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PREFACE.

L Y

is beliaved {hat no complete sceount of the Presideney

Banks has hitherto been published, though a few particulars
of their early history are to be found in Cooke's * Banking in
India”, a book published in Calcutta in 1863, and long sines
out of priot. The following memorandum deals with the history
of the Banks from their institution to the present date, but as it is
msinly based on Government records it is to be regarded rather
#s an account of their relations with the Government than as a
complete narrative of tbeir career. Through the courtesy how-
ever of Mr. W. D. Cruicksharck, the Secretary and Treasurer ol
the Bank of Bengal, the writer has been enabled to considerably
amplify the account of the senior Presidency Bank. Ia parti-
cular, the details given of the history of that Bank up to the
year 1843 are derived almost entirely from selections from its
records which Mr. Cruickshank kindly placed at the disposal
of the Government of India. The writer warmly acknowledges
the assistance he has thus obtained.

He also wishes specially to acknowledge the valuable advice
and suggesiions be has received from Mr. A, M. Lindsay, C.LF,,
the Deputy Secretary and Treasurer of the Bank of Bengal.
Though the complex questions with which Mr. Lindsay’s name
is apecially associated are not discussed in the following pages, it
has been a great advantage to the writer to bave Mr. Lindsay’s
belp in preparing a statement of the facts with which those
questions are so intimately connected.

CALCUTZA ;
Jat March 1500.
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N

Cmartee 1.

THE BANK OF BENGAL--FIRST PERIOD, 1806—1882,

The circumstances which lad to the creation of the first
Presidency Bank are thus described in a report* published in
1869 :=—

“ At the beginning of this century the European mercantile
community in India was small, and consequently when the
Government wished to raise large sums of money for the wars
in which they were copstantly engaged, they were obliged
tolook chiefly to the native mercantile community for the money
required. The mode of raising money in thoso days was by the
issue of what were called Treasury Bills, and these bills, in conse-
quence sometimes of a scarcity of coin and more frequently of
a combination among the native brokers, could not be cashed,
except at a heavy discount.” It was suggested in 1801 by
Mr. Tucker, the Accountant General at Fort William, that
* the establishment of a bank, besides securing many commercial
advantages, would prevent this depreciation of the Government
bills, by introducing a new customer into the market, who would
always be provided with a store of specie.” As long before as
1787 the Court of Directors had prohibited the Government

® The report of the Commisxion on the failure of tbo Bank of Bombey.
B



from extending their support to Banking institutions in Caleatta,
and in 1805 they negatived a suggestion for the establishment
of a Government Bank at Madras. Nevertheless the Government
resolved to support Mr. Tucker’s scheme, and *in 1806 recom-
mended the Court of Directors to establish 8 Bank in Calcutts,
in which the Government was to have the power of nominating
the Direciors and to be holder of a large portion of the share
capital as well as a trustee for the shareholders, guaranteeing
the responsibility of the establishment.” The Court of Directors
thereupon carefully reconsidered the question *and in an elabor-
ate despatch, dated Oth of September 1807, expressed their wish
to see a Bank established upon safe principles, but declined to
give the guarantee of the Company for its stability., They
objected to the principle of the Government becoming a partner
in the Bank, but nevertheless added that, if their consent were
thought material to the formation or success of the institution,
they would acquiesce, and concluded by leaving the Government
of Bengal ‘a latitude’ to subscribe to the extent of ten lakhs
towards its capital.” :

The consent thus reluctantly given was anticipated, for the
present Bank of Bongal actually opened (under the name of the
Bank of Calcutta) on the 1st May 1808, with a capital of 50
lakhs, of which 10 laklis had been contributed by the East India
Company. Peading the formal approval of the authorities in
England its business was conducted under a provisional arrange-
meut. :

The Bank received its charter of incorporation, duly confirmed
by the Court of Directors, in 1803. The terms of this first
charter are indicative of the special objects with which the
Bank was created. The amount of stock which might be held
by single proprietors was limited to one lakb, to preveut an estab-
lishment which the Government had founded for the general
advantage from falling into the hands of a few monopolists.
The advances to individuals were also limited to one lakh, to
ensure the use of the capital for the greatest benefit of the
greatest number, as well as for the Bank’s greater safety. The
restriction of the Bank’s advances to Government to five lakls is



3.

less * easy to understand. The author of the scheme had declared
his object to be to combine the advamtages of purcly prirate
Banks with those peculiar to the State Bank *“estalilished under
the immediate control and guaranteeof the Government,' and he
seems to have fearved that a Bask which owed ifs existence to the
Government, and was uuder Government control, would loso
its distinetively commercial charaeter, if it woere also allowed to
“implicate itsclf too deeply in transaciions with the Govern-
ment.”  The condition that the Bank should not hold more than
25 lakhs of Company’s paper in its own rizht was apparently
heerted with the same objeet.  The Bank’s rate of intercet was
limited to a maximum of 12 per cent,.in accordance with the
Government’s purpose of bringing ahout a permanent reduction
in the rate of inferest. It was intended that the Bank should
not interfere with any ectablishied business, and it was therofore
probibited from engaging *“in trade or in any kind of agency
for the buying and selling of public seouritics or of goods.”

The most important precauvtionary measures were provisions
requiring the maintenance of a cash reserve of at least onesthird
of the outstanding labilities payable on demand, and limiting
tha total liabilitics of the bhank of all kinds to the amount of the
Bank’s capital. This last rule had the effect of restrieting the
note issue to 350 lakhs, or cven less, as deposits and all other
liabilities were ineluded in applying the limit. _

The Government also reserved to themselves ample powers of
control. They were represented on the direction by three of
their own oflicers, in confidential communication with themselves,
through whom they counld bring strong pressure to bear on the
Directors if they could not absolutely dictate the policy to
be pursued. They also had the right to call for the Bank records

* This restriction was probably borrowed from the conatitation of the Bank of Enyland,
The Statute of 1695 prolibited that Fauk from mwaking sdvances to Government wif bont (de
express permission of Parliamexnt, The restviction was ome limiting the powern of the
Crown as much s« those of the Bank. Piti got this provision set saide in 1703 and hie
eamstant demands on the Directors for advances invelved tho Bank jo the utmont diffieulty
and peril.  The recolieetion of this must bave boen fresh in the minds +f the fronders of the
Berk of Bengal. Agsin, the Bank of Enzland was prohibited from charging a higher rale of
interest than & per cent i1l Lhe modifieation of the vaury laws in 1839. Other poiuts of
Tosamblance in the comstitutivos of the $woe Banks cowid be referred to.
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and to appoint an oflicer to inspect them, and * to require of the
Directors any information which they might think it to require
respecting the affairs and transactions of the Bank and the siate
thercof.” Lastly, the office of Secretary and Treasurer was beld
by a Covepanted Civilian almost continuously up to the time of
the Mutiny.

The Bank appears to have been conducted in too complete
accordance with the intentions of its comstitution, for it was ouly
in 1817 that the Directors discovered that by maintaining a
ratc of interest of only 6 to 8 per cent when money was very
searce they were playing into the hands of the shroffs, who took
the Bank’s money at this rate and lent it out “at an enhanced
and exorbitant interest.”  * To prevent the [requent recurrence
of so serious an evil as the total cessation of Bank Lusiness ™ 1t
was decided that the rate should s made to ““ luctuate according
to the demand for money.”

In 1822 the Directors asked the Government to sanction the
inerease of the Bauk’s capital from 30 to 100 lakhs, the reduetion
of the cash reserve limit to one-fourth of the outstaudine labi-
litigs, aud the romoval of the restrietion whielh prohilbited the
Bauk from issuing notes fo an atnount in excess of its eapital.
This rtestiiction the Governor Gereral in Counddl adwitted to
be “plainly preposterous,” and the mest Charter, whick was
given in 1823, permitted a note issue up to four times the Baok's
capital.  Tlie proposal regavding the cusb reserve wus also
agreed to.  DBut thuse measures oere considered by the Govern.
mcut to ohbviate the mnceessity for aninercasze of capital, and
this part of the Direetors’ request was neeatived. The delay
involved in a reference to Encland was considerable in thosa
days, and it was ot till 1329 that the Court of Directors
conlirmed tho Charter of 1523, stipulating, however, that the
capital should be increased by 20 lakhs, By that time the Bunk
itsolf was unwilliug to imcrease ils capital, and a further refer-
euce to the Coart of Directors was not disposed of till 1835, or
thirteen years after the point under discussion had arisen.

T'he tollowing tigures, which are taken from a letter of Janu.
ary 1820, show the ‘‘averaga state of the funds of the Bank *’
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during the period of 13} years in wuich the first oharter wasin
force :—

; B 2

Capital . 4 . .  B50,00,000
Bank potes outetanding . . 43,58,000
Agconnte surrent . . 4,088,000
Lotteries, Premin and Snndnu 4,26,0600

1,02,79,000
Cash balsnes . - . £8,08,000
In Company’s loan paper . $7,8%,000
Treasury notes . . 8,909,000
Loauns to the public on dopontc 17,283,000
Bills diseoanted . . 9,858,000

1,02,79,000

Average dividend 9 per cont par annum.

The low figures under the heads * Accounts current” and
¢ Bills discounted ”’ are noiiceable. The accumulation of the

information which epables a bank to transaet a large discount =~

business with safety is a slow process, and it was not till 1866
that what would now-a.days be considered a fair proportion of
the bank's rescurces was employed in the discount of bills.

There is little of interest to record in the next few years, In
1829 the Rajkissen Dutt forgeries occurred. The Bauk had
advanced money on some Company’s paper which bad been certified
as genuine by the Treasury before being accepted by the
Bank, and which probably did bear the genuine signature,
fmudu]ehtly obtained, of the Financial Becretary to Government.
When it was subsequently discovered that the paper was forged the
Government declined to make good the loss of 3} lakhs, which
the Bank had suffcred. The case was carried by the Bank to the
Court of Directors and the Privy Council but without suocess,
and in 1834 the Directors had to write off the whole amount, with
the result tbat no dividend could be declared, and the Bank’s

"ghares fell temporarily from 80 per cent premium to par.

Meanwhile the Bank and Calcutta generally had been passing .
through difficult times. Between 1829 and 1832 there were
several severe commercial panice consequent on the failore of some
of the largest of the Calcutia houses. The Bank itself appears to
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bave been in no great danger, but stepped in to protect one
of the most important flrms whioh still remained, and in so
doing deliberately infringed its Charter. To this firm (Messrs.
Alexander & Co.) tbhe Board directly or indirectly advanced
more than 23 lakbhs, the extreme limit permitted by the Charter
being one lakh. After the advances bad been made they
accepted some indigo concerns as collateral security, though the
Charter prohibited the lending of money on the security of
immoveable property. Fiaally, when the firm failed in December
1532, the Dircetors worked the indigo factories themselves, being
unable at the time to sell them to sdvantage. This agnin
was contrary to the provisions of the Charter, which expressly
prohibited the Bank from engaging in trade. The Govern-
ment Direetors had concurred throughout in the action. taken,
without appureutly even mentioning the matter to the Govern-
ment, and when, after all was over, an explanation was called for,
they joined with the mereantile Directors in defending their course
of action as the only policy they could properly have pursued.
“ The oceasion was one,’”’ they said, ** which colled for extraordi-
pary and prompt aid, and though they were aware of the literal
objection in their Chiarter Deed to an advance in excess of one
lakh of rupees to any one party on simple personal security, they
did not decree the spirit of the Charter to be opposed to a
contingency which it could never have contemplated.”” Else-
where it is stated that the rule limiting advances to one lukh
had been “avowediy and openly contravened * from the first.

Though the Bank was not apparently imperilled, it suflered
cousiderably during these years, the amouat written off us Lad
debts from 1529 10 1836 being 44 lakhs of rupees (cxclusive, it
would appear, of the losses on the Rajkissen Dutt forgeries).

The Governur Genersl of the time fook an amaziogly
lenient view of the extraordinary failure of the Government
Directors to perform their obvious duty. In an interview
with the Secretary of the Bank, “His Lordship observed that
the indigo factories beld by the Bank ought not to be sacri.
ficed, nor were the Directors to suppose that the communica-
tion recently made to them by Government was intended to
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interfere with any arrangement which certain previouvs irregular
proccedings had made expedient and necessary for the recovery
of its debts—the Bank was in a scrape and should be allowed
to get out of it in the best way it could.

“ His wish was to let the Bank down as softly as possible,
Be was of opinion that the Bank Charter required revision; it
was neither adapted to the circumstances of the country at
large nor even to those of Caleutta; that clause of the Charter
which limited advances to one lakh of rupecs he thought absurd
it placed the Official Directors who had no pemonal interest in
guch proceeding under the neoessity of compromising their re-
sporsibility by aliowing unauthorized advances wblich might
nevertheless be judicious and proper.

« His Lordship was of opinion that 3 new Churter should be
framed adapted to the circumstances of the vountry : it should be
made practical and practicable, and it would be the particular
duty of the Official Directors to see that its rules were never
violated.

« His Lordship obligingly observed that the pewspaper
remarks which had recently appeared respecting the conduet of
the Bank Directors had given him a favourable impression of
their management.”

To such encouragement the Directors were quite ready to
respond, and about this period we find numerous proposals under
discussion for extending the operntions of the Bank and enlarg-
ing its freedom of action. Thus, in this year (1833), the sugges-
tion was made that the Bank should take over the disbursement
of all civil and military payments at the Presidency town. A
decision was delayed owing to difficulty in the settlement of terms,
and the Government finally declined the Bank’s oifer in 1837 on
the ground that mo appreciable saving would be effected therehy.
The proposal, as is well known, was actually curried out 25 years
later,

The Directors themselves bad not entertained the proposal with-
out some besitation. The iransfer of Government business would
liave involved » large increase im routine work, and tle routine
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work they already had was badly performed. The minutes written
by the Directors mention that it often took three days for an
applicant for discount to get an avswer, a whole day to obtain
& loan on even the best security—that of Government paper,
and four or five hours to get it paid off. The elective
Directors frcely expressed the opinion that the * Bank will never
be what it ought to be while its priocipal officer (the Secre-
tary and Treasurer) is a Government servant who only looks
to the Bank as a stepping stowe to something better”; aod
contrasted their procedure with that of tbe private Banks where
*a discounter gets his money by taking a chair for five minutes
and his rodcemed paper without apy delay at all” The papers
contain several other indications of the unpopularity of the offieial
Scerctary among the Directors, and in 1840 a nop-official was
appoivted in spite of the protest® of the Government. But
between tha elective and Government Directors there appears
to have been wo frictim at all. The latter identified them-
selves fully with the interests of tbe Bank and were able
to hiold their own in discussing and even initiating schemes for
its advancement.

Ao example of this, which also illustrates the spirit of enter-
prize prevailing at this time, is found in an able minute written
in 1837 by Ar. Dorin, an Official Director who had previously
been Secretary of the Bank and subscquently rose to the position
of Member of Council. Dealing with a proposal for the opening
of a branch in the Nortbh-Western Provioees, he declares and
explains his preference for the more terptiog prospects offered
by the establizhmout of branches at Bombay and Madras.
Turping then to the question of ensuring the convertibility of

* Tho Government informed the Bank that relying or the sppointment of a Civilian te
this post they bad given the Bank power to npen branches and had « prosscoted the impartent
sap-himent to what extent a paper currency con safely aud copveniently be lntroduead into
India (i.e., in the interior) and were prepared to have continued measures to the sawe end
through the samwe avency . . | but (if & wom-offuinl were sppointed] it would be neces
sry vither to relinquish altogether such intention or to devise sn agrocy wmore eubject te
the rentrol and pioco entiticd to the conBdence of the Covernment, becsuse munnged winistes
rially by an officer of the Civil Servise.”” Tie Uank replied that the improvement in the
management of its Caloutts business under a merenntile Sscretery woald be worth mors than
the exlvnsion of its sirsulation i the interior under an official Secretary.
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the Bank’s notes over such sn extended area, be ontlines a system
of circles with notes payable at circle offices and the Bank
head-quarters which is not unlike the scheme actually adopted
by the Government in 1862, The time, however, was not ripe
for this project. Only a wmonth before the Directors bad been
called on to consider a scheme * for & * Great Banking Establish.
ment for Britisl_l India,"" aod had replied that while some
of them thought it *‘very possible’ to establish a branch at
Bombay, otbers inclined to think that the object might be even
better accomplished by the Government chartering an independ-
ent Bank at that town. The question came under the considera-
tion of the Proprictors six wmonths later, and they disposed of it
by passing (apparently almost unasimousls) a resalution afirm-
ing that ““it is not at present desirable to extend the operations
of the Bank either by way of branches or agencies or in any

manner to place the assets or responsibility of the Bank beyond
the immediate control of the Calcutta Directors.”

The Proprietors, at the same meeting, were asked to eoncur in
certain modifications of the existing Charter which had been
agreed upon between the Directors and the Government after
negotiations which originated in 1833 ia the «ircumstances
already explained, and bad lasted till 1837.

The alterations proposed were sweeping, and the Government
of India had themselves taken the lead in suggrsting them. They
ennsidered the limit on advances o he * absurd” and the draft
Bill omitted it. They beld it to be *indispensable” to modify
the rule requiring the maintenance of a cash reserve of ode-fourth,
and the draft Bill placed the limit at one-eighth—a proportion
which the Directors had represented as exceeding ‘‘ the propor-
tion assumed by the most solid and best conducted Banking
establishments in Great Britain as thé rule of conduct” The
Government of India had of their own accord cut out of the Bill
the clavse giving a power of making bye-laws which they
observed “ seems never to have beea used and is not likely to he

® This intersating suggestion is mere fully notised in Chapter VIIL.
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required,” .and they bad themselves added a power to dealin
exchange, with the following explanation :—

“ Preparatory to the estublishment of Branch Backs and indeed inorder to
enable the Banks to employ agents to facilitate remittance trap=actions, His
Lordship 'n Council has addad to Lhe descriptions of business to which the
Bunk hus hitherto been restricted the purchase and sale of Lills of exchinge
aud of Lullion which sre & kind of business he understands to be allowed to
the Bauk of England.”

It must not be supposed that in suggestiog the last-men.
tioned addition the Government of India overlooked the possi-
bility of the Bauk embarking on exchange operations with
Eugland. The subject had only a month previously been under
the consideration of the Directors, and the Government were
no doubt aware of thé fact.

On most of these points, however, a very different view waa
tgken by the ultimate authorities—the Proprictors of the Bank
and the Court of Directors of tbe East India Company. The
Proprietors, s already stated, declared against a policy of rapid
extension by mesns of branches, though they did oot object to
power to open them being -taken in the Bill. After the words
“ buying and selling Bills of Exchange,” they made the signi-
ficant addition *“ payable in India,” thus voluntarily imposing on
themsclves one of the most important and permanent restrictions
uoder whieh the Bank has worked. The ecash reserve of one.
fourth was restored, apparcntly by the Court of Directors in
England, and the limiton advances was re-imposed, being raised,
however, from 1 lakh to 3 lakhs. The probibition against the
grant of advauces on bank shares had also been omitted, but
was ultimately maintained. In the end, therefore, the new
Chearter Act, which was finally passed in 1839, did not differ
very materially from its predecessors,

The capital of the Bank at the end of this period apparently
stood at a little over a crore. The Court of Directors in 1835
had insisted on compliance with their orders of 1829 requiring
the increase of the Bank's capital from 50 to 70 lakhs of sicca
rupeee. Shortly after this the * Coropany’s rupee’ (f.¢., the pre-
sent rupee) replaced the sicca rupee in the East India Company's
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coinage, and was adopted in the Baok'’s accounts from the 1st
January 1836, The capital was, therefore, fixed by Act XIX
of 1836 at 75 lakhs—the nearest round number under the new
coinage which gave the full amount of increase required by the
Government. ‘Though the Proprietors had at one time objocted
to this increase of capital, they themselves resolved on a further
increase of 374 lakhs in 1835, and measures were taken the same
yvear ta give elfect to this proposal under powers conferred by Aot
XXIV of 1838. The reasons for this sudden change of policy
are not very clear, but the object seems to have been to bring the
Bank’s capital up to the level of that of the Union Bank which
at that time was threatening the supremacy of the Presidency
Bank. Apparently the additional amount culled for in 1338

was never fully subscribed, for the Bank’s capital stood at only
107 lakhs more than 20 ycars later.

But few details can be given of the history of the next
twenty years. The Charter of 1530 remained in force till 1862,
being only slightly modified by Acts XXI of 1851 and XXV]I
of 1835, both of which are noticed ® elsewhere. By the creation
of the Banks of Bombay and Madras in 1840 and 1%43 the
Beogal Bark lost the chance of extending iis operations into
other Presidencies; and though power had been taken in 1834
to open brauches clsewhere, the power was not exercised. The
Bank would scem to have accepted the limitations whieh the
Charter re-imposed, and to have continued its stcady but strictly
loval development on the old lines.

Before leaving this period one episnde may be noticed which
is of great interest as showing how far the restrictive provisions
of these earlier Charters fulfilled the purposo for which they had
Leen framed. 1In 3837 the oceurrence of the mutiny threw an
exceptional strain upon the resources of the Buank. Distrust of
the security of the Bank and even of the Government itself led to
the presentation by natives of large numbers of notes for encash-
ment. The military operations of the Government must also have
caused a drain of specie from Calcutta, and the Bank bad also to
face a largely increased demand for accommodation on the part

* Pages 40 aud 44,
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of the commercial community. To meet the demand for cash
by tenderers of noies and comply with the rule that the cash
Lalance should not f[all below one-fourth of the outstanding
liabilities, the Bank had to restrict accommodation; but thers
was acute disagreement between the elective Directors and the
Government Directors as to the best method of doing this. The
latter favoured the ecorreot policy of raising the rates of discount
to any amount which experience might show to be sufficient
to restrict the demands on the Bank to the desired extent. The
elective Directors, being in a majority of two to one, wera able to
insist on the retention of the wusual discount rate, and granted
accommodation to sclected individuals only, while refusing to
make advances even on Government Paper to other applicauts
who might bave been willing to pay a far higher rate. The
Government Directors recorded a protest against the action of the
majority, and drew thu attention of the Government to the state of
affairs, The Government then called on the majority for 2an ex-
planation of their reasons for pursuing the course above described,
This explanation the Direotors refused to give, and it was decided
that it would vot be wise to press for it. Jeanwhile the Bank
by following this course bad got “out of rale,” i.e, their cash
balance had fallen below the prescribed minimum. On the 21st
July 1857 they had o cash balance of 127 lakhs to meet liabi-
lities of 242 laklhs, ie, the cash balance exceeded half the liabi-
lities, The amount of loans on the securily of Government
Paper was then 157 lakhs and the note circulation about 160
Inkhs. By the 2nd October the cash balance stood at 56 lakhs
or just over oue-fourth of the liabilities which amounted to
222 lakbs; the loams on the security of Government Paper
bad reached 203 lakhs; and the note circulation had fallen to
about 115 lakbs. Shortly after, the cash balance fell to an
amount whicl was less than a quarter of the liabilities by 5 lakhs.
The Goveroment Directors then proposed to raise the rate of
discount on outstanding loans, and to refuse all fresh accom-
modation entirely. The elective Directors again overruled them,
and the Government thereupon privately announced their inten-
tion of seeking an injunction restraining the Directors of the
Back from granting further accommodation, Fortunately the
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Goveroment were not compelled to carry this dangerous threat
into execution. The Directors submitted. They formally yprotested,
however, against the course pursued by the Government, alleging
that the Bauk had on many previous cccasions heen “out of
rule,”” but 1o notice had been taken by the Government Directors
or by the Government ; they also stated their belief tLxt ** nothing
shart of a suspension of cash pnyments could have prevented
the Bank from appearing out of rule for a time.”” The Govern-
meut replied that the rule must be rigidly observed in the futurse
and the Court of Directors, to whom the correspondence was
forwarded, supported the action of the Government Directorsand
gave instructions that the latter shiould always keep in communi-
cation with the Government regarding the affairs of the Bank,
The incident is imstructive, In 1832 ithe Governwent
Directors had joined in setting aside the sirizgent rules which
they were bound on oath to see enforced, aud had net even
ir{ovmed the Goveroment of ahat was going on,  The srs

ssiem of
comtrol  had therefore failed. But in 1857 the Govemment
Directors did thels duly, and gave the Government timely notice
of the impending infringzment of the terms of the Charter. Thue
Govermment, when they got thia ioformation, ware slmost help-
less.  They were unabie to interveas effectively till perhaps the
most important safeguard provided in the Bank’s constitutien had
been set aside, and then ounly by using a menacve which, if
enfnreed, would probally have caused the raoin of the Bank. So
much for the system of Government control. As reyards the
sysiem of mechanical checks, the minimum cash reserve, znd so
om, the experience gn both occasions was that the Directors set
the restrictions aside in times of difficulty because they couid
not help themselves, and set them aside at other times because
their doing so involved no possible risk. Threv years later, in
1260, the Government themselves illegally sanctioned the issue
of notes in excess of the statutory iimit of two crores,

The legislation of 1862-83 remocved aimosi all the restric-
tions which are so characteristic of this earlier pericd. But,
though it had sometimes been found impossible or incon-
venient to enforce them, they had cm the whole been effec-

tive and salutary, It was largely owing te the possession
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of a conservative constitution, which' the Goverpment never
allowed to be deliberately aod entirely set aside, that
the Bank passed safely through the critical times in which
so many * Ivdian Banks succumbed; and the limitations im-
posed by that constitution did not prevent it from attaining
& considerable developmeni, and rendering important service
to Government and to commerce, while paying throughout
a respectable dividend to its proprietors. It must be remem.
bered, too, that these limitations were imposed in the inter-
ests and at the wish of the shareholders generally. The Govern-
ment took shares ss a guarantee to the commercial community
that they would maintain a close supervision over the manage-
raent of the DBank, and without that guarantee the rest of the
eapital would not have been subscribed. When in 1837 the Gov-
ernment were inclined to sanction a more enterprising policy,
it was the proprietors as well as the Court of Directors in Eng-
land who insisted .on caution. Finally, when in 1876 the
Secretary of State directed the Government of India to surrender
their shares nnd cease to appoint directors, his instructions were
opposed by the proprietors themselves as strongly as by the
Government, and the proprietors asked to be allowed to eleet
Government officers to their Board of Direction after the system
of appointing official directors hud been discontinued. The
Government from the first shared the wish of the private
proprietors to make the Presidency Baoks great and Hourishing
institutions. If they imposed some conditions which now
appear unduly restrictive, they did so because it was believed that
these conditions were indispensable to safety, and not through
any jealousy of the increasinginfluence of the Banks, or through
any desire to specially protect their own interests without regard
to the general welfare of tha Banks or of the public.

® The Unios Bunk i arexample of this. In 1840 it had a eapital of one crore, and though
jta mote issne wan not recogaized by the Government, it competed nnt uneucoessfully with the
PBank of Bengal in other reapects. 1u 1848 it fuiled having lost its capital in tranesctions
remarkably siwilsr to thoss ip which the Bank of Bombey engnged in 1864—1867. It
slse lost mooey in Exchange operstions. The deed nf parinership of this bank eontained
wany of the mfeguards found in tbe Buok of Bengel's oharievs, but tley wees evaded. For
wxample, there was o time-fimit (foor mocibs) on advances which was cvaded by a promies
being mads al the time au advaner was granted that it would be renewod.



15

Caarrer II.

*+ THE BANK OF BENGAL—SECOND PERIOD (1882-1576) AND
THIRD PERIOD (1876 -188y).

As Banks of issue the Presidency Banks had been subject to
a two-fold restraint. They were directly controlled by the
Governwent and the scope of their business was restricted by their
charters. In 1862 they were deprived of the management of a note
circulation, and given in its stead the use of the Government
balances and the management of the Treasury work at the Pre-
sidency towns and at thie branches. Partly as compensation for
this change, partly beczuse the old restriotions had been some-
timos ineffective, and partly, perhape, because the new duties
were supposed to involve aless onerous responsibility than the old,
it was decided to give the Banks for the future a wider disoretion
in the conduet of their business. The subsequent history of the
Banks is the history of two experiments in this direction. In
1862 the old statutory limitations were very greatly relaxzed,
but the Government’s.powers of control remained unchanged. =In
1876 nearly all the most important limitations of the earlicr
period were re-imposed, but the Government desisted from direct
interference in the management. By ceasing to appoint official
directors and by disposing of their shares they divested themselves
of both the right and the obligation to intervene.

The two later periods of the Bank’s history may also be distin-
guished in another way.

It has been shown how in the years from 1809 to 1839 the
constitution of the Bengal Bank as a Bank of issue was gradually
modified till it took its final shape in the Charter of 1839, This
period of adaptation was followed by a long term of development
on fixed lines, When in 1862 the Banks became bankers for
the Government, the process of adaptation began again. In 1876

* This Chapter includes & sammary of Chapters 1V, VL, VI and VIIL axd is pot'
siriotly eonnod to tbe Benk of Bengal- .
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it was practically compieted and another long period ensued
during which there was little that was new in the way of dis-
'oussion, experiment, or actual change. The two really import-
ant issnes of the twenty-three years since 1876 have been the
question of borrowing in England and the question of lending
from the BReserve Treasuries. Exocept for these questions there
is little to notice in the history of the Banks since 1876, But
between 1862 and 1876 almost every question of importance
to the Banks was discussed, and many were so far settled
that they are only now being revived under a new set of
conditione. The following are some of the subjects then dealt
with :—

(1) The restrictions upon the banking business transacted
by the Banks and in particular the question of deal-
ing in foreign exchanges.

(2) The classes of Government business transacted by the
Banks and especially their connection with the Paper
Currency ; and their remuneration for the transaction
of such business.

(8) The employment by the Banks of the Governmemt
balanoces.

(4) The grant of advances to the Banks from the Currency
Regerve,

(5) The question of the sufficiency of the Banks’ capital.

(8) The amalgamation of the Banks.

(7) The establishment of Branches.

(8) The question whether Government business in the in-
terior should be made over to local Banks or to
Branches of the Presidency Banks.

{9) The question of competition between the Banks.

(10) The question of Government eontrol.
 The first six of these questions are examined in the succeeding
chapters and need only be briefly referred to here. The question
of permitting the Banks to deal in foreign exchanges was set-
tled almost without being raised. It took four years of constant
protest on the part of the Banks and the Government of India
to induce the Becretary of Staie to allow the Banke to remit
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the dividends of their constituents in England by their own
bills. His first objection was raised in September 1£32 and he
only reluctantly gave way in December 1866. His opposition
on this point showed that it would be useless to raise the larger
issue. The question of modifying the restrictions on business
generally as defined by the Charter Acts of 1662-63 might never
have arisen as far as the Bank of Bengal was concerned. Bui the
failure of the Bank of Bombay in 1868 demonstrated the ncces-
sity of a stricter charter and the old limitations were re-imposod
- without serious protest in 1876. They have been accepted ever
since, practically the only proposals for larger powers till the year
1599 being the suggestion that the Banks should Le allowed to
lend on the securities of the Ceylon Guvernment and on the
securifies of Assisted Branch Railways. Both suggestions were
negatived. It may be added here, to complete this part of the
subject, that in 1879 the Banks were given power to borrow in
India but were refused power to borrow in England.

The relations between the Government and the Banks in the
matter of Government business were first settled in 1862 and
were Tevised in 1866, 1876, 1886, and 18903, With one escep-
tion there has been little difficulty in settling the classes of busi-
ness to be transacted by the Banks, or the remuneration to be
granted to them. The exeeption referred to is the paper ourrency
business which the agreements of 1862 authorized the Banks
to transact as agents for Government. This class of business was
withdrawn from the Banks under the orders of the Secretary of
Btate in 1866, the agreements heing revised in that year on thag
account. The revision of 1876 was rendered necessary by the pass-
ing of a new Chorter Act (the Presidency Banks Act of 1876).
Only minor changes were introducedin the two later revisions.

The Presidency Barks were first permiited to have the use of
the Gorvernment Balances in 1862, and the terms on which they
should be aliowed to use them have been the subject of constant
discussion almost ever since. It would take too long to describe
here the various stages through which the question bas passed.
It will be sufficient to state that tiil 1876 the Banks enjoyed the
use, in some form, of the whole of the Government balances at the
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Presidency towns, and at their Branches, free of interest. In 1878
the amounts left with the Banks were limited by the establishment
of Reserve Treasuries, and the question has since iaken another
form, pamely, that of settling the terms on which the Banks
sbould be granted losus from the Reserve Treasuries. Till 1898
such loans seom to bave been granted with comparative freedom,
though the Government have refused both before and since that
yeoar to commi¢ themselves to a definite engagement to make such
loans when asked to do so. Since 1893 there has been at times

- & danger of the loans being used to enable the Exchange Banks
to oppose the Becretary of State in the sale of Council Bills, and
they have been less freely given. The most recent declaration
of policy, however, shows a tondency to greater liberality in this
direction.

The next three questions were practioally raised and disposed
of by one or two isolated incidents and led to no prolonged discus-
sion. In 1865 the Government agreed to advance the Bank of
Bombay a crore-and-a-half from the currency reserve to prevent
the Bank from suspending payment, but the mere assurance
proved sufficient aud the advance was not made. The Banks
have not again asked for this rclief under similar circumstances,
though it has recently been proposed that they should be allowed
to draw on the currency reserve as a means of expanding their
resources during periods of monetary stringency.

In 1864 the Bank of Bengal doubled its capital at the
instance of the Government, but' it has not again been increased.
The Bank of Bombay. guadrupled its capital in the same year
of its own nccord, but had lost almost the whole by 1867 and
tho present Bank has a capital of only half the amoant possessed
by the old Bank. The Madras Bank increased its capital in
1863 and again by a small amount ih 1887. The following
-are the figures (in lakhs of Bs.) :—

1868, 1864 1899,
Bank of Bengal . . . . . 110 220 200

o o Madras, . . . . 80 56 80
» Bombly - - . » 5! 209 100

® The Sucrense in 1399 was JO lakha, the eapitad having basw redoosd to 50 lakbs in
1578 Bes irst paragraph en page 0.
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The amalgamation of the three Banks into one Bank cone
trolled from Caleutta was proposed in 1867 in anticipation of the
failore of the Bank of Bumbay. The proposal, however, fell
through owing to oppoesition at Bombay.

The foregoing questions (Nos. 1 to 6 of the list) are still of
considerable practical interest, and a fuller account of them will
be found in Chapters 1V, VI, VII and VIII. The four rewmain-
ing suhjecta on the list can be finally dealt with here.

The firest of these subjects is the question of establishing
Branclies of the Presidency Banks. The materials available do
not permit of the presentment of the later history of the Banks
from the point of view which would be of most interest to a
Banker or the public, The records of the Government of India
describe the discussions which took place between the Govern-
mont aud the Bavks and between the Government and the Scere-
tary of State, and give no prominence to changes and develop-
ments on which &ll were agreed from the first, or which did not
require the executive or legislative sanction of the Government.
Undoubtedly the chicf of these developments was the institution
of the Branch system. The Bank of Bengal had no Branches (ill
the time the proposal to transfer Government business to the
Banks was made in 1861-62. Tbe offer of Government business
in the interior induced it to open Branches at several important
centres, and it is well to call attention to the fact that this exten-
gion of its business is primarily due to its connection with the
Government. It now acts as the Government Banker at four-
teen®* different Branches, and, while the private Banking busi-
pess transacted at these Branches is valuable in itself, the connec-
tion so obtained increases the operations of the Head Office.

