Congress Golden Jubilee Brochure No. 11

Indian Currex_icy and Exchange

PUBLISHED BY - »

ALL INDIA CONGRESS COMMITTEE
SWARAJ BHAWAN, ALLAHABAD

1935



All India Congress Committee

SWARAJ BHAWAN,
= ALLAHABAD

NOTE

The Congress J ubilee Brochures written in
popular style are meant to educate the general public
and furnish them with a working knowledge of the
current Indian political and cultural problems. The
Congress as an organisation may be said to be in
general agreement with the conclusions of the differ-
ent authors, although it may not be possible for it to
subscribe to every detail of what has been written.
There may be minor points of difference here and
there for which we as publishers, or the Congress as
an organisation, can take no responsibility.

J. B. Kriparani,
General Secretary.



CONTENTS

o 'Page

1. InpiaN CorreNcy axp Excraxee: Its’ EFFﬁc'fs .'

o~ INp1aN TRADE AND INDUSTRIES

2, Ixp1aN SILVER STANDARD 18351893 R
Movement for gold ... S
Mansificld Commission of 1866 ... -
Silver Slump, 1872-92 e

Departure from Silver, 1893 ...

Recognition of an Important Monetary Prin-
ciple, 1893-1848

Silver as Token Currency es

Evolution of the Exchange Standard 1898-1916

3. Tae CurreNcY SysTeEM DURING 1916-1925.

'The Breakdown in 1916

The Blunder of 1920

September 1920 to August 1925

cee XY
con eee

4. Tae Maix Derecrs oF THE CURRENCY SYSTEM
Recommendations ...

Review of the Position during ]92&-31

5. Tae Correxcy CoNTROVERSY OF 1926-31.
Position of Government

6. TaEe Correxcy Crists or 193}
A Critical Situation
21st September, 1931
Currency Ordinance of 1931
Government Policy
Indian and English Currency Legislation,

1931

Control of Exchange

cos eoe

ses ces aee

Q|

SO



Page -

Puablic Opinion ‘ e 25
Opposition to the New Syste.s ... .. 25
Course of Exchange T . 28

- Effect of Indian Trade S e e 29
Gold Exports™-~ .- ... w29

Gold and Government Finance .., we 81

%. CoxcLusroN R . . 33



1; lndran Currency and Exchange: Its Effects
on Indian Trade and Industries

The problem of currency is one of the oldest and . most
complicated problems of Indiz. In the 19th century I India had
- no uniform monetary system There were many coins, both
of silver and gold of different denominations in -circulation
. side by side, "and the méney  changers carried on & profitable
“trade to the loss of the general pnbhc and the harm of trade.
" The East India Company, by the -Act of 1818, ‘made the
silver rupee of 180 grains 11/12ths fine unlimited legal tender
for South India, where previously gold coins had ‘circulated.
The reform begun in 1818 was completed in 1835, when by
the Gold and Silver Coinage Act the silver rupee was made
unlimited legal tender and the gold coins were deprived of
_their legal tender character in the whole of British India.
Thus began the silver standard which lasted almost w1thout
1nterruptxon until 1893.

2. Indian Sllver Standard 1835-1893

The silver standard in Indla, to make it expllclt was a
purely metallic standard, inasmuch as the standard car-
rency, i. e, the rupee was. made of silver (165 - troy grains
pure), and even the half-rupee, quarter-rupee, and one—erghth
of a rupee were also of the same metal as the principal coin,
and they contained exactly one-half, one-fourth, and' one:
eighth of the weight of pure silver in a rupee. All the coins
were legal tender (i.e, acceptable in the discharge of monetary
obligations), the rupee and half-rupee without limit, and
others up to one rupee only.

Everyone had the right of convertmg silver bu]hon into
silver coins by taking it to the open mint, and everyone
was at hberty to convert sllver cojns info sﬂver bnlhon by
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the simple process of melting them. The coin.age was mnot -
gratuitous. Seigniorage was charged, but the seigniorage
was small (2per cent.)) and therefore, of little consequence.
The value of the -Indian rupee depended on the value of
silver, fluctuations in one corresponding almost exactly with
those in the other.

The only coins which were token (i.e whose face value
was higher than the intrinsic value) were of the lowest
denominations, namely, double pice (1/32 rupee), pice (1/64
rupee) and pie (1/192 rupee) whose issue was authorised
by section I of Act XXI (not XVII) of 1835, and the half-
pice (1/128 rupee), introduced by section II of Aet XI of 1854,
But their token character was lost sight of in their insigni-
ficant values, and very few people rvealised that in the
monetary system they were rated higher than their metallic
value and that this higher value was maintained by
the fact that at that rate there was sufficient demand for
them.

In 1861 paper currency was added to the metallic cur-
rency, but in the beginning the paper currency formed only
a small proportion of Indian currency. Such notesas cire
culated were identical in value with silver rupees, for the
former were in fact, as in law, convertible into the latter,

So simple a currency system was, however, complicated
by the issue of gold coins which, by the way, were the only
coins not legal tender, but which, like the unlimited legal
tender rupees, were also open to free coinage. It wasa
perfectly anomalous position. The very Act of 1835 which
put India on the silver basis permitted by section VII the
free coinage of a gold mohur, or fifteen-rupee piece, of the
weight 180 grains 11/12th fine (same weight and fineness in
gold as of the rupee in silver), and of five-rupee aud ten-
rupee gold pieces of the same>ﬁineness and proportionate
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weight as the mohur, The issue of a thirty-rupee gold piece
was authorised by the Consolidating Act (XXIII) of 1870.

In 1837 mint certificates of gold were made receivable in
payment of tages and exchangeable against silver rupees.
After four years, by a notification in January 1841, the
receipt of gold coins minted under the Act of 1835 was autho-
rised at Government treasuries at the rates indicated by the
denominations of the pieces. In issuing such notifications
the authorities evidently overiooked the simple application
of Gresham’s Law, with which even a schoolboy is familiar,
for no gold could be tendered when it was undervalued at
the rate fixed, as it normally was. On the other hand, large
quantities were tendered when it was overvalued and this
oceurred after the gold discoveries in California and Australia
(1848-51) had led to a fall in the-value of the yellow metal.
Then the notifications of 1837 and 1841 were repealed by
Lord Dalhousie (Ist January, 1853), and gold was demone-
tised, :

MoveMENT FOR GOLD

Throughout the sixties and the seventies of the last
century there was a powerful and widespread movement in the
country for gold currency. In its issue the bankers saw that
they would profit in changing gold for silver coins. In 1859
a representation was made by the Indian-shroffs and mer-
chants of Caleutta, while in 1864 the commercial communpities
of Bombay, Calcutta and Madras sent several memorials to
Government pressing on them desirability of issuing gold
curreucy.

Closely following the gold movement, two events during
the nineteenth century deserve special mention. They are (1)
the Mansfield Commission and (2) the change in the silver
market. The first in spite of its importance has been ignored
by many writers on Indian Currency, the second had such
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farreachmg consequences in Indla that it sounded the death-
knell of the Silver Standard.

MANSFIELD Commssxou on' 1866

The Commlssmn appointed by the Government of India
on 3rd February, 1866, with Sir William Mansfield as
Chalrman ‘was the first: of its kind set up in India. The
Commission distinguished - itself by makmg as early as 1866
two important recommendations, viz: (1) the introduction
of a ‘universal note’ and. (2) the introduction of a gold
currency. The first recommendation was carried. out as
in 1909, when for the first time the five-rupee note was. made
‘umversal for the whole of India ;-the second recommenda—
tion forms the sabject of acute controversy and doubt at the
present time.

