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OPI.N!ONS 

Dr. S. G. Panandikar, M.A., Ph. D., D.Se., Senior Prof. of History 
and Economics, Elphinstone College, Bombay.-" It is a very useful book 
and I have recommended it to all my students." 

Prof. S. Kesava Iyengar, Nizam College, Hyderabad (Dn.).-" A very 
useful, simple, direct and well-analysed version ol the story. I heartily 
congratulate the author for his splendid achievement." 

B. K. Bhattacharya, .Professor of Economics, S.P.C. M. College, 
Calcutta.-" It summarises in a systematic way all that has to be said on 
the history and organisation of Indian currency, and will form an immensely 
useful guide to all students of economics." 

The Rev. Father P. Carty, S.G., St. Joseph's College, Trichinn­
poly.-" A clear and handy summary of the question. I heartily recom­
mend it to all students of economics." 

Prof. P.· Mukherji, M.A., I.E.S., Offg. Professor of Economics, 
Presidency College, Calcutta.-" The book will be very useful. It is a 
brief, lucid and careful treatment of the History of Indian Currency and 
Exchange. " 

Sir J. C. Coyajee, Professor, Presidency College, Calcutta.-" It is a 
very useful introduction to the study of the Indian Currency Problem." 

Prof. J. C. Das Gupta, Professor of. Economics, Krishnath College, 
Berhampore.-" A very good survey of Indian Currency Question. Very 
useful as a guide to students of this thorny subject. 

Th. Publish.,.,' ·Circular, London.-" It is valuable to economists at 
large as an organised collection of facts." . 

Th. Madra. Mail.-" A comprehensive and completely written account 
of the whole history of the currency from the beginning of the 19th century. 
The concise form of presentation will be of great service to students." 

Kais.r-i-Hifld.-" An excellent work. The facts are selected and 
arranged admirably. The Blue Books and the Commissions are summarised . 
lucidly. Thoroughly deserves the careful attention of the considerable 
group of Indians craving for a concise, yet accurate and honest account of 
the Indian Currency System." 

Th. Ti_ 0/ Ifldia.-" A purely historico-descriptivo work; not a mere 
chart of facts and dates, but a connected, logical account of a difficult and 
complicated subject. A very useful, little book." 
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EXPLANATION OF FIGURES 

As a guide to the rpding of the figures it may be mentioned 
that:-

100,000 rupees=1 Lalh rupees=£ 7,500. 
(at the present rate of exchange.) 

100 lakhs (10 million rupees)=1 Crm rupees=£ 750,000. 
(at the present rate of exchange.) 



PREFACE TO THE SECOND EDITION 

The author is largely indebted to the many Pfofessors of 
Commerce and Arts' Colleges of Indian and some Foreign 
Universities for the warm welcome accorded by them to the 
first publication. Indeed, he is under a particular obligation 
to them for having offered many excellent suggestions and 
criticisms which were calculated to improve the book. For 
instance, the Professors of many American Universities 
have suggested the inclusion of a preliminary explanation on 
the peculiarities, of the Indian Foreign Exchange as a basis 
for a clear understanding of the evolution of the Indian 
currency mechanism. With much pleasure their suggestion 
has been carried out. Requests have also been made to 
embody the subject of the Indian Banking~ System in this 
book. But as the subject is exhaustively dealt. with in the 
Author's recent publication-u A Reserve Bank for India and 

l' . 
Ihe Money Markel", an apology from the Authorfqr dis--
appointing these friends will, it is hoped, be kindly accepted 
by them. All other minor suggestions from other friends have 
been included and thus the wishes of these too have been 
complied with. Happily, the book has a wide share of its 
use in Japan, and to bring it within the scope of the Uni­
versities teaching purely in the Japanese language, a Japanese 
translation has been mooted. 

In this second edition the plan of the book remains un­
changed. Some chapters have been added to bring the 
history up-to-date; some have been divided and modified, 
while in others the subject-matter has been rearranged. 
Commentaries, too, have been added to clear certain points. 
Hence, if its indulgent readers overlook its deficiencies, as 
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they have done previously, the author will consider himself 
greatly rewarded. 