The system has pot, however, been extended in recent years.
Though no less than 18 Branches (including the Bombay Agency)
had been established by 1888, the total numbar at present is oniy
17 (thres of which do not transact Government business).

'Bin:ill.rlf. Goversment basiness i transscled by the Bavk of Madras at 10 Branche
sod by the Bank of Ecmbay st 7 Branches. .
C
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‘When the Branch system was under consideration in 1861 and
1862 there were & number of Banks already established in the
interior, and one of these, the Agra and United Bervice Bauk,
offered to take over the Governmert business at Agra, Allahabad,
Delhi, Luckoow and Lahore. The Government were of opinion
that an existing Bank should be given the preference even though
the Presidency Banks were willing to open a branch at the same
Place. The Secrctary of State, however, in 1863 refusad to allow
Government business to be made over to other Banks. This
decision, which was applied in the case of the Agra and United
Service Bank and has ever since been acted on, gives an import-
ant but not undue advantage to the Presidency Banks. It
enables them to choose their own time and place for opening
their Branches; against the advantage which a private Bank
possesses by virtue of its freedom from the restrictions imposed
by the Presidency Banks Act, or may hope to gain by priority
of oceupation, it has to set the fact that it may st any time
Lhave to compete with a rival ipstitution enjoying the vse of
the local treasury balances and the prestige of Government
recognition.

The Presidency Banks were thus given & monopoly as against
other Banks. The question also arose whether they should be
allowed to compete with one another, Towards the end of 1887
the failure of the Bank of Bombay was known to be imminent
and it had become certain that the proposal for the amalgama-
tion of the Banks could not bo carried through, The Bank of
Bengal therefore decided to withdraw its Bombay business from
the Bombay Bank which had previously aeted as its agent, and
with a view to managing the bnsiness itself, the Bank tele-
graphod to the Government of India as follows on 20th October
1867 srme ‘ :

* In prospect of early lignidation of Bank of Bombay, the Directors pro-
roze to eend an agent to Bombay to collect this Bank’s cutstandings there ; do
you approve f ¥

The Government of India replied as follows the next day :—

“The Government of India cannot ohject to the despatch of an agent
whenever the Directors may think it necessary.”
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The agent was immediately despatched with a letter of
instructions which was seen not more than a few weeks after it
was sent by the Financial Secretary and apparently by ihe
Finanece Minister ; and less than four months after the establish-
ment of the agency the Bank of Bengal informed the Government
that it bad purchased premises in Bombay at a cost of two
JakLs of rupees,

The letter of instructions above referred to included the fol-
lowing direction :—

“ As it is not the intention of the Directors to eetablish a regular Branech
for the tramsaction of every deseription of business, you will understand that
your duties will be strictly eonfined to reulizing the Bank's ascels, collecting
bills sent from time to time, disposing of the proceels as you may be ine
structed, honouring drafts drawn by the head officeand brunches, and generally
eonducting the businese heretufore transacted for this Bank by the Bank of
Bombay. The receipt of deposits is thus carefally exchuded.”

It was subsequently asserted that these orders, which, at
first sight, appear to restrict the duties of the agent within very -
parrow limits, really permitted him to transact all classes of
pusiness except the receipt of depesits. Probably the more
correct view wasthat taken by the Government of India who held
that it included “all the operations of banking permitted to the
Bank of Beungal except receiving deposits, discounting bills and
granting loans.”

Ar. Gay, who subsequently became Comptroller General,
was appoint.ed at the end of 18¢8B {o exsmine and report whether
the Bauk’s agent had exceeded these instructions. He reported
{hat he had not. The Agent had refrained not only from receiv-
ing deposits, but also from discounting local bills and granting
loans.

The Agemt had in fact transacted for bis Bank only those
classes of business which the Bazk of Bombay might have trans-
scted as Agent, but, as Mr. Gay pointed out :—

# The business obiained (in Bombay) by the (Bengal) Baok has been mneh
extended in degies by the establishment of au independeut ageney, while
eertain kinds, such as purchase of bille in towns where branches exist, purchase
of Bank Poet Bills and Currency notes at a discount, ste,, though ia theory
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they might be taken by one Baok simply ws Agent for another, yet in

practico would be taken by the Agent Bank on ils own bebalf, and to its own,
at Jeast partial, profit.”

The increase of business so obtained by the Bank of Bengal
may be judged by the following figures which the Bank supplied
to the Government of India in 1873. The first line of figures
shows the total amounts (in crores of rupees) of the transactions
of the asgenmcy during the last five years in which the Bank of
Bombay was agent, and the second the corresponding totals
during the first five years in which the Bank had an independent
agency :—

Tarn aver in Bamittacoes  Withdrawals

ensh pooount. to agency. from sgwnsy.
188367 . . . 10 5 b
1868—-T2 . . . 56 29 28

The establishment of the agency at Bombay gave rise to
much controversy between the Banks of Bombay and Bengal and
to differcnces of opinion in the Supreme Council. Some of the
Members considered that the Government had intentionally and
formally ratified the establishment of the agency as a permanent
institution, and that it would be grossly oppressive as well as
impolitic to require its removal..  Others held that under the pre-
text of sending an agent for a purely temporary emerzency the

Bank liad virtually concealed a scheme for forming a regular
Branch at Bombay.

To the old Bank of Bombay which had only a few months
morc to run the establishment of the agency did not much
matter.  But with the new Bank which followed it the case was
dilfcrent. It suffered in prestige by the close neighbourhood of
a more powerful Bank, and its position at the first was so pre-
carions that it could ill afford any loss of prestige; it suffered
also sume loss of Lusiness ; and above all probably, it was appre-
hensive that unless it made a vigorous outcry the restrictions
on the Azent’s operations would speedily be removed. The con-
troversy was prolonged. The papers written on the subject
during the first 19 months after the establishment of the agency
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in 1867 $1l 130 pages of print, and the question was not finally
settled till 1876. The Secretary of State was throughout on the
side of the Bank of Bombay. He repeatedly gave instructions
for the removal of the agency, and even recommended the Govern-
ment of India to resort to special legislation since the Bank refused
to retire without compulsion and could pot legally be ejected.
Ultimately the matter was left over till the expiry of the agree.
ments which had been entered upon in 186G. When thesec at
length came under revision, the Secretary of State proposed that
the renewal of the Bank of Bengal's agrcement should be eondi-
ticnal on the withdrawal of the Bowbay Agency, but it was
obviously impossible to require that Bank to entrust its legitimato
business in Bombay to a bitterly hostile institution. Matters were
therefore left as they were, and the Aet of 1876 formally recog-
pizes the opening of 8 branch of a Presideney Bank in the other
Presidency towns, but imposes restrictions on the classes of busi-
ness to be iransacted by which direct competition is as far as
possible prevented.

The terms of the section dealing with the point are as
follows :—

“No agency of the Bank now or hereafter established in Bombay,
Caleutta or Madras shall advanee or lend money or open ecash credits om
gecurities or receive deposits and keep cash aecounts or disconnt bills of exchange
drawn and payable in the Presidency in which it is so established.

“QOr shall act as agent on commission or transact any business except
as agent of its principal Bank or any of iis branches or other agencien”

The other Banks have not thought it worthwhile to ask per-
mission to open agencies in Calcutia, but the Bank of Bepzal's
agency in Bombay still remains.

The controversy is something more than an interesting episode
in the history of the Banks, The discussions regarding the
Bombay Agency and the similar attempts made by the two
Banks to encroach on one another’s territory in Hyderabad and
Berar definitely settled the question of mutual competition
between the Presidency Banks. It was obvious that these Banks,
all of which numbered the Government among their share-
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boldcrs, directors, and depositors, could not be allowed to use the
prestige and capital so obtained to destroy one another. Never-
theless, the action of the Bengal Bank found some support, and
it is possible that had the question first arisen after the Govern-
ment conneotion with the Banks as shareholders and directors
had ceased, the policy of unrestricted competition would have
heen adopted. It was indeed found so difficult to adjust the
contending claims of the Banks elsewhere, in view of the position
created by the existence of the agency at Bombay, that both
Lord Mayo and Sir Richard Temple were inclined definitely
{0 recommend the adoption of “ free trade” all round. Thus the
Viceroy wrote :—

¢ We cannot enforee mogopely and if we move at all we can only take the
other course and advise competition . . . . . I thiok on the whole
fres tzude between tha thiree Banks is almoet the only course opeu to us, and
1 do not see that it would be injarious to the interests of the public. If it led
to amalgamation, it is probable that the public would gain.”

But this suggestion was opposed by a Member from the
Bombay Presidency who saw in the exztension of competition the
ingvitable “ annihilation of the Bombay Bank.”

The last subject in the list given in an earlier part of this
chapter is the question of Government control, and in particular
of control through official directors. 'This subject gave rise to
almost as much writing as the question of the agency at Bom-
bay and hardly yields to that question in interest. The system of
Government representation on the direetion of the Banks admite-
tedly failed in the case of the Bank of Bombay and for this reason
was condemned by *Sir C. Jackson, the President of the Commis-
sion which engnired into the failure of the Bank of Bombay.
But in that case “ the system of commeroial directors failed still
more signally " as was pointed out by a member of the Commis-
sion. The system of official directors had worked well on the whole,
especially in the case of the Bank of Bengal. The official directors
on the Board of that Bank were further removed from local infla-

# gir C. Jackson in mentivned in esveral places in tbis Memorandam. Hoe had been s
Mauster in Chavcery and a Judge of the High Courts of Calontta and Bombay, and bed pre-
vicusly presided over the Cammittee of Investigation inie the atfairs of the London, Chatham
and Dover Railmay.
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enoes, such as those which carried away the Bombay Directors, and
had the advantage of being in intimate relations with the Suprems
Government. The system enabled the Bank to obtain the
services of the highest finaneial advisers * of the Government and
brought the Government into close touch with commercial feeling
and interests. The Government Directors were the official re-
presentatives of cauticn, and it was admitted that the best Secre-
taries of the Bank were often indebted to the Government Directors
for the support which enabled them to successfully resist a poliey
which appeared to be dangerous. But though cautious, they do
not appear to have been timid and obstructive. They must have
performed with some tact the rather delicate duty of keeping the
Government informed of the affairs of the Bank, for there is no
trace in the papers of any friction between them and the elective
dircctors. The emphatic opinion expressed by AMr. Dickson, the
Secretary and Treasurer of the Bank of Bengal, before Sir C.
Jackson’s Commission may be quoted :—

“ Not oaly,” Mr. Dickzon ssid, ““do I eee no objection to the present system
of Government Directors, but I hold & very strong opinion thst the constitu-
tion of the Board composed partly of Government and more largely of commaer-
¢ial Direotors is eminently eatisfactory and desirable. I bave never known
any serious difference of opinion on guestions submitted for their instructions,
nor have I observed the slightest unpleasantuoess arising out of their decigions,
Adberence to business principles, the npholding of public eredit, and the safety
of the Bank bave been invariable marked characterigtics of thair discussions and
deecisions.”

However, the Government or rather the Secretary of State,
preferred the abandonment of the power of effective econtro] to
the possibility of again having to share in the responsibility for
such a disaster as that which hefell the Bank of Bombay. In
the Act of 1876 the sections of the earlier Acts relating to the
Government Directors were not reproduced, and the power {o
eall for information and papers was only conditionally retaived,
the wording of the Act on this point being as follows :—

“The Governor General in Council and the Local Government shall (so

® The offcial Directors included the Financiul Seeretary and the Comptroller Ganeral
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long s any soch arrangement with the Government as aforesaid remains in

,force) at all times be entitled o require of the Directors any information
touching the affairs of the Bank, sud the production of any document of the
Beok.”

The object of the Government in alluding to the improbable
contingency of their ceasing to employ the Presidency Banks was
not s0 much to provide for that possibility beforehand as to
indicate that they tuok power to enquire into the affairs of the
Bapks solely for their own protection. To use 8ir C. Jackson’s
words, they asimed merely at “ Government control, sufficient
for its own security, but without responsibility or guaraniee on the
part of Government for the good management or stability of the
Bank.”

The Government atthe same time so0ld their shares in the
Banks, Even in 1807 the authorities in England had objected
to "the anomaly of the Government becoming partners with
private capitalists in & commercial undertaking, and had only
agreed because the Bank of Bengal could not otherwise have heen
started. For the same reason objection was taken, and waived,
when it was proposed in 1867 that the Government should take
shares in'the new Bank of Bombay. But when this Bank had
been successfully floated and could safely be loft to its own re-
sources, the Government of India could no longer oppose the
Secretary of State’s wish that the shares should be sold. After
1876 the relations between the Banks and the Government were
merely those of agent and principal (as regards Government
business), and of banker and depositor (a.s regards the Govern-
ment balances).

We have now glanced at the questions which have beon most
prominent in the later history of the Banks. The chapter may be
concluded with a statement of figures which will give. some idea
of the development of the Bank of Bengal during the period it
has acted as Banker for the Government. The year 1861 was, it
will be remembered, the last year during which the Batk enjoyed
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the right of issue. The year 1898 is the last year under the
present system for which complete figures are available :—

1881, 1808,
Lakhs, Lakba.
B B
Capital . RS 11 200
Reserve . . - . . 2 91
Note ciroulation . . . 173
UGovernment balan_eo . . . - 178
Other Deponits . . . 124 455
Tomr |, 408 9s1
Disconnts . . . . . 15 158
Loans, ete. , - . . 152 409
Investments . . . . 8 li4
Cush Balance . . . . 13 260
TotaL . 405 936
Net profits . - «  BI0iakhs. R23 akhe,
Percentage of vet profite to Capital , 34 per cent. T 4] percent.
Dividend actually paid . . . 9 . i9

The increase of the Bank's reserve fund is a striking feature
of the above figures. In 1861 the reserve fund was 2 iakhs
only as stated above, In 1862 it was inoreased to 16 lakibs and
by 1877, when the Bank’s capital was two crores, it still amounted
fo only 20 lakbs. From that year additions have been regularly
made from profits till the reserve now amountsto 98} lakhs or
practically half the Bank’s capital.

Another point which may be noticed is the remarkably
stirong cash balance whioh the Bank has always held. Between
1856 and 1861 the average proportion of cash to liabilities varied
from 43 per cent to 72 per cent. In 1865 and 1867 it rose to 57
per cent though the Gevernment deposits were low in those years,
and the average never fell below B0 per cent till 1882. The
lowest * ever reached is about 38 per cent, the average in 159¢
and 1898,

€ 4., the lowsat snnual sverage, nok the lowest proportion on any single day.
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The Government deposits with the Bank have varied greatly
under circumstances which are explained in Chapter V11, In
1862 they averaged B4} orores and in 1863 83} crores. From
1864 to 1870 the annual average varied between R1 crore and
R2 crores, It rose again to R4} crores in 1871 and did not fall
below R3 crores till 1877. The high figure of R3 crores has
never again been reached and for the last eight years the deposits
have averaged less than B2 crores, The figures given include
deposits at branches as well as at the head office.

The variations in the private deposits have been almost
equally marked. The amount of B2} crores was reached in 1865
and was generally maintained till 1884, In some exceptional
years a higher figure was reacbed. Thus in 1567 the average was
372 lakhs, in 1868 409 lakhs and in 1869, 1870, 1880 and 1881
the average exceeded 3 crores. From 1885 to 1800 the average
was again in excess of 3 crores and in 1891 rose to R666 lakhs,
the highest figure ever reached, the bank rate falling in a part of
that year fo 2 per cent. Since 1891 the anoual average has
varied between B4} and 85} crores.

The highest dividend for a whole year since 1855 was 15 per
cent in 18G4, the iowest 61 per centin 1869. In the last fow
years the Bank has regularly paid 10 per cent after setting aside
larze sums to reserve. 'The best test of the actual profits made
is the percentage of net profits to capital plus reserve. This
percentage has varied as follows: —

Average
percentaze.

1856—1861 (Capita! 107 lakhs; reserve £ to 4 iskhs) i2

1862—1863 {Capital 110 Inkhs ; reserve 13 to 16 lukhs) . 12-8

18684—1875 (Capital 220 lakhs ; reserve 15 to 19 lakhs} 88

1876—18¢2 {Capital 200 lakhe ; resarve 16 to 58 lakhs) . 97

1893-=1898 {Capita} 200 lakbs; reserve 56 to 91 lakhs) ., 106



CmarrEr I11.

THE BANES OF MADRAS AND BOMBAY,

It is not neceasary for the purpose of elucidating the relations
between the Government and the Presidency Banks to attempt
anything like a complete history of the Banks of Madras and
Bombay. Indeed the materials for such a narrative are not at
hand. Wekuow little of what happened to them before 1862, and
the dealings of the three Banks with the Government after that
date “ould not conveniently be separately described. The agree-
ments between the Government and the Banks were all revised
at or almost at the same time anu on the same lines, and their
charters were also revised together by the Presidency Banks Act
of 1876, The single special event which need be noticed at any
length is the failure of the Bank of Bombay. That event had
an important effect on the history of all the thres Bauks, and
some of its results are examined in other chapters. This chapter
will ioclude a brief narrative of the incidents which led up to it.

The Bank of Madras was incorporated under Act IX of 1343
with a capital of 80 lakhs, 2 lakhs of which had been subseribed
by thie Government. The new Bank was given a right of issue,
the eiroulation being limited to one crore. In practically all
other respects its charter resembled that given to the Bank
of Bengal by Act VI of 1839. On the formation of the Bank
of Madras the * Government Bank of Madras” was abolished.
The latter Bank had been managed, very unsuccessfully, by Gov-
ernment officials alone, and the new Bank did not at first fare
much better, for “within a period of two years and a half from
its establishment, it was twice placed in circumstances of serious
embarrassment.! On one of these occasions its cash balance fell
to four lakhs while its liabilities were 86 lakhs, owing partly to
“improper advances made for speculative purposes in the
Calcutta market.” On the second ooccasion the Bank hadto ask
the Government not to present for payment the notes of the
Bank then beld in ths Government Treasury, and this request
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being refused  they applied to the Government to discount their
own acceptances held by the Bank falling due within 30 days.
The Government with a view of averling the serious public
evils which would result from the total exhaustion of the coffers of
the Bank complied with this request,” but *to mark their dis-
approbation™ charged for the accommodation at the rateof 8
per cent perannum. After the withdrawal of the right of issue in
1862, the Bank of Madras was given a new charter (Madras
Act V * of 1862) similar to that given to the Bank of Bengal by
Act IV of 1862. Power was given to the Directors to increase
the capital to 8 maximum of 60 lakhs, and the capital was raised
to 56-lakhs in 1863; it subsequently fell to 50 lakhs when
the Government cancelled their shares in 1876, and remained at
that figure till 1897 when it was raised to 60 lakbs.

The Bauk of Bombay was incorporated by Act III of 1840
with a capital of 50 lakhs, of which the Government had sub-
scribed three. Its note circulation was limited to two crores.
The charter was similar to that granted to the Bank of Bengal in
the previous year by Act VI of 1839, The revision of both
these chariers became necessary when the right of issue was
withdrawn in 1862, and both Banks were again given generally 1
similar charters (Act IV of 1862 for the Bank of Bengal and
Act X of 1863 for the Bank of Bombay).

The capital was stated in the Act of 1863 at 152,25,000, and
the Act gave the proprietors power to inecrease it up to 210
‘lakhs, Advantage was at onoe taken of the powertbus conferred.
The capital was increased to 104} lakhs in the same year and
again to 209 lakbsin 1864. In January 1867 it was reduced
to 1041 lakhs, the otber half of the capital baving been lost. The
Bank went into liquidation in January 1868, and, according to
the estimate made by the liguidator at the end of that year,
the loss of capital amounted to 189 lakhs, Ifs liabilities were
paid up in fall.

® This Act was repsaled by Muadras Aet VI of 1868 which permitted the Bank to
sugrge in business with Ceylon and made other minor changes which do not requirs outice.

t The Borubay Baok Act, however, parmitted advances an shares which the other Aot did
not. Bes peges 41 and 43,
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A new Baok of Bombay was formed the same year, apparently
with a capital of 100 lakbs of which 50 lakhs was paid up at
once and the rest in 1874, The paid up capital of 100 lakhs
has not since been increased. The Goverpment took shares in
the recomsiructed Bank, as it was believed that without such
assistance the Baok could not be floated. The Government
censed to be a sharcholder in 1878, but the Government shares
were placed on the market instead of being bought in and
cancelled as in the oase of the other two Banks. There was thus
no reduction of capital.

A Commission of which Sir C. Jackson was President was
appointed to inquire into the failure of the Bank of Bombay.
The report of the Commission which was published in 1869
ascribed the failure to the following canses :—

(a) The Charter Aot “which removed many restrictions
contained in the former Act and permiited the Bank
fo transact business of an unsafe character.”

(8) “The abuse of the powers” given by the Act “ by weak
and unprincipled Secretaries.”

(¢) The negligence and incapasity of the Directors.

(d) “The very exceptional nature of the times.”

The extent to which the first of these causes contributed to
the failure is noticed in Chapter IV. 8ir C. Jackson summed up
his views on this point in the dictum that © the great lesson the
failure taught was that Banks should not lend money on pro-
missory notes in a single name or on joint promissory notes when
all the parties were borrowers and not any of them sureties for
the others.” '

It is unneceasary to discuss the next two causes mentioned.

The Secretaries of the Bank were “ thoroughly unserupulous and

- mischievous,” the Commercial Direotors were “ almost all young

and inexperienced,” snd the Government Directors * neglected
their duty.”

The exceptional nature of the timesis well known. The

following extract from a speech made by one of the Direotors
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at s meeting of the proprietors in 1867 is one of many descriptions
of the mania for speculation which overtook Bowmbay :—

“In the first place these Jossss are not tle result of the last few
months, hut of transactions extending back as far ss 1881, and to get at
the causes we must look back even further than that—to the civil war in
America, which cut off the ehief sonrce of supply from the European Cottor
Trade, and led to a rise in price, which gave Bombay merchants and cotton
dealers the opportunity of realizing profite previously unheard of. These
profits as they returned to Bombay produced a pletbora of wealth far beyond
the requirements of bond fidec trade for which some extraordinary means of
investment were absclutely necessary; hence the iutroduction of endiess
schemes and joint stock comparies, the shares in which invariably rose to a
price which naturaily led to the formation of more, and the busivess of too
many of which was merely to give greater facilities for extending credit
and enconragiug speculation, Then came that most unfortanate step, the
doubling of the Bauk's capital, giving it sucther willion sterling to find
employment for, at a time when credit waa inflated to & most dangervue extent
avd when ecvery sound priveiple of business finance was deranged. The
ranic which was sure to follow upon a-cessation of hostilities in Americea
brooght about s re-action in prices, corresponding to the high rates which
bad previously ruled. Tt was then found that our capitalists alinust without
exception had the greater part of their wealth locked up in property the value
of which was rapidly vani-hing. Any desire to realize only hastened the
downward course, and deterred, masy from the attempt, ” '

The report of the Commission says i—

“ Alinost every one in Bombay appears to bave become wild with the
apicit of speculation. Companies were started for every imsginable purpose,
banks and finsooial associations, land reclamation, trading, eotton cleaning,
[ressing mad spinning compaoies, coffee companies, shipping and steamer
companies, hotel companies, livery stables and veterivary companies,
and companies for making bricks and tiles. The shores of most of these
companies were sold st high premia as j00n a8 they were brouglt iute the
market,”

The report gives the case of the Back Bay shares a8 an example
of this. The Government of Bombay had intended to take shares
inthis Gompany, but the Government of Indiarefused their sane-
tion, and the shares reserved for the Local Government were sold

by auetion at 2 profit of over 500 per ceut on the amount paid up
on them.
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Tt is impossible, in a brief abstract of the Commission’s report,
to do justice to their graphic description of the mismanagement
and umscrupulousness by which the Bank was ruined, But
it may be of interest to present a few of the leading details,
The report distinguishes five stagesin the interval between the
passing of the Act of 1863 and the failure of the Bank in 1865 :—

(1) August 1863 to Junme 1864.—During this period the
Directors passed a Resolution prohibiti1g the Secretr -y
froin making advances on shares without reference to
the Board., But, thongh advances were not at first
openly made on shares, the Secretary opened cash
credits and discounted bills on promissory notes
signed ouly by the borrower, and concealed the fact
from the Directors. He also -ceased to maintain the
discount Jist showing the eredit of each merchant,
In this period the capital was raised to 2 croves.

(2) Juue 15864 to April 1865.—This was the period ol specula-
tion. The Directors formally sanctioned the giant
of loans on the security of one pawe and embarked
on “the rnost reckless system of advances.” One
Director, Premchand Royehand, obtained loans for
himself and his friends to an amount exceeding a crore
of rupces. At the end of this period the Directors
rescinded their previous resolution not to advance on
shares, snd sautilorised the Secretary to make snch
advances at his discretion up to limits which ineluded
in some cascs a Jarge part of the whole premivm at
which the shares were then selling. Advauces were
made on shares which had not been fully paid up
and the Bank thus became liable for further ealls,
In the six weeks following the passing of this Reso-
lution twenty-two advances were made on shures, on
fourteen of which the Bank ultimately Jost 13 lakhs.
At this time there was a cliapge of Secretary. 'Lhe
total loss during the mauvagement of the ocutgoing
Bacretary ultimately proved to be over 1} croros.

»
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(8) April 1865 to 4prit 1866.—At the beginning of this period
the affairs of the Bank had begun to attract the serious
attention of the Local Government and the Govern-
ment of India, and rumounrs of ita doings had reached
the Secretary of State. But the improvement in
management is said to have been very slight. A
panis in Bombay iz June 1865 caused a run on the
Bank which was only stopped by the Government
of India undertaking to advance 150 lakhs from the
Currency reserve, it necessary. In Auzust the Dirs
ectors looked into the Bank’s affairy and estimated that
it bad by that time lost only 30 lakhs., A little later
the price of shares improved, The Directors might
have used the oppertuvity to get rid of the shares
which they beld as security for unpaid loans, but pre-
ferred to pursue “a policy of forbearaace,” and the
favourable moment slipped by. _

. (4) April 1866 to December 1866.—1u April 1866 the Dir-
ectors advanced 25 lakhs to Premchand Koycband
to prevent his stopping payment. He was already at
the time indebted to the Bank to the extent of 23
lakbe. He failed in the following August leaving
nearly 25 lakhs of the Bank’s advances to him
irrecoverable. The Bank also helped the Asiatic Bank
in similar difficulties. In July 1866, this Bank owed.
the Bombay Bank 12 lakhs with “only one lakh of
good negotiable securities to cover it.”” The Asiatic was
allowed to continue drawing till September, when it
failed owing 20 lakhs to the Bank of Bombay covered

- by securities “which were not negonable and in-
cluded “the mssignment of the stock in trade of a
druggist snd of claims on inmsolvent estates’” In
October the Bombay Legislative Council passed an
Act (No. XV of 1866) depriving the Bank of the
power to advance’on shares.

(8) December 1866 to January 1668.—By December 1866
wthe Bank was ruined and virtually in liquidation.”
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In January 1867 the capital was reduced from two
crores to one crore, but the R500 shares .ould only
be sold at B250 each. In February 1867 there was
another run on the Bank which was again allayed by
the assurance of the Government that the Bank would
be supported, but not till after 169 lakhs had been
withdrawn ina few days. In August the loss of
capital was estimated to be 13 crores. On the 13th
January 1868 it was resolved to wind up the Bank
voluntarily, and the new Bank of Bombay was appar-
ently opencd the same day. The Government loft with
the old Bank 25 lakhs of its balanees to enable private
depositors to be paid off in full and started the new
Bank with 25 lakhs also,—~the new Bank accepting the
liahility for the whole 50 lakhs.

It is not necessary to trace in detail the action taken by the
Government of India to ascertain the true state of the Bank and
avert its ruin. The Government began to move in the matter
when in November 1863 the Bank was holding a cash balance of
only 10 lakhs against liabilities payable on demaud of 137 lakhs,
inciuding 40 lakhs of Government balances. There ensued a
great deal of correspondence, marked by numerous delays, and
before it was completed the Bank’s affairs were beyond remedy.
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‘CERAPTER 1V
*RESTRICTIONS ON BUSINESS.

When the right of issue was withdrawn in 1862, the Banks wers
still working under the charters of 1539-43. The classes of busie
ness permiited by these charters differed but very slightly from
those gpecified in the Bank of Bengal's first charter of 1509. Tlhe
conditions under which the permitted operations could be carried
out had become somewhat less stringent in the course of half a
century, but they were still vory preciso and arbitrary. The
early rule fixiog o maximum rate of interest and discount (at 12
per cect) had disappeared, as also the rule that the total liabilities
of the Bank (including notes) shoald not exceed its capital for the
time being. But loans and advances were still restricted both asg
regards time and amount, 3 minimum cash balauce ¢f one-fourth
of the outstanding liabilities had still to be maintained, and
there were several othier limitations of less importance. With the
withdrawal of the right of issue it became necessary to revise the
chariers of 1839-43, and the Banks were asked to state what modi-
fications weretequired. Al the Banks concurred in demanding a
general relaxation of restrictions, and in asking to be permittced to
transact Government business and use the Government balances,
But the Bank of Bengul was the only Bank which attempted
to define the points in which the existing charter had been found
ingunveniently restrictive, or asked for any important enlargement
of the permisted classes of business. It wished to be allowed
to engage in exchange operations with England, and the sugges-
tion must bare met with some support, for iu one draft of the
Charter Bill a clause was inserted permitting the Bank of Bengal
to engage “in banking in all its branches, particularly in dis-
counting, buying and selling Bills of Exchangeand other nego-
tiable instruments payable in India, the United Kingdom of
Great Britain and Ireland, or elsewbhare The proposal was,

® The provisions relating to business in the Charter Acts of 1839, 1862, and 1876 aad in
"the amending Acts of 1579 sud 1699 are repristed in Appendis A
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however, viewed with apprebension by the Directors of the Bank
of Bowsbay who thought the work unsuited to the character of
the Presidency Banks, and it was uliimately dropped, probably
because it was known that the Secretary of State would not agree
to it. 'The only concession made in this direction was the grant
of permission to remit funds to England for ** constituents in the
Agency Department” such as retired officers whose dividends

the Barks collected in India and wished to remit to England by
their own bills,

Though the Bank of Bengal was not successful in this part of
its proposals, the alterations actually made followed very closely
the lines the Bank itself had laid down. The following quotation
is taken from a letter written by the Bank’s Secretary on the 10th
October 1860 :— )

“TIn the near prospect of the withdrawal of the Bank’s right of iesue and
the substitution of s national Paper Currency under the direct control of
Government, I bave been requested to draw up for cousideration the genenal
outlines of some arrangement, under which the loss thereby occasioned might
be made up te the Bank and which, subject to modification, might at the
samé time prove acceptabls to the Government and the Bank.

“ The source from which tbe void caneed by the withdrawal of tha Bank’a
issuea can be most advantageously and conveniently anpplied is doubtless the
public balances, whieh hitherto have beea retained iu the local Tressary.”

[Here follow sug gestions for the transaction by the Baok of Publie
Debt and Treasory work and for the use by the Bank of the public balances.]

“The contemplated chan~es will, moreover, render mecessary considerable
alterations in the Bank’s charter. A large and an importaot accession of
business might be obtsined first by the withdrawal of the proviso which
coafines banking operativns to Indis. It bumbly appears to me that this
restriction might be modified to the extent of permitting exchange operaticns
with England with very beneficial results to the Bank, Meaowhile such
operaticos might be earried on principally through the agency of the Bank of
Eugland and in a subsidiary manner tbrough Messrs, Contts & Co., or some
gther London House of equal standing.

* Bhonid it be deemed advisable to undertake wuch business, then it
naturally follows that the 27th Section of the Existing Deed of Co-partnery
be ses aside in #0 far as it restricts (15t} the Bank to the discount of Bills of a
limited ourrrency and carrying the eeveral responsibilities of at least two
persons or firms uncoupected with each other in basiness, and (2nd) in %o
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far s it limits the amount of advances to one firm or individual to three
Inkhs of rupees, Loocking to the ample and extended oxperience which the
Directors bave now had of banking in ludis, it humbly sppeare to me that
beyond enacting the deseripiions of business to be undertaken by the Bank
the practicsl detaills would be more advantageously managed by a code
of bye-laws, which would be equally binding on the Bank, but which could
be modified or sltered from time to time as circomstances might require and
the Directors might recoinmend for the adoption of the sharebolders.

“Such generally is the practice of the Bank of England snd of most
of the great Banking Institutions with which I am acquainted, for, after all,
it will be found that success will follow prodent and judiciovs directorial
management in properly regulating the rate of discount whereby inconve-
nicnt reductions in the amount of the reserve are in due time prevented
inatead of relying upon the self-regulating powers of any law or provision
in a deed of co-rartuery.

® And this now leads meto notice the 26th elause of the existing
contract, under which the Bank is debarred from discounting any mnegotiable
security or making any loan, unless the amount of cash in pnssession of the
Back ond immediately available sball be equsl to one-fourth of all the cluims
against the Bank outstanding for the time being and payable on demand.

#No doubt every well-regulated Bank lays down, as a general principle,
that & eertain fixed amount of coin and convertible seenrities shall, if possible,
be retaived in reserev to meet the public demards, Yet in practice it has
beeo found impossible to adhere to this principle in its integrity.

* * » - » * "

* Viewing the Bank of Bengal divested of its powers of issue, I pre-
sume it will be deemed unnecessary to introduce or continue any such restrio.
tion, except in the event of the Government depusiting the whole of the
public balances, In that event probably a reserve of one-balf the amouat
in exoess of the proposed minimowm may be epecially held in reserve.

* * . * * » #* [ ]

“There wre meny other subsidiary questions arising out of a revision
of the existing charter—in particular the expediency of formiog a Raserve
Fupd ; of epening brasches avd enlargiog the Bank’s capital; of extend.
ing the limits of lending to the SBtate for temporary purposes by deficieney
bills or otherwise, but these matters fall more properly to be discossed here-
after, when the several clauses come specinlly nnder considerstion,

#Should the extension of hrenches mnd enlargoment of the Bank’y
capital be assented o, I would respectiully take leave to point out that »

. fimnlianecus trial of the bramch system might in the first instance and eve
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long advantageously be made throaghont the three Presidencies st a lfinited
namber of the larper cities.”

The new Acts, which were the outcome of these negotia-
tions, were Act 1V 0f'1862 applying to the Bank of Bengsl,
Act V of 1862 applying to the Bank of Jladras, and Act
X of 1863 applying to the Bank of Bombay. The last Act
was somewhat wider in its provisions than the other iwo, but
generally it may be taken that anything said of one applies
equally to all three,

The Bank of Bengal’s Chiarter Acts of 1839 and 1562 both per-
mitted in muell the same terms the buying and selling of bullion,
the receiving of deposits, the issuing of post bills, und the sale of
property deposited as scourity for loans which had not beenm
repaid.  But the Act of 1882 differed from that of 1839 (a) in
not giving a right of note issuc, {4) in the definition of the condi-
tions on which the Bank might condust its loan and diseount
business, and {¢) in adding certain classes of business to those
which the Act of 1839 had permitted, '

With the withdrawal of the right of issue the eondition that
the Banks should maintain a minimum cash balance became
unnpecessary, and the new Charter Acts omitied it

The differenees included under the second of the above heads
were of zreat importauce.