SILVER SLUMP, 1872-92

From 1872 onwa.rds the .silver market ‘experienced a
severe slump. The value of silver in relation to gold kept on
falling or, which is the same thing,- the-value of gold in
terms of silver kept on rising. Thls was due to an unusual
combination of causes which need not detam us. The impor-
tant fact to note is that during the two decades preceding
1872 gold was practxca.lly throuvhout 15} times as valuable
as silver ‘while in the two decades following 1877 gold
roge to be 27 times as valuable as sllver The average

puce of silver in London was 603d. per oz in 1872 and
39 d. in 1892, while the exchange rate of the rupee
averaged 15112 in 1872 and 1s 3d. in"1892. With
a fall in the value of silver a fall in the value of the
‘silver rupee * was inevitable, because, as already pomted out,
the silver rupee was then freely minted, so that’ its face valge
:approxlmated closely to the value of the amount of silver in
it. During this difficult period of over two decades the
Government of India was ‘faced with ‘a two-fold jproblém.
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There was first the financial problem, for with every fall in
the sterling value of the rupee ‘the burden of the Home
Charges increased and the certainty of the Govermment
finances diminished. “There was, secondly, the economic pro-
blem, since instability in the valuc of the rupee caused great
anxiety to the merchants and great 1nJury to India’s forelgn
trade. : o
DePARTURE ’m‘oni 'SILVER‘, '1893

After prolonged discussion. of the problem, in 1893 Indla
decided to maintain the value of the rupee by dehberately
abandoning the silver standard, To put the matter differ-
ently, the rupee departed from silver with the avowed’ obJect
of maintaining its parity with the gold without interference
from fluctuations i in the value of silver bullion. This did not
mean that the rupee gave up or even altered its silver : bady,
for in fact it embodied, as before, 180 grains of standard
(11/12ths fine) silver. The &eparture'from silver meant that
the rupee in its value was Bo longer identified with a. weéight
of silver ; ; it was given a lower value as ‘bullion than as ‘coin.
The former value depended, of course, on the “particular
market price of silver—e.g,, it was 1s. 8d. in 1893 .with silver
at 39d. per standard ounce, 10d. in 1915 with silver at 27d:;
the latter value recommended by the HerachelI Committee 1n
1892 was 1s. 4d. per rupee. - - .. S

“This rating of the rupee higher than 1ts bulhon value ‘had
two obvious merits to recommend .it. In the first place, &
fall in the gold value of silver buillion need not have caused
a fall in the gold valae of silver coin (the rupee), so long-as
the principle of ¢ token ’ currency was kept in action.” -In the
second place, a rise in the gold value of silver bullion need
not have caused a rise in the gold valué of silyer, coin (rupee),
so long as the margin between its face axid ballion valugs did
not entirely disappear. - Of this more presently...
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RecoaNITION OF AN IMPORTANT MONETARY PRINCIPLE,
1893-98

The priunciple of ‘token ’ currency is one which now looks
quite simple. In those days, however, it was but imperfeetly
understood, although it had been stressed by Professor Cannan
in his earliest writings. In Cannan’s own words the prin-
ciple is that, ‘given demand for a coin, adequate restriction
" of supply will keep its value up to any required level
above that of its metallic contents.” It found complete illustra-
tion in India, when the restriction in the supply of the silver
rupee gradually led to a rise in its value from 1s. 24d, in
1893 to very nearly Is. 4d. (15.978d.), the rate axmed at in
1898,

SiLver AS Toxen CurrENCY

It may be of interest to note here that the Indian rupee
became token as part of a planned system, as contrasted with
the English silver coins which became token ¢ more by
accident than by design of the State or of monetary theorists.’
Further, since the silver rupee and other silver coins in India
were all of the same fineness and proportionate weight, the
moment the rupee became a token coin, other coins automa-
tically fell in the same category, for no change was made in
their composition.

EvoLuTION OF THE EXCHANGE STANDARD, 1898-1916

The position was again reviewed in the first half of 1898
by the Fowler Committee, which recommended a Gold
Standard with gold currency, but circumstances into which
we need mot go did not permit India to adopt the recom-
mendation. Instead India evolved a monetary system of
her own which neither the Fowler nor the Herschell Com-
‘mittee nor even the Mansfield Commission had ever contemp-
lated, The basis of the new system is not to be found in any
levlslatxve enactment j it grew of itself from executive prac-
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tice and depended on the exccutive will, It was distinguish-
ed by two special features.

In the first place, there was the use of two currencies—the
silver rupee and the gold pound—one for local and the other
mainly for international purposes. In the second place,
there was an interesting mechanism by which the value of
the local currency, the rupee, was maintained in terms of the
English currency, the pound sterling (itself based on gold),
at a certain maximum rate,

- The value of the rupee having reached the level of 1s. 4d.
in 1898, the Government attempted to prevent any further
rise by the devices of (1) accepting sovereigns and half-
sovereigns at Rs. 15 to the pound sterling ; (2) issuing notes
and silver rupees in exchange for gold coin and bullion at the
rate of 1s. 4d.lo the rupee; (3) offering Council Bills in
exchange for sovereigns in London at a rate approximating
to 1s.4d. On the other hand, the value of the rupee was
prevented from falling below approximately 1s. 4d. by (1)
restricting or stopping the sale of Couneil Bills; (2) with-
drawing rupees in circulation by means of transfers to the
Paper Currency Reserve in India and the use of the equiva-
lent of the same amount by the Secretary of State in England;

(3) selling Reverse Councils at a rate of 1s. 33 5d.

Thus the currency.system of India from 1898 onwards
was a system built up and managed by executive action in
which the rupee was unlimited legal tender and the right
was given by Ordinance to demand rupees for gold, but not
to demand gold for rupees. All was well so long as the
Government was both willing and able to give at 1s, 4d.
parity not only rupees in exchange for sovereigns or gold,
but also sterling in exchange for rupees. But trouble ensued
if it was either unwilling to do so, as in 1907, or unable, as in
1916, owing to causes which will be explained latep.



._.In the light of the foregoing, it- would appear - that the
monetary system of India from 1898 to 1916 was an ex-
change standard. But it was not, strlctly speakmg, a gold
exchange standard, for there was no obllgatlon on the
currency. authonty during this period to give gold in
exchange for the local standard currency (the silver rupee).
It was a sterhno' exchange standard, which, however, practi-
cally amounted to a gold exchange standard, so long as the
Secretary of State and the Government of India maintained
the mterchangeablhty of rnpee ‘into sterling and sterling
mto rupee e :

3 The Cun'ency System durmg 1916-1925
. Tue BreagkpowN 1y 1916

"~ The outbreak of the Woxld War maugurated a revolu-
tionary change in the monetary situation all over the world.
The immediate effects of .the War were exhibited in India
in (1) a great demand for sterling remittances; (2) withdra-
wals of savings bank deposits; (3) lack of confidence in the
note issue, and.a demand for ‘gold. All these events were
anticipsted and dealt with satisfactorily. What was not
expected, however, was the unprecedented rise in the price
of silver which :began in 1916. The fallin the value of
silver had led to the value of the rupee being divorced from
that of its metalhc contents after 1893, but the rise in value

of silver: restored the former position,

As already explained, the working of the .i)re-War cur-
rency system was based on the. willingness and ability of
the Government to supply rupees in exchange for gold or
sterling, and sterling in exchange for rupees at 1s. 4d. per
rupee. Since the silver rupee was atoken coin, the former
condition depended upon the price of silver being. not higher
than 43d,’per' standard oz, (11/12ths fine); for at that price
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the exchange value of a rupée at 1s. 4d. coincided ‘with its
bullion value. Now the price of silver in' 1915 was 27}d,
but in April 1916 it had risen' to 35 3d,, in December1916
it was 37d., and Aungust 1917 it reached the level of 43d., at
which point the face value of the rupee and its infrinsic
value were identical. But this in itself was a source of much
trouble to Government, for as the price of silver was still
rising, it was obvious that silver rupees could not be offered
" in exchange for sterling at the rate of 1s.4d. except at a
considerable loss to the State.

