721_0063
	015721_0064
	015721_0065
	015721_0066
	015721_0067
	015721_0068
	015721_0069
	015721_0070
	015721_0071
	015721_0072
	015721_0073
	015721_0074
	015721_0075
	015721_0076
	015721_0077
	015721_0078
	015721_0079
	015721_0080
	015721_0081
	015721_0082
	015721_0083
	015721_0084
	015721_0085
	015721_0086
	015721_0087
	015721_0088
	015721_0089
	015721_0090
	015721_0091
	015721_0092
	015721_0093
	015721_0094
	015721_0095
	015721_0096
	015721_0097
	015721_0098
	015721_0099
	015721_0100
	015721_0101
	015721_0102
	015721_0103
	015721_0104
	015721_0105
	015721_0106
	015721_0107
	015721_0108
	015721_0109
	015721_0110
	015721_0111
	015721_0112
	015721_0113
	015721_0114
	015721_0115
	015721_0116
	015721_0117
	015721_0118
	015721_0119
	015721_0120
	015721_0121
	015721_0122
	015721_0123
	015721_0124
	015721_0125
	015721_0126
	015721_0127
	015721_0128
	015721_0129
	015721_0130
	015721_0131
	015721_0132
	015721_0133
	015721_0134
	015721_0135
	015721_0136
	015721_0137
	015721_0138
	015721_0139
	015721_0140
	015721_0141
	015721_0142
	015721_0143
	015721_0144
	015721_0145
	015721_0146
	015721_0147
	015721_0148
	015721_0149
	015721_0150
	015721_0151
	015721_0152
	015721_0153
	015721_0154
	015721_0155
	015721_0156
	015721_0157
	015721_0158
	015721_0159
	015721_0160
	015721_0161
	015721_0162
	015721_0163
	015721_0164
	015721_0165
	015721_0166
	015721_0167
	015721_0168
	015721_0169
	015721_0170
	015721_0171
	015721_0172
	015721_0173
	015721_0174
	015721_0175
	015721_0176
	015721_0177
	015721_0178
	015721_0179
	015721_0180
	015721_0181
	015721_0182
	015721_0183
	015721_0184
	015721_0185
	015721_0186
	015721_0187
	015721_0188
	015721_0189
	015721_0190
	015721_0191
	015721_0192
	015721_0193
	015721_0194
	015721_0195
	015721_0196
	015721_0197
	015721_0198
	015721_0199
	015721_0200
	015721_0201
	015721_0202
	015721_0203
	015721_0204
	015721_0205
	015721_0206
	015721_0207
	015721_0208
	015721_0209
	015721_0210
	015721_0211
	015721_0212
	015721_0213
	015721_0214
	015721_0215
	015721_0216
	015721_0217
	015721_0218
	015721_0219
	015721_0220
	015721_0221
	015721_0222
	015721_0223
	015721_0224
	015721_0225
	015721_0226
	015721_0227
	015721_0228
	015721_0229
	015721_0230
	015721_0231
	015721_0232
	015721_0233
	015721_0234
	015721_0235
	015721_0236
	015721_0237
	015721_0238
	015721_0239
	015721_0240
	015721_0241
	015721_0242
	015721_0243
	015721_0244
	015721_0245
	015721_0246
	015721_0247
	015721_0248
	015721_0249
	015721_0250
	015721_0251
	015721_0252
	015721_0253
	015721_0254
	015721_0255
	015721_0256
	015721_0257
	015721_0258
	015721_0259
	015721_0260
	015721_0261
	015721_0262
	015721_0263
	015721_0264
	015721_0265
	015721_0266
	015721_0267
	015721_0268
	015721_0269
	015721_0270
	015721_0271
	015721_0272
	015721_0273
	015721_0274
	015721_0275
	015721_0276
	015721_0277
	015721_0278
	015721_0279
	015721_0280
	015721_0281
	015721_0282
	015721_0283
	015721_0284
	015721_0285
	015721_0286
	015721_0287
	015721_0288
	015721_0289
	015721_0290
	015721_0291
	015721_0292
	015721_0293
	015721_0294
	015721_0295
	015721_0296
	015721_0297
	015721_0298
	015721_0299
	015721_0300
	015721_0301
	015721_0302
	015721_0303
	015721_0304
	015721_0305
	015721_0306
	015721_0307
	015721_0308
	015721_0309
	015721_0310
	015721_0311
	015721_0312
	015721_0313
	015721_0314
	015721_0315
	015721_0316
	015721_0317
	015721_0318
	015721_0319
	015721_0320
	015721_0321
	015721_0322
	015721_0323
	015721_0324
	015721_0325
	015721_0326
	015721_0327
	015721_0328
	015721_0329
	015721_0330
	015721_0331
	015721_0332
	015721_0333
	015721_0334
	015721_0335
	015721_0336
	015721_0337
	015721_0338
	015721_0339
	015721_0340
	015721_0341
	015721_0342
	015721_0343
	015721_0344
	015721_0345
	015721_0346
	015721_0347
	015721_0348
	015721_0349
	015721_0350