A Bauk’sadvances (whether by way of loas or discount) may
be given either on real (or tangible) security or on personal secu-
rity, and this was, of course, recognized by hoth Acts.

8o far as related to the advanciag of meney oa real security,
there was little difference between the two Acts. The only real
security recognized by the Act of 1839 was that of Government
paper or of geods. The Act of 1862 added to these the sbares of
Guaranteed Railways, o class of security which had already been
admitted by Act XXT of 1854, The correspending provision of
the Bombay Charter Act (X of 1563) ran as foliows :—

“ The advancing and lending toney on Goveroment secnritiés ot on

the security of shares iu any of the Iveorporated Iodian Railways or ofder
pullic companics tn India.”
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There was much question a few years later as to bow the
italicized words in the above extract found their way into the Bill,
but it is certain that they were not inserted in pursuance of any
deliberataly settled policy. The Banks did not in 1862 or
even in 1876 ask for the recognition of securities which ware not
guaranteed, absolutely or practically, by the Government. The
words “or other public Companies in India” were excised in
1866 by an amendment of the Bombay Aet, and it was
of course important that they should not be allowed fo stand
as o direct encouragement to speculative busicess, But they
do not appear to have been the main cause of the failure of
the Bank of Bombay. The Commission which reported on
that failure siated that at the time they wrote the ascer-
tained losses by advances on shares were 41 lakhs (excluding
some items of unnamed amount), while the losses during the
same period arising from the practice of granting advances on
promissery notes in the name of a single person were 80 lakbs,
The failure was really due to the absolutely unlimited freedom
which the Acts of 186263 gave in the matter of advances on
personal security. A Board of Directors, which could grant such .
advances without any restriction, could also indirectly advance on
shares, whether the power to do so were formally reoognized or not.

Comicg, then, to the question of advances on personal security,
we find that the Act of 1839 enforced the following restrictions :—

{a) The instrument discounted or the loan granted was mot
to be current for n longer period than three months,

(%) The security taken was to be that of at least two persons
sneonnected with each other.

{(¢) The tatal loans snd discounts grauted to a single indivi.
dual were not to exceed 3 lakbs,

The Bank of Bengal’s charter of 1862 simply stated that the
following classes of business might be transacted without attach-
ing any conditions :—

(i) drawing, discounting, buying and selling bills of ex-
change and other negotiable securities payable in
Her Majesty's Indian Territories, and not elsewhere;
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(#) lending on Government securities and shares in railways
the intereat whereon shall have been guaranteed by
Government, aud on goods, wares and merchandise not
of a perishable king ;

(#%5) opening cash acoounts and oredits.

The Act thus allowed the discount of a promissory note
signed by & single person, while the permission to “open cash
credits ¥ without any specific provision 88 {0 security was capuble
of being construed as permitiing unlirmited sdvances without
even pominal security. The Act also withdrew the prohibition
against overdrafts, and the Bank of Bombay permitted one
constituent to overdraw his acecount by 5 lakhs.

The full significance of these modifications was evidently not
realized when the Bills were under consideration. The intention
was to cancel restrictions which the withdrawal of the right of
issue had seemed to render unnecessary. The Government went
distinctly further than was desirable in this direction ; buf even
so it might have been thought that with intelligent official
Directors they would at least have been sure of receiving timely
information of any teudency to use improperly the powers con-
farred partly by intention and partly by bad drafting. Asa
matter of fact, the Bank of Bengal does not appear to have taken
advantage of the excessive liberty which the letter of the law
conferred on it, and, so far from meeting with disaster itself, it
was able to be of immense assistance to commerce during the
critical years which led up to the cotlapse of the Bank of Bombay.
The bad debts of the Beogal Bank during the 10 years from
1860-—1870 amounted to less than 7 Jakhs on a turn-over of 77
crores, This success was attributed by 8ir C. Jackson, the
President of the Bombay Bank Commission, to the fact that
the Bank of Bengal's Secretary, Mr. G. Dickson, * was the
most able Bank Manager in India and perbaps in the world.”
The case was different with the Bank of Bombay, It fell into
the hands of unscrupunlous Secretaries and incompetent Directors,
who, like every one else in Bombay, ¢ became wild with the spirit
of speculation” It is well to remember that the failure of the
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Bank was due as much to the special circuinatances of the times
~ aud the perverse incompetence of individuals as to the dangerous
laxity of the charter. Though 8ir C. Jackson’s Committee laid
much stress on the last-mentioned cause, they fully recognized
the importance of the others. One member observed® that
‘3 bad Seoretary, if left equally unrestrained, could and would
nearly equally easily have abused the powers given in the old
or any other Act, adhering to their letter, but violating their
spirit.” 8ir G, Jacksoun prefaced his examination of the various
classes of legitimate banking business and securities with the
her:! line “safe business, but not too much restricted.” He had
no desire to rely on the rules of a charter as a substitute for
the personal element in banki g, and his suggestions on the
subject of banking business are so little prejudiced by the-
circumstances under which he wrote that they could still be read
with profit. If he took on any point an illiberal view, it was on
the question of the Government control aod partnersbip, The
(Government connection with the Presidency Bank was un-
doubtedly anomalons, and he hardly seems to have given full
weight to the special circumstances which partially justified
such an anomaly,

The additions which the Charter of 1862 made to the classes
of business which the Bank of Bengal might transact were as
follows :— :

(@) the' transaction of Government Treasury work and the
superintendence of the iesue of Government Currency
notes ; ]

)] the making of investments in securities of the Govern-
ment of india orin loans or bonds secured by the
Imperial Parliament on the revenues of India or in
debentures of Railways guaranteed by the Govern-
ment of India;

{c) the transaction of pecuniary agency business on com-
mission ;

* Hae alng footnots on page 14, S
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(d) the drawing of Bills of Bxchange ard granting of
Letters of Credit payabie out of India for the use of
constituents in the Agency Depariment and the buy.
ing of Bills of Exchange paiyable out of India for the
purpose of remitting funds to meet such Bills or
Letters of Credit.

The circumstances under which the Banks were permitted to
transact Government treasury snd currenoy business are fully
noticed elsewhere.

The earlier charters had not contained any reference to the
investment of the Bamks® fuffds. The Bank of Bengal had held
investments in Government paper from the first, and the clause
on the subject in the Aot of 1862 did not so0 much convey a new
power as define an existing ove.

The earlier charters had prohibited the Baunks from engaging
in agency business, but the restriction had already been modified
by Act XXVII of 1838, which permitted the Bank to purchase
and sell Government securities or the shares of the Presidency
Baoks and receive the interest or dividends on hehalf of their
constituents. The same Aet had prohibited them from remitting
the proceeda by drawing Bills payable out of India. The
withdrawal of this restriction was at once poticed by the Becre-
tary of State, who addressed the Government of India on the
subject in a despatech of 16th September 1862 as follows :—

“1 must now advert to a material point in connection with the privie
leges conceded to the Banke of Bengal and Madrs, snd, I suppose, of
Bombay, viz.,; the power of dealing in foreign exchanges.

“It appesurs to Her Majesty’sa Guvernment to ba very objectionable to
allow Banks so intimately conoected with the Government ag these Banks,
snd which are entrusted with the custedy of the Governmeut balances, to
deal in foreign excbanges, The Bank of Engiand does not transact business
of that description, which is, in fact, not bauking, but speculstive commeraial
business.

* The guestion of giviugi power to deal in foreign exchanges to tha
Bank of Bengal, which is now proposed, waz formerly snd on different occne
sions considered, and that power was always withbeld. It is atill mors objece
tionable to give it when, as propesed by you, the business of issoe is, in &
groater or las degreo, oonnected with the business of the Bank.
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* Apy Bauk to whieh the balances and tressury business of the Gow
ernment are to be évtrusted must be restrieted to legitimats banking opers~
tions, such sa those transacted by the Bank of Kngland, or by the Bank of
Bengal us beretolore constitnted,

*“This precantion is indispensable, for it eannot be conecived that »
failure on the part of the Bank antrusted with the business of Government to
cash o Government note or.bill, or to pay any legal demand on the Govern-
ment, would be held by the Native community to affect only the credit of
the Bank, HWer Majesty’s Goverpment coneider that any anch occurrence
would inevitably be regarded as & failure on the part of the Government
itself, apd the utmost care must be taken to goard againet the possibility of
such a contingency.

“{ must desira, therefore, that youn will not covelnde tbe arrangement
which you were about to make with the Bauk of Agra, which deals in foreign
gxchangea, and Her Majesty’s Government cannoti sanclion the concession
which you have made t» the Bank of Bengal of allewing it to deal in those
exchanges. 1 have not, however, sdvised Her Majesty to disallow the Aet 1V
of 1862, which gives effect to your intention in this respect, in order to give
you an opportunily of making provision for the other objects of the Act.”

The Government of India at once explained that the power
granted did not amount to “the power of dealing in foreign
exchanges’’ in the ordinary interpretation of the term:—

“ The Banks did not ask for, aor did we ever intend to prant, any such son-
cession. We considered, bowever, that the Banks should be enabled to remit
to Evgland, in their own Bills or by Letters of Credit, dividends received for
their constituents in the Ageney Department, which is quite separate from the
Banking Department, being, like the old Government Agency which it soe-
ceeded, entively confined to business econnacted with Govercment eesurities
{cf which about £8,000,000 ars deposited with the Bank of Bengal); and as
any measures calenlated to facilitate remittances of this deseription must tend
materially to improve the character of Indian securities in ths estimation of
the Euglisb public, it is very desirable, on that ground as well as for public
convenience, that the limited concession should not be withdrawn.?’

The Sacretary of State, however, adhered to his objcction
observing in a Despatch of 10th June 1863 :— 7
I capnot, however, give up the condition on which alose any Dank ean

ba entrusted with the (dovernment business, snd that is, that it shonld be
debarred from dealing at all in Foreign Exchanges.”
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In spite of another representation from tha Government of
India, the Secreiary of Btate, in a Despatch of 4th Jannary 1884,
adhered to his decision that the right of making these remittances
must be surrendered as soon as the current agreemenls came
ander revision, and it was actually withdrawn, with effect from
the 2nd Janunary 1866. The Bank of Bengal, however, renswed
its protest in a lotter of 20th February 1386, but the 8eoretary
of State, in a Despatch of 4th June 1868, refused to give way, and
suggested that the Bank might meet the difficulty * by the issne
of post bills payable in Indis, which will find always a ready sale
in England ; or by permitting constituents to draw upon the
amount at their oredit on the Baok by cheques or bills payable to
order,” The Bauk replied that the terms on which remittances
could be effected in this way would be so unfavourable as to
drive their constituents to deposit their securities in the Ex-
change Bauks, and that many Governmeut servants had already
suffered loss by the {ailure of some of these Banks. The Govern-
ment strongly supported the Bank, and proposed to relax the pro-
hibition on the following conditions :—

(1) that the power of purchasing bills should be restricted
to the Agency Department ;

{2) that such bills should be drawe on England only and
on Banks not in partnersbip with the drawers;

(8) that the usance of such bills should not exceed three
months ;

(4) that periodical returns should be made to the Govern-
ment of India of the number amount and date of bills
outstanding with the gross totul of assets in the Agency
Department of the Bank.

They forwarded also an extraot from the Proceedings of the
Madras Legislative Council, in which strong objection had been
taken to the prohibition, and contended that its continuance
would discourage retiring officers from leaving money in Indian
investments. The last argument apparently appealed to the
Becrotary of State, for in s despatoh of 15th December 1868 he
reluctantly conceded the privilege, subject to the ocanditions
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suggested by the Government of India, “and on the distivet
understanding that no bills should be drawa except for the
remittance of interest and dividends on Government securities
zod Bank shares in the Bank’s custody, and that, in the event of
its appearing that any risk or inconvenience not at the time
foreseen would be incurred, the concession would be withdrawn.”™

It is possible that, if this concession had been less sirenuously
opposed, an attempt would have beem made to secure the
privilege of dealing in foreign exchanges generally; but the
attitude of the Secretary of State on the minor point made
it ohviously futile to raise the larger question. Nor was it likely
that any important extension of powers in other directions
would be conceded while the rec llaction of the mismanagement
and failure of the Bank of Bombay was still fresh. We find there-
fore that there was no agitation on the part of the Banks for
greater freedom during the ten years which succeeded the charters
of 1862 and 1863, and when the decision of the Government to
surrender their shares in the Banks was announced in 1872,
and it became obvious that the oharters must be revised in con-
sequence, the Banks still showed no desire for any change in
their constitution. The Government of India, after consulting
the Banoks, addressed the Becretary of State in a despatch
of 9th June 1873 regarding the disposal of their shares and the
new agreements for the transaction of Gopvernment business, In
this despatch they dealt incidentally with the intended revision
of the charters, observing that * the Acta of Incorporation and
the bye.laws will comprise such restrictions and conditions as
must, if enforced and observed, ensure safety according to
reasonable calculations in tanking affairs,” and, again, “invest-
ment will be permitted in guaranieed railway sharea® and
legally authorized debentures of the Presidency municipalities,
and loans will be allowed on the security of such debentures,
It is important to extend the field of investment so far as it ean
be done without any risk.” This suggestion had not originated

® Juvasiment in guaranteed mailway dubutufnwn already perm.m,.d by the m“
1863 83, sa sleo Joans on guaranteed railway 2lapes.
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with the Banks. It was due rather to Mr. Chapman, the Finan.
cial Secretary, who seems to have taken it from 8ir C. Jackson’s
report. A draft Bill on thbese lines was submitted to the Banks
for consideration in September 1873. The letter forwarding the
Bill to the Government of Bombay mentioned that the Govern-
ment of Indis were not willing to allow the Banke to make
advances on mortgages of rates and taxes of municipal corporations,
such mortgagea not being * sufficientiy marketable to be a good
banking security.,” The letter also disallowed advances by one
Presidency Bank to another otherwise than upon the security pre-
scribed for advances generally. The suggestions here negatived
were based on 8is C. Jackson’s recommendations, and bad probably
been brolght forward by the Bombay Governmeant in preparing a
draft Act of Iuncorporation for the reconstructed Bank. This
special Act for the Bombay Bank never, however, became law, as,
before it could be passed, tho revision of the other charters had
beeu taken up and the Presidency Banks Aet of 1876 deilt with
all three Banks together.

The Bonbay and Madras Banks forwarded their opivions
on the draft Bill in October and November 1873. They rais-d
little or no objection to the proposal made in the Bill to re-enact
some of the restrictions which the Act of 1863 had removed;
nor did they ask for larger powers in the matter of advances
and investment than the Bill permitted. Similarly, the reply
of the Bank of Bengal, which was not received till Novem-
ber 1876, raised no imporiant questions of policy. Objection
was taken, however, to the re.imposition of the limit of three
lakhs on advances to individuals, and the Bank succeeded in
getting this matter relegated to the bye-laws. The maximum
laid down in the Bank of Bengal’s bye-laws is now six lakhs,

The Presidenoy Baoks Aot of 1876 in its final shape was
drafted with muoch greater precision than the Acts of 1862-63,
and its provisions on the subject of business cannot easily be
abridged. It re-imposed the time-limit of three months on loans
and discounts, and restored with some modification the rale
requiring that advances and discounts on personal security
should be secured by the responsibililies of at least two persona.



49

Cash credits were treated as any other form of advances, and
henceforward could ounly be graeted on regular security. The
overdrawing of an nccount to the estent of more than R3,000
was probibited (the margin being allowed to provide for cases of
accidenta) overdrawal). It was also laid down, as noticed above,
that the bye-laws of each Bank should fix a limit for advances
on personal security.: Some additions were made to the securitics
on which the Banks might make advanoces, the full list being as
jollows ;—

(1) promissory notes, debentures, stock and other securities
of the Governnient of India, or of the United Kingdom
of Great Britain and Ireland;

{2) bonds, debenturesand annuities charged by the Imperial
Parliament on the reveoues of India;

(3) stock or debentures of, or shares in, Railway or other
Companies, the intercst whereon shall have been
guarantced by the Secretary of State for India in
Council ;

(4) debentures or other sccuritics for monoy issued by, or on
belialf of, any municipal body under the authority of
any Act of s Legislature established in British India;

(5) builion or other goods which, or the documents of titlo
to which, are deposited with, or assigned to, the Bank
as security for such advanees; and

(G) aocepted bills of exchange and promissory notes en-
dorsed by the payees.

Bills of exchange had been added because, asthe Banks could
discount them, it scemed anomalous that they sbould not also
be able to lend on them.

The area of investment was also extended to the first four of
the above classes of securities.

These, it will be observed, are all absolutely guaranteed
securities except those in the fourth class, which are issued with
the sanction of the Government on the credit of corporations
over which the Government has considerable power of control
The old list, though based on the same principle, was much

R
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more limited, including only Government securities and guaran<
tecd railway shares (in the cnse of advances) and Government
securities, logns on boads secured by Parliament on Indian
revenuea and pguaranteed railway debentures (in the case of
investments). '

The classes of business formerly transacted were in some cases
described in different language, but no new class of business
was added except that defiased in the following clause :—

(k) The acting as agent on coramission in the transaction
of the following kinds of business (namely) :—.

(1) the buying, selling, transferring and taking
charge of any sccurities, or any shares in any
public company ;

(2) the receiving of the proceeds, whether principal,
interest or dividends, of apy securities or
shares ;

(3) the remnittance of such proceeds at the risk of
the principal by public or private billsof ex-
change, payable either in India or elsewhere.

This was an extension of Act XXVII of 1855 (referred to on

page 44).
Noxt came the provisions abont remitting dividends to
Euogiand, which were reproduced in the following form :—

(f) The drawing of bills of exchange, und the granting of
letters of eredit, payable out of India, for the unse of
principals for the purpose of the remittances wen.
tioned in the lasi preceding clause of this section;

(m) tbe Luying, for the purpose of meeting such bills or
letters of credit, of bills of exchange pagable cut of
India, at any usance not exceeding six months.

It would appear from this that the elaborate eonditions on
which the privilege had been conceded by the Secretary of State
had soon been found superfluous. No restriotions are now im-
posed except those specified ju the Act itself.

It was soon discovered that the new Act left ome import-
aut matier unprovided for. In September 1877 the Presidency
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Banks joined in 8 representation to the Government asking that
the Act might be amended so as to expressly anthorize them to
borrow money either in India or England by pledgo of assets
or otherwise, and to make remittances to England by bills of ex-
change or otherwise, in repayment of loans arranged for in
England, or in'payment of the price of stock or other authorized
investments purchased or acquired for the Danks in England.
The Banks had been advised by Counnzel that the Actof 1876 prob-
ably debarred them from borrowing in England, and certainly
debarred them from drawing bills on England. It was doubtful,
however, whether it did or did not permit them to borrow in
India. The matter was referrcd to thic Sceretary of Btate with
the nearest approach to a favourablo recommendation whieh tho
Government of India felt able to make in view of the objections of
successive Secretaries of State to anything like dealing in forcign
exchanges. The Secratary of 8tate did not objcet to the amende
ment of the Aot so as to legalize borrowing in India, but
he refused to permit borrowing in England, supporting the old
argument as to the speculative character of exchange business by
the further consideration that  the conecssion of a power of
creating a foreign agency in England, such as wounld be the
result of entering into loan transactions of the natura of thosa
contemplated, would admit of the Banks locking up a large
portion of their capital at so great a distance as to render it
practically unavailable in the case of any emerzency arising in
India.”

The Government of India, before proceeding to amend the Act,
invited suggestions as to any further modifications which might
be desirable. The Bombay Bank pointed out that the clauso
in the Act of 1876 permitting the Baoks to lend on certain
English securities must be practically a dead letter so long as the
Banks were not permitted to have agencies in England. They
also asked to be allowed fo lend om one name only. The Govern.
ment of India negatived both these suggestions. They agreed,
however, to a proposal made by the same Baak toadd Port Trust
debentures to the list of authorized securities. It was also at one
tu:me proposed to add “ public securities guaranteed by s Loeal

£ 3 )
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Government,” hut the proposal seems to have been dropped, prob-
ably because Local Governments have not the power of guar-
anteeing loans which the purase implies, The werd * public*
in that phrase was inserted to exclude such a transaction as
the grant of a loan to a Native Chiel on the security of a
Local Government. A minor alteration made was the con-
cession to the Bengal and Bomhay Banks of the power to
draw bills on Ceylon which had been confined to the Madras
Bank by the Act of 1876. 'Lhe Sevcrvtary of State took objection
to this as giring the two Banks the © power to deal with foreign
exchange,” but did not interfers, as the Bill for giving power to
borrow in Indit had then become law as Act V of 1879,

The Madras Bank has always bad intimate trade relations
with Ceylon, and lhas had a branch at Colombo for thirty years or
more. In 18€06 the Bank enquired informally whethber the
Government of India would be likely to agree to an smendment
of the Act of 1576 permitting it to invest in and lend on securities
of the Ceylon Government. It was explained that the Bank
was already the principal backer to tbat Government, but conld
not undertake the whole Government banking Lusiness unless
the disablility referred to was removed,

Sir James Westland, in stating the objections to this proposal,
developed the argument previously used by the Secretary of
Biate when the Danks had wished to borrow in England. He
pointed out that the funds of the Presidency DBanks should be
retained in India to ¢pable the Banks to assist Government when
noeessary, and also *to ease off the demands of Government
upon the market” by keepisg in India “ the moucys which in a
full treasury time ave withdrawn by Goverpmeat from the market,
Lrimd facie Government should keep its moaey at its own dis-
posal, and, if we refuse to lock it up idie in vaults, it is because
we recognise the necessity of not withdrawing motive power
from loce! comwmerce and therefore leave it in the Banks to
be used for loval commerce.” The proposal appears to have
been relerred to the India Office before being negatived. Again in
1802 the Government refused to permit the Bank of Madras to
open additional branches in Ceylon, the objection taken to this
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proposal being that it was barred by the terms of the i residency
Barks Act,

The Baok of Madras renewed both the requests just noticed in
1898, and asked that the Presidency Banks Act might be amonded
accordingly. It was urged that the existing branch at Colomho
bad always been self-supporting, and that, so far from drawing on
India for funds, it had in fact remitted funds to India. On this
occasion the Government thought that the proposal did not
involve “any material risk.”’ It was, however, negatived by the
Secretary of State on the grounds that it was highly important
“to maintain the essential condition of a Prusideney Bank that it
shall not deal in foreign exchanges or be allowed to establish
branches out of India”; that it scemed “doubtful whether
the existing capital of the Bank would be sufficieat in case of
any great development of its business in the Colony ”'; and that it
was by no means certain that the assets of the Ceylon branches
would always show an excess over liabilities, and that, “on an
emergency-arising, the Bank might be compelled to send to
Ceylon a considerable portion of its Indian assets.” The Seoretary
of State also alluded fo the possibility of either Ceylon or India
changing its currency and to the undesirability of permitting
the funds of the Banks to be iuvested in the securities of
snother Government.

Except for these special requests in coanection with
Ceylon securities, the Banks for many years refrained from asking
for any sddition fo the powers of lending and investing con-
ferred by the Acts of 1876 and 1879, Apparently, the first and
only iwmportant proposal of the kind was made in 1805, The
Bank of Bengal tben suggested that the Presidency Banks should
be permitted to invest in and lend on the stocks, shares and deben-
tures of assisted Branch Railways. The terms on which the Stato
would subsidize such lines were under consideration at the time,
Under the terms finaly settled, the Government undertook to
offer one of two alternative concessions to promoters of approved
projects. The first was the guaraniee of a minimum return of
3 per centon *the actual expenditure charged on the capital
acoount of the Branch Railway Company as entered in rupecs
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in the Company’s books in India.” The second wasa payment
(to be made by the main line)} of such amount, not exceeding the
net earpings of the main line from traffic interchanged with
the branch,as would bring the total earnings of the Branch
line up to 3} per cent on the capital expenditure as above
defined.

The Government refused to legislate with a view to admit~
ting the securities of Railway Cowpanies which had received the
second concession to the list of *authorized securities.”” The
position of companies floated with a 3 per cent guarantee was
different, and the Bank of Bengal, on subsequently taking legal
opinion, was advised that the Act of 1876 as it stood permitted
advances on and investment in such secnrities.

In 1%90, at the instance of the Bank of Bombay, the Act
was amended by the inclusion of the securities of the Bombay
Improvement Trust, these being securities which, in effect, are
guarantecd by the Government,
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CaAPTER V,
THE NOTE ISSUES OF T!E PRESIDENCY BANKS.

Probably the first banking institution in India, on European
lines, was the Bank of Hindustan which was established in
Calcutia about 1770 by a private trading firm. The notes
of this Bank, though not recognized by the Government, obtained
a local circulution which occasionally reaehied 10 or 50 lakhs
and generally averaged about half that amount, It is said
that they were “received for wany years at all the publie
offices in Calcuttn scarcely excepting the Treasury itself.”
On two occasions, once in 1819 and again in 1829, the oceurrence
of a panic led to the presentation for payment of about 20 lakhs
worth of the notes, 2ud the demand was promptly met. At
least one other private Bank of issue was in existence before
1800, but no details of its operations are known, There was also
the so-called Government Bank which Lord William Bentinck,
the Governor of Madras, established at Madras shout the begin.
ning of the century. Cooke's “ Banking in India’ says that it
“ conducted husiness on a very small scale and bad a circulation
of a very limited amount.” Probably it was more of a Treasury
than a Bank. The Treasury Bills by which the Government
raised funds at that time were also a species of paper currcncy.
But they were expressed in amounts which were too largo for the
Bills to be a popular form of curreney, and, though bearing
interest, they circulated at a considerable discount and they were
of course inconvertible. It was partly with the object of assist-
ing iu the gradual withdrawal of these Bills from the markot
that the Bank of Bengal was created, and its notos were originally
issued only in exchange for Treasury Bills and for a short time
were payable in the same currcucy. Ina few months, however,
it was decided to pay all notes in specie on demand.

The charter of 1809 empowered the Directors to issue “ pro-
missory notes payable on demand for awounts of not less than
810 and not more than R10,000." No speciel provisions were
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made for limiting the total issue or for otherwise ensuring the
‘eredit of the notes. These points were no doubt comsidered to
be sufficiently provided for by two general limitations contained
in the charter, to the effect (1) that the total liabilities of the
Bank should n.t exceed the Bank’s capital of 50 lakbs, and (2)
that the actual cash in hand should never fall below one-third
of the outstanding claims payable on demand.

The limited circulation permitted by the charter of 1809 was
“found insufficient to meet the demands of the communicy,”
and the Directors were empowered in  the Bank of Bengal’s
seeond charter granted in 1823 to extend the note issue as they
mizht * decw expedient for the public accommodation ™ up toa
maximum ol four tires the Bunk’s capital which then stood at half
a crore. The same charter redued the minimum oash reserve to
one-fourth of the outstanding elaims.

The charter of 1839 definitely fized the maximum note c¢ir-
culation at two crores,instend of four times the eapital for the
time being, thus nominally curtailing the issue previously alowed,
as the Bank’s capital was at that time more than a crore, Bat
the limitation had little practical effect as the normal circu-
lation never reached two crores.

In 1840 the Baok of Bombay was founded with a note issue
limited to two crores, and three years later the Bank of Madras
with o note issue limited to one crore. Tho [atter Bank tock the
place of the * Government Bank of Madras,” the note issue of
which was discontinued.

But few particulars are obtainable of the former note issues
of the Presidency Banks. The following details relate to the
Bank of Bengal only.

The Bank’s notes were not made legal tender or even aceepted
by the Government unconditionally, for, in accordance with an
understanding referred to in the charter, the Government
required the Bank in 1809 to deposit 20 lakhs of Company’s
paper in the public Treasary as security f{or the credit given by
the Government to the Bank in receiving its notes, In 1822
the Government considered that, as the principal shareholder in
the Bauk, it was their duty to dispense with this special security ;
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but it was not till 1835 that the Court of Directors consented
‘to the removal of the condition.

The Government in the first instance only accepted the Bank’s
notes at Calecutta, but shortly afterwards diregted their acceptance
at all Government Treasuries in the Lower Provinces. 'The order
limiting the recognition of the notes to Bengal seems to
have been still in force in 1836, for in that year we find
the Bank asking the Government to accept its notes at Trea-
suries in the North-Western Provinces in copneotion with
a proposal to opea a branch in Allahabad. The Government
refused io do this unless the Bank made its own arrangements
for cashing its notes on the spot, adding * the Bank is po doubt
aware that any existing available surplus of the North.
Western Provinces is drawn down to Calcutta by bills of ex-
change granted on terms affording a profit to the Government.”
Again, while willing to receive the notes in a limited area,
the Government did not under any circumstances cash them even
in the Lower Provinees, or re-issue them except when * demanded
by those willing to receive them.” Moreover, under the orders of
the Court of Directors the Government werc required to prevent
the accumulation iz their Treasuries of more than 50 lakhs*
worth of notes by presenting the excess at the Bank for immediate
payment. This order seems to lave been repeated in 1848 and
regarded, by the Sccretary of State at aoy rate, as operative up
to the close of the period during which the Bank enjoyed the
riglht of issue.

No doubt the Government held more than ball & crore
for short periods, for even in 1834 the Court of Directors
complained of their holding as much as 72 Iakhs wortb of notes,
Generally, however, it may be said that the only assistance and
recognition given by the Government to the Bank’s note issue was
that they agreed to accept a limited amount of the notes at the

Treasurics contained in a limited area, but did not cash them or
actively facilitate their re-issue.

* Originally the limit was 20 lakhs eor-esncading to the speciad security of 26 laklhs
taken by tha Goveroment.
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When tbe Bank began to consider its policy in the matter of
opening Branohes it realized that the convertibility of its note
issue at a distance from Caleutts would be s matter of special
difficulty. It was proposed to meet this difficulty by issuing
notes payable only at the Branch Office, or, by favour, at the Head
Office also. To secure these notes, a cash reserve equal to ope-
fourth of the value of the Branch notes in circulation was to be
kept at the Branch, As, however, no Branches were opened
until a few months before the withdrawal of the right of issue,
this suggestion* was never actually carried out, and probably the
Bank did not succeed in inducing the Government to accept
its notes outside Bengal.

This explains the failure of the Bank to enlarge ita circu-
Iation to the extent which might have been anticipated. That
there was such s faiiure is evident. As early as 1823 the
Bank thought it necessary to take power to issue notes up to the
amount of 2 erores, and apparently an average of 120 lakhs was
actually in ciroulation for a time about the year 1529; yet in the
sit years preceding the withdrawal of the right of issue in 1862 the
highest average circulation reached was only 176 lakhs, while in
two of the six years the circulation was under 150 lakhs. 1In the
hands of Government the circulaiion doubled in the first three or
four years, though the facilities for conversion were inadequate
and the suceess attained fell short of what had been anticipated.

The Bank’s pote circulation was in fact **imperfect™ as a
letter written by the Bank in 1867 admits ; and this imperfection
was due to the absence of facilities for turning the Bank’s notes
into coined money elscwhere than at Calcutfa. The Baok prefes-
red the profits of an iuternal exchange business to those of an
extended note issue. The Government could not be expecied
to bear the cost of remittance themselves while they had vo share
in the profits of the note circulation. The point is of some im-
portance in connection with the discussion on the Government
Paper Currency scheme. There was probably no waot of confi-’
dence iz tha Bank’s ability to honour any notes duly presented for

® See also footnots on page B,
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payment at Caloutta; there has ncver, it is believed, been a
“run’” on this Bank either in connection with its notes or its
deposits. The greatest fall in the weekly average circulation
during the mutiny did not exceed 23 lakhs in a single week.
The maximum weekly average circulation in this period was 183
lakhs at the end of July 18567 and tlie minimum 108 lakhs at the
berinning of November and again in December. The need for a 7
sound paper currency may be judged from what is said of Mirza-
pur about the year 1840. The coinage there was so delased
that it took a whole day to count a few thousand rupees, and the
merchants of the place in their dealings with one another unsed
sealed bags containing & thousand rupees each which passed
freely from hand to hand without being opened and counted.®
Mention bas been made of the noteissue of private banks in

Calcutta. These banks appear to have been rather bLrauches of
trading and ageccy firms than banks proper, and disappeared in
the commercial disasters of 1829—1832. Qut of their rujn rose the
Union Bank, a Joint Stock Bank created by co-operation among
all the leading Calcutta houses, and apparently transacting purely
banking business only. Fora time the Bank of Bengal freely
accepted the notes of the new bacok, though tlere was a
possibility of its becoming a formidable rival. Butin 1834 it. de-
cided to refuse them, and its monopoly of Government recognition
enabled it to persevere in that decisiun in spite of much protest on
tho part of persons interested in the Union Bank who attributed
the action of the Bengal Baunk to the desire to *strangle the
infant Hercules.” The notes of the Union Baok neveragain had
a circulation of more than a few Jakhs and the Bank itself dis.
appeared in 1848. The circulation of the private banks of issue
still existing in 1861 is not known, but was probably insignificant
as their right of issue was witbdrawn absolutely by Act XIX of
1861 without compensation of any kind,

There is one important incident counected with the Bank’s
right of issme which requires notice before the arrangements

® These bags, to the number of 800, were »till current in 1386 and the Government
tokes had entirely failed to displase them. thoagh & curreney ageasy (the Braned of the
Bank of Bengal) had then beon established st Mirsapur for several yeam.
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introduced by Act XIX of 1861 are examined. The limilt of 2
*crores was so far above the Bank’s ordinary circulation that till
almost the very end of the note-issuing period a wide margin was
left for the fiduciary issue of notes in times of pressure, For every
thousand rupees added to jts reserve the Bank could issue notes
to the value of four thousand rupees till the limit of 2 rrores
was reached. The limit was actually reached in 1860, when
there were great demands on the Bank for accommodation in
respect of subscriptions to the Government 5} per cent loan
of that year. The Government permitted the Bank to issue notes
up to the amount of 275 lakhs, and in consideration of the fact
that the ezcess notes were practically all held in the publio trea-
sury and really represented an advance from the Government
to the Bank, the Bank was charged interest on the excess at the
rate of 5 per cent per apnum. It is believed that this is the only
instance of the limits prescribed by the Charters of the Bank
being exoeeded.
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CHAPTER VI.

THE GOVERNMENT PAPER CURRENCY.

The establishment of a Government Paper Currency was
first suggested in the early part of 1859, and Mr. James Wilson
discussed the question with the Secretary of State before leaving
England to take his seat as Financial Member at the close of
that year. Mr. Wilson was no doubt much attracted by a pro-
ject which offered, as he thought, the prospect of a large addition
to he revenue as well as the op;ortunity of testing the truth of
economic doctrines which ke hd warmly advocated in England.
In a minute of 25th December 1859 he expounded his views
on the subject of an Indian Paper Currency in some detail.

The following are the leading propositions which he laid
down :—

(a) The notes should be lezal tender.

(6) The entire sum raceived for the notes shonld be retained
as security for their convertibility.