On the other hand, the demand for rupees was greatly
accentuated owing to two unexpected caunses—Viz, (1) an
unusually large excess of Indian exports over imports, and
(2) heavy expenditure in India on behalf of the British Gov-
ernment. Neither the import of precious metals (for there
was an embargo on their movements) nor eredits in India

were possible. How was the situation to be met ?

History repeated itself, and during 1917-19 the rupee
was allowed to rise in value—it was impossible to prevent it-
along with therise in the value of Silver, just as during
1872-92 it had fallen in value with the fallin the value of
silver. In other words, the sterling exchange standard
which had done service for nearly twenty years broke down
in 1916, and its place was taken once more by a silver
standard. At the same time, to meet the special emergen-
cies of war, exchahge was strictly controlled by Government,
and Council Bills were offered at rates which were raised
from time to time in accordance with changes in the silver
position. The price of Silver rose from 43d. in Augest 1917
to 78d. in May 1919, and to 78d. about the middle of
December 1919. The minimum rate for immediate telegra-
phic transfers was 1s. 43d. on 3rd January, 1917; 1s. 5d. on

48th August, 1917; 1s. 8d. on 13th May, 1919; and 2s. 4d on
12th December, 1919,



10
‘ TH:EE BruspEr oF 1920

At the end of the War a Committee presided over by Mr.
(afterwards Sir) T. Babington Smith reviewed the currency
and exchange position, and their most important recommed-
ation was to link the rupee to gold—not to sterling—at the
rate of 2s, per rupee. In making this recommendation it was
largely influenced by two factors wiz, (1) the rise in the
gold value of silver, and (2) the decline in the gold value
of sterling, which was then about 30 per cent. below par.
The members seem not to have anticipated either a reversal
in the ‘behaviour of the silver market or a rehabilitation
of sterling. Actually the subsequent fall in the price of
s1lver ‘outstripped its preceding rise. In February 1920 the
price of silver was 894d. per oz.; four months later, in June
1920, it  was less than balf (. e, 44d.) Moreover while the
Babington 'Smith Committee was drafting its report, the
British Government ‘was accepting the principles laid down
by the Cunliffe Committee, which prescribed a policy of defla-
tion. the effect of which was to force up the value of sterling
very rapidly. Left to itself the silver rupee, like a standard
coin, should have fallen in value with the fall in the value of
silver, and would have been in June 1920 in the neighbour-
hood of 1s. 4d. sterling. When the price of silver rose during
1916-19 and the silver rupee ceased to be a token coin in the
full meaning- of the term, Government was compelled to
acquiesce in raising the rate of exchange in accordance with
the rise of.the value of silver. But the authorities did :not.
realise the necessity of reversing the’ process when the value
of silver fell in 1920.

: But it might be urged that if Gévermxient could keep up
the value of the ' token rupee by adequate restriction of its
supply at 1s. 4d,, it could also keep it up at a higher level,
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say 2s. And was that not the rgcommend_at‘.igl; of. the 1909
Committee ? Undoubtedly a 2s. gold rupee could be achieved
in course of time, given a certain demand for the rupee
currency, by adeguate restriction of its supply; but, other
things being equal, what would have been an adequate
restriction for 1s. 4d. sterling level would -have heen quite
inadequate for the 2s.sterling level and still less for the 2s.
gold level, since sterling in June 1920 wad depreciated in
terms of gold. But were conditions the same ? The demand
for silver rupees had changed—a very important factor for
the problem in question. About the beginning of 1920 the
balance of trade had turned against India; in other .words,
a fall in the demand for rupees had begun, and its effect
could be seen in & fall in the rate of exchange by April 1920
to 2s. 4d. sterling (1s. 10}d. gold). At the same time world
prices were falling. All the circumstances, therefore, were
unfavourable for, artificially raising the value of the rupee.
Indeed, to maintain the 2s. gold rupee was impossible except
by the necessarily painful process of enormous deflation
continued over a period of several years. The BaBingtoﬁ
Smith Committee had realised that the fall in pricf,s-'was
possible, though it had not regarded it as. probable, and
included in its report a recommendation that if it should
come, the policy of aiming at a 2s. rupee should be reconsi-
dered. It was the least pardonable - of the errers.of the
Secretary of State that he ignored this warning. o

The Government announced its acceptance of ‘the recom-
mendations of the Currency Committee of 1919 on the 2nd
February, 1920, when. the rupee was 2s. 9d. sterling, and
declared the rupee equal to 2s. gold .or 11.130016  grains of
fine gold. Silver had reached its maximum price in the
previous December, and a rapid fall had begun, but the
deflation policy in relation to sterling only took effect 'pt— the
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end of Maréh; hence for two months the sterling equivalent
of 2s. gold was increasing. In accordance with the decla-
ration of the Government, the Secretary of State started
selling Reverse Councils in limited amounts at rates varying
between 2s, 3 $zd. and 2s. 10 §jd. sterlingin accordance
with the depreciation of sterling. Financial difficulties,
however, made, it impossible to withdraw the equivalent in
rupees from circulation, an operation through which alone
the sale of Reverse Councils could help the maintenance of
the value of the rupee. Owing to the course of Chinese
trade the gold value of silver, and therefore the bullion value
of the tupee, was falling very rapidly; and owing to the
fact that instead of the normal great excess of Indian exports
of merchandise over imports there was & great excess of
imports over exports, the demand for rupees for external
trade purposes had disappeared, and bad been succeeded by
s keen demand for sterling, the offer of Reverse Councils in
limited quantities at prices which offered a great profit to
the purchasers elicited tenders rising rapidly to fantastic
figures, and the failure to satisfy more than an infinitesimal
portion ‘of this demand naturally tended to intensify still
further the depreciation of the rupee.

After a vast quantity of Indian sterling reserves had
been dissipated by selling Reverse Councils, i., by buying
rupees, at the 2s. gold rate, the Secretary of State reduced his
price to 2s, sterling as from 24th June, 1920, the market
value having already fallen below this rate, and continued
the process up to the 28th September, 1920, much to the
indignation of all sections of Indian opinion. The sale of
'Reverse Councils from the beginning of 1920 totalled
.£55,38.,,000, and at the end of this series of transactions
the sterling value of the rupees purchased was about £25

millions,
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SeprEMBER 1920 710 Avaust 1925

From October 1920 till August 1925, when the last Royal
Commission on Indian Currency and Exchange was appoint- -
ed, the exchange was not, as is sometimes supposed, left to
look after itself. But it was managed on expedients different
from those adopted before. With the stoppage of the sale
of Reverse Councils, the exchange, weak 'as it was, dropped
down to as low rate as 1s. 27d. (under 1s. gold) in March
1921, '

~ According to an official statement; currency was contrac-
ted to the extent of Rs. 31 crores 58 lakhs in the year
1920-21 and ‘the contraction of currency was continued in
1921-22 and 192223 by the transfer of sterling securities
held in London to the Secretary of State’s cash balance and
by the discharge of Indian Treasury Bills held in the
Reserve.” This had the effect of restoring the rate to 1s. 4d.
sterling by January 1923. Circumstances again became
favourable in 1923 and 1924 for an improvement in the rate
of exchange, the downward movement in world prices
‘had been temporarily interrupted, the budgetary position
was satisfactory, the monsoons were good, and the balance
of trade was once again in favour of India. -In October 1924
the rate was 1s, 6d. sterling (1s. 4d. gold)

In 1923-24 an important change in the system of Govern-
ment remittances was introduced. In the past the Secretary
of State for India sold in London, by tender, Council Bills
and Telegraphic Transfers once a week, and Intermediates
Letween weekly sales, The sale of the Intermediates was
stopped, and the Government of India started purchasing
sterling in India through the Imperial Bank from exchange
banks and recognised firms. The object of the change, in
the words of Government, was * that the factors influencing
the immediate course of. exchange could be ‘gauged more
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accurately and more promptly in.India by regulating the
purchases with reference to the varying conditions of the
market, the operations of Government could be conducted
so as to avoid fluctnations in rates with benefit both to trade
and to the country generally.” This had the effect of keep-
ing exchange on the whole steady at 1s. 6d. sterling from
October 1924, and since sterling returned to the gold basis
in Apr11 1925, the ls. Gd sterhnO‘ co1nc1ded thh 1s. 6d. gold
from that date.

