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11,6 , BA~"KS AND THE MOYEr MARKET 

,APPENDIX I. (A) 

THE STABILISATION OF SILVER-PART I .• 

MAIN BEASON J'OB THIS S'C'GQESTION. 

Almost despairing of the possibility of sta.bilising the long
period vaJue of goldl and findin~ it increasingly impossible 
to bring about an equitable distribution of world', existing 
gold stock' drastic and radica.lly novel proposals' are being 
suggested by economists, laymen, and the vested ailver inter
ests to artificially raise the vaJue of silver by sheer lore. 

• Paper publishtd in the lndian!ournal of FCOl\omi~:ul,.I932.-
1 No serious attempt haa been made thul far to ... "ppl. with this problem at 

least on the line. recommended by the CenOi Financial Conference of 1922. nor Ian. 
the r..commendations of the League of Nation. Cold Delegation Committee Leen 
carried out by the dillerent lIold,u5ing countries. Th. lecent IUlpension 01 til. 
lIold standard by the United Kingdom on September 211t 1931 followed by ofMr 
countries has made the pOisibility of making ,old an international standard a • .,., 
remote contingency. Sterling ia pitted a,ainlt gold and the Ittempt 01 the Briti.h 
Currency expertl i. to provide a lolid proof 01 the .tability of the "curd Iterlin, .. 
a,ainat the gold. But a time will come when it will have to be attached to a standard. 
Pei.'hapa the moral triumph of the" tabular standard" which is 80 ardently preached 
by every Manhillian is about to become an accepted fad. It is quit.likel,. that .. tho 
Iei.as..z-faire hard shelll/Old bug ... will not .ucceed for there i, a determined anempt 
beinll made by the Empire Economic Union to have a bi, Empire Central B.nII of ita 
own and aettle the Dominion Exchange problem, "ith it. help. 

(2'. Both Americs and France refuse to "ley the game of the International Cold 
Standard. ~ creditor countries they ref ... to lend long and they do aut ,11_ their 
told to upset or even infiuence their pric.level. Cold is steraiaed or bottled up with 
the elled that the American or the French price-level doea not rise.nd brine about 
an international current of thf' inflow of !load.. Cold mud be lent to the cauntria 
of the world ohe.ply, .. wy. and freely to secure cunency ltabaitt in 
theae hmTowins countries. The Federal Reserve Board ia now raisin, the 
Bank rate to check the outIlow of Bold from the American Banlan, syItenI 

on th.. plea that its free stock· 01 gold .. _pared with the .hart tenra 

indehtedne .. do's not permit her to view _ith equanimity the gold dr.in .. 
(I). See my article on .. Re:nonetisation 01 Saver" published in the 1nJ. .... 

}n"m'11", E'ctllKmia. July 1931. See Appendis I. 
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de majeur, It is not, however, uriderstood by these enthusiasts 
that artificiaJ prices setting a.t naught the utural governing 

. forces of demand and supply 'Wo:uld be a menace to economio 
Btability in the long run, Gov6rQDlental intervention is being 
BOught in the direction of raising the gold value of silver frOm 
the present-day natural low level to the highly artificial and 
thooreticallevelof 30d. an OWlOO:1 The average price of silver 
as det.ermined by the few figures available with reference to 
its price during 1927 to 193i is far below the same which pre-, 
vaiIed during the previous years prior to the recent war. The 
stable pre-war price was round about 30d. an o~ce roughly. 
So the proposals are to delightfully raise the value to this 
particular level which· will be greatly appreciated by the' 
European, the India.n and the Chinese people. Obviously it 
would bring profit to the silver-producing interesta of North 
America. and Mexico* for the Governments which are partiElS 

1 See Hon'ble (now Mr.) L. S. Amery's article on the Rehabilitation of Silver 
in the C071merc:e November S, 1931. 

II In July 1931, Mexico literally abandoned the Cold Standard although
nominally it has retained the gold peso. 

·The following table shows the chief silver producing countries and their annual 
output. See the Stastistical Year Boolc of the League of Nations. p. 142-

Continent. 
Africa •• 
North America 
Central America 
South America 
Alia •• 
Europe ". 
Oceania •• 

Total. 

Continent. 
Africa 
North ~erica 
Celltral America 
South America 
ARia 
Europe: : 
Oceania .: . J 

Totsl 

(i/l kilog,ams) 
1923. J92~. 

72,950 79,700 
28,S8,387 26,47,502 
29.02,400 29,27,700 
8,SI.S00 8,32.700 
3,18.400 3,47,400 
2.78,000 3.17.400 
3.84.600 2.99.750 

76.66.000 74.51.500 

1927. 1928. 
64.700 61,800 

25.85.704 24.99';93 
36,08.000 4,55.500 

7,92.200 9.04,400 
4,OS.~ 00 4,60.800 
3.84,600 3.74.500 
3.74.300 3.12.300 

82. ! 0,000 80.69.000 

1925. 
63.850 

26,8S,395 
32.42,300 
8.86.400 
3.60.000 

3.S7,OOO 
3.30.700 

79,25.500 

1929. 
66,200 

26.42.407 
34.68,000 
9.12.700 
4.56,400 
3.80.00> 
3.26.200 

82.34.~00 

1926. 
60.950 

26,45.237 
34.07.400 
9.88.800 
3,80,000 
3.71.900 
3.33.900 

81.88.000 

1930. 

i3.76.400 
33.60.000 

4:S0.000 

3;43.000 

7.00.000 



118 BANKS AND THE MONEY MAB.EET 

to the scheme would be literaUy carrying the Industry at their 
~wn expense. The monetary" cranks" are graduaDy Ipread
ing tbis idea into the minds of many. But 'before this ne" 
idea is permanently approved it toust be analysed and atudied 
in aU its manifold bearings. 

Inorder to make the publio amenable to their suggestiona 
.a great many evil" consequenoea are being predioted if the faD 
in the gold value of silver is notimrnediately arrested by 
thne1y action. 

OrnBR SUOOBST1I:D ADVANTAQBS. 

Apart from solving the present-day situa.tion arising out 
~ the maldistribution of gold stock the other dis1linct advan
tages whioh would follow the above timely action. viz., the rais
ing of the prioe to 3Od. an ounce, can be brieftystated to be ... 
:follows. Trade with silver-wring countriE'llike China, Mexico, 
and India would be greatly hampered ... a result of further 
iaJl in the gold value of silver. Jd the value of their exportB is 
-out down their own oapacity to import foreign goods is correa
pondingly reduced to the value of their exports. .. ExportB 
pay for imports" is the most c1Q.88ioaJ economio theorem 
which needs no elaborate proof here: 

Nextly, the free introduotion and investment of foreign 
ilapital in the silver-using countries would be jeop~diaed. 
Steadily-falling silver in the last seventies of 19th century acted 
as a severe handicap to the free, sober and reasonable invest
ment of ca.pital in the silver-using country. A similar situ
ation would arise. 

Governmental inIItability in the Case of all the lilver-uaing 
oClOuntries would be the inevitable result. Fast fa1lir.g lilver 
money means unexpected budgetary complioatiollll as the 
silver-using countries havo to pay interest on their loan 
amounts in gold.' The Central and South American Govern
ment,. have been antioipating serious financiai and political 
oClOmplioations under this 8OOro. 
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Lastly, the value o~ the sUver hoards would be cut down. 
in due proportion to the faJl in the gold value of silver. One 
modest estimate that has been recently framed. is that these
hoards have already lost 60 per cent. of their pre-war value. 
These financial reserves, if at aJl they exist,l would bave· to

be sold at reduced vaJue when the occasion or compelling 
necessity arises to sell them. I In short, the prognostication8-
of these pessimists foreshadow that the economic development 
of the sUver-using countries would be .gravely handica.pped. 

Hence the "currency cranks" are exercising their 
ingenuity in devising new apparently plausible schemes to

rehabilitate the value of silver. But the future price of silver 
may not be such smooth and plain sailing as these enthusiasts. 
think or calculate it to be. 

THE ARTIFICIAl. PIRCE OF 3\Xl. AN OuNCE. 

An interesting case is being made out for the acquisitio 11. 

of silver at the theoretical price by the Governments of th& 
chief silver-using countries such as India' and China and th& 
Governments of the United States of America, and the United. 
Kingdom. The silver-producer is to be protected and cOm
pensation has to be paid to him by the general tax-payers. 
of these countries. The historical example of the U. S. A. 
Government's purchase of great stocks of silver at a high rate 

1 Oflate, there has been a remarJ.ahle change in the monetary hdhitsolthe
people. The shifting 01 Indian silver reserves into gold is a comparatively noticeahk 
phenomenon 01 some importance in this direction. 5e<:ondly, the existence 01 wide
spreed poverty along with these silver hoards cannot he reconciled as pertinent truth ... 
The natiolUl vice of hoarding is nothing hut an exaggerated myth and delightful. 
schemes cannot be based or safely aduDlhrated on fabulous myths. 

II See the Evidence 01 Sir a..rles Addis and the Right Hon'hle Mr. Montagw 
NOl11lJln in this respect before the Hilton YounG Coo.mission. 

I The plan of the InternationalChamberof Commerce is to sell silver at a yeJy. 
high price to the Go"emment of India. It tacitly recognises that any scheme lor the
uplift 01 silver that does not include India is bound to be a tacit I. ilw e. Similarl,.. 
if the Govemment of India were to sell ailver at a price below tbe artificial price tbia 
.'ould tend to drag down the price 01 .ilyer. 
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in the last seventies up b )893 is generally adduced in fa.vo!l1 
.of this measure.1 . 

EOONOMIO J'lUcrION. 

This measure cannot however appeal to a.ny ole"r-think
ing economist. It requires these diffe~f'Ilt Governments to go 
in1;() business on a gr .. nd scale and it would probably involve 
'immense wastes if the scheme is not carefully carried out. 

Even granted that it is carefUlly carried out, the present
-day difficulties would be intensified by perverting the price 
mechanism and bullion market machinery. A little elucida
tion of these points would be needed to enable the reader to 
:gra.sp the real practical points a.t issue. 

INTERFERENCE W1'tJI PRICE MEOHAJI'mM:. 

The silver producers now find it diffioult to sell the mined 
:and" by-product" silver speciaJly in .. market where the 

... demand fot industrial use alone is prominent. The recent 
demonetisation of silver, even for subsidiary coinage purpoaee 
has completely changed or altered the demand factors for ~hia 

·!U_eta,1. Seventy-five per cent. of the total sHver production 
·_waS formerly used for monetary purposes a.nd twenty-five 
per cent. a.lone wa.s absorbed in the arts. Silver was more a 
monetary metal than gold for more than thirty per oent. of 

1; The Bland-Allison Act of 1878 was the first silver purchase law ohhe U.s.A.. 
'Silver bullion,· whose value waS not 1_ than 2.000,000 dollarund no more than 
. dol. 4,000,000. had tobepurchasei:l every month and coined into Iilver dollars Alld added 
10 the monetary circulation. Between 1878.nd 1890 the U. S. A. Government pur
.chaseq the minimum quantity monthly ~ndroughlf dol 352.ooo,OOOwere added to the 
monetary circulation_ Th" famous Sh_n Act wal palNd in 1890 and wa. in force 
for a period of three yean. The V.S.A. Government had to acquire momhl, 
4.500.000 ounces of silver. About doI.2'8.000.000 were added to the circulation. Th. 
price-level did not however responCl quickly to these addition. of purcha.in, pow«. 
TIe silver inflation however kept theAm~icanprice-levelabol1ttlieworldlevcland 
1ended to drain gold out of the country. The financial panic or 1893 in the 
U: 5.A. It.d to the repeal of the .ilver inflation mea.~res. 
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gold's de\lland arises out of industrial usa and.roughly tw'o
thirds of the gold output alone is used for monetary purposes. ~ 

Now that monetary demand fQr silv~r is being given up 
in India. in the Eastern countries and in Siam the excessively 
high stocks resulting out ofunab80rbed silver bullion oannot 
be disposed of! at the theoretioal prioe. This great discrepanoy 
between the theoretical prioe and the natural price cannot be 
checked all of a sudden. So the slow and painful prooess of 
Governmental purchase or blook-purchase by a Silver Syndi
oat&' is recommended to enhanoe the market v .. lue of silver. 

The U. S. A. and the United Kingdom and Indian 
Governments are to store this silver sacuredat a high prioeand 
use it for subsidiary token ooinage purposes. Mere hoarding 
like a proverbial miser gloating over his stocks of precious 
metal will not be of any great ava.il. The deriving of mere
psychologioal and aesthetio pleasure in holding cOmparatively 
Jarge stocks of silver will not be a significant thing or advantage. 

POSSIBLE lNORlI:ASED OUTPUT OF sn..h:B. 
Under the oonditions of Governmental blook purohase at 

the high theoretioal prioe the silver output might be stimula
ted. No attempt will be made to discover diversified uses 
for silver. It oannot be consideted as a mere emergenoy 
measure for silver stock is bcoming too great even for all the 
present. day uses. The increased stocks will result out of 

(l) The Cold Delqation ealimalel the lotal demand for non·monetary pUlpOllt 
at about • 200 million. per annum oul of. tollll .. f $ 400 million. and the balance 
ia aenerally uliliaed for monetarl purposes. 

(t). It ia announced in the newspspers Ihal a Lond"n Silver syndicate i. ac:.
quiring 600 mil. ounces of .i1ver from the Secretary of State for India. The object 
i. to unload it .Iowly at A greatly enhanced price. viz •• at IS per cent. higher price &bait . 
the preaent-day market price. Thi, reminds us of the Syndicate which purchased the 
unaold silver Itockl of the cornered commodity of the late Mr. Chunilal Saraiya and Ihe 
luccenlul way ill which it unloaded the silver stock. But times were undOlibledl, 
propitious then .. the Covernntenta were making good use of lilver for lubsidiary coila-
a .. pur...,..,.. Such darins market ina manoeuvre cannot be immediately lucceasful 
ill a market where Ih. monetary d'!'M!l'I h .. altOlclher been "iven up or IOUAkeR. 
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(a)' 'the,mined output whioh might be stimulated as & result. of . 
the very paying prices "at which Governments would be 
:forced. to acquire silver i (b) the by-produot IIilver would alao 
inc,reasedto secure this enhanoed prioe; (0) the released .ilver 
<ClO~agl:! hoards which would be ~ld oft at thi8 high tbeoreti
:eal, Pl:ice to the above Governments. , 

, ~he reduotion of outpu~ of silver will Jlotta.ke place under 
'the a.bove scheme. The pIa.n itselJ would have to be strekhed 
~V8f a. ten-year period and might be forced to become & penna- . 
nent one. ,Government funds woulda.lwo.y. have to be wasted
~nthe somewha.t barren, undertaking of raising and lteadying 
,the price of the glut, of s~ver products, both mined and by
,prod~ct silver ,as well. ,Even granted that silver mining doWD, 
to tho l~t marginai mi~er can be effectively controlled by ,the 
Silver Selling Syndicate the millions of by-product silver cannot 
be satiSfactorily dealt with so long as these base meta1&--lead, 
·copper and zinc-are pro,duoed. The released stooka of 
-GOvernmental silver would flood the market. The economic 
la.wof tho doCtrine of value concernIng 'compo site' supply can
:not be broken with impunity. 1 Un!euand until the pro
duction of other metals is restricted there would be-no 
-diDJ.i.nished production of silver to satisfy the decreasing 
.demand in the world market. 

MEDDLESOMB ~lI:N'ClI. 

Barring' a temporary fillip and a restoration of con
iidenc~ in the valuo of silver no permanent raising of the price
level'to the theoretical level of 304. can be Secured. Acquisi
tion at a higher price stimulates silver p·roduction. More 

,1, This law Ill,. that when two proclucta Bfe hem, ,.roduced jointly the f.O 
.en the value of one musl hecompemated by thuilcinthe"ric:cof the otberpodud ao 
... to _er the cost of prodLlCtioo aucb.a miain,. ameltine.rdininr and Iramportatiaa 
'to IIIIrket. Silver. zinc, copper and leadpepraduced and if thnalucof ailverwereto faD 
.. he ¥lillie of copper ,lead, and zinc: should rile.' If lilyer ;. aDowcd to faD in n1ue more 
money DluK be paid for copper, zinc:and lead if their .. it deaired by the Ieadin, ind ... 

• rial nationa. StC F.IL B,_O', Addreaa before the MiDenI Law Sac:tiaa rl the 
..American Bar AuociatiOQ. Atlantic, City. Scpo 16. 1931: 
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by-product silver means more of the jointly produced metaJa 
as copper, zino iJ,nd lead_ These would have to be sold at lesser 
price than at present. Their price has to be depressed to 
that level whicb just pays the mining business. If this were
not to be the case the increased. profits under the enhanced 
price of silver and the profits under the jointly produced metal 
would be too tempting to be resisted by the producers. There
would literally be II> surfeit of four metals under this scheme. 
The scheme of ~'boosting" up of the price of silver might 
inevitably lead to .the Governments getting out of business if 
they were to saddle themselves with such an undertaking. 
Ultimately, in my judgment, a period of ten years would make
the situation worse and more confounded than at present. A 
worse situDtion will have to be faced by the silver-producers. 
The price.mechanism of as many.as four conjointly produced 

"metals will have to be tampered with in order to realise this. 
cherished consummation. The prices of these metals are now 
being determined in the open competitive market under • 
regime of "free enterprise and private property'J asthe 
economic jargon would put it. Stocks of these metals are 
being ruled in the long run by pric~ prevailing in the market_ 
The economio function of ~ho market price is to tend to restore 
industrial balance. in the matter of production_ This is the 
pivotal base of economic activity not only in mining but in any 
field of human enterprise . 

.ARBITRARY CONTROL. 

The socialistic notion of controlling the consumption and 
production of four metals, silver, lead, copper and zinc. is. 
bound to fail Wil~s there is an elaborate and scientific planning 
of the most exact kind. It would. involve the control of many 
ot.her activities of the people on the part of thes e silver
producing and silver-purcho.smg Governments. The final 
up-shot of thiS course of action would be that a viciol$ 
circle of arbitrary Governmental activity involving almost a. 
world-wide control of markets would be initiated.. The-
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tioheme is bound to' ooDal'8& 'rust . ~ aU other, BOhemea for 
lIornering the silver and copper metals provec1'IDullOrl.The 
mediaeval conception of cOnsidering meiallio bullion aa wealth 
ban old and downright f&llacy. Even the man in the street 
With h&rd.lyor any modicum of economio knowledge ~"()uld 
~t believe it to be the truth. 

Fusco' IN PUBuo FINANO •• 

Most of the foreign consumers of silver would' murmur 
.at this declaration of the theoretical price in • high-handed 
manner by the Syndicate of the silver-producing oountr iN. 
International trade relations would become strained as • result 
.of the wmatural Governmental activity. The Government. 
have to strain their taxing capacity to gather the funda needed 
to raise the present-day market price of 17d. an ounce to 304. 
an ounce. A great fiasoo in the field of publio finance would. 
ensue a8 a result of ihis attempt. . 

CH!XlJ[ TO b'DuSTBUL ll'SL 

The last and the most formidable obstacle is that a high 
theoretical price would check the industrial use or absorption 
:nf ailver by the people. Take China and India, for example . 
.More imports of silver generally take place into these oountriea 
u soon as the gold value of silver falla. Similarly when the 
'ftJue of silver rises the industrial use receivee a rude 
.check. The following tables! conoerning the supply of ailvet 
.and its absorption are highly instructive. 

TABuua STATbD'l' I.' 
SillJer Supply (Millions 0/ Fine Ounca). 

1920. 1921. 1922. 1921 1924. 1m. 
ttroduction 173 171 210 246 239 24S 

Dem~isstion .. 1e8 .... 41 so 41 4 6 

TcMI 217 212 260 m 243 ~I 

, I, Thit .. well as the foIlowing·tabIe ar. Ia" from lb. article entillod 
~. n. f..n in the ftlue of aily!r" ." F. 0. Graham,-T. J-~ 0/ PoIi.ic.1 
a--;/> p, 468,- , ' ' 

.- I Compsre th_ lablee with Ib ... of the E..""" N.. 4S90 M.rch 1932 
~_ 66Z. . The Ec "emi,', lii\U'ea are fr_ .. UDpub1i.hod paper vi Mr. Joeer* 
Dch_ ' , 
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Tolld 

1926. 1927. 1928. !929. 193Q. 

2S4 2S4 

2 2S 

256 279 

TABu U. 

258 26Z 241 

71 53 11 

129 31S 312 

Ab8orptiorHi Silver (MUZiou of FiRe OullCeI.) 

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

Net I.porta 01 ladia pl .. 
IIIameItic .~ 01 
ladiaa T....-, .le. aDd 01 
.. _ r-roclurtiaa 6 S7 72 98 91 lOS 

N .. Imports of A... 113 39 48 82 32 ;; 

New Coiaace ia Occid.. 40 69 56 S7 71 . i 

lad........ 4S 53 58 S5 53 59 

Tolld 240 218 234 292 247 256 

U--w far •• -13 6 -26 C 5 S 

Net Imports 01 IDdia ~ 
dames!ic .~ of 
Lodiaa T....-, .. Ies .... 01 

1926.. 1927. 1928. 1929. 1930. 

"_produdioa III I~ 80 68 101 

Netlmf'Glb 01 a.. 6S, 130 129 130 

Ne. Coiaaae ia Ootideat • • 31 47 21 36 16 

lndutrial_ •• 57 58 53 60 5(j 

Total .. ~ 292 284 293 197 

UDlCtQGnte.1 far 8 13 --ti -22 -IS 

The following conclusions can be e.dely drawn hom the 
above tables. Since the fall in the price of silver commenced 
in 19:.'0 there has been greater absorption of it in the industrial 
arta. Were the price to rise .rather to a great extent the result 
would be lessened industrial use. 
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Secondly, the new coinage demand in the Oooident is 
falling. Although th~ use of silver is recommended in pla.oe of 
smaller oheques and credit instruments 80 as to bring a.bout 
an economy of gold, for lesser gold would be needed for the 
lessened credit struoture, Still the Oooidental countries have 
not translated this recommendation into aotueJ practice. Sinoe 
Great Britain reduoed the mille-simal fineness of her silver 
tokens from 900 to 500 in 1920 and sold the released stoob of 
silver other Governments have followed suit. This unres
tra.ined dumping of unwanted stocks of monetary silver baa 
given a. staggering blow to the value of silver. The Hilton 
Young Commission almost sea.led its fate as a monetary metal 
a.nd its plan ,of ultimate dethronement of silver meant imme
diate drop hi its value: Most of the Eastern Government. 
have added fuel to the fire and thus there has been .. steady 
deterioration in the value of silver as 63 mil. five ounoee war. 
being sold 0D: average in the last three years by Great Britaillp 
France and Indo-China. 

The final death-blow to ~he monetary use of silver would 
have been imparted long ago had the Kemmerer Commission'. 

-recommendation to China to adopt a Gold standard in place 
of the present-day standard and the entrusting of its manage
ment to a newly created Central Bank been carried out in 
practice. Political chaos and uncertainty Mve prevented 
the scheme from being carried but i1ltoto.· The temporary 
abandonment of the gold standard and the agitation to set; 

up silver as a monetary metal once again to secure the mucb 
needed relief to gold ,have revived somewhat false hopes in the 
minds of the silver-producers. But we have already examined 
the main proposal of artificially fixing a high theoretical price 
of silver and its consequences. The nen article will be 
devoted to the other quiiotio proposal. for the rehabilitation 
of silver. 

*A State-owned Central Bank __ created ia aina in 1928. 



THE ST.WILISATION OF SILVER (PART II). 

TIm Tml.El!I FORMS 01' REMONETISATION. 

Attention was drawn in the previous article to the si.ngle 
remedy of outright purchase at the theoretical price of 30d. 
an ounce. We have discuSsed the dangers attendant ~ori. this 
measure. The stored-up silver cannot be reIe8.Sed for indus
trial purposes at a high price. It can only be made use of for 
monetary purposes in one form or other. The plans framed 
for increasing the monetary use of silver will have to be 
examined in this article. Three variations of the remonetisation 
proposal can be discerned. These three measures, viz., Central 
Bank Note-cover. bimetallism and the revival of pre-war status, 
are planned out or meant to straighten out the· real difficul
ties of the silver producers who will have to continue their over
production and still realise profit. 

NOTE-OOVER. 

Of the three forms of remonetisation proposed the most 
important one is the declaring of silver as legal tender and 
compelling Central ,Banks of Issue to redeem Do pa.rt of their 
obligations in silver 88 the Bank of France sometimes did in the 
previous century. This suggestion has emanated from the 
Federation of the British Industries and the. Empire Econo
mic Union. 1 It proposes that Central Banks should pay 
ten per cent. of their ma.turing obligations in silver and silver 
alone. To place silver as part cover of the bank notes is the 
gist of the above proposal. This suggestion is nothing but 
an attempt to revive an abandoned practice. The Bank of 
England was permitted by Section ill of the 1844 Bank 
Charter Act to place silver up to one-fourth extent of its. gold 

:\. See the Newspaper Report of the Committee's recommendations on Empire 
CurrencyandF"mance,theSlalc.man, p.1O. Nov. 8. 1931. The ssmeideaisrepeated 
by Sir Hugo Cunliffe Owen, Chairman of the Erit:.h American Tobacco Co.. Ltd. 
Sa the E",liJurIan, Dec. 14. 1931. p. II. 
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holdings hi. the reserve. An extension of this practice is d .. 
sired by the advocates of this proposal. The main object is 
to enable silver to carry the credit load along with gold u 
its sister companion. An organised purchase on the part of the 
Central B~nks would have to be made to enable them to. store 
silver in their portfolios and make payments in legal tender 
silver against th~ Bank notes and other liabilities. ' This would 
mean increased effective demand and would immediately help 
the Govenbnents in their stabilising activities. 

DInICULTIli7S 01' mil SCHOll. 

Although the immediate objective of raising the price ot 
silver by means of. concerted action would be forthcoming 
still there are c~rtain difficulties attendant on thia meMlIle. 
If repayment in silyer bars aa ia the case with gold bar. in the 
gold bullion standard ia the objective, it would bring about 
economy in the use of preciousmeta.la. A return to coin 
usage would be a retrograde step iJl the monetary field. I I, 
would be forgetting the salient lesson taught to UI during 
the war period. There should be uniform action in this rea
pect on the part of an banks and a uniform percentage select
ed so as to disarm criticism. Granted that this is secured by 
international co.operation itdoea not solve the real monetary 
problem, The "money illusion" must be shattered a. Prof. 
Fisher so ardently proclaims. Sound. stable and elastic money 
can never be realised under a single metallic standard. viz .• be 
it gold or silver or bimetallism consisting of the joint use of gold 
and silver. 

POSSIBLJ: RISK IX ftll PBICII 01' SILVE •• 

Nextly, if the organised purchase on. the part of the 
Central. Banks were to reinforce the art. demand for silver 
the inelastic supply would It:ad to the failure of the experiment. 

I Of late all the Covemmmt. of the Eastern _b'ic- line "- witeIy 
reiecting all forma of metallic' (.ilver) payment. in their com.,oeite IIUIIIetarJ 
ltandardi. So the total coinage demand foe silver has falb from . 42 to 28 mil 
CD durinl the last 6ve ,ears. See the Stat~an. p.8. 23rd October 1911. 
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The ri.!18 in tJleprioe of sUver ensuing out of a. scramble on the 
,p&rtQf 't~~ Central )Janka f~UId i~, 'to the ~~~down of ~he 
~J:perim~t. Th& to,~a.l ~~e I ~S8ue ,of the important ~~al 
Banks of the World a.mount to a. high figure 80S shown in the 
folloWiIlgta.ble. . 

Note ci~c'utation in 1930iJI.8orru 'mim-ta'nl c. BankB and 
GoVernme1itB. (000;000, omitted). 

COllll~. 
Soutb Africa (£) 
Em>t (£.E.) 
Canada fOol.) •• 
y.s.A. (Do).) •• 

.. 
.. 

B';;"1r. GOllemlftml. 
•• 8'5 .. .. -

2267 

T~t~l. 
,!'; 

2)'0 
201'0 
~'() 

Arsentine (pelO) .. 1261 1i611l 
Br8lil (Milreil) .. 2771;() 
Poland (Zluty) 1331'0 
Rowuaru. (Leu) •• •• ICJ60S 1CJ60S'O 
U.R.R.5. (Rouble) , •••• .4027'0 
YugOilayi8 (Dina~) 5)97 53,9~,1l 
Au~tralia (£) • • 42'5 42'; 
'New Ze..land(£) 6'7 67 
Japan (Yen) 1557'0 
Ccnnany (Mark) 5398 5398'0 
Belgium (Franc).. 16532'0 
France (Franc) .. .. 76156 761~'O 
luly (Lira) 1568'o~O 

In the a.bove tablel the total note oirculation of the Bank 
and the Governments has beenplac'ed before the reader. 
Sometimes the total figure alone is given, This is due to the 
una.va.ila.bility of the detailed issues of the Bank and the 
Governments. The figures are stated in the currencies of the 
respective countries. The bracketed expression is the currency 
denomination of the country. In addition to these some of the 
Governments have been issuing coins also. But these figures 
are deliberately excluded by me as the metallic coins contain 
a cover within themselves which varies according to the value 
of the precious metal c'ontainod in them. 

• The figures in the table are taken frorn the Statistical Year Book of the League 
of Nations--193()..1931. pp. 22()"2Z2. As for the reciprocal paritiea of the different 
currencies, ~ Table I of the same publicatiOll. pp. 12 to 15. ' 

5 
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Ifihe Governmenis -and - the C. Ba.Dka were to 80 decide 
that payment ofth& note li8.bility to the extent of ten Per cent. 
were to be ui.a.d.e in ~i1tei' alone Jnost of these which are -storing 
'gold asSets alone wUllui. ve to' cha.nge 'their composition. Liter
aJIy they will have to give up storing gold to the extent at silver 
reserve they mean bolding according to this provision. The 
demand would' be So great that the esperiment would fail 
.on account of the unavailability of silv.er to satisfy their huge 
requirements under this heading.1 

But it can be argued tha.t the Central BaDks IUld the 
COvernmentsmight be granted the priVilege of liaying' gold or 
:silver according to the Central Bank's conven'ience. Such. 
sa.iutaory safeguard can 00. enacted. A provision to this effect 
was engrafted in the charter of the Bank of France. Prior to 

·the year 1928 when the Gold Bullion Standard was adopted the 
Bank of France could legally pay its obligations in Five
Franc Silver pieces if it desired to do sO. A similar provision 
tha~ these currency authorities ,can pay. in silver or gold would 
make it a workable proposition., But considering the fact that 
Iilver supply might not expand to such an extent .s to satisfy 
this newly arising demand this 8uggestion cannot be applauded 
as a 8afe 8Olution. 

TuB SILVER C.AL:r. 

It would lead to setting up the silver calf along with the 
GoI~en calf on the monetary pedastal. So JoDg as productive 
credit is tied up to such illusory metaJIic bases as gold and 8ilver 
the credit machinery will not smoothly function. Such credit 
cannot expand to meet the producer's demand. But what 
guarantee is there that paper will not take the place of silver 
as it did in the case of gold 7 The weight of gold as well &8 

Ililver will be prohibitive and go against their use. Silver cer
tificates will be their representatives: 

1 The 1930 production _. far lower thaD tbat of 1929 aDd it it ... ted tbat the 
1931 production would be 1 __ t ..... that of 1930. Su Mr. Ki:k· • .nide on 
Siher in the Economic /1IIITtIIJ'. Sept. 1931. p. m. 
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NA'rUBAL RELUCTANCE OJ' CENTBALBANKS. 

The present-day natural reluctance of the central BankS 
to store silver has to be overcome·. l In the pas~ they have" 
discarded silver as it became very cheap and, plentiful. When 
the B""ank of England made an attempt to increaSe its - silver 
holding somewhat up to the limit permitted by the 1844 Bank: 
Charter Act as part of the metallic reserve against the Bank 
notes this attempt waS vigorously decried and "since the 
" mother of ell Central Banks" led the way the other Central 
Banks of the gold-using countries' have been unwilling to 
treasure the fast cheapening metal, viz., silver. Such was the 
case of the historical fa.ilure.!! Unless an intelligent- and 
co-ordinated action through the Central Banks is brought about 
the value of silver might not·rise to the theoretical price and 
get fixed at that level for· comparatively longtime. 

PAYMENTS IN Sn.VEB. 

It has also been suggested. that silver should be used to 
pay a portion of the Inter-Allied Indebtedness and Repara.~ 
tions Debt to America and to each other in turn. This sort 

1 Fonnerly most of the Central Banks of the Latin lInion 'held vast quantities 
of silver in their portfolios when they were adherents of bimetallism. The following
table gives one an idea olthe quantities' coined and the Bank holdings of silver. 

Quantities coind. . Bank lrolJingJ. 
Fanee (1866-1878) •• £ 25,000,000 Bank of France " £49,480,000 
Italy (1866-1879) •• £ 14,360,000 Belgium National Bank.. £ 800,000 
Belgium (1866-1876) • • £ 14,000,000 B..nk ofltaly •• £ 2,120,000 
Swit7.efland (1866-1876) •• £ 320,000 Swiss,Bank •• £ 480,000 
Cr~e (1866-1876) •• £ 600,000 

£ 54,280,000 £ 52,880,000 

See B. A. Whoite-Silver, Ite History and Romance, p. 284. 

2 Quite recently Cermany detennined to steady the Cold standard by restoring 
silver as monetary metal. She is buying silver lor minting the same and &bout 
120,000,000 marks are minted for internal circul4tinn. See Reuter's T .Iegrani from 
Berlin-Oct. 31, 1931-quoted from the StateJman. 