(¢) The Paper Currency Department should be a Department
of the Government entirely dissociated from Banking
institntions on the one hiand aod the regular executive
Government on the other.

He proposed to hold not less than one-third of the reserve in
cash to secure “the immediate convertibility of any proballe
proportion of notes likaly to be presented,” and to invest the rest
in Government secaritics * to specially secure the ultimate pay-
ment of the whole.”

Iudia was to be divided into * Circles of issue” and the notes
were to be payable at the option of the holder eitlier at the
office of issue or at the Presidency town of the Presidency in
which the cirele of issue was situated.

The ** Department of Issue,” by which the scheme was to be
worked, was to be a large Department connected with the Mint
and having its officers at every circle. These officers were fo be

1
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removeable by the Beoretary of State and their duties were to be
atrictly defined by an Act of the Legislature.

There is no doubt also that he intended the wumber of the
ciroles of issne to be very large indeed, and that he expected, by
insisting on these safeguards and offering these facilities, to
specdily displace & great part of the coined money in circula-
tion by I'aper currency, and so to obtain for the Government an
important revenue in the interest which would be saved on the
invested portion of the reserve.

This idea of making the Government Paper currency a
direct source of prqfit was an essential feature of Mr. Wilson's
scheme, or at any rate was so regarded by those who wrote on
his proposais, Mr. Laing who succeeded Mr. Wilson gave the
following figures as a possible estimate of Mr. Wilson’s expec-
tations :—

Number of cir¢les of issue—40 or 50.

Amount of coin to be displaced by notes—half the estimated
circulation of 90 crores.

Saving in interest to Government—13 crores.

As regards the proportion of the reserve which counld safely
be invested, Mr. Wilson might or might not have adhered to the
particular fraction (two.thirds) which is mentioned in his
minute. But it is evident that his expeotstion of profit and
indeed his whole scheme rested upon the supposition that the
proportion which couid safely be invested would be considerable.
From the view that the scheme could or should be worked with
a view to direct profit, the Secretary of Btate (Sir Charles Wood)
entirely dissented. To a Despatch of 26th March 1860 he stated

his owun views as follows:—

“The gound principle for regulating the issne of a Paper circulation is
that which was enforced on the Bank of England by the Act of 1844, i,
that the wmount of notes issued on Government Securities shoald be main.
tained at a fixed sum, within the limit of the smallest amount which experi-
ence has proved to be necessary for the mouetary transactious of the country;
and that any further amount of notes should be issued on eoin or ballion,
snd should vary with the amount of the reserve, of apeciein the Bank, accord-

ing to the wants and demands of the pabiis.



* 1 presame that provision will have hesn made, by some arrangement
with the Bank of Bengal, for the witbdraws! of thair notes from circolation ;
and probably the amount of their jesues may be safely assumed as ihs mini-
mum note ecirculation fur GCaleutta and the neighbouring districts, This
amonnt might, therefore, be issued in the Lret instancs, Government
Becurities to the same amount being held by the Currency Commissionaer,
There appears to be no reason to donbt that notes to that smoant wonld
always remain in eireulation, under ordinary circumstances. All notes beyond
.thisé amount are to Le irsued ooly in exchange for eoin or bullion, which will
be held in reserve by the Curreney Commissioners.

“ It must always be Lorne in mind, that it is from the benefita naturally
arising to trade and ¢ouinerce from the establishment of a sound Paper
currency, that the priscipal advantage to the State must be anticipated ; bat

" the working of the proposed measore oughbt not eventually fo entail any loss
ou the Government ; and to guard against the possibility of such a result, all
the ;rrangementa fur mrrymo- it into effect chouid be devised with regard tn
strict economy : . .

The Government of India were inclined to think that Me. Wil-
son’s real mtont:ons and the Secretary of State’s views amounted
to very much the same thing, but Mr, Laing pointed out that -
the objectiops of the Secretary of State were fundumevtal, Thus,
in » minute written about January 1861, Mr. Laing Dhserved
of Mr. Wilson’s scheme :—

% The aim of that measare undoubted[y wae to insugurate a lylten nud.
which & vast Paper circulation shonld ultimately take the place of the precious
metals in India, eecured in pablie confidence by the self-acting reguistion of
retaining one-third of the smount in specie, and aflording to Government the
large banking profit of an establishment issning prowises to pay, with the
character of a legal tender, to the extant of many millions, ngainat securities
beariug intercst.

“T canuot but express my sntire concurrence with the view of Sir C. Wood
There is no such thiog as a profit in transacticns of this nature, without
corresponding ried, The legitimate function of a Staw is to provide » safe,
couvenieat, and certain form of currepoy; sad if it goes beyond this, and
graspe at the profit of a private Banker, by tradiog on ite eredit, and issning
promises to pay, in the hops of being able to redsem those promises by the
sle of socurities, it inours  serioun liability.

“ The utmost vigilance of the most experienced Baoks bas often failed to
sscure them aguinst the necessity of stopping payment; and Banks possess
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facilities for strengthening their Hesorves, and contracting their Imsues, vory
*different from those of a Government.”

And agam ir a minnte of June 1861 ;— . -

¢ 1" dissent in fote from the fundamental principle of the original Bill that
there is any grand coup to be effected by naing the influence and authority
of the Government to effect a Iarge sobetitution of paper for silver,”

This view was adopted and ita adoption involved the rejeo-
tion of other parts of Mr. Wilson's acheme as explained by
Mr. Laing :~

*“If, jo the then apparently desperate state of Indian finance, s Revenns
of £1,000,000 & ysar coold have been derived from a State Paper currency,
this possibly might have jostified the circle armogement, though sven then
1 consider it would have been bad policy to sacrifice the future to the present,
to the extent of entailing om India an inconvenient curreney for the sake
of a little temporary relief. The inducement, however, being gone, no doubt
coujd remain oun the snbject. No one acquainted with India can doubt that
the chial advantage looked for from a Paper currency would be loat, if it
were not ooiform. If a traveller starting from Calcutta for Peshawar had
five or six times in the eourse of hia journey toc go to a banker or money-
dealer and get bis notes changed, probably at a discount, for notes of a new
cirele, it is almost certain that he would prefer taking with bim, as at
present, & bag of Rupees. In Todia distances are great; communicatioos im-
perfect; the Native population generally igoorant and snspicious with
regard to monetary matters; and money-changers ascustomed o exorbitant
rates and anxious to retain their business. To divide India, therefore, iute
soma 40 or 30 diferent currency circles wounld have been to create a stute
of things, like that which, before the gepersl introduction of Gold, existed
in Germany, where the original Thaler or Florin of the unhappy traveller
soon dwindled dowa to half its amount in exchanges st the frontiers of a
enceession of petty States.”

» 3 -* ' " -

“The jdes of a large direct profit to the State {beyond that resulting
indirectly from facilitiss to trade and to the Government service), being
sbandouned, and the principle of issus adopted being one which requires mo
attempt ot self-reguisting adjustment by constant sales and purchases of
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securitios, the necossity for 3 coetly and eomplicated machinery of semis
independent Commissioners no longer exists”

The foregoing summary explains the origin of ihe Paper
Currency scheme which became law as Act XIX of 1861,

This Aet probibited both private and Presidency Banks
from issuing notes, It laid down tiat the lowest denomination
of the new notes should not be less than B10. (The Secretary of
State apd Mr. Wilson had both pressed fora R5 note.) India
was to be divided into three or more circles of issue, each covtain-
ing one city to be “the place of issue ™ of the notes of the circle.
Three of these circles were to have their ** places of issue '’ at the
Presidency towns and ta be io the charge of a Hend Cornmissioner
(at Calcutta) and two Commissioners (at Madras and Bombay).
The other circles were to be in the charre of Depnty Commis-
signers of Issue subordinate to the corresponding Head Commis-
sioner or Commissioner. Notes could issue either from the lLiead-
guarters of a circle or from aa agency in the girele and were to he
parable on demand at either of two pluces—(a) tbe office at the
head-quarters of the circle of issue, (3) the Paper Curreney office
at the Presidency town of the Presidency in which the circle of
issue was situated, The Head Commissioner, Commissionera,
Depuly Commiseioncr, and Agents were required fo issue notes
on the tender of current silver coin, standard silver bullion, other
notes of the same circle, or, if the Governor General so directed,
gold. .

Agzinst the notes issued a reserve was to be held by the
“ Dapartment of Issue " consisting of (a) Government securities in
an amount, not exceeding four arores, to be fixed by the Governor
General in Counoil with the consent of the Secretary of State
from time to time, (4) coin and bullion of a value equal to the
balance of the notes in circulation.

Moothly abstracts of the accounts of the Department were
to be published in the Gazettes. Interest on the securities held
against the notes was to be credited to General Revenues under a
head  Profitsof note circulation.”” Notes were to be legal tender
for all payments except by Government at offices and agencies
of issue.
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Except for certain provisions which will shortly be stated the
system thos enacted was entirely independent of banking
agency. The reasons which led the Government to dispense
with this sgency will now be noticed.

There is little on record to show what first suggested the
withdrawal of the Banks’ right of issne; po doubt it was reeogz-
nised that the public required a Paper currency system on a heoader
basie than the note issues of the Bapnks with tlieir purely* local
ciroulation. Though Mr. Wilson discuassed the comparative
merits of a Government note system and a Banking system at
pome length, there was no thowght in his mind of retaining the
privileges of the three Presidency Banks in any form. e
advocated a purely Government system, and the only alternative
he saw was a note system managed by o great Central Bank such
as the Bank of England.

As will be seen from the following extracts from a minute
and a speech in Council he did not reject this alternative because
he was in any way averse to the establishment of a “Bank of
India” to take the place of the three Presidency Banks; but he
considered that there was no necessary connection between bank-
ing and the issuing of notes :(—

“ T desire that tLie proposal for a souud Paper circulation in India may be
considered us a plan altogether apart from aud independent of the crealion of
a larre banking corporation, adeqnate to the requirements of the trade of the
country, and through which all the bosiness of the Government may be
transacted, us that of the English Government ie with the Bank af Euvgland.
I do not wish that I shall be understood in proposing this plae in any way to
cloge the consideration of the establishment of suchk & bank, which might in
fact represent the banking department of the Baok of England, performing
all the functions which that department does towards the Governmest and the
pablic. From what I have already said, it will be obvious that the creation of
s Goverzment issue department will be in mo way inconsistent with the
establislment of such a banking company,”

" » * » »

“ The issae of notes does not necessarily constitute any part of the business

of a Banker, who is mare properly a dealer in capital: a borrower from one

* The Herd Commissioner uf Paper Currency said in evidence before the Government
Pagper Corrency Commission of 1866 —%] do not remember ever Lariog seen & note of the
Bank of Bengal in Upper India.” .
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wan and a lender to another upon hichor terras, which forms his profit: in
short, » most useful and beneficial raediom, through whieh the apsre eapital
of gne portion of the community is rendered profitable in the hauds of anather.
1We can bave no better proof of this than the facts that, notwithstanding the
great number of Private and Joint Stock Banks in Loudon, none of them
(the Baok of Encland ocoly execpted) du or ever did issue notes: in Man-
ehester, cne of the largest emporiums of trade in the werld, not one of the
Backs (the Branch of the Bank of Encland exeepted) issnes notes; and by
the laws of 184} nand 1343, all Banking Compnnier estallished after those
years within the United Kingdom are distinctly interdicied from issuing
notes, We require no further proof that the iesue of nutes is ue necoveary
part of a Banker’s business, ”

He justified his preference for State agency somewhat as
follows :— Under a Government Paper Currency system the whale
receipts from the notes could be hield in reserve as seewrity for
their due payment, and thus an over-issue of the notes eould be
absolutely prevented, Probably a Bank eoulld not be induced to
keep such a rescrve, and it would therefore Lo unsafe to miake
its issues legal tender. Even if the Bank comyplicd with this
requirement, the other creditors of the Bank would have a
claim on that reserve; it would be improper to “sot usido
and .earmark " any of the asscts of the Bank * for the sole benefit
of a particular class of its creditors, the note-holders,””  Mr. Wil-
s allowed this defect to be only nominal in the case of the Bank
of England, a Bank with an immesse capital and already securely
established in the public confidence; but he considered it a fatal
objection to thre managemecut of the Paper currency by 8 new
‘Bank which, whatever its magnitude and *Lowever prudently
conducted,” would be exposed to *all the early risks attendant
upon commercial success,”

Morcover, such a Bank, when fully established, could not
possess greater credit than the State itself ; nor could it employ tho
immense agency that Government bas at its command. *“In the
great capitals of the IPresidencies and in many of the large
emporiums of trade little dificulty could arise however the circu-
lation might be conducted, but it is the Government alona that,
has agencies established in every part of India, bowever remote.

These agencics again aro the centres at which “a great bulk of
ri
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all the monetary transactions of India takes place: whatever the
currency in use it is really constantly passing out of and into the
Government Treasuries.”

It may be noticed that one of these arguments, at any rate,
largely depended for its foree on the adoption of Mr. Wilson’s
particular scheme. hen it was intended to establish a large
number of circles ¢l issue the fact that the Government had
-pumcrous agenecics already available, .e, the public treasuries
was an important consideration. But @his intention was abane
doned. The nuniber actually estabtishied in 1862 was three only,

‘and these being recognized as ivadequate ware in fact supple-
mented by the use of Branches of the Presidency Banks as
agencies of issue,

This variation of Mr. Wilson’s scheme was due to Mr. Laing.
Yor the reasons already stated Mr, Laing bad deciled to reduce
the number of circles of issme contemplated by Mr. Wilson to
three circles only, one for each Presideneyr, though the Act
gave the Government power to create a larger number, While
thus securing greater uniformity, he was anxioux also to give
the facilities for conversion, which Mr. Wilson’s scheme bad
offered.

e therefore decided to employ the agency of the Presidency
Bank in promoting the circalation of the new issue, and he believed
that their assistance would render the multiplication of circles
unnecessary. Accordingly Act XIX of 1861 contained provisions
empowering the Government * to make such arrangements with
any persons, banks, or bodies corporate either at Culcutta, Madras
and Bombay, or elsewhere, as may be rejuired, to regulate and
facilitate the issue aud payment of the notes,” and to establish
in any circle of issue *“agencies of issue ip connection with a
bank, or otherwise.”

Similarly by a separate Act (No. XXIV of 1861) the Presi.
dency Banks were authorized to enter into agreements with the
Secretary of State *“for superintending, managing and becoming
agents for the issue, payment and exchange of Promissory notds

of the Government of India, snd for the oarrylng on the
business >f an agency of iseue.”
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Mr. Laing thus defended the course he was Ied to sdopt :—

“ The Government of India kept steadily in view, as the main end to be
sttained, the nniformity of the currency in each of the throe Presidencies.

* For this purpose, it was obvicuely necessary to employ Banking agency.
1f the State nndertook the sole business of the eurrenoy withont intermediate
ageney, it was placed in this alteroative. 1t could ecarcely make its notes s
legal tender at Delhi or Linhore withont sov provision for cashing tham nearer
than Caloatta. On the other band, if it undertonk to cash the Government
notes at placeslike Labore, as the Government could not risk committiog an
act of bankruptey, it muet either abandon the uniform issoe or make provision
at 50 or 40 different local centres for every note that might by posaibility be
presented, including the whole Caleutla issae,

““This, in fact, was the consideration which had driven Mr, Wilson to
adopt the system of circles.

““The only escape from it i3 to have one cirele of issue only in’ the Presi.
dency, sud one place, viz,, Calcutta, where coin can be demanded from Govern.
ment for notes as a matter of legal right, bot to make arrangements with
Bauks by which the means of cashing notes are practieally prowded for every
man within a convenient distance.

“Baoks being accustomed Lo commergial transactions ean, without difficalty,
spportion their cash reserves at different points to the practical demand, and
make arrangements in case of difficulty in & woy that no Government can do,
In the extreme case also of a Bank being obliged to postpone for a day or
twe, aotil it can receive 1 remiitance from Calentta, the secommodaticn
of cashing notes which is afforded to the public as a matter of convenience
snd not of legal right, the cousequences are far leay serious, than if the
Government bad failed in fulblling a legal obligation,

“ With Banks, therefore, accessible, who ondertake to eash Governmens
notes upder all ordinary cirgumstances ; with the surplns loeal Tressury
balances availablein case of need to support the Banks in fulfilling this
obligation, until cash for the notes can be forwarded from Calcutta ; and with
every Treasary opan to receive notes at par in" payment of Reverue, there
ean be no objection to extending the Caleutta circle of issue over the whole
of ¢he Presidency.”

Elsewhere he alludes to the great convenience of sueh an
arrangement :—

“The Banka andertake the whole of what may be calied the refail work of
issuing and cashing notes across the counter and for emall amouots; the
whole correspondence as to notes lost or stopped payment; the whole risk of
loss from forgeries, etc.; and, what is the most important of all, they
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undertake to establish branehes wherevar desired by the Government, and
to provide at them, at their own risk and cost, the means of cashing all
Government potes which may be presented in the ordinary course of buriness.”

The first agreements for the employment of the Banks as
ourrency agents came into effect from 1st March 1862.

They coustituted the Banks agencies uf issue under Act
XIX of 1861, and made it compulsory on them to issue
and cash Governmeut notes aftheir Head Office in the same
way as the Department of Issue, the office of which it was
proposed fo locate on the Bank premises. The Banks were to
be remunerated for the currency business transacted by a
commission of 2 per cent per annum “on the daily average
" amount of Government currency notes outstanding and in
circulation throngh the.agency of the Bank.”

The following declaration was appended to the agresment
with the Baok of Bengal:—

“ Any persons wha prefer applying at the mint for notes in exchange for
coin or bullion may apply there instead of at the office or agency at the
Baulk, provided they apply for not less than 2,000 at a time.”’

Thus, except for the limited option here allowed, the Bank
was almost completely identified with the Department of Issue,

Similar agrcements were entered upon for the transaction
of currency work at the Brauoches of the Bank of Bengal all of
which were in thie Caloutta circle of issne. But the obligation
to cash the notes on demand ' ras not made absolute in the case
of the branclies, the words of the agreement being as follows :—

“ That the said Branch Back, duriug the continuance of these presents,
ehall and wiil, to the utmost of their power, pay and satisfy, on demand,
to the holders, the amount of all Government currency botes duly issued
withia the circle of Calcutta under thesaid Aet, XIX of 1861, wbich shall
be presented for payment or conrversion into cash at the office of the Baunk,”

These arrangements were concluded without the previous
approval of the Secretary of State, and in the belief that they did
not conflict with his previous fustructions given in a Despatch
of 26th March 1860 discussing Mr. Wilson’s proposals. The
Secretary of State had tlen said :—

“ It caunot be too generally or too clearly und retood that it ie the inten-
tion of Her Majesty’s Government in sanctioning the introduction of »
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circolation of Government Paper to keep it entirely and altogether distinet and
separate from any Banking operations whatever,”

As soon as he heard of the general character of the arrange.
ments confemplated, the Seerefary of State repeated this injune-
tion in a Despateh of 2nd May 1§31, observing—

“The issue of notes should be quite distinet from any banking estab.
lishment ; and the ewpply of notes to uny Buauks mast be on preeisely thae
same fooling as to any other person,”

He added however :—

“1 can gnite understand, however, that the notes may be more readily
bruugiit into circulation through the medinm of bankers, or indeed of other
traders, an:d in a limited sense, therefcre, I do not object to the wordsin the
4th and subsequent clanses, which seem to have bheen introdneed with this
view, I object, however, to any banker or teader being, al any cenfre of
f1aue, the only place where coin can be obtained fuor motes, or notes for coin.
Such sn arrangement is quite inconsistent with the intention and scope of
an Act to provide for 8 Government Paper circulation in India, "

This qualification of the plain probibition was considered
by the Government of Indiu to justify the arrangements they
iad intended to make with the Banks, and the agreemeunts wern
concluded and their terms reported to the Scerctary of State in
a Despatch of 10th February 1862, The Sceretary of State
replied in a Despatch of 8t April 1862. 1lo aljected vory
strongly to the arrangement made, fhough agreving not to
disturb it “ so far as it had vone.” The Governmeni of India
sent another explanatory Despateh duted 21st May 1862, In
his reply, dated 16th 8September 1862, the Secretary of Stato
stated his position fully ;—-

I did not prohibit, iz as many words, the employment af Banks by tha
Government as the Agents of Issue because I wever supposed that cucbh a
deviation from the consistent and uniform view contained in the Deepatches
from and to India, of the proper course to be taken in this respect, would bave
been made, before being submitted 1o me for wy opinivn and instructions,

It is, T believe, esseutial, iv order to evsure an adherence to the estab-
lished priuciple of issue, that it sbould not be Jeft in the hands of a Bunk,

 The sound principle of iesue may be said to have been established belors
the Committees of the twe Houses of Parliament that satin 1841, end was

enforced by the Act of 1314,
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 The issae of notes, however, was, from o regard to existing interests and
long usage, continned at the Bank of Engiand, though in a separate Depart-
ment, and. m‘t.jechd to regulations wlueh it adbersd to, world bave oain-
tained the reaogmnd principle.,

“ Puios, howerzr; since 1844 the demands on the Discount Braoch of the
Banking Department have been ‘such that the Government has been driven
to aothodse the Biak to depart from the recognised principle of issue, to
iofringe the legnl -restriction, snd to issne notes beyond the amount which
the specie in the Issue Department warranted.

“Snch »_demsand could not havs been made oo a Department of Govern-
ment merely exchanging notes for spacie and specie for notes,

¢ The experience thus asquired has shown that the best, if not the ouly,
mode of ensuring adherence to the established prineciple of issue, is by totally
separating the issue from any Banking establishmeat,

14 wan & strong conviction of this that guided Her Majesty’s Government
in the messnres which were sauetioned for establishing a Paper curreney in
India; where thers were no lung-established interests or usages in existence.
They belicved it to be wise to eutrust to Government agency, and to Govern-
ment agency slone, the is:ue of Paper as weil as of metallic money, combin.
inc, a8 far ag possible, both mesasures in the same Department® of Government,
and to leave'tm'.Bunh only the exercise of legitimate Banking functione.”

He again insisted on the separation of the Paper Currency
Department from sll conoection with the Banks so far as
- might be consistent with aotual engagements. 'T'his would neces-
sitate the reversion to the original plan of circles which, as lie
peinted out, was already in force in England, * Her Majesty’s
Governisent consider it indispeosable for the success of thia
ragasnre that there should exist in certain important places through
the country (i.e, elsewhere tban in the Presidepey towns) the
powerof demanding coin for notes” Bat he did not think more
than a few very large circles would berequired. Finally, he
ndded the remark :—

¢ [t will be for the intereat of the Banks to use the notes 5o as to dispeuse
with the encambrance of Iarge weights of silver and with that object to obtain
themn from the Commissioners of Issne and keep them in circulation by

casiv'ng them in small smovuts.”
In other worda ths Goverument of India were paying the
Banks to do nothing more than what the Banks would naturally
# The Miat. -
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do without payment “in the exercise of their legitimate Banking
. functions.” '

The Government of India of course thought that they had
succeeded in doing much more—that, though no absolute obliga-
tion had been imposed on the Branch Banks to cash notes at all
f{imes and forall amounts, yet the terms of the agreements would
practieally ensure their doing so, By this time there was a new
Finance Member, 8ir C. Trevelyan, and his views were not those of
Mr. Laing. He pointed out that it was contrary to the interests of
the Banks to freely cash notes at their Branches, avd tbat the obli~
zation they had accepted in the matter was not being, and could not
be, fulfilled. His remarks may be quoted at some length, They
call attention to a point which Mr, Wilson had missed in his
statement of the cise sgainst 2 Bank issue:—

* The inexpediency,” wrota Sir C, Trevelyan, * of this ill-assorted alliance
dues not depend npon the existenes of commercial deranpements.  There is an
ordinary coodition which is decisive agaivst it—the course of the internal
exchange.

“ Some indication of the action of this curreat of the internal exchanges
upon the Branch Bauks in their relation to the Goverument Papsr carreacy
may be gatherad from the following passage of the last lettor to the Sepre-
tary of State : —

“ ¢ These notes have s private Bank-mark by which they are recognis'éd at
the Brancbes and at the Head Office, those put into eirculstion by each
Branch being freely exchanged for coin at their own Branch, and if sent
elsewhere and paid into any otber Brauch, or info the Head Office, they are
immedintely retnroed to the Branch to which they belong, the notes of the
Head Office being treated exactly in the exme way, except that they are

"cashed st the Branchies more charily, sod not if spparently employed solely
for purposes of remittance.’ ’

* From this it appesrs that notwithstanding the 3§ per cont paid on the
whole of the Goverument Paper eurrency, to make it f worth the while of
the Baok to maintsin considerable cash reserves at s nmwber of Provincial
Cities,” the Bank has established suborniinate carreney ecircles of its own
wilkin the Calentts Goverument Cirele, avd that tbe inestimable privilege
of an upiform currency’ has no existenge, Even the notes of the Head
Office of the Calewita Cirele sre ‘charily” cashed st the Branch Banks
within iAe Cirele and are altogether refused 'if apparently employed solely
for purposes of remittance.” This may be prudemt Basking, but ocar Govs
ernment Psper momsy onght wot to be subjected to such trestment st the
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_hands of ur Agents, whom we pay expressly for the purpose of maintaining
it in circolation. If our own Agents set the example of refusing to cash our
own notes, how can we espest them to be freely taken by the Native
Merchants and Bankers, who look upoa them with jealousy both as novelties
and s interfering with the large prolits they have been in the babit of
muking from the internal exchange. The Bauk of Bengal ia obviously acting
in two fncompatible functions, and is under the mnecessity of doiug, in mere
seif-defenice as Banker, what in 1t8 capacity of Apent for the Goveroment
L apur money does nat admit of justification.

“ Inone case only has the Bauk of Bengal sttempted to maintara the
desived uniformity, It was hoped that the neighbouring Branch Bank of
Dicea might be worked in real anion with the Head Office st Celenita
\With what result may be seen from the following extraet from a Report
from tbe Branch Inspector, duted from’ Dacca on the I4th instant:—* The
eupp'y of notes received this week are being rapidly sbsorbed by the Shroffs
for remittances in retorn for advaunces on ealt made in Calcutta. If this
circle is tn be kept up between Calcutta snd Dacca as briskly as beretofore, a
tremendous balance in-hard eash will be the result.’ Can there be a more
deeisive proof of the necemsity of separating the funetions of Bankers from
those of Agents for the currency ? This useless accumulation of funds at
Daces ought to be stopped, and the Native Merchants ought to be roade to
pax for the accommodation of evabling them to make their remittanees; but
this should be done by the Back in their capacity of Bankers, without its
involving & Lreach of their ohligations as Agents for the Government Paper
carrevcy. If the bands of tbe Bank were untied by its ceasing to mct a5
Agent for the curreney, it right make large legitimate profits by operating
apon the internal exchanges.”

The Report of the Paper Currency Coromission published the
instructions actually issued by the Head Office of the Bank to its
Dranches on the question referred to by 8ir C. Trovelyan. The
fnstructions of 1862 were to the following effect :—

* The terms of the agreewent between the Bank and the Government are
that the Bank chall give cash for currency notes to the utmost of its power.
This applies to the Bravahes, ond thouyh you will, in the ezercise of your
discrstion, take care to connteract any sttemptis on the part of the Mahajans
to throw the burden of the internal exchange on the Bank and Goverument,
by, for instance, baving a large sum of Head Office notes remitted to your
station and demanding cash for same at your Branch, in lieu of takivg a bill
on you from Head Office at the rnling exchavge, yet, in every case as s rule
you will, as far as you can, give every ssistanoe to promote the circulation.”
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Similarly, the Benares Branch was instrueted in 1864 :—

“ Government currency notes of the Bombay and Madras ecircles sbould
be taken ns Inland Biils, When presented in smali amounte they may be
cashed at par, bat the bigher denominations, and especially all large amounts
{when used to evade the local exchange), sbould be subjected to a discount,
according to the ruling rates of exchange.” .

These then were the rules in force while the Bank was paid
to do paper currency business. The report also eontains tlhe
instructions issucd af{er the withdrawal of this business from the
Bank. A comparison between the two sets of orders certainly
bears out to some extent the Secretary of State’s contention that
the Government had been paying the Bank \for doing only what
it would have been willing to do without payment to oblige its
constituents.

8ir C. Trevelyan's minute was sent with another dospatch to
the Secretary of State who thus found the views he had expressed
from the first supported by actual experience, The outcomo of
two further Despatches from him dated the 10th June 1883 and
the 4th January 1864 was that new agreements were entered upon
with effect from 2nd January 16866. In these agrecments the
Banks consented to be entirely dissociated from currency business
in consideration of recciving compensation calculated at 3 per
cent per anoum on the value of notes in eirculation through their
agency at tbe time the agreements were revised. This compensa-
tion was to be paid until 1st Maurch 1867, the date on which the
agreements of 1862 would have expired in ordinary course.

The number of circles had been increased in 1864 and some
new ciccles were added. after the employment of the Banks as
currency agents was discontinced. 8ome bave since beerw closed,
but others have heen opened eisewhere, and the existing circles are
now eight, namely, those of Caicutts, Madras, Bombay, Rangoon,
Allahabad, Lalore, Calicut, and Karachi. Tbe Government ;s
legally bound to give cash for mnotes only at the office of the
circie of issue or at the Curremcy Office of the correspounding
Presidency town; as regards the cashing of notes by officers in
other circles the executive instructions lay down that «Foreign
notes are cashable only when there is 8 balance of cash available,”

A
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ie., when the cash reserve at the time exeeeds the differ-
ence hetween the note circulation of the circle at the time and
the * fixed minimum circulation.” But in the following cases
foreign notes to a reasonable amount may be cashed irrespective
of the cash balance—

(a) for bond fide travellers on & certificate of receipt.
{(8) ., hotel keepers,

(¢) . shipping agents.

(d) , shopkeepers’ agents.

Foreign notes paid on Qovernment account into the Presidency
Bauk are cashed without restriction,

The later history of the Government paper currency is not
directly connected with the Presidency Banks except for an
incident which will be mentioned shortly. But, though
the point is unconnected with banking, it may be noticed, before ‘
leaving the subject of the Paper Currenoy, that the Government
very soon discovered the possibility of facilitating their re-
source operations by the help of the currency reserve, for we find
Sir C. Trevelyan writing as follows in December 1863 : —

“There wete seventy-five lakhs of notes in eirenlation at Maudras, and
seventy-five lakhs of rupees in deposit. 1 teok thirty-five lakha of these
rapees, and sent them to Bombay (whers soined moner was much wanted)
to reinforce the Goverument balance there, and re-paid the amount to the
1lead (ommissioner of Carrency here, to be credited %o Madras as part of the
existing currency investment of two croves.

“ At Bombay, there were two crores and Lifteen lakhs of rupees of notea
in circulation, and an equal sum in ropees aad bullion in deposit. Of this I
withdeew eighty laklis of bullico, and sent half of it to Madras, sad balf to
Calontis to be coived, aand %o be sent back im coin to reinforce the Govern-
men! balance at Bombay,—equal sums being transferrad, as they became due
from the Government balsace here to the Head Commissivaer of Currency
to be crolited to Bombay as part of the aggregate curreucy investinent of two
erores. |

L ] » L d * L 4

“ The Government nots currency was established merely for the purpose of
providing = cheap and convenient surrency ; but it has now become apparent
that it wili also be of much public sdvantage by absorbing the redundant
specie when mouey i plentiful, snd giving it oul agaia when mouey is
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scayce. In other words, it will parform for Indis, from seveisl different

centres, the sume service whish the Bank of Kagland performs for Western
Kurope.”

The propriety of these operations was much questioned at the
time by Sir C. Trevelyan’s colleagues in the Supreme Council, but
Sir Henry Maine held that they were not illegal. The only
instance of a real departure from the principle of strictly
maiotaiving the whole currenoy reserve for its proper purpose
of securing the credit of the Government notes occurred in
1865. On the 15th June 1865 Sir B. Frers, the Governor of
Bombay, addressed the following telegram to the Viceroy :—

“ Yevere commercial erisis in Bombay--ran on Bank commencing— Bank
return of cash sud notes lower than safety ruquires and rapidly diminishing
Ly withdrawiug of depoeits. Directors state great danger of Bank sus-
pending parment unlesa immediately supported by Goveroment. May this

Government advance to etient of cne hundred and fifty lacs from currency

reserve if neccssary, * * * * Unless you telegraph imme-
diately aathority to this Government to act if necessary, it muy be too lute

o avert disaster financial and political more extensive than mere stopping
of Btnk.'_'

The Government replied as follows on the 16th of June:—

“ With reference to yom" telegram of yesterday, ube your discretion. You
will be supported. Keep us informed of the progress of affaire.”

This assurance enabled the Bank to tide over the orisis
without actually drawing upon the carrency reserve. The fact®
were reported by the Government of Bombay to the Secretary of
State, who commented on them in the following terms :—

“ It is qoite clear that if any conrvection is to he maintained in future
between the Government and the Bank of Bombay, effective measures munst
be taken for guarding against any similsr proceedings, and against soy call
being hereatter made for aid from Government.

* Since the transfer of the Government balances at Bombsy to the custody
of the Bank, the only monies at the command of the Government ars the
balauces at the other tressuriss in your presidency, and they could hardly be
of sufficient amount, of be so readily available as to be sdequate for giving
ssgistance to the Bank. 1t follows, therefore, that the only direct sod imme-
diate sid whick your Geovernment could give wenld be by applying for sadh

\
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purpose part of the corremcy reserve, and it was from this source that you
, Proposed to the Government of Judia to render aid to the Back,

# The objections to using any portion of that reserve for 20y sach purpose
eau be scarcely exaggerated. It would, in the firt pluce, be illegal, and even
if thir were not the case, the pame state of things which led to the pressure
on the Bunk, might not, improbably, lead to a demand nypou the Curreney
Eepartment for coin for noles, and the meane of meeting that demand would

have beer taken by the advances to the Bank.
% It is impossible to sanction for the fnture mny proceeding which might

lead to such a result.”

Ancther run on the Bank occurred in February 1867
in consequence *of & rumong that the Government would not
renew its agreement with the Bank. It was stopped by the an-
nouncement that the agreement had been renowed and that the
Government were prepared  to support the Bank to the full ex-
tent of their available resources.” On this occasion the currency
reserve was not mentioned and was possibly mot intended. The
Banks do not appear to have cver again fallen into such difficul-
ties as to fes] compelled to ask for immediate assistance from Gov-
ernment. The proposal has indced been recently made that resort
to the currency reserve should be recognized as a legitimate
means of increasing banking resources and relieving the money
market. -But this is to be distinguished from the usc of the
rescrve 8s 8 means of saving 3 Bank from suspending payment.



Cnaprer VII.

THE EMPLOYMENT OF THE GOVERNMENT BALANCES.