The Mam Defects of the Currency System

By 1920 currency. cOndltmns throuvhout the world were
becoming more stable:.in April 1925 England returned to
the gold standard and was followed by the Union of South
Africa, and by Australia and New Zealand. On the 25th of
August, 1925, a Royal Commission was appointed “to exa-
mine and report on the Indiap exchange and currency
system and practice, to consider whether any modifications
are desirable in the interests of India and to make recom-
mendations.” According to the findings of this commission,
the Indian Exchange and Currency system in 1926 suffered
from the following main defects:

(1) “The system is far from sxmple, and the basis of the
stability of the rupee is not readily intelligible to
"the uninstructed public. The currency consists
" of two'tokens ¢ (silver rupees and currency notes)’
fin circulation, with the un-necessary excrescence
" of a third full value coin’ (the sovereign) ¢which
does not circulate at all. One form of token cur-
rency ’ (silver rupees) ‘(into which there is an
unlimited obligation to convert the other)’ is highly
expensive, and is liable to vanish if the price of
silver rises ahove a certain level,
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() There is a cumbrous duplication of reserves, with an
antiquated, and dangerous, division of responsibi-
lity for the control of cr edit and currency policy.

(8) The system does not secure the automatic expansion
and contraction of currency. Such movements are
too wholly dependent on the will of the currency
authority. C

(9 The system is inelastie. The utility of the provision
for elasticity made on the recommendation of the
Babington Smith Committee is affected by “the
methods of financing Indian trade.”

The first and third defects hardly require any further
elucidation. As regards the second, the Government held in
April 1926, two reserves—the Paper Currency Reserve and
the Gold Standard Reserve. Not only was there no meaning
in keeping these reserves separately, but they were also
separated from the banking reserves of the country. ¢ The
Government controls the currency. The credit situation is
controlled, as far as it is controlled at all, by the Imperial
Bank. With divided control, there is likelihood of dlvxded
counsels and failure to co-ordmate :

Taking the fourth defect—viz, the inelastic currency—
it is one of the curious features of the Indian currency situa-
tion' that, in spite of the readiness of Government to issue
emergency currency with a view to relieving financial
stringéncy in busy seasons, the financial stringency has often
remained unreliéved. - Under Section 20 of Act X. of 1923
(amended in 1924), the Imperial Bank of India was -entitled
to receive funds up to 12 crores of rupees against self- liquid-
ating hundis or trade bills. But it was a great defect that
emergency currency could not be issued until interest rates
were at a certain level. Secondly, the difficulty arose in
finding an adequate supply of such bills, because they were
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not drawn in large numbers. Trade in India is generally

financed by means of cash credits or promissory notes—not
hundis or bills. ’

REcoMMENDATIONS

Bearing in mind the foregoing defects of the Indian
monetary system, the two outstanding recommendations of
the Commission, to which all others are ancillary, were
(1) the establishment of a Central Bank and (2) the introdue-
tion of the Gold Bullion Standard.

The main object of the establishment of a Central Bank
was to provide a unity of policy in the control of credit for
the achievement of monetary stability. The new institution
called the Reserve Bank of India is now an accomplished
fact. '

The second important recommendation of the Royal
Commission was in regard to the particular monetary system
which would best suit the changing conditions of India,
This led to the passing of the Currency Act of 1927 which
placed an obligation on Government in regard to the purchase
of gold and sale of gold or sterling. The Act received the
assent of the Governor-General on the 26th March, 1927,
and came into force from the 1st April, 1927. As the Cur-
rency Act of 1927 was only an amending Act, the following
analysis of the position created by it may prove useful.

(1) The silver rupee, the silver half-rupee and currency
notes were all legal tender without limit, but open to issue
at the will of Government. The parity of exchange was
8.47512 grains troy of fine gold per rupee. (Sections) 2, 4
and 12, and 13 of Acts VI, of 1903, III, of 1906, and IV, of
1927 respectively,) '

(2) Gold coins were no longer legal tender, but could be
received at any Government currency office and at any
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Government Treasury other than'a Sub-Treasury as bullion
at the rate of 8.47512 grains fine gold per rupee. (Section 2
of the Currency Act, 1927.) '

(3) Gold in the form of bars containing not less than
forty tolas (15 oz.) fine could be offered for sale in unlimited.
quantities to Government at the Bombay Mint, and Govern-
ment was under a statutory obligation to buy gold at the
rate of Rs, 21-3-10 per tola. fine. (Section 4 of the Currency
Act, 1927)

(4) For the first time holders of legal tender currency——
i.c., silver rupees and paper notes—were entitled to obtain,
on application to the Controller of the Currency, Calcutta,
or the Deputy Coutroller of the Currency, Bombay, either
gold at the Bombay Mint or, at the option of Government,
sterling for immediate delivery in London, provided they
demanded and paid for an amount of gold or sterling ‘of not
less value than 1,065 tolas (400 oz.) of fine gold. The pur-
chase price fixed for gold was Rs. 21-3-10, per tola of fine
gold. As for sterling, Rs. 21-3-10, was to buy as much ster-
ling as was ‘required to purchase one told of fine gold in
London at the rate at which the Bank of England’ was
‘bound by law to give sterling in exchange for gold, after
deduction therefrom of an amount representing the normal
cost per tola of transferring gold bullion in bulk from
Bombay to London, including interest on its value during
transit.” (Section 5 (1) and (2) of the Currency Act, 1927.)

As the latter rate was bound to vary, the Governor-
General in Council had to notify from time to time the rate
determined as above in the Gazette of India. (Section 5 (8)
of the Currency Act, 1927.)

REVIEW OF THE Posriox purme 1927-31

Since Government had the option of giving sterling and
not gold in exchange for rupees—an option which .they
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aetually exercised—the monetary. standard of India, as
created by the Currency Act of 1927, was, strictly speaking,
a sterling exchange standard. But it is fair to point out in
parenthesis that so long as sterling did not go off the gold
parity, the sterling exchange standard was as good or as
bad as the gold exchange standard. Further, if Government
chose to .exercise the other option open to it of offering gold
in exchange for rupees, India would have had, in point of
faut if not in law, a gold standard. Thus the standard of
1927, though a sterling emlnanve standsrd, was capable of
becoming 2 gold standard, and certainly mdlcated that the
o*old standard was the ideal of Government. e :

The new standard was superior to that of 1898-1916 in-
asmuch as there was a statutory gold panty for the rupee
and a statutory obligation on Government with regard to
the purchase of gold and sale of gold or sterling (itself based
on gold) But the sterling exchange standard still retained
most of the old charactcl isties which had been condemned by
the Commlsswn—m.. » the converswn of one token currency
(silver rupee) into another (paper currency), the duphcatlon
of reserves, and the separation of currency from credit con-
trol. The Currency Act of 1927 was never intended to be
the final currency l'egi_sla,tion in India. It was to be supple-
mented by the other two Acts to which reference has already
been made, but unfor tunatel'y they did not get enacted.
Thls, then, was the posmon in' India until the recent cur-
rency crisis.