C)! paymea' baa to be nlidA\ed in, courso of time by the 
~eoeiving countries. The famoua Pittman Act uf 1918 (U. S. A.) 
eOntlWul a' Bimilar provlsion as the abol'e one. With the aim , ' , 

of cionserving thegoldstocki of the country it permitted the 
settlement in ailver of trade balance adverse, to the U. S. A. 
The paying or the borrOwing countries can fiaaily hope to pau 
nch a ~lution but it is the receiving or the lending country 
tbathaa to accept it~ So long as Silver's value is cheap and 
uruiteady there can be no IUch international acceptance which 
this rroggestion anticipates. 

After all if the U. S. A.were to be saddled witla 10 mach 
of Iilv. it will not solve the monetary pr1)blem. Sach. pro
nrio. migh\ temporarily enhance the value of allver bu\ 
permanent stabilisation e.\ an artificiAlJy. fixed high pnc. 
eannot be' maintained without underg'Oing lOme eoouomio 
sacrifice. IS this sacrifice worth while for simply storing silver 
as mef611ic bullion which &ofter all is not reel wealth! 

BDDI:'1"ALLlSJI. 

The ~nd variation of the scheme is to make the impor
tant nations adopt bimetallism and make it ibternationel in 
800}l8 if lX'ssib1e. Academically speaking. this form of the 
proposal is free from theoretical criticism pr1)vided it is all
pervading or universal in its800pe. Were all countries to adopt 
.. fixed ratio between silver and gold·. the varying rata of pro
~uotion of the metals would IIOt aucceed in varying the price , 
of the metaJa. The combine of the different mints of the COUD
triea 'can regulate the value of the p-ecioua metaIa. The 
Jl%~y 6uctuations in the separate value of gold and silver 
are _fBI greater than are desirable. This would not be the cue 
under bimetallism- The value of gold and silver together in the 
joint standard would. be steady. But if the production 
of both the metr.ia were to be pe.ter than the monetary ~ , 

• s-tar IIcnIa pr~ die atio J 14: I w- aiher .... ,.w. s. 
SImrI. Oct. 24. I93L 
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.and the industrial demand of the nations the experi
ment would prove a failure. Gold monometallism was select
-ed by almost all European countries as they found that both 
gold and silver were being produced very fast and to avoid in
flation of currency they discarded silver, the less precious meW; 
But as every keen student of monetary economics knows, 
bimetallism has the unfortunate defect of degenerating in course 
()f time to an alternating standard according to the undervalu
ing or overvaluing of one of the metals brought about by 
varying rates of production. That the undervalued metal' 
,disaPllears from circulation and an alternating standard- would 
be the new monetary regime is too well-known to the advocates 
()f bimetallism. The most ardent. advoca.te of internaflonaJ 
bimetallism does not claim for his scheme any greater' virtue 
tba.n that of imparting greater stability to the value of the 
precious metals than is the case a.t present. ',fhe greater the 
-expanse of territory belonging to the .International Bimeta.llic 
Union the longer would be the scheme in operation. But as 
Dr. Shaw points out clearly, "any and every system that tho 
art of man Can devise which a.ttempts to link the two metals 
together will break down". 

CONDrrIONS OJ!' SUCCESS. 

One thing which the advoca.tes of international - bi~ 
metallism ha.ve to bear in mind is t,hat the arbitrarily selected 
ratio betweeu gold and silver would have to be particularly 
-conducive towards a rise in commodity prices. If the M.int 
price of one ounce of silver is fixed arbitrarily in such a. way as 
to raise the present-da.y gold price of silver! and if th~ monetary 
~irculation were to be augmented the commodity prices would 
rise. Nothing is more important than this. Were the gold 

1 Mr; H. E. Moon in his recent pamphlet on silver and bimetallism makes alIow
ance for this luggestion. Without bringing ahout an alI-round temporary ltimuJus b, 
.lowly IiainB commodity prices thia mometary ,.,form will not cure this pr_nt-dsy 
'World trade depression. But 10 long as tariffs hinder the free flow of goods. mere 
moaoltary .remedy IlIlDn\l& cure the prcsent-cisy position. 
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price of silver to rise the silver ,interests would be pleased. 
Decreasing gold can be augmented by its old help-mate
Si:lver. . Last,ing ties of friendship can again be forged 
~tw.een the twp metals. FaJIing cOII1lIlDdity prices under a. 
reginw of decreasing gold stock is the world'. monetary 
b~b~ar. This cal!. be remedied. Silver would rise in the 
eStimation of the public and this would. satisfy the silver 
interests for the time being. It would ,mean. as in the 
previous case, a criminal waste of the tax-payer's money On the 
part of the different Governments. It would lead to a. world
wi~~\Vaste of energy • 

. DoES .. NOT SOLVE THE MAIN MONETA,BY PBOBLEM O. 

CHANGING. VALUES 7 

A vigorous controversy on bimetallism would again be 
launched upon by the currency enthusiasts. But the real 
issue in currency matters is to attain comparative stability of 
prices. Whether the currency standard should be tied to thie 
metal or that is not the criterion. Any real monetary advance 
ca.nno~ be seeur.ed by resort to international bimetallism or by 
managing the gold standard in such a way as to yield complete 
satisfaction to aJI. Even the improved gold standard cannot 
give tolerable stability to the price~level. There can be no 
adequate and rational solution to the q'!A'stion of our stable 
standard which would have to reward equally all human 
efforts and secure equal justice to all classes of society if silver 
were to be merely substituted in place of gold. Popular alle
gianc6 wa.s· unfortunately wrongiy shifted from the silver 
metal to the gold standard which was adopted by Great Britau. 
in 1816. During the yeara 1873 to 1893 silver proved to 
be a. more sta.ble standard than gold.' But the fascination 

.. ; . 
1.~~ E. W. Kemmerer .. Modem Currency Refonna", p.21. He prOVe8 coa 

elusively that the silver standard of Shanshai was more steble than that of the sole 
standard of England. It W/iS the value -of gold that was .ppru:iatinc and caused lb~ 
instability. But.s Sir Charles Addis ~Y8," the superior conv~ and econom, 0 

gold haa enabled it to oust silver as a medium of international nd.ange." S. bi 
introduction to' Benjamin Whit,,'s" The History and Romance of SiJ,er" p •• yiii. 
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'of the yellow metal or the compelling necessity of h!loving.& 
<common standard with Great Brita.in .and her vast Empire 
countriell forced Germany and ,.other countries to abandon 
silver and adopt gold monometallism. But silver. ·has lost its 
fascinating hold nowadays except on the Eastern masses. It 

. is no longer a. metal of international o.cceptan-ce. 

RESTORATION TO PRE-WAR STATUS. 

The third varia.tion of the 'remonetisation scheme is as 
follows. It proposes to restore silver to the pre-war status, 
viz., the attempt is to make Governments agree to use silver 
for subsidiary coinage of the old fineness. 1 Secondly, they 
should not sell their unwanted. stocks of silver in the glutted 
market without informing the Silver-selling Syndicate 
.of their action. This Syndicate or Corporation would have to 
inform the respective Governments of the . actual' state 
of ,production and the market conditions of silver. Thirdly, 
there need not be any interchangeability between gold and 
silver. They will circulate in complete independence of each 
.other. This modest proposal is formulated by Mr. Brownall, 
Chairman of the American Smelting and Refining Company 
.of New York. 

COMPARISON wrrH OTHER SCHEMES. 

Of a.ll the above schemes this is the least harmful. It 
has the merit not only of not sacrificing the silver interests but 
pays proper heed to the position of gold. It aims at setting 
a parallel standard and not a double standard as in the case of 
.of bimetallism. In the earlier forms of the remonetisation 
schemes the consequences befalling on gold ha.ve not been borne 

1 As the price of silver began to increase an increased use was made of niclcel. 

bronze. and paller as subsidiary money. These Governments now seem to have 

fallen too much in love with these substitutes to wish for the reinstating of silver coins 
which would be costly. Since Oct. 1931. the price of silver is on the ascendancy and 
if the theoretiCal price were to be the ruling price this substitution can never be thought 
of. 
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in Iiliad. The 'Vahle of gold 'Would fall ... ·.o«>n as monetay 
demaad would not preas bard 'Gtl the dwibdliug ~ld .toeb. 
It might be that it might afford a suitable and welcome relief 
just at present as gold stoCD tend to dwindle according to t~e· 
monetary prophets. From the standpoint of modem &aIloe' 
the use of sil'Ver -coins a.Iao baa to be discarded lor the oorrea
ponding wear and tear of silver coins also would amount to a· 
culpable waste and criminal folly. 

ITS .En:ECTS ON Gov~S. 

This scheme would stimulate effective demand for .i1vw
and would regulate the supply of silver to be disposed off in 
.the world markets. :Sut the Governments of the silver-using' 
countries woUld consider this step as an .. organised loot" 
andme're t'legaJised plunder ". Having once discarded silver
even "fOr subsidiary coinage purposes they would be forced to 
'retrace their steps and begin the recoinage of sill'er token ~in •. 
As ibis step does riot enable them to reach the monetary goal. 
they will hardly have real and abiding sympathy for tbis modi
fied scheme. A Sir Robert Horne might plaintively raise tll&
tlry that as c, Governments have muddled it is Government. 
that must provide the remedy". As a member of the joint 
standard silver would have to be welcomed by these Govern
ments. Gold and silver would be circulating without having 
any interconnection. fixed ratio for interconvertibility or any 

. other form of reciprocal relationship. 

CAli THE PROMISED GOAL BE BEALlSED ! 

Granted that the least ha.rm1ul variation of the remone 
tisation sche~e is a.dopted does it mean tbat all the m uc h-ta.lked
of advantages would be immediately realised 7 The first. 
and the most patent 4isappointment would occur in the field 
of the enhanced purcha.sing power of the Eastern masses. 
Even granted that silver lies dormant in small hoards here and 
there in India. China .IIond the Eastern countries it does. DOt 
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im.m~ly follow that. tb8:r~puroba.sing poweR would be en
llanoecL These jewellery hoardswilLb&v. f4 be melted. and sold
.as bullion. before enhNlood. purohaaing powell- can; be. PO!!· 
:tJessed by them. Even suppOsing tha.t this would- take place. 
it does not immediately follow that these. Eastern mlIoSSeIr will 
purchase the Europe&D. manufactured products alone. 
J?la.in living &D.d high thinking characterise the ambitions of the 
~tern people. The ta.wdry products of the modern in
-dustrial orga.nisation of the Western countries make no imIDe
·diate appeal to them. They do not want mO're W&D.ts. It 
-would not be fa.r wrong to consider them as the direct anti-
-thesis of the " economic man". 

CoNCLUSION. 

Any hasty action is detrimental to severol interests. Un
less the Internationa.I World Conference on Silyerl which 
the Washington Government is about to organise or t,he League 

:of Nations were to O'utline a consistent course of a.ction with 
Teference to silver a policy of masterly inactivity haa to be 
pursued by the silver-using countries. The artificial fixa.tion 

·O'f the price O'f silver would be an economic error or a Hima.layan 
blunder. General social wellare ca.nnot be promoted by 
hasty and panicky legislatiO'n in this direction. It does not 
bring us any nearer the monetary goa.I. Changing price-levels 
.are the curse of the present-day economic organisation of the 
mO'st advanced countries. It is for IlOciety to "sense ,. these
-evils and try to rectify the same. No meta.IIic standard Clan 

hope to combine effectively the dual rOle of acting as the me
-dium O'f excha.nge and a reliable store O'f value at the same time. 
Why then revive silver as a monetary metal y 

1 The Right HOIl'Dle Neville ChambHlain hal rightly discarded this l"G;lOSaI 
~ without the Covernment oJ the United Kingdom beinl represented any propcisd 
"to holcl an mtemat.l diacussiOll would. be futile. . 



.All for the future of silver, the onJy Benlible euggeetion if 
to increase the different uses to which it can be put. Scientl·, 
fie research must play an important pan in any wisely con-' 
ceived plan tor the rehabilitation of eilver. 

To reiterate ali that the Eastern Government. may do 
is 'to mint more subsidiary silver ooins and perhaps also raise 
the amount for which they can be declared legal tender. This, 
is the utmost help that can be wely granted to the sih'er inter
ea.'ts if at all they deserve any mercy. But they must not agree 
to pay a high price as suggested by Hon'ble (now Mr.) L S. 
Amery or some of the American silver producers. Nothing 
further can be done to protect the silver interests and it i. an 
idle dream to expect that silver will at any time emerge 
from the days of its pre8ent humiliation. 



APPENDIX II~ 

INDIA-THE GOLD STANDARD-THE 
PRESE~TT CRISIS 1 

The dominant concern at the present time is the subject 
of the gold standard. Mr. Philip Snowdon has announced his 
intention of summoning an International Conference to discuss 
the possibility of bringing all equita.ble distribution of gold and 
thus internationalise the gold standard. 

But what is the modern gold standard whose meaning, 
scope, limitation and interpretation are radically different from 
that of the pre-war gold standard and whose suspension has 
created 90 much stir, A country is said to be on the modern 
gold standard when the domestic currency or monetary units 
are made convertible into a. definite fixed weight of gold. 
There is either de/acto or dejure linking to gold. The value of 
aJl commodities and services are measured in gold and all defer
red payments are made payable in legal tender money which 
itself is convertible into gold bullion bars. Gold is used 80S the 
backing for internal currency and used for adjusting inter 
national obliga.tions arising out of a. multitude of individua.l 
payments, exchange of securities and services on the part of 
the people of one na.tion to another. If gold has ~on an 
accepted position as 1\ regulator and governor of commercial 
and financial values in a.ny country it ca.n be sta.ted that that 
country is on the gold standard. 

In England the relationship between gold and the other 
money ,mits is fixed arbitrarily a.nd at,tificia.lly by the Ba.nk 
Act whioh says that the Ba.nk of England must sell gold on 

1 This paper was resd before a meeting o~ the Ben .... 1 Econoinic Society on 5th 
Oct., 193'. Mr. D. P. Khaitarr-Memher of the Central Ballking Enquiry Committee, 
presided and exldled the highly Scientific chs,acter and the accuracy. of trailled. 
processes of economic reasoning indiCated in the discusiion of the subject, 
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ofter of other forms of legal tender money at the rate of 400 
ounces at £ 3-17 •. -10 and lei. an ounce. An abrogation of thi .. 
sale of gold means the sU8peD8ion of tbe gold standard by the 
country. This is the most. liberal interpretation of the meaning 
of the laspen.aion of the gold Btandard one can giv.. Norway, 
Sweden and Denmark are off the goM standard already. n 
would not be a surPrise if the other debtor countries of the 
world finding it impo88ible to part with their dwindling 8tocb 
of gold determine to be off the gold standard. Those coun
tries might try to refuse to tie .. their currency and price-level 
ships to the common buoy-gold." . Unstable currencies with 
bewildering rates of excha.nges will b8 the prevailing monetary 
. phenomenon. 

The foUowing table shows the gold holding. of the C'Amtral 
Banks ofllOme of the important countries. If some of these 

. do depart from the gold standard aI a Tesu1t of the departure 
. bf gold from the banking system there would. be no IlUJ'prN. 

GOLD I!f Mn.uOl'll ow DOLuP.1 

- Couatry. HeLIII the end '_Ie nc-.. 
of 1930. 192.>-1930. 1925-1930. 

U.s.A. 4.22. 240 
F_ 2.f11I 1.388 
United Kinsdom' • 722 18 
0.-.., .. S44 241 
SpaiD .. 471 19 
laa-a 412 lEe 

~ 411 2S 
779 58 

RUIIia 249 ISS 
Canada 194 - 32 
Belciurn 191 1]8 
Ndherlauds 171 1 

. Switzerland 138 48 
Ioclia 126 17 

-Tela' 10.232 %,30) - 247 

I This t.LJe a. lalt!ll trcmtLeSatittiaGf CoLI M___. iD 1M edectat 
rioc..-t. all the Diatn'butiaa vi Cold ...LmiueI to tLeCald Dclewetiaa of .... 
F'a.aciaI c.ruDittee vi the l..atue of Natiant. pp. "-67. 
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The small.holdings are not \aken into lICOOunt in theablt.-e 
table. Australia, Brazil, Chile, the Dutch East Indies and 
Denmaa-k have lost gold to a c:ertain extent, while Poland. 
Austria, H11tIgary and Cr.eohoslovakia have increased their 
gold holdings. 

TRB GOLD STANDA1m IN INDIA. 

Even a.coordiug to the previous understanding of the gold 
stan~d system the present-day Ind~ currency system cannot 
be said to be a gold standard one. Some of the Indian 
economists refuse to consider the Indi&a currency standard as a 
gold standard one.1 The value of goods and services in the 
country is measured in terms of the rupee. But the psycho
logical abstraction of the" gold rupee" which the gold bullion 
standard requires is not realised by ,anybody. The postpon
ing of the standard and the Reserve BankBill of 1928 mee.o.t 
that a kind of exchange standard is being maintained. But in 
the remote sell.ll6 that the rupee WItoS converted into pound ster
ling currency which \9&.." equivalent to gold we can indirectly 
claim to be on the gold standard ba.sis. lI However, there is a 

world of difference between the giving of gold. bars and sterling. 
No sooner was ster~ given for domestic currency the rate of 
exchange became the arbiter of 'he volume of currency. 
Insteadofchangesin the internal PUTOhItoSing powerof money 
from its pa.rity. with gold· being considered as the proper data 
for uoerta.iningthedeficienoyor superabundance of money, the 
rate of excbnge has become the &ll-important factor. Thus 
India has been on the gold exchange standard· basis. 

MlSGtrIl>im E!imt1SWDr. 
There are several peQple who ~ highly elated 

notions concerning the desirability of BUBpBnding the gold 
Blandal'd .. t this juncture. Whether gold is to be had ~r not 
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the. mere suspension ~opl4 gra.nt .. temporary fillip to tra.de 
which would have to be greatly welcomed in the day. of world 
depr~sion. But the export bolmty ar.ising out of depreciated 
currencycannotJ>e.r~Q.ped if a la.rgenumber pf countries are oft 
the gold standard. Tra.ders and businessmen. who feel the 
pinch of ready capital. which cannot be obtained at low rates 
of interest denounce the rigid gold standard as a .. fraudulent 
standard". But without convertibility into gold the cUrrency 

· standard can be vigorously abused to secUre certain temporary 
measures. ·Hence the twin methods by whicb. the efficiency of 
any monetary sYStem: iss~ured are the well-known prinoiples 

. ofcouvertibility and limita.tion. The first might be a mere 
fa.cilitating principle but without the 0 bservance of the Bellond 

. there can be no successful regulation of the currency standard. 
Without proper observa.nce of the limita.tion principle the test 
of convertibility cannot be secured for any considerable length 
of time. BOth 'cali exist together and flourish like the prover
biaJ Siamese twins. The existence of both these safeguards will 

·.makethe standard "knave-proof or fool-proof fl. I strongly 
, demUr to the falSe notions of elation and illusory prosperity 
which are supposed to be the attendant ~vantages on a. country 
pursuing the path of the· suspension of the· gold standard. 
Mere suspension by itself i. not attendant with grave risks. 
But it means you have set foot on the inclined plane and there 

· will likely be a rapid downward slide. Mr. McKenna correctly 
observes that" thefeM-of,being forced oft the gold standard 

facts as a.salutary oheck'on the extra.vagance of Govenonents 
, who might be !Willing to face .. mere fluctuation in . .exchange 

but would not dar~. to: suspend the: specie payments" . 

. 'h'i>:rA'OJ'J'Tma GoLD &rANDARD. 

The ~tio Ac~ of'Ui2'l has fam.iliarised the people with 
· . the conoeption Qf the " gold rupee", The rupee was linked 
: 'to 8'4751 gr!Joins of gold. Domestic silverrupeea and Paper 
; currency are. to ,be copverted in certain minimum quantities 

into gold bullion bars of 1065. tolas at Re,: 21 I 141, 9 p: per tola 
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each. These gold bullioJ). (bl!1's) "JUcl1, ou~ht to have been 
available to the peopl~ whenever and for' u'katetJer purposes 
they demanded it,have not been made available even: for ex
portation purposes. ,'But to discharge this obligation' sterling, 
which,w&8 equivalent to gold, was aJIowed to be given at 18.5d. 
and 49{64d. It waS 'noe' i.&ctutil' practical eO'1lversWn' into gold 
bullion' bars but mere theoretical a'Uthorisaticm that eXisted iri ' 
the India.n Gold BuIlionstandard system. This regulated gold. 
less silver rupee standard commonly designated as the gold 
bullion standard ha,s broken down aBhe present; time. Due 
to the la.ck of gold bullion bam' the provision for the sale of 
these proved to be a. mere eye-wash and the de' jwre gold bullion 
standard worked out in the practical field ,proved to be a.' 
mere de facto gold exchange sta.ndard. The convertible rupee' 
was converted into' sterling or gold exchange. The suSpension 
of th~ gold standard in England completely altered the posi
tion ,for the sterling has become an' inconvertible paper 
currency whose internal value at 'least, ,ought to depend on 
mere output. If budgetary or fiscal ca~ were to inflate 
the paper pound sterling it would become, depreciated in 
valuti ,Instead of considering the present, moment as. 
gra.ve emergency and suspending the sale of ' gold or sterling 
according to the Act of 1927, the rupee has ,been linked to star- , 
ling at Is.-M. ratio, even without the consultation of Indian 
publio, opinion.1 The Finance Member is no longer calm and at 
ease. Like thesello captain who, finding his ship moored to a 
buoy that has been anchored to nothing, feels ill at ease so, also 
our Indian Finance Member finds his currency Rhip anchored 
to the sterling buoy which finds itself drifting wherever the 
ourrents of political 1ince~ainty or financial instability might 
tend to take it.~ 

1 The pros and cons or li~lcing the rupee lo sterling or gold or leaving it to 6nd ' 
it. norm.llev~1 are carefully elabOrated in Appendix I.· 

a See the R~port of th .. &bin~on Smith Committee, l'ara, 34. 
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~ first.. Ordina.rnc. SWlpendiJJg: the- .al~ of revel~ draft. 
~~ordjng to the terms ot the 192.7Aott waft wisely o01lQeiveci ~ 
boldly:promulg",ted. ~he,Banl5..of.nano. bel on a~veraloCCa
,,¥>na tosuspe~d cash! pa.~ The British GoVlllJ1men' 
of~S!lSpend~. the nank Chatter Aot. SUIlh BUJlpenaions Can.. 
~ ~asily iWltified on the gloun4. of. na.tjonal emergeWly. The 
IlJ.llure to, operate an inconv~nt. r4lotiomeaIlt after aU excha.nge· 
jnat-.bility:. Exchange would, have been. forced to find 
it$own~vel. . T.heindepend~ rupee not convertible in~ aUn"
lipg' or gold Wou14, ha,ve .. depended, foil ita interna.l value, 0" 
eweful regulation;. Its immedia,tct external v.,Jue mig" have 
beeJ;a.depending on t~ confideWlo reposed.. in ita sta.bility, by 
fDreign businessmen and. trader.. Though a temporaryl8t.
b¥k might' resulD d~ to. la.ok 01, conliden.oe she would hlltve 
quickly recovered from the shook. 1l1e external value- of the 
rupee would have been preved by its own. virtue. There- would 
perhaps be no surprise if i'were to f~.to a.le",el worth its weight 
in silver. 'This would certa.in1y take pla.ce' undeJ! a. r~, of 
infIa.tion.: But the evils oi,fiuctuating exchange- have beea 

magnified though authorita.tive (bmmittees1 ,have reitera.ted the 
opinion· that, exchange stability is a. matter of convenie.nc& and 
" importa.Ut facility and net an essential condition". Ind.iaa 
trade 1iourished during times of unsiable exchanges. The ex

periencesofl87()-'1890neednot berecottnted. Even during the 
day&'; of rising exchange, as in the Years 1921-1925. trade 
cUcr'fioUrish. ~. ',,' , 

'At the behest of the Secretary pi State for India. the rupee 
has been linked to sterling which has depreciat~ in terms of 
gold.. This. enforced departure from the de j'Ur~ gold bullion 

~<Ia:rd ,or, t~e ,ba.r~El!1ed tle1~ ,g~l~, ~c~e 8t&1l~d. has 
destioyoo. Public "faith . i~ t~~ rp~ Of,. tllft., mon,et8o!"1, u¢tr 

1 J am indebted toS"1t H. Stralt.b .cir th~ ~phar. 
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~is alteration of the monetary standard is nothing but a, 
.-ioua moral offence and a violently grave breach of national 
:f~tii as the gold standard counkies. would put it. This arbi
trary fiat can be justified on the plea of grave economic neces
'sity.,· But the end has to justify the means. H external trade 
,and internal business operations which have almost com~ to a 
·stand-still on account of the high internal value of the gold 
-rupee were to be rejuvenated by this alteration of the legal 
,standard there would ~e some justification. But it is too early 
-to say bow real good can be conferred on India by this measure. 
'Will it be an;) thing more than a temporary solution iftbe rupee 
-is linked to sterling and the more fun~!D-ental cause for bring
'ing about relative stabilisation of international prices is neg
]ected , 

EcoNOMIC bll'Ll<:A'llQNS. 

The implications of this sudden departure from the ad
'ministrative practice of the Goverrimenf; have to be fully real
ised. Firstly, it means that the Secretary of State is all in
iluential in initiating any monetary policy and carrying it out 
~ven without consulting the wishes of the Goverriment of India 
·or Indian Legislative Assembly. A matter-of-fact economist 
-of my stamp cannot hope to comment on this situation except 
.by repeating the conviction that the present~y regime of di
vided fina.noial control between Whitehall and Simla has. to be 

;remedied at the earliest possible opportunity. 

Secondly, it has made the currency authority control all 
~xphange operations so that the contractual obligations of gen
-uine traders and the real domestic requirements might be ful
iilled 011 !.t. 6d. sterling basis. Illegitimate and speculative re
-qllirements would be curbed to a certain extent and in so far as 
,the Ordinanca can be avoided there would tend to be a drain of 
-gold r8llOurces of the Govel'DDlent. Exchange COntrol was once 
~rjm(lD..ted within 1920~ Reverse cOUncils WenI sold in limi
Ud quantities to the specially seleotedbanka. The needs of the 
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genuine small r~mitter were not only ove~looked but as BOon a.s" 
it 'was kD.oWn that rationing was to be p~aciisedthe a.pplicants' 
a,lwa,YB ~xagge~ate(f their re~" requireme,nis so that their act~al 
allotment done on a p'ro rata basis might come up to their reel; 
requirements. That was hoW', deception was, 'practised., It is, 
part of human Ilature to resort to subterfuges, good, bad Or", 
i~ditTerent, wh~ individual liberty is cut' down. . 

"Thirdly, the Imperial Bank of India., has been placed in 80 

position, to control the exchange operations. It' wO,uld therebT 
enable i~ to learn, the technique of the exchange operations ,and' 
make it fit to tra.nsact".exchange operations Dn a wide scale as: 
SODn as it isc1.eprived Df the serni-Centra.l banking 0. per8otions it 
is CDJ:l<J,Ucting, to-da.y. it has become an o.pen secret now that it 
is casting covetous eyes on the field Df foreign exchange and the: 
present-day experience wo.uld Mable it to easily tack on 
general foreign exchange 'business as soon "as the C. R. Bank 
is started. 

Fourthly, the absence Df a stable domestic exchange bank. 
ingma.chinery is deplorable. The Bank of England was nev« 
controlling the exchange Dperations .even in times of this dire
~onomicemergency The heads Df the fo.reign exchange-

. departments of the· Big Fjve are performing this duty a.nd 
beYDnd the appeal to patrio.tism of the British publio not ~ 
depreciate the pound sterling no interference with the day-to.. 
day administratio.n, of the ,exchange bankin,g machinery, h .... 
bpen brought about. " 

Fifthly, the necessity of publishmg with utmDst po86ible 
expedition the figures Df the aaJa of sterlin,g and the detaiIJ OJ 
the adequate machinery which has enabled the Indian Govern-, 
ment to. secure ~he supptlrt of His Majeety'a Government for 
securing flterling resDurces hall. t~ be ,realised. . There is indeed 
Dne dan,ger whiCh the pu~licity Df this arran,gemeut might bring 
about., The depletion' of the sterling credit resourcell will 

, 1, See Mr. Macdonald'. EvUleftureferred to in Mr. Manu Subcdar'. Min«it] 
Report-o-C.B. Enquiry 'Committee Report, p.284. 
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accentuate the difficulties but as psychological or speculative 
factors are removed by exchange control it will provide a 
natural limit to their influence. 

Sixthly, the additional bounty which depreciated sterling 
,would confer on Brit'ish exports would be of little a vruI 80 far as 
,the Indian market is concerned. The manner in which, it has 
,been secured has alienated the sympathies of all well-mean-
ing citizens. The continuance of strained fef\lings arising out 

, of domel;ltic llOlitical situation WOuld be a gra. ve handicap. The 
fixed wage-earning class and the salaried people who generally 
consume the British manufactured goods are already feeling the 
pinch as a result of the depreciation (if the internal valUe of the 

'rupee. They would fain be able to increase their demand for 
,either th~importedRritishgoodsortho'Se ofother gold standard 
countries. The future budgetary position of the Government of 
India would become rather grave in spite of present-day balanc
illg meaSures.. This would entail further taxation which would 
;restrict the ability of the Indian consumers to purchSlse foreign 
goods. ' , 

Seventhly, the additional bounty which depreciated rupee 
gives to the Indian exporters in the matter of transactions with 
gold standard countries has been grossly exaggerated. Because 
'6 per cent. of Our trade is with gold standard' countries 
this temporary stimulus would be secured. India exports most
ly the raw material .. of commerce and agricultural staples. 
These have boon unfortunately overproduced in 'most 
countries of the world. Indian wheat can find no world 
market. Rice can find no Eastern markets till an export credits 
ficheme or some other device will enable China and the Eastern 
markets to demand it. Indian cotton will find it difficult to 
secure a market in face of the huge output of the U. S. A. cotton, 
part of which was ba.rteredfor 80 much coffee of Brazil. 'So an 
immediate improvement~fexport trade except in' the case 
of those goods where India has a' quaai-monopoliatic control 
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c&nnufi be expected. TalqDg, jute which can' be reckowd 
,under t~ ca.tegory, the dema.nd for it woulcl be 81a.c" till th& 
present overstocking of the foreign market. diaappea .... AnaU. 
round l'timulus to external trade can hardly be expected when 
t,hEi' fOr~gn 'consutnb'rillaek tbe efIecti.e demand for oUt gOods. 
1:ni!ernalcom.modit:fpricesha.e mena.Iready at t. result of th& 
I depreCiation of the 'rilpee but permanent ('&8i81' export trade 
conditions ca.nnot eriauEi ~t of this step. A depreciated fupe& 

mea.ns "the real vaIn-*, of salaries, wages, interest pa;vment. 
and debts will all be reduced". It is not national butc1&. 
proliperity-that is 'ensUing out bf thiB step. Tluite' 'CAn be 'no 

'real national wealth' arising Ontof it;: 

Nextly,'theartificial support ofthesterling rope') ~tthehigh 
level' ofl8d. is to give scope 'to transfer of th" sterling invest
:m~nts rila.de in thecount~without any possible loss'which 
, might, a.rise were &terling to fa.Il to a. lower figure. It is the 
hOlders, d sterlihgthat ought to have borne the e:tchatige 10801. 

E'qliity denia.tids t'ha.t':th~richinvestor should bear an' riab 
att~dant' on the traIlsl'er ~l repaid capital and h~terest hut it 
is being thrust on the poorly equipped borrowers. India'a 
fina.ncial independen,ce would mea.n nO longet preferential con
ditions to external investoril. But mere safety is not however 
endangered thereby. 

Ninthly, the flight 01' gold And capital from the country 
would take place to countries whfll'e political, social and c~ 
conditions are more .""ure .• nd iree fromAtt~dant riaka of 
currency deprOOiatien And political uncertainty. .A continued 
retrogression of the rupee would mean a further stimulus forth. 
flight of capital. 'The expo~ of gold is taking place mainly iD 
ordao to ta.ke advantage of the insiatent demand in Europ8au 
aud EngliSh markets.. So long &8 the price of gold is bet,ow 
dolla.r pa.rltytbis move.ment will continue. AnembargoODgold 
and the ACquisition of -gold ~ the import point. of sterling
rupee e~ha.nge, viz., lB.-GUd. by',tl1e expanding of cUIT8JlCJ 
'1VOllld~ two birds At one .shot. ,The gold resources would 
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npand and internal prioee wouldha va the needed fillip. But 
the maintenance of high exchange value for the rupee would 
become impossible under such conditioIlP . 

. Ag&in the British Government'. financial support to enabl& 
it to discharge the India Government'. ratio obligations stand 
UIlI'e8Cinded. But in view of it. own inability to eooure 811b· 
stantial credits from abroad the promise of a weak borrower ·ss 
rarely a convincing and reassuring one. But these long.term 
credits could a.tthe same time he arranged by a financial mis
sion sent to New York and the linking of the rupee to golda~ 
the present. clay ratio of lB. 6d. gold, would n,ean the con
tinlJance of the 8tatW quo. The possibility of paying sterling 
obligatioIlP indirectly through the dollar credits would add to 
the emba1'l'8.ll8ment of the sterling situation. Further depre. 
ciation of aterU,ng would ensue as a result of India's efforts 
to pay sterling indebtedness through the gold markets. 

Again, this episode of linking the rupee to the sterling clear· 
ly shows that the stability of the rupee sterling exchange is th& 
only dominant consideration of the Government of India. It 
does not appear as a custodian of the general public interests 
whenitundertakeetosupplythemschinery which would enabl& 
the merchants or remitters to cover their risks. The Exchang& 
BAnks are the instruments whoee intitn&te touch with 
trade will enable them to phoulder this risk . 