It only remains to say that in the preparation of the 
second edition, the writer takes pleasure in acknowledging 
his great indebtedness to his colleague, Professor A. C. Sen 
Gupta, M. A., I. E. S., for his very scholarly comments and 
suggestions. The writeris special thanks are due to the 
Rev. Father A. J. S. Monteiro of St. Francis de Sales' High 
School, Nagpur, for his advice and invaluable help given in 
various ways. Finally he is also grateful to his former 
pupil, Mr. V. V. Prayagi, B. A., for preparing the diagrams 
and rendering general assistance in preparing the manuscript. 

August 17. 1931. B. E. D. 



PREFACE TO THE FIRST EDITION 
This book on the Hislory of Indian Currency and Exchange 

has been specially written with the object of meeting the 
requirements of students preparing for the B. A. and B. Com. 
examinalions of Indian Universities. It, therefore, presup­
poses the knowledge of. the general principles of Currency 
and Exchange. The plan adopted of treating the subject is 
very simple and is designed to elucidate the different phases 
of the Indian Currency System. Its chief aim is not to stuff 
the students' minds with facts and figures, but to create in 
them a genuine taste which would lead them to a methodical 
study of the chaotic history of Indian Currency. 

My debt to various authorities on the subject and to the 
Blue books mentioned in the Bibliography cannot but be 
acknowledged by me. In the case of the latter, which form 
the real basis of the work, their original language has been 
adhered to, wherever necessary, to indicate the source of in­
formation. 

I am indebted to my' colleague, Professor A. C. Sen 
Gupta, M. A., I. E. S., for his v.ery valuable suggestions, and 
to Professors Chordia and ~hose for the help they gave in 
correcting the proof-sheets. 

Despite its imperfections, it is sincerely hoped that the 
book will prove useful to students and form the foundation 
for further study. 

Mallia College. } 

NlJgp,m )1111' 2$. 1927. 
B. E. D. 
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INTRODUCTION 
Special peculiarities of Indian Foreign Exchange. 

For a clear understanding of the development of the 
Indian Currency System some knowledge of the pecu­
liarities of the Indian Foreign Exchange is necessary. 
These peculiarities arise from factors which are almost 
unique and give to the Indian Foreign Exchange a 
character which at once distinguishes it from that of any 
other important trading country in the world. The one 
predominant characteristic that pervades these factOrs is 
the direct part which the Government of India plays in the 
currency and exchange system of India. In what way 
these-transactions of the Government of India influence 
the Indian Foreign Exchange will' now be shown. 

I. CIaief ieperfecti_ of tile .taa4anI or.....--y. 

In the first place, the Indian Currency System has 
been since 1813 what is commonly, although mistakably 
called the "Gold Exchange Standard". Indian currency 
consists of two kinds of toke.; (I) paper money and (2) 
silver coins, which are mutually convertible. Unlike other I,. _ " 

Governments, the Government of India issues its own ~ '," .' .! , . 

papn currency and is the sole supplieT and direct COR-.~r-~ 
t,oUn of both notes and silver rupees. .R,. ... :..---.'_V( I:. 

For keeping the ~ue of the token currency- (near a J >-. ..1.. '\... 

fixed paF in relation to gold) the Government holds two 
Reserves: (a) the Paper Curfency Reserve and (b) the 
Gold Standard Reserve. The former is composed of the 
proceeds of the note issue and is held as a bactpag against 
the notes in circulation; whereas the latter has been built 

u 
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out of the profits of the coinage of the silver rupees and 
has for its purpose the maintenance of th~ sterling (i. e. 
the 'exchange) value c;>f the rupee. It is kept in England 
with the Secretary of State for India. As regards the 
Paper' Currency Reserve, some part of it is kept in India 
in silver and securities and the larger part of it is kept in 
England in gold and securities. 