5.' The Currency Controversy of 1926-31

Ever since the passing of the Currency Act of 1927,
there has been unusual public agitation going on ‘against
the 1s. 6d. gold ratio and for the 1s, 4d. ratio. The advocates
of the 1s, 6d. ratio denied that prices and wages had failed
io: ggljtjst themselves to the eight grain gold rupee by, 1926,
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the opponents of the 1s. 6d. ratio affirmied that the adJustment
of prices and wages to the eight grain gold rupee. was still
to-come. - Thus the currency controversy was.carried on. -

~ But lookm@ bnck such statvstxcal analysxs as has’ been
made by a number of econormsts reveals ﬁrstly that the
adJuatment of puces and wages -to the 18d. rate was never
accomplished ; and secondly that the rupee had a very loose
grip on the ls, 6d. gold ratio during the four or five years
following its formal introduction. The weakness of thé ex-
change coincided with and was presuriably corrected by the
large contraction "of curréncy which took plice between
1926-27 to 1930-31." Figures of silvér cutrency are not avail-
able, but the net contraction of note currency during’ the
quinquennium was no less than Rs. 102.50 erores. This is
an unusually larO‘e ﬁvure even if allowance be made for the
general fall in the price of commodities; -

The public mind was much exercised, and the President
of the Indian Chamber of Commerce; Caleutts, in his letter
dated 26th  Noverber, 1930, to the Honourable Finance
Memnber, (fovernment of India, complamed ‘that mampula—
tions of various kinds have been resorted to with ‘a” view -to
create artificial stringency and unjustified high monéy rates
in India.” * On the 3rd February, 1931, Lala Rameshwar
Prasad Bagla asked the following question in the Legislative
Assembly ¢ ¢Is it a fact that manipulations of various kinds
were resorted to by Government with a view to maintain and
thereby justify the eighteen pence ratio ?’ The Honour-
able Sir George Schuster, Finauce Member, replied: ¢Gov-
ernment in their capacity as carrency authority, and in
order to maintain stability of the exchange value of Indian
currency, have taken measures of the kind normally em-
ployed by currency authontxes in all countnes w1th stablhs-
‘ed currencies,” - Ceeie il
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PosiTioN oF GOVER.NMENT

The position of Government was clear. It was pledged
to maintaining the 1s, 6d. gold rupee and it took such
measures as were required to redeem its pledge. Doubts
were set at rest for the time being when the Secretary of
State for India made the following statement in the House
of Commons on the 11th February, 1931:

¢The Government regard the rupee question as having
been settled in 1927, when the Indian legislature passed the
Currency Act by which the rupee was rated at 1s. 6d. gold.
The Government will use all the means in their power to
maintain this rate in accordance with their statutory oblir
gatiqns.’ :

6 The Currency Crisis of 1931

A Crrtican SiTvATION

The beginning of 1931-32 marked the development of a
critical situation. Firstly, the economic depression, instead
of showing signs of abatement, proved still worse to India
owing to the continued catastrophxc fall in the pnces of its
agricultural produets with the conseqnent decrease. in the
purchasing power and increase in the real burden of debt of

the Indian peasantry. At the same time India’s normally
poor capacity to overcome the evil consequences of an econo-
. mie crisis had been appreciably reduced by internal disunion
-and discontent. Attempts were made to alleviate the posi-
tion by remission of rent and revenue, but the situation was
“too complicated to admit of an easy “solution. Sccondly, the
collapse of prices and trade caused a serious deterioration ir
the Governmental budgetary position. The situation wa:
met partly by large short-term loans in the form of treasury
bills, which at the end of August 1931 were outstanding a
the record ﬁgure of Rs. 83.4 crores, and Partly by a sgpplg
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mentary budget of taxation and retrenchment presented in
September 1931. The budget revealed that a fall in revenue
of Rs. 19.55 crores was feared. The position was so serious
that economies and taxation were to extend to the end of the
finaneial year 1932-33, and the result then anticipated was
that the year 1931-32 would close with a deficit of Rs. 10,17
crores and the year 1932-33 with a surplus of Rs. 5.23 crores,
leaving a net deficit of Rs. 4.94 croves. Thirdly, the exchange
position was extremely unsatisfactory owing to slackness of
trade and lack of confidence, which was responsible for the
comparative failure of the sterling loan floated at the end of
May 1931, o

The position was sufficiently serious: exchange sagged
to the lower gold point. On the 2Tth June the Prime Minister
promised support of the British Government to Indian credit
and currency, but at that time the British Government was
itself experiencing difficulty in maintaining its eredit and
currency on the gold basis. The flight from the rupee could
not be checked, investment in Indian treasury bills on
foreign account ceased, and there was a tendency to repatri-
ate the funds already invested. As a last resort, the Govern-
ment of India had to sell nearly eleven millions éte'rli'ng 1o
maintain the rapee at the lower exchange point between the
beginning of August and the 19th September. ‘

21st SePTEMBER, 1931

‘The 21st September, 1931, will go down to posterity as
one of the most important dates in the currency history of
India and of many other countries. It was on that day that
the world witnessed the divorce of the pound sterling from
gold after a brief and unhappy union of over six years. It
was on that day again that India had the uncommon ex-
perience of the promulgation of a Currency Ordinance.
And it was on that very day that the Secretary,of Statc__a for



Indu announced the curr ency policy of India in terms which
were ‘not in’ accond mth the Currency Ordlmnce., India
was confusea but the confusmn lasted only three days, whlch
were obeer\ ed as ‘Bank hohdavs——an event again unpreced-
ented in the annals of Indian currency. On the 24th Sep-

tember, 1431, all speculatlon and suspense ended with the
s sie of the nold and Sterling Regulation Ordinance of 1931.

L CURRE\'CY ORDINANCE OF 1931

. On the 21st scptembcr the British Parliament paesed the
Gold Standard Amendment Act and the pound sterling de- -
parted from Gold. On the same day the Government of "
Indm promulo’ated the Currency Ordicance of 1931 (Ordi- -
nam,e VL of the year.). The Ordinance ran as follows:

-« Whereas -an émergency has arisen which makes it ex-
pedient ‘that the Governor-General in Council should be
relieved, while the emergency countinues, of the obligation
imposed upon him by Section 5 of the Currency Aect, 1927,
to sell gold or sterling when demanded at rates therem fixed,
it is. hereby enacted as following :

(1) Tbxs Ordmance may be called the Carrency Ordx-
o name, 1931,

(2) Until the Governor-Genel alin Council by not:ﬁca-

tion in the Gazctt: of India direct to the contrary,

.. .. Scction D of the Currency Act, 1927, shall have
) no force. .

< Sinee- the Government was no longer under a statutory
obligativn-to convert goid into rupees and” rupees into gold
or sterling, ‘the rapee unless otherwise regulated could not
have remamed fixed at 1s. 64, gold or sterling, but-would
have tended to fiud 1ts own level in accordauce with changed
cxrcamstances. Ve e e
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Govmwmm'r Poch :

On the same day that the Cun'ency Ordmance was
issued, the Sceretary of State for India: infored:the’ Federal
Structure Sub-Committee in” London that™the+ ypoliey idof
Governwent in regard to the position of the-rupée }\'ns hs
follows: .. ‘

..For all practical purposes the stability.of the Indian
Exclmngu has been based on sterling.. :Iudian. frade is
financed through sterling. The greater part of India’s exter-
nal obligations is in terms of sterling. . To follow. gold, .and
so increase the sterling value of the rupee at this juncture
is, [ am sure you will agree, out of the. qgestion. _It, .has
thercfore been decided to maintain tlxe present,. currcncy
standard on a sterling basis. I am satistied that thls is the
right course for India andis the mo:t conduclve to Indlan
interests.” ' : PE e s

The above policy being in conﬂlct w1th the Currency
Ordinance of 1931, that Ordinance, ‘as ‘we have seen, was
repealed and another Ordinance ;was-issued on the 24th
September, 1931, called the Gold and Sterhmr Sales Regula-
tion Ordinance. 3

Ixoax avp Exouiss CUR.RE‘.\'C__Y :LEGISLATIQX, 1931:_,:.