. The next point Of criticism against the new Ordinance is 
the promise to give gold also or sterling provided the amount 
demanded is through the scheduled bank for the minimUDL 
amount and satisfies the regulatory authority that it is a Ixma 
foU demand for exportation purposes in lieu of discharge of 
past coutractual obligatioDIJ or for definite domestic purpose 
requirements of the remittera. It is one-sided stability that is. 
now being enforced as a result of the Ordinance. It is the 

'1'evel'll8 draft at lB. 5 tel. that is avanable. Domestic 
. C1lJ'renC1 is not ! beingteleased even at h. Gand 3/HW. ater~ 
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ratio. The muw to take 'gold and relea.lle currency at thil 
bnport point means 'that the par points 8r& 'not fuD, 
-operative. 1 ' 

CAN WE INTERNATIOlutrsE TBB GoLD 'STANDABD f 

If the energy of Great Britain were to ~ructif1 in the for. 
mation of an a~. World Conference for atabilisipg the potIition 
-of gold and bring about a satisfactory adjustment of gold hold
ings good cometh olit of evil. It. must be a public international 
.conference a.t which the respective 'Claim. of Central Ba~ to 
.increaset;he gold reserve would be examined by a. body of 
-experts. But we must not commit the miatake of going to the 
unrestricted gold ata,ndard suddenly or too soon nor enforce a.n 
overvalued rupee and an onerous exchange ratio., Unlesa and 

;until the world economic crisis were to beefIectively tackled 
there would be no possibility in attaining stable trade and 
exchange conditions. Retoort to the post.war gold atalldard 
'Would only mean the prospects of early suspension. 'Without 
, interIiaJ monetary use of gold a scientific gold atandard involv. 
ing intelligent management ca.n be made to work. 

WBA.T 011 TBBUwEDIATB F17TUBB 7 

If the a.bove findingS clearly indicate that Go reatoration of 
the international gold sta.ndard Can take p1a.ce in the remote 
future alone what has India to do' in the meantime 'I Till the 
~xpir'y of the Ordinance yeriod the rupee atands linked ~ the 
.sterling. But at the end of this period the rUpee should be 
:declaredan independent culTency neither linked to aterl~rlgrior 
the gold wh08efuture is on the laps of gods alone. Before 
discussing the r~tio at which it ought to' be li~ed if the, Wer. 
,national gold standard were to be adopted the consequences of 
the adoption of an ind~pendent ru~' i¢a,ndard have to be 
'~nderstood. An indePendent rupee carefully regtuated would 

" 1 $ince these ~: I~erc written the C~ernment have;,been purchawB 
-.terlinBet 1 .. 6 and3/16d. Henccadcfa~tQltabiJit1ofth~ ruJleA1~lo be hac.I !It 
lIretent. 



, lNDIA-TllE GOLD STANDARD 151 

not cause·any embarralll'D>.ent to the gold reserves of the-, 
country. The Finance Member's argument that .. if the Rupett 
was not linked to sterling the difficulties of India. Government. 
to raise money abroad would be almost insuperable" needs 
refutat.ion. He is repea.ting afresh the old argument of the 
BritiBh capitamta who wanted steady sterling-rupee exchange 
in the days of the past ni~etiel!. The ability to raisecredita. 
abroad depends upon the financial ability of the Government. 
A financially 'unstable Government like Australia's was refused 
a loan either in America or England t.hough it was on the
gold tltanda.rd. If the Government of India were to follow the 
proverbial rake's progress it is not externeJ credits eJone that. 
would be denied but even the more thoughtful of the domestiC} 
creditors would think h'ice in granting the needed resources. 
Granted that America does not play fairly the game of a 
creditor an appeal to the newly started Bank of International 
Settlements 1 will have to he made through the C. R. Bank. 

Under an independ(lnt rupee standard India will not find it. 
difficult to raise the nooellsary sterling le&ources to pay the an· , 
nual 32 mil. liability and payoff any other Ina.turing sterling-' 
loan obliga.tions of the Government. It is almost a t.ruism to
assert that a country should have command over other
oountries' currencies with which it trades. Although India, 
has trading relations with most of the important countries ot 
the world she needs command over four major currencies in' 
order to diSCharge her obligations. Hterling, th6 dollar. the guil-; 
der and the yen are the important currencies needed by this 
country. The sterling requirements of India predominate ovel" 
other currency requirements. It is the realisation of this fact 
that makes the people say that sterling requirements ought 
to be secured at a fixed and stable ratio in terms of the rupee. 
A stable sterling value of the rupee does not mean that sterling 
values of other countries' currencies Can be stabilised. The 

1 &. Dr. O. W. Sprague', pipet ... The Working of the Cole! Standard ". ' . 
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-trade with g?ld standard: countri9 'frould be dillflurbecl OB 

-account. of the fluc1!uating value' of the aterlingin th8118 
<CUl'l'eDciea. 

Granted that linking with sterling in normal timetl when 
-starling is eq~valent to gold is an advantage, it dOt'S not follow 
ii4at the rupee oughh to be linked to inconvertible sterling. 
Eyen a. rat deserts a. sinking ship almost instinctively. If it 
were mere disassociation with gold that is the main wea'kne6lt of 
-sterling there is nothing inherentiy defective in such .. position. 
But there is no defi,nite a66ur~~ce that the sterling wiD not; 

iollowthe ~th of the fr&nc of 1921.i92$ or that of the mark of 
1921·1925. Were the. Labour Government to be returned to 
power and were they to persist in the policy of adding outIa.ys 
.of unproductivecbara.cter in spite Of deficit budgets a.nd 
cthreaten to carry outcla.sslegislation,therewould be no knowing 
wlt,re the .pound steJ"ling would be standing. Its future ~ un
,cerhaina& there js impa,hment of confidence a.aa. result, 0(. th~ 
aJ>aence of ecOJ;lop,ly in Brit~'8 national expenditure..,1 A.lI.. 
inc,oll,vertible curreJ;lcy like .the" paper pound sterling can be. 
;q.sily subjected. to t~e iJl1iuence oftha petty! national. 
~liticians. It is au elementa,ry economic truth which BaYS 
ct~t .an inflated ClllTency would be ~ entirely. v~ueleBll a.nd. 
afraid of .furtherta.xation measures tM political party in .pm.veJ: 
1J!igh,t bring 8,lx"ut perpetuaJ. interference. with . dOJDellf.i.Q 

.cu.r.rency values. Unlossa.nd until this.,&I\SUl"&Dco. is~ given. 
ctb.I!o~, DA ~nflation.ary influence will be exerted on pa.per curreo.~ 
oj .th~ Gpv~rnment of. India. ought. not. to have a~ to link 
ct~~: J,11pe6. with. .thll fluctuating sterlil;l", 

. . 
1 ~. Sir. George- May ~ttee Re~, Thi. __ 0\11 ~_,. ~ 

oCsplains the National Crisis in England. It pointa qui ~ U1'geDt D«'eSIity of Lalanc;iq. 
~he budget .nd making it or smaHer d~ than before. 1M ceatw wfthb 
fund of the Nation must increa. beiore natioul IOlvenq will __ .. 
accOlllpIiIW Iaca. ' 
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IJrf)!A Nf>T A ,MERE DEBTOR COUNTRY BUT A DEBTOB-CaEDITOB. 

COUNTllY. 

Too much ca.pital is being made by the advOcates bf 
exchange stabilisation policy of the fact that india it' a debtor
country. Correctly speaking, India at present is on the debtor. 
creditor ba.sis. The Memorandum en the Balancea of Payments. 
point. out that no net clAims are being built by India 'on the
other oountries of the world. If it 'Were a. real creditor country 
t he net claims it .builds un other oountries would be increafling. 
When 80S a Whole we find overselves in a transition stage all,it 
were, this insistence that sterling and sterling alone will help' 
ill! ill mee.ningl8118. 

We can maintain an economical and ()fficient internal 
currency which is at the same time suited to the requirements 
of the people. Its external value would depend not only on its. 
internal value but in times of international instability in foreign 
currencies the Changing vaiue of foreign currenciel' would have 
its own repercussion on t,he value of the domestic currency. 
The domestic banking system should be able to understand the 
influences and facilifate the matter of transition frolD. the 
debtor to the creditor fltatus. 

THE IMMEDIATE ISSUE. 

India's main trou ble as in the case d. most other countries 
lies in the greater fall of agricultural prices tha~ that of the
manufactured commodities used, by it. This problem ca.n be 
attacked' in two wayS. Either the pr:cefl of manufactured 
commodities can be pushed down or the prices of agricultural 
staples have to hE> raised. As periods of slowly rising prices 
secure economic relief to almost all sections of society it is this 
ideal that is being advocated as a desirable remedy in all 
countries. A modest watering and not an inflationary iasue of 
Currency would be required to bring about such a rise in 
commodity pricea. 
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The recent very considerabledevelopmentll of the heaTY 
genera~ tariff that are being brought about would not faU to 
produce a rise in the normal rate of exchange. The currency 

" authori~ies sh~uld pay heed tQ these changes in the taria while 
fixing the rate ~f exchange iq the near future. ' 

It is an immediate riPe in prices t.hat is needed rather than 
" ,the securing of the ideal exchange rate of pr8-w&rtimes without 
u,ny risG in prices. A modest rise in prices and 6 sta.bilisation 
.of the internal level of prices attbat point is the crying need of 
the hour. While allowing eichanges to go hang, the attention 

, oIthe Government can be concentrated on the sta.bility of the 
internal prices so long &1'1 intel"IlRtional price. tend to be 
unstable. This policy oUght to be our aim as soon 80S the 
present Ordinance expires: Itisthelev,)lofprjce8iha,~ matters 
and not exchange rates~ Linked n&ither to gold not sterling 
the rupee can be made to po_ & stable internal value a. it 
did during 1919~1921 pAriod so that the entire business interest. 
of the country stand to gain 011t of this step: This policy of 
internal price stability :would help us in the contingency of the 
'sterling becoming stable for it wiIlS8CUl'P & stable ratio for the 
rupee in terms of sterling. 

Is AMERICA BEDISTRmUTING GOLD? 

The period of redistribution of American gold stock which 
was impeded by the Stock market boom of 1927·29 seems to 

4 , 

'have commenced a.fresh. American gold is being shipped to 
. France, Switzerland and Holla.nd. The shortage, of gold in 
other countries can be directly attacked and the economic 
allegiance of these countries to the gold bullion standard can be 
secured th~reby. India. should be represented at the World 
Economic Conference which would diSCU88 the future of the 
international gold bullion Rtandard. On the solemn and dis
tinct promise of not using the gold stock for gold currency we 
should secure American or French gold and,help the broaden
ing of the international gold bulJion standard. But nothing 
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would be more important than to suppress the inborn predi
lections of the people for imports of precious metals and for un
productive hoarding in the jewellery form. 

If America and France were to refuse to part with their 
gold stocks the idea of the Bank of InternationaJ Settlements 
managing the gold reserves of the world in such a way as to 
maintain reasonable stability in the international price-level 
maY"8.nd should be exploited. 

But if this suggestion is not feasible there would be th& 
truimph of the anti-metallist ideal, i.e., ma.na.ged currency with 
the spooiaJ object of maximising stability of prices and exchanges 
at a minimum soc'iaI cost. By pursuing the domestic policy 
of internal price stabilisation during these days India can 
blaze the trail of general monetary policy and reConstruction. 

i\. POSSIBLE CONTINGENCY_ 

As soon as aterling rises to its gold parity, for every one in 
England who ha.s studied the Macmillan Report is convinced of 
the futility of devaluating sterling as a remedy to the present 
crisis, attempts will be made to stabilise the rupee in terms of 
sterling which has reached parity with gold_ The present-day 
sterling exchange standard ushered in by the Ordinance wonld 
give way for the de jure gold bullion standard which however 
would be worked in the manner in which a de facto gold ex
change standard would be working_ The legal fiction of gold 
standard would again be apun but in administrative practice it 
would tend to degenerate to that of a gold eXChange standard_ 
Unless and until it is a form of the improved gold exchange 
standard almost coming up to the "ideal gold exchange 
standard" of the economist's conception, the Indian public 
should emphatically protest against its adoption_ It should be" 
the duty of the Currency League to educate the public by issu
ing sma.llle8.flets on the different standards- their merits and 
demerits and their suitability to this country. The working of 
the improved gold exchsnge standard would bring about the 
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41xpAllding 01, the c~noy of the g()}d~oMnge ~ring coun.. 
try and tenet to cont~ the cU~lWy of the C)t~ oountry.' 
)Jut as the Hilton ~oung CommUision ha.8. wiaely ata.ted. the 
lndian public cannot find the gold exchange standard mechan
iStn easy to understand (l.nd simple to operate. I It doell not 
iIOOUre the internal convertibility of the token currency into 
metaJIio gold, Any future currency system 'or this oountry 
must give thm right and must be worked on this definite under. 
standing, The real gold ballion standard gives this right '''nd, 
alii Dr. L. J. A. Trip admit .. the gold \mllion · standard aystem 
hall met, no criticilan.-

Row CAN INDu, AqIlEVE piE R~L GOLD BULLI01f STUDABP 

SYSTEM! 

Thia caulle dq~e by starting,the Central Reserve Bank. 
'This C. R. Bank should be provided with the necessary foreign 
-exchange a.sqets in sterling, dollars, guild8l'll and yen and a gold 
Te6erve toco:ver its notea and sight lia. bilitiea. With t~e return 
.of more settled conditions in the international money market. 
than are existing at prell8nt the exchange should be stabilised 
at round about the normal level at which it stands at the inaugu
ratiou of theC. R. Bonkandthecoll&etion of the proceedt of 
theexterna.lloan. As a low exchange would have an adverse 
.effect on our external debt the. monetary expert. should be 
ca.reful in fixing the exchange value pi. the rupee. But it ought 
to be <,lone on thebasiaofrate discovered to be normal ... a 
teSult of a.llowing it to m.ove freely np and down for some 
<:onsiderable length of tizJ1e. 

A NEW MOJl'BTARY PBAsB. 

The Indian m.onetary system 'would then be entering 
another phall8 of its career. Confidence in the future of India. 

1 See the pdpef entitled .t The Reform of the Cold Exbaup Stuclard." 
Select Documents of the Cold Delegation Committee or the 1.. or N • 

• Se~ Hilton-Y GUlli Commi .. ion Repon. pp. 24-32-
• s~ Dr. L J. A. Trip. Pa,.. eatdled .. n. functionin, or the CoLI 

StucJ.rd. ... 
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'Would largely depend on the belief both in India and out.!lide' 
in the stability and effioioncy of the moneta.ry system. Many
people are not aware that the Indian Government cannot a.r
range any externaJ loan without the sa.nction of the British 
ParliAment. Genuine efforts shOuld be made fo induce ihe 
British Parliament to grant us this power. With an assured 
budgetary eqUilibrium and an unproductive debt which is very 
-small t~re is no reason why America.n financiers would fight 
shy of fillcl.Ilcing us. If the loan proceeds were not to be locked 
up in barren gold currency units there ca.n be no economio 
reason for the refusa.l. 

Attempts should be made to garner more gold resources 
lor an efficient working of the gold bullion st"andard by the 
-C. R. Banking maChinery which needs at least 80 to 100 ma. 
'Worth of gold. 

Armed with the necessary resources the C. R. Bank can, by 
the pursuit of the well-known foreign exchange methods secure 
the stability of the externa.l value of the domestic currency. 
The salell a.nd purchases of both the domestic currency and 
foreign currency, the perfection of the forward exchange ma.rket 
and the varying of the buying price of gold would enable it to 
steady and regulate the externaJ or the exchange value of the 
rupee. There would be no fa.ilure on its part to stabilise the 
normal Jate of exchange which ultimately depends on the 
Jelative price-levels of the countries. 

CONCLUSION. 

The logical outcome of above trend of re&IIoning would 
.compel One to admit that stabilisation of exchange at any level 
of sterling exchange or gold eXChange would be premature when 
there is no prospect of relative sta.bility in international prices. 
Relative instability of international prices, viz., rising prices 
in agricultural countries and fa.lling prices in the gold standard 
countries, would mark the course of our economic events. If 
a conjoint effort is made to secure rising world prices and avoid 
all rapid fluctuations altogether the trme would arrive when 
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we can no longer allow· exchALnge ~o take ita own COUI'88. 

But the very adoption of the i~ternationa.l gold bullion Standard 
form by this country will give the 8U~stantia1 measure of re
lative sta.bility of prices and excha.nges B!nd a close correspon
dence of local currency policy with that of the rest of the world. 
Interna.tional prices, internal prices, and exchange rates will. 
aU be under control. India would hav~. to wait for this day of 
interna.tionalising of the gold bullion. standard pursuing during 
the interregnum a policy of masterly inactivity in the direction 
of securing practical atability of exchange. Let exchanges ~ 
used as the shock-a.bsorber. Let us not, ignore the possibility 
of ra.i~ the internationaJ price-level by the united efforts of 
all cOUntries_ Let· us consumma.te our best energies in bring
i~ about a. modest rise in the present-day world prices. 



APPENDIX II(A). 

The advantages of linking the rupee to inconvertible stel 
ling at lB. 6d. ratio areas follows:-

1. There would be an exchange bounty on Indian exports 
to other gold stan4ard couutries. As India's trade is more with 

. gold standard countries than England there is a. temporary 
.1!t.imulus at least 80S a result of this exchange)ounty on Indian 
·exports to these countriefl. 

2. The Government of India. will not lose anything in the 
pa.yment of sterling obligatIOns. If a fall in the rupee
.sterling exchange value would take place it would increase the 
amount of rupees to be laid aside to pay the .sterling 
obligations. Without stable sterling-rupee excha~ the 
Indian budget would become a gamble in exchange. 

3. Without linking to sterling tho gold value cJ the nlpee 
·would fa.ll to a very great extent. 

4. The Indian market is secured to British exports: as 
:against the com petition of manufactures of the gold sta.ndar~ 

countries. This tantamounts to giving Imperial Preference 
by back door methods. 

5. An element of uncertainty in the trading relations 
'With England which amounts to twenty. five per cent. of our 
total trade would be removed: The remitters also stand to 
.gain by stable rupee-sterling exchange at 18. 6d. 

6. The'rupeewill depreciate, i e., the internal value olthe 
l'Upes falls, t'iz" prices of commodities will be rising. 

7. The frantic attempts on the part of the Government 
to support lao 6d. gold value for the rupee would cease, 

The disadvantages have to be considered- . 
1. Indian import trade with gold standard countries 

beoomes impeded. As goods pay for goods the Indian exports 
'W~ become uaimately restricted. 



160 BANKS AND THE MONEY MARKET. 

2. The changing of the currency atanda.rd is & violent. 
breach of national faith. The gold atandard countriet are
justified in considering ltliiB lItep '1108 'the betrayal of national. 
trust. 

3. This gives a.n 8XoUllentJ IOpportunity to aecu1'8 loug. 
term creditaa.nd pay off ster1ingobligati~ns out of the funda for
sterling hall becoml? depreciated in t,erma of gold. This 4lottempt 
to payoff sterling dehts, as the result of concerted action would
tend to depreciate sterling further. ,The real sacrifice to pay' 
external 'debts would still have to be made by this count~a-

4. Tbere would be the Bight of ce.pital for there i.1ack or 
confidence in the rupee and the Indian moneta.ryayatem. 

5. It is a. sad ~ista.ke to maintalnthe atandard of valu .. 
with the incidentDl a.nd varying circumstances of excha.nge. 

6. Unless an embargo on gold is placed India would be· 
drained of all its gold stocks. 

7. It places India at the mercy of currency and credit 
changes in E~la.nd. This monetary 8Ubord~tjon to the' 
foreign centre turna out to be'mispls.ced reliance in the long, 
run a.a soon 80ft sterling depreciates further a.nd further. 

Although the advantages of linking the rupee to sterling
have been widely discussed much emphasis haS not been laid 
on the consequences resulting out of linking the rupee to gold. 

1. Tra.de with gold standard countries would not becom .. 
ha.ndicapped if the rupee'. gold value does not become altered. 
No uncertaintiell in trade matt~rs with these gold standard 
countries would arise. 

2. The rupee might not depreciate i,n terms of gold if 
left to itself. It is'inability to discbarge gold obligations 
that might bring about this contingeney. But there ia not. 
much need for great credit amounts to payoff the gold obli
gations. 
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3. UnlOll8.a. solid link to gold metal is est&. blished tha 
Indian public will have no faith in the currency standard by 
whatever name it goes in academic dillCussions. There is 
nothing sO .dangerous as lack of confidence in the currency 
standard. The flight from the rupee would take place when 
the people think tha.t the rupee is doomed . 

. 4. If the gold rupee were to rise in terms of sterling there 
would be eXChange gain. 'Sterling obliga.tions can b6 paid with 
lesser number of gold ruJl8e8. . 

5. Remitters also stand to gain if the gold rupee were to 
appreciate in tenns of sterling. ' 

6. When sterling rises to· its gold parity the rupee
sterling exchange can 'be 6ta~ilisedonce again. 

7.Stabie exchange between England and Indiadoos not 
mean stable international commerce for India trades with the 
other countries of the world. 

The disadvantageS of linking with gold would be as follows: 
1. Inability to discharge gold obligations will tend to de

preciate the gold· value of the rupee. . . 

2. If there were to be no immediate depreciation of the 
rupee the exchange bounty to Indian exporters will disappear. 

3. Prices of commodities woUld nothave'arisen if the 
,talu, quo had been maintained by linking the 'rn pee to gold at 
the present 'ratio of lB. 6d. gold. 

. ' . I 
4. If I,. 6d. gold value for the rupee could not be main. 

tained during 1929·30 it means that the rupee's real, 'gold value 
is high and has to be depreciated. ' 

5. There would be the draining away of the Iaat ounce of 
gold from India if it were to bol ster up an onerous ratio oU,. 6d. 
gold for the rupee. 

, 6. The Imperial Preference to ·the British exporters will 
still enat In this case for the sterling stands depreciated in terms 
of gold. Exchange dumping from England would still.exist. 

6 
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7. India. would ha.ve no credit if the rupee is not linked 
to)terling. 

If exchange were allowed to go a.drift, i.e., if the rupee is 
neither linked to gold nor sterling there would be the possible 
advantages and disadvantages a.rising out of this step. 

Advantages wo;uld be as follows :-
1. The dangers of tying ourselves to inconvertible ster

ling currency would be removed. It would fall or rise to the 
normal level and get steadied a.ccording to the relative price
levels of the trading countries. 

2. Exporters and importers would attempt to shift the 
risk of fluctuating exchange levels to exchange dealers who 
will ma.ke a genuine attempt to balance the gains and losses. 
Forward contracts with Exchange Banks can eliminate these 
risks. 

3. StabJityof exchange isan international task and when 
80 ma.ny countries are off the gold standard an era of un
stable currencies and a wilderness of eXChange rates would 
ensue. Our exchange stability would become impossible under 
such economic conditions. 

4. There might be no frittering away of resouroes. What 
might be lost in maintaining the gold value for the rup~ 
might be oompeBRa.ted out of the gain arising in the direction of 
maintaining the rupee-sterling exchange. 

5. Trade can flourish even in days of exchange instability 
as it did in 1872-1892 and 1921-1925. 

6. It would be free from the Charge of officia.l manipula
tion of internal prices for the maintenance of an impossible ratio 
of exchange. 

7. A policy of relatively stable internal prices giving 
uniform purchasing power for aJl classes Can be pursued and 
exchange allowed to follow its own course. 
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The disadvant&ges are as follows: 

1. Currency experta, realising the tendency of gold out. 
'Put to be amaller t,han world's monetary requirements have 
been foresb.a.dowing a fa.ll in prices. Under this contingency 
the ma.mtenance of Is. 6d. gold value for the rupee would be 
impoasible. Sir Ba.ail BIa.ckett's gamble in rising prices proved 
a failure. Devaluation is inevitable. Thia policy of exchange 
instability arising under this contingency would add to the 
trOll bloua situa.tion. 

2. Present business distul'lJance a.nd economic depres 
sion would be heightened by exchange instability. 

3. It would be enlightened selfishness and not mere phil. 
anthropy even towards England if we fa.il to accept the ver. 
dict of the Secretary of State in linking the rupee to sterling. 

4. It will not check the flight of capital but nothing can 
check this tendency for ca.pita.llike wa.ter tends to find ita own 
level. 

5. There is a sterling loan ma.turing in January 1982. 
It would be imposaible to pay this without the necessary 
external credit or supply of gold credits. 

B. RAMACHANDRA RAU. 
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APPENDIX UI 
.: .. 

. SOME . SALIENX; L:ESSO~S 'FRoM. l'HE , 
FOREIGN BANKING, SYSTEMS' AND THEIR 

APPLICAl'ION TO INDIA' PROPER.· 

SUMMARY. 
. . ' .1. t, i •. ,: ,- _.r • 

In this essay a.re set forth some of the salient lessons that 
. . '. . . ~ j.... ;" - j : > 

this country can hope to leam 'from some recent happenings 
In 'the foreign b8.nking systeD1S. mth' ilie' problem of sta.rt
Ing ihe Central Reserve' Bank in the foreground of the ba.nldng 
reconstruction pla.n~ ce~ta.in' other .lessODswhlcih 'ought to be 
'borne in lnind are pointed out~ There can~ . nc:) overhauHng 
of the b&nking ~tructure without the creation' of the Central 
Reserve Bank. An elastic system of rural credit and proper 
8pecialisation in'the field ofcreditmu&t besomeoi the im
portant' aims of the ba~ reforbier who seeks to overhaul 
the banking structUre. A banking systeDlWithout the C. R. 
Bank is like Ha.m1et witho~t the ghost. But an erroneou 
start in the organisation or the worldng of the credit policy 
or the aims of the C. R. Bank would taint and pervert the 
whole of the banking system. The difficultJ.es in ita path 
~uet be overcome by skilful banking practice and it will not 
take a long tiine to appreciate the ueefulaess of the C. R. Bank. 
Ita immediate achievementa might not be very tempting and 
Ita immediate success mlght not be assured. but by patience 
and perseverance alone can the Reserve Bank evolve into • 
useful organisation, as safe and ste&dy as the Bank of England 
itself. and maintain the currency and finance of our country 
In a 8tate of 8tability • 

.. Apllper .u~"ed 10 the Indian Ec.suomicConfer __ hlaiaw .. pub
liahed III the Intl_ /.:dtttII 0/ ~ J8117. 1931. 
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Tall CoNN OrATION OJ' TUB fiRM: II BANK," 

Surveying ba.nkiug institutions from Ja.pan to Engla.nd. 
we discover that banking busines9 is not the same everywh~re 
nor is it so ata.tic and fixed as some of the' observers of the 
banking systems are apt to consider. Bankingbusint'ss is 
()f slow evolutionary growth. While the word II Bank" has 
rect'ived a.u extensive and "ide connotation on the European 
Continent and J apa.n, the modern English Ba.nkers still pin 
their faith to the eonservative and old·fashioned idea tha.t 
.. banks should provic1e money a.nd not capital." This, at 
any rate, is the bounden duty of the commerciaJ.. banks. But 
.a society requires other types of banking institutions to Com· 
plete the financial. machinery which its manifold activitit'S 
req uire. Until now Indian banks ha.ve been sla.vishly follow· 
ing the English Banker's conception of his duty. Nothing 
is more important th!lon to fill the ga.p in the monetary field 
.ari.ung out of the banks confining. themselvcs to commercial 
banking alone. l Flther lit change in the conct'ption or an 
·exteruJon of the connotation of the ';'ord II Bank" is t'88ential. 
Mere extension of the duties of the commercial ba.nk without 
·due precautions is da.ngerous. Some of the co-operative 
-credit societies who have combined the granting of long~term 

loans along with short:term loans have foun~ out. much to 
thElir chagrin that the cultivators required long. term loans 
.alone,even for bona fide short-term needS. When the 
mentality of the Indian borrower is such, it is inadvisable to 
.allow one and the same credit institution to perform .bot·h the 
purposes, viz .. the provision of loans for short asweUas long
-term purposes, however cautioUllly it might propose to 

.' . 

1 Specialisation hal extended 10 far in the U.S.A. Ihat we meet with banh 
'Started 1"lely for 6naneine certain industries alone. Quite _tly the Continental 
lbnk of New York decided to increase ita capital and 6nanee the "lOker·. reqwre
.menta and thus pave the way towarda ltabiliainl call money ratca and the collateral 
101" mukct ratea. About 3S0 atock exchanlC and curb ho_ holel the .tock 
_d lb. ~iredon are all representaliy. of the l.roktralC 110_. 
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conduct theSe oped,tiorla.An elastic rural ~redit .ystem both 
for sho~t 88 well 88 intermediate and long.\erm: purposes 
would be essential to complete oUr, banking structure. 
Every banking system. including the English ba.nJdngsyst.em, 
h88 now .madesY8t-ematic provisioo for ,elaborate long.term 
provision of capit8J. to agriculture and . Industries. India, 
being predC?minantly an agricultural 'coUntry. cannot afford to 
postpone the adoption ~f this essen:tial and useful feature. 

• 'I 

Excepting Ca.nada. where a Central Bank of Issue dOtlIJ no~ 
exist.-an importa.at'banking systems have .. eentral Bank of 
Issue . ac~ 88 the gaide; friend and pbilosopher of credit lDati· 
tutioris~ Whether designed as a pure Central Bank or a.liowed 
to ~tas.. Conunercial·oum.Central Bank. the main dutie. of 
the Central Bank are to gather a big monetary pool, pur.u~ 
'resolute monetary control and bring aboot expanaion and 
contraction of credit so: as to· maintain healthy conditiona 
conducive:fiO the prosperity'of that,raders and the' 'general 
'public. 'Admii-ably fitting itself into the gold .tandard mone
'tary organisation it controls the «old movements Into and out 
of 'the countrY '&nd protects the gold standard 'ly8teJnfrom 
the' evil influences arising out of a gold emus or influx. ' 

,So far 88 ~he genefal features of these (klltr~ Bank8 u-e 
cOo.!l.erned t~y are the depository. of the reser~es qf,the other 
banks 'and the ~eserves 'of. the, Government. They, .are 

,Qustodians.of .the ,national gold .8toc.~. and . the supervisOry 
monetary, po~cy:,is' greatly facilitated ,b.l, this watch .and w~d 
over the,entir~; goldr~9urc:~_ot!h~_J!&tjon. Acting as the 

. (}ovet:nment Banks they m~n&gl' ~he. 'pub1i~ debt, make dis· 
" bursem.ents on behaif of the Go-.:ernment and lend ~y to 
'1t within limite· laid down by tn" legisIaturea of tllose COWl

. tri~.; :,~e~' ~i.mr,g~, .!>! .. t~~~ ~~ties' .confers·. r~~ , and 
undoubtedl,.. ad.<W ~ to~,tJ!,~1 ear,ning ,capaoi~x ..... '''1' .~ <." ' .. 
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, A sUrvey of their actual operations would enable one to 
TeaIise that there are three types of Cent.ral Banks. The 
'Continental type as typified by pre.war German and ])-ench 
Central Banks which conducted private business in oompeti. 
tion with the commercia.l ba.nks. Both the Reichsbank and 
the Bank of France performed these banking operations in 
,several places and they acted as, banks of deposit, discount 
.and issue to the general public as well as the banking institu· 
tions; 

Opposed to the above mb:ed type of Central Bank stand 
the modern Federal Reserve Banking System and other Central 
Ba.nks createda.fter its model The pure Centra.1 Banks as 
they are often designated regulate credit and currency a.nd 
l'ediscount for member banks alone a.nd do nothing else. 
'They have business deaJingswith th~ Central Banks of other 
·countries. ' 

Midway between the two types stands the, Bank of 
England. 'It regula.tes credit and currency and mobilises the 
na.tional' gold stock hl its hands. It has important private 
ltusiness of its own not only with the Central Banks of other 
countries but with the general ,public, the' Government and 
the commercial baDks. Through the bill· brokers it carries 
-on its expansive and contractive side' of its operations. Its 
open market sales and pUrchases of securit.ies make the bank 
.rate effective, All these. types of Central Banks have one 
.comprehensive programme of social utility and they propose 
to achiev~, this . by ,alteI;ing the discount rate a.nd trying to 
-exercise through it, certain amount of influence on .the price .. 
level and the stabilisation of. the:business life of the country. 
Discarding the old gold basis as the sole regulator of their 
discount ~ateB they, a.J:"e using varied economic da.ta to 
regulate their credit policy and this new orientation of their 
.credit policy is such that it forces even the pure Central Banks 
to enter the money market and by means of their .. open 
market operations," i.e., by buying and selling IIflCurties they 
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attempt to establish a close touch with the country's credit 
conditions and secure effectlrecontrol of the money market. 
Almost aJl the Central Banks realise that they are not If mere 
diVidend-paying machines, but nobler and higherinstrwnenta 
endowed With altruiStio motives whlch inspire them to perform, 
the sacred task of regulating credit andcurrenoy and manag
ing the gold standard in the wider interests of the country." 
:rhe a.in1 of earning dividends for the shareholders baa every
where been su~rdinated. As Governor Strong of the F. R. 
Ba.nk of New ¥or)tsays, ",Earnings a.re not an influence in 
fixing the -credit policy'" of ,the"F. R, 'Banks. Such an 
enlighten~(ndoa.l governs the actio~ of, the different Central 
Banks., ,';l'hough, Comme~cial-cwn-Central Ba~ng is 
pursued. the ,su~~antia.l duti~ and;, ~peratio~ with the publlO 
do not go mucJl."furthei, th~n,the ,one of earning its own 
expenses and secUring a mere reasonable profit to its share-

_.holders •. Another cardinal. function, of the different Central 
Banks is"tq save the public at the ri~t 'moment from the ruin 
which might result from the blunder~ of the.priva~ banks." So 
far as. ordinary duties are concerned "the Central Bank 
perforlDS the same benefit for ,the' dally traffic in the bank
ing world that the pneumatic .tyr~, does for the motor car. it 
cushions the. bumps and makes ,~he whole service easler, 
smoother, speedier ,/1,00 mQre eJli.~ient."1 

While the above are'the functions of &. Central Bank and 
the performance of which would entitle any 'bank to be 
considered as' a Central Bank. there is now much uncertainty 
as to the proper manner in which the Central Bank baa to be 
orgairlsed and managed. WhilD even private Joint Stock 
Compames consider it important'to maintain national control 
and not aJIow ihemsclv;es to be' ma.naged by foreign investors, 

. there ought to be some h~tation in an economically undev~ 
loped: comitry in the matter of organising a' shareholder'. 