Mention bas already been made of the cirenmstances under
which the transaction of certain Government business was entrusted
to the Presideney Banks. The Banks were given power to enter
into the nceessary agrecments for the conduet of this Dusiness hy
Act XXIV of 1861. The first agrecments so made came into force
from the 1st Mareh 1862, simultancously with the establishent,
of the Government paper curreney. The terms of the agree-
ment with the Bank of Bengal were briefly as_{ollons :—

I. The Bonk on its side agreed (-

(a) to take over atits Head Office the “Dusiness of
paying and recciving money ™ on behall of {he
Government, previously fransacted at the General
Trcasury, Calcutta, and to transact for the
Government “all such  Dbusiness regarding the,
reecipt, collection, payment and remitftance of
money and securitics and other matters as is
usually transacted by DBankers for their cus-
tomers' ;

(&) to act, at its Ilcad Office, asagents of the Government
for the issue and circulation of Government
nofes,

I1. Tho Government in return promiscd the Bank the follow-
ing dircet remuncration ;—

(a) rcpayment of the actual cost of packing and shipping
specic ;

(8) a grant of R43,606 per annum representing the cost
of the establishment previously maintained for tho
work fransferred from the General Treasury;

(¢) & commission of § per cent per annum “on the daily
average amount of Government currcncy notes
outstanding and in circulation through theagency
of the Bank.”
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1IL In addition and by way of indirect remuneration the
Government allowed the Bank to make use of the Government
balances under certain conditions.

‘I'ho agreement also provided for the transfer of Government
business to the Branches of the Bank. The terms of the Braneh
agrecments were generally similar both as regards the direct and
the indirect remuneration.

The agreement was terminable after the expiry of five years.

The agreements with the other Banks were on precisely the
same lines,

The principlo of these arrangements is obvions, The Banks
were to do certain work and be paid for it. The pay was no doubt
fixed on a libernl seale, and the work added to their prestize. But
the real compensation for the withdrawal of their note issues was
the right to use the Government balances. This chapter will deal
speeially with the conditions which from time to time have heen
attached to that right. But a brief explanution may first be
given of the present position in regard to the work the Banks
transact for the Govermment and the dircet payment they
reccive for it.

The agreements on these points have been frequently revised.
The Government have generally taken the position that the remu-
neration, though obviously liberal, might be countinuned without
reduetion if the Banks accepted the new demands or conditions
which the Government happencd to be sugzesting at the time.
The Banks huve argued that their acquiescence in a number
of important limitations in deference to the Government’s
solicitude for the safety of the public balauces entitles them to
generous treatment on minor points. There has seldom been any
scrious diffieulty in arriving at a compromise acceptable to both
partics, and it may be added that the negotiations have generally
boen facilitated by the readiness of the Bank of Bengal to take a
broad view of the questions submitted to it. The agreements
- wore last revised in 1598, and the new agreements remain in force
for ten yenrs, They provide for tbe conduct of Government
‘[reasury business at the head offices and branches of the Banks.
The fised establishment charge prescribed by the first agree-
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ment for the transaction of work at the head offices continues
to be paid. The Banks also manage the Yublic Debt.
This class of business was added in 1868, but the remunera-
tion has been varied from time to time. The payment of
the actual cost of packing, forwarding and shipping specie still
continues. The Banks were very soon relieved of the currency
work for reasons which are fully statod elsewhere, and the sole
obligation which they now undertake in the matter is that of
accepting notes of all circles presented in payment of Government
revenue or by the guaranteed railway companies, and of cashing
foreign circle notes in small amounts for the convenience of dond
Jide travellers, The Banks of Bengal and Madras also undertake
to provide accommodation for currency chests at their branches,
an obligation which the Bank of Bombay has not accepted.
The Banks also at one time transacted savings bank business
on behalf of the Government, but this daiy has been trans-
ferred to tbe Post Office Department. No specianl remunera-
tion is now given for the transaction of Government business
a{ branch offices. The Banks have also received special
payment for undertaking unususlly onerous duties which were
not anticipated when the agreemenis were framed. Thus the
Bank of Bengal was paid a lakh of rupees for the services it
rendered in connection with the conversion of the 4 per cent Gov.
ernment loan in 1894, thongh under the letter of the Agreement
it might perhaps have been required fo do the work without
additional remuneration.

We now return to the question of the use by the Banks of the
public balances. The following extracts when read together indi-
cate the extent to which the Government admitted the obligation to
compensate the Banks for the withdrawal of the right of issue :—

# The Bank {of Bengal) cannot be admitted to bave apy claim ws of
right o compensation but they are certsinly in a position deserving of much

consideration aud one in which they may equitably look for all reasonuble
support on the part of Governmeni.” [ Fivance Department memorandum
of 20th December 1880 to the Bank of Bengal.]

“The average daily circulation of the Bank of Bengal for the years 1856
and 1857 was 1504 lakhs. If om this as the basis of calenlation, the maxi-

mum sad mipimom balances for the Bank of Bengal have beem fixed at 70
e



sod 50 lakhs, respectively, thon the mazimum sud misimum balanoee in the
case of the Bank of Madras will be 74 and 6{ lakhs, respeetively, 181 lakhs
being its aversge daily eirculstion for the two years above mentioned.

¢ This principle is obwicusly tha right one on which to base the arrange.
ment, a the average actusl circulution messures the loss ta the Banka
from the withdrawal of the privilege which it is proposed parly to mset by
giving them cach balances without interest.” [ Financs Departmesi letter
of 1st April 1881 te ths Government of Madrss.]

The Banks had in fact a strong equitable olaim, but no legal
claim, and the Government so far admitted this as to be willing to
replace by their own balances a portion of the whole amount of
potes withdrawn. There is an sir of exactitnde about the letter
to Madras which implies that the portion to be replaced would be
some standard proportion of the circulation and that such a pro-
portion had in fact been fixed in the case of the Bank of Bengal.
Practically, however, a purely arbitrary method had been adopted
in calculating the limits of 70 and 50 Iakhs, and no standard
proportion was fized or thought of. The 60 lakhs included 30
lakhs representing what experience had shown to be about the
Jowest balapce ever held at the General Treasury, and 20 lakhs
were cdded because the Bank of DBengsl had usually held
that amount of money on behalf of Government even before
jt was formally constituted the Government Banker. It
was rccoznized that the interest on 30 lakhs even with the
addition of the fixed payment of R43,606 per annum fell
short of the profits the Bank hud obtained from its note circula-
tion, but it was supposed that the difference would be more than
made up by the grant of a less restrictive charter and by the fact
that the Government balances would often exceed 50 lakhs. The
maximum of 70 lakhs was obtained by adding 20 lakhs to the
minimum of 50 lakhs, but there was no special reason for the selec-
tion of this particular amount, Besides, as will be seen, the maxi-
mum hmit was not a limit on the amount of Government depasits
which the Bank could employ for its own profit; it was only a
limit on the amount which it might employ in & particular way.
What the Government really gave, then, was wew business and
greater freedom, not cash compensation.
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The amounts fixed for the maximum and minimum limits
were varied by later agreements, but it is not ol importazee to follow
up this part of the question. The real difficulty has been in
settling what the limits should be held to mean, i.e., what should
be the precise rights of the Banks in respect of (i} sums below
the minimum limit, (ii) sums between the two limits, and
(iii) sums in excess of the maximum limit.

The clauses of the successive agreements which govern the
use by the Banks of the Government balanees will be found repro-
duced in Appendiz B.

The first agreement, that of 1862, conceded to the Bank®* the
following privileges in regard to the Government balances :—

(#¢) The Bank was allowed the unrestricted use for banking
purposes “of all moneys and balances which, but
for the agreement, would! have been received or
held at the General Treasury,” up to a limit of 70
lakhs.

(¢) In addition, it was given the option of setting aside the
excess over 70 lakhs in a separate strong room ready
for production when demanded, or of investing it in
Government paper and oiher authorised securities.
The power of investment wassubject to the condition
that the Bank should be “at all times answerable
and accountable to the Guvetnment of India for
the surplus cash balance for the time being.”

(¢) Further, the Government agreed to pay interest on the
difference between the actual balaneg and 50 lakhs
whenever the balance fell below that amount.

(d3) Finally, the Bank was permitted to use the balances at
branches where Government business was transacted
on similar terms, suitable limits being fixed in each
case, as in the Head Office agreements.

The terms of the agreements with the other Banks were
gimilar, the maxima and minima being 40 and 30 lakhs in the

# 4., the Baok of Bengal. Tbe agreement with this Bank will be reforred w througi-
cut except where the contrary is siated. The sgrecmments wilk the other Banks ware oo tbe
sams liges. .

a
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cass of the Bank of Bomhay, and 15 and 10 lakhs in the case
of the Bank * of Madras,

In saying that the Banks were permitted to use the Govern-
ment balances it need scarcely be explained that the whole
Government balances are not referred to. The balances meant con-
sist of the sums which, if the Banks did not transact treasury
business, would be paid in ordinary courseinto Government Trea-
suries at the places where the head offices and branch offices of the
Banks arc established. But as those places are generally impor-
tant centres and, in the case of the Presidency towns, are the places
at which the Government have to concentrate the bulk of their
surplus funds by remittance from the interior, the public deposits
which might comeinto the hands of the Banks as Bankers for Gov-
ernment tend to fortn a copsiderable proportion of the Govern-
ment’s whole floating balances.

There are several points to notice in connection with the
interpretation of the conditions recited above.

In the first place, the Government practically bound them-
selves not to divert from the Bank’s coffers rovenues which, under
the old arrangements, would ordinarily have passed through the
General Treasury. For example, it would uot have hcen cone
sistent with the spirit, and hardly with the letter, of the agree-
ment to have established a Reserve Treasury.

Again, the Bank naturally exzercised the option of investing
the surpius balances and drawing dividends. But by so investing
the Bank ran the risk of loss on forved sales if Government
suddenly demanded more cash than eould be safely supplied
from the cash reserve.

Next, the Government’s right to make such a demand was not
promincutly and unequivocally assertod. As regards the surplus
cash balance, f.e., the excess over 70 lakbs, the right might fairly
perhaps be held to be implied in the phrase “at all times answer-
able and accountable.” But this phrase did not apply to the
first 70 lakhs of Government balances. The right of Governmaeat
to recall their whole depomts was left to be inferred from the

* The i‘nn. of Mudru hnd sacoeaeful] utewb.d inet the very luw liwite Grst
posed. whish have besn mentiened sa ,..-’nf' - ' i
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reforence to a possible rednction of the balance below 50 lakhs
It was probably in fact intended that the balances should not be
snbstantially rednced below the mazimum limit except in case of
actnal necessity and after reasonable notice,

It was very soon found that this system did not work. The
ease against it was sct out very clearly in a minute by Bir Charles
Trevelyan of the 16th December 1863 :—

“ On the 19th of Novenber the Financial Seerstary informed the Dir
sctors of the Bank of Bengal, by my desire, that it tas probuble that we
shonld have to draw beaviiy upon them, snd he suggested for their sonsidera-
tion whether it would not be for thair advantage to eonvert into money gress
part of the 56 lakhe which they bad invested in Government recurities out
of the public balances in their hands, The answer 1 received was that,
pather than sell any portion of the paper Leld by them on scernnt of the
tiovernment, they bad deterrined 1o sell some of their own Government ju)er
{a England ; but thia was only to the amount:of about 12 lukle, aud e
Himit of price was prescribed which was likely to prevent the mile. '

* Ou the 1Uth of December the Finaneial Secrotary informed the Din
pctors that the expestation previously expressed bad been realized, and 1hat it
was indispeasably necenssry for them to prepare to mest ovr drafts by re-
eonvertiog the grester portion ol the 86 lakhs iuto movey, The auewer ]
seceived will be seen from 1he following extraot from » note from the Figancial
Secrstary of the same date =—

¢ ¢ T spoke to the Bank Diectors to-day on ibe subject of the mle of the
Qovernment secarities parchased out of the Governmeot funds, I read to them
ag extract of your note, saying tlat the investment of this money was caxring
aerions padlic embarrasament, They expressed their inability to se)i in the
present state of the mamrket; they were of opinion thar there was not money
to bay the paper even at the present rates, and that if foreed to sell, the rates
they wonld obtain would bs ruinomaly low, This state of thingy iodubitably
establishies the complete failure of the preseut systes:, The Directors sre
doing the best they can to gather ap their resources, and to Limit their
transactions as maoch as they posaibly can.’

 These 86 lakhs bave therefors, for any p.sseul purposs, Leen as
sompletely cut off from the Government Laixnce as it they had never belonged
to it The Directors ® would not cell winle thay sould still do so st & guin
comypared with the prioes st which they had bought, und vow they evald not
aall withoot loes to themsalves and a serious agpravatios of the distorbed
and exhansted state of the mouvey parket. lo all our caloulations of 1hg

® The justion of this sharge wes dispured.




ueans st cur dispossl for masting the buavy drsin epow oo fromn variows
quarters, we must estimate the publie balsnses st whatever they may b,
winxs £860,8600. But thia i far from Ming ail. Aecording to the state~
ment of the affaire of Lbe Bank of Beugal fer the week ending ihs Sih of
December, the revarve of tha Bank st the hend ofies snd branches in nates
and specie, to meet Government lishilities to the amount of B1,96,78,014 sed
private lishilities to the smount of R],62,04,040, was only 889,81, 338,

“The totsl smount of the Govaramewt balance at the desd
olfes and Ha branches waa RPE96.78,612, bot of ithis, oms wrore, =
21,000,000, was beld in reserve im eoin on mtoount of the Government;
and I have thersfore only atated the difference ss the Liability to the Goverse
weut.

. “The Bank’s reserve at the head. sfioe st Calevtia amwonied only o
256,064,958,

« It will ba seen from this what very large investmants havo been mady .
by the Bask from the Government balansex, partly in Government securitios
snd pattly in ite general banking business. Nearly the whole of that portion
of the Governmant balsnovs over whish the Baok posscssed a controd, ia,
R1,96,75,612, sfter deducting the crore sefl apart as the Government resseve,
hae boen imvestod—166,42,200 in Goversment mouniies and !l ,18,08,188
in the Bank’s general bunking busineen

“ Ths regularity of our finaccial epuntions has been niready derenged by
this slate of things, Instead of havieg ot eur command the ssual ample
belance in the principal Tremsory of the Bepreme Goversment, which hee
slwwys besetofors beem reiied wpom ss the great resecve in time of need, we
have besn obliged, even from the commenasmens of the erisis, 1o manege and
spare that balmes.”

Returning to the mue ineident im a Inter minute 8ir Q.
Trevelyan wrote :—

# A time of prossure in the mevesniile sad money markets is always likely
to be s difficalt time for the Govermment; and in the recent instanes we
snffered severrly from the falling-off of the epium revenue, and other causes.
Large funds wers required to moet tha Seevetary of State’s Bills st Bombay,
and for other purposes, bat eur reserve had been invested by the Bank of Bene
gal in Government pecurities snd mereantile diseounts. For about «ight o
teu weeks the anxisty was very ewricos. There was no deficieney in the
balaroe of incoms and expenditare. There waz no defidiency even in the
amount of tke cash balances. Bat the arailable portion of cur eash belances
bad brea neutralised. In ordar to aveid & grester calamity, T bad to manage.
and spare tbe Bank of Bengal an 1 best could wntil the orisis was passed.
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*“The Government was 2lso brought by the same process into & vary objeo-
tionable relation to the mercantils commumity ; for, notwithstanding the very
large amonant which had been lent from the Government balances through the
mediam of the Baak of Bengal to support the trade of Caloutta, yot, as it
was necessary for the public safety to point out to the Direotors the sbsolute
oecossity of incremsing their reserva, the pressure mpon the meney market
seswed to eome from the Goverument, and the great difienlty of the Caientta
money market was popularly supposed to be theinsufficiency of the Govarn
ment balance, and demands which the Goverament made npon it

This is one of the {wo instances in which it is definitely on
record that a Presidency Bank has felt compelled to ask the Gov-
ezxnment to restrict their demands on the public depnsits. It is
probable, however, {hat there were also occasions on which the
Government were warned, informally, through the official Die-
ectors, that the Bank should be spared as much as possible.

It may be mentioned here that this question of the efficiency
or availability of the public deposits is quite distinot from that of
their ultimafe safety. On the latier point there has ncver been
reason for anxiety exoept in the case of the old Bank of Bombay ;
and even in that case depositors were repaid in full and the
Government loet nothing asa depositor, though it suffered as a
shareholder.

The Becretary of State very strongly objected to the arrange-
ment of 1862, under which the Banks acted as agents for the issue
of currency notes. Negotiations were therefore opened in 1863 for
the revision of the agreements. The Bank of Bengal took the
opportunity of suggesting an alternative scheme for regulating the
employment of the public balances. This was that the amount of
surplus the Bank might invest should be limited to onec crore, i.e,,
that the Bank should be left free to use up to 70 lakhs for banking
purposes as before ; the next crore above that might be invested,
and any excess over that would be set aside in cash for the exolu-
give uso of Qovernment. The Government on their part were
to engage not to call for any part of the amount invested except
in case of actual requirement and after reasonable notice.

The proposal is noticeable because it would have practically
involved the Government in a definite engagement such as one of
the Presidency Banks bas recently asked for in eonnection with
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the grant of advanoes to the Banks from the Reserve Treasury.
‘The money to which such an engagement applied oould not be
safely regarded as forming an efficient partion of the Government
balances. The suggestion was promptly negatived on this
ground, the Government observing that * if the public balances
are larger than are wanted by s million sterling, that amount
ought to be invested for the public benefit.” The Secretary of
Btate conenrred, and in & despatch of 4th January 1884
formulsted an altomative acheme. His instructions were as
follows ; —

1 bave also to desire that the Government balances msy not be placed
st Calcutts, oria the branch banks, to sn awount excesding what it is
necessary to keep there for paymeats, as I cannot eonseat to the lockiag np
of thess balances in Grovernment secorities beyond what is required by the
strictest interpretation of the agreement * ® 8 ¥ ] will procesd 0
state the terma whish I should be prepsred to waaction for & mew mmange-

mant.
» - - ® L L

“Tha Bank to act as bankers to the Goverament, on a0 understanding
that & mivimum balance shall be kept of R70,00,000, which is to be
showa ia the Bank accounts s Government balance, and which may be
withdrawn by the Government in case of its being seivaily required for the
payment of demands upou it, without aay payment to the Bank in ecnes
guence of withdrawal, The Bavk to nse all the Governcient balance, so far
as the Dirostors may deem prudent, except wuch poriion of it es may be
sppropristed expressly for payment of dividends, or for say octher delined
purposs. The Bank to have, neveriheless, the temporary use of such portion
of balances aleo, if not immediately required, subjest to the sanstion of the
Government Directors, '

“ The Bank to et in ths same eapacity in the large towns whers Banke
may be established with the sanction of Government.

. “ Under such an arrangement the Bank of Bengal would be placed in
the smme position as the Bank of Englacd in sll its banking functions,”

The Government were alarmed at the idea of allowing the
Baunks the absolutely free use of the whole of the Governmemt
balances, and forwarded to the Secretary of State a minute by
Bir Charles Trevelyan in which an essential difference between

_the Bank of England and the Bank of Bengal was pointed out,
Afret showing the immense ‘magnitude of the operations com-



ducted by the former Bsak an behalf of Government, Sir Charles
Trovelyan added :—-

“ 1t (the Baok of England) bas & eapital of 14 million and s resd
wonposed of undivided profits of upwards of ihres maillion more.

“The position of the Bank of Bengal is very different, The pro-
pristors’ paid-up eapital is only £1,100,000. In 1840 it was only £30,000
tesa, for it then stood at 21,070,000, But xinoe 1840 the privata bosiness of
Cslcutta bas imwmensely incressed ; and the Bank has lately establisbed nine
branohes from Bangoon to Lucknow, Agrs and Nagpur ; and the Oovers.
ment has transferred ite business to the Baak, at tbe bead offie and the
branches. The Bask of Bengal did vot make any sddition to its cepital in
ssnsequence of its opening branches st the pringipal places of trade im
Northern Indis.

* In order, therefore, to complets the analogy with the Baok of England,
the capital stock of the Bank of Bengal must be grestly incressed. Its
existing capital is totally insolicient to meet the present demands even of
the private trade ; and altbough the Bank profits by the ase of the Govern-
ment balaoces, it ean give no help in retarn,

* The advantsge which the Bank bas derived from so greatly extending
its basinesa, not with ite own, bat the Government capital, pasy be seen from
the fact that the 84,000 shares of the Bank of Bemgal, whioh were at 5,950
previcusly to the existing arrsagement with the Uovernment, were st £11,300
peevionsly ¢o the late exhanated siste of the mouey market, and are still above
£9,000.

“ It remaing 30 be seen whether the Bank of Beogal will qualify itsell
for properly uodertaking the transaction of the Government business by
inoreanng ita eapital in due proporiion to that of the Bank of England.”

The Bank of Bengal did qualify itself, under what it regarded
as pressure from Government, by increasing its capital to 220
lakbs in 18684 ; and as the Becretary ‘of Btate sent.no reply to the
despatch forwarding this minute, the Government of India
decided to carry out his instructions, with eertain modifieationg to
which his sanction was obtained.

The settlement with the Banks was long delayed and the new
sgrocments did not actually come into foree till the 2nd January
1866. They contained the following provisions regarding the
public balanoes : —

(o) The Governmont undertook to maintain in the hands
of the Banks at thair head offices an * average



cash balance ™ of a specified atnount® “eo far as the
same may conveniently be done.”

(8) The Banks were permitted to use the whole balances for
the time being for banking purposes.

{¢) Interest was to be paid by Government when the
Government balance at tho head offices (inoluding
gold, bullion, ete.) feil below a specified minimum
amount.t

(d) The ahove conditions referred to the -balances at the
head offices. Foor the branches no maxima and
minims were §xed. The Banks wereto be allowed
to employ *the whole of the balances (at branches)
however large for the time being ” for banking pur-
poses, subject to the condition that each branch
should “at all times be ready to meet the drafts of
the Government » to the extent of the Government
balarices at the branch, the Government on their
side undertaking to warn their officers not to over-
draw their accounts.

It will be noticed that the phrase about the *average
balance "' was almost meaningless. The maximura limits of the
first agreements were real limits, for the Banks ocould not use
sums in excess of thoge limits in ordinary banking operations.
But the undertoking to keep an “average’” balance could
mean little more than that the Government reserved tothem-
selves perfect freedom in drawing on the Banks, ordiverting reve-
nue and remittances from the Banks’ Troasuries when the balances
reached 8 high point. This secms to be in accordance with the
Secretary of State’s remark about not keeping an exocessive
Government balance at the Banks, but it is not quite clear what
the Secretary of State himself intended by that remark, for there
seems to have been no definite intentica at this time of estab-
lishing & Government reserve in any form. The practical effeet

Laxbe, Lakia
®Bask of Beogal . 70 ¢ Bank of Beagal . &8
Bavk of Boubay . 40 Beak of Bombay « 35

Baak of Madyme ., 85 Back of Madres , 20
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of thess changes in the agreements was thai in » few'yaiutba
balanoes accumulated at the Banks as before and the Directors

were allowed to use the whele balances in any way they liked
instead of s portion emly.

. This agreement and the cimilar agresmant with the Bank of
Madras were to remain in force till the 1st March 1874. The
Bank of Bombay had demurred to the terms offered, and by the time
the agreements with the two other Bauks had been ssttled, its
condition was so precarious that the Government finally decided
to enter upon an agreement for one year only. On ifs collapse in
1868 the reconstruoted Bank worked provisionally under the one
year's agreement for scme yesrs.

It was also treated with less confidence in two ways. The
defunct Bank had never been allowed totake over treasury work at
its branches, and the concession was apparently withheld from the
new ane till 1871. Morcover, it was required to invest (or set
apart) it balances in excom of the “average balance ” instead of
being allowed to use the whole balances in banking business.
This restriction also was withdrawn in 1871

hthomedthankdBmgﬂthemmwgmmhworked
satisfactorily, partly no doubt owing to the great increase in its
capital. We find it slated in 1875 that neither this Bank nor the
Bank of Madrae had ever given the Goveroment any anxiety as
regards the efficiency of the publio balances since the breakdown
of which Bir Trevelyan wrofe in 1868. Probably one cause of
this was the change which the agreements of 1566 made in the
method of employing the balances. Instead of being locked up.
in Government securities which might at times be almost unsale-
able, they oould be weed in discounting mercantile bills
maturing at short infervals. But diffieulties oocurred in 1874

% The balenses Jelt with the Benk of Beagal were remsrkably Jow hﬂqﬂnm
1884 to 1870 for some Tesecm which is sonplainwd, As the agreemamis in foroe during
thess yurn centemplated the deposit with the Baak of the whole Government balaoess,
B mast be provumed that the Gevermmoni’s werking belwtey wess sstanlly deplated
threughent this paried :ad net wesely withheld,



with the Bank of Bombsy which proved that the arrangemonts
with the Banks were still imperfect. Wkat happened is thus
described in & pote by Xr. B. B. Chapman i~
“In Jacuary 1874 the experience of 1883 with the Bank of Bengal
was repsated, in an sggravated shapa, with the New Bank of Bombey, The
geoeral cash balances being at the time sbout 15 crores, tbe Government
was ongaged ina very large expenditnre for the opemations nndertaken to
relieve the disiress expected from the soarcity im Northern Bepgal The
Goverpment balancs st the bead-gnarters of the Bank of Bombay was, at this
time, about & crore of rupess. Nevertheless, aitbooph all India had knewn for
soms time that thers was strong pressure upon the Goverpment rimources, an
iatimation that the Government wonld probably dmw npor the New Bank
of Bombay for 30 to 35 lakbs prcdooed » telegram from the Governmant of
ﬂomb-y to tha Vieeroy warning the Government of Indis that it was “place
ing the Excisuge Backs and the trade of Bowbay in grest danger,” sod that
# it.drew more on the Bank of Bombay, there would be s general p-mcand
ssrious danger of stoppeges.
“ The minimam balance which the Ganrnmnt bad agreed to keep
with the Bombay Bank, on pais of peying mterest upon any deficiency, was
25 iakhs,  Thas, st a Litve whep the money was urgently wanted, the Gov.
srnment of India was deprived of the use of 76'lakha of rupees. This tempo-
rory insolveney of the Bombey Bank, as regards the Gevernment, was not
doe, 84 o the case of the Berzal Bank in 1863, to over-investmeont in
Goverument sécuritier.  The Bank beld at the time mnly about 30 lakhs of
Govarnment ssrurities of itc own, and it bad Jent monasy on other 42} lakha
Bat it had discownted about 150 lakhe of mercantile bills snd bills of exchange,
“and thie osgsed the diffenlty. It seems probable that, sa with the Bank of
Bengal in 1883, so with the Bank of Bombay in 1874 the evil was caused by
tha insufficiency of the Bank’s ompital when compared with the Governmeat
deposils entrusted to it.”

The revision of the Charter Acts and Agreements was then
under discussion in connection with- the impending surrender
of the Government shares, and it had been propesed t0 continue
to the Banks the right to use the whole Government balances,
But the default of the Bank of Bombay led to the reconsideration
of this decision. In s minute of 19th June 1874, Lord Northbrook
criticized the systew then in force as inconvenient to Goverament,
and misleading {0 the public, and suggested thet in future the
Banks shonld have the use of only a portion of the balances, the
remainder being separately held by Government as 8 reserve og

which $o draw in ouse of sudden emargency. This reserve was to
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be of two crores, ** the main difficulty ** being * ons only of time."
These views were comumunicated to the Secretary of Siate in a
degpatch of 30th June 1874 (reprinted in Appendix C).

The Becretary qf Btate (Lord Salisbury) replied in s despatch
of 6th May 1875 (reprinted in Appendix C). The despatch is a
most interesting review of the guestions which had been most
keenly discussed in the preceding years. Regarding the danger
iuvolved in the financing of commerce by Government he agreed
with the Viceroy, observing :—

* Capital supplied by Government, and not representing the savings of the
community, is a resource on whose permanence no reliance can be placed, and
which therefore tends to lead traders into daopgerous commitments. It gives
ease for a time, and produces the prosperity which is at the mercy of an
sceident, A political exigency suddenly withdraws the adventitious resource,
and the commerce which trasted to it finds itself pledged beyond what ite own
resotirves can make good.”

He thought, however, that the end desired could be obtained
without any permanent hoarding up of & large sum in 3 Govern-
ment Reserve s

“The chject yoa bave in view will be sufciently attained by freeing
yourself from all exceptional liability to the Banks., Yoar proposal that »
winimum balance should be fixed, all deduction from which sbounld carry
interest against you, appears to me reasonable, Without sueh a protegtion,
express or implied, it would be difficult for the Banks to transast bosiness with
so large & customer, You would naturally take care to iz a minimum which
should uot impose any burden wpon the State beyond what is necessary for
their fair remuneration, Any such arrangemeat should be supplemented Ly
» correspouding provision that if the balances which you think fit to leave
with the Baok exnead a fizxed maximum and the Bank should desire to retain
them, they sbould bear interest in your favour. But these agresments wonld
not give to your relations with the Bunks any sxceptional or evens anusual
character.

# No farther engagement on your side will be neceseary. The under-
atanding that all revenne is to pass through the Banks wherever branches exist
will not be renewed. You will take care to make it cleacly vaderstood that
the amount of your depotiss is discretionary, and that if it is convenicat to
you at any time to retain in the treasury the proceeds of the revenue, the
Banke possess vo right in reepact to it that will eatitle them to eomplain,

1o ordivary times you will probubly not wish to retain money in the
treaaury, If apprehemion of difficulty is falt, or if the oourse taken by any
Bauk indisposes you to trust it with the custody of large deposits, it will be
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at your disaretion to hold back the growing produce of the revenus in the
treasury, instead of paying it over to tha Bank. At a very briel notice yon
will thas be abls to accumulate, in your own coffers, the two millions which
you judgeto be necessary fur your security in times of pressure, even ifa
large portion of it cannot be provided by drawing upoy your halances, Any
sum so reserved you will deal with according to the exizencies of tha time,
It will be sompetent for your Financial Department either to retain it in the
trearury, or to lend 1f for short terms under suitable conditions as to interest
and security.”

The portion of the despatch just quoted is remarkable as
containing the suggesiion that the Government mightlend not
only to the Presidency Banks but also elsewhere. So far as the
Presideucy Banks were coucerned, the Secretary of State's orders
involved not a concession but a restriction. Instead of getting the
use of the whole Government balances for nothing, they were to
pay interest if they wished to use more than a certain limited
amount. The proposal was a not unnatural extension of the
system already in force. But the suggestion that the Government
should enter into the market and do a competing banking buei-
ness was new. The following comment was made upon it by
Mr. R. B. Chapman, the Financial Secretary :—

* These proposals are gnite mew, snd I feel doubtful about them.
It may be assumed at once that we should be seldom able with
any advantsge to lend momey in this way in the inierior. Wo
might do so, sometimes, at the Preeideney towns, But this would
involve serlous competition with the Presidency Banks, aod 1 should
ba inclined to lond money, if gt all, usvaily tdrowgh thers. Perhaps the pur-
pose of the Secretary of State would be secared Ly au arrangement with the
Bauks to lend them sums aut of oar reserved balanee, at our discretion, on short
terms, at very easy rates ? I the Banks sbould decline such au arrangement
we might reserve the rizht of lending, slways om Government security, and
only in large sums, to the Exchaoge Banks or other named firms. But I am
disposed to fear that if the Goveroment quters into competition with the Banks
3t will inflict upon them a grave injury ;and 1 shonld prefer not to attemnt
it. This project, moreover, seems to me to be inconsistent with the policy
of the Government of India which inteads to prevent all depeadence by trade,
directly or indireetly, upon the Government balances.”

The Government, however, passed no orders at the time on
the question of londing to the Presidency Bauks or elsewhere, as
they preferred to avoid committing themselves in the matter.
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The new agreements, which came into force in 1878, were
based on this despatch of the Becretary of State. The Government
undertock as before to pay interest to the Banke when their
balances at the Baunks fell below certain minima. They entered
into no formal undertaking as regards maxims, but communicated
the following intimation of their general inteations :—

“ It iz to be nnderstood that the Government will ordinarily not leave

with the head-quariece of the Backs, otherwise than ten:porarily, more than the
following suma -

Lakhs,
Baok of Bengul . . . . 100
n  Madm . . . . 8¢

»  Bombay v e s 50
But this condition will not ba inserted in the contract, which will impoes no
obligation upon the Govsrnwent to leave moy balanoes whatever with the
Backs. , . . The Government will not undertake to give to the Banks the
excinrive custody of all the publie balances where the Government banks with
the Banks.”

To give effect to this policy a Reserve Treasury was estab-
lished in 1876 at Calcutta in connection with the Currency Office.
Into this Reserve the main stream of the revenne was diverted,
all treasuries except those at Calcutta being directed to send
their remittances to the officer in charge of the Reserve Treasury
instead of to the Bank. Bimilarly, the Mint Master was to send
qupees coined at the miot to the Reserve Treasury and not to
the Bank. From the reserve so acoumulated the officer in charge
(“ the Treasurer to the Government of India ” as he was styled)
was to “ pay to the Bank of Bengal such amounts as ‘may
be necessary to enable the Bank to meet the demands upon the
Calcutta Treasury.” The Treasurer was not ordinarily to receive
money intc the Reserve Treasury, or make payments from it,
except in the manner-above described. No Reserve Treasuries
were established at this time at 3{adras and Bowbhay, but it was
explained later that the intention was to draw off the superfluous
balances at the other Banks to the Reserve Treasury at Calcutta
by bills,

TUnder ordinary circumstances the effect of these orders was to
keep the Government balances at the Banks down to the actual

\
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requirements fo* Government payments, since the paymeats at
the Presidency towns exceed the local receipts. But there might
be peripds when the receipis largely exceeded the payments
immediately dua, and the orders just recited were defective .in
omitiing to -definiiely lay down that if the Government balances
at the Banks became excessive, they might be reduced by a
transfer from .the Banks to the Reserve Treasury. In fact, no
such transfer was made till 1878, and it was contended by the
Bank of Bengal that “ it was one of the understandings on both
sides that the Reserve Treasury was not fo be supplied by irans-
fers from the Bank,”

In 1878, however, aloan of 2} orores of rupees was raised, asd
the proceeds, being receipts at Caleutta, were paid into the Bank
of Dengal with the result that the Governmen: balance there
rose to 268 lakhbs or more than 11 crores in excess of the maxi.
wum limit, This was noticed by the Governmant who observed
that the understanding a8 to the maximum balance should mot
be allowed to become *“n dead letter.” The Comptroller General
was therefore directed to transfer the exocess to the Reserve Treasury
unless he had reasonto think that the balance would speedily
subside owing to heavy disbursements. As regards the future,
he was told whean a loan was raised ‘no more of the amount
subscribed should remain with the Banks than would raise the
public balances at mast to the maxima,” and zeperally that the
‘balances at the head offices should not be allowed for more than. a
short time to exosed the prescribed maxima. It was added that
. the Comptroller General would be at liberty, to the extent to
;jhicll e could conveniently do so, to accommodate the Banks
with temporary advances from the Reserve Treasury, provided
shey were willing to pay interest on such advances at the current
rates.”” This appears to bave been the first occasion on which the
Government gave any public intimation ' that they would
recognize the grant of advances to the Banks' at interest.
The permission to lend seems to have been given chiefly because
it was apprehended that the absolute withdrawal from the market
of funds subscribed for's Government loan might ecause serious
jnconvenience to the public. The orders, however, did not restrigt
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the grant of loans to this particular case, but were of general

application. )
The following additionel instructions were given in a letter of
the 12th September 1878 1om

% The Government have po intenticn at present of landinz the poblie
balances except to the Presidecy Banks, which will be the most convevient
chanoel of distribating the funds whenever they may be demanded. No
security need Le taken from the Presidenocy Banks for any sums lent to
them st interest soy more than for the reet of ihe public balaoces ia their
hands.”’