It is significant that the Indian Gold and Sterling Sales
Regulation Ordinance of 1431 is very similar to’ the English
Gold Standard Amendment Act of 1931 in its main ob]ect of
maintaining the sterling paper standard by strict” regulation
of dealings in foreign exchange and the conseqtent preven-
tion of the export of capital by nationals; This is ‘manifest
from the following two extracts from oﬂielal statements in
regard to England and India: - = R e e

...The Government has no reason to beheve that
Ppesent‘dlﬂicnlnes are due to any. subatgntml e_x,tent. to “ex-
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port of capital by British nationals. They desire, however,
to répeat emphatically warning given by the Chancellor of
the Exchequer that any British citizen who increases the
strain on- exchanges by purchasing securities himself or as-

_sisting others to do so is deliberately adding to the country’s
difficulties......”

,.....There ‘has been evidence for some time of a desire
to convert rupees into sterling. The uncertain prospecis of
such -action are illustrated by what has just taken place.
Patriotic Indians, however, and all who are "zealous for In
dia’s well-being and constitutional progress, must realise the
importance of maintaining the stability of the currency.
They can help by standing by the rupee themselves and by
urgmg tbelr friends to stand by the rupee as well......”

Indlan and Enghsh currency legislation differed, how-
ever, in one material respect, inasmuch as sterling was com-
pelety free while the rupee was tied to stelhnv

_ ContROL OF Excnmaz

The immediate objective of Government policy was tc
maintain the sterling value of the rupee at 1s. 6d., the im-
mediate danger being the fear that the Indians might lose
confidence in the rupee and convert it into foreign exchange.
The situation was met by Governmental control of exchange
through diserimination in the sale of foreign exchange. The
Imperial Bank of India was authorised to allocate exchange
for certain definite purposes and to refuse the sale of ex-
change for other purposes. According to Ordinance VII
of 1931 sales of exchange were limited to (1) normal trade
requirements, excluding the import of silver or gold coin or
bullion and the liquidation of the over-sold exchange posi-
tlop of any bank in respect of any month subsequent to the
month i 1n which the demand for gold or sterling might be
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made; (2) contracts completed. before« the 21st September,
and (3) reasonable personal and domestic purposes. -

The Rules under the Ordinance (see Appendix II) em-
powered a Managing Governor of the Imperial Bank to call
upon any, recognised bank to satisfy him (1) that it had' not
been selling foreign exchange for any purpose other than
those specified above, and (2) that it had been using all its
purchases of foreign exchange to cover its sales of foreign
exchange before making & demand on the Imperial Bank for
gold or sterling. In the event of a Managing Governor
being not so satisfied, he was authorised to suspend the re-
cognition of the bank up to seven days and report it imme-
diately to the Governor-General in Council. It must be
said to the credit of the exchange banks that they all ‘readily
co-operated in making this scheme of exchange control effec-
tive” Government was able to stabilise the rupee at 1s, 6d.
sterling, but was unable to satisfy public opinion.

: Pusric Orivion ,

Public opinion, as‘voiced’ by several commercial bodies,
was against the policy of linking the rupee to sterling: For
instance, on the 6th Qctober, 1931, the East' India Cotton
Association, Ltd,, Bombay, at an extraordinary 'general
meeting passed the following resolution :

“That this extraordinary meeting of the East India
Cotton Association, Limited, strongly condemns the decision
of the Secretary of State for [ndia as well as the Government
of India in linking rupee with paper sterling at 18d., inas-
much as this decision. works against the interests of Indian’
agriculturists in particular. This meeting, therefore, resolves:
that the rupee be left to seek.its own value.”

Orrostrion 10 THE New Svstew
The introduection of the'sterling’ exehdnge' standard met*
with a strong objection from' the non-official members in the
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Indian Levls]atlve Assembly.’ They were naturally indig- -
nant that a momentous change in the Indian monetary

system had been made by the executive without so much as

consulting the legislature. But the Finance Member ex-
plained bow an emergency had arisen in which immediate

action was imperative and the previous public discussion -of

the measures was not possible.

Public criticism of the new system, however, was not
merely sentimental, but was based on several serious con-
siderations. In the first place, thé union of the rupee with
sterling involved the loss of its freedom for an uncertain
and instable caceer. For this very reason the recent Royal
Commission on Indian Cuarrency had declared themselves
against a sterling exchange standard, for they apprehended
that if ever sterling left the gold basu-—whxch happened to be
the case in Scptember 1931—and began to depreciate, “Indian
prices would have to follow sterling prices to whatever
heights the latter might soar; or, in the alternative, India
would bave to absorb some portion of such rise by raising
her exchange, India has had experience of both these alter-
natives, and ‘the evils resulting from them are fresh in her
memory.’

This leads to the second point, that in consequence of '
the deprecxatlon of sterling—i.e., the increase of the sterling
price of gold—there was danfrer of the depletion of India’s
gold resources. Thxrdly, India’s gold. With a rupee equal
to 1s. ‘6d. sterling which bought less American or French
gold currency than l;efore, it became less proﬁtable for an
Indian importer to import goods from America or France
which were still on the gold standard than, for instance, from
England which had departed from it. -In this connexion the
following statement of His Majesty’s Senior Trade Commis- :
sioner in India is both relevant and self-explanatory,
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«The linking of the rupee to 1s. 6d. sterling could not
fail to act as a powerful stimulus- to India’s exports to
'counmes which- are still on the gold standard, among which
ave some of her principal customers.—e. g.; the United States,
"Japan, Germany, France and Italy. Conversely, the ‘depre-
ciation of sterling now “enables United Kingdom exporters to
- ‘quote rupee prices below those -which in many cases can’ be
quoted by manufacturers ‘and exporters in countries which
still adhere to the gold standard, notably Germany, Japan
and the United States, who may be regarded as our keenest
rivals in the Indian market. Other things being equal;
therefore, there should be in terms of rupees a considerable
advance-in the prices of India’s principal agricultaral pro-
duets with a corresponding increase in the purchasing power
of the people. . This increased purchasing power: may be
expected ‘to be reflected in a greater demand for imported
goods. .Itis to be hoped that the United Kingdom manu-
facturer, by reason of this advantage in exchange, will take
every opportunity to secure an increased proportion of the
trade available.” .- . .

“The fourth and last point of eriticism agamst the sterling
rupee is of considerable importance ; it was ably put by
Mr. R. K. Shanmuokham Chetty in the following words :

“The rupee is tied to the chariot wheels of sterling, and in
relation to gold it must follow the fortunes of sterling.. 1 do
not dnticipate that England will for ever remain off the gold
standard. It may be that after six months or one year or
two years England might think that the time had then come
for her to go on a gold standard again, and if such a thing
happened in England, we will also automatically go on . the
gold standard ; with- what consequence? Every country.
must restore the gold standard and fix its currency .in terms
of gold with due regard to the economic condition of that
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country. Bui under the present circumstances, irrespective

of .the .economic conditions of India, irrespective of the in-

trinsic value of anr.currency, the moment the ,economic .con-

ditions .in England become propitious for .the linking of

sterling .o gold, we will .automatically be linked to gold.

That, I submit, is a.danger the possibilities of which are far-

reaching and the consequences of which I dread to imagine.”

- Sir-«George Schuster, on behalf .of Government, made a

reagsuring statement regarding:the preservation «of dhe gold

reserves of the country. ({He:admitted ¢hat India was :placed

some what at a {lisadvantage in xegardto haer trade with

gald standard countries, ‘but ‘he pointed wut 'that she was

assnred .aof :her itrade with England. Mareower, her atarling

abligations—both irecurring, which :were £ :15 millians matar-

ing an the 1st January, 1932, and another £7 .millions later

in .the year—were too.large o be .ignored in determining her

currency policy., The.alternative:to 4he sterling .exchange

standard was tolet.the rupee find its own level. “Qn.the

one side .there is the policy of drifting, a.change of seeing -
prices rise perhaps higher than they would have df we had

remained linked to sterling, but the danger that in order to
meet our recurring requirements we should.have to draw on

our resources, and on the other _si&e the com'para.ti,vc Stability
of a sterling basis and the assurance of support from His
Majesty’s «Government.  But the comparative stability of
sterling was disputed, and it was felt that the support of His
Majesty’s Government need not be.dependent.on the linking
of the rupee with sterling.