. . .". .' ( 

, I SU Governor W. H. Clegg's article on," untral Bankina in South Africa,'~ 
Economic Jaurnal. Dece;"ber 1929, p. 53Z. 
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type of the Central Reserve Bank.- The limitation of 
voting rights to nationals a~<J. national corporations and 
'discarding foreigners as -directors unless. approved . by the 
'majority 01 the Board are some of the methods pursued to 
eliminate theundesirableinfluenoe of alien shareholders. 
Another useful move is that of the Maroom International 
Marine. It consists in setting aside the .. foreign share" 
separately and allowing the foreign shareholder no privilege 
to hold the .. national share" while the nation.a! shareholder 
can own ·the share even in the .. foreign register." 

The recent Amerioan invasion to secure control over 
British companies is being opcnly resented and several of 
; them like 'the General Electric Company, are not allowing the 
foreigner to acquire the' majority of the shares I!o as to secure 
controrover its policy.· When the Central Bank has to 
discharge important national duties there is no reaSOn why 
foreigners should be allowed to have. the controlling voice. 

To eliminate all such undesirable influences. the method 
of starting a Central Bank by i~suing public debentures 
guaranteed by the Government gives a convenient handle. 
Though the idea. of a. mixed State Bank h thoroughly familiar 

_ to the Indian public, yet it introduces or give!! scope to the 
Gove~nment to exercise political pressure on the Bank. Con
sidering the fact that 'throughout the worId the executive!! 
of the C<>ntral Banks are being made free from political pressure 
and independent enough to pursue national policies, there ill no 
wisdom in hankering after the old and almost forgotten ideal 

.• A more thorough .tatement as regards the advisability of the particular type 
or organisation of a Central Banlc will be found in my Present-Day Ban~ir.g in 
India. Chapter on the Central Banlc of Issue. 

• The Imperial Airways Co. of the United Kingdom excludes totally all 
foreignen from holding shares. See also the Lituary Dig .. t which: 'says that 
.. oneafteranotherof the British Companies whose seeuriti .. have been made active 
by American b"ying are meetin8 hastily and amending their charten or bylaws to 
provide th.t control can never go oveneasand that. majority and frequently all of 
the directOR olehe Corporation must be born British ."bjeda." 'March 30. 1929. 
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of a nrlxedState Bank. Ii the shareholders' type of. Cen
tral B'&nk is undesirable for, without a ciause whioh Introduces 
racial discrimination the' restriction over foreign control 
cannot be exercised, it haa to be given up. The State-owned 
and Siate-managed Bank,' being also undee.irable. it easily 
foiI~ws tha.t a stockholders' bank would free it from. aU 
dangers arising out of a defective constitutional organisation 
of the Bank. ' ~, ' , : 

AlI! "Central Banks diSplay a.n internAtional .; mentality 
and a rapid development of this 'needed mentality cannot be 
engendered by a purely State-owned 91' ~xed StAte Bank 0r

a Shareholders' Bank. A stockholders' bank under the caP'!-b~ 
gUidarice of experienced bank officel1J : 'Would easily develop
this mentality and stand ready, to .co-operate with .the exe,· 
cutiVe8 of- other countries and bring a1)out the in~nationat 
financial community 01 interests. The idea of world peace
can thus.be better established indirectly l>y .this method ,tbaD 
by a.~y other, dir~t move such &8 the proposaIs for disarma
ment of navy, aqny, etc. It leads to ,a disarmament of theo 
lJlindand ~s bo~d io su~eed. . .:. .' ~ 

THE :CAsH. 'RESERVE 01" TII1I ,COTJW, BUE. • 
. . 

w: ~:tiJ;ne and post-w~ experience show. ua that the
reser.ve.ofa Central l3ank c;~n be i~ lower than the legal 

,reser-ves .when no, gold is seriously intended for internal 
o circula.tion. Gold is now intended for mere export purpoeea. 
and .the national gold stock that ought to lie in the hands of a. 
Central Bank shoul4 depend purely on the balance of pay
menta.· . As gold will be called upon to pay the unfavourable
bal8.nce~ it·ought· to bear a proper relationship to this alone. 
But in actual practice all Central :Banks fix a relationship
between ,notes and deposit liabilities which are' 4. unrelated, 
and this is clearly ~eaningie8s'" saya 1.'~ Colbe!i.~ . Both the
fiduciary and proportional reeel,'ve systems are meaniDglea as. 

;; - . 
J s« ttie'SimUI. Jabolee No. :1928. p. 39. ' .' 0" • j • '_. 
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~ to the CEIltul Bank.. A low ~ ft:EaTe « • 
high maximum f« fiduciary ~ is M!eDtial to giTe 
tiuticity to the DOt.--issue. Anyot.bEr legal ~ ~0I1 
would be StriDgE'nt aDd .-oald heigh~ the demaDd f(llt gold 
<lIl the part CJl the Central Banks CJl the.-orld.. A falling 
supply CJl the .-«lora gold steck .-oW.! n'6ult ill bring'..ng 

&oout ~ Gold W'CMlld tend to ~omt' exalted as t~ 
.... tn, i~ of being ~ ~'f't'd."y, as the een-ant of 

JIWlkjDd. To redure aDd remoTe ~ sucll undt-sirat.1f. 

~ueTlC'eII the pd rasa: 'fei ought to bear • fixed ~
tiOD say • fixed _Wti~ d the .... ol~ d trade aDd if th~ 
~PO!!Nl idea 1IDderlying the Central Bank"s ftoBft"ft .-eft to 

'be ~ the in~ gold CftItns haTe to ma.inta:Jl 

high« st.oeks of pi thaD the aboTe 110 that this frM margin 
<i gold .-cdd aDmr thEsa to play the rOle <i iDtenation&1 
~ t'ftltns.. 

Thoug1l u.e ratioDIl basis d the aboTe' ~ ~a.a be 
-.sily 1IJJdtn;tood DO uti<m has adopted this piDciplf. ill the 
fcnBulat.ic!Il <i the ~ ~ bes.is of the Catral Bank... 

Elasticity of DOte--issue Tithout the danger CJl maDf'

ta.ry inft&tioD. is the ea.rdInal basis em .-hida the 'DOtNse~ 
Jri..-Ueges of a Catral BazIk an fal'lllul&ted. The- fixed 

fiduciary Jrinciple DOW ~ the ad..-isahility CJl ~ 
this liJait at as lUgb. maDm:um as possiD1e 110 as to COT'f'l" 

aD St'8tIClUl ftq~t.a Tithout uy ~ ill the 1&.-. 
'l"be exptozlSioB of this DOte-.iss:ae limit at tiJIM'8 t'II panic is 
pennitW and • reriodic reTisioD of the DOtNssae limit is Uo 
desin.hle to sa.tisfy the c:hanging ~t.a of the peopk. 
nus is.-hat the eumulatiTe ex~ of F~ aDd ~ 
teaclaes us. .All utNos C'ODdemll any ~ tendenry 
'IlDd«1yiDg the DOte-issues .-beD· the ~ demand is ~. 

• Eo. __ Cold s....i.N R-w: __ .. ..--., doe c.. S. s,
......... doiI ...... 1t_-.....6e .. , ........... 
-.. el ___ el doe c..s.R-w: l.aI - wi-.... 0aI,1. ~ 
__ ......... c..s. R-ne.. 



Tie, ai~·equa.ny emphatic in their declaration for checking 
any inflationary tendency which Can be brought about by the 
issue ofexccssive; bank: noteli:' . This il the 'reaSon why aU 
countries which have; adopted' the proportional' method of 
riote-issu~ hav~ carefUny defined the nature of the assets whioh 
ca.n give rise to the notes. They'have jealously guarded the 
le~al character of such notes'a~d'bavepromptly arranged 
for the due~etirement of these notes. " ' , 

This power ofsafe and elastic 'note-issUe can'be proPerl, 
exercised' hythe discretionary capacity of the Central Bank'. 
executive. So long as the Government'does not create a. 
note-issue of its own nor abUse the right of borrowing freely 
from the Central Bank of IsSue the note-issue can be made eafe 
and elastic at the same time by the-wise' Dlanagement of th~ 
Central:'Bank .. The ' war-time experiilnce • of the Central 

·r ' 
Ba.nks amply demonstrates the truth of the above etatement • 

. "f". .' . 
The. Bank of England succeeded very well simply because there 
was non-interference on the part of, the State aIid when. this 
was abused. a~ in France 'and Germany excessive note-~8ue 
became t~e.r~le. I)t. T.;E. Gregory Js eS8e~tially right when 
he remar~s~hat "~he Pentral Bank, .which is: an organ of' 
economio self-government, implies that the State will neither 
print paper. not abuse ~taright., C)t, borrowing. .As .&IOOn ~ 
thes~ ,implfc~~~ons ;ceas!" to be trpe t the power. of~h~ Central 
Bank ceaseS."pr vanishes."7 
. Th:ough;~~~~ee'D:t~al Ba~purs~e4 the policy of holding 
foreign ,bills ~r.eely in the days. of .c~ency interregnum, ,.e. 
until thegol~ bullio~.standa.rd was definitely established, the 
poIicys.!l~~S ~osW'erye in the direction of strengthening gold 
reservesj jand.t4e ultimate ~m is to maintain exchanges at 
par by~he' ;Use {.>£ bullion only. independently of, any foreign 
bill r~erve~ Both the Central Banks of France and Italy', 
have '~el\ 'pursuing, thi~ policy in the Ia.tter half of·19~8. 
Too m~oh:should not ~ ~a.de ~~t of t~:arr~ngem~t ai\>D8 

'Quoted from the Jubilee Number of tllt StGlIII, 1928;' ,. 
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and force the centra.l Bank of Issue of this country to main
tain foreign exchange ''h&lance8 alone to' settle the ba.la~ce of 
payments: 

Even England, the clasSica.l home of fluctuating bank 
rates, has adopted quite recently the policy of maintaining a 
steady bank rate irrespective of the gold stocks held by it. 
By Virtue of pegging arrangements which exist between the 
bank rate and the deposit rate lohnterest all lIioney rates 
becom~ inft~enced by this' p~licy; : ±be maintenance of this 
polioy standS as a token ofitSdeaire to help induStrial and: 
business reorganisation 80 badly needed to enable Engla.nd: 
to compete effectively With itS riv8.ls and maintain its pre. 
dominant position as the world's greatest e~porier of manu. 
factured goods. ~ 

All economJsts, admit' thaith~, general price-level of a, 
count~y is susceptible to :seve~al forces, . operating. frC!m within 
the country .~ '\VeIl ,as from '\\jthout. ,The supporters of the 
dootrine of .. managed currency" do not propose to straighten 
out this pdoe-leveI by means of credit policy a.lone. The 
enthusiastic advOcates of Centra.l Bank management realise 
fully II tha.t pri~esa.re not a stone wall;~hich is quite immove 
able but they ,~e' not equally wax which gives away to every 
pressure.'; They realise, full well ,that the' price.levei 
presents, a. strong resistance ,to a.ll in~rfetence. They are 
aware of the fact that if undue pressm:e, which is being exer· 
cised is increaSed beyond a certain point it is not the price.level 
that would decline but ihe withdra.wn curreI).cy is repiaCed by 
some other leSs' perfect substitute. It inay' therefore be 
recognised that the amount of monetary circulation is more 
feasible of a.lterations than the price.level itself. Hencethe 
monetary refor,mers now believe that" it is easier to adapt the 
quantity of moxiey and credit to a changed price-level than 
to modify pric'es by m~~agixii the 'circUlation." All this is 
realised by the advocates of 'modern monetary reforms. 
They also believe that the action of the Central Bank ilhouid 



be ,timely and howev:er muca~ta j.nlJ.u«!n~e might ~ ,einforced_ 
by. pther.;pieaaurtl!l,. the; clahn. ~hat it ... ould,promptlycheck 
business organisations from being overpeasiDUatic or unduly 
pessimistic, isno~ voiced by th~.: The open market opera
.tions might, not 1M, very efficaCious I and the, b8nk rate would 
fau to carry fUll sting in the absence of a wen.d~veloped -biD 
an~ short-term mone.y mar~et. It is only in a highly conoea.. 
trated banking sYII~ that ,the arrangement of a centralised 
banking machinery;w:ouldfunction 'Well. But even there it 
JIlight·be.trut) that a little m~re competition might be aD that 
might ~ need~ and the rigorous castigations of aCentral 
Bank -would not after aD .~. the .Ueded correctives or the 

Panac~. fo~ i~e~~~ i~~f :each.p.nd every country.' 
But it must be admitted that a timely action 'Would go 

a long way in checking abnormal price and business fluctua
tionS that -are productive of ~ Diany . evUs to Society. Relative 
stl.bUity of the price-level shoUld be the objective of the 
Central Bank-no less than the stability of the money rate.. 

. Without stability in money rates iDdustry cannot hope to 
flourish even if it were to be bJessed with tolerable stability in 
commodity ,prices. ' .Jiligher money rate. generaJ]y tend to 
produc,~ uneasin~. in' the ,stock ,market and pI8.ce hindrance 
in t~e free investment of fresh capital. ~is thelesson that 
the recent high money la.tes of 'WaD Street- teach us (April 
-and May, 1929). 'Plese v~ria:ti~~ in money rate. not only 
tended to m:a.ke the stOck MMket'nervous but induced higher 
money'rates aJl ~ver the w~Idin order'to defend their stocke 
pf gold~ Eyen tn~ had .~ ~xpe~~e ... 'seven per cent. 
bank rate on account of these higher money rates 'prevaUing 
~ _ •. .' 'r . 

,abroad. -

8 This is what is ,ea.liaeclb, the F. R. Board i_If durin. J928 ud -J 

ofitsoflicial ... well .. ctitics cl:.credit the .. .......ml po\icJ" of the F. It Board. 
OfIiciala .. well .. wi~ before the Select c-minee GIl &n~1 and CurreDCJ 

-.~it that credit _ror ia inefeCtUal and that it C8Ilnot llabaliae prOlperU,:" Sa 
. the Sla"", May 19. 1928.. '- .' 
, '.See A. J. s. Butcw ••• TIae lmpcial Banb ... ·- . 
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capital is not given up I¥J. ,yet. Th~ German Banks have 
attempted not only to &Ccu~ulate, domestio capi~ but have 
'~ade it, ,their duty to intelligently, co-opera~ with the 
creditor countries ~ secure.~he ,needed supply of foreign 
capital for the domestiC ,bonowe~~. A;' promin~t 'German 
banker !lays, .. Capital'is in ita very' nature international and 
only elemenial occUrrenceS in. the pOliti~al or otb~ sphere. can 
divert it from i~ na.tural ~eld" of ~tivity.. The movement of 
capital towar~ Germanfcanl}~ th, long run, therefore. only 
beaverte~ by Germany: ~~rscl.f ... if she pursues, an erroneoue 
economic poli:cy, f~r i~is; not to, /be, .u~ that the atm()8· 
phere of interna.tional" econ~mici' understanding. which ie 
apparent to-da.y thr()ughopt the "Wh~e world., willentireJy be 
dismissed in the. near future."10 

As British oapital is of ~~ type which. takeS aU. the risk 
and, all the, profit, it i~ ,better ,financial wisdom to lessen our 
cle~ndenceonit. The, Americ&J?capita1iata insist on securing 
• , fixed 'ra~" of interest. The, . Sou~, American, conditione 
amply pr~ve ~y s~temellt~ ,~o wonder, America'. oapital 
is increasingly ~mployedP1 SU!ote Ra:llways, publio works, eto., 
and the ,socialistically illc1ined, $tatea are conducting the publio 
utility services with the help pf ~eriDan capital. The lesson 
is apparent.: We .should aDow Great. Britian to ad more ... 
banker .(tin the domestio capit~ , market expands) to, tbe 
Indian industries and less .... workshop supplying us with 
tecbnic~ requirementa.~ese would have, to ~ manu· 
f&Ctur,ed~ within this country. under Indian indwstrial legis. 
At present banking. insurance, shipping and personal servicea 
are being rendered to us for our raw materia» and food 
produ<:ts. In future banking, shipping and insurance servicel 
w~uIdbe declining as Indian people would be rendering more 
active, service under ~..theae' 'heads' than before. If Indian 
domestio capital, which is of late taking some active pari in 
commerce were to pursue this same policytowarda ind1l8trie8. 

10 Quoted from the Report of the Darmatadter Buk.: . 
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shipping and insurance the (lConomic self.,sufficiency and pro
gress of the (lountry would be facilitated.. Like the socialistic 
States of Argentine and, Aus~trali& OUJ' States shoul4 aim at 
Jlecuring foreign capital mainly into the fixtld interest.bearing 
~ype of ipvestment. reassuring the larger share of the profits 
for the whole community '~y the State.ownership of public 
services. 

TuB INTBBNATIONALISATION O~ BANKING. 

The major commercial' banks in' most of the' advanced 
. countries of the world are fast tending to become international 
in character; The internationalisatifln of banking iii being 
achieved in three ways: (a) by extending branches abroad, 
(6) by purchasing shiJ.res . in foreign ba.nlal ·so as to acquire 
(lontrollinginterest8" «(:) . by combining with other banks 
operating in the' foreign area. Though in' the pre-war days 
it was method (a) that ruled the circumstances increasing 
use is being made of ,methods (6), and (c) in ,the war and post
war, ciroumstanoes. This change in method waa due to the 
anxiety to avoid·· disturbing ihe national sentiment of 
the foreign oountry and the vested interests of the existing 
banks whose JealousY,and antagonism would soon "be roused. 
Method (a) is being openly pUrsued by the ImJl8rial Banks and 
the Empire Banks in all those coUntries where political power 
and economio penetration cannot' be openly resisted by 
the colonies or undeveloped regipnsbelonging io the Empire. 
The major Imperial Bank!l of England, Franoe' and Japan have 
branches in the oolonies, spheres of inter~t 'and mandated 
territories. Method (a) is' now being attempted. by the big 
Amerioan banks with a view to get themselves represented in 
the big finanoialcentres as london, Paria and Berlin so as to 
be able to afford all-roUnd banking facilities (including 
tourist traffio) to : their custOmers. 

France pioneeredtha way in adopting method, (c) and in 
.the Central and Eaatern European countries' baDka were re
~ved by the foreigti capital lent by such affiliat~ons. The 



resurrection of the Wiemer Bankverlen is &D instanoe to iUus
trate . this .' tendency. Great Britain pursUes the· aelf-aa.~ 
tendericy: and bas' established the British-Italian, . Banking 
Corporation . which' conducts itS, business through· its allied 
institution the Banco-ltalo-Brittanioa. The big five, with th& 
exoeptioilof'the' Midland Bank, ·.have :.1&0 adopted th16 
procedure.ll 

Indian trade in the Far East can be developed by adopting 
this.method ,and ,nroiling the servioes of ,Joroign banb to hel~ 
,th~;;rndian ban,ks interested in extending.the exporUrade of 
the Qountry; Xhe big ae1ling units .of the major .tap. shouJ4 
request the~ banka to bring about luch a desirable innovatio~ 
and. the financing por~ion.of, their. busin8B8 •. the selecting of 
reli.ableforeign merchants to.act as agents for the sale ~ goodl
and .. reliable knowledge of the state of .. credit and domeetiq 
oiroumstanoes.;oan.be aeoured through .uch ,. 9haDnel. 

'BANo DD SpBCuuno.: . , 
"'" , ~ ,. . '. . 
~~,isoft sta!e11 that" John B~ can tolerate an~ 

~lse except,~, ~o~d-half per ce~t. bank ,ate .. - ,He would 
fall ~ p~ey ,to Ml8O~ti~ durI~ .~~ dayS of ,uch artificial 
pr08peri~. I~ is,M of,~1lJD.~nature ~ forget the _OM 

of_ ~he. past. When ~ great ~~oJrnce in, optimism and 
stJ8CUIative ven,~e , is ~. .place .. sharp ,rise 
in .JIlpn~y,ra~ ,wou14.be, ~q. successful ,anti~te and 
IID.Y ~m.il!ul~~o~ of. ~he ba.Iik ra~ is,apt to fail Dangel 
to business stability would result ou\ of ,uch &D .injudicioUli 
atteDl~t., Tb:e, .,xubera.nt,temPer ,of a s~~tive communit] 
will ~ot. fe4 ~c-~esponci to, a su1ficient s~ulus in the wal oj 

~h~p. and; .~y ,money arising o~t of a· g1u~ of savings . 
. The ba.nk~~8 ~duty is to ,attempt, to deflate apeculatioD. il 
poBBible. by drawing a difference between the speculativt 
and, th~ ,legit,una,te. ~borro~s. ft,._ pursue a carma: 
policy of loan ra~ioning. This laudable attempt to supply th~ 

"USee A-J.5.lIuter •• n. .... ~ ...... Lut Qaapw .tit!.l,M 
I~t~sration M~~. .' .. . 



Tital &ad t!III!ftltial aeeds fl eocirty at thr old faTOllnh1e r.tes 
woald ~ be defraled h7 ~ re--leodiDg fl huk Cftdit 
a& ~ n.tes to thr ~ _ if - oatilide .. aceq yen 

to be lent to the bnlbn 1_ spec1ll&tiTe putp0i!i5-u A 
ClEerentiatiDg &ad ~ ru.e.&ltemptiDg \0 pmaEM 

~woald_p" Jaag ... yillc~~~ 
"De Yir'taP fl att.enpting to JIl'O*eC" the iDDotalt aDd ~ 
'the offmder 1IDdmliea tJUa attaapt to ra&Ma Cftdit ill .. 

~'IIUIoIlDl!Ir. ~ it Yv.ld Bw:ceed in checki!l« 
~- DOt. it 1JeccJmm~ill ... I __ ether. 
f_ .. all-nMmd rise CJl tile ~ raieB yvuJd aaJy ren1t _ 
1be ~ paper u.. ~ prta it, ""ill 
pt""'1ising the iaDoNa& witJ.oa1 no.bGDg the guilty_ " 
Ew!ry ether JM&hDd Yv.ld be equJly fatIle.. llcnl pernMc:a 
~ the JIM'* af tbe Crain! Baak, ita opeD. _kd openticmB 
aDd difflnatial ndiacoaat na. awl the nUiIIg all fl fCftip 
... f1IDda fraa u.. ~ ~ .,. tile ~ af 
priTa&e ~ ia \'fall S&nM J.y u.. New York CeeI::iq 
llaaJe UTe all ileal tried aacI 1 __ waatmc- "!hey proTed. 
btilr, _ tlIe "boo&-leg JaIIDPY"" pJ.ced by the corpontiCIIIII 

8S'Ted \0 atim1i1ate ~..t tM CU'diaal Jesaca .. bll 
1be nftIlt A ..... - (' aper:Ur.tica aisia eo a.dra:rably teat _ 
_ is thai the 1Iaak'. ~, rate is .a& ~P""*erfal to chetk 
tile rille ia prices ____ ..ta~ achlmge ru.e to .. 

f.~ ... _ rest;rin the au'tica af aJ.onul aeclit _ 

dled ~ .. hidlaipt be GIS" ?-ecl by .... c_ 
« other. niB is .. W P EWL&-Gay ~ ka\ing poliry 
-.clam .. ~ Me bee. aptlyec.apued to leWl'..t 
Eke ~ it __ nn itlltif.. 

A~ PTe"'...tDcll tben.ast"'Tevl~ 
ill ~ caa tNl:Ja .. » _ fano-.. "IM.A.r.rie&a bu.b 

·k~_.""" .... ~......... S- 3 e _i.r-_ 
, 5 eed .................. "'1!:7. n....,;";,,. ..... '-l _ 

_ I '...., ... ddatY-t. .......... · w... n..MP f .... _ 
_ ~-..I~ ........ __ .... w.-....,.w....., .... .. 
~w..-__ ..-: .. 'i .... d .. ci-... __ 



. , 
180 ' BANKS AND THE MONEY MA.B.JUCT i 

antfered 'greatly on' account of' embezzlementl on the I par' or 
tlie bank officera. 'The stolen bank mo~~,." .. UauaD,. 101'
by eelling short in the ball market. 'The 'bank teller •• whO. 
were the chief offendera •. fe.iIed'to plaCe funds, deposited 'during, 
the da.y and the higher executive' oftlciials engaged in the sti.m~· 
kind of bwdnees oould not hope to check'the 'actions ot the 
bank:teUers'.' ' '" ,; ': 

~~~ .recenUy We! Jiave ,com.~ e.cr088 instances ot 
embezzlement of bank. mon~y in our country on the par' of \11. 
bank, offioerlt. Such ,~nfortuna~ Ploraldelinque,ncl .. , 
arise in every country and are solely due to thO' attePlp.: 
on the part of th~ ,bank officera to liTe .beyond the me6D8 of 
their income ,or downright dishonesty or .peoula.tive gamblina' 
with the~elp of b.u's money ... ,Insuffioient .alariea and the
attempt to staJt O1Itsid& ,business, in addition to' bank duti. 
or o~er unfortunat.e hardahipa generally account for PlOl\. 
of the _ ~,~ 01 bank emb~ementl. ..The onl1 practioab" 
manner or "ay ~,comb8.ting·thia dreaded evil is ,to appoin' 
reSponsible officer~ only after. thorough investigation of theit 
past liliItOry, l'heee CAD be bound down. to furnish 
sureties. Perio<lical auditahJ recognised and capa.ble auditors. 

. and the introduction.. of, _ , Plechoonioal appliances to dct 
accounting -work would go. ,a. long way,ill eliminating t.heee 
dangers. JnterP.l. a.udit : on. . financial tra.naactiona wo~ 

·be ,useful an«;l enabl~ one to; detecl\ the ,d~alcationa earl,.. 
This is what American banks failed ~ 'do and that is why they 
antfered to 8uch an extellt by the huge 8wna defa!0ated by the 
bank clerks. Indian banks oqgM. to lUlderatapd this PlUC~ 
from the recent wave· of speculation in the American stock 
market. ',' >l 

BAN itS, AliD PvBLICl'rY. .1 

The hdlan banker' ,~uSt give,up his' attitud~ of dignified 
silence. Be should, no Jonger be,. silent observer of publio
affa.irs keeping his pulse on them 'but it is not mere talking for-
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publio edification that is essential. He should step into tu 
publio arena and beogin to educate the publio by his illumina,. 

ting addresses on trade, and economio circumstancee of th& 
country. The practice of the Bank Chairmen of the II Big 
Five" has to be emulated. They should not ouly answer all 
enlightened or mischie~ous criticism of their actions but point 
out the paths by means of which industriee can get rid of their 
difficultiee. Besidee long and interesting statements of th& 
b118in6ll8 of the banks, an intelligen~ commentary. on privat& 
economy, public finance and credit and important finanoial 
eventa having world-wide significance should be found in 
their annual reports. 

Similarly, the Central Bank of this country should issu& 
informing balance sheets and now tha.t ~he 'paragon of cobser. 
vatism"-the Bank of England which could dare to defy pub
lio opinion so long and oontinue publishing enigmatict 
balanoe-shee~ for nearly three-quarters of a century has com& 
forward to publish informative balance-sheets, the case for 
for publioity receives undisputed strength out of its action. 
The amalgamation of note-issuee has proved to be a signi
ficant achievement. in Several directions. The most. 
important thing is the issuing.of a bank. return supplying 
additional information. As the right Hon'bIe Reginald 
McKenna saYs '~In the return of the Banking Department th& 
total of the British home bank balances, hitherto undisclosed, 
is now shown separately as a. part of other deposits, whil& 
'other securities' are divided into discounts and advances and 
securities. These items, as the records increase in length 
and as experience is gained in their utilisation, will add 
materiaJIy to· the value of the statement for short and long 
term purposes."" 

liSa;" APlctureof .WorId EamomicConditionsat the Beginnilllof 1929," 
p.103, iaued Lr the NationalladustriaJ Conference Boerd of the U.s.A. 
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BAlfKS AND THE EXCHANGE Mn.KET. 

It has now been recognised in all countries that a forward 
-exchange market is essentiaJ. for exchange stability. Ab
'llormaJ. methods of controlling exchange rates have been found 
to be ineffective. The stabilisation of exchange is a thing that 
"tends to establish itself and without such stabilising conditions 
it is impossible for'a long time to restore sound conditions. 
In the advanced countries the perfection of the forward 
-excha.nge market had become so complete that it actually 
dominates the spot ra.tes and in case of the sterling-dollar 
rates we witness such a phenomenon .. The widening of the 
·exchange market, the specialising nature of the exchange 
brokers and the necessity on the pl£rt of the merchants to 

:Tealise that it is wise to eliminate exchange risks apart from 
-trade risks are the predominant factors in the case of an 
'established forward eXChange market. 

The fina.ncing of foreign trade itself must be done with do
:<mastic funds and it is the bounden duty of the Central Ba.nker 
to indirectly secure this ideal through the intervention of the 
.existing joint-stock banks or those specially created for that 
purpose. Both the United States of America and Japan, 
,the la.tter to a less degree than the former, have succeeded in 
.developing suitable banking machinery to finance their own 
·exports or imports with the help of domestic resources. 

BANKS AND THE INVESTMENT MARKET. 

The perfection of the investment market in almost all 
:a.dvanced countries is a patent fact. America, Japan and 
-.Germany stand as outstanding examples of recently organ
ised banking systems where much attention is being paid 
·towards the mobilisation of the domestic capital resources 

. of the country and the investing of the same in safe and reo 
~erative channels by special institutions known as inv(;'st-

ment trusts and these divide the risks by spreading the invest
:m.ent over a wide area. and thereby secure better· outturn than 



SOME SALIENT LESSONS FROM FoREIGN BANKING 183 

what a single individual, however enlightened he might 1»& 
in the art of securingsa.£e investments for his capital, Cia 

hope to do. The increase of capital is not the main problem, 
but the safety of the existing capital is the sole criterion. 
Circumstances might force us to borrow in the foreign conn·· 
tries but the rebuilding or renaissance of the domeStic invest. 
ment market must not be forgotten. The creation of ~ 
organisation for the mobilising of the domestic capital reo 
sources should not be postponed any longer. 

ApPLIOATIONS OF THESE LESSONS TO INDIA PROPER. 

While some of the salient lessons underlying the discus· 
sion have been pointed out already it is essential to fra.m.e
permanent reconstruction of our banking str~cture in the· 
light of them08t important of the a.bove conclusions. It is, 
assumed that the formation of a Oentral Reserve Bank and 
the creation of an elastic rural credit system are indispensable
parts of a larger problem, namely, the reform of the entire
banking structure. Everywhere else, the bank note-issue •. 
i.e., bank ourrency forms an integral part of the credit 
structure. Our plans of banking reconstruction have to 00' 
worked out more or less with reference to the plan adopted. 
for the currency reform. 

It is difficult to imagine how banking reform can be
accomplished without empowering the Oentral Bank to issue 
elastic notes which form no meagre part of the total volume
of money in the country. Considering the advisability of 
making bank notes rise or fall in response to the needs of 
business the first item of our banking reconstruotion is to· 
deprive the Government of its control over note-ililsue. The
issue of new notes must be in the hands of a Central Bank. 
Observing the favourable experience of other foreign coun
tries with asset currency it is essential to issue notes b&liled 0111 

the assets of the Central Ba.nk. To ensure confidence in the
minds of the public they might be Government-guaranteed 
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notes, but they mus~ be directly issued by, the Centra.1 Bank. 
·.The asset ,backing fo .. the notes may be gold and coUateral 
;paper such ~ commercial, agricultura.1 and industria.1 paper. 
The prope~ combination would be 50 per cent.~hich happens 
to ,be the prevailing lawjn the matter of our paper ourrency 
orga.n.isation., Having the privilege to issue' notes bued on 
gold or commercial paper it ca.n be left to the discretion of the 
Central Bank, to i88ue notes either on gold ,or: .commercial 
paper as the management thinks it proper to do.' The form 
of eligible papermi8ht be-

l. Notes, drafts, bills of exchange or accepta.ncee Issued 
or drawn for agricultural; commercial or'industrial purposes 
and rediscounted by commercial banks at the handa of the 
'Central Bank. " 

" 2. Open markefo:PeratioDs or purc~ by the Central 
lJJank consiSting eIther: of bills of exchange indorsed by .. joint 
etock bank or'of banker'8acceptances,~hich at present do 
"not exist to a.ny extent. .. " " 

, 3. Notes, drafts, and biiIs of cuStomers drawn for the 
purpose of carrying ortrarung in bonds and notes of the 
'Government of this country or ~he UDited ,Kingdom and 
JoedisconIited by the a,ntraJ Bank. '. ., "';' , 

: 4. ,~omi88ory' notes o~, the commercial ,b~nks to run 
,not exc~ thr~ months ,secured b,Y(a) commercial paper 
,eligible for rediscount, or (b) Government securities. 

Such terms of note·i88ue which haye been ()Utlined ahove 
~ould undoubtedly confer the needed elasticitYJ'equired by 
.either· busine88,' or Treasury fina.nce. 

" To meet Budden eDiergeneielli thisla. can' be '.uspended 
and additional note·issue can be permitted on the 'payment 
of a; graduated to. ' . The discount rate at Buch: times must 
:be made1io rise by an 'amount equal to the taxpa.id by the 
'Central Bank. Such provisions will aatiBfy the needs of a. 
erisis or ,an, unusual emergency.' Automatic 'contraction 
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oan aJsq be provided for by the inorease of tax and disoount 
rates. By this feature .weare .inoorpQra~ing' the German and 
the English devioes of oreating exoess issue to meet emergen .. 

, . 
cies. 

The redeeming of these notes at the Centrai Bank or the 
Treasury· must now bedisoussed. Both in the pre-war 
France and the United States of Amerioa the Central Bank 
had the power to pay the notes in gold or silver, as in Franoe. 
and gold or lawful money, as in the U; S. A. In the future; 
when gold shortage is to be an acoomplished fact, the con
oentration of 'gold in the central reserves would be highly 
useful and a provision of this character would be highly 
useful in proteoting the . gold stock in extraordinary 
times. While this privilege would thus be' helpful the question 
of keeping notes at parity with gold and speedy exchange of 
notes for gold' or gold for notes should not be interfered with 
in ordinary times. 

AS the general publio of our country do not understand 
the subtle distinction between legal tender and optional tender 
it is better to confer the legal tender quality on the notes of 
the Central Bank. It is undoubtedly true that a proportional 
note-issue has the possibility of inflationary demand attached 
to it and to curb this tendency the legal tender privilege for 
private debts might be;denied as hasbeeIi. dODe in the U. S. A. 
But even there banks and the government exohange the notes 
for lawful money a.t their full face value. 

Coming to. the actual measures needed for securing auto
matio retirement of notes which is so essential for contraction 
purposes, it must be borne in mind that the issue of the One 
Rupee Note makes it difficult to insure prompt retirement_ 
Large denomination notes would generally float back to the 
Bank easily but the smaller denomination notes generally are 
not retired early. The conferring of the legal tender quality 
would again stand as an impediment to the prompt retire
ment of the notes. ·Even banks would be holding these as 



'part of their legal tender reserves. Although the Jr. R. notes 
.are not leg8.l tender, yet these are not issued below denomina· 
tions of five dollars. As inter·district movement a.nd 
payment of them by another F. R. Bank other than the iSBU' 
.ing bank is subject to the penalty of .. 10 per oent. tas the 
.feature of automatic redundancy is lupposed to be complete. 
ly effective a.nd to reinforce it special powers· are conferred 
-on the F. R. Banks to J'efuse rediscounts to member bank. 
·and .compel them to repay old borrQWinga. by return· 
ing currency '.8., notes. The F. R. Board haa the power to 
levy interest tax on note·issue backed' by non.gold collateral, 
Next. the rediscount rate may be ra.ised by the F. R. Board • 
.if it finds thl' note·issue over and above ,the legitimate demand 
t'equirements of b~e&fI.,La.st11, it employe the open market 
-operations on. the part of: the F. R •. .Baw'to.bdnS preeaure 
.and compel the Ba.feretiremen~ of these notes, 'l'hua the 
-Clhief lesson one has to learn is not to place blind faith in. the 
-doctrine tha.t DOtes find an outlet oruywhen. there, is legiti. 
'1Ilate demand for the same and nothing in the direction of 
-enforcing . note-retirement is essential. Although nott1l 
.generaJIy fi~d an outlet ~b.rough;business requirements alone. 
the necessity to a.utomatically retire these notetJ aa soon as the 
requirements are. satisfi~d. is of~n. over1ook~d a.nd. at such 
times the .Central Bwer must be \'ndowed .with power to 
-exert pressure on the ordinary banks and secure contraction 
-of the notes. But unfortunately ihis side of the note·issue 
provisions, which is meant for contraction pur~. is ofu-n 
'neglected:': It is not enough to merely lay doWn regulations 
'Clhecking' monetary inflation through note·issue. Just 8S 
flla.sticity should be secured, whatever the state 'of the gold 
:stoc)t might be, 10 also the contraction must be managed with 
,.view to save the community from excessive and highly 
in1lationa.ry size or &nount of the note.issue. These are tbe 
-principles OD which the note· issue of our Central Bank should 
be managed .and without having an elastic note-issue in it.& 
hands which doeS not at the same time lead to· monetary 
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inflation; satisfactory rediscounting of the eligible and qualified 
paper would be sometimes impossible and the genuine credit: 
demands might not be satisfactorily complied with. 

BA.NK RATB. 

It has already ,been laid down that a lower and mor~ 

steady bank rate than the present one should be the ideal 
aimed at. Considering the last half.year's (ending Dec. 31.-
1929) banI;. rate, the average .was 5·788 per cent. as against 
the previous half:year'saverage of 5·456 per cent. It would 
indeed have been higher if trade demand had. been felt. 
Depressed trade and the stagnant. industrial situation in th~ 
cotton industry of 'Bombay and the slowly fallin$ prices of 
oountry produce needed lesser finance than as usual and ther~ 
was no borrowing of emergency cUlTency from the Controller 
of Currency at any time. The seven per cent. bank rate
reached in Ootober, 1929 would not have been imposed on th~ 
banking system, but for' high bank rates ruling abroad and th~ 
investment of Indian money abroad. The heavy Treasury 
Bill borrowings must .also have told their tale in this matter 
and raised the bank raieto seven per cent. 'One 'uniqu~ 
feature, however W&8 the ·low money rate prevailing in the 
money market in8piteof the abOve advance in the 'bank. 
rate.16 

This 8i.tuation would necessarily have. to be changed &8: 

Boon as .the Central Bank asswues charge of the cUlTenoy and. 
oredit poliby, This Central Bank should, remove the influence
of the Government on the bank rate, Iuly undue raising of 
the .bank rate to eight per cent, as was done by G,overnment. 
pressure would have to be checked. ' The present. day peaks. 
andvaJIeya of credit fluctuations would be smoothed ou~ .&8, 

,II. result of the Central,Bank~8 operations. Its true financial' 
wisdom would en.ble .it to. stand prepared for unforeseen, 

. '14 S~tbo ~.Ityear" Report of, th!, IDlperiU, Bank,.en~i~r ~ber 31. 
1929, publ.lbed ID t e E,.,tiJltrtatl, February 3, 1930. , 

';:' • \" '-I .- •.• 
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abnormal a.nd; unexpected' c_ontingenciee, though they may be 
purely non-I~dian in origin an4 ,character. With the Bucce.
ful finanQ.ing .of the Treas~y'B requirements ,by the policy of 
Ways and Means Advances one reason for unduly pushing 
the bank rate to a high ievel would be removed. With an 
elastic note-issue' the BeasOnal requirements can easily be 
. Batisfie~t' at a steady level of the bank rate. Change. in inter. 
national fulance would undoubtedly have' 8. repul'CU8Bion on 
~heril.dian money market. The best, way to'meet8uch ab
I;lormal ~ontingericiesis to provide the ·shock.absorbel'-the 
Centra.1' Bank. -

Lacking absolute autonomya.nd ,devotd of ,sufficient re
sources the Imperial Bank could, not ,withstand any of these 
extraordinary shocks. N:either the internal situation nor 
,the complications arising out . of international tinancial 
stringency could be satisfactorily handled by the Imperial 
Bank. ,Often when trade demand was acute the cash 
ba.Ie.ncesusedto reach a low figure of thirteen per cent." 
.The issuing of emergency currency at such times against 
ad Aoc securities or the transfer of the Home Cash Balances to 
the Indian, counterpart b~ placing .8terling securities in the 
.? C.Reserve and iSBWng,:P. C. not.ea against the 8ame, thus 
augmenting the Government cash balances in the hands of 
the Imperial Bank or the manufacturing of billa to secure their 
rediscounting at the Controner'. hands 'Was often resorted to 
'on several occasions. These medieval methods of finance have 
to be scrapPed as ea~ly as possible. It is high tune that the 
8e&Son'al' emergency' or cyclical or secular -and abDOl'Dial needs 
'are properly looked after. AU Central Banb are now armed 
With the privilege "of nC!te-iSBue and their purposeful credit 
policy eyen in normal times is 150 directed .. to 'enable them to 
: tide' over the cyclical period With the Jeaat pouible distor· 