At the end of 1879 it was decided {o maintain separate Reserve
‘Treasuries at Madras and Bombay, and it was at the same time
explained that the Government regarded themselves as under no
obligation to keep more than the minimum balances at the two
smaller Banks. The orders were: *“There is no oceasion to main-
tain the marimum balance at the Bank . . . 4s a general rale, no
more money in escess of the minirmum than may reasonably be
required to meet demands ap behalf of the Guvernment should ba
kept in the Bank. But funds should not be withdrawa which
must probably be replaced in a short time.” Apparently these
orders were not specifically applied to the case of the Bank of
Bengal, because, s its disbursements constantly exceeded its local
receipts (from which, as mentioned above, loan suhseriptions had
been exeluded), thers was little danger of the accumutation of a
permanently excessive balance in that Bank.

The Bank of Madras appeated against these orders in 1882,
and asked to be allowed during the busy season to retain
Government balances up to the maximum of 30 lakhs, and as
muck more as might be wanted oa payment of interest. .Loth
requests were negatived ina letter of 18th May 1882, in which
it was said that it had never been the intention of Government “ that
the Government balance held iu Presidency Bauks in excess of the
immediate requirements of the public service should be regulated
with a view to providing banking facilities for commerce. The
policy of Government is to require trade to find its own capital, .,
Qovernment can only look to the exigencies and interests of
the public service for the time baing.....Government canuot

X
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undertake to keep a balance of 30 lakhs with the Bank of Madrag
at any season of the year or enter into any engagement or pledge
‘tself in any way to lend money to the Bank on payment of
intersest.”

These orders wers slightly mudified in 2834 by an instrue-
tion to the Accountant Generul, Madras, that the excess of the
Government balances at the Bank over the minimum should be
removed to the reserve “ not at once but only when it bad gone
up to a higher level for 2 settled time.”

The actual practice at present is to keep with the Banks an
amount substantially in cxcess of the minjmum balance. Though
there is no definite rale or admitted obligation in the matter, the
Comptroller Gencral or Accountant General as the case may be
ordinarily makes a transfer from the Reserve to the Bank some
timeo beforo the minimum is reached. _

It is to be noticed that the variows orders quoted refer
only to the balances at the Head Offices of the Banks. There is
no limit on the Government deposits at branch offices. But
the latter ars held alisolutely at call, and in actnal practice are
removed with the utmost freedom. Even where it is undesirable
10 withdraw them from the loecality where they bave been col-
lected, they can be temporavily transferred to the gurrency reserve
and so rendered unavailable for use by the Bank.

The orders of 1852 and 1854 may be said to have completed
the third stagein the settlement of the question of the employment
of the Government balaneces. The arrangements of 1876, as
interpreted and developed by later erders, differed entirely from
thoseof 1862 and 1868, Till 1876 the money collected by Govern-
ment at the Presidency towns was all paid into the Banks. The
Banks patarally wishied to employ it in the intcrval before it was
necded by the Goveroment, and whether they iuvested the larger
portion of it in Governmeut paper as under the agreemeuts of 1562,
or employed the whole balances in their ordivary business as under
those of 1566, there could be no certainty that it could be released
aund surrendered when it was wanted. Under the arrangements of
1876 the * growing produce of the revenue” was no lopger
paid over entirely into the Bauks. The local rcceipts only were



29

deposiled, and the growth of the balances was thus automatically
restrained withont any:direst and inoonvenient interferance
with the Baoks’ operations. But circumstances might arise in
which the balances accruing from the local receipts might
be excessive for a prolonged period. The Government therefore
went a step further and asserted the right to transfer the excess to
their separate reserve. Buch interference was of course direct :
but it was not bpecessarily incouvenient, for as soon as the
Banks found that the surplus would be immediately and
regularly transferred, they oeased to rely on it. In fact,
the efficacy of the later arrangemenia was not entirely due to
a difference in their mochanism. The attitude and spirit of the
Government were different. In 1862 and 1866 it was felt
that the use of the Government balances waa not so much s
form of remuaeration for the transaction of Government
business as compensation for the withdrawal of the right of
issue. The Government therefore intentionally left with the
Banks balances larger than were needed for Government payments,
snd were reluctant to reduce them. But long before 1876 the
8ecretary of 8tate had come to the conelusion that the Banks bad
been sufficiently compensated for the loss of their note issue, and
the difficulties which the Government of India bad experienced
in counection with the Banks' management of the public balances
led them to agree in curtailing the privileges they had first granted.
The change of attitude is clearly seen from the fact that in 1875
the Secretary of State wasable to deolare that it would be unn-
necessary to fix a minimum balance at all were it not that ** with.
out such a protection, express or implied, it wonld be difficult for
the Banks to transact business with so large a customer.,” Buch a
statement implies that the Government is a mere depositor and
under no prior obligation to tbe Banks. When this position had
been definitely assumed, the demands on the Government balances
could be more strictly enforced by the Government and were
"more readily complied with by the Banks.

The question of the amount which the Government would
leave with the Banksin ordinary course being thus disposed of,
the only point left for settlement was the question of granting

xd
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Joans to the Presidency Banks, As the orders stood in 1884, the

Comptroller General was perfeetly free to grant such loans at bis
discretion. The Governruent had indeed declined to commit
themselves to a definite engagement that loans would invariably be
forthcoming when demanded, and it had been suggested (by 8ir D.
Barbour) that they should not be granied * except at times of
exceptional pressure and to preventa crisis.”” But no orders to
this effect bad been communicated to the Qomptroller General,
and loans were for some time freely given on application by the
Baoks without referenos to the Government,

In 1888 a Government loan was raised of which 3 orores
were paid up in Bombay by the date of the first instalment.
The Government Balances at the Bank suddenly rose from 77
lakhs on the 6th July to 281 lakhs on the 18th. On the 14th the
Accountant General withdrew 140 lakhs to the Reserve Treasury
and by the 23rd the balance had been reduced to 76 lakhs, 50 lakhs
being the maximum above which the Bank was expected to pay
interest in acoordance with the understanding previously referred
to (page 95). The Bank and the local Chamber of Commerce
protested againet the withdrawal of the money, but it proved om
enquiry that the Bank had been offered and had refused the option
of retaining the excess over 70 lakhs on payment of interest af the
Bank rate. Again in October the Government offered to make the
Bank "a definite loan for a definite period at ons per cent under
the Bank rate ” if money were wanted *to meet a temporary
stringency.” This offer also was refused, and the Government
decided not to offer such ferms 8s regards interest again. The
Government finally dealt with the whole case in two letters of the
12th January 1889, addressed to the Chamber and the Bank.
With their letter to the Chamber they forwarded s memorandum
by Bir James Westland which showed that the floating balances
of the Government were kept at the lowest amount consistent
with safety and could not to any material extent be placed
more freely at the disposal of trads. The final and *deliberate
conclugion ”” of the Government was sammed up in their
declaration " that any assigtance in relif of the money market
which may bs afforded by meams of the Treasury Raserve
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can only be made (1)* throngh the Bank, (2) at its published
rate of discount, (8) in relief of temporary stringency.”
This should be read with the statemert contained in the
letter of the same date to the Bank that * (4) the Governor
General in Council is unable to enter into any agreement or
understanding of a general nature with the Rank for lending to
it a portion of the Government Balances,” and that * (5) the
Government is not prepared to make any change in the policy
hitherto pursued in dealing with the balances of the publie
treasury ” (i.e., is not prepared to abolish the Reserve Treasuries).
Thesa few sentences contain definite conclusions on all the
questions which bad been raised by the establishment of Reserve
Treasuries and by the Becretary of State’s suggestion that the Gov-
eroment might grant loans to the Banks and possibly elsewhere.
In one respect, however, the orders given in 1899 were notat first
strictly carried out, orat any rate were not very strictly interpreted,
for loans were still given to the Banks whenever they were wanted
and at times when there was no real stringency. Thus in 1892 a
loan of 20 lakhs was given to the Bank of Bengal when the Bank
rate was only 4 per cent. On the fact being brought to the notice
of the Government of India the Comptroller General was simply
told t that it was left to him to determine * whether the circum-
stances at the time when a Bank asks for a loan are such as to
justify the loan.” In 1893, however, the Bank of Bombay asked
for an assurance that a lean of 50 lakhd would be forthecoming
if the Bank should require it. The Becretary of State was
fieding ditbculty at the time in selling Council Bills at the mini-
mum rate he had fixed, socd the Comptroller General having
regard to this fact and to the general state of the money market
refused to give the required assurance, Bome discussion ensued,
during which the question was complicated by the fact that the
Bank granted loans to the Exchange Banks, aod so reduced its
halances that it became unable to make advances on Government

$ The numerals are 8ok in the arigmal.
¥ The arders bery rafrrred to condlnged with the seutenee * It is sasumed that when lonas

afe given the bauks sve required Lo depeait security.” This was s {possibly taintestionni)
variation of the orders of 13th September 1878, quoted su page 97.



102

paper. The Government of India approved the action of the
Comptroller General, and thus explained to the Bank the grounds
on which the loan had been refused :~

% The Government of Iudin are of opinfon thet complinnce with the
request made on bebalf of the Bank would esttainly have tended to dofest the
policy of the Becretary of Btate in fixing & minimum rate for Council Bills,
that soch complinaoe might, moreover, at one part of the time covered by the
communications, bave rendered it necessary to ask the Secretary of State to
restrict his sales of Telegraphic Transfers, and that the general circumstanees
did oot justify the grant of a loan to the Bank. In confirmation of the first
aod last of the three reasons just menticned for refusing the reguest of the
Bank, 1 am directed to say that the Government of lvdia are informed that
the Bank of Bombay was able to, and did, advance in the last week of April
nearly 40 lakbs to certain Exchangs Banks ou 80 day#’ bills, although that
demand could bave been met by the purehsse of Council Bills or Telegraphio
Trausfers by the Exchaonge Backs concerned.’”

The same letter also commented on the inability of the Bank
to make advances on Government paper :—

“ The Government 'fes! assured that the Directors recognise that the
position sud privileges of the Presidenty Banks iraposs on them s responsibie
lity to the Government snd to the publie, aever, if it can be avoided, to dis-
pose of their balances ip such manaer s to rendsr themselves nnable to meet
the legitimate demands of trade, expreased in requests by traders as distinet
from specnlators, for advanoes of ordinary awounts on the security of Govern-
ment paper. . The barmonious working of the relations that exist between the
Presidency Banks and the Government depsads on this understanding, and
if anything oscurred to impair it, the Government would heve %o eousider
whether they would be juctified in continning to place the publie funds at the
disposal of the Bank as freely as they now do.”

From this time loans seem to have bheen made with less
freedom. The practice recognized in 1892 scems very different
from that deseribed by Sir J. Westland in J anuary 1899 in the
following words :=—

s Having thus placed in the hands of the Secretary of 8tate the regula-
tion of the drawing of Council Bills the Government paturally consider
themselves preeluded from interfering with his operaticns by advancing
money even on interest to the Prewidency avd other Banks in Jedia, Occa-
sionally but wery rarely short loans of the kiud are mads, but it is only for
the relief of temwporary difficultien. The last oocasion on which a proposl
of the kind was made was as follows. Im April last the Baok of Bombey
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whose rate at the time was 13 per cent asked the Goveroment to advance
25 lakhs to it for a chort time . * * “the Gove
croment was oo the point of mnetioning the loan when the Bank rate in
Caleatta was reduced from 1% to 11 per cent. (April 20th), the price of Gov-
ernment paper rose and exchange fell. The Comptroller General was sccord-
ingly instructed that in view of these indicutions that the stiiugency in the
money market had been materially relaxed, it was considered that a loan to
the Bank of Bombay war not ot presant necessary,”’

Recent declarations of the Government indicate, however,
a return to the general prineiples Jaid down in 1889. Loans will
be given, if at all, only in periods of real stringency, and no definito
engagement can be¢ given that loans will invariably be forth-
coming when demanded, but a more liberal definition of the term
“gtringency "’ will be applied than that involved in the practico
just described. Such, at any rate, appears to be the cfloct of
the latest orders of the Becretary of State contained in his
derpatch of 4th May 1899, the last paragraph of which may be
quoted =

“It is impossible to prescribe any specific amount which must be
retained in the Reserve Treasury or be otherwise at the eoramand of the
Comptroller General on short notice, in order to meet, not only the disburse-
ments of your Government in lndia, but also the probuble amount of remit-
tances to England; and it is essential that an adequate provision should be
made for these purposes. Subject o this being maintsined, I see no oljec-
tion to your lending to the Presidency Banks, on the security of Governe
ment paper, at such rate of interest from time to time and for such periods
as you thiok best, I am inelined to think that the rate should, as a rule, be
ot below the Bauk rate.”

It hardly falls within the scope of this memorandum to
attempt an examination of the effect on the moncy market of the
various changes which have been considered in this chaptor, Tt
kas been pointed out (page 60} that the withdrawal of the right
of issue in 1862 deprived the Banks of the means of expanding
their resources at times of pressure. The Government balances
formed for some time a not inadcquate substitute for the note
issue. But the policy pursued since 1876 and especially in recent
vears has been to require trade to rely more on its own resources
and less on those of the Government. It would be interests
ing to consider bow far this policy (whatever its Justification)
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has as a matter of fact contributed to the difficulties of the
money market in past years, But 80 many factors enter into the
question that it i practically impossible to isolate the effect
of the particular forces which are countrolled by the Government.
Thus in 1564 the Banks increased their capital; from 1887
to 1870 the private deposits held by the Bank of Bengal were
abnormally large; in 1893 the mints were closed to the coinage
of silver, and so on, However, the following figures showing the
fluctuavions in the Bank of Beuogal’s minimum rate of discount
will not be without interest though their precise siguificance
must be largely a matter of opinion :—

T
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Cnarrea VIII,

EARLY 3UGGESTIONS FOR A “BANK OF INDIA»

There have been at least two definite proposals for the estab-
lishment of a single ** Bank of India' to take the place now
filled by the three Presidency Banks, and the incidental references
to the subject are numercus; indeed, between 1860 and 1876
the idea never seems to have been entirely out of sight. It was
nataral that this should be s0o. The transfer to the Baoks of
Government business and the deposit with them of the Govern-
ment halances raised questions which constantly suggested
comparisons with the Bank of England, and thus familiarized
the Government with the ides of establishing a similar Bank in
India. Again, the position which the Bank of Bengal actually
attained in this period so closely resembled that of a single State.
supported Bank that the transition to the single bank system
scemed an easy one. The Bank of Madras had only a quarter
of the capital of the Bank of Bengal, and its Presidenoy was
commercially the least important of the three. The old Bank
of Bombay had failed, and the success of the new one was not
assured for some years. Moreover, the difficulty experienced in
exercising supervisiod throngh the Bombay Government con-
trasted unfavourably with the direct and beneficial relations
subsisting between the Government of India and the Bengal
Bank., The latter Bank alone had been able to render any real
service to the (Government during this period, and when funds
were required in Bombay for the prosecution of the Abyssinian
War, the Government appear to have made more use of the
Bank of Bengal's Agenocy at Bombay than of the local Presi-
dency Bank. The services which it rendered to commerce
in these times ware probably even more important, Finally
it possessed in Mr. Dickson, its Becretary and Treasurer, an
officer whose unique reputation as a Banker would minimize
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the reluctance of the Bombay and Madras shareholders to allow
their interests to be controlled from Calentfa.

The issnes which the question of a Central Bank now raises are
different. The exchange question, se far Irom being settled, had
scarcely become prominent by 1876, At that time an amal-
gamated Bank would probably have been refuscd access to London
in any form. Itis practically certain too that it would not have
been given the control of the paper currency system. Again,
the Banks were still enjoying the almoat unrestricted use of the
Government balances, and they had ample capital of their own,
or so at least they would have contended. The Bank of Bengal
had recently raised-its capital from one crore to 220 lakhs af the
jostance of the Government and complained, for many years, that
it had no means of employing it. The Bank of Bombay on its
own initiative bad raised its capital from half a crore to two crores,
but tempted by the possession of * ¢ more meney than it could
safely invest,” it had embarked on speculative business, and had
lost nearly the whole of it.

The earlier references tfo this question are therefore of more
academic than practical interest, They do indeed show that
a project for the smalgamation of the three Banks would
probably meet with much opposition from Bombay, for the
suggestion was actually made in 1867 under circumstances
which appeared to promise it a favourable reception, and fell
through because of that opposition.  But the possibility of such
opposition could have been anticipated without the assistance of
precedent.

It is curious to find that the terms of a proposal made more
than sixty years ago are remarkably appropriate to present con-
ditions. At that time the Banks of Bombay and Madras bad not
been oreated, and the operatiors of the Bank of Bengal were still
confined to Calcutta and its peighbourhood. In 1836 * 3 large
body of merchants interested in the East Indies ” submitted to
the Court of Directors a projeet for a “ Great Banking Establish-

& Peport of 8ir C, Jackson's Comminsion. Toe deposits as well as th i
ably a souree of temptation, snd with & eapital of lesz than two nro::u Y ehc:x;ﬂ]:;’an]:ir::;
bave fallen on the depositers in addition %0 the loss which actaally fell on the shareholders.
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ment for British India.” The promoters were of opinion that a
single Btate Bank “ confining its transactions strictly t~ Banking
principles and business,” and ** established by Act of Parliament
and possessed of adequate capital, would, under Judicious manage-
ment and contral, become an instrument of general good by facili.
tating the employment of a portion of the redundant capital of
this country (Ergland) for the general improvement of Indian
commerce, giving stability to the monetary system of India, and
preventing those occasional fluctuations to which it is at present
subject, and also by affording the Company facilities and advan-
tages in their future financial arrangements,”

These views were re-stated at Jength in a “ Prospectus ” which
is remarkable for its omission of almost all the practical details
of the prdposed arrangement. It stated, however, that the fune-
tions of the projected Bank would include the transaction of the
public business at 2 meoderate charge, and the payment of
interest on the Public Debf, It was also to * facilitate the
receipt of the revenue and its subsequent diffusion tbrough the
various channels of the public expenditure, furnish the remit-
tence to Great Britain of the sums required there for the ITome
charges, and ensble the Bast India Company to act up to ihe
intention of the Legislatare by keeping their Goverument entirely
aloof from that interference with the commerce of India which
the present system of remittance involves.”

“ At present,” the prospectus went on, * the basis of the Bank
of Bengal is too marrow for such a customer as the Government,
and the Bank and the Government being one, the period of the
emergency of the Government is the time of the distress of the
Bank also : but establish a Bank of adequate dimensions, and its
solid capital and extensive credif would enable it to render
importan} pecuniary assistance to the Government.”

The Directors of the Bank of Bengal were asked to express
their opinion on the scheme, and did so at some length, After
alluding to the absenoce of practical details and observing that
the only thing offered fo their consideration was * the idea or
rather the abstract proposition that conceniration of management
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might be advantageous,” they went on to comsider * the propo-
sition whether it will ba for the interest of the Bank of Bengnl
to fall into this scheme and to give up the present advantageous
poeition and prospects in order to unite with an establishment of
such infinitely vaster pretension.” This position, they thought,
was “ not to be resigned on the mere exhibition of a scheme of
vaster design in which the existing Bank is allowed a subordinate
place.® Their conclusion was that the Bank of Bengal, as
then constituted, was already *sufficiently extensive for any
objects they could then contemplate as proper for such an estab.
lishmeut to be engaged in,” and if new objects were to be added
requiring fresh capital, they “ doubted not that the community
of the Presidency had the means and would have the desire
to make the addition.” In particular, they were ready at once -
to take over the management of Government business, and some
of the Directors favoured the establishment of branches at
Madras and Bombay, though others preferred the institution of
independent Banks at those places. In short, they considered
themselves quite able, as they were also willing, to carry out any
necessary extension of Banking facilities in India without inter-
ference or assistance from London,

This reply was endorsed by the Proprietors at a general meet.
ing, and the proposal seems to have then been dropped.

The next reference to a “Bavk of India” is Mr. Wilson’s
remark quoted * elsewhere, that such a Bank, if established,
ought not necessarily to be given the control of the Paper Cur-
reucy, banking and note-issuing being entirely distinet functions.
Mention has also bees made of the opinion expressed by
Mr. Wilson that a Bank on the lines of tbe Bank of England
might, when ouoce firmly established, be entrusted with the Paper
Currency so far as mere safety was concerned. Though on
other grounds he preferred to keep the note-issue in the hands of
Government, he explained in Council that be was not averse to
the establishment of & Central Bask :—

« Before [ conclude, thare are thres subjects of » somewhat kindred
character to which I would wish shortly to refer. Tha first has reference to

® fige extract from s Minnte of 1869 quoted cn page 66,
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question which hes bese mueh discumed by eapitalists in England, s well as
in Indis. I refer %o the propossls which have beeu made for the purpose of
establishing, upos » large ecale, aud with sm adequate eapital, s national
Banking establishment, eapable of gradmally embracing the great Banking
eperationa in Indin, snd of extending its Branches to the intarior trading cities,
e opportunity might offer, That thers is a growing want for sneh an institotion
and arapidly increasing Seld for its operations, no coe emn doubt. The
Government is, therefore, desirons to be understood that the plan which has
bees adopted for the introduction of s lagal tecder Paper Cumrency is mot
intonded in any way to discourage, or to interfors with, such a project, the
operstions of which would be thoss of legitimats Banking trsussctions i
India, snd sxchange operations * abroad. '

His sucosesor, Mr. Laing, desired to maintain & closer relation
between the Government and the Presidency Banks in the

matter of Paper Currency. The following extract from a minute
of 7th May 1862 written by him way be quoted, though his
remarks do not boar specially on the question of & single
Bank ;= :

41 sm ocnvinoed that s compection with o State Bank, lke that whick
exists between the Goveromeot and the Bask of Bogland, is 8 grest mutual
sdvantage. The. convenionce to the State in crdimary times is obvious, and
higtory shows what an icpotrtant resourcs s Baak way be to the Government
in times of difiowtty, The advantages to commerse, $hough lem chvious, are
vot loss resl. It may be irue thet the Directons of the Baak of Bagisnd
have committed ervors before the working of ths Poreign Ezebanges was s
well anderstood, and olossl theerists may argus that & State should bold Heslf
entirely aloot from any ecobmeotion with Hasks and commerse, Bgi prastieal
men oome to very diffscemt comelusions. They kmow that, while a State
depends for its revomus ou the prosperity of commaercs, and while by the
magmitade of ita receipts, payiaents, and deposita, it, of necessity, affoets
monetary transactions, it is moere purism £o say that it will hold jtasit entirely
aloof from them. Practioally, s nation whoss sommoeres is Jargely daveloped
must employ oredit largely, and thia oredit is besed upos reserves. Is it

- better that the grest voutzal reserve shocld bein a Bask, like the Bask of
Eagland, with resouraes greater than auy private etablischment, and bous]
by its traditions and its evnmeetion with the Goreromunt to svoid specalation
and to muﬁn_eif’hulf to safe and levitimate business; or that there sheuid ta ne

" Tuis i desbiful. Af the time Mv. Wikeeo PR—— ——
fhe veten of she Benks wedsrting Torigs Rsckangs motend o wat vew o

W apparety w
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sentral reserve and nothing between the conntry and a panie bat the separste
resecve of private Bankers and Bill-brokers, who act withont any eoncert and

with every inducement in quiet times to run their resarves low aud meke the
most of their eredit ?

“Thia is & quastion which history alsc answers, and no one, who has com~
pared the commercial experience of France or Eugland for the last 20 years
with that of the United States since President Jacksou from political motives
severed the connection of the Governmeni with the United States Bank, will
hesitate to say that a State Bank is a great protection against both the
frequency, the intensity, and the duration of commercial panica, With these
views I ghonld, without hesitalion, have recommended the Government fo
place the Banks of Bengyal, Bombay, and Madras avowedly on the footing of
State Banks, but I refrained from doing so becanse I was awars that the
Secretary of State held different opinions.”

Mr. Laing was succeeded by 8Sir Charlese Trevelyan, who was
apparently the first to direct attention to the insufficiency of
banking capital in India, His comparison between the capital
of the Bank of England and that of the Bank of Bengal has
already been quoted (page 89). 1n accordance with his suggestion,
and-with the approval of the Secretary of State, the Bank raised
its capital to 220 lakhs in 1864, after it had stood at a little over
a crore for some 25 years. The result was a fall in the dividends,
and complaints wcre still made eight or nine years later that the
Bank’s capital could not be fully employed. Thus in a letter
of the 9th August 1872 it was said :—“the advances to the
public are now to the extent of only 40 lakls more than the
amount of the capital, while the deposits from the Government
and the public exceed 7 crores, of which there is thus only
the 40 lakhs employed.” This argument scarcely gives sufficient
weight to tho comsideration that a Bank's capital is to be
regarded largely as a guarantee for its linbilities to its depositors,
Moreover, the aggregate of the public and private deposits was
abnormally high from 1871 to 1873 and subsequently declined
considerably. The Government of India on their side comld
point to the facts that the Bank of Bengal after increasing its
capital never again failed to meet demands on the Government
balances, and that on the capital so increased the Bank always
earned o reasonable dividend.
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The Bank of Bengal so strengthened completely over-
shadowed the Bombay Bank, The difference in the status of

the two Banks is well brought out in s minute written by
Sir Bartle Frere in 1866 :—

“ The Government of India is directly connected with the mamagement
of the Baok of Bengal, one of the three Government Banks in India. Thisis
noti ouly the Government Bank of the vast Bengal Presidency, but it is the
Bauk which is most intimately conneeted with the Finaneial Department of
the Government of India, and which transaets all the banking werk con-
nected with State Lioans aod the general Financial operations of the Iundisn
Goverament.

* The Bank of Bombay, on tke other hand, as far ns Government is
concerned, deals only with local interests ; i\l very lately, its capital was much
inferior to that of the Bank of Bengal, and without compariog the manage-
ment of the two Banks, there is no doubt that for seme years past the Bank
of Benyal has eujoyed unusaal advantages in the very able mavagement of
ita present Secretary, Mz, George Dickson.

“ Tt is n very serious disadvantage that the Government Bank of Bombay
i pot only junior in point of age and commercial standing, but that it is
subject to & maultiplicity of mastars to ao extent which seems 10 me utterly
inconsistent with sound bankiog mabagement.

“ Besides the Local Government the Bauk of Bombay is subject to the
distant and not alwaye friendly criticiams of more than one Department of
the Government of Todia, 'The relations of that Government with the Bank
of Bengal sre necessarily direct and intimats. The eriticism which emavates
from the Finaneial Department of the Government of Iudia at Caleutts,
or the Government of India itself when at Simla; must often take its colour
from what is in some respects a rival banking iustitution.

“ Moreover, the eriticism reaches the Bank of Bombey through a variety
of channels. It may come through the Local Governmeut, or through the
Ascountant Genersl, or Curresey Commissioner, both of whom are in direcs
correspondence both with the Government of India in the Financial Depart-
ment and with the Account and Currency Departments.

* 1t seems very desirable, as' far as Government is concerned, that the
question of an amalgamation of the Governwent Baoks sbould be seriously
entertained with s view to ascertain whether there is any insuperable diffi-
culty in smalgamation, It is obvicusly quite impossibie that the Government
of Indis should go on much longer with three Baoks of which one is in
intimate confidential direct relation with the Governmeot of India, buf has
no direct consrol over bamking operations in the great mast of Weatern
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India, while asotber Bank, placed in » position of inflnence in a lJarge, rapidly
increaring, and sensitive money market ike Bombay, hae no direct commani-
cation 2 all with the Grvernment of I-dis, but is subjected fo indirect
infloaners sometimes through' Departments directly uander.the Government
of India, st other times throngh the Lodal.Governmest, and genarally more
or less affected by rival views and interests.

“Probably before this question of amalgumating the Government
Bapks can bo decided, the Government of India will be in a bhetter position
than at preseni to judge whether the bsad guarter office of any single amal-
gemaied Government Bank sbould be the East or West of the Peninsuls,
but this s & question of mach less importanse thap that the banking opers-
tinog of Governmert shall be condocted on & orviform plan through ooe
vaiform ahanuely snd mth but gne Government Baok.”

Az might have been expected, the Government of Indm
refused to take up the question of the amalgamation of the three
Banks on a statement. which so completely ignored the real causes
of the disasters of the Bank of Bombay. The friction of which
the Governor of Bombay complained had arisen from the attitude
adopted by his Government and vot from aoy difficulty inhereat
in the exercise of a dual control by the Bupreme and the Local
Goverpments, Tbe question was, however, again raised not
many montha after by the Bank of Bengsl.

With a letter of the 19th March 1867 Mr. Dickson submitted
to the Government of India detailed ® proposals for the amalgawma-
tion of the three Banks. His own Bank bad important interests
ju Bombay which could no longer be safely left in the hands of
the local Bank. The alternatives before tlie Diroctors were the
establishment of an Agency or Branch st Bombay and the
amalgamation of their own and the Bombay Bank, the Madras
Baok being thrown in if possible, The Directors decided
* to consider the question in its broader aspect with the view of
concilisting and conserving not only existing interests but of
establishing oce great Central Bapk for all India by abolishing
the distinetive names of the several Banks and so werging them
all into one uuder a new charter and a new nawme,”

The plan of the Directors wae to call up 80 lakhs of addi.
tionzl capital for their own Bank at a premium of 25 per cent

® Boproduesd iv Appesdiz D.
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(the shares then stood at 75 per cent premium), thus increasing
their capital by 80 lakhs and their reserve fund by 20 lakhs (the
produce of the premium). 8imilarly the Madras Bank, the shares
of which stood at 8 premium of 50 per cent, was to call np 44
lakhbs on the same termas.

The Beugal and Madras Banks were to be continued as going
concerns. But the actual position of the Bombay Bank was
very nnoertain, and it was, therofore, to go into liqaidation.
It had recently rcduced its capital from two crores to one crore
owing to tle fact that one crorc had admittedly been lost. As
a matter of fact, practically the wholo of the second crore had
beon lost alse, and though this was not fully known at the time
the public had some suspicion of the real state of things, for even
after the reduction of the capital to one crore the shares sold at
only half their nominal value. 2Ir. Dickson’s proposal was that
the persons who had been shareholders in the Bombay Bank
shiould ba allowed to take shares in the amalgamated Bank to the
pominal value of one crore at 25 per cent premium, the premium
of 25 lakhs 80 obtained being added to the reserve. The result is
shown in the following figures (representing lakhs of rupees) :—

' PROrorEd ADDITION Yot Tota]

Exsting ! Lsisthg f—--—— pmp%u_d 'm;;.u

SRR T | i eapttal. | o reserve  PISL | remrve,
Bank of Bangal . . . 220 20 80 ao 8,00 40
(Pank of Bomnbay) . . «F (100} 100 25 1,00 25
Bank of Madras . . . o6 4 44 u 1,00 15
ToTaL . 5,00 ' 80

The amalgamated Bank would thus have started with a paid-
up capital of b crores and a reserve fund of 80 lakhs. The nominal
eapital was to be 10 crores. The Bengal shareholders would con-
tritute the bulk of the capital, and the new Bank would naturally
be controlled from Calcutia. On the other hand, the proposal was
not disadvantageous to the Madras shareholders whose shares had
stood at a lower fgure than those of the Bengal Bank and were

to bo allowed to count as equal iu valuc, share for share. To
1
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the sharebolders of the Bombay Bank the proposal was distinctly
favourable, for they could coms in a3 so many individuals only, not
as a corporation bringing an established connection. But, though
their claims might seem to be weak, there ware good reasons for
conciliating them. They could nat bring to the new Bank any
business which the Bank of Bengal could not ifself obtain without
their support, if allowed a freehand Bat the doubt was whether
the Bank of Bengal would be allowed a free hand in Bombay,
except with the consent of the old Bombay shareholders, There
was always the possibility that the latter might succeed in recon-
structing their Bank, and in that case, if the Government
sapported them and refused to permit the outside Banks to

enter Bombay, they would probably be able to gather up their
old connection.

This was in fact what happened. The Directors of the Bom.
bay Baok were in favour of amalgamation but the proposal was
carried by only a bare * majority at a preliminary meeting of the
Proprictors and was withdrawn by the Bank of Bengal. The
Government of India, who had been willing to support auy schems
which commended itsclf to the Bombay commuaity, took shares
in a reconstructed Bank and prevented the Bank of Bengal
from establishing s regular Branch in Bombay, though they
permitted the establishment of an agency with certain limited
powers of transacting business.

Mr, Dickson’s views on the question of contral and on the
probability of the Madras Bank joining the scheme ave stated in
the following extract from his memorandam :—

¢ Local Boards would be coutinued as at present in Bambay sad Madcus,
but the suprems eontrol and the rules and meguistions for the sobduct of the
busivess must rest in and be laid down by the Board in Caleutia, s.s, the
same rules and conditions undey which business ie carried on bers wuat be
strictly adhered to sod be conformed 1o by Bomabay and Madras snd power te
snforoe thelr dae observapce (must) be specially reserved,

“ Madras may possibly maise objections. 1 think it would be for the
interest of the shareholders of that institution to fall in with the propossl.
15, howaver, they shounid be of s different cpinion their refussl will in 2o way

* There ware 137 vetoe for amaiganstion sed ] 34 agninet.
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affect the earrying owt of the propoml ss vegards Bengni sod Bombay. Ia
time Madras must follow.”

The following is Mr. Dickeon’s statement of the advantages
which he expected the Government and the public to derive from
the fusion of the Banks :—

To recapitulate then : with such & large capital actually provided and Jiabls
to further oalls in case of nesd, with an adequate reserve fund in the event of
unferessen losses arising either from the ordinary business or from political
disturbaoces, I submit that the proposed nnited Bank would be squal, at all
times aud aoder all circumstances, not only to mest the legitimats require.
meants of commerce, but by uaity of action, and under the eye of the suprems
Government, to control those recurring monetary orises, which, although
hitherto more felt in the Bombay Presidency, yet very closely and intimately
affect the interest snd position of all.

Government would have an alsolute guarantes for the unvarying
management of their Tressuries under one ecnirolling power ; a eertainty of
greatar economy in the use and distribution of their balances throughout
India ; uniform management of the Public Debt apder the same safeguards
but with enlarged secority and a powerful agent in aiding them in all their
financial measures, not only at the seat of Government, bat by combined action
throoghout the whole sountry ; nor do I despair of (what T ventore to term)
sounder views than those which at present pravail being ere Jong adopted by
Government, sod of the management of the Paper Corrency being restored
to the Baok on terms somewhat similar to thosa whieh it formerly onjoyed,
or resembling in « modified dagres the privileges of the Baniy of Eogland
aod Montreal.