‘Course or ExcHANGE.

'Happily, however, sterling and hence the rupee did not
depreciate s0 much as to justify all the fears of the .opponerts
to the new system, whereas the ‘maintenance of a 1s./6d.
gold value for the rupee would have been .disastrous. But
this does not alter the -Priilciple. Since August 1831 1he
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British .people themselves have:nat been .allowed .to know on
what principles sterling ds.controlled. “The:maintenance of
a sterling exchange standard therefore means that Indian
currency s under :the.arbifrary control.of unknown men in
no way responsible to Jundia, who-do noteven -condescend to
make :any statement .about their intentions with regard :to
_ its fature purchasing power or .gald walue. Thisis mot a
situation with which India can be content.

Erruor ‘oN Inpian Trapz,

“The opinion of the Senior*Tralle Commissioner in regard
to the effect of the sterling rupee on Intlian trade has been
given already. It ‘isin strict confirmity with economic
theory. What is even more important however, is that it is
also in accord with the actual facts. TLooking at the Indian
trade retarns of recent years, it +is -Gbvious that there ‘has
been diversion of trale in favour of the British Empire and
against foreign countries. At the same time the outstanding
feature of recent trade 'has‘been-a decline in the exports of
merchandise goods and the unusual exports of gold. ‘

Gorp Exrorys. )

The net exports.of ;gold £rom Iudis singe 21st September,
1931 antil December, 1935 .amount 4o over 250 wrorss \of
rupees. Such an wnusual export of gold gives rise 1o two
important questions, Why has gold left India dn such Jarge
quantities ? JHow does it affeet the interests of the couniry ?

Taking the first .question, it is generally &eld that -gold
exparts have been due 1o the marked vise in the value of
gold. This.however, isonly part .of theexplanation. The
Indian -people are so eonservetive by naturesnd their Jove
for gold .in the form of jewellery is go .deeply ingrained by
age-long tradition that the allurement of higher :prices of gold
by itself is mot enough to.draw out their thoards in@rny large
quantitities. That @ large partion of the gold sales has.
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_ Jbeen of melted ornaments and. jewellery may be taken as -an
‘indication. of the -fact that the sales have been due to dire
economic necessity. In other' words, the bulk .of the people
are now. living on their past savings or capital. -That econo-
mic. distress.should have forced the - India . peasantry to part
with.so. .much .of their! jewellery. is deplorable; that they
should havaiobtained enhanced prxces for.it is.a mxtlgatmn
of their misfortune. . S S T

This leads to the second question as to how the gold ex-
ports affect India. On this opinion seems to be divided.
But. some “of the advantages whwh accrued from the sale of
gold are undeniable. In the first- p]ace, those who parted
with ‘their gold stood to gain by the favourable rates at
whlch they sold it. In the second place, the export of gold
tended to help in steadymv the value of sterhnO‘ and there:
fore the value of the rupee, This, however, ‘would’ not have
been necessary if the rupee were linked to gold. In the
third place, the export of gold helped Government in paymo-
off India’ s . sterling debt of £15 millions and thereby raised:
India’s credit. Last but not least, the folly of the undue
regard for gold by countries which ought to know better had
then begun to be realised. But so long as gold, for good or
for evil, remained the basis of currency and credit structure,
it would not do for India to deplete her gold resourees to any
appreéciable degree. : e g , :

- Publié eriticism of the gold export was based on the fact
that. while by the Gold and Sterling Regulation Ordinance
VIL. of 1931, Government had intended to prevent the ex-
port of capital by nationals:and the withdrawal :of short term
funds: by foreigners, this was to. a certain extent set at
naught. by theunchecked gold expérts and private with-
drawal of foreign capital from India. - According to the -In-
dian Fipance, “Had the control over exchangs been light
ened; :and Government obtained all the remittances resulting
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from ‘gold exports and private merchandise account; and
had they utilised the surplus over current Home Treasury
requirements in the repayment of the external debt, there
would have .been some justification for Government’s policy
of laissez faire” 1If, on the other hand, gold exports had.
been totally prohibited and gold had been bought by Govern-
ment freely at prices based on the London-New York cross
rate, ‘the net effect was bound to have been a -considerable.
accession of strength to the Reserve position. The.advant-’
ages of this policy from the point of view of future monetary -
reform are obvious, as it would have enabled the Government .
to establish the Reserve Bank with ample resources at any
time they think it fit to do so.” Government’s objection to.
the adoption of such a course—the Indian Finance called
it a ¢ theoretical objection '—was that ¢ the currency autho--
rity should not acquire gold at a higher price then that fized .
by statute, and that any purchases in contravention of this
rule would amonnt to an unwarrantable speculation in gold. .
GoLp AND GoverNMENT FINANCE

In the foregoing discussion, one point requires separate
elaboration. The matter relates to the important part gold.
exports have played in financing Indias external liabilities
and will bé}manifest‘from an examination of the following
trade statistics for the last three years. Thes statistics, even’
at a glance, make sad reading, but a little analysis will
reveal that tiey are much worse than they at first sight
appear. ' : B

ImPoRTS . (In'lakhs of rupees) !
. ©o © 19293307 0 193031 - 1931.32 -
Piivate Merchandise - - 2,40,80. - f:-:&-% . 11?2,;337
Gold and Silver o 2760 . '26:11' Sl 7,99
2684 133,69

Privat ExporTs . e 0 . l,9l,‘§9 1,33,69

rivate Merchandise " gar9e” 3564 T6i

Goldand Silver . g TREE. el

— ——

o L3194Y 0 - 2,0995 - ~ - 32316
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The tatal imports- of private merchandise in 1931-32
wereless by R. 38 crores (23 per cent.) as compared with
1930-31 and by R. 114-crores (47 per cent.) as compared
with 1929-30, while' the exports: were less by R. 65 crores
(29 per cent.) then those in 1930-31 and by R. 157 crores
(49 per cent.) than'those in 1929-80. Thus both imports and
exports—the latter more than the' former—were nearly
halved in three years, with the result that the excess of
Indian exports over imports was more' than halved; it fell
from R. 77,13 lakhs in 1929-30 to R. 60,85 lakhs in 1930-31,
and to R. 3418 lakhs in 1931-32.

This was-a very serious matter for India. As is' com-
monly known, she has every year large sterling liabilities to
meet, but her excess-of exports of private: merchandise over
imports in' the past used to be adequate” mot only to meet
these liabilities, but also the satisfy her annual demand for
the precious metals. If the latter had but remained at the
same figure in 1931-32 as it* stood'in- 1930-31 or 1929-30
India could not have met all her sterling- liabilities without :
recourse- either to the use of the Gold:standard Reserve: or to -
the raising of thesterling credits-or:both:

As it happened, during 1931-32, not only did India prac-
tically give up her usual demand for gold, but she com-
menced parting with the yellow metal in unheard-of quanti-
ties. In 1929-30 and 1930-31 her net taking of gold and
silver amounted to R. 26 crores and R. 24 crores respectively.
In 1931-32 her net givings were io the extent of R.57
crores—involving: & total sacrifice of R. 81 crores, if com-
pared with 193031, and of R. 88 crorers, if compared with
1929-30.