~~~~, 8eaaonalneeds can_be ad~~~~~~~_ded for by 

.• ' 11 Tbe Iow ... t ~_d to wlaich abe _Ia ~. prapoflita" ,M'lmperi.1 
Ban" .... ....,I.llen_9per_.. ,,'; . 
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mere exp&nsion of book·credits, i.e., deposits and notes and 
~o penalty bank rate is ever iDfiicted on the bllllinessmen. 
The proportional system of note·issue which is backed by com· 
mercial paper, can duly empower the Central . Bank to meet 
the needs of seasonal as well as cyclical emergencies. But 
no modern banking system is being so managed at present as 
to secure the secular stability and stablise prices in the long 
period. In an abnormal contingency as war, all the three 
·expedients of loallB, external as well as internal, the screwing 
up of the rate of taxation and the resort to note.issue would 
be inevitable. The more costly the modern war is the more 
~ffective must be the three methods of war·finance. 

DUFlOtTLTlBS 01' ()Pu lLuutET OPBJlA.T10NS. 

It would be mere folly to minimise the real dangers which 
the Central Bank would have to experience in the early days 
-of ita existence. The financial good that it can hope to render 
would not be very prominent from the very beginning. The 
immediate changes that it would bring about must be studied. 
:It would necessitate the transfer of note·issue powers at 
-present exercised by the Government of India. 

Secondly. it would involve a cataclysmio change so far as 
:l'ediscounting of ""Mae. or .. manufactured" bills by the 
·Controller is concerned. -The rates charged for this redia
·counting have varied from six to eight per cent. To suhatitute 
:merely for this purpose a Central Bank would be unnecessary 
:10r oftentimes there had been no such rediscounting at the 
'Controller's hands even at the time of the busy season. 
During the present season (February. 1930) there has been no 
-creation of this emergency currency thus far. Money rates 
.are easy and though up-Country demand might be felt sooner 
(February, 1930) or later it is quite likely that this demand 
'would not be made by the Imperial Bank. 

Thirdly. the lack of a discount market and the absence 
.of biD habit need not be commented upon. But unlese a 
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C6ntrai''BaDk helps this 'process: OfperfectiDgthe shOt ~ter ' 
money Plarkei. th~'development Ot ,the same would'never take 
pi8.cewithln: '. ~e&sona.bly short tfuie. ,',,: 
. . ) 1 . 1 .: .... ~ . . • ' •. , ,. • '.' "f. , . 

N~xtl!,. ~he ,4e~andJor }oans in an agricUlt~al country 
would ~,inela.stic and c:Uscount rates can never hope to exer. 
cise effooiiv~~~ontro~ o~er the situation. As ~t preeent the 
'bank ra~ ol ,the Centr!Jl Bank ,would bea ulere symbol devoid 
of any ~ea.1' sigruficance. ror same ,time to come that, would 
be itS fate>i' ,--, ; , . ' , ' 

.- . " , 

,Anoth~r A'eaB9ll ,ppinted out elsewhere is ~he opposition 
of the Excha.nge Banks who would not Qurtail theu dependence 
on the London Money Market either for rediscounting their 
bills orfot mvesting their:llqnid resources in the short-term 
money ,market of London.. 

Still another domina.ting factoi delimiting the' usefu1neea 
of the 'dentrai Bank should be stated. Even ill thei advanced 
countii~ it is ~ow being realised that inlmeruate stabi1iaa.tion 
of priceS'6r"businilss would not be forthcoming out' of a judicious 
~ oftha bailk rate or opeIi market operations. Considenng 
the "agricultural lag" ftuctuatiDg or changing price-leveJ& 

'would havcnnOre pronounced effeCt on the farmers than on the 
'industrialists. 'However much the need for benefiting the 

farmer by mew C>f a. stabltf price-level might be felt still in 
: actual 'practice it cannot be realised Without other helpful 

" factors' co-operating with the Central Ba.nk in Unpt'oving the 
,situation.uTIle ne", gold standard itself is the best regulator 
, of prices and any conscious stabilising of intemaJ prices would 
(mean continuo~ tigging~ exchange up 'and down with I'e
:'ference 'to Imovementa of 'World prices. As the different coon· 
"tries of tJie whole world ha.ve ~ejected the policy of stabilisation 
- . . .. , 

L_ - lISU'the Sed'i;'n on the Futur~ of tb~ Foreign'bhaDse Banl..-P.rt' of 
my written evidence Lefore the Central B.nlr.ing Enquiry Committ-. ; 
'- }-~,-TIa:! success of the Ol=en IIW'~ operabOlll of, the ... R. Board ia muc:b 

e I~ggerated a~d the heipf~lfactor"whtch pulled in the same direction .rc '.rtotteD. 
'S~e Ii~eti~~ .. ·rte Stabilisation.,f Prices." p;472. ,,-.i'.' :. .,j .. ' 
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of prices by adopting a managed currency and. have J:eturned 
to th~ new gold lItandard the objective aim of this country 
ehould . be to return totllis new gold standard. and consider 
it &6 a. good enough mea.sur~ f~regu1ating prices. 

If these are the real o\ljections to tbe successful workiJig 
of a Central Bank it can be pointed out that the main rea.sons 
why a Central Bank wou1,dbe necessary in this country can be 
atated under three broad h,eadings. 

Firstly. the monopoly of the foreign exchange banks ha.s 
to be broken: down by helping the competing local exchange 
banks. 

'Secondly. it-would prevent a recurrence of the .1913-
1915 banking crisis. This prosperity crisi& was due ,to capital 
being lent through banking channels lorindustrlalpurFoses. 
When the knock came they found themselves 'ina ·peculiar 
aituation and no one was willing to help them. Their inevit
able collapse brought down a number of banks. The presence 
of a responsible leader rendering discriminating help could 
have saved some of the solvent banks. No worthy lead was 
given by the Presidency Bank of Bengal even though the 
Government was willing to grant aid. The lessons of this 
-crisis unfortunately were lost and no tangible good, immediate 
or deferred, resulted out..of .thlscrisis. No amalgamations, 
no purification process, no reconstruction schemes such a.s those 
which followed the Australian Crisis of 1891 to 1893 have 
'J'esulted. 

Thirdly, an orthodox Central Bank whose functional 
'IIimplicity might be rigidly adhered to would facilitate and 
improve the remittance business of the Government, provide 
'the rediscount facilities for the commercial banks, maDr~e 
'the currency and credit system of the country and perform 
-Government business on strictly intelligent principles. The 
most important innovation would be the rediscounting of 
~undie8 by the joint-stock banks which is now considered as 
a weak sign and not resorted to by them. 



192 B.UTKS; AND TBlI MONO' )fARnT 

This 'Would enable the spread of the banking net far and 
wide.' It 'Would increase theacope of the Central Banker tb 
exercise his pOWer over ille 'entire banking field. The Blow 
popuIa.rising of the credit fnstrum.enbJ, the encouragement of 
the deposit habit, the training of 'men fit tb run ba.nking 
institutions' and the efficient handling 'of the banking B)'lItem. 

during the iiines of' a crisis 'Would be &ome of the immediate 
beneficial advantages arising out of 'a Central Bank of wue. 
But to secure even these simple ben,efits it baa to fight against 
tremendous :Odds the most; prom.inent of which are popular 
apathy and ignorance and the jealousy of the foreign exchange 
banks. But if it puraues a bold, ac~Te, fO'l'Celul &ndenergetio 
polioy there is no reason to doubt ~t i. will eventuaUy occupy 
its rightful place in the Indian, ~oney ~ket .. t~ corner 
stone of its currency and credit 8)'lItem.-



APPENDIX IV. 

A BANKER'S REGISTER.* 

Nothing is so unfortunate as the lack of a suitable defi
Clition of the word "bank" and "banker" in this country. 
Neither the Indian Stamp Act (Sec. 20) nor the Bankers' Book 
Evidence Act (Sec. 2-2), nor the Negotiable Instruments Act, 
nor the Indian Companies' Act (Sees. 4, 136, 259) have 
attempted to fix the precise meaning that can be attached to 
banking. They attempt to interpret the word "Bank" in the 
sense of Banking. It is indeed as vague as the classical de
finition of Prof. Walker who defined money as follows: "Money 
is what money does." If the law fails to be very informing in 
this respect, the same lack of precision is a.ttached to the use 
of the word "banker" in the ordinary nomenclature of "the 
man in the street". He genera.lly understands the "'ord 
"Banker"as a dealer in monetary credits. Even a mere 
interest-grabbing money lender who generally depends solely 
on his own large capita.l resources is often referred to as a 
banker. He does not shrink from exploiting the public by 
designating himself as & banker. Understood in its real sense 
and in the way in which it is_often understood in the Western 
oountries 1\ bank must deal with other's money and receive 
deposits as u. matter of ordinary business. Interpreted in this 
manner all indigenous bankers who refuse to deal with, 
deposit business, itinerant money-lenders, and partenership 
money-lending firms would have to be excluded from the 
·category of bankers, for they seldom conduct business on lines 
-of modern banking which includes deposit-attracting and 
the payment of the same by means of cheques. 

• Published for the /irst time in the Indian Ic_:snce and Finar.ce R("j~ 
lind reproduced in the Monthly N~le. of the C. B. of 101ia. Aus\ll!, 1931. 
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This anomaly has to be rectified, and without .. careful 
definition of the word "bank" it would be indeed difficult to 
protect the publio against usurious money.lenders, pure and 
simple. Again, the protection extended by the N. I. Act cannot 
be seoured unless the word "banker" is clearly defined. 
The granting of oertain privileges to ba.nka and bankers to 
facilitate the suooessful performance of their quasi.publio 
duties cannot be oarefully done without an adequate definition. 

The compiling of a register of banks and bankers is the 
only safe oourse that can be adopted under the present circum. 
stances. The meaning of the word " bank" and .. banking" 
can be understood in the Western sense. Those who receive 
deposits of money either on current accounts or on fixed 
deposit acoounts subject to payment by cheque and the lending 
of money should be styled "ba.nka" or "bankers". All these can 
be registered as banks or bankers. In an age, when every 
profeSsion has this registration business done satisfactorily, the 
bankers oannot hope to pla.oe any real obstacle to the carrying 
out of this suggestion. Even the slow.moving Indian publio 
have become familiar with the business of registration of pro

. fessions suoh as doctors, Ia.wyers and other learned professions. 
An independent body should be set up to prepare this register 
for admitting and rejecting applicants, always bearing in mind 
the above-mentioned business of banking and the circum
~tanoea of the business of the applicants. The general publio 
would have to understand that" the registration of banks and 
bankers is no certification or guaranteeing the probity _ and 
business capacity of the registered bankers. This seems to be 
the only oommon-senae solution which can be adopted in this 
country. SpeciaJiaing banking institutions would necessarily 
be inoluded in the regijJter. These can be kept separated from 
the cheque-paying or commercial banks. The title of quaai
banks can be adopted to include the co-operative and other 
kinds of specialised banking institutions. The Burma 
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Banking Enquiry Committee* points out the adoption of this 
plan as early as possible. As a matter of fact it was Sir John 
Paget who initiated the above proposal in England and it was 
heartily endorsed by the leading bankers, such as the late 
Dr . Walter Leaf. A bill was drafted to bring about this 
register but it was not passed (see Sir John Paget-Law of 
Banking, p. 3). 

Registration involves certain duties, the successful exe
cution of which would entitle the bank or the bankers to obtain 
certain coveted privileges. Some of the duties would neces
sarily be the publication of statements, returns and accounts 
and the due auditing of the same by professional accountants. 
Some registered bankers or banking institutions should be 
granted facilities mentioned in the Indian Stamp Act, the 
Bankers' Book Evidence Act and the Negotiable Instruments 
Act. Facilities in discounting hundies and in remittance 
operation can also be granted to the registered banks by the 
Central Reserve Bank, if it were to be started. Membership 
to the clearing houses can also be thrown open. The local 
gazettes can be used by the tribunal for registration and dis· 
registration of the .banks and banking companies. Annual 
publications of the registered list can be sent out to all 
without prejudice eitheJ:. to those whose names have been un· 
'fortuna.tely omitted by oversight or making the Government 
lia.!>le, in case of failure, to deliver the list to the bankers. All 
foreign banking compa.nies, which conform to the above defi. 
nition of banking, can be registered by the tribunal as banking 
companies subject to the same obligations and restrictions 
as their Indian comfreres are put to. Existing persons or 
companies recognised as banks and protected by the N. I. 
Act should not be deprived of the right of registration. This 
simple· and clear procedure would eliminate . the present 
misunderstanding of the meaning of the words .. bank" and 

. "banker." Those who do the bUsiness of a banking as an 

• See paseI 295·297 of ita Report. 
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ancillary business should be excluded from the register, Bolelr 
on the ground that the averaging of risks which is the maiD 
function of sound banking is solely neglected by them, 
Many of the private banks and private loan companies whiclk 
undertake ultra-banking operations would likewise become
eliminated. For instance, in Bombay, there are about 13· 
private companies registered as limited banks. There are
severa.l unregistered financial concerns conducting banking, 
along with such transactions as those of capitalists, financiers, 
concessionaries, and merchants, contractors, traders, and: 
specula.tors. The door should be closed to such people as w 
as to th~ money-lenders, pure and simple, although they might 
be undertaking to keep fixed deposits to a small extent, 
Money-lending-cUDl-ba.nking firms which undertake the keeping. 
of current accounts and fixed deposits· and agree to honour
the cheques oJ: their customers would, of course, be included. 
in the Regis~er, 

The complexities of modern business generally get heighten
ed if the term banker is not defined. EquaJIy vexatiolllJ. 
consequences r418ult out of the present-day inability to define
the word "customer". The older and narrower view prevalent 
in England was to consider anyone a customer if he had the-

. recognisable habit of dealing in the nature of regular banking 
business, (See the decision in the case of the Great W esfero. 
I,.~a.ilwa.y tJ8, London and County Bank-·1901). A stray anc1 
sporadic or .isolated transaction with a. bank does not entitle
the party to be styled a customer. The wider and the latter· 
day opinion* is to discard the question of duration altogether 
as the essence of the customer's relation, The mere payment. 
of a. single cheque for collection entitles one to be. styled a. 
customer· of a Bank. . At present neither of the views are 

• See!he deci.ioniu' Ladbt,ok 111 •. To:ld~1914).. ~.~ Privy 
Council'. rulinl in the Commissioner. of Taution III. Engliah. Scottish and 
Australian Bank (1920). 
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IIodhered to and the opinion is fast gaining grolmd tha.t a custom· 
er is one to whom the Ba.nk delivers a cheque book and the 
moment the delivery ta.kes place the relationship of customer 
arises between the Ba.nk and the individual opening the 
account. Understood in this sense a. customer is one who 
has entered into a contract with the Bank which Imdertakes 
to honour his cheques and to credit his account with the 
value of the cheques payable to him and handed over to the 
banker for collection. This is the best acceptable definition 
for the purpose of the Negotiable Instruments Act. 

Such clear cut notions are necessary to let the public know 
who are the real banke1'l!. and the bankers themselves ought to 
know what their duties are and wha.t privileges are conferred 
on them. Finally they ought to know who their customers are 
and their duties and responsibilities to them.l 

lit is • matter of gtati6cation to note that Mr. V Ramadass' Pantulu 
elaborates thee conceptions clearly in his minute of dissent •• The Register 
."auld not be a .. mere writ of restraints ., hut a .. Magna €arta (f their rights 
and privileges. II 
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APPENDIX V 
"THE EXTENSION OF THE CO-OPERATIVE CREDIT 

MOVEMENT.1 

While criticising effectively the suggestion of the extension 
001. the present-day type of the co-operative societies, attention 
.llas been drawn towards the necessity of making them realise 
.the true and right spirit of the co-operative movement.' 
:RealseH-help, mutual trust, neighbourly help and corporate 
a-esponsibility, which are the fundamental features of true 
-co-opera.tion, should pervade aJl actioll;8 from the procuring of 
-credit down to the smallest line of economio activity of our 
ilooPle. The number and the variety of lines of co-operative 
.activity in the field of associated human action should increase 
:and the co-operative credit movement itseH should be baaed 
-on scientific lines so as to maJrlmise the benefit and mjnjmise 

-the human efforts needed to secure these advantages and 
oena.ble them to enjoy an honoura.ble living. 

Times without number, I have pointed out the d.is
-advantages of th~ la.ck of specialisation in the domain of credit . 
.But the suggestion for a joint working of the short-term and 
long-term loans on the part of the present-day co-operative 
-eredit societies, '.e., the Central Banks, is advocated afresh. I 
~Reference to existing conditions is pointed out as a. justifics.-
1aon for the recommendation. The example of .. mixed 
:banking" of Germany-and the theoretical possibility of 
<1Jegl'egating the two linea into two distinct departments is also 
-often quoted in support of. this line of reasoning. Although 

1 Published in the InJian ItllUTanee GIld FintuKJI Ra_ 
tI S~ my "Present-Day Banlcins in India," Qapter on Co-operatiYe Bana. 
I M~t of the Bankins-Committea of the Provinces with the ex.eption of the 

'BeaplBmking £nquiry Committee have not wisely approyed of this line of r_ 
-os- It ia incloed a few theorists, who wish to sain prominence for &hemeeJ_ 
IIthat ad_te this idea for the rcuona mentioned in tbe lat. 



EXTENSION OF CO-OPERATIVE CREDIT MOVEMENT 199 

these pros a.re weighty ones yet there a.re indeed many CODS; 

which have to be studied before this suggestion can be· 
acclaimed'as a useful one. Whatever might be the compel
ling necessity to grant long.term loans for making productive· 
improvements on land or for redeeming mortgages such 'an: 

unwise combination of two different lines of credit in one and 
the same hand is bad, illogical, and dangerous. That two
redoubtedly pernicious tendencies have resulted out of this· 
attempt to dole out the two·fold lines of credit by one and 
the same institution has. to be underbtood in this connection •. 
Firstly, the tendency to demand long.term loans even for' 
genuine short. term purposes has crept in.' The prevailing 
illiteracy is such that the right use of credit at the right moment 
to the right limit is not understood by the people. Secondly .. 
the co· operative short. term credit is based purely on personal 
security and when once the mortgage of ma.terialsecurity or· 
assets is tolerated for securing long. term loans, the personal 
element would be lost or sacrificed to the mortgaged property 
or security.1i Under a. distinct land.mortgage credit based 
on co·operative lines such prinCiples would not be forgotten. 
and the moral value of the co-operative movement not be l08tL 

An examination of the latest annual reports of the
Co·operative movement in the different presidencies reveals 
the progress of the movement in the field of credit as well aa. 
non·credit activity. So fa.r as credit activity is concerned 
the system of volunta.ry deposits and savings deposits haa. 
been working satisfactorily in Bombay. The use of Home. 

, See the recent Report of the Calvert Committee on Co-operation in BurmaL 
It advocates entire separation of the two features of Credit. lIiz •• long.term and 

.hort·term credit. 

Ii Mortgage credit cannot be easily dispensed with. The title to land. its free

dom from encumbrances. its exact value. its net income. and such other aspects have

to be ascertained and this is no easy task. The 6nancial equipment needed to lend 
on mortgage business can scarcely be possessed by the present-day short.tel11l 

c:o-operative banks. 
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Safes, the attracting of long.term deposits and other kinds of 
'~lying' deposits a.re some of the salient features 01 the co
operative movement of Madras. The entire depe~dence on 
fixed deposits forms the peculiarity of the co-operative move. 
ment in B_engal. Village societies of unlimited liability with 
a sha.re basis and dividends have done much to stabilise the 
financial c-ondition of the co-operative society. A more prompt 
payment pf . the loans is being enforced than before.' Delay 
in the ma.king of loans is also being eliminated. An effort is 
being made to extend the current of co-operative activity in 
the direction of non-credit activities of the people and Bengal 
is once again in the forefront of economio activity and much 
progress has been recorded in this direction in the field of 
milk distribution, the prevention of malaria in villages, and 
the settlement ofmiddl~ class families on land. Most of the 
primary societies do not fall under the category of "hopeless." 
The number of .. average" and the" good" or .. model" 
societies is on the iilcrease everywhere while those that are 
usually classed as .. bad .. societies are on the decrease. There 
is, however, room for considerable progress in this c:Urection. 

The financing banks of the village co.operative societies 
known as the Central Banks a.re tending to provide the needed 
capital and have often in the past interfered too much with the 
adJniniBtra.tive· details of the prima.ry societies. Their anxiety 
to secure the safe return of their capital literally forced them 
ti> divide this authoritative task of inspection with the Govern· 
ment officials, the Union and other bodies of the primary 
societies. In most cases it has tended to stifle the genius and 
the·true spirit of co-operation and has made the primary units 
mere branches of the financing banks. The banking unions 

• The recent Calvert Committee explains the failure of the Co-operabvc uedit 
movement of Burma as due to the unpunctuality in the matter of repayment of Ioane. 

The Government had to literally sustain a los8 of about 30 lal:h. of RUJ:ees for re· 
8urreeting the co-operative movement in Burma. 
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or the Bupervising unions or the guaranteeing unions' have 
all been initiated in the different provinces to remove this 
danger and to run the primary Bocieties on proper lines .. 

The Central Banks besides providing the capital tend to 
act as the balanCing mechanism of the funda of the primary 
Bocieties. Highly valuable as the ceaseless training groundS 
for the village Bocieties' directors in the field of finance they 
are destined to play an important part in fUBing an organio 
touoh between the primary Bocieties and the wider money 
ma.rket of the country. In addition to this they can initiate 
new lines of oo.operative activity on behalf of the member 
societies, Bupervise and control thoir activities by their eternal 
vigilance although the Government auditing and inspecting 
staff or the honorary workerB of the Bupervising Federation 
are supposed to be doing the Bame. Provided with more fluid 
resouroes the Central Banks can easily finance the short. term 
requirements of the primary Bocieties.-

To oomplete the financial machinery the Apex Provincial 
Co.operative Bank has been created to act for the Central 
Banks much in the Bame way as the Central Banks do for the 
primary Bocieties. But a. close nexus has not been established 

, The recent Calvert Committee r«opise. the danger of regulalins the super
vision of the primary credit societies. The credit trustworthiness of the members 
cannot be properly B'W'anteed by the Cauranteed Unions. h th~y have never 
.upervi.ed the primary locieties it h .. recommended their entireabolition. The 
inspecting Itaff. wheD properly trained. Ihould inspect and act .. IJlllpathetic guid.1 
and teachers to the societies. The Punjab medel it upheld .. worthy of imitation. 

lit can be .tated that businesslike dealina8 exist here alone. The pai:hecre
taries. the careful manner of handling cuh resources, the eucting of securities from 
officers handlin. the banka' cuh are inatancee of wise and efficient manasement 
a"d the primarJ aociely can Ic.arn this aspect much to ita advantase. 

'Dependenceontheoverdraftaof the Imperial Bank of India for the forma
tion of the fluid resourcee i. bad and ousht not to be freely indulsed in. Thil 
feature h .. to be removed .t the earlieat .tase. It i. not 6nancial prudence to count 
on the unlt.ble funda •• part of their fluid reaourcea. The preaent practice of 
countin. upon the Imperial Bank foraupplyinl 75 per cent. of the fluid resources it 
bed. Ita overdraft oUlht not to be lIi,her than 25 per cent. of the total fluid 

rwouRea. 
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:as yet between the organised provincial co-operative finance 
and the s4ort-term money market. High money ra.tes might 
be preva.iling in the short-term money ma.rket, but the surplus 
deposits of the financia.lly strong Provincial Apex Co-opera.
tive Bank even, are not transferred to mitigate the tightness. 
Investing in Government securities instead of depositing in 
'Commercial Bankslo or lending the surplus to other Apex P. 
'C. Banks is the present. day feature. If there is paucity of 
lunds it is. strengthened by funds secur.ed from Imperial Bank 
'Which grants cash credits. The other joint.stock Banks also 
:are now discounting the co-operative paper rather freely. 

The starting of a Central Bank of Issue with regional 
branches would simplify this matter. Co-operative surplus 
ntoney can be made available to trade and commerce a.nd vic • 
... er8(J. Fluidity of capital which is not at present sooured by 
.holding excessive Government inyestments can be secured 
'Out of this arrangement. . The ma.in duty of the Central 
.Reserve Bank, then, is to link and co-ordinate the co-opera.tive 
short-term rural finance with the short-term money markets 
of the different finan!lial centres. The sta.rting of a.n All-India 

. ~.operative Apex Ba.nk ,might tend to defeat this laudable 
-endeavour. It might tend to perpetuate the present aloofness 
~f co~operative finance from the general financial machinery 
'Of the country or increase another unnecessa.ry link in the chain 
~f, the financial intermediaries. .An alliance with the outside 
financial sources is' absolutely indispensable for the co-opera.
tive movement, a.t its present stage. 

10 In Bengal there is the useful prac:lice of 1~1Cling tbese deposita to· t;Ue and 
"Commerce and investing in Gov_ent lecurities. h tbe de~itl i~cre&le at tbe 
time wben tbere ii m~netary .l!ingency ,in, the markd tbey ~n Le' pls~ ..Eel, .. 
·~ort.term dep08i" ill tbe commercial ba;.a.This met!:od of treating IUperflU_ 
'money is betier than lending ~ buiiding~eries; and ~therfornll,of co-;'~rative 
Societies needing long.t~rm loans to £nan~ their activities. ,The best remedy 'or 
aur;>lus co-operative funds i. to .timulate agriculturai activity b"granting liberal 
10~;). to district Central BanD and help the proceu of. orderl" marJcetin·" on the 
part of the 8griculturistl. . - , 
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Now that the co-operative land .mortgage banks have
become an accomplished fact the retrograde measure of fusing. 
short-term finance with long-term finance should not ba
encouraged or recommended as a safe measure by the Indian. 
Central Banking Enquiry Committee. As it is possible that. 
tenants pOBBeasing no mortgageable rights in land they culti· 
vate require capital for long-term purposes, the co-operative. 
land mortgage banks for these can be started on the material 
securities they might hold, and as these would generaJIy be of 
limited liability character for the same member cannot hope to 
be a member of two unlimited co-operative credit societies,. 
the guarantee or security of another member not indebted 
beyond his means can be taken as the basis for the loan to be
granted to the principaJ borrower from this type of the co
operative land mortga.ge banks. The co-operative land mortgage. 
banks intended for landlords can indeed be of any use only 
when these tend to cultivate the land themselves. Even the
societies of these owner-cultivators can be materiaJIy helped 
by the initia.tion of Registration of title to land as in the C88& 

of the Tarren's title existing in the country of Australia. 
With a further simplification of the legaJ formalities involved 
in the transfer of immovable property the possibility of con· 
ducting these land mortgage banks without a hitch can be
easily realised. In the early days when the investment habit 
has not been created the declaration of the land mortgage 
bonds floated by the federated land mortgage banks 11 as a. 
trustee security and perhaps the State guaranteeing of 
interest and principal would also be of signal advantage. The 
matter of repayment spread over a long period as. 20 to 25-
years, and equal instalments being paid along with interest 
annuaJIy, and half or 1 per cent. more for the formation of • 
Sinking Fund whioh might be reinvested within the movement. 
would facilitate the member-barrower'sloans froD1 the primary 

U Pamphlets explaining the procedure oJ aec:uriDg a loan and the way i .. wLich 
the Apell P. L. Mortgage Bank _uld worle _uld simplify matters. 
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society. These would collectively be responsible for the loan 
amount to the District Central Land Mortgage Bank· and this 
would in turn be responsible to the Provincial Apes Land 
Mortgag~ Bank which has to work in co.operatioll with 11 the 
existing short·term co·opera.tive machinery, the agricultural 
and the industrial departments of the State. 