	015721_0351
	015721_0352
	015721_0353
	015721_0354
	015721_0355
	015721_0356
	015721_0357
	015721_0358
	015721_0359
	015721_0360
	015721_0361
	015721_0362
	015721_0363
	015721_0364
	015721_0365
	015721_0366
	015721_0367
	015721_0368
	015721_0369
	015721_0370
	015721_0371
	015721_0372
	015721_0373
	015721_0374
	015721_0375
	015721_0376
	015721_0377
	015721_0378
	015721_0379
	015721_0380
	015721_0381
	015721_0382
	015721_0383
	015721_0384
	015721_0385
	015721_0386
	015721_0387
	015721_0388
	015721_0389
	015721_0390
	015721_0391
	015721_0392
	015721_0393
	015721_0394
	015721_0395
	015721_0396
	015721_0397
	015721_0398
	015721_0399
	015721_0400
	015721_0401
	015721_0402
	015721_0403
	015721_0404
	015721_0405
	015721_0406
	015721_0407
	015721_0408
	015721_0409
	015721_0410
	015721_0411
	015721_0412
	015721_0413
	015721_0414
	015721_0415
	015721_0416
	015721_0417
	015721_0418
	015721_0419
	015721_0420
	015721_0421
	015721_0422
	015721_0423
	015721_0424
	015721_0425
	015721_0427
	015721_0428
	015721_0429
	015721_0430
	015721_0431
	015721_0432
	015721_0433
	015721_0434
	015721_0435
	015721_0436
	015721_0437
	015721_0438
	015721_0439
	015721_0440
	015721_0441
	015721_0442
	015721_0443
	015721_0444
	015721_0446
	015721_0447
	015721_0448
	015721_0449
	015721_0450
	015721_0451
	015721_0452
	015721_0453
	015721_0454
	015721_0455
	015721_0456
	015721_0457
	015721_0458
	015721_0459
	015721_0460
	015721_0461
	015721_0462
	015721_0463
	015721_0464
	015721_0465
	015721_0466
	015721_0467
	015721_0468
	015721_0469
	015721_0470
	015721_0471
	015721_0472
	015721_0473
	015721_0474
	015721_0475
	015721_0476
	015721_0477
	015721_0478
	015721_0479
	015721_0480
	015721_0481
	015721_0482
	015721_0483
	015721_0484
	015721_0485
	015721_0486
	015721_0487
	015721_0488
	015721_0489
	015721_0490
	015721_0491
	015721_0492
	015721_0493
	015721_0494
	015721_0495
	015721_0496
	015721_0497
	015721_0498
	015721_0499
	015721_0500
	015721_0501
	015721_0502
	015721_0503
	015721_0504
	015721_0505
	015721_0506
	015721_0507
	015721_0508
	015721_0509
	015721_0510
	015721_0511
	015721_0512
	015721_0513
	015721_0514
	015721_0515
	015721_0516
	015721_0517
	015721_0519
	015721_0520
	015721_0521
	015721_0522
	015721_0523
	015721_0524
	015721_0525
	015721_0526
	015721_0527
	015721_0528
	015721_0529
	015721_0530
	015721_0531
	015721_0532
	015721_0533
	015721_0534
	015721_0535
	015721_0536
	015721_0537
	015721_0538
	015721_0539
	015721_0540
	015721_0541
	015721_0542
	015721_0543
	015721_0544
	015721_0545
	015721_0546
	015721_0547
	015721_0548
	015721_0549
	015721_0550
	015721_0551
	015721_0552
	015721_0553
	015721_0554
	015721_0555
	015721_0557
	015721_0559
	015721_0560
	015721_0561
	015721_0562
	015721_0563
	015721_0564
	015721_0565
	015721_0566
	015721_0567
	015721_0568
	015721_0569
	015721_0570
	015721_0571
	015721_0572
	015721_0573
	015721_0574
	015721_0575
	015721_0576
	015721_0577
	015721_0577a
	015721_0577b
	015721_0578
	015721_0579
	015721_0580
	015721_0581
	015721_0582
	015721_0583
	015721_0584
	015721_0585
	015721_0586
	015721_0587
	015721_0588
	015721_0589
	015721_0590
	015721_0591
	015721_0592
	015721_0593
	015721_0594
	015721_0595
	015721_0596
	015721_0597
	015721_0598
	015721_0599
	015721_0600
	015721_0601
	015721_0602
	015721_0603
	015721_0604
	015721_0605
	015721_0606
	015721_0607
	015721_0608
	015721_0609
	015721_0610
	015721_0611
	015721_0612
	015721_0613
	015721_0614
	015721_0615
	015721_0616
	015721_0617
	015721_0618
	015721_0619
	015721_0620
	015721_0621
	015721_0622
	015721_0623
	015721_0623a
	015721_0623b
	015721_0624
	015721_0625
	Binder1.pdf
	015721_0020a
	015721_0020b
	015721_0020c
	015721_0020d
	015721_0020e
	015721_0020f
	015721_0020g
	015721_0020h
	015721_0020i
	015721_0020j
	015721_0020k
	015721_0020l