Io too many Banks, purely Xuropean, the weilthy natives and merchants
have of late menifested womistakable distruet, and it is submitted, with
confidence, that, in legislating for Indis, respect must be paid to their usages,
babits, and prejodices. They have never distrusted the Bank of Bengal.
Its extension on & perfsctly sound and wider basis, combined with & proloogs-
tion of the existing happy combination of official and mercantile experience
in the Board of Directors, will, it is submitted, tend materially to the progress
of Tndia,

The oase for the retemtion of the separate Banks was thua
stated in a minute of 13th July 1867 written by the Viceroy :—

“On the question of separate Banks on the one hand and » general
Bank for all India on the other, and in particular on tbat of resuavitating the
Bank of Bombay, or allowing an amalgamation with the Bank of Bengal, I
am decidedly in Iavour of the former altersative om publio grounds. 1 sew
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no such benefit either to the Staic, or to the sommunity, in the other sehamae,
s shold indnce the Government of India to support it-

“] sgubmit that it ie not for the interest of » State that a grest
institution of the kiod shonld grow up for all Endia, the intereats of which
may io time ba oppossd to thoee of the public and whose infinence at any
rate may overshadow that of the Cuovernment itself. A bank of such a
character would be very difficult to manage. Few men in India would be
found equal to the task, And as regards the interests and convenienoe
of the merchenis of Bombay end Madras, surely it is only natural that
they should prefer separate Banks for those important centres of commerce.
Is it not obvicus that, in the course of time, jeslousy and iil-feeling will
srise if an amalgsmated Bank be decided on? Will the coutrol of the
Directors of the Bank of Bengal over the Branch Bank in Bombay work so
smoothly and effectively ms that of a similar body controlling a soparate
institation for that city ? Again, is it not safer for the Government of India
to have the cash halances dietributed in thres Banks, sabject at Madras and
Bombay to the control of the Local Government in esoh case, rather than
under the general supervision of the Government of India ? It appestz to me
that'all these questions onght to be answered in the afirmative.’”

The Becretary of BState’s contribution to the discussion
was confined to the following remark, written in February 1868
after the proposal for amalgamation had been finally
abandoned :—

“Any proposition for changes of a fundsmental character, wuch as the
ectablishment of a central State Bank, or a return to the system of Govera.
ment Treasuries, which may hereafter be taken into consideration, must be
viewed in its general bearings, and not with special referenca to the
circumstances of a particular Presidency, or of a particalar crisis.”

Though the question did not again come into the range of
practical finance, it has on several subsequent occasions been
incidentally referred to. Thus Mr. Elis, 8 Member of Couneil,

" wrote as follows in 1870 ;=

“The change whioh I would sdvocste as the best is the establishment of
one State Bank for India with branches at the presidency towns., 1 do not
by this ocontemplate the creation of sn expanded Bank of Bengal. Iam
sware that the Financial Department weuld dread such an iocatitution ne
likely to become too powerful, snd I doubt not with good remson. A real
State Baok would be open to no sach objection, for it would be presided over
by an officer appointed by Government and would be thorcoghly undes
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Govermment confrol, I bhelieve the Bank of France would fernish & model
which, with suitable modifications, might be adopted for Indis.”

Again, in 1871, the Government of India wrote :=

“We look npon the establishment of s State Bank in India as a
matter of great uncertainty, perhaps of impossibility, We should anticipata
difienlty in inducing meo of commercial ability and expericnce, as well a3
of bigh standing and character, to come to India to manage an institetion of
euch magnitade, Certainly, we have no officer now in our service competent
for such duties.”

The two extracts last quoted sufficicntly indicate the irapossi-
bility of deciding the questions of fo.day by the opinions expressed
thirty years ago.
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APPENDIX A,

. BEOTIONS OF THE BANK ACTS RELATING 10O BUSINESS,
dot FI of 1839 (Bank of Bangai's Tisrd Charter.)

‘/XXV. And it is hereby enacted, that the eaid Bank of Bengal shall not
be engaged in any kind of bnsiness except the kinds of business lLereinafter
specified, that is to cay—

1. The Discounting of Negotiable SBecarilies.

8. The keeping of Cash Accounts.

3. Buying and selling of Bills of Exchange paysble in India

4. The levding of Money on short Loans.

6. The baying and selling of Bullion.

~B. The receiving of Deposita, )

7. Theissuing and cireulating of Cash Notes and Bank Post Bills,

8. The selling of Property or Beeurities deposited in the Bank as
secutity for loans and not redeemed, or of Property or Securities
reaovered by the Bank in satisfaction of debts and elaims.

XXVL Anditis hereby ennected, that the Directors of the said Back
sball diseount no Negotiable Seourity and make po loan unless the amount
of cash in possession of the said Bank, and immediately avsilable, shall be
equal to at least one-fourth of all the claims against the said Baok, cutstand~
ing for the time being and payable on demand.

XXVII. And iiis hereby enacted, that the Directors of the said Bank
of Bengal shall not discount any Negotiable Securities which shall have »
longer period o run than three months, or lend any monsy for & longer period
than three months, and that they shall make no loan or advaues on any
Bank Share or Certifieate of 3hares, nor on mortgase, or in any other manmer
on the secutity of any lands, bouses or immovable property, ner on any Nego-
tinble Security of aay individual or partnership firm, which shall not earry on
it the several responsibilities of at least two persons or firms unconneeted
with each other in general partnership, ner be in advance at cne and the same
Vime to any individual or partaership firm either by way of discount, loans,
ot in any other maoner {(saving by loans wnpon the depoeit of Government
Securities, or Goods not perishable as bhereinafter mentioned) beyond the
amonnt of three lakhs of Company’'s Rupees. Provided always that advances
npon Bills of Exchange accepted by the Governmeunt, or upon othec Govern.
ment Obligations shall not be considered as an sdvance within the mesning
of this restriction.

XXVIII. And it is hereby enacted, that the Directors of the ssid Bank
ehall make po loan other than such loans as are described in the Section next
preceding, except on deposit of Public Securities to the full amount of the
loan, and which Pablic Secarities shall be 80 endorsed or transferred as to put
them at the absolate disposal of the said Bank of Bengal, or on deposit of
Goods, not ot & perishable nature, aud of estimated valoe exoseding the amonnt
of the loan by at lesst one-fourth.

XX1X, And it is hereby suacted, that the said Bank shall not be at any
time In advanos to the Government more tham seven lakhs and a balf of

' : 2
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Carapaay’s , provided shray that the boldiag of Oovernment Securitios
*er ol Bills of Exchange drat. n upon the Goversment, ar of other Gorernment
Asceptances or Ooligutions derived to the said Berk trom iodividuais and not
overdue shall not be eonetrosd as being in advance to the Goverumwent within
“the seeaning of shis Bection.

XXX And it is bareby enacted, that the Direttors” of the mid Bank of
Bangal shall not raffer any permon or perovs, ot body rorporate, keeping eask
with the mid Bea': of Bengsl, to o w his, ber or their account.

XXXI And it is hersby ensoted, that the said Bank of Benzal may
jorne Promimory Notes, payable wither on det and ar at auy data pot exeesds
ing d\iﬂ'kd;]l sfter sight, which Noter shall aud may be ripped on beball of
the @id k by such person as the Directors of the aid Bunk may ajppoing
or aothorize in that Lebalf, provided slwnys that the total amount of such
Notesin eirenlation st soy one tima sball ogt esceed two rcrores of Rupees,
and provided alse that no eush Note shall be for & simsller smount than tew

Rupres

rxxxrr. And it is hereby enscted, that it shall pot be Iswlul for the
mid Bask to male, issnd or begutiste sy Note, Bill or other instrament
eubtsiuing amy e, ondertaking or ordet for the payment of mooey «ise-
whers than witlhun the limits of fodis.

vXXXIIL And it is bereby enacted, that it shall be lawfu for the
Directcrs of the mid Bank of Bengal to receive in ceposit Gpods not of &
porishable kind and to contract for the sals keeping of the same,

Aot IV of 1863 (repraiing 4t ¥1 of 1659),

XXVIL Thee basiowe of the mid Bank of Beneal sball consist in
lesding on Gorerument Securities and shares in Eiilways the ivterest
whereou shall bare been gusrantesd by Govermment, aud on goods, wares,
and merchendise pet of s perishable hind, in drawirg. dis_ounting, buying,
sad melling Billa of Ezenuage and oitber negotiably secaribics py;h?c
18 Her Mejesty's Indian Tarritorice and not elsawbere ; i granting Poet Bifle
prysble in Her Majesty’s Indian Terryiories to @order” or otberwise than te
“Les-ar® on demand ) ix boyiop and seliing gold and silver buollion; in
making investmenta ‘n securities of the Goveroment of Iudiz or ia lnsns or
bouls scoured by the Imperial Parliamant oo the revenors of Indix or in
debentores of Raitways gusranteed by the Government of Ind'a » in recaiving
depoaits ; in opewing cash acccunts anl! credite ; in tmh’n‘ pectaiary

avay basitess ou cormission ; and in seiling property or secarities deposited
in Yhe Bank a¢ seconity for loans and pot redeamed, or property or seeuritioe
recoverwd by the Bank in mtistaction of debts avd elaims, o

XXVILIL Io addition to drawing, tuyiug and seiling Bille of Ezchaoge
and grantiog Post Bills payable in Jodia it shafl be lawfal for the Back to
draw Bille r} Exchaoge and grant Letters of Credit payable oat of India for
the use of their Constituents in the Agenay Dapartmen® aud 1o buy Bith of
Eszabangu payable cut of Indin for the purposs of remittisg funds to meet
onch 8iils or Letters of Credit,

IXIX. It shail also be lawfal for the said Bank through their Dirvetors
wader au7 MTRDgEDHDL OF agTesment with the Governns Gesera) of Indis in
Council on bebalf of Lthe Secrstary of Blate for India in Council o takes over
sad tmasct say part of the of or hitberte carriod on ut the Geaoral
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Treasury (orin the Department of the Acconntant General at Port William)
and to superintend, manags and hecorue agents for the issue, payment ned
exchanee of Government Carreney Notee under Act XIX of 1861 {fo provide
Jor 6 Gocernment Faper Currericy) or any Act which may heresfter be passed
in relation to the Paper Curreney of the Goveroment of Indis and to pav
the amount of such Governmeut Curreney Notes in silver to the halders thereof
on presentation nnd demaud and the Directors of the said Bauk shall hare
power from time to time to arranve and seftie with the Governor General in
Ceouncil #5 {0 the terms of remuneration on which guch business in relation to
the General Trearury, Accountant General’s Department, and Goveroment
Paper Currency shall he nodertaken by the Bank and also as to the exami-
uation snd aadit from time to time of the accounts and affairs of the Bank
eu bebalt of the Governor Generul of Tudia in Couneil,

XXX. The Directurs of the said Baok shail not make any loan or
advanes on shares ar consolidated stock of the sald Bank, nor on mortsage, or
iu any other manner on the secarity of any lands houses or immovable property,
or the title-deeds relating hereta,

XXXVI, It shall be lawfnl for the Directors of the said Bank, with the

. sanction of the Governor General
Esiablishment of Branck Banks. of Indis in Council from time to
fime, to form business agencies and to establish Braneh Banks at such places
as they may deem advantageous to the interests of the Bank, with full power
to the said Directors, to appint during pleasure such agents, clerks, and
servants, and either with or without local Boards of Directors or Management,
and under such regulations, restrictions, and conditions, a8 10 them may seem
fit, and from time to time to vary such regulations, restrictions, and conditions,
and the said Agents and other Otficers shall give snch security for their good
behaviour as the Directors may require, end it shall also be lawful for the
Directors, from time to time, under any arrangements or agreements witis the
Governor General in Couneil on bebalf of the Secretary of State in Council to
provide for the conduct and transction by any such Bradeh Bauk or Banks of
any part of the business of or hitherto conducted at the Local Government
Treasurics, and for the superintendence, management, and agency of the Jocal
issue, pavment, and exchange of any Goveroment .Currency Notes, provided
that such arrangements and all regulations and directions given by the eaid
Directors to the Agents or Managers of anch branch Banks, touching the
management thereof or the description of business to be undertaken thereby,
shall not confain anything inconsistent with or contrary to the provisions of
this Act, or of any Byelaws, Regulstions, or orders which may be in force
for the time being under the 40th Section of this Act. ;

Aot XT of 1576 (the Presidency Banks Act, repealing det IV of 1662).

$6. The Bank is authorized to carry on and transact the saveral Ikinds of
busivess hereinafter specified (that it is to say) 1— _
(a) the advancing aud lending money, and opening eash aredits, upon
the security of—

(1) promissory notes, debentures, stock and other seeurities of
the Gowérnment of India, or of the United Kingdom
of Greai Britain aud Ireland ;

(2) bouds, debentures and annuities charged by the Imperial

) Parliament on the revenues of India; .
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{3) sook or debentures of, or shares in, Railway or cther

: Companies, the intersst whereon shall have been
ranteed by the Secretary of State for Indis in
unecil ;

(4) debentures or other cecuritios for movey issued by, orom
behalf of, any musicipal body under the anthority of
sny Act of & Legislatore established in British 1ndis ;

{5) bullion or other goods which, or the documents or title to
which, are deposited with, or sssizned to, the Baak
as security for suach advances, loans or eredits ; and

(8) sccepted bills of exchange and promissory notes indersed by
the payees:

Provided that such advances and loans may be made, if the Directors
think fit, to the Secretary of State for India in Conneil, without any specific
security ;

\?)r the selling and realization of the proceeds of sale of any ench promis.
eorv notes, debentures, stock-receipts, bonds, annnmities, atoek,
shares, securities, bullion or goods which, or the documents of title
to which, have been deposited with, or assigned to, the Bank as
security for such advances, loans or credits. or which are held by
the Bank, or over which the Hank is entitled to any lien or charge
in respect of any such loan or advance or credit or any debt or
elaim of the Bank, and which have not been redeemed in due time
in aecordance with the terme and eeopditions (if any) of such
deposit or assigmment ;

(¢) the drawing, disconnting, buying and eelling of bills of exchange and
other nepotisble securities payable in India, or (in the case of the
Bank of Madras) in Cerlon ;

(@ the investing of the fuunds of the Bank upon any of the securnties
specified 1 paragraph (=) of this section, clauses (1), {(2), (») and
(4, and converting the same into money when required,

and fromm time to time saltering, converting and transposing such
investments for or iuto others of the investments sbove specified ;

{¢) the makiny, isswing and circulating of bank-post-bills and letters of
credit made payable in India, or rin the case of the Bank of
Madras) in Ceylon, to order, or otherwise than to the bearer on
demand ;

{f) the buying and selling of gold and &ilver, whether coined or
uncoived ;

(g) the receiving of deposits snd keeping cash accounts on euch terms as
mav be agreed on;

(#) the acceptance of the charge and management of plate, jewels, title-
deeds or other valuable goods on such terms as may be agreed
upon ;

{6} the gling and realizing of all property whether movabls or immov-
able, which may in any way come into the possession of the Bank
in sati-faction or part eatisfaction of any of its claime;

{#) the transacting of pecuniary agency business on commission ;
(g) the acting as agent on commisaon 10 the transaction of the following
kinds of business (namely) :—
(1) toe buying, selling, transferring and taking charge of any
securities, or any shares in any public company ;
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(2) the reocsiving of the proceeds, whether principal, interest or
dividends, of any sectrities or shares ;

(8) the remittanee of snch proceeds at the risk of the principal
by publie or private bills of exchange, peyable either in
Indis or elsewhere;

(/) the drawing of bills of exchange, and the granting of letters of eredit,
payable out of India, for the use of principals for the purpose of
the remittances mentioned in the last preceding clause og) this sece
tion ;

{m) the buying, for the purpose of meeting wsach bills or letiers of eredit,
of Lills of exchange payable out of Indis, at any msavce not exceed-
ing six months ;

(v} and, generslly, the doing of all such matters and things as may be
incidental or subsidiary to the transacting of the various kinds of
business hereinhefore specified.

(¢) Tt shail also be lawful for the Bank under any arrangement or agree-
ment with the Secretary of $tate for India in Council :—

(1} to act as banker for, and to pay, receive, eollect and remit
money, baltion and securities on behalf of the Government ;

(2) to undertake and trancact any other business which the
Government may from time to time entrnst to the Bank.

And the Directors shall have power from time to time to armopge and
settle with the Governor General in Council the terms of remuneration on
which such business shall be undertaken by the Bank, and also as to the
examination and andit from time to time of the accounts and affairs of the
Bank by or on behalf of the Governor General 1o Council.

37. The Directors shall not transact apy kind of banking business other
than those above speeified, and in particular they shall not make any loan or
advance—

{a) for a longer period than thres months; or

(4) upon the security of stock or shares of the Bank of which they are
directors ; or

+ (¢} npon mortgage, or in any other manner npon the security, of any
- immovable property, or the documents of title relating thereto.

(¢} Nor shall they lead or advance, by discount of bills or otherwise, to
any mdividual or partnership firm [except upon the secnrity meu-
tioned in seclion thirty-six, paragraph (s), numbers (1} to (5}
inclugive], any sums of money oxceeding in the whol: af any one
time such sum as may be preseribed by the by&laws for the time
being in force.

(2) Nor shall they discount or buy, or advance and lend, or open ecach-
credits on the security of sny negotiable instrument of any indivi-
dual or partnership firm, payable in the town or at the place where
it is presented for discount, which does pot carry on it the several
responsibilities of at least two persons or firms unoconnected with
each other in zeneral parinership.

(7} Nor shall they discount or buy, or wdvance and lend, or open
cash-credits on the secunity of any negotiable security having at
the date of the prupored transaction s longer period to run than
three months, or if drawn after sight, dawn for a longer period
than three months: Provided that, in the case of the Bank
of Madras, the Directors may disconnt negotiable sefurities payable”
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in Ceylon having at the date of the tranmetion s period to run net
exceeding four montha,

Nothing contained in this Act shall be deemed to prevemt the directs
ors from allowing any person who keeps an wecount with the Bank from
withdrawing such account, without security, to the extent of sums not exceeding
af any one time two thousand rupees in the whole.

42, It shall be lawful for the Directors to maintain 3¢ branches or agencies
of the Bank, any branches or agencies of the present Banks, which may be in
existence on the first day of May 1878,

and, from time to time. to establich branches or agencies at mch places
within the Presidency in which the Bank is situsteas they deem advantageons
to the interest of the Bank, '

and, with the previous eonsent of the Governor General in Council, and
gubject to such restrictions se ro the business to be transacted as he thinks
fit 12 each case to impose (such consent and restrictions being netified in the
Gar fwe of Iid u, to establish branches or sgoucies at such places outside the
Pre:idency in which the Bauk is situsts, as the directors deem advantageous
for the interests of the Bauk;

Provided that no agency of the Bank mow or hereafter established in
Bombuy, Calcntts or g&dﬂl shall advance, or lend money, or open cash-
credits om accurities, or receive its snd keep cash-accounta, or discount
bills of exchange drawn and payable in the Precidency in which ‘it is 20
established,

or shall act sa agent om ecommissiom, or transact any business except as
agent of its principal Bank, or any of its branches or cther agencies.

The Directors may discontinne sny branch or agency maintained or estab-
lished under this section.

63. Tbe Directors shall, 3s s00m 34 msy be, make, and may from time to
time ulter, byclaws regulating the following matters or any of them :—

{s) the marimam amount which may be advsoced or lent by discount
of bills, or ctherwise, to any individual or partnership, withomt
the secority mentioned in section thirtysix, pesagraph {s),
Nos. (1) to (5) inclusive.

dct V of 1873 (amending At X1 ef 1676).
4, In the rame* Act, section 38, clause (s}, mb—cl_m_lla (4), after the
Amiadmest of rection 36 words ““ municipal ” the

words “or any body of Commise

sioners for making improvements in an or of trustees of any port ™
shall be inserted, Y port s

In the same pection the words - in the cnee of the Bank of Madras "shall
be owitted i both the places in which they occur.

In the esne section sfter clause (m), the following clause shall be inserted,
that iste s:r, * (w) the borrowing of movey in India for the purposes
ol the Bank’s business, and the giving of secunty for monsy w borrowsd
by pledging assets or otherwise.”

5. In section 37 of the sare Act, for elagse (4) the following shall be

Amendment of mction 87, mmud’ that is to =y —
(#) Nor ehall they [exvept the secerity mentionsd in section thirty-
nx, varagraph (a), -Jl.thiMlg.'ﬂ],
* ie, At X1 of I07%,
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“ dissonnt bills for mpy individual or partoership firm for an amount
exceeding in the whole at any time such sum 2» may be preseribed by the bye-
laws for the time being in foree, or

“lend or advance in any way to any individual or partnership firm amn
smount exceeding in the whole st any time such sum ag may be so prescribed

6. In gection 63 of the same 2ct, clause (2), for the words* jent by
Amendment of sectivn 83 discount of Lille or stherwise to *

FRament of heckion 85 the words “lent to or fur which
bills may be discounted for ¥ shall be snbetituted.

Act XX of 1899 (further amending dct XI of IST6).

2. To section 36, clause (a), sub-clavse (4}, of the Presidency Banks Act,
Frriber smendwment of section 36, Aet X1, 1876, ax amended by section + of
l876. the Presidency Banks Aet, 1879,
the following shall be added, namely :—
“or the Trustees for the Improvement of the City of Bombay under

) the sathority of the City of
Pouwbay Act1V of 1806. Bombay Improvemeut Act, 1598.”



APPENDIX B.

CLavsss 0 TuE BANK AGREEMENTS RELATING TO THE DISPOSAL
oF THE GOVERNMENT BALANCES.

Agreements of 1862 with the Bank of Bengal.®

Head Office.

4t4, —That 50 long as the average
Cash Balanee for any month in the
hands 4 the said Bank on the said
Government banking account shall
not exceed 70 lakha of rupees, the
saik Bank shall be at liberty to use
aid employ such balance, subject to
the yrovisions of their present
Charter Act, or any future Act relat-
inz to the said Bank, and io appro-
prinle the prefits arisinge from such
employment  without being ehurced
with any interest in aceount:  And
that when and %o often as  the
manthly  average of sueh  Cash
Balanee shall exceel 70 lskhs of
rupess, the Directors of the waid
Bank, for the time being,  shall
forthwith either set axide sueh exeess
or surpins in eash to he kept in
reserve in a sepmrate cash-room ar
plue of deposit on aconnt of the
sl Government  of Didia, or shall,
al the option of the Directors of the
Baak, invest such exeess or sirplas

on areand of the Goverminent  of.

Indlinc either i the purchase of Gov-
erment Seeurities or Railway Deben-
tures guarantead by Government,
m the name of the Accountant
Gieneral, or of sucl other officers as
the Government of India shall, from
tiwe to time, direet, or i the dis-
count of Government aceeptauees or
other claims against the Government,
amt so that such surplus shall be
withubrawn from employment as part
of the general funds of the DBank,
and 0 on from time to thue as often

i

Branches.

btk.~That so long as the average
Cash Balance for any month in the
hands of the said Branch Bunk at
shall not exceed the
average amount of Rupees two and
a half lakhs, the said Branch Bank
shall be at liherty to use and employ
such Balanee subject to the provisions
of the Charter Act of the Bank of
Bengal eor any future Act relating
to the said Bauk and to appropriate
the profit arising from snck employ«
ment, without being charged with
any Intercst in aceount: provided
always that it shall be in the power
of the Directors of the Bank of
Bengal with the sanction of His
Excelleney the Governor General in
Council, to alter, modify, or increase
the proportion  of the aforesaid
Balance to he specially set aside for
eashiny Notes herein provided.
6th.—That when anil so often as
the monthly averare Cash Balance
shall excecd Ropees two and a half
lakhs, the Bauk of Benwal shall forth-
with =et astde ~uh exeess or surplus
in cash, to he kept in a scparate
reserve, ont artonnt and subject to
the instructisns of the Government
of Bengal or shall, at the option of
the Directors and at the risk of the
Bank, invest such excess or surplus
(on account of the Goveroment of
Bengal) either in the purchase of
Government Secaritics or Railway
Delientures guarantecd by Govern-
nient in the uame of the Collector of
the District of or of

TeTin 1m0 seyarate agreciments wore enteted wpon for the Head Office and the
Branches. At the last revision in 1393 the su beidiary szre.myuts for the Branches mere

inoorpornted in the Head Office agroviuents.



Agreements of 1862 with the Bank of Bewgal—(continuod.)

Head Office.

as sn uninvested surplus  Cash
Balance sbove 70 lakhbs-of rpees
shall on the taking of the monthly
average, appear to bein the hands
of the Bank. And the said Rank
shall, at all times, be answerable
and accountable to the Governwment
of India for the surplus Cach Balanee
for the time being eo set apart or
invested, but shall be entitlel to
draw and apply the interest or divi-
dends arising from such investment,
from time to time, to their own
nse. But when aund sooften as the
Cash Balance in the hands of the
said Bank <hall, of the taking of
the monthly average, appear to have
been less than 50 lakhs of ruiecs,
then tn addition to the profit which
the raid Bank may acquire by the
employment of such halance, free
from the iunterest as aforesaid, an
additiona! allowance or remunceration
by way of compensation shall be
made to the Bank by the payment
by Government of interest on the
difference between the amount of the
actual balance of Government and
the sum of 30 lakks, the interest
belng caleulated at the average rate
of interest paid bv the publicon
fixed loans during the mouth.

Branchkes.

euch other officer as the Government
of Bengal shall, from iime $0 time,
direct or in the discount of Govers-
ment acceptances ot other claimas
against Government payable at
, and 0 that such excess
aor surplus shall be withdrawn from
emplovment as part of the General
Funds of the Bank, and 80 on, from
time to  time, as oftcn ss an unin-
vested surplus Cash Balance above
Ropees two and a half lakbs, shall
on the taking of the monilly
average, appear to be in the hands of
the Bauk, and the said DBank of
Bengul shall at all times be answer-
able and aceountuble to the Govern-
ment of Bengal for the surplus Cash
Balance for the time being 0 et
apart, or invesied at the risk of the
Eank as regards realizing the Securi-
tiee and shall be entitled to drow and
apply the interest, dividends, or
profits arising from such investments
to their own use.
7th.—That when and s often as
the Ca-h Bilance in the hands of the
Branch Dank at shail, on
the taking of the monthly average,
appear to have been Jess than the
sum of Rapees one and a Lwlf lakhs,
then, in addition to the profit which
the sau! Bank may anjire by the
employment of sueh Balance free of
Interest, an additional allowanee or
remuneration by way of compensa-
tion shall be made to  the Bank of
Bengal by the payment by Govern-
meut of Interest on the difference
between the amount of the actual
Balance of Government in the sxid
Branch Bank, exclusive of the
proportion specially set asule as a
reserve for Notes aforesaid, and the
sum of Rupees one and & half lakhs,
the inferest being calenlated st the
average tate of Interest paid by the
Public on fized loans at the sud
Banch Bank during the month,



Agreements of 1866 with the Bank of Bengal.

Head Gffice.

8ik. ~That from and after the
il 2nd day of Junuary 1804, an
avernge wsh balance of 70 lakhs of
rupees on the Government banking
gcvonut at Culeutta shell dunng the
contimunce of thiv: Agreement be
maintained in the hands of the Bank
s fur as the same conveniently may
be done, the whaie of which balanes
the said Bunk shall be at Liherty o
us¢ anel emplay for it own beneft
and profit, subjeet to the provisions
of their jnusent Charter Act, and the
sutd halunee which sball from time
to time be to  the eredit of the
Government, shall appear in the
Bovks of the smid Bunk as the
Government balunces.  But in case
the Government cash balunee in the
liands of the sl Barnk shall on any
day after the said 2l day of Janu-
ary 1565 and previens to the let
Aleren 1367 he less than 58 lakbs,
and tf an or afrer the sad 1st day
of Jarch 1367 and during the
eouttnuanee of thic dercanent the
dav’s hudonce shall be less than 45
Inkhe of mpees. then and = often as
the same shall lappen  the said
Bank shall be entitled to receive
from the Scevetary of State interest
on the difference vetwoen the amount
of the actual Goverrent cash
balanee of the day and the respee-
tive suma of B3 lakhs and HIES
lakhs as the case nwy DLe, such
interest to be reckoned at the lowest
rate charred by the swd RBank to
the public on the day on which the
difference may exist. '

Rranches.

19¢4.~That notwithstanding any-
thing to the contrary in any of the
satd snbridiary Agreements appear-
ing, the QGovernm-nt shall not bhe
bound to keep any minimum halance
at any of tue =ail Bian~h Bunks nor
to allow tha said Hank interest in
e of keeping  such  minimom
balance ; and on the other hand, the
sanl BBank shali be at liberty to
emplov for its own benetit and profi
the whole of the balances, however
laree fur the time being appearing in
the nceouuts of the sidd  several
Branh Banks wineh ave now or may
hereafter be establishe] as Govern-
ment balances, provided thot  the
said several Braneh Banks shall at
all times he realy to meet and shall
meet the drafis of the Government
of India and Bengal respectively and
their tespective oilicers, to the extent
of such baluness resswetively, but
subject, however, to the wonlitions
and stipulations contnined in despatch
No, 3174, datel the 17th day of
Tuly 1364, from LEdward Harbord
Lushington, lsq, the Finaneial
Secretary to the Chiof Commissinuer
of the Central Provinees, and which
s to be taken as imcorporated im
these presents.

Agreements of 1876 with the Bank of Bengal.

Head Office.

8¢3,-——That the Government shall
not be bound to deposit or leave at

%

v

1

Brancher.

4t4,—That the Government shall
not be bound to deposit or leave at



Agreements of 1876 with the Bank of Bengal—{continuned).

Hesd Offce.

the Principal Ofiice of the said Pank
in Culeutta either all the publie
money for the time being st Caleutts

or any minimam mm. Dot @

case the aggrepaie balances standing
in the books of the eaid Bank in
Unleutta  at the crelit of the
Goverument of Indis or the Governs
ment & Bengl] and any olticers of
thers Governments whora the Gow
ernment of India may at any tims in
that behalf name shall st the close
of any day duriog the coutinnanmes
of this nt be loss than
thirty-five lakhe of Tupees then the
ssid Bank sball be estitled to
receive from the said Seeretary of
State and shall him with
interest for mach day on the difference
between the amount of
nehhuﬁhneez‘;h t:; mid som of
thirty-five g wch
interest to be reckoned a.t‘:: lowert
rw chargeable oo such day the
mid Bank to the public for
fecovershle ot domand. -

Brascla.

the branch ¢ffice of the mid Bank
at either all the publie
money for ths time being al

of any minimum swo.

Agreements of 1.86 and 1898 with the Bank of Bengal,

The clauses of the later Arreernents relating to the Government belansss
have besn identioal with ﬁmd&,&mh{:gd 1876,



APPENDIX C.

Papers relating io the establishment of Beserve Treasyries.

No. 258, deted 30th June 1874.
From —The Government of India,
To—H. M.’s Secretary of State for India.

We have postponed consideration of the Bill for the regulation of the Pre-
sidency Banks and of the agreements depending upon it, pending receipt of
the decision of Your Lordehip in Council on the question of the agenoy of the
Bank of Bengal in Bombay, in regard to which we forwarded with our
despatch of the Oth Januvary, No. 17, a letter from the Directors of the
Bank of Bengal.

2 The strain to which our finances were exposed early this year has given
us the advantage of an expenience which we had not when the terms of the
new agreements were last under oar consideration.

3. We have been much impressed with the consideration that the effect
of the existing agreements with the banks which compels us to place all the
ensh balances belonging fo Government in their hands leads to consequences
which may be very inconvenient, if not worse, both to Government and to
trade.

4. The only use of thesc balances to Government is that they may be
made arailable the moment the public service requires them.

A, We have bad no difficalty in remard to the balances in the hands
of the Banky of Benwal and Aladras ; the Dank of Bombay, however, protested
against meeting drafts upon it, and on the urgent representations of the Gover-
nor of Bownbay, we were obliged, on the 20th January, to allow a month’s
tine befure drawing.

6. The Bank of Bombay, accustomed to high Government balances, and
relying on the maintenance of those balances had so employed them that they
were practically locked up ; for had we ineisted on withdrawing them more
suddenly, we should have dome so in the face of & warning that we should
produce a commercial erisis, and therefore for a time the Government balances
at Bownbay were useless for the purposes of the Government.

7. We think it doubtful, moreover, whether it is any real advantage to
trade that large Government balances should be kept in the hands of the
banks. It appears to us that an element of uncertainty is thereby introduced
into the money market mnot unlikely to aggravate commercial difficulties at a
time of tightoess.

8. An amount of capital which is large relatively to the whole capital
engagol in trade at the Presidency fowns is supplied by Governwment ; but
Government, for reasons quite unconuected with trade, may have to withdraw
thesa balances suddenly.

In this case a sudden demand ensues for capital to replace that which is
thus removed ; the rate of discount rises, not from any commercial reason, bu
from the sccident of State necessities, and if this shonld occur at a time of
commercial pressure, it would precipitate a crisis which otherwise might not
oogur, 1f Government did not mmthia eapital to the trade, it would be
found by private individuals through s or in soma other way.
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9. Had the Government furds in the hands of the banks in January
Jast been limited to & fair workingy balanee, and had we hrd s reserve in
our own hands, we think it may be nssumed that the market rice in the rates
of dizcount which has occarred wonld wot have taken place, and our business
would have been transacted without disturbing trade operations.

10. The resourees of a large money market are not open to us, and we
do not think it would be safe to trust to being able to raise funds readily
and immediately in India. Theamount (£350,000) that we wanted in January
out of owr balance of about a million with the Bank of Bombay, and the
demand for which bronght down the remonstrance that we shoufd place iu
jecpardy the trade of Bowmbay, cannot be considered as large. Caleutta may

ave larger resources, but we cannot suppose that even herc the supplies
immediately available are really considerable,

11. We are of opinion that a Government subject to the econtingencies
to which the Government of Indin is exposed ounght not to be withuut a
reserve, and that this reserve should be in its own hauds.

12. This object might be attained by dissolving our connection with the

banks and re-establishing our treasuriecss We are unwilling to take this
course unless forced to do so: the banks are useful institutions, aud the Bank
of Bengal especially has npon several occasions been of great assistance to the
Government.
" 13, We should prefer, as an alternative plan, to make a change in the
agreements with the banks, so that inctead of giving them the right to held
all the Government balaaces, the stipulation may be confired to engaging to
pay them interest when our balances are reduced below certain amounts.

If it be necessary to go further than this, we might stipulate that the
banke should have the use of our balances up to certain limits, after which we
should be unfettered av to their employment. The exact sums to be fixed in
eonpection with the propoesed stipuiations would be settled in communication
with the banks.

14 The amount to be kept in reserve need not, in our opinion, be very
large, as the main difficulty iz one only of time. The sense of security which
we should derive from the possession of a reserve of two millions immediately
available for any emcrgency would, in our judgment, amply repay the charge
for interest on that amount.

No. 225, dated 8th May 1876,

From=The Secretary of State for India,
To—The Government of Indis.

I have considered in Council the following communications from your
Government—

Financial letter dated 9th January 1874, No. 17,

Telegram » Bth » ”
a £0d February
Financial letter dated 8th  ,, = » No. 41,
tth 2 No. 42,

"

» 13th March . No. 77,

= 24th Aprii  , No. 142,
» SUth June s No, 258,

sy
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relative to proposed modifications of the agreements with the Presidency Banks
for the condact of the Government business, and the withdrawal of the Agency
of the Bank of Bengal at Bombay.