With an all·round improvement in educational environ 
Jl1ent and the social surroundings of the village, the success 
of the movement would be facilitated and just as the short. 
term co·operative machinery has been initiated, protected. 
controlled and financed, at least in the early stages, and 
which still continues in a modified degree to the present
day in some of the provinces, the state. aid has to facilitate 
this movement, for without the repa.ying of the present 
oppressive long. term indebtedness and the securing of further 
capital for financing the needed long.term improvement on 
land which. can afiord to yield their revenue only in driblets 
spread over a long period,no lasting benefit can accrue out of 
the short-term. co.operative financing machinery alone. If 
the much.talked·of routing of the maha}an or 80WCM is to be 
an accomplished fact, both t~ societies should pool their 
resources, . activities, organising capacities and solve the in. 
debtedness problem of the ryot. 

If the non·official bodies existing for propaganda work. 
c9nBolidation business and extension of the current of co. 
operative activity into other lines are working in conjunction 
with the official niii.chinery whose business is to cautiously 
relax its grip in proportion to the real activity, enthusiasm 

11 Thia would belp the easy flow of funds from tbesbort-term to the Ionl-term 
credit institutiOl1$ as the exigenciea of tbe situation demand sucb trader. Apia 
it would enable the L. M. Bank to Imow tbe uses to whicb tbe borrowed money Las 
been put to. It w~uld be preferable for the L. M. Bank to ma1re tbe disbursement 
itself on bebalf of tbe borrower instead of lendiol the sum to the borrower direct. 
Thi. would en.ute the right _ of- credit .nd the main object of the ~atift 
mO't'cment u. to .. that the borrowecl...-, u. put to tbe rilht -. 



EXTENSION OF CO-OFERATIVE CB.EDIT MOVEMENT 205 

~nd encouragement of the non-official workers, the success 
-of the movement is certain, and rural regeneration would 
'beoome an acoomplished fact only then. 

Lesser officialism, more competent non-officialism, more 
propaganda work, more activity in the non-credit sides of co
-operative agrioultural activities, more permanent capita.l 
attracted as deposits, spread of higher banking knowledge 
imparting financial skill, and the necessity for prompt repay
ment, the formation of a greater reserve fund, lesser display 
-of the profit-hunting tendenoy to secure dividends and com· 
mercialised co-operation, greater real honesty, and more sincere 
ilarnestness would enable· these people to tackle the many
-.sided problems facing them in actual life. 

This is how the Hadaspur Co-operative Credit Society 
-has been able to metamorphose village life within a short 
period of twenty years. The success of the society is un

·-doubtedly due to the realisation of the cardinal fact that ade
·quate and prompt finance ·would be useless· without proper 
.and produotive use of the same under direct supervision, 
intelligent initiative, and prolonged guidance of sym
pathetic and trained non-officials or honorary organisers, who 
realise and possess high sense of civic conscience. The popu
larising of the oredit instruments such as cheques and bills 
would solve the currency problem to a great extent. 

To-day, India is So country of small farmers, often illiterate, 
·self-contained routine men with almost a. proverbial feeling of 
jealousy towards one another (a characteristic failing of the 
agriculturists all the world over). A policy of co-operation 
amongst such men is particularly difficult to achieve. But 

-time and education alone would prove their saviours and 
:regulate their pace and activity in the right directions so that 
the future citizens of India. might be born, bred and brought 
tUp in co-opera.tive institutions alone. 
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APPENDIX VI. 
THE FUTURE OUTLOOK OF THE INDIAN JOINT. 

STOCK BANKB.* 

I 
The future can be built on the present which Is but th~ 

result of the past. Considering the present position of the 
Indian Joint-Stock Banksl any serious study would disclose 
-that the following are their predominant features. Lower 
dividends than in the immediate past or fairly even rates of 
dividends as in the past, decreasing working capital when 
understood in correlation with the increased price.level, lack 
of confidence on the part of the public, sheer ina.bility to 
secure any prompt financial a.id and over·investment in the 
gilt.edged securities due to lack of a. fluid market for short
term investments are some of the salient features of the;present
day Indian Joint-Stock Banks. The pathological point of 
view has strong fascination for me. As in Mathew Arnold'. 
fa.m.ous lines, I wish I were a.ble to diagnose the evils of the 
banking system. 

He took the suffering human race, 
He read each wound. each weakness clear 

And struck his finger on the place 
And said. "Thou ailest here and there." 

But the inadequacy of statistical material precludes any
one from playing the part of a banking pathologist. Its 
being scattered or diffused in more places than one irritates 
any worker in the field. The Statistical Tables relating to 
the Banks, the Report of· the Registrar of the Joint-Stock 
Companies, the Report pf the worklng of the Co-operative 

• Thll wa. part of the wntten evidence lubmitted to the C. B. Enquiry Co~ 
mittee. It was 6nt publiahed in the CGlml1G &Die •• May. 1930. 

I There are 133 Indian Joint-Stock Banb with about 421 branchee in all. 
Vide Statistical T .blee relating to Banb in India.~ 1928. 
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movement, the Trade Journal and the weekly information 
issued by the Controller of Currency would have to be ran
sacked for what little that can be gained by these enigmatio 
reports. The Imperial Bank always follows the polioy of, 
II never explain, never regret, and never apologise" and no 
Annual Report portraying the financial state of the country 
is issued. There is no Banker's Journal displaying the com
bined figures of their working. In the a.bsenoe of such 
information one has to litenJly grope in the dark to feel his 
way in the matter of our banking operations and their 
signifioance on the different aspects of our economio life. The 
method of analysis cannot therefore be applied, for details of 
Ba.nk organisation, methods and practices are shrouded ill 
mystery. _ 

In spite of the nOminally increasing growth of the work. 
ing capital of the Indian Joint·Stock Banks as denoted by the 
Statistical Tables' relating to Banks in India. their present 
position is really deplorable. Compared with the contem
porary foreign banking institutions their record is indeed a. 

• The following tablea illustrate my remark
TABLE L 

Year 
Capital and Reserve 
Deposits 
Total 

(In Crone of Rupee.) 
1913 1918 1923 

4 7 11 
24 42 48 
28 49 59 

1924 1925 1926 
12 12 12 
5S 58 63· 
67 70 75 

(See the StatistiCIII Tablea relating to Banka in India.) 
If these figures ere correlated with the present price-level we do not find an 

increase in the capital. Uoless this i. done we would become the victims of .. money 
illusion .... Prof. Fisher would put it. 

Year 1913 1918 1923 1924 1925 
Cenerallnda of price level.. 100 157 157 158 159 
Workinl Capital 
. (in crorel of RI.) 24 49 59 67 70 
Workinl Capital correlated 
to pre-war level of prices .. 24 31 38 42 38 

The above tables do not take into .ccount the _aller banks and loan com
pl!nie. which are conductinl bankinl business to a larlC e:dent. The reaources 
olthe indileno.u, banke" are alao esduded. 
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depressing one. As adequate ba.nking statistics which cover 
the entire field are conspicuous by their absence I refrain 
from making any appeal to any statistical device to show how 
our system is progreaaing when compared with others. The
stationary and sometimes declining dividends speak elo
quently of the struggles of the Indian Joint·Stock Banb. 
Their low cash reserve as against their demand obligations. 
faiJiJ to inspire the neceaaary confidence in the minds of the 
depositors.' Unorganised, unaided and subject. to the 
malicious propaganda or barbed darts and vile credit-wreck
itig tactics of their enemies, the Indian Joint-Stock Banks are
" muddling through somehow". If timely action is not taken. 
the unfailing and inexorable law of the survival of the fittest. 
would soon eliminate quite a large number of theae tottering: 
institutions. 

With no banking legislation., no official supervision., no
fluid market for short-time investments which consequently 
leads. to an over-investment in gilt-edged securities, no co
ordinated policy' of the different joint banks, no centralised 
banking in the way of the ra.te of interest and no check against. 
the frequent happening ofBwindles by directors or officers of 
banks the Indian Joint-Stock Banks have been unable to
show remarkable progreaa. Though some of the Indian Joint.. 
Stock Banks are not incapable of holding large monetary 
resources yet the logical consequences of the above circum· 
stances are bank :failnres now and then. Now that re
organisation and radical reform of banking are under contem· 
plation the broad lines of reform. may be indicated briefly. 
A unified ba.nking system with an independent. Central Bank. 
of Issue acting as a regulatory authority in a carefuDy develop
ed discount market and creating elastic currency to satisfy 
the needs of buaineaa must be the BOle objective of our bank. 
ing ~eform. A' complete rationaJis:a.tion of our banking; 

I Sinc:e tbe sale of Cavemmena eecuritics ia tbe ....Bet in 1917 tWa
L. Leaa • drop i. tLeU Yalue. 
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system is needed at the present hour. It alone would tend ~ 
promote specialisation in credit business and without aa 
efficient use of credit, agriculture, commerce ~d industry 
cannot be established with any degree of suocess. It is to the 
banker, the chemist, the physicist, and the engineer that India· 
has to look to recrea.te her economio conditions and lead to a 
fuller utiliaa.tion of her amall dormant hoards of precious 
metals and a better working out of the industrial opportunities 
thereby increasing the total wealth of the country and the
proeperity of the people. 

Now that a Banking Committee is examining the credit 
organisation of our country the position that these Indian. 
Joint-Stock Banks would have to occupy in a well· built and 
thoroughly organised system has to be studied with care, in
sight and sympathy. It would not be far wrong to say that 
the Indian Joint-Stock Banks lacking the foetering guidance 
of a true Central Bank of Issue have been functioning in .. 
crMit organisation whose growth has been aptly compared 
to that of a wild jungle. The lack of positive information and 
detailed statistical knowledge precludes one from malting any 
judgment as regards the safety and solidity of our Joint-Stock 
Banks. Although it is an accepted fact that the dividends 
of some of the established banks are somewhat fairly higher 
than returns from trading or other joint-stock companies, still 
the fact that more capital is not being invested in the expan
sion of the existing banks or the establishment of new big joint
stock banks speaks for itself. The qualitative aspect of Indian. 
Joint-Stock Banking is far from convincing and the quanti
tative &Spect is equally disappointing.' 

n 
What are the real causes leading to this unfortunate

position? Some of the causes stated by the managers of the-

• '''IOWiiiout of 2300 IIaft bana or bnllch .. oraaencyofa bank. n_ia 
no ,... Wh, the otber towna" ehould not be equipped with banlUn, a&alaa. _t. 
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Joint·Stock Banks are analysed and a critical scrutiny and 
analysis of their statement leads to certain important conclu. 
Sions as regards the planning of their immediate future. 

OvEB·INVESTMDT. 

Like the"Imperial Bank the majority of the Indian Joint... 
Stock Banks hold large blocks of Government securities.' 
Even these ca.nnot be turned into ready cash. There are no 
open market operations on the part of the Imperial Bank to 
steady their price or defea.t the bearish factor. and tactic. of 

. the opera.tors on the stock market. Without reasonably stable 
or steady value attached to the Government securities, the 
ba.nks are finding it difficult to maintain steady dividends. 
Secondly," as the deposit rate they pay is high the interest 
secured from their investments does not generally give .. 
broad margin over the deposit rate which they agree to pay. 
Broadly speaking, banking profits depend on the di1Ierence 
at which they lend over the rate which they pay for their 
borrowings from the public. Thirdly, the Indian Joint-Stock 
Banks are therefore forgetting their social mission which is to 
aid commerce and industry. 

It is indeed true that the holding of Government securities 
or trustee securities ought, generally speaking, to be considered 
as a healthy sign indicating the true financial strength of the 
Joint.Stock Banks. But unfortunately owing to the above 
set of circumstances described already the investment policy 
has been causing them grave anxiety. Again no commercial 
bank ought to congratulate itself on its possessing .. higher 
amount of investments over and. above their actual paid.up 
oapital. It is bound ~ create grave trouble whenever it 
wishes to expand its business or open branches in the interior. 
Although full regard to liquidity has to be paid still this over. 
investment even in. gilt-edged seCurities has to be given up. 
~eEnglish Banks persistently sold their surplus percentage 

1\ See C. B. Enquiry Committee Report. p. 385. •• A "'11'1 proportion aI 
relOurc:el ia locked up in gilt-edged aecurities .. compared with hilt.. .. 
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of war-time investments immediately after the war. From 
£398·6 millions in 1919. they camo down to a low level of 
£290·5 mil. in 1927. The sum realised was utilised as advances 
to commercial borrowers.' Such a policy of pronounced re
duction in the matter of their investment would undoubtedly 
improve the situation. Even the Presidency Bank of Bombay 
suffered in a like manner on account of its excessive holding 
of the E. I. Chmpany's paper. Firstly it proposed to open a 
branch in Caloutta in 1841.' As this was not allowed, it 
suggested the undertaking of foreign exchange business 80 

as to find work for its huge capital. Chnsidering the possi
bility of the Hon'ble the Churt of Directors refusing this 
measure it placed the alternative of reducing ita capital exactly 
to one-half and that the note-issue should similarly be cut 
down to one crore of rupees alone.' The Churt of Directors 
refused to permit any of the measures and until there was the 
cotton boom in 1860 there was not properly speaking any 
legitimate trade demand absorbing ita huge paid-up capital 
which had to be locked up in the Chmpany's paper alone 
which paid four to five per cent. rate of interest.' 

ChKPETlTION. 

Taking leave of the discUlliion of excessive investment 
we must turn to the second reason which is repeated by the 

, s .. J. Sykes, The Present Position of tbe Englisbloint-Stock Bania. po 68. 
, See my book .. Orpniaed Banking in tbe Days of JoIan Company". pp.481 

to 494. 

• See the Report of tbe Ditectora of the Bank of Bomba, submitted at • 
Special meeting of the Proprietors held on Thunday. the 2nd da, of September. 
ISS2. II o'dock in the f~. These requests were .ot .... ctionecl b, the 
Hon'ble the Court of Directon. S .. their F'mancia1 Letter to tbe Govertunalt 
of Bombay, Letter No. I, of 1853.dated 19th January 1853. Paras.3 and .. of tbis 
letter upIain the reasons for their refusing to .... ction this request. 

• See Resolution No. 19, F' IDUlciaI Letter from the Court of Directors to the 
Bombay Go.emment. dated 26th July, 1843. 
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managers of the Indian Joint·Stock Banks. Since the late 
1rIr . .A. Bowie raised the cry of .. uneconomlo competition" 
-on the part of the Imperial Bank it has become fashionable 
in season and out of season to repeat the bogey of competition. 
If it were not the Imperial Bank of India, the Government of 
lndia and the existing Provincial Co.operative Banks and the 
District Central Co-operative Banks and the Exchange Banks 
.are looked upon as rivals tending to spirit away deposits 
'Which wouTd naturally have flowed into their hands in the 
.absence of any of these competing rivals.'a 

Much reliance cannot be placed on the supposed cut
throat or uneconomic competition on the part of the Imperial 
!Bank of India. It is the acknowledged policy of the Imperial 
::Ba.nk to consolidate its present position at the existing two 
"hundred branches and not to open more branches in the mea.n
while. Competition with the indigenous joint-stock ba.nks 
is always deprecated so long as the latter are charging 
'moderate rates of interest. It is the declared policy of the 
Imperial Bank to open a branch only where scope exists for 
-two Banks. Even though a branch of Joint-Stock Bank might 
-exist, the Imperial Bank would open a branch so as to extend 
'banking facilities to the people of the locality. So long as the 
-dangers underlying branch banking are understood and 
-every effort is made to eliminate them, this system of extend· 
ing branches by ihe Imperial Bank has to be hailed as a weI· 

, -come measure. None the less there· is a grain of truth lying 
hidden in . these blasphemous remarks of the Joint-Stock 
BankS. Unable to secure inte~est-free Government deposits 
they have raised the cry of State-subsidised competition. The 
'state, however, has to select a strong bank as its depositary 
lor the Independent Treasury System has grave evils of its 
.own. The system of nursing weak banks by decIa.ring them 
.as Government depositary banks is no less an evil than the 

'4 See Resolution No- 19. Financial Letter frem. th. ~cI Directer • 
• ~ th. Bombay CCIVenun~ dated 26th July, 1841. 
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.one of maintaining an Independent Tre88ury System of its 

.own, 
Although there might be some amount of truth in the 

above contention, still the grievance that the Co-operative 
Banks are effective competitors as they tend to attract deposits 
by offering high interest rates is entirely a mistaken notion. 
As in modern Germany or France we do not find even our 
urban or the Provincial Co-operative Apex Banks conducting 
banking business on similar lines which the commercial banks 
adopt.10 In Germany the co-operative banks grant advances 
.on the well-known basis of the cash credit system and discount 
bills. Even in modern France the situation is the same. The 
Co-operative Banks created by the State initiative and financed 
to the extent of 50 mil. francs are acting as the ordinary joint
stock banks for the locality. Such competition hardly exists 
in any of the money centres of this country. It is true that 
the co-operative banks offer a high deposit rate. As I have 
Btated elsewhere. they are " complementary" institutions.l1 
Their sole aim is to play the humble role of "collecting banks." 
'They are "feeders" to the Joint-Stock Banks for it is their 
mission to endow smaJI people with moderate capital and train 
them to banking habits and prepare them for business with 
more capitalist institutions to which they are likely to go as 
they become wealthy. Such being the case there is no reason 
to take umbrage on account of their successful working. In 
the near future when trade financing is done by means of bills 
the trade paper endorsed by the co-opera.tive banks would 
furnish ample opportunity for the safe investment of their 

10 Evell though the Imperial Bank's brancb has been dosed at Serajgunj and 
the local Central Co-operative bank has been attempting to fill the void the question 
Of opening current accounts, collecting cbeques and bills is not taken up and 

-anction bas to be obtained for this from tbe Registrar of the Co-operative Societies 
for tbew purposes. See Free Press Message the U/laly of 12th September 1929. 
In lOme places" bowever. the co-operatift banb are opening current aCCO\Dlts, 

lPun:Lasing draft. and .elling remittance. 
U See my "Present-Day Banking in India. .. Chapter on Co-operative Banks. 
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funds. Greater co·operation would thereby ensue between 
the Indian J oint·Stock Banks and the other kinds of banking 
institutions or bankers. Co-ordinated and not competitive 
banking must be the ideal that ought to govern their opera
tions in the future. 

P. O. CASH ClmTIJ'IOATES. 

The Government of India which haa already incurred 
their displeaaure for depositing ita funds in the Imperial 
Bank, alone, has once again become a target of criticism. By 
virtue of increaaed interest rates which it haa agreed to pay 
to the holders of the P. O. Caah Certificates from the 1st of 
August, 1929, it is feared that it would tend to divert the flow 
of deposita from the usual channels to the hands of the 
Government of India. That the Government would absorb the 
available savings is the specifio grievance which haa been set 
up by them. Even the EXChange Banks consider this effect
ive competition on the part of the Government aa one of the 
reaaons for the slow growth of their deposita. The floating 
of Treaaury Bills and the 'currency contraction in the slack 
season, though ostensibly pursued with the object of prop
ping up exchange is disliked by the Indian Joint-Stock Banks. 
The Treaaury Bills are being floated at .. rates of interest 
which no bank even of ' modest means could think of giving 
ita depoSitors."11 This has been acting aa a double.edged 
weapon. Firstly, it has tended to restrict the volume of their 
deposits. Secondly, it has tedded to demoralise the tone of 
the stock market and the Government securities have naturally 

U If we ltudy the English Banking IJItem the average rate at 111 hieh T reaaur'J 
,Bills were floated was £4-lo. .. 3d. hardly higher than the rate at which the eommer· 
cia\ists were able to secure the discounting of the bill. by the Banb which _ 
£4-9s.-6d. Thi •• hows that the Bntiah Government hi spite of its increueC 
indehtedneaa did not pay very high ratea 'or its .hort-term indebted_. S.s,.kea, 
1611 •• p. 91. 
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·suffered depreciation lIB a result of unexpected shifts in the 
matter of Trea.sury Bill sale policy.lI 

EXCHANGE B~Ks. 

Repeated failures of the Indian Joint·Stock Banks have 
turned the people more to the Exchange Banks who have 
already become unpopular for their exclusive monopoly of 
finanCing of foreign trade. Their deposits are increasing 
though they pay no high rate of interest. Being the victims 
of unorganised banking the Indian people natura.Ily prefer 
to place trust in the foreign Exchange Banks whose directors 
at least are to a certain extent free from the taint of swindling 
bank resources and utilising them for selfish advantages of 
their own. The Exchange Banks have built up a tradition of 
trustworthy service and they usua.Ily have at their service a 
-continuous succession of honourable Ilnd loyal men. They 
are gathering vitality. lIB they go becoming not weaker with 
age but stronger and more trustworthy in marked contrllBt 
with the few traitors of our Indian Bank management who 
have undermined the prestige of the other contemporary 
Indian Joint-Stock Banks and have contributed a good. deal 
towards their stagnation and decay. The main excellences 
of the Exchange Banks, namely, skill, trusteeship andscienti
-fie method, must be copied by the Indian Joint-Stock Banks. 
The general faithfulness of the Indian Joint-Stock Banks is 
not questioned by anybody but they must copy the best 
features of the Exchange Banks. It is banking education 
that can create these features. It is not the men in high 
places of power but also those who are stationed in every rank 
and level of banking service who must realise their responsi
bility and be willing to do their best. 

u It i. a matter of gratification to find that this opinion is fully endonecl hy 
the C. B. Enquiry Committee on p. 405. .. The T. Bills have not yet become an 

integral part of the money market at their proper value ". 
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m 
HAm> TIMES AND DEPBJ:SSED TBADB. 

The prosperity of banks is purely a relative phenomenolb 
mainly depending on the prosperity of . its customers. If the· 
depositors and bank customers suffer from a fall in the price of' 
land which they. bought at fabulous prices in the boom days ot 
1921 or if dullness of trade were to prevail in the days of post 
war depreesion, it is bound to tell adverSt'lyon the banks also •. 
There is indeed a lot of truth in the above remark. It i. only 
in 1927-1928 that Indian trade and commerce reached their' 
pre-war level. Trade and commerce are feeders to banking 
and without banking they themselves cannot be fed properly, 
they are as much dependent on the banks a8 the banks are on 
the traders and merchants. 

FAILUBES. 

Lastly, the incessant and never-endingU failures of the 
Indian Joint-Stock Banks often remind 'the people of the fact 
that it is altogether sheer folly to place confidence in 8uch 
mismanaged institutions as the Joint-Stock Banks generally 
prove to be as soon as their management changes hands 
from the original set of people. Without the continuity of 
experienced ma.na.gement a deposit in a bank cannot be 

1& The following tahle .ho~ the failures' of the Joint-Stock Banks in thia 
decade-(See Statistical Tables relating to Banks in India) :-

Year. No. of Banks Paid-up Capital. 

1918 
1919 
1920 
1921 
1922 
1923 
1924 
1925 
1926 

involv~ Rupees. 

7 
4 
3 
7 

15 
20 
18 
17 
14 

1.46.185 
4.02,737 
7.24.717 
1.25,329 
3.29.991 

465.47,325 
11,33.623 
18.75.795 
3.98.145 
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~onsidered safe. Repeated failures,lII are shaking the credit 
fabric of the Joint·Stock Banks. It must be borne in mind 
that a "system of banks is like a crowded city where a fire 
breaking out in one house may soon spread to many others 
.and every house has to bear not only its own fire risk but some 
risks of all the rest". Without a far higher standard of 
banking prevailing among the Indian Joint·Stock Banks it 
is impossible to conSider the banking structure as a sound 
.and strong one. The present.day Joint-Stock Banks are 
.not regarded'a£! national institutions endowed with the 
trust of the community. 

Having seen a. correct representation of the difficulties 
under which the Indian Joint·Stock Banks are labouring. it is 
the bounden. duty to plan the future of the banking system in 
,such a way as to provide a. harmonious atmosphere congenial 
to their rapid development. What then are ·the remedies 
needed to cure their weaknesses! Can the Indian Joint-StO('k 
Banks hope to improve their situation by their own elIorts 
.and measures in the direction of setting their houses in order? 
What can an external agency like the Central Bank of Issue 
hope to do for tbem? _ How ~ar would the legislative and ad
ministrative action on the part of the Government and t,he 
co-operative action of the depositing public and the borrow
ing oustomers be of any use to them? Are there any other 
tentative measures by which it would be possible to help 
them at the presf'ntjunoture? A thorough discussion of these 
varied facton would be impossible within the ROope of this 
short paper. 

Rut the definite programme of banking reform falls 
broadly under two headings, viz., internal and external. The 

16 Quite recently the Karachi &nk railed and a desultory acquaintance with 
the his!ory 01 Indian Banking would show how the lack of confidence created 
by banle failures has been a well-marked feature sinoe the second half of the 
19th Ct-ntuty. . 
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internal reorganisation has to be brought about by the. 
Indian Joint-Stock Banks. This is more important the the 
external aid for without the former the external agency would 
either decline to lend aid, or even, if it were to be rendered, no 
lasting a.nd permanent improvement can be achieved in the 
poBition of the Indian Joint-St.ock Banks. An external 
agency Can mend the evila but what ill required is a radical oure. 
which can arise out of. a proper internal reorganisation. 

Of the external remedies the administrative measures of 
Government, further legislation and a more enlightened publio 
debt policy are given propE'r attention. The oo-operat.ion on 
the part of the depositing public and the borrowing oustomers 
and close oo-operation amongst the hankers themselves would 
go along way in improving the Bituation. Bnt the creation 
of a Central Bank of issue is the proper remedy for many of the 
present-day defects. 

Taking the internal remedy first into consideration the 
.Indian Joint-Stock Banks would have to sacrifice or give up 
the unnecessarily large holding of Government securities." 

18 Broadly .~king the banking policy in the matter of in".tments it to 
..teet liquid md euily realiaahle --"ti. ~I ..., wi .. md a wid. 
market. Aa gilt-edged securiti. poas.- then featufellM bulk of hank m".tments 
consists of Government aecurili.. But thcae do not form the onl, il_ in the 
matter of investments. If the Bmk conducta iaauini buain_ the Illates of DeW 

companies "oaled by it ere senerall, IIeld by it till the time the in".tinl pvbli~ 
digest these ,hares. Similerly a city bmJr _kiD, to nteDd its opereti_ ia 
the most life md _omicaJ manner tende to acquire IMfei m the benkiq 

• compeniee of the interior and hope. to inHuence its policy md _k aD outlet 
for ita lurplua funde. The ,hat. of a foreign hankin, compen, might be 
required 10 a. to afliliate it to itself. nul mi.llt Dot be done .. ilh the up'" 
purposeof conducting foreign bmkiD, OR any lersa ecaIe but merel, torader 
more eflicient aetVice to ita 0_ QIItomen in the direction of 6nancinl 
foreiRn trade. Indim' banks do not generall, poas.- Inch a wid. l'1li" 01 
securities md ,hat. of few ltabl. iaduatrial compani. form the-;or 
constituents of tile investment iteml of the Indim Joint-Stock Bmb. 'ne 
acquisition of intefelts in other banks .bmrstic or foreign it DUt yet a marUcl 
feature of an, one 01 the important Indian Joint-Stock Bmb. lbe Urm, yet 
fruitful policy of the LIoyd'1 Bank or the Barday·. Bank in thie directioa 6nde no 
eoUDterDart in the Indian Joint-Stock Bmking S,.tem. Too Jerle a part 01 ~ 
invcItible eurplUl6ade its way into silt-edged aecuritic.. Thit bel to be recti6ed. 
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In their endeavour to incline towards safety they are leaning 
too much on this support. Sound commercia.1 advances 
marshalled in a steady succession of maturities are more 
lucrative than gilt.edged securities. Banks must invest wisely 
and not speculatively. 'l'rue wisdom in the matter of bank 
investment consists in avoiding .. frozen assets". The 
pro blem of finding adeq uate business for the released funds 
would have to be faced. Indirect financing of agricultural 
interests throllghapproved indigenous bankers or the financing 
of the small artisans or traders purely on the persona.1 know
ledge of the indigenQus bankers can provide the needed avenues 
and unless they care to cultivate more regular business 
dealings with the indigenous bankers the mere finanCing of 
trade and industry in the big centres would not absorb all 
their liquid resources. The banking net must be spread wider 
so as to cover a greater area than at present. It is the 
financia.1 life of the big cities a.1one that they are able to 
infiuence at present. They must descend to rura.1 tr&<'ts and 
hope to influence the lives of the masses in a significant 
ma.nner. The rea.1 problem of Indian Banking is to secure 
to the Indian Joint·Stock Banks power so as to enable them 
to control the indigenous bankers and they should themselves 
be controlled in their turn by the Central Bank of Issue. 
This is the unity and organic relationship that ought td pervade 

- our banking structure. The present.day loose and unorganised 
system has to be displaced by a. more concentrated a.nd highly 
integrated banking system. 

Secondly as one reputed Professor of Economics stated, 
" & banker ought to be two·fifths gentleman, One· fifth econo
mist, one·fifth lawyer and one·fifth II.Ccountant ~'. Unfortu
nately the lack of such high qualities renders pollllible mis
management of banks. A weak, loose and inefficient audit 
unable to infiuence the bankers usually tolera.tes such 
inconsistencies, till the day of final reckoning comes when 
some important inoident leads the depositors or lenders of 



money to doubt of 'the standing of the bank and the attemp~ 
on their part to collect the deposits brings to an end th& 
existence of the tottering bank. 

An efficient and expeditious service and the expanding 
of general agency business done by them. is sure to bring in. 
greater deposits and more constitllents. Banks have to go to 
the people and not wait for. the people to come to them. U 
sufficient employment for these funds is secured the financial 
strength of the Indian Joint-Stock Banks is bound to increase. 
No time should be lost in attempting to reform and reorganise 
the internal framework on a Bound baRis. It ill not for the 
sake of mere self-interest that this reorganisation hu to be 
undertaken by~he volition and prescience of bankers them. 
selves .. Unless this is ca.rried out immediately the mere setting 
up of any external agencies would not sol ve the riddle and even 
these external agencies would consider these Indian Joint
Stock Banks:a constant source of anxif'ty. The help that any 
external agency would render can bea.r fruit only under 
. improved management of the Indian Joint-Stock Banke. 
In the absence of any such reorganisation it would tend to 
postpone the evil day. It is foul financial weather that is 
the real test of sound. banking and I venture to think that 
without real improvement in the internal management of the 
banks their position would become strained. it anothe~ 
«isis of the nature of 19]3-1915 period were to happen. 

EXTERNAL REMEDIES. 

A more enlightened policy on the part of the Government 
wi th reference toR upe& loans and the Treuury bills is needed 
and everything depends on this important reform. It ill 
absolutely imperative that no further suspicion should be 
roused that the Government is bent on floating further Rupee 
loans in the Indian money market. The sla.ckened response 
to the last RQpeeloan means after all that it is high tmie to
con8ider the a.dvisa.bility of pro('-eding slowly in the matter 
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of c6l>ital expenditure on the pa.rt of the Government even for 
productive undertakings. The present ma.rket value of gilt~ 
edged securities should not be tossed about hither and' 
thither as a result of the vacillating public Joan policy._ 
Further depreciation of the value of Government securities." 
meims further cuts in the profits of the Indian Joint-Stock 
Banks and the dividends they declare. Lower dividends· 
mean lower deposits. The lower the working capital the 
lower would be the profits unless it is offset by greater turnover 
of the capitlll resources. This is the vicious circle that is. 
being induced by the present.day public loan policy. 

ADMINISTRATIVE MEASUltES. 

Several critics have pointed out the necessity of pursuing 
a strictly scientifio policy in the sale of the Treasury bills. 
The resort to the Treasury bills as a. deflationary measure 
in order to support the sterling value of the rupee in the slack 
season ill undoubtedly tending to the reduction of deposits. 
available to the Bank'!. Firm money conditions induced by 
their sale may succeed in bringing about an improvement in. 
the rate of exchange and ma.intain it at a safe level. The high. 
rates paid for them as well as the long term Joans would mean 
in the long run grea.ter inroads on the taxpayer's purse.17 

17 It is not germane to this topic to discuss the economic effects of public debts. 
The floating debt even though it might consist of Treasury bills has its effect on the 
Bankers. Apart from financial danger to the State. the inconvenience to trade and 
commer"'; i. no less arave. The possibility of habitual renewals tends to mue it 
permanent. This actsa .. detrimentto banks for their deposits would be cut down 
and the discount rate would rise. Prices of goods rise and the standard of living
tends to beeomevery high. The Banks might hold theaesafe Government promises· 
and refuse to take riska involved in eommercialloans and discounts. It is liable to. 
provoke inflation.. Lastly it might lead to arave Consequences if renewals of 
Treasury bills are alackened. F oreigo holders of these lose Confidence in these 
certificates and national money and this loss of Confidence affects adversely the
the national rate of exchange. 

For a more complete discussion see the" Revue de Science et de legislation
Financieres .~. January-March Number. 1925. pp. lOO-IOZ. 