Thanks to this unique change in India’s attitude towards
gold, the visible balance of trade in India’s favour, at the end
of the financial year 1931-32, amounted to R. 90 crores as
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against B. 51 crores in 1929-30 and B: 37 crores in 1930-31.
Government was able t&o' sais‘f_y; 'a]l‘; sterl?ng‘- oblig:jmti‘ons: w1t}1
}‘)erfect ease : the positivn fr?m t'hls 'I."_)lll“t, of" v1g\Y I?P‘Fed
extremely satisfuctory. - 1
But there is ér.l.ot'hexj' way of. lookipgﬁ at the picture. ?ntil
198031 the Indian trade position was sueh' {hat'her nos-
_mally 'fzi‘vou'rable trade l')alanc(i w:azs made up of large exports
of private mel"ehal'll'(llisltla; since 1931-32 ‘tllie psition ‘i that
her a‘?riormally fa\\f_oux"g'bl'e balance is made up. of large ex-
ports of gojd which have filled the place of private iérehan:
dise of a corresponding value. Granting that gold is also a
‘co'mmodit‘y and gof«f exports per se need not'be undesirable]
the position 18 not that'exports ‘of private merchdndise are
bein‘g?hdiﬁ@%ed at '_t!Je "old -level and in addition gold is
being exported. "The position-is that “both' imports and
exports are at & much lower level than ‘beforé, iand gold
exports are for '.th\'e "tifn‘e being maskihg an 'otherwise’ extre:
mely Bn§a}isfactory state'éf affairs, -t e v
This is an imposible situation, How }ong can it last ?
Assuming 'tIBaﬁ' the pi'idelbf gold will continue {o'be high—
although by no means a'certain proposition—thé gold hold:
ings of the people which economiie forees can compel’ and
high profits ‘pa'xii tempt them to ' part "wih aré not Whlimited.
Gold exports ?,;"e ?ft ‘best only ‘postponing the evil. ‘When
they cease, and it should not be very long'before they cease—-
they have already begun to 'decline—, a' situatidn " of the
gravest character will arise, if nothing is doné to'avert'it.
* .~ ' ! \ I

Yo

4. Conclusion

It will thus emerge from the ﬁ)regoing analysis that
daring a great part of a century the Indian Currenéy has
\been marked by ‘uncertainty as well as instiability, and it
has failed to _ipspi_ré confidence _.ainoﬁg the /j)éop'lé as it has
lagged in the sex"vige:éf trade and lind{ﬁstr'y'..TBese drawbacks

[ T ST S
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have been particularly pronounced since the end of the War,
i.e., 1920 and while it must be admitted that no country may
claim to have possessed an ideal or even a satisfactory mone-
tary standard during the last 15 years, the monetary policy
of Indin has been at best one of drift, and it has not been an
aid in relieving the depression so disastrous to Indian agri-
culture. ' ' '

At the end it must be stated that the present monetary
position is temporary, and while, since the 1st of April, 1935
the management of Indian Currency has been entrusted tc
the newly established Reserve Bank of India, it means at
present only an improvement in technique. The preambi
of this Act points out that a stable monetary system is still t
come when the international situation permits it. How long
this may take, no onme can tell, and in the meantime somethin;
nceds to be done.



LIST OF CONGRESS PUBLICATIONS

Rs. a.

1. Constitution of the Indian National Contrress
(1935) e
2. Congress Bulletin No., 1 (1905)
Congress Bulletin No. 2 (1924-35) ..
No. 3
No. 4
No. 5 ”
3. Indian National Congress (1920-23)'
(Congress, A.LC.C. and Working Com-
mittee Resolutions):

”

w ees

o000 CC
e b o B s DD

Fall cloth
Half cloth
Paper cover
Do. Do. 1924
Do. Do. ' 1925
Do, Do. 1926
Deo. Do. 1927
Do. Do. 1928
Do. Do. 1929
4. Public Debt Report Vol. I
Do. Do. VolLII
{ Decalogue of Public Debt Committee Report
6 Punjab Martial Law Report Vol. I
Do. .Do. Vol. II
7. Guru ka Bagh Enquiry Committee Report
8. Assam Opium Enquiry Report *
9. Allahabad Congress Report ... (1910)
Do. (soiled copies) vae
10. Cawnpore Congress - Report

—_— = N ONHO@RHOOSOOOO HH
DO O PXOO PXIWO O L®WOW KO ®

SO O0COC

S 00CoOO0OO0O0oOoOOLOMCLeROoOO



11.
12.
13.

14,
15.
16.
1.
18.

19.
20.

23.

Calcutta Congress :r{ep&t RO Cees

Karachi Congress Report -
Nehru Report.3rd edition
2nd1edxtlon P..lpel cover

SRR TITR Cardboard .
Supplementary Report to the above .
Summary of Pr oceedmgs of All Partles
. Conference, Luanow, Auvust 1928

All Parties, Conventron Report

Nauonal Demand .

Deominion Status and Indian States

i A"ra.uan Distress i in U. P

. Poona itatements and correspondence be
tween Mahatma Gand}n and Jawahar Lal
Nebru (September 193 3)
Resolutions  of the followmcr 'Con'grgss
Sessions ; -
- Madras 1927
Karachi 1931
: qubay 1934 o
Caleutta Congress (1928):
Presidential Address of Pandlt Motrhl
Nebru

Karachi Corroress (1931)

Presidential ddr°ss of S‘u"dar Val]abh-
bhal Patel

| Bomb‘my Con«ress (1934); i

Presidential Address of Babu RaJendla

- Prasad, ...
Dr, Kitchlew’s Address of Welcome (Lahore
Congress)

‘ Dr, Chmthrams Address ' of " Welcome

(K arachi Con "ress)

Ot O bk i

-0 oON O

PSR-

B-3

® o ®wo Tt

o"o"o oo o’

R=N-N-E-N-%



No.

”

r

't §i

Rs. a. 'p.
Mr. K. F. Narimau’s ‘Address ‘'of Welcome
(Bombay Congress) e w. ‘011 0
Lakore COngress Report . wee 10 0
‘Hindr Pubricatioss -
' Gauhati Congress Report .. “0i12 0
Pr residential 'Address’ of Pandit JﬁWaharlal
Nehru at Lahore Corigress 1929 e 020
'Do. ‘Do. bf “Sardar ' Vallabhbhui
P‘ltcl at Karach1 Congiwss 1951 e 072 10
' Public Debt Corimittee Report VollT ... 0112 0
“ Deo. ' Do. ‘Vol.MII ... 06 0
‘Resolutions of Karathi Cbnvress “0-2 0
' Con«rrebs and  Muslims by Syed K Fazlur
' Rahman e '0Y2 0
j Resolutions of Caledtta Convress e 020
\Ichru Comimittee Report e 71810
' S!upplemenwry Report of the above  -... '0°80

' CondrEss Gorpen' JuBmEs ‘Bro¢uuRrEs
‘*Reéduced Price _
L. Satyagrahain Gahdhiji’s Own'Words 08 "0
2. Vi“d ge'Industries and Re-¢onstruetion— '

. " by Bharatan Kumarfappa ‘040
3. Some Aspects’of Khadi—by GuIZarﬁal
" Nanda T "0 4 0
T4 Rural Indebtedness in Indxa—by‘ Prof _
"K. P. S. Malani ‘080
5. The Public ‘Debt’ of Indla—by J. C
"~ " Kumarappa "0 40
6. Indian Tariff Policy e 0470

1. Pubhé Selvxces in Indla—-by Prof. K T.

'Shiah e =040



Rs. & p.

No. 8. Defence of India or Nationalization of

Indian Army—by Nirad Chand
Chaudhury . 0o 6 0

» 9. Woman in Iedia—by the Rajkumarl
' Amrit Kaur and L. M. - 0 3 0
» 10. Indian Transpori—by Dr. H.R. Som, '
M. A, D. Sec., (London.) . 0 4 0
» 11 Indian Currency and Exchange. 0 4 0

Note.—Price for the entire series Rs.2/3/- Packing and
postage extra.

J. B. Kripavang,
General Secretary, A. I €.C.

N.B~—Proportional Representationjby Single Transferable
Vote (in Hindi) by Mahavir Tyagi, Dehra Dun, price
As. 4, To be bad of the author.



Priuted by Surju Lal at the Raja Press,
Attarsuiya Allahabad.