2. 1 have also had before mo letters from Mr, J. B. Norton dated the 9th
March 1874, and from Messrs. Marshman, C.8.1.,, and E. H. Lushington,
on behalf of the sharcholders of the Bank of Bengal, dated the 17th of the
same month, on the subject of the continnance of the Bank of Bengal's
ﬁg}ency at Bombay. Copies of those letters are forwarded herewith for your

rmation.

3. Your letters Nos, 17, 41, 42, 77 and 142, as well as the telegrams of
the Oth January and Tth February 1874, refer to the proceedings of the
Agene{ of the Bank of Bengal at Bombay, and of the New Bank of Bombay.

4. In your letter of the 30th June you state that you “have been much
impressed with the consideration that the effect of the existing agreements
with the Banks which compels ns to place all the cashk balances belonging to
Government, in their hands, leads to copsequences which may be very incon-
venient, if not worse, both to Government and to trade,” and you are of
opinion that, haviog regard to the contingencies to which the Government of
India is exposed you ought not to be without a reserve of cash in your own
hands. That object, you remark, might be attained by dissolving your con-
nection with the Banks, and re-establishing Government Treasuries; bot you
“are unwilling to take this course unless forced to do so; the Banks are useful
institations, and the Bank of Bengal especially has, upon several occasions,
been of great aseistance to the Government.”

5. Under the present agroements with the Presidency Banks, in each of
which Government is a shareholder, and is now represented on the Boards of
those of Bengal and Madras as it was formerly also on that of Bombay, by
Dircetors of its own choosing, Government undertakes, though without
penalty for failure, to keep average balances as follows : =

F 4
In the Bank of Bengal . . . . 700,000
» »  Madras . . . . 250,000
» ;»  Bombay . . . . 400,000

And at the head-quarters of the Banke Governmentis bound to pay interest
whenever its balancea fall below the following minima :—

2
With the Bank of Bengal . . . 450,000
» » Madras . . . . 200,000
» 2 Bombay . . - . 250,000

8. Direct payments are also made to the Banks, vis.,—
Bengal. Madras. Bombay.
g R B
1. For General Treasury duties st Head Offies 43,606 12,000 12,240

annually).
2. For( Savin ; Bauks (all alike), $ths per cent on the aggregate balance
of deposits at tﬁ close of the preceding year, and 8 anpas a year upon sach

i t.
m;? ;":?k‘:g and despatching tresswre (all alike) . Actual charges.
: ) B :
4. For public debt, for each crore on the register 5,500 4,000 4,000
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Government, moreover, undertakes that the payments that would formerl y
have been made into the treasnries at-Calcutta, Madras, snd Bombay, and
local treamries, shall be made into the Presidency Banks and the branches
thersof, where established with the sanction of Government, and you* gtate

® Financial letter from the Gov- that “the entire public balances, however
erument of India, dated the ik large they may be, at the Branch Banks, are

Juue 1873, No. 231, at the disposal of the Banks, which receive no
other remuneration for doing the Government bosiness at the branches. The
Government is not bound to keep up any minimum balance at any branch, bnt
it undertakes to instruct its officers not only not to overdraw their account
st the branches, but alwaye to provide a margin at their credit ; and, also,
that the balance at any Branch Bank is not to be reduced below what it would
be necessary to keep in the Government Treasury at the same pluce, were there
no agreement with the Bank.” On the other hand, the Banks are at present
restricted both as to the nature and the field of their buginess.

7. It has been decided that the Government shall cease to hold shares in
theso Banke, and shall have no part in the Direction. But yon propose that
the law shall still impose on the Banke certain special restrictions. They
are still, aa now, to be prohibited from certain hazardous hranches of business,
and their field of nperationaia, asat present, to be subject to the consent of
the State. On the other hand, you would so far alter the present agTeementa,
that “instead of giving the Banke the right to hold all the Government
balances, the stipulation may be confined to engaging to pay them interest
whenever our balances are reduced below certain amounnts.”

- 8. The connection which has thus existed between the State and the
Banks has from time to time been the cause of very serions embarrassment,
It haa produced a general impression that the State s responsible bath for the
good conduct and the prosperity of the Baoks, and when any of them has
been involved in dificulty or danger, there has been a disposition to claim, ss of
right, assistance, or even indemmnity, from the Government of India.

9. The controversy which has arisen between the Bank of Bombay and
the Baok of Bengal in a great degree arises out of this misconception. It
kas been thought wise so far to limit the patural competition between the two
Banks as to prohibit either from setting up branches beyond the Limitas of
ite own Presidency. This policy, whatever its merit, has been adopted on
public grounds. The public balances have formed so large 8 part of their
resources that these might, it was believed, have been endangered, if they had
been made the instruments for maintaining an unrestricted competition. But
no private rights to Government protection were created by this provision;
and it affords no foundation for the claim that the Bank of Bengal shall Le
compelled, against its own strenuous remomstranees, t0 employ the Bank of
Bombay exclusively s its agent at Bombay. )

10. The expectations unfortunately engendered by the close conmection
existing between the State snd the Presidency Baoks were the csuse of an
inconvenience, almost amounting to a public danger, which was experienced
by Your Excelleocy’s Government in January of inst year, and which is much
dwelt upon in the despatehes before me. The strain upon your finances arising
out of the famine compelled you to draw st that time for 35 lakhs upon the
Bank of Bombay. Accustorsed to.high Government balances, and relying on
the maintenance of those balinces, the Bank had so employed them that they
were practically locked up. You were met by an urgent telegram from the
Guxamor, stating that, if you drew anything from the Bank st that tims, you

L
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wonld camse » ceneral commurvial panic; and other remonstrances equally
pressing were addressed to you frem the Bank of Bombay. The result was,
thai vou were compelled, a1 & merent of singular pressure, to atandon the
propored draft  Your Exeallency has rarreatly stated that * the Governwent
of Indic hna never undertzken tv keep halanaes with the Presidency Banks for
the use of parens engaged W trade. and 1t wenld be h_igh}.vl inf“ﬁ_nvenient to
sdmit that =uv respomsthility aftaches o the Government in this respect, or
that the Government is ealla! npou to reculate the smount that 1t will Teave
tu the hands of any of iig haukers avth refuroncs to any ather considerations
than +he micrests of the pubiic service”  But from the troe of the appeals
addresead o Ton, it & evident that this coneeption of Your Execllency’s
d‘.tiPs ks 2t arzen in the pu]:ln' mi;rai‘ ami was Jarhtiose due ta the
relation o isted Lerwarn the Siate avd the Prest v Banks,

1L B w to found eyrrniasant expactsfinns upon rhis combee-
tion iz moe hly exorn] :
sresl npen
mbay.

k2
£

o ocharter of wearnn
1 aring ta cwab bo 02 cwngessor,  The
wpable. snd che charter. whilst g
Bi-h e other Barkz had been
wieer suifeient, when the Bank ip 1966
rie peranude the sharehellers that 1her had a

wae rnino!
gonaine nmens forocompensation. Farther reflection
has not : s their eyes for up ot the preseut vear they
have ner oo Lt eorge it That Goverement ehonkd, in vonsaguence of its
relatione wih the Banks, bave becowe linble, 1o the syes ol ap intellirent
bode of men, i sach a demand 13 @ eircumatanee not o be overlooked in
consideris { v wbieh thoee ~viatrons 1o the fature are (o assume,

12, Tt waz ivevitabis, from vie nutnre of the counexior between the Stata
sad the BFanks vt diffieniti-s of Lo Charucter sbould oecir s and it s
probablz thar ndet extrting arrangrwents they may veens bol untreqguently,
The State powowses power icaier than any individual, and it 1= lialle to
presenre Leom wlovh individuals are [ree. A sgharebolder whs can, withont
absurdity, foacked te indewuiiy other sharoholders for the errers into which
the Ttreciove who represcend them all have failen; a castomer whe. eontrascts
to deposit 1t his Lalinces at the Buuk, and who can be reproached as actiog
unreasonably i be desives Lo wee them wheo mouey 1= scarce—is evidently
more vaivatle to & Hauk thau ordivary sbareholders and customers; gnd if
pressmre be necessary Lo enforce these reguests 1t will probally be applied.
In tho sane way, an external power which can be calied upon to prohibit »
competitn; from enersaching oo the markets enjoyed by his rival, posscsses »
jurisdictior which is too useful vet to be frequenfly invcked. The Banke
cannot in 1> Jegree be hlamed for profiting by the relations inte whieh the
State has clunterlly entered. They press nawurslly for such coneessions,
acd the Goreroment cannot refuse them without incurring odizm, or grant
them without gresi embarrassment.

13, The time has come wheu Her Majests’s Government muost eonsider
how fur these relations chal! continne.  Originally they were probably deviesd
ta provide bavking facilities for the commerce of Lthe country, which 1t wounld
bave beeo ciherwise unable to procore,  'T'he developmest of trads has lessensd
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the cogency of this resson; aod I agres with Your Exosllency in the doubis
you express an to the real value of artificial facilities which arise from large
Goverement balances with the Banks. Capital snpplied Ly Government, and
mot representing tbe savings of the commanity, is a resource on whose per~
mapence oo reliance can be placed, and which therofore tends to lead traders
into dapgerous eomwitments, 1t gives ease for a time, and produces »
prosperity which is at the mercy of an accident. A political exigeney
suddenly withdraws the adventitious resource, and the commerce which
trusted to it finds iteelf pledged beyond what its own resonrces can make

14, In your despatch of the 30th June, Your Excellency has intimated
& desire to keep & reserve of two millions in bullion in yoor hands; and yon
express the opinion that ** the sense of security which yoe wounld derive from
the possession of sooh a reserve immediately available for any emergeney,
wour:}o in your judgment amply repay the charge for interest on that
amount.” 1 recognise the serions danger to which the want of such & reserve
expoaes you in emergencies. But the emergencies bappen 0 rarely, that I
should reluctantly consent to magrifice interest to the extent of £8u,000 a year
permanently to meet them.

15. The object you bave in view will be sufficiently attained by freeing
yourself from ail exceptional liskility to the Banks. Your proposal thats
minimum balance sbould be fixed, all dedumetion from which should carry
interest against you, appears to me to be ressooable. Withoot such a protee-
tion, express or implied, it would be difficult for the Banks to tramsact busi-
ness with so large a customer, You would aturally take cure to fix & miui.
mum which should not impose any borden upen the State beyond what is
necessary for their fair remuneration. Amy such arrangement should be
supplemented by a corresponding provision, that if the balances which you
think fit to leave with the Baok exceed a Gzed maximum, snd the Bank
should desire to retain them, they should bear interest in your favour. But
these agreements would not give to yoar relation with the Banks aey excep-
tional of even unusual character.

18. No further engugement on your side will be necessary. The under-
stauding that all revenue is to pasa through the Banks wherever branches exias
will not be renewed. You will take care to make it clearly understood that
the amount of your deposita is discretipnary, sud that if it is convenient to
you at any time to retazin in the Tremsury the prooceds of the ravenue, the
Banke possess no right in respect to it that will entitle them to eomplain,

17T. Ic vrdinary timea you will probably not wish toretain money in the
Treasury, If any spprebension of dificaly is folt, or if the courss taken by
sny Bonk indisposes you to trust it with {he custody of laige deposits, 1t
will be at your diseretion to hold back the growing produce of the revenue in
the Treasury, iostead of paying it over to the Bank. Ats very brief uotice
you will thus be able to sccumulsts, in your own coffers, the two millivns
which you judge to be necessary for your secarity in times of pressure, aven if o
large portion of it canoet be provided by drawing upon your Lalanoes. Any
waie #0 resorved you will deal with scoording to the exigencies of the tima,
" It will be competant for your Financisl Department sither to retsiu it in the
Treagury or to lend it for short tarms under suitable conditions se to interest
und security.

18. Ths engugement which the Baaks en their side shonld be aeked ta
undartake will bo ooly thoss te which they would probably by prefarence
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submit. If you inecorporate them by special legislation, you wmay properly
insert into the Act the restrietions which do not injare their commerce but
increase the eonfidence théy enjoy. 'They should be reqoired to abetsin from
the hazardcus bueiness of foreign exchanges, and from lending oo any but the
most approved seomrities. A weekly statement, such as thet which 1a jscoed
by the Bank of Englaud, together with a2 weekly classitication of the sesurition
on which they bave advanced, should be supplied by a responeible officer, who
should be bound to a trne statement ander penalty. You will at the same
time require such coufidentis! returne as may be necessary to place Your Exeel-
leacy in full posseesion of all the requisite information with respect to the distribu-
tion of the resonrees of the Banks and the character of their operations. 1f the
ivformation furvished by these retarns is sufligiently detailed, it will not be
necessary to reserve a power of inspection, which might impose upon you in
the publie view an undue responmbility for the mansgement of the Banks,
aud would, in other respects, place the Government in = falee position towards
them.

19. These restrictions are nc more than you may rightly exact as a con-
dition of the poeition of advantage in Which the Banks sre placed by recoiving
Adats of Incorporation, and by their connexion with your Government,

20. The charter of incorporation will, as heretofore, sesign to each Bank
the Yimits within which it msy lawfully establish branches. This provision is
eargestly valued by the smaller Baoke, and is not resisted by the Bank of
Benga! It is open to many and serisus objections upon geveral grounds ;
bat it is agreeable to s practice which has long prevailed, and to abandon it
would be to make a saperfluaous addition to the important changes which the
exigency of the case makes it necessary at this juncture to adopt. For thess
reasons the condition may be reilmposed,

21. The demand of the Directors of the Bank of Bombay, thst the
Bank of Bengal ehall be compelled 1o employ them, as agents, stands upon a
different fuotjug. The condition has not been imposed before, and it is slrenns
cuely resisted by the Bank of Bengal. The aoquiescouce of that Bank could
not be obtained except at the price of some spesial privilege in fiscal matters,
whish in effeet could only be provided at the cost of the Indian tax-payers.
No public advantage could Le shown in favour of such an arrangement, and
the experience of last year furnisher 2 new argument against it of muoh
cogeney. 1 should, therefore, not approve of any provisions being inseried in
the Bill to disturb the existing staie of things in that respect.
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APPENDIX D.

PAPER RELATING TO A PREOPOSAL POR THE AMALGAMATION
¢F TRE PrEsIDEXCY BANES IN 1B67.

Memorandum, dated 1st March 1867, yegarding the omalgamas
tion of the Presidency Banks submitied to the Directors of
the Bank of Bengal by Mr. Dickson, the Secrelary oand
Treasurer, and forwarded by the Directors to the Govperne
ment of India, '

FENTLEMEN,—Relative to letter of 27th ultimo from the Hononmble
David Cowie, with enclosure from Mr. Rustomjee Jamsetjee Jeejebhoy, arge
ing the establishment of a Branch of this Bank ip Bombay, I have now the
honour, in conformity with vour directions, to embody in this form the memo-
rsndum which T submitted as part of your yesterday’s proceedings.

The extension of the Hank’s operations to the Bombay Presidency, which
is now urged for adoption, in consequence of the untoward position of the
Bank of Bombay, must be viewed in two aspeets :

First.—In the sspect of opening a Branch in Bombay, and counfining
operations to the city alone, fogether with the probable effuet
of such action by the Bank of Bengal on the position of the
Bank of Bombay and the interest of its sharcholders.

Second ~-In the broader aspect of fucing the three Presidemcy Bunks and
creating one great Bank for India, with the active control

in Calcutta, m the sense of its being the seat of the Sup-
reme Government,

Asenming, by reason of the embarrassed position of the Bank of Bombay,
that it is not equal to meet the monetary requirements of that Presidency,
and that you rhould rescive to occupy the field in consequence, the firsg
question to be solved is whether, nnder the existing Charter, it is competent to
do so.

By the 86th section it is declared that it shall be lawful for the Directors,
with the sanction of the Governor General in Council from time to fime to
form business agencies and to establish Branch Banks “af such places as
they may deem advantageous to thq interest of the Bank.” [ N.#.—Con-
firmed by Mr, Advocate-General Cowie when case submitted regarding Bauvk
of Bombay opening at Jubbalpore and Nagpore.] 1t, moreover, provides for
the conduct and transaction by wuch Branches of the business of the Local
Government Treasuries, as well sa for the management of the Paper Currency
. wt present in abeyance, )

By section 6 power ia given to eall up capital to the extent of three
erores in all or 80 lakhs in addition to the amount already paid.

Thus then it is apparent that the ocoupancy of Bombay is not only ocom-
pgt._e;]t., but that, under the existing Charter, you can provide the necessary
eapital. . .

1 am, however, clearly of opinion that such ection ap the of this
Bank would infallibly end in the total collapse of the Bank of Bomy. Ita



comnection with Government in limited to one year, and as pobliec confidemes
is undenisbly gone, I fear that there exists . no probable hope of estrication
from their et embarrassments, bot almost the certainty of a tedions and
eostly wi lgé;hould these rulations be terminated on the expiry of the yean
Meanwhils their ordivary business would be filtered away to the Bank®
Ageney or other Banking Institutiona ir Bombay. Te the sharcholders
such a result would inevitably be disastrous. [ eay eo with all the more
confidence and freedom, because it ia too well-known that the value of their
remaining eapital depends, to a large extent, on the realization of the ascets
of insolvont estates, while the liability for impending calls on the shares of
joint-stock companies, hell in the Bank’s name or inthe names of its accredited
officers, is not yet, 1 believe, clearly defined, nor ascertained with exactitude.

With such complications before vou, I submit that it is more expedient to
cousider the question in its broader and more extendsd aspect, with the view of
conciliating and conrerving not only existing interests but of establishing
one great Central Bank for all India by abolishing the distinctive names of
the scverel Banka and so merging them all into one under a new Charter
and » new name. Before, however, discussing this slternative measure, and
sceing that immediate uction has become necessary, I submit for consideration
that the Bank of Bumbay should be approached with a proposal to the effect
that, perding the matuning of legislation ie eonnection with a new charter, a
provisional agreement be entered into between the two Banks, by which
certain privilezes should be conceded to the shareholders of the Hank of
Bom!lay, immediately aud prospectively, on the same footing as these to be
enjoved by the shareholders of the Banks of Bengal and Mudraa,

Should the proposal be cotertained, and the field left open, in an amicable
spirit I submiit thut the Bank of Bengal shonld immediately call up the
remaining portion of its capital and allot the whole, rateably, among its own
sharcholders at o protmium of 25 per cent, s.»., mting each share of R1,000
at 11,250 or the full share of R4,000 at 5,000 ; thus, accerding te the pre-
rent morket rate, giving a bonus or surplus on the single share of B500 and
R2.000 on the full shave. This effected, a whole crore 8 placed st your dis-

sal for taking up the business of the Bank of Bombay in that city at least.
Meanwhile the remnant Brauches { ¥ B.——Nine branches withdrawn], eleven
in number, could be denit with according to etrcumstances by being carried on
alonzr with the addition of the Treasury business (never yet concedsd to them
by (iovernment) shoukl the disciosure of the position, progress, and future
prospects of cach warrant their prolongel existence.

The present premises in Bumbay, at Kurrachee, and the other Branches
migrht Le taken over, either vn the valualion of partics mutnally chosen or on
lease.  Sufficient accommodation would be reserved for offording every facility
for the realization of their outstanding assets by the Bank of Bombay,

Oun such realization being efected, or at fixed aud progrescive dates, I
woull propose under the agreement to allot to the sharcholders of the Bank
of Bombay for the time being & crore[nearly their existing capital, which is

iven at 103 lakhs,] of capital at the same mte as that charged to the

roptietors of this Bank on the call of 80 lakhs, riz,, 5 per cent preminm.
That ix to say, for 125 lakhs, they will receive it at present prices 175 lakhs of
marketable stock. Nor is it too much, I apprehend, to sssuma that the
propossl now made, if carried out in its integrity, with the sanction of Govern.
ment, will {reatly enbance existing prices. 1 think s lmit of R2,000 for
ach single share may reasonsbly be oalculated on, Thus then the two
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Banks, when so ounited, wonld have » paid-up eapital of four crores ands
reserve fund of nearly sixty-fire lakhs, a sum. in my judgment, by no means
excessive, nor lurger than what the Bank_ 80 constitu_ted ouht to hold 1o
relation to ite paid-up Capital, so 23 to proevide for possible and unforescen
contingencics. ) )

There remaing, then, only the Pank of Madras to be dealt with. Tt ie not
necessary that acy graat pressure shomnld be Dbrought to l?ear wpon them
towards forming a junction with the United Bank, They might, however,
Bave it in their optin: to v ss on ennditions of all but equality with the
Bark of Bengl, secing thut the market value of their stock srands relatively
to our own as 189 t0 173, Providon has been made under their new Clarter
to extend their capital from fifty-six lakhs to one crore.  Thix being w0, and
in contempiation of their basiuess boing extended to Ceylon, it s prebabie
that the full amount pwrmissible will ere lng be ealled upe Assuming aach
to he the case, and le > in mind that the capital of the United Bank other-
wise i four eroms, with a tescrve of, <y, sixty-five lakhe, the farapd rateable
propttion whish Mulras W to centribute 1o the Reserve Fund, along with
f may fairly be taken at fifteen lukhs, thue
Lt e epares, and the Roserve Fund to aghty

5. A moment’s redeotiag will sheae chat this propaszal 15 both cgwutable
amd rezsenable.  Tf fhe additiors] eaprted of Forty-four Takhs i ealled up and
divided smong ¢ cwof the Bavie of
o whieh the Bank propoxes waller the eichty lkhs to onr swn Propiictors,
then ther malise eleven ks, wiveh asdidzd o their existine reacrve of, say, fAive
Jakhs, gives them wixtern lakhe or one laikh more than the rateable amount
praposeil ‘e le coptributed te the comman Reserve Fund.

Irto details of snansgément orwer eonditions on whieh the business of
the then Yinited Bank should be carmied on, it iz not necessary to euter at
present.,  One or two points may, bawever, be shortly noticed

The nomainal capital under the new Charter should be 10 crores, ome-half
being paid up.

Tiocal Boards would be contivued as at present in Bombay and Madrs, bat
the supreme eonizol and the mles and regulations for the econduet of the
busines: rast rest in, and be laid down by, the Board in Caleutta, e, that
the game rles and conditions under which business is earried on here must bo
strictly adhered ro and be conformed to by Bombay and Madras, and that
power to enforce their due aheervance be specially reserved.

As already observed. Mudras may possibly raise objectious. 1 think it
would be for the iatersst of the shareholders of that institution to fall in
with the propusal. Tf, however, thev should be of & different opinion, their
refuzal will in no way afeet the carrying cut of the proposal as regards Bengal
and Bombay. In time Madeas mast foliow.

There are only two points then in the proposed fusion of the Bunks on
which for a mement I dwell, 2nd to which I deeta it necessary to call your
Fpecial attention.

In dealing with the Bank of Dombay, I stipalate, sa the radical and
indispensable condition of nnien or sbsorption, that this Bank takes over from
them pothing but cash, towards paymeni of its quots of empital, mt suech
periods as they themseives may elect. Their deposits and legitimate business
will follow as & matter of oourse.

In carrving through negotistione with the Bank of Madras, on the other
band, I notonly propose to take over capits!, but ala their entire existing

of Mandens rn the s forms as those
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m;:lndn of past due or irregular advances on simple guarantse of the
k itself.

3honld Bombay decline these overtures, which I scarcely think they will
do, then of eourse it remsinz with Government and yourselves to consider
whather it is desirable or politic that the present chronic state of distrust and
embarrsssment should any longer be tolerated on the other mide.

It Government and the Directors should in the Jast resort resolve to comply
with the wishes of a friendly section of the Bombay community, T will be
prepared to carry out your instructions, and on very short notice orgamise &
competent staff to commence operations by opening a Branch in Bombay,

}!Ie“i.ng thos dealt with the more practical portion of the question in both
its aspects as set forth in the early portion of this minate, I deem it necessary
in continuation to sadvert asghortly as possible to its consideration in a
public point of view, and why it humbly appears to me that, in the mterests of
Government, the Baok, and the publie, it is desirable 1o have one strong
Bank for India. First of all, however, it may be well to state that we have
at home & class of political economists who held the theory that, in currency
and banking lerislation, it is sounder policy so to frame the laws asto
encourage the distributinn of the banking reserves of & conntry among several
Banks, instead of holding them in & single Bank. It is not improbable that
some people, reasoning by analogy and belding in principle similar views,
may propound them in India, while others, who care little about the
principle, will, from interested and factions consilerations, join agnain, as
they have done befure, in deerying the Bank.

The question of rival establishments first assumed a practical shape in
1885, wher a Commission was appeinted by the Frencﬁ Goverument to
enquire into the coustitution of the Dank of France, and to report whether
thera should be another and great rival Bank of Issne to that Institation.

The Bank of France, in a stricter sense than the Baok of England, has a
monnpuly of banking throughout the Empire, and of the paper circulatios,
which is unresteained by Jegislative ennctment ; and which, moreover, the bank
itself jssues and ix bound to protect.

The Bank of England in like manner issues its own notes and protects their
convertibility, but the law defires the proportion of securities and bullion which
must be held against the paper cirenlation and separute the Issue from the
Ranking Department.  But the Bank of England in respect of the leral
fetters imposed, and that it povs to Guvernmeot a large proportion of the
profits arising fom the paper currcney, may in a sense be looked on rather as
the azents of Government for doing the retail work connected with the Paper
Currency, than the pure ixsuer of its own notes.  Hoth Banks have not a few
oxclusive privileges ; some of those of the Bank of Eagland are of an endurag
patitre, while as Bankers to Goversment their agreement extends to twenty-
five vears certain. Buth Banks are the two great roservoirs in which the
banking reservea of both natione are held.

The Commission of the Freoch Goveroment, after taking evidence from
the ablest financicrs and some of the more notable political economists in
France and England, have reported against the proposed creation of apother
rival bank in that country, and I venture, it may be with great presunption,
to doubt if the monied classes, including the representatives of the London and
Provineinl Banks, will, in 1867, gainsay the evidence which they gaw: in 1548
and 1958 in favour of the constitution of the Bank of England o far at least
ss the Banking Department is ovnoerned.
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The only countrise, =0 far aa I know, where there in & semblanse of proof
to mpport the theory are America and Cansds. As regards the former, 1
bave to remark that prior to i8] Banking and Currenoy were entirely free,
resulting, es we all know, in great public injury, bad faith, and bankrupt
corporations. In 1861 Mr. Chase, the tgeu Secretary of State, micceeded 1m
raising forty-four millions oot of the obe hundred and nine millions
uisite for the financial want of that year. Of the amount so raised,
thirty-three millions, or 75 per cent, was taken by the Bank of the Federal
States, but they were too poor fo continue the process, because both their
capital and deposits were perfectly inadequate to the demands of Govern-
ment. The English market was tried without success, and American capital-
ists could afford no further assistance. In this dilemma the expedient was
fallen upon of practically confiscating the Note circalation of the whole
of the Banks ; the legal tender, Greenbacks, were forced upon the country,
snd thuos a mew loan of a large amount waa raised. Of the extraordinary
depreciation in the value of the paper and the enhancement of zold mensured
in Greeubscks which followed I need not remind you, but it vet remains to
be ecen whether the compulsory measure resorted to in time of war, and
which requires the fifty-nine banks to hold their reserves in Notes, not con-
vertible into gold but receivable for taxes, is likely to prove successful or
beneficial to the country. The last return quoted by the Ecomomist of 25th
August last shows that only

£1,700,618 in gold with
£186,168,102 legal tender notes of the State

or a total of £17,868,920 was held against upwards of forty millions of
deposits and something over five millions of the note circulation of the Banks,
the residue of former issues,

Eschewing the doubtful policy adopted by America, the Government of
Canada, although it abolished the privilege of issue enjoyed by the several
Banks and took the paper issues into its own hands, yet deemed it fair to
afford liberal compensation to the several Banks and entrusted the manage-
ment of the Paper Currency to the largest Bank in "the provinces, rif), the
Bank of Montreal, at an annual charge not exceedinione per cent on the
average amount actually in circulation. [¥. &~ of Bengal commisston
only { per cent.} .

Unlike the Governments of England, France and Canada, but in some
degree pursuing s policy akin to that of America, the Government of India
has taken the right of issue as well as the management of the Paper Currency
of India to itself,

Ascuming then that the theory under review isin iteelf sound and can be
suecessfully carried into practice by the Government of Indis, I observe that
the sparation of Currency from Banking cannot be more complete in any
country. :

AlriY cxclugive privileges have been taken from the Presmdency Banks,
which are simply Bankers to Government in the same way as they are Bankers
to the merchants and local banking institutione in the several Presidencies
There is, however, this important distmnetion, that under a terminable agree-
ment and certain penslties Government covenants to keep a minimum fleating
balance at their aredit with the several Banks.

Othe=wise, rpdt for services performed, the relations of Government with
Jr4 Bar ke aze intimate, and, I add, are, or ought to be, valnable to both,

X
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In Calcutta—and T pssume threuphont the Chief Cities in India—the
Presidenoy Banks are the holders of almost the entire reserves of ihuse who
'keep a hanker.

Buoking in India is entirely free, and has had of late years, as we all
know, a very remaskable development. 1f, however, we go back s little znd
trace ita rise, progress, and faull, it will be found that, witheut slmost an
exception, every Kuropean Bauk started in this country soom Jost its distine-
tive character of & Bank proper and eitber Lecame insolvent or found iiself
esteblighed io London as a Bank of Fxchange. The-r Banke bave ramified
connections with the seaports of lndia. the Straits, Chins, Auostralia, Japen,
Califoruis, and elsewhere. Most of them have the privilese of a Nute cirvcala-
tion beyond the eonfines of India, and everywhere they more or less cultivyle
a Jocal banking business,

As a cobnvenience, and ob the obwious ground of ecopomy, the Tndiun
Branches, however, chonse to keep their cash reserves with the Fresiiemey
Banks, and in times «f difficulty—1 put the matter broadly—they calculate on
receiving agsistunce from their bankers.

Taking then matwers 26 we now find them, the question is raiced, Are
there in Indaa the matermls for enforcing, by legisiutivn, uniformity 1o the
rule under which easlhh Bank must keep its own reserves in Government Notes,
and is it gesirab's or expedient to encourage such lerislation 7

To obtain vniforniiry, the lew must vver-ride the existing chartere of Lhose
FPznks sad compel the weekly publication of azsets and lisbilities, so that the
proportion of eilver or Government legal t.-nder notes may be assimilated to
‘he amouat of adiances cutstanding. Even if the shove dificulty ras be got
oser, I apprenend that the opposition of the Banks would be wery formid-
able. They would be obliged wuder such & law to throw on the market that
large portion of their Reserves which they hold at present in the interest-
bearing eecurities of Goverument and convert them iplo legal tender cotes
which do not bear interest.  Neither Government nor the Bunks c.uld poessibly

in by such a mensure. I question indeed if iureality it would not prove
gu]e so long as the Banks ean, without let or hindrance, create on corn-
varatively small capitals » very large superstructure of credit by valuing on
cacl utlier accordivy to their opecessities either on demand or at loug cara
rencies.

s it then expelient to hold out rufficient inducements to new jmstitotions
to establish themeeives in this cour.ry, keep their awn reserves, and confioe
their operations exclusively to ludiau the same way that the Presidency
Packe, the Backs of Evglaud and Frapce, sod in Ameriom, restiict “heir
operations ?

I thivk oot. Al past egperience, while banking Aot beow entirely free,
goes agsinst the theory. Government might indeed sever the existing oon-
nection, create a rival establishmeut, and give to it the resiricied use of their
balances, but that would sinsply be & change of Bankers sud probably result in
the serious weakeniog of ouoe gank ouly to maguify another or rival estab-
lLishment.

Puiely local Bank, with braoches throughout the Presidencies, to be really
useful snd advantageous to the country, must be established and condueted
oo souud principles. To such Banke the prestige of Government is of the last
importance. .

You canoot, I submit, institute s fair analogy between Englaod or Franee
or America #nd lodia, nor, with safety or ldl'lntlge, foroe upon India
theorstical legisiation . Baoking or Currency.
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The usages, sastoms and habite of the peopls of this country, who area
pation of iraffickers in money ss well aa in the inland exchanges, are opposed
to the rapid growth of purely Western cusioms snd institutions. They must
ever retainin their own hands, agninst all competilors, by far the largest
portion of the purely Baoking operations in India, and legislation canuot
possibly reach them. They have sufficient influence, either by aotive ecmbin.
ation or passive inaction, to defeat any movement of the kind, uniess indeed
they find that it pubserves their own intorests,

TLe question appears, then, to be narrowed to this issne—1s it preferable,
with a view to the upholding of separate reserves, to continue the three Banks
in the respective Presidencies, or to fuse them ioto one?

The unfortunate positicn of the Bsnk of Bombay, apart from all other
consideratious, renders it, in my opinion, not only preferable, Lut necessary.
The eloment of uncertainty resarding such a large portion of ite assets, the
impendivg liability for heavy calls, the impaired eredit and enppled resources
of the Bank, and, beyond all, its inability to cope with recurring wouetary
crises, must, from time to time, bring its position promineutly before the
pubiic aud tend to wnpleasant diccussions with Government. The reserve
of the Bank, with numerous Branches and a capital reduced by nearly oue-
balf, eannot possibly be maintained at the same bigh range 85 that wuder
the amalgamated Baok, which provide so much additioual Capital specially
for Fombay reguirements. Nor can Government have perfect freedom in
dealing with their halaners at Bombay se long as public eonfidence is wanting
in the stability of that Bank as now constituted. The nuiformity in admige
istration which must follow on the fusion of tbe Banks will ceniainly tend,
more than divided sction, to waintain publie credit and to restore broken
Epideuce by attrseting deposits and thereby enlarging the reserves of the

uk,

A multiplicity of Banks beyoud the Presidency townue, purely loesl in their
character and in their business, who would be compellad by law to hold a
eertain amount of reserve proportioned to their advances, is, I repeat, in my
opinion nut attainable or possible bere.

It is a delicate point to insist on, bt 1 add thot I do not believe that the
Paper Currency can ever bave a fair trial in India until the management of
it 15 restored to the Barks, Government began at the wrong end by pre-
maturely appropriating to itself the supposed large profits of an imperfees
eirculalion, Accepting it as an sccomplisbed fact, | vevertheless, with much
deference, adbere to my irequently recorded opinien that our currency legis-
lation has been wrongly directed, and that it is only through the agency
of the banks that s uwote circulation can ever havew thorough developmens
throughout India.

Banking monopoly is not possible, No Government, so far as the mers
banking connection is coneerped, stands more loosely towards a State bank
than does the Government of India towards the Presidency Baoks of India..
It Government or tbe public are aggrieved, if terms more favourable can be
obtained by Government at the termination of the shori existing agreement,
the connection may be at once suded a5 a matter of course,

To obtain and preserve that comneetion, the amalgamated bank must
negessarily make eacrifices, wbich, onder other circumnstances, wonld be
unnecessary. That the connoection is now advantageons to Government, the
Back, and the poblic iz sdmittel, and that it will be mueh greater under a
united Bank is wet forth hersin, .