See also H.E. Fisk ... French Public Fmance in the German War and T o-da,:" 
pp.l;'17. See allO H. C. Adams ... Science of Finance." p. 526. 
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This unnecess!l.I'y increase of tax-burden when the taxable 
capacity is so very low has to be borne in mind. It would have 
an adverse effect OD the purchasing power of the people and 

, trade would not recover rapidly as a result of this de1lationary 
policy which of course is due to their anxiety to keep the 
exchange rate above I,. 0UIl. the gold export point from this 
country. So long as the sterling resources are few there can 
be no sale of gold exchange or gold at this export point in 
spite of the Act IV of 1927. Clause V. This perhaps is the 
reason for the auxiety of the Government not to allow 
exchange to fall to the low level of the gold export point from 
the country., 

LEGISLATIVE MB.A8UBB. 

Another direction by means of which the Govern. 
~ent can hope to protect the directors as weD as the public 
lies in passing helpful and suggestive legislation. Governmenl 
guarantee of deposits or the formation of a .. Safety fond • 
are bound to be mere paDiatives and do positive harm to tho 
conservative banks. The possibility of few depositors beiDg 
selected as bank directors is a remedy which can only be 
permitted by a change in the existing legislation with re
ference to the Joint-Stock Banking Companies. Those taxes 
·~hich are interfering with the development of b&Dking 
'amalgamations should be removed. A readjustment of the 
other taxes on a lower level than at present would act aa a 
further impetus in the starting of more banks and in view of 

. the fact that the indigenous bankers are to develop into modem 
,banks this recommendation has to be virtually earned out. 
The possibility of selecting a few other banks .. as publio 
depositaries .. 18 after exacting due security'would have it. 
own efficacy at the present juncture when even the established 

lJI Sec the u.s.A. where there ue a luse DumLer of b.nb-7,224 actin, .. 
public depositariea •. Sec the annual Report of the T r __ er. 1926. p.604. l'Oae 

'Buk ia nerr '0111' is a CoftIDIIIeId depoeitary." 
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Indian Joint-Stock Banks are not able to create the needed 
confidence. It is indeed true that the false tongue of rumour 
cannot be controlled in any effective manner. Its vivid 
conjectures can be silenced only by publication of relevant 
facts indi~ating the general financial strength of the Banks. 
'l'he financial intelligence of the reading public can after a.ll 
be a more ellective safeguard than any legislative enactment. 

CO-OPERATIVE EFFORTS. 

The depositing public and the shareholders would have to 
co.operate with the banlc management in every way. H the 
depositors are taken into confidence by the managing board 
there is no reason why they ought to get shy of the Indian 
Joint·Stock Banks. Advisory committees of depositors and 
influential traders to help the branch managers in the matter 
of investment of bank's funds would be very helpful. 

Sometimes the frauds and malpractices which the Banks 
ha.ve experienced from time to time have led to stricter regula
tion and restriction of credit by the banks with the result that; 
bonea fide constituents suffer as a ·result of this vigilant atti
tude. This attitude should not be mistaken by the bona fide 
constituents. 

THE CENTRAL BA.NK OF ISSUE. 

The starting of a. Central Bank of Issue would indeed 
improve their situation in several ways. Besides providing 
rediscounting facilities and thereby enabling them to convert 
their assets easily into liquid cash. a Central Bank is bound to 
confer inestimable advantages on them in the following direc
tions. A careful scrutiny by the Central Bank. which would 
be made at the time of rediscounting the eligible commercial 
paper would automatically raise the standard of banking. The 
very example of its conservative management would act as 
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:an elixir o~ life-girutg tonic to the alm08t8tagnant Indian 
-Joint-Stock Banks of the present day. U th& ccinstitutional 
position of the Central Bankle is 80 devised th&t it preclude8 

.eompetition with the commercial banks this b1 itself would 

.afford an impetus to the Joint-Stock Banks to extend into the 
interior in their endeavour to secure fresh busineBB. But the 
;-starting of a Central Bank would indeed take tim~. In the 
interregnum, the Imperial Bank can render lOme good to the 
lndian Joint-Stock Banks by hoping to act as a Banker'8 
Bank. There is infinite possibility in this direction and all 

-(lredit institutions can be granted liberal advances at one 
-per cent. or Ii per cent; below bank rate on the 8ecurityof 
-gilt-edged stocks or investments sO long as they fail to convert 
~hem into liquid resources. It is not by merely lowering the 
'bank rate that the lending poliCy can be liberalised or made 
--elastio. Less harsh restrictions than are prevailing at present 
-would mean helpful-overdrafts to the Indi!l.D Joint-Stock 
:Banks and a -part of the interest-free national balances 
secured by the Imperial Bank can be utilised hi this manner. 
This is not entirely a. new a.nd da.ngerous innovation for it is 
.a definite pOlicy of the Imperial Bank to grant accommodation 
'in this manner to business houses and industries. Timely 
help and succour and not mere spoon-feeding should be the 

-object of this libera1ised lending policy. Me~ facilitating of 
internal transfer of funds or remittances at low rates is not by 
itscH lit very great help to the Indian Joint-Stock Bank. The 

:Btarting of more clearing houses is &Dothel' estimable tlervice 
for which the Joiut-Stock Banks ought to feel grateful to the 
-Imperial Bank. Something further is needed in the direction 
.of cordial relations between -the Indian Joint-Stock Banka 
.and the Imperial Bank. Both of them -Dl\.1.St realise the 

19 This can be clone by confining its busin.,.. to not,...iatuing and disCounting 
.trade bills of short currency and it would be prohibited from doing ordinary bankinll 
;business 01 a commercial bank. 
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lessons of the past and be aware of th4j current development. 
and current thought.1O 

CONCLUSION. 

A clear and consistent action on the part of all the in
terests concerned is nece£lsary and the co.operation of the
different sections would secure to the Indian joint-Stock 
Bankll a solid ground for their futUl'e expansion and economio- ~ 

development of the country. sxri.all Indian Joint Banks or 
Loan Companies are being started here and there. If the
monthly report of the Registrar of the Joint-Stock Companies. 
is examined the activity of the people in this direction can. 
be immediately realised. But in the economic sphere itia 
not mere quantity but quality that tells. Few sound bank~ 
can achieve more lasting good and confer more permanent. 
outstanding benefit on the country than many bogus bank~ 
which tend to put back the clock of. economic progress. 
National well-being, price-levels, profits, employment and 
purchasing power of wages are of essential importance. Their 
control by a sound banking policy under the capable leader
ship of a nationally managed Central Bank would secure
the welfare and happiness of the. teeming millions of this 
country. 

To sum up, this sUl'vey reveals much that is defective in 
the present-day situation of the Indian Joint-Stock Banks. 
To increase their- usefulness, ·self-improvement, external aid 
and thorough reorganisation of the entire banking structUl'&. 

10 Even the English Joint-Stock Banks which are cons:dered as -.. paragons of 
conservatism" have changed their policy towards industries. Even in America 
the banks have followed a liberal lending policy. Extended loans and less rigorou& 
insistence in the matter of repayment are evidently a proof of their sincerity that 
they do not hold a too detached view towards industries as in the past. This elasti
city in the matter of lending has to be noticed. See H. W. Macrosty ... Trade and the. 
Cold Standard "-Paper read at the Royal Statistical Society of London. Decem!: 
ber 18. 1926-Quoted from the London E_mial. December 25. 1926. p. 117. 

8 



..-e pointed out as the proper measUl'es which can guard them 
~a1nat further deterioration. AD parties should co.operate 
in thIs endeavour as it ia a problem of na.tional importance. 
The present Joint-Stock Banking aystem muat be made Mfe, 
-economical, adequate and effioi~nt at the lIame time so as to 
.afford ma.ximuDl utility to all sections of the community. 
Incidentally it can beremarked that the present.day absence 
-oi definUe trustworthy informa.tion or banking statistics baa 
w be remedied as early as possible and such figures as would 
-furnish real informat.ion or artfully unfold the tale of banking 
progres8should be published by the different units of our 
banking system. 



APPENDIX VB 
THE FUTURE OF OUR ]'OREIGN EXCHANGE 

BANKS* 

EARLY BEGINNINGS. 

Prior to the starting of the organised exchange ba.nks and 
the exchange markets, the indigenous bankers.Iooked after the 
internal and external exchange .requirements of the people.' 
The .balance of international payments. being in favour of th& 
country gold and silver flowed' in freely. Such intrioa.t& 
economic pro bleme as trade adversity fluotuations did not. 
l.U'ise on any important scale. 

With the advent of the British East India Company and 
the foreign trading companies of the western nations foreign 
exchange business be~an to develop and an insignifica.nt part 

• Thi. was part of the written evidence before the C. B. Inquiry Committee. 
It was allo published in the Calcutta RevlerJl, Nov.-Dec •• 1930. 

1 Until 1796-97 the Governmenti of the Provinces used to enter into contraeta 
with the .hroffs or the indigenous bankers for the securing of resources in the 
di/fere~t centres. Due to the Accountant-General Mr. T. Myers the practice of 
the lale of billa and the inviting of open competition was adopted sotliat this competi
tion tended to .ecure more favourable rates than before. See the Public ConaultlP 
t ona, Fort William. Public Department. Government Manuscript Records. Imperial 
Record Ollice. 7th January 1800, No. 47. The Bombay Govemml>nt adopted tbi& 
practice so that by selling bills on the General Treasury at Calcutta it could secure 
the additional revenue needed to meet its requirements. 

I Bengal. for instance. not only paid for all its imports but could finance the 
requirements of other provinces and the China trade at the same time. This led 
to the drain of .pecie but gradually it was condoned by a development of the export 
trad.;, the founding of banks and a thorough organisation of the currency .ystem. 
See the Public Department Records-The general Public Letter written in April, 
1809 to the Court of Directors so as to convince them ohhe necessity to grant a chaf\er 
of incorporation to the Bank of Calcutta. It was only after receiving this charter 
that the name wal changed to the .. Bank of Bengal." Up till 1809 the Bank 01 
Calcutta Wal alwaya referred to as the Government Bank in the index of the GOTefll'l 

ment records. 
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oof it might have been conducted by the Indian cont'erna and 
... black merchants .. as the Indian people 1I'eI'8 styled in the 
.records. of the East India Company. It W88 not until the 
Agency Houses happened to conduct money exchanging, 
Lmking and commission businel!s. eto.. that there W88 any 
.vent of the orglUlised banking system into the country. 
The first large scale moffuaiI b&nka were the Union Bank of 
OtJcutta (1829), the Agra and the United Service Bank (1833) 
~d the Bank 0.1 Western India (1842) and the Oommercial 
llaDk of India (IStS). These were unlimited co.partnership 
banks and their avowed object Y88, of course, intern&l re
mittance and banking business. But as the heirs of the 
goodwill of the Agency Houses they BOOn began to acquire 
foreign exchange busin~ and the prohibition On the part of 
the Presidency Banks helped them a good deal in this 
direction.' 

ADVDT O~ 'DIll: FOBKIGlf ExCBANO. BUD. 

-From 1851 the entry of the exchange banks into India 
IIecomea notiCeable.· More ba.nka would have ~n started 
if the F..ast India Oompany had been more tok-.rant towards 
them.1 During 1858 to 1862 the Oomptoir Escompte de 
Paris gained entry into this country. GraduaDy the British, 
Am.erican. German. Dutch, Japanese and the Portuguese 
banks began to conduct foreign exchange business in this 
country. 

• The domestio banking system being insignificant and the 
few major beuks being restricted largt-Iy by statutory rt'gUla
tioD, these foreign exchange banks. though few, BOOn acqU-iftd 

• At the iIISImce 01 the Director CacleldI this praL.ibitic. _ euc:IIfd. S. 
~ Pr-t-D.y BauIDnt ia India. 3n1 Editi_ AppeadilIIIIL 
. & ne Oriental Banling Corporatic. _ the 6nt cMrIeftd t.alol L.dae to 

... eD~ iato Iudi. • 
• See the oppoeitiClll 01 the Eatt In&. CAnpulJ" the Itartiaa of • s.u .. 

t.ia ia 1836. the Sm. 01 AU. ia 1840 ad the a.m-l Baal of AU. ia 185 I. 
S-.... Bal of AU. Comspaadmce iaaaed ... Par6. m ..". p..- ia 180. 
VeL XXXV. 
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prominence. They secured monopoly over the exchange and 
remittance functions. So late as in 1875 the Anglo-Indian 
Exchange Banks were hardly considered as " baclcing 
institutions." I Working in an uncongenial atmosphere and 
subject to the deterrent disabilities of controlling branches 
stationed thousands of miles away from the head office the 
administrative capacity of the eXChange banks might have 
had been seriously undermined hut for several helpful factors. 
Their commanding resources, the lack of effective competition 
on the part of the sma.l1 Joint-Stock banks at the time of their 
entry into this country and their implicitly follovdng the 
unwritten rules of sound banking soouearned for them the 
respect and confidence of the public and gave them an oppor
tunity to/succeed and outdistance the local banks in spite of a.l1 
benefits which the latter could derive from the patronage of 
local people and merchants. 

By the time the exchange troubles of 1872 to 1802 began 
to appear the Indian Exchange Banks wisely succeeded in 
sending back the whole or a large part of their capital to their 
head office.? At present about 19 such foreign eXChange 
banks exist. All these are foreign-owned banks with their 
head office outside India. They do not deal with the financing 
of internal trade or industries quite on a large 8cale even in the 

Bhcl: season 8 when they find plenty of loana.ble resources 
in their hand. They are unhampered by any di3:Jriminatory 

OS" tho Evideaco of the Deputy C3vomor of the Bank of England before the. 

Se~ect Committee on the Banle of I.sue of 1875. 

, See the Evidence 01 Sir Alfred Dent before the 1898 Committee on Indian 
Currency, Qn. 1959 • 

• Mr. Manu Subelar says that it is internal banking that i. more important 

of their work. He does not quote facts and figures in support of his statement and 

it i. a matter of reSfet that his attemp. tolccure detailed information fail;,a ill 
every respect. See Annexure I of the Minority Report, 
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laws as is the case in America or in the foreign countries.' 
Spreading their operations over a wide area these banks have 
succeeded, in minimising the risks arising from local trade 
fluctuations. As in Japan where a. number of important 
private Japanese banks exist with extensive foreign depart. 
ments both at home and abroad we have no such domestio 
institutions on any important scale. They are conspicuous 
by their absence. It has been an oft.repeated cry On the 
part of the nationalist economjsts that locally directed 
exchange banks do not exist. 

EXClIANGlII BRooRs. 

Although there are exchange brokers in the important 
money centres, yet they do not exist in such numbers as in 
the case of the well. developed exchange markets of London 
or NewYork.1° There are also finance brokers who are some· 
times interested in .bonds and shares but their exchange 
business is little. Exchange brokers can be defined a8 those 
whose sole business is broking exchange bills and conductin; 
deals in future . 

• See Willi. and Edward. .. Banking and Businea .... New York. 1925 Edn., 
. p. 28. See also Willi. and Steiner, Federal Reaerve Banking Practice, New Y .. k. 
1926 Edn., p. 552. France, Denmark, Turkey, Japan, andSpainhaveapecialn.,. 
trictions imposed on foreign banks but wh~rever ,och regulations have prevu1ed 
it has become the habitual practice on their part to afliliate themlelv .. with domestic 
capitalista and start institutions working under local laws. Even England i •• upposed 
to have scented dangen in this matter and the. Cunliffe Committee recommends an 
·ehmination of the situation with reference to the" open door policy" maintained 

- by the United Kingdom as regards the entry of foreign bank.. But 10 long as the 
United Kingdom invests abroad and i. anmous to retain the world' 86nancialleader
ship the London money market must be wide enough to allow operation. in divene 
currencies and foreign benks must be Allowed to conduct their operation.. h. 
guarantee against repudiation the investment of tbe foreign benks in London would 
be of .ome use. 

10 When an Indian Exchange broker dies hi. place is left vacant 10 that me~ 
ben might be limited. There ia no single Asaociation including European u 
well u Indian exchange broken either at Bombay or Calcutta. Eurofean hanL. 
piefer to· have dealings with tbe J.,pCli' 'rc~(11 wbo defosit RI. 10,000 .. 
coatentee of ratilicetion of ~ontr8cta. See p •. 429 C. B. Enquiry Committee 
Report. 
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AOOREGA.TE FOREIGN EXOlIANGE BILLS, 

The aggrega.te a.xnount of foreign exchange hillsll whioh 
oan be drawn through the foreign exchange banks ~oan be 
arranged roughly under-

(1) Imports a.nd exports, 
(2) Gold and silver. 
(3) Invisible trade. 
(4) Capital movements, 

But as no acourate figures can indeed be available under 
all the above headings specially three and four being purely 
oonjeotural it is only a rough idea. that can be gained of. the 
aotual exohange business transactions. To these must of 
course be added pure exoha.nge speculations which can only 
be left to wild conjecture or happy guess. After the recent 
war this business has inoreased enormously but it is not yet 
the usual praotioe on the part of the Indian merchants to 
cover aU exchange transactions of theirs. 

EXCHANGE RATES. 

Orthodox foreign excha.nge theory asks us to analyse 
the foroes of supply and demand for understanding the 
fluctuations in the exchange rates. The modem exponents 
of this theory like Cassel, Keynes and others consider the 
purchasing power parity as the true indicator of the trend of 
()hanges in the foreign exchange rates at least in the long run.I1 

During the short period speculation, budgetary situation, 
and capital movements, exercise their influence. Due to 
the fact that the Government of India pursues a policy of 
stabilising exchanges the deviations from the artificially 

U See the Memorandum of the League of Nations on International Trade 
and Balance of Payments, 1913-1927, pp. 143-150. 

11 See Gustav eassel, the World's Monetary Problems, J. M. Keynes, Tract on 
Monetary Reform, p. 88. See Angen, Theory of International Prices, pp. 188-90: 
Nogaro, The Modem Monetary System: De Bordes. The Austrian Crown. 
pp. 198-200; U. S. Commission. Gold and Silver Inquiry Series. 9(1925). 
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established par ~annot be very wide nor laating for 8. long 
time. During the sIa.ck aeaeon the exchange rates would be 
at the lower level or the gold expo~ point and onleea mone. 
tllo17 stringency were to act as 8. buoy exchange practically 
would be only roughly -I.". or .\4. above the gold export 
point from the country, viz., 11. 5114. Within these limite 
it is the exchange banks which receive exchange news from 
the chief important centres of the world that determine the 
rates every day on the foreign countries. These are published 
in the local newspapers on the next day. The other Indian 
J9int-Stock Ba.nka who conceivably conduct foreign exchange 
on 8. limited scale for their own customers adjust their rates 
on 'the foreign exchange bank rates. Though there is not much 
brisk activity on the part of the Indian EXChange broken 
some amount of arbitraging in exchanges and dealings in 
futures are. entered into on their own account. They are 
undoubtedly busy ma.king aJ?d receiving quotations of ratea 
from merchants and banks and it is not germane to this 
topic to discuss their activity and bustle at the telephone.11 

Their anticipations however do contribute something toward4 
levelling the exchange rates. 

CRA:a.A.CTElUSTIO FEATUBES OJ' EXOlIABGB FLUCTUATIONS. 

A scientific study of the exchange rates points out that. 
there are two distinct features, viz., the strengthening of th& 
e~hange rate in the busy season and the alackening of the 
exchange rate in the monsoon season when it is at the lowest. 
level. This general movement is usually smooth and J1() 

wide range and spread of fluctuations presents itself. Th& 
lack of trade or export bills, the abundance of money in the 
alack season which is usuaJIy in the first half of the official 
year (April to Septembe~) and the floating of the rapee loa.na 

11 For a comparison and contrat of the work of out Eschange Broken with 
those o( the W cst. lee F. T. Ruahforth. the Indian Escbange Prohlem and Phillip'. 
Moderia Foreip Escbange. 
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whose sole proceeds have to be converted into foreign cur·. 
rency to fina.nce capital expenditure on goods explain the 
low exchange rate of the rupee. This is the period of weak 
exchange. Expanding trade increases export bills and tight 
money conditions raise the exchange rate to the gold import 
point of the country. This is the period of strong exchange. 
Each sUccessive season these features are reproduced with 
almost clock·like regularity. Under the Gold Exchange Sta.nd· 
ard system there was a literal pegging of the excha.nge rates 
of the silver rupee and no great devitaions or spread of the 
rates could be noticed in either of the seasons. The releasing 
of gold or gold exchange from the Gold Standard Reserve at 
the gold export p~int from the country and the purchasing 
of unlimited quantities of sterling or gold exchange whether 
r~quired for immediate bona:fide expenditure use of the Govern· 
ment or not when the exchange rate is fast rising. are the 
present. day methods to curb , the exchange fluctuations. 
Acting as the currenoy authority the Government ha.ve been 
in a position to have tolerable control over the exchange 
ma.rket: On the whole the system ha.s worked fa.irly well. 
At certa.in times the Government did not resort to the relea.se 
of gold from the Gold Standard Reserve at the gold export 
point but have used the .. Defence Treasury Bills" to con
tract currency and steady exchange at -hd. higher than the 
gold export point from the country. Similarly gold might 
not have been permitted to enter the country by unlimited 
sale of purchase of sterling at a lower ra.te than the gold im
port point of the country. According to SODle measure or 
()ther the oherished object of stability of exchange has been 
realised. The statutory obligation under the .. Indian . 
Currenoy Aot of 1927 is being fulfilled. Exchange remafus 
pegged at the Is. 6d. ratio. The Bankers who dislike the 
treasury bills floated a.t oompetitive rates or even higher 
rates might have noticed a. few malpractioes. The Govern
ment are undoubtedly feeling the strain to maintain exohange 
a burdensome one but the net result that the ratio has been 
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obserVed must be conceded. The ,latus quo haa alwayabeen 
maintained .and there. was no' seriouaexchange slump at any 
time during these two years 1927 April to 1929 April, under 
the. regime of I,. 6d. ratio. 

PRESENT.DAY CluBACTEBISTICS OJ'THB EXClLUtOB :M.umzT • 

. Throughoutthia vast continent there is not one important. 
city that can be called the II New York" or ff London II of 
India. The position of either the Clive Street of Calcutta 
or the wider money market of Bombay cannot be compared 
witb. that of the Wall Street in America. or that of the 
Lomba.rd Street in the United Kingdom. Though Bombay 
hasgrea.tersha.re of exchange dealings than either Calcutta 
or Madras it would be entirelyerroneoua to minimise the 

. importance Of Karachi a.nd Rangoon as important exchange 
markets." 

Compared with the dim early beginning of the exchange 
markets the first salient characteristic is the close competition 
that exists· in the market. This can be easily discerned by 
noting "the narrowing" of the exchange pointa.I ' While 

1, The following quotation from tbe BomIo, C",tk Go.'" uplei .. the 
excbmge operations of tbe Oriental Bank. tbe 6ftt really atronl' foreip eschau .. 
bank of tbis coountry u Benjamin White pula it: 

Exchmge On Loudon at sill montbs' ,ilht ahove £50 at .... 10 aud 1-4.1. per Re. 
" at three II t20 at .... 9 and 7-&1 •. 
II .i one II .. t20 at .... 9 and 5-&1. 

II II at one day', eight ,hove {S.t .... 9 and I.U. II 

See the noti6ation oftbe Oriental Bank in the 80"..60, Cell" c-ttc. Runpat 
Row, 12th ~pt., 1849. 

A_parison Of the above with modera exchange rete quotations mUes thie 
plain. On Od. 51A. 1929. eJ:change rates in Calcutta were u foDows: 

. - T.T. .. .. 5W. 
on Demand .... 5W. 

Banb buying _ 
three months'sight bill" 
four month,' ~ight bills 
• iIlDlonths' .. .. 
eight bills 
T.T. 

"Md. 
.. ...6Id • 
1 • ..6Hl. 
1t.-6J.' 
I ... stll. 
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formerly the difIerence used to be ranging from i to 14. on a 
rupee the present.day difference is only hd. on the average. 
Ditlerence in exchange might sometimes be as low all M. or 
even worse as compared with the fair difference of the earlier 
days.1Ii Direct rates between Ca.lcutt&arid the foreign money 
centres other than London have also been esta.blished under the 
stress of free competition. But such firm connection as exists 
with London is not to be met with in the case of the foreign 
monetary centres. 

Nextly, many eXChange bills D/A and DfP have arisen 
under the documentary credit principle. With the growth 
of the volume of trade the excha.nge market has become wide 
as well as steady. Ba.nker's clean bills have also arisen to a 
certain extent.. A clean continuing letter of credit is not 
genera.lly issued to the Indian importer as yet. So far as the 
time-length of the bills is considered thirty, sixty and ninety 
days' bills have come into vogue. Sterling bills are predomi. 
nant and there are not very many ru pee bills even in the matter 
of our tra.de with the Eastern countries.1S The Ia.ck of an open 
discount market precludes the early development of t~e rupee 
bills and the absence of the latter has been rendering it difficult 
to create a short term money market where these can be dis. 
counted. This is the vicious circle facing the banking reform. 
ers a.t the present da.y. The habits of the merchants and the 

15 Se. the Speech of the Chairman of the Chartered Bank of India. annual 
meeting. March 1928. 

18 Caring solely for profit the Exchange Banles do nol allow the import bilI. 
to be rediscounted. Though they are drawn for small amounts they can form the 
nucleus of a discount market in this country. The bulk of the Indian import trade 
i. linaneed by 60 days' sight D.P. dr.fts drawn on the Indian importer and the 
latter has to pay interest usually 6 per cent. from the date of the Bill to the approxi:' 
mate date of the arrival of the proceeds of the bill in London. This rate is raised a. 
loon as the Bank of England rate rises above 5 per cent. IE thl: Exchange Bank. were 
to accept bill. instead of purchasing them the benefits of the cheap London di •• 
count msrket could accrue to the importers. But as .oon as low interest rates were 
to continue in the Indian money market the rupee bill can easily become popular. 
Before the starting of the Central Bank this plan cannot however be realiled. 
sue. B. E!lquiryCommittee Report, pp.316-318. 
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industrialists also must change before tho bills of exchange can 
become more abundant. "Manufactured bills" for emergency 
currency purposes arise in the busy season and practically 
disappear when the ImperialBank realises no such necessity." 
~e market for the exchange bills consists practically of the 
exchange brokers and the exchange banks. There are not &. 

lar~e number of buyers of hundies in the native bazar even, as 
in the case of the newly created bill market in the Federal 
Reserve ~anking system.18 The sole burden of financing ex
ports and imports consequently falls on these foreign exchange 
banks and the'London money market in so far as the latter 
rediscounts the export bills of the Exchange Banks. 

Again there is not much of bank acceptance by the Indian 
'Joint·Stock Banks as in the case of the London Acceptance 
Credit or the' Federal Reserve Banking system of America. 
Unless an extensive use of bank acceptances is forthcoming 
and an adequate discount market exists there would be no 
proper co·ordination between the activities of the two kinds 
of banks, viz., the exchange and the commercial banks. The 
absence of rupee bills in the import trade is still &. marked 
feature~ If the exchange banks need adequate funds for their 
operationS in India there is at present no means of redis
counting or disposing of their import bills in this country. 
They faJl back on the Imperial Bank and secure advances 
'!on securities or rediscount their D/A export bills in London 
and send their resources to finance their Indian business. 

TaD IMI'EJUAL BANK AND THE EXCBANOB BANKS. 

The old historical error that the exchange banks financed 
foreign trade solely with the help of their own capitAl re&OUfCe8 

l'Sec A. C. McWatten, Memorandum before the Hilton Younl c-. 
lIIillion. 

,18 Sec W. R. Burgest', the Federal Reter.. Banb and the Money MarIret. 
Chapter on th~ Bill Market. 
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. during the years 1860 to 1900 needs no refutation at all.liThe
Imperial Bankof Indiafinances foreign trade onJy when it helps. 
the exchange banks who might feel reluctant to move fonda 
from London if better money rates were to prevail there or if 
rapidly fluctuating exchange rates would threaten to involve
them in heavy losses if they were to resort to London. H Indian. 
rates are not high enough the same result would happen. The
Exchange Banks would secure advances on securities from the
Imperial Ba.nk and dependence on the Imperial Bank 
becomes a marked feature at such times. Thus it indirectly 
contributes a.t such times towards the financing of foreign trade. 
But if the Government were to force the Imperial Bank to 
raise the bank rate to 8 per cent. as it was done in February. 
1929, it might tempt the exchange banks to remove funds to 
India but much depends on the prospects of the money rates. 
in London and India than anything else. The fluidity of capi
tal depends more on interest rates prevailing at the time than 
a.ny administrative measure;!. It would not be far wrong to 
say that under certain circumstances the Imperial Bank 
might be forced to finance foreign trade also: It must aJsc. 
be remembered that the Imperial Bank is allowed to conduct. 
foreign exchange business to meet the personal requirements 
of its customers alone. This amounts on an average to about. 
six crores of rupees. 

A CENTBAL BANK Olr IssUlil .AND . ITS CONTROL OVER 

EXCllANOlll. 

Now that the long·operating gold exchange standard 
system haa pra.ctically re~oved. wide exchange fluctuationa 
a1together, it remains to see how the same desirable feature
can be obtained under the Central Bank management of a gold 
standard. The BOle purpose of the gold standard is to a.chieve-

18 See the Memori.1 of the Esc ...... Banles to the Viceroy lent on the3rd 
February. 1900. quoted in the Appendix XV. p.409. ChamberlainCommiosioa• 
Interim Report. and the Letter of the Government of Indi. aent to tbe Sec:retup 
of State on the 3rd December 1900. 16itl .. Appendix XV. p. 407. 
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.stability of foreign exchange. Free gold export lhipmentl 

.and due contraction of credit would restore the exchange rate 
l>ack to its old moorings. SimUa.rly free gold importl and a 
'liberal oredit polioy would raise the domestio price.level and 
~heck e~port8 with thereault that unportswould increase and 
,goldwonld flow ba.ck so that the unduly favourable ba.la.noe 
.'Of payments would tend to correct itself.llu This is the oon. 
-caption of the automatio gold standard which however is not 
the standard that has been adopted of late by the import
-~t countries. The new gold st&olldard does not solely aim 
.at creating devices for stabilising exohanges alone but it seeks 
to stabilise the value of gold and thus prevent long.term. 
llpward or downward movements in the value of gold or prioe 
levels. An _ effort is thus being made to attain general 
!ltability of the world prioe-level, over short as well as long
herm periods. It-is not necessary to disouss the further 
aspects of the new gold standard whioh is now being uniform
ly aooepted by almost all other countries. 

It is apparent then that if the Reserve Bank were to be 
started in this country this control over the exohange value of 
the currency can be secured by its policy. With the disap
pearance of the Govermnent 80S the" Onrrenoy authority" or 
its dominance 'over the Central Bank which we have witnessed 
in the case of the Imperial Bank, the Central Bank haa to 
ma.inta.in the exchange level. Opera.ting the new gold Itand
a.rd whose important features would be the absence of a gold 
currenoy and international co-operation with the other new 
gold standard countries, the procedure of parting with actual 
gold or gold exchange can be 'resorted to as in the case of 

10 See Taussig.lntemational Trade. Part 3 (1927). AD advene trade balance 
is eet right by altered exc~ge rates and thi, would lead to the buildinr up of • 
fayourable trade balance. Thi. correctiYe would be eIIK:ac:ioas if ~c _cfi.. 
bona da not change, /liz .• that the 'Volume of domestic currency i. not being inflattd. 
that budgetl are being balanced. that .pec:ulation does not enter the ache,. 
suket. that invisible items do lIot alter the balance of payments udlbat no 
arbitrary restrictions are imposed on the movanent of trade and 01 nc:hm .. rat .. 
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the Reichebank of Germany. It might even adopt the obliga.
tion to sell gold or gold exchange only when the -gold .export.. 
point is reached as .is the ca.se now . with the Nederla.nda 
Bank to those countries which would permit the free Dlove
ments of gold. The administrative technique might be. 
difIerent but the principle is always to be the restoring of 
excha.nge conditions to stability. Its' control over the. price-. 
level would be aiming at stability, internal as well as exter
naJ, .. e., .. within as well as without" as Montagu Norman.. 
the Governor of the Bank of England, would put it.1l 

The main probleJl1 ahead is not the maintenance of the
stable eXChange alone, which can however be realised as a part 
of the Central Bank management of the new gold standard, bufi 
our attention should be riveted on the immediate problem of 
financing foreign trade with domestio resources. Exports and: 
imports have reached the pre-war levei only in the year 1927. 
1928.11 They are bound to expand in. the near future. The
financing of this huge foreign trade at home is essential. An
other part of the duty would be the facilitating of the transfer 
of the net balance of payments to India proper. 

THB DEJl'BOTS OF THE PRESENT-DA.Y FORl!lIGN EXOBANGB 

BA.NKS. 

The chief counts of indictment against the powerful 
foreign exchange banks as they exist now are that they 
com~te with the Indian Joint-Stock Banks not only in 
the matter of securing deposits but in financing borrowe1'8 
in the slack season. tha.t they drain away resources from 
this country for services which can be performed equally 
efficiently by progressive domestio banks, that they promote
trade in raw ma.terials and the industrialisation Of the country 
is no definite policy of their own, that they refuse to adapt.. 
themselves to the requirements of a great agricultural 

11 See the Evidence before the Hilton Young Commillion. 
·See the Review of the Trade of India. 1927-28. 
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eG1lntry like India where produce advanoee are more nee ... 
.eary and should be made freely, that they do not teach the 
principles of foreign inveetDlent banking. that they stoop to 
unfair tactic8 against budding rivals, that they &1'8 tending 
to &Dla1g&Dlate with the big London Joint-Stock B&nka and 
future eoonoDlio deve10PDlent Dlight be served well or ill by 
these huge financieJ leviathans, that they do not give U8 an 
.adequate return for the "open-door policy II we maintain, 
that they form. a oompact hODlogeneou8 group and give no 
positive encouragement to the Indian Bank oftiC8l'll to rise to 
positions of responsibility, tha~ they tend to drain away funds 
frODl up-country centres to the porta in the busy aea.aon there
by leading to better financial facilities to exporters rather than 
the cultivators and industrialista, that they have not set up 
'8OonoDlio standards of bank management and organisation 
~ore the Indian J oint~Stook B&nka who are financing inter
'11&1 trade requirements and that they will not fit in in a 
~tionally managed banking service which Dl&y be planned 
in the near future to develop our na.tional resources and create 
productive industry. II In. ahort, they refuse to be instru. 
ments of national progreaa. In view of their paat opposition 
to the Central Bank proposals, it is likely that, when the 
Central Bank would be atarted they would certainly refuse to 
eo-operate with it.l& Ita resolute leadership Dlight be opposed 
by theae banks and Central Bank control Dlight becODle a mere 
fantaatio drea:01. Almoat a deafening and tuDluJtuous roar of 
eritioiam would be levelled against their uncharitable . and 
uninspiring conduot before the Central Banking Committee. 
No one need be surprised at the particular anim.u8 that JIlight 
~ displayed by the oriticI but the ebullition of nationAl feeling , 

.. AQOthei COIIDt of indictmeat i. that they d, not p .... ti.fadorJ referencee 
to aveneu merchaota reprdins their Indian cuatomeh. The uchanse Bub 
_pel the merchaot Lorrowen to iuaure with foreip 1._ c-.pani. in 
.-.Ierenco to .trODS and well-manqed Indian 1IDes. 

MSeetheE'lidencoof c.NicoU beloreHilton Y,uns Canun"ion. 9N-14148. 
Vol. V. 
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is suoh that many unjust accusations would be levelled and 
little foibles would be m.agnified into serious mistakes. 

The above formidable list of their shortcomings and de· 
fects does not mean that they are not of anyuse to this oountry. 
As models of sound finance the Indian banking institutions can 
of course learn something from them. The Indian depositors 
would also have to be grateful to them and every fa.ilure of 
an Indian Bank has indirectly added to their prestige and de· 
posit·attracting capacity. Their skill, freedom from dishonest 
manipulation of bank funds for Director's pet schemes and 
the maintenance of liquidity of their resources are indeed 
objects which ought to be the subject of proper emulation 
.on the part of the Indian Joint·Stock Banks. These have 
contributed much to raise the level of their steady profits 
which the Exchange Banks declare at present. 

In view of the fact that the World Economic Conferencel6 

bas passed resolutions to the effect tha.t "no discriminatory 
legislation" against foreigners should be passed and in view of 
1ilie powerful influence the exchange bankers wield in the 
London financial circles it would be impossible to enact any 
punitive or provocative taxation measures against them so 
long as they confine their activities to internationa}:cODlmerce 
alone. Similar ",ell-drafted laws which can be applied to our 
-domestio banks can be imposed on them. A slight return for 
the trading privileges can be socured. The systematic training 
·of Indian apprentices in the art of banking can be secured out· 
·of these refractory exchange banks. But if any further penal 
measures aretobe thought of, such as increased taxation or the 
withdrawing of the right to attract deposits or the right to open 
branches in)he interior of the country they can easily evade 
them by registering themselves with Rupee capital 80S local 

116 See the Report of the War IdEconomic Conference, pu bli, hed by the LealW' 
of Nations, Vol. II, p. 42. 

See also the Proceedings of the Intemational Conference on the Treatment of 
ForeiBII~n, held in Pa~. in 1929. 
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banks. Such has been the case in Spain.'1 As the Indian field 
is wide' enough to permit the suceessful working of • number' 
of banking institutions they would not lose this opportunity 
to defea.t the real intentions ot a.ny pena.l legialatiori that ca~ 
be ena.cted. But a.S I have stated elsewhere if these local 
banks are forced to maintain an up. to-date register of share. 
holderss7 there would be no possibility to eacapethislegialation. 
For the purposes of this a.ct it ca.n be enacted that all banking
compa.nies whose shareholders' list has more than two· thirds. 
of its members from outside the country should be considered
as foreign banking companies. 

Without a. real change of hea.rtit would be difticult to make
them realise out requirements. Our a ppea.l to them to &ct .... 
indispensa.ble 80djuncts to • nation-wide banking system would 
be vain. The -real remedy then is to proceed cautiously and 

, though our policy should be based on the justifiable motive of 
destroying aJl vested interests, the retention of these banks a,8-

useful compleD1ents in our banking organisation is the only 
wise alternative that is left to us. In the beginning, we will 
have to supplement their services and it is only after. time 
that we can hope to counteract their in1luence. Our local ex· 
change Banks. mu st be helped by the Central Bank torea.lise this. 
aspiration. As in Japan, we should retain them. in the banking. 
sptem as willing helpma.tes, Jl80ful brethren, and subsidiary
iDstruments. They D1ust becODl.e a cog in the banking wheel. 
Their present.day uncontrollable and 1;1nassimi.la.ble part in the. 
baDkmg system and theiractlng as the chief controllers of our 
economic progress must be remedied. 

- . . . 

Ie Sell the Chairman's Speech, Westminster Bank', Annual Medin .. 1923~ 
Sell Sykes, The Present Positioia of English Joint-Stock Banking, p,28, 

~ The newly enacied Company Law of 1929 of the United Kingdom _tai .. 
this provision. A penalty i. alao imposed if the indes to theregiater 01 the .har .. 
holder. i. not kept up to date. See .ectione ~entioned in Part IV of the New 
Companies Ad of 1929. -
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~B FINANOING OJ' OtrB FORBIGN TBADB WITH- DOMESTIC 

RESOtrBOES. 

It has already been pointed out how under certaincir-
·cumstances the Imperial Bank's funds might be utilised by 
the Exchange banks to finance our export trade. The lack 

-of co-ordination between internal and foreign tra.de financing 
breaks down under these circumstances. If the Centra.! 
Bank or the Reserve Bank were to lend its exchange funds 
at low rates of interest after ta.king proper security' f:t.,om the 

-domestio exchange banks the financing of foreign tra.de with 
home funds can be accomplished. Under oertain circum· 
-stances such as abnormal exports these resources might be 
reduced or tightened. But 80 Syndicate of bankers can then 
be formed to ease the situation, if the Bank of England refuses 
to help the Central Bank by rediscounting its bill &Bsets in 
London. A Syndicate of bankers speciaJIy formed for the 
purpose can be utilised in financing the export bills. It might
-so happen that the local exchange banks might become saddled 
with huge London _ credits arising out of the purcha.se of 
export bills, '.e., too Dlany London oredits than are necessary 
might be oreated. The Central Bank can however, purcha.se 
thelie exohange funds by issuing an equal amount of notes at 
.home, if such an abnormaJIy one-sided export trade were to 
lead to the piling up of exchange funds a.broad. This is how 
.general trade prosperity fluctuations can be financed by t~e 
help of the Central Bank's rellources. 

In the case of genera.! traaeadversity fluctuations When 
India. has to pay the foreign countries the Centra.! Bank can 
mobilise the foreign investments held by the Indian people. 
These can be sold a.broad while it pays the Indian owners of 
the aa.me in rupees. It can float temporary loans abroad to 
have exchange funds for the purpose of meeting drafts on the 
same at the gold export point from this country. The undue 
slUDlp of the exchange can be rectified by this method if 
ellpecially the ~ce movement tends to be relatively stable 
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or constant. There would be no "fer'1 great &lteratiOnl from 
the purchasing power parity unleaa t~e exohange dealera be 
all oonfidenoe in the early revival of trade. AI theee tend tc) 
watch the dr&iniDg away of the exchange funda kept abroad 
by the Central Bank their gloom tenda to inoreaae. Thee& 
speculative fiuotuatiODB might complicate the situation and 
retard the process of recovery, but their bia. would lOOn 

become corrected if trade folloWi the norm.al course and gina 
rise t..o the net balanoe of payment. &I in nOl'Dl&1 :yet.rL 

The aea.aonal exchange fiuctuatioDB due to IeUOnal 
va.riatioDB confine them.Belvea to the r&Dge of a few pointe. 
ne Central Bank can eaaiJy continue the pegging of exchange 
between the specie points by aelling gold or foreign exchange 
at the gold export point and check the rise in exchAnge above 
the gold import point by mobiliBiDg gold or gold exohange 
in its vaults and introducing note. agaiDBt the lame at the 
gold import point. Mere gold movements would correct the 
situation. The Ricardian theory of outflow and in1I.ow of 
gold would preserve the exchange level intact within the gold 
specie points. A programme of comparative ltabiliaation of 
internal prices by the Central Bank would tend to ltabili.ee 
exchanges at the lame time and the du&l objeoti'f'e of rela
tively stable prices and tolerably ett.ble exchangea can be 
secured without aArgrea.t friction either to buaineal or bank· 

• ~ under an inteDigeut control and management of the new 
gold standard. 

All this presupposes the existence of the Indian Exchange 
Banks and a Central Bank willing to help them 10 .. to finance 
India'. foreign trade at home with domestio reaourcea. Sine_ 
thediamal experienoe of the Tata Industrial Bank it fa becom· 
ing pra.ctica1ly impossible to oreate strong Indian Joint-Stock 
Banks for conduotini foreign exChange busineal alone. Pr0-
posals have been made that an Indian Exchange Bank would 
have to be started or the present Imperial Bank can be con
verted into an Indian Exchange Be.nk.CoDBideriDg the 
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impossibility of raising large capital for banking business 
at least on this side of India, it would be far better to create 
an Indian Overseas Bank which would have a part of its 
capital raised out of the subscriptions of the individual capi. 
talists and the remainder contributed by the present Indian 
J oint·Stock Banks. It would easily be possible to raise • 
large amount of capital according to tbis method for con· 
ducting exchange business at a remunerative scale. If the 
Indian exporters command better prices for their export bills 
at the hands of the Indian Overseas Bank the businesa of 

financing export trade would easily be attracted by it. The 
Indian Overseas Bank should maintain always in its initial 
stages rates about one or two points more favourable than 
those of the foreign excha.nge banks in this country. If the 
exporters secure greater resources by selling their export bills 
to the Indian Overseas Bank than it would be the case when 
they sell them to the foreign exchange banks they would flock 
to the standard of the new bank. If the Central Bank were 
to help it with funds for this purpose at a low rate of interest 
more export bills can be financed by the Indian Overseas 
Bank. More rupees should be granted by the Indian Oversees 
Bank when purchasing the export bills at difIerential rates. 
Of course, rate.cutting would ensue and for quite a long period 
the foreign exchange banks would prove to be effective com. 
petitors. Similar should be the treatment shown towards 
the importers. They should be securing greater return in' 
foreign currency by flocking to the standard of the Indian 
Overseas Bank than when they resort to the foreign exchange 
bank. It is only by tbis way that we can hope to create an 
institution meant for conducting foreign exchange businesa 
with domestic resources. This is the only way of defeating 
the present monopolistic character of the foreign exchange 
banks over the exchange situation. TWs does not mean that 
the rupee.sterling exchange would not rule the day in the near 
future. All foreign exchange rates would be resting on the 
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.rupee-sterling rate for, as in the ca.se of most other countries, 
we pay our indebtedness in London. We hold foreign balances 
.in London and any exchange rate would be depending on the 
.1'ate of exchange on London and adjusted by a ourrent rate of 
.other country-'7"London Exchange. 

ITS ADvANTAGES. 

It remains to point out the main advantages of financing 
'OUr trade entirely with the help of our domestic resources. 
An unnecessary tribute is being paid to the London Bankers 
who a.ccept our bills and discount them in the London Money 
"Market. PayD1ent in sterling would be avoided and exchange 
risks need not be thought of. Though the Gold Exchange 
-standard gives some amount of protection agtUnst fluctuations 
-the resulting inconvenience to the Indian exporters in receiv. 
ing a. sterling bill and selling them to Indian Exchange Banks 
to receive rupees for them can be a.voided. The Indian 
"Importer likewise suffers in having to pay a. sterling bill drawn 
.against him. Dealings in future can eliminate aJ1 exchange 
-risks. 

The priva.cy of a. discount market and the keeping of trade 
. informa.tion would be achieved under this system. II The 
-newly arising national pride resents the financing of our trade 
.801ely by means of sterling bills. 

" Free opportunity for a. safe and sound employment of 
.short.tel'Il1 liquid resources would be found in the discount 
market. The unwholesome over·inveStment of funds by the 
present.day Indian .Toint·Stoc~ Banks in gilt.edged securities 

·(lsn be checked. The immobilising of the bank funds arising 
..()ut of excessive investment is a. grave evU to the existing 
Indian Joint-Stock Banks for it leads to an unwholesome 
.concentration of funds in one direction wbich is bad finance • 

• It is on this ground that the United States of America Leaan to mcounp 
-the deYelopmentof bank acceptances and banee ita for~1IIl trade with the help of 

~ ·.ill own reaonrces. 



FUTURE OF OUR FOREIGN EXCHANGE BANKS 247 

The discounting of internaJ and external bills drawn in the
course of trading would diminish the opportunities in the 
above' direction of over-investment in Government securities. 

Nextly, the Central Reserve Bank would be powerless and 
ineffective to control credit if the discount market does not 
exist. Under the new banking conditions that would exist if 
a Central Reserve Bank were to be created, this active parti
oipation of the Central Banker would have a beneficialinfluence. 
on the market. To guide and control the other banks and to
regulate interest rates and money conditions the Central Bank 
must have liquid resources to efficiently discharge its publio 
trust of checking undue credit expansion and easing credit. 
when it is unwisely restricted. The smooth and gradual con· 
trol over the discount and the money market is possible only 
if the Central Bank can have these bills m&rsha.lled in a steady 
succession of maturities. As a recent writer ll{Lys29 bills dis
counted and bought in the open market offer an ideal current 
of maturities. Certificates of Government indebtedness are a. 
poor second. Government bonds and treasury notes have no
liquidity at all on the basis of early and successive maturities. 
Their value as instruments of. credit control must depend 
entirely on their ready sa.Ieability, a quality which they for~ 
tunately have to a high degree. It might indeed be true that 
the Federal Reserve Banks conduct. open market operations 
with the help of Government' securities rather than ba.nker'a. 
bills.' As the open market ope.rations are undoubtedly bene- . 
ficial to a certain extent these would have to be pursued by 
any Central Bank and an organised money n:1a.rket would be·· 
essential for the success of its zD.ea.sures. It is admitted even 
by Mr. J. S. Lawrence that" these open market operations 
would be very helpful at the tin:1e of gold m.ovements, quarter
day adjustments, the attraction and discouragement of in-· 
ternationa.I commercia.! financing and the removal of un
desirable items from the:ba.nk balance sheets." The larger-

• J. S. Lawr~~ ... TIe StabililatioD of Prica.·o p.2)4. 
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ideals of price control and business stabilisation ma.y not be 
&chie~ed by this "delicate touch II or lever of the Central 
B~. ConsideriDg the manifold advantages that wOuld &rise 
by the creation of a' discount market and the financing of Our 
foreign trade ~ith the help of domestio funds and realising 
that hoth Japan and America have organised similar attempts 
t'o remo~etheirdependence on London, our objective should 
be in this direction:. It is indeed true that in both these ca.ses 
the attempts are not very successful a.s yet. But they point 
out unmistakably which way the banking progress lies. A 
sustained endeavoUr has to be made by the Indian bankers in 
this direction. Nothing is so 1mporla.nt in the Whole field of 
banking reconstruction as this. 

'One fundamental fea.ture of this banking reconstruction 
shOuld aim at diverting the surplus home or domestic funds for ' 
the fina.ncing of foreign trade and vice verSIJ, i.e., surplus 
foreign funds for financing home tra.de and industries. The 
more exte~ive' use of bank acceptanceslO and an adequate 
discount market would facilitate the financing of foreign trade. 
In fuia.ncing imports rupee bills ought to be developed. Spe
cialised discount houses ought to conduct this operation. It 
is foreign interest-bearing bills tha.t predominate in the import 
trade. No foreign exchange bank furnishes us with a. report 
()D. this situation and most of the bills are drawn in sterling and 
are kept till maturity in. this country and are not rediscounted 
ill this country. 

, III Bill ac:ceptanc:e and discount market CAn Lardl, be created 110 Iem. II 

businesS is run on old ways of cash credit; 10 Ionl II DO buaiDell organisationl 
ellist for gauging credit and the credit standing of tbe firms ; 10 lonlll .pecisli.inl 
a~pt.nce houses are not in existence II in London: and 10 lonl al the Indian 
Joint-Stock Bank. are very cOnservative and refute to educate people in the UN 

of bills. Thf:Se CAn be remedied only by more education for banlcen and busi. 
nessmen concerning the advantaies and disadvantagel of bin.' of nchange 
and carefully enacted regulation. regarding the UN of .ucIa iJlllrumena. The 
Conti.l Bank itself .hould buy ,and lOll such bills of nchanae in the opea 
marht just to popularilO these hill .... hort-term iDvatmenta. . 



FUTURE OR OUR FOREIGN EXCHANGE BANKS 249 

OTHEB ANCiLLARY lliAsUBF..'3. 

Nextly, the initiation of a programme which involves 
thorough. going co-operation between the Central Bank of this 
country and the Bank of England would be eBSentia!. Other. 
wise the Anglo.Indian Exchange Banks will refuse to obey 
the pena.I rates of rediscounting imposed by the Central Bank 
and resort to the Bank of England or the London Money 
Market. An independent monetary policy on the part of 
the Central Bank would never be effective if the powerful 
foreign exchange banks with their rich shareholders, intelli. 
gent direction and financial support from London wish to run 
oounter to the oourse of action proposed by the Central Bank 
of IBSue of this country. 

Finally, the Central Bank of the country should be in· 
telligent enough to understand the drift of monetary condi. 
tions in London. If high money rates were to prevail in 
London the use of the exchange funds on the call market. 
would enable the Central Bank to secure greater return than 
before and consequently induce it to lower the Indian rates. 
The Indian Exchange Banks would do it, if the Central Bank 
does not pursue this method. Thus it has to co· operate with 
the London money ma.rket and the Bank of England. Their 
mutual'policies should not normally create disturbing influ. 
ences in the different centres. The question of securing 
adequate funds can be solved easily by allowing the Central 
Bank of this country to secure access to the London Money 
Market and rediscount its billa at the Bank of England. It 
would a.lso facilitate the stabilising of the money market in 
this country and with lower rates prevailing in this country 
India.n funds can even be removed to London. Tha.t this 
can be accomplished in due course of time need not bellI 
doubted. 

1I1 This was the idea of the I"te Sir Edward Holden when he advocated ~ 
Central Bank for India. See his speech at the Annual General Meetins of the 
London City and Midland Bank, the 24th January. 1913. 
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Although the chief m~ritorioua chAracteristio of pres 
d&y financing of foreign trade lies in our possessing apeci 
ing exchange banks which do not usually tie up their reeourc ' 
in long.term investmenta i4 industries or agrioulture atill.t 
ma;n improvement needed is the financing of foreign tr I 

with domestio resources. It should be done by funds raia I 
inside the country. The would.be ,Central Bank can acoODj~ 
plish much in this direction. Besides a;eouring exohan~i 

stability within the specie pointa ita endeavour should be ~i 
the direction of helping the Indian Overseas Bank whiol, 
would have to be created with.th~ co.operative action on t~i 
part of the public and the present.IndianJQint.Stock Bjl 
Acting aa the central co·ordinator of banking funds it can t . 
up an active part in controlling credit not only by lowering 
raising discount ratea but by buying and selling exchange bj~ 
a.t the time the excha.nge rates deviate from the normal pointe' 
Finanoial co.operation between all these agencies would ea.si1~ 
enable ua to finance our foreign trade. The Ose of bank a.ccep 
tances and the development of a discount market have mad, 
been pointed out as the other necessary meaBurea to popula.ris~ 
the rupee bills and they can be drawn in our import trade 
The use of bills in place of cash credita in the matter 01 financ
ing the merchant's requirements ought to take place. Regular 
8pecialising discount houses .would ease the situation greatly. 
They can buy bills at banks and act aa intermediaries between 
-exchange dealers. and bankers and between merchants and 
bankers. H the Indian Joint·Stock Banks give up other 
-entanglements and specialise in foreign eXChange business 
they can easily succeed if t~ey conduct BOund exchange bank
ing. 

CoNCLUSION. 

A comparative price-steadying programme, .. proper 
external borrowing policy on the part of the Government, 
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individuals and paai.public bodies, a carefully framed note
laauing privilege and the extension of loans by the Reserve 
Bank on commercial paper or billa or notes instead of Govern
ment bonds and shares thus restricting the scope for atock. 
exchange speculation, are some of the most important 
measures which our Central Bank would h.ave to bear ill mind. 
These ancillary reforms are essential if the vital qneeUoll or 
financing foreign trade with domestic funds can sncceed.. 
With the prosperity of her great exporting industries such a8 

cotton, jute, tea, hides and akins, increasing efficiency or 
labonr, a mercantile marine of her own, which reduces the 
invisible payments under this head,ing and the prosperity or 
Indian people emigrating abroad which would tend to an. 
increase of remittances into the country. the net balance or 
payments would always be in her favour and this fundamental 
factor would greatly facilitate the task which the Central Bank 
would have to take up in right earnest. Facilit.ating fre& 
gold movementa in normal times and making provision for 
meeting extraordinary situations as slumps and general 
trade prosperity fluctuations. the exchan.,ae situation can. 
always be controlled by the Central Bank. Under an enlight
ened and consciOUsly controlled Central Bank, which carefully 
manages its foreign portfolio, the present·day Government 
arrangements for gold exchange funds would disappear. 
The sncceesful management of the new gold standard by the 
Central Bank would tackle the situation and eliminate an 
exchange fluctuations which are very demoralising either to-

, business or finance. The resumption of the new gold standard 
without exchan.,.ae-pegging devices will limit the posaibilitie& 
of exchange speculation at any time. Its liberal help to'the 
Indian Overseas Bank or the Indian Excha.n.,ae Banks alone 
can hope to do something in this direction of financing foreign 
trade with domt'6tic funds. The present·day tendency or 
maint.aining an Imperi1un in im~Erio would be checked and 
the Foreign Exchange Banks recognising the different or 
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obanged Political situation might reeort to· the tactful method 
of offering a portion of their increased capital for subscription 
in this country.so as to placate public opinion, but the stigma 
attached to the II foreign banks" would always remain and 
the local· people wouldsecnrely support .and favour the local 
banks. Thu8 the attempt of the foreign exchange banb 
would become futile if an intelligent and persistent effort is 
made by the local banks to finlUl~e foreign ~rade. Entrench. 
ed strongly in the favour of the loca.l people those local bank. 
can with the minimum of legisla.tive interference undermine 
the position of the foreign and Anglo-Indian Exchange Banks. 
This is the only rationoJ. way of providing an effective aolut·ion 
for a potentially inconvenient banking monopoly. The for. 
Dl.uIa.tion of such a well-conceived plan would . be far more 
advisable than the enacting of futile and mischievous pro· 
grammes to . limit the services of the present·day foreign 
exchange banks of this country. in the direction of financing 
our growing foreign trade. The cry that the present Dumber 
of foreign exchange banks is already in excess of legitimate 
requirements will of course be raised but it ought Dot to be 
allowed to side-track our efforts in solving the main problem 
of this country. Political independence without financial 
ind~peDdeDce is a. misnomer and a will·o'.the wisp. It is like 

-grasping the shadow ~tead of the real subst.nc~. 



APPENDIX vm 
THE FUTURE OF THE IMPERUL BANK OF INDIA· 

Unable to appreciably lower the bank rate or stabilize 
it all throughout the year at a more equitable level than at 
present, and subject to the dictation of the financial advisors 
of the Government and deprived of the privilege of note
issue, the Imperial Bank of India has failed to develop into 
•• a real national institution." 

In spite of its humble services which should on no account 
be belittled or ignored,t it has not given s!l.tisfaction to any
body except perhaps its shareholders. The general, public 
feel sorely disa.ppointed at the slow progress of the Indianiza
~on s()heme of its officers and apprentices. The Indian Joint· 
Stock Banks have no love lost for this "State-aided com· 
petitor." The Exchange Banks are apprehen~ive that their 
exchange monopoly would be jeopardized by making the 
Imperia.l Bank of Iniia. an ordinary Joint·Stock Bank and 
granting it full freedom to conduct any bus!ness which its 
shareholders would determ5ne DoS soon as it sheds its semi
Oentral Banking character. It would excite the envy and 
dissatisfaction of the existing banks whose business would 
have to be encroached upon to maintain its present high rate 
of dividend, viz., l'6 per cent. They would surely cOn8!der 
it as a millstone tied round their peck. 

As it is, it is a commercial bank with about 200 branches 
extending far and wide over the Whole country. As a com. 
mercial bank it has come into open competition with the 
other kinds of banks tra.nsa.cting J>usiness in the interior. Its 
anxiety to extend banking facilities has forced it to spread a 

• This was 6rst puhlishe.i in the MT/fIIR Eamomic Jorn.d. Sept .. 1930. 
t See !D'Pr.-d Dog B~b, '" Intlit!, Third Edition. Chapter on • The 

I nperial Bank of India: 
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Detwork of commercial branches &nd they are alowly buDdiug 
up business oonnecti0D8 at these different centree. 

Now that the idea of ita being developed into • Central 
~,M"been disapproved by the HiliOll Young CommiaaiOll 
itself, a Dew Central Bank would have to be oreated. With 
'the' forpr,atiOll 'ot a DeW Central Bank all irksome reatrictiou 
on the (lhara~ter of, ita' business would be removed. P~hapa 
it would'be one among the different, banka selected to act ... 
a . G~yeinm.ent' 'Depository. With it. London Oftioe free to: 
conduct com.m.erciaJ banking. exchange business would 
naturally he thought of. The technique of 'exohange banking 
is Dot, ditlicult for it tom.a.stel' an~ 8JI it haa best experts iD it. 
hands and branoh .. all.over the country. it wOllld prove the 

"m.os\ formidable cOmpetit~ to the existing Exchange Ba.nka. 
'But excl'umge. 'business is being already sa.tiafactorily diacharg. 
oed by about 18 banks who i.refinding it difficult to ma.intain 
, their eXiSting. ~te of dividei:u:l 808 .. result of exceasive CODl. 

petition am.ongat themaeIves. 'The advent of the Imperial 
Bank intO the ring'would. m.&keDla.ttera woree. Nobody 
knOWI the exact' strength of the Indian'shareholders of the 
Imperial Bank:: Granted that it isaboat 45 pel' cent., it 
clwly followa that the Im.perial Bank would loon join the 
ranka of the Exchange Ba.nks. When it attracts London 
deposits, • as do' the present' ~xCJwige Banb, it would be 
London"money that 'WOuld' be finanoing our foreign trade. 
The main problem ~ conducting the 1ina.ncing of foreign trade 
with domestio funds would. be defeated. ' It can easily frater· 
• with the existing Exchange Banks. By becoming • 
me:rnber of the Exchange Banks Assoc.ia.tioa it would doubt. 
less'follow the l&JDepolicy a8 that of. th;res£ ~ the Exchange 
Ba.nks. At present there is • 101; of diasa.tiBfaction at the 
trea.tDlent meted out to the Indian cuatomera by the foreign 
Excha.nge Banke." ~ a ,Dlem.ber of the &aD1e Association it 

t S. EvidenCe 01 M:".,.;iDI Ccwemoi. Imperial Ban~ before the C. a 
Enquiry Commitlei' 
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'Would undoubtedly continue the best traditions of these 
Excha.nge Ba.nks. 

It must be remembered. that 80S soon a.s the Central Bank 
is started with branches at the regional centres sucp. as Ca.wn
'pore, Lahore. Rangoon, Bombay, Calcutta and Madras, the 
bulk of the GovernIQ.ent interest-free deposit money would be 
withdrawn. The olearing accounts of the other banks '\1ould. 
also 1>0 withdrawn if the Reserve Bank undertakes to act ali 

a Settling Bank fOl; clea.cing purposes. Becoming an ordinary 
ba.nk it would have to pay current accounts a.j; the rates 'which 
the other cOn1.peting banks are pa.ying. The maintenance of 
branches and the necessity to pay the depositors point out 
that its suocess would depend on ~ constant. and 8teady turn
~ver oj ita capital resource8. So the suggestion that it should. 
be oonverted into a big Industrial Bank, for it has expert 
management at its back, business connections With industries 
and a regional character to enable it to initiate the policy of the 
finanoing of industries, is not based on sourid rea.soning.§ 
Non·terminable loans and continuous. Ioclting up of capital for 
·80 lengthy period would reduce ~ts turnover of capital and it 
would be unable to n1.aintain the existing rate of dividend to 
the shareholders. It would require 80 lot of inequita.ble sacri
fices on the part of the shareholders. 1\fter all it is not the 
mere lack of financial resources and facilities that is standing 
in the way of the industrial progress ~ this country. 

With 80 long recol·d of honoura.ble service the Imperial 
Bank ought to excel all other blllUks in its depos!t business,' 
:security dealings and trade credits a.n~ be behind the Exchange 
Banks iIi respect of its vigour in pursuit of the foreign exchange 
business. For the unique distinction of being a bank' for 
industry, par excellence, to which all other bra.ncheaof activity' 

.are to be subordina.ted, the Imperial Bank cannot hope to 
aspire on account of its excessive capital and present-da.yhigh 
-dividends. 

§ See the Banking nU'n~er of the InJi<'ll Fin"flCl!, January 8, 1930. 
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Aoting_as th~chief provider of short·term. capital for the 
eo.operative banks,' and holding th~ debentures tha.t would be 
floated. by the provinoia,llan~ mortgag~ b&nks u part of ita 
lnveetm.ents, it oan ea.sily . afford to continue ita present 
cio~ oha.raoter whioh does not' however preclude it 
'ithet from fina.ncing the existing .indnstries In' ,which it 
. might '~ve confidenoe or conduoting .exchange businesa to 
satisfy ·all· the requirements of its existing customers .• But 
it must bear in mind that it should not be saddled with heavy 
external depositS attracted hi ~ndo~ The collection of these 
'heavy e~ eJeposits for use in this oonntry might cement 
the finanoial ties between London and this country. but thia 
policy needs very judioious handling on the pa.r~ of the Imperial 
Bank. London ~eposits might be lying in its hl'nds for along 
time but these, must be oovered suffioiently by quiok London 
assets. Heavy Indian assets would not 'help the London 
branc~ in case of a drain on the ¥>ndon branCh. So if it were 
td develop into an Industrial Bank its London branch would 
be" cOBtlylu~.Long.term capital can indeed be tapped 
by floating debentures and if these a!'6 to be floated for 10 to 

• 20 times its 'present capital the demand for industrial capital 
'would not arise't? Bucll an.extent as to absorb a part of the 
industrial capital supplycrea.ted by the Imperial Bank. 

Thus the, future business of the Im.perlal Ba.Dk may bo 
.extraordinarily wide or, r~cted. It ~epends on its own 
choice. It oan'oarry on banking buBiness.a.oquire de,POBits,make 
advanoes, discount bills, iSsue drafts, deal in exohanges, specie 
~ and precious meti.IJs. It would be empowered to borrow 
K:m~~y and do an~hing incidental to h.y of its powers and it 
li:wouldcontinue thepolioyOf opening new branches as in the 

past. It may oompete more vigoroullly than at present 
~ with the existing Banks. If it were to continue holding
, Government deposits" though to a limited. extent than at 
r: present, it has to'maintain a' very liquid position and this alone 

will enable it to maintain the finanoial prestige which it hall 
built· up out of a long' and honourable record of service. 
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It; is quite fit to conduct ~chJ1.nge banking orindus~al 
banking h\volvinga large turllOv~r of funds into JoCk-up 
adva.nc~_ But the exigencies of the situation . "deD,land its 
continuance ~ a. true commercial ba.nk~.all ~.l>e.~ .cf. 
deposit, cpacount and. exchange. 'Ita savings B~ De~t
ment sholJld continue.· It~ can llkewille inainta~ a separa.te 
Ind~strra.l ~t department where long-term 10&llil ba.Ilbe 
given to co-operative baili; industries ~ud.other ba.llk.~ .. ' 4ny 
a.dditional money needed for this business' call be secured by 
floating debentures. This must be defuaitelynndenitoodasnon. 
bommtll"Cial busineaa and not allowed to du>ectlyel8.sh with its 
commercial business. ThuS envisaged its future 8~ms ·to, be 
of a big comm6l"Cial bank combining Within itself miseella.neou!l 
functions of all sorts which would 1)e kept entirely apart froD\ 
the pure functions of & commetqi&lbBoIik and should on 
no seore be allowed to distraotthe r~ponsible administra,tio~, 
oi the Imperial Ba.nk. EnOUgh. has been st~t!'ld to stre8f the 
pOints tha.t it would be da.Ilo~roull a.nd suicida.lto convert 
the present Imperial Bank of India. 'into an ~ective Indus
trial Bank or a sole Excha.nge Bank operating on a' competi
tive basis with. the existing exchange bankiliginBtitutions. 

Considering the laot that the m.ost crying need of India is the 
extension of modern . banking . facilities "'to the interior, 
the Imperial Bank should continue this useful service in the 
near future. It Whether su bsidisedto the amount recommended 

by the Hilton-Yoc~g.'~~~~.f:sot, it should continue to 
act 80S a comme~'h~;..QQ,'b6~-&Cknowledged head of the 
commercial b~"'~d'i~.".,aea.dy ·to tap the central 
reaervo~ of credit by rediacountinga.grieulturaJ, industrial and 
COU1m6l"Cial paper .md passing on theae funds to the '00. 

operative societies w,hich would be finaIioing the agricultural 
industries,- the oottage inlustries and other existing indus. 
tries so far as their current finanoial requirements might be 
concerned. . , 

• There illio advantage gained by allowing it to continue as a " hybrid inlti. 
tution trying painfully to combine incompatible function'··.1 Sir Basil Blackett 
delcribc. it. Se~ hi, addr ... before Delhi Univcnity. 1926. 