It is an established practice of the Gold Exchange 
Standard that, in order to keep the local token currency 
near the gold parity with other countries, the control of 
the Jote.ign exchanges by the' Government or a Central 
Bank is necessary. All that is necessary is the power and 
ability of the authority to seIi foreign exchange at a fixed 
price. In India it is the Government that controls the 
foreign exchange. 

But the fact that needs,. the greatest emphasis is that up 
to 1927' India had never ,had the 'Gold Exchange Stand­
ard' except ln name. The currency system in operation 
in India up' to the outbreak of the Great· War was not 
in fact more than a 'Sterling Exchange Standard'. Be­
sides, during the War the rupee broke loose from its 
moorings and an unsuccessful attempt was made to stabi­
lize it in 1920. Since then' the fact remains true that 
fudia had no currency standaTd at all. In criticizing this 
feature the Royal Commission on Indian Currency and 
Finance, 1926, wrote, "The stability of gold value of 
the rupee is thus based upon nothing more substantial 
than a policy of the Governnient and at present that policy 
can be found defined under no notification or undertaking 
by' the Government. It has to be implied from the acts 
of the Government in relating to the currency and those 
acts are subject: to no statutory regulation or controL" 
This .deficiency the Currency Act of 1927 made good. 
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It enforced utatutot'y obligatiol1 upon the Government 
to maintain the rupee at the ratio to gold so fixed by· PUt'­
chasing gold bullion tendered for sale and by selling gold 

l
Ot' stet'ling at the fixed parity of exchange. But even this 
Act has not established the Gold Exchange Standard in 
its perfect form. I However perfected this standard may 
be the danger inherent in it, that is, the danger of the \ 
rupee going out of circulation if the price of silver rose v 

. above a certain point, will always remain. Besides, the 
J, system does not secure the automatic expansion and con- v 

traction of currency. .. Such movements", wrote the 
Royal Commissioners, "are too wholly dependent on the 
will of ~h~.~I!~~9'_~~t.bo.r~!Y". ~-.-- - -
lnthe absence of a Reserve Bank, with intimate and ).( 

thorough knowledge of the day-to-day requirements of 
the money market of managing the currency arid the re­
serve of the country, it is natural that expansion and 
contraction of turrency cannot take place adequately. This 
therefore brings in a disturbing element in the foreign 
exchanges of India.' 

D. No ... orelia.tioa of credit aod curreac,. 

The second peculiar featw;e of the Indian foreign ex­
changes arises from the first. In other important trading 
countries a Central Bank is instituted which is given the 
monopoly of note issue, so that the banking and currency 
reserves are at once concentrated in a single institUtion 
and that· harmony of relation which ought to exist be­
tween currency and credit is obtained. It is the· single 
contiDlling' hand of a Central Bank which gauges con­
stantly and accurately the demand for money in the 

I For other defects of the "'c:t see chapter VI, Period V. 
• For other defects of the standard read chapter YI, Period IV. 

11* 
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country from time to time and is able to adjust its supply 
accordingly. When the supply of money and credit is 
adequately adjusted to the 'demand for them, that dis­
turbing element in foreign exchanges resulting from their 
maladjustment does not exist. But in India the case is 

/ different. It is the Government that exercises direct 
control over currency both metallic and paper, and the 
very meagre control which exists over the credit organiza­
tion of India is in the hands of the Imperial Bank of India, 
a joint stock bank which works as bankers to th~ Govern­
ment. With divided control the equilibrium between de­
mand for and supply of money is not obtained and the 
foundation for the establishment of a credit policy so es­
sentially necessary for foreign exchanges does not exist. 1 

01. Government i. tbe largest dealer in foreign excbange. 

The third and the most important peculiarity of the 
InQian Foreign; Exchange arises from the remittance 
operations of the Government of India. They have to 
remit annuaUy nearly £35 millions from India to London 
to the Secretary of State to pay for what are commonly 
known as the Home Charges. which are payments for 
loans contracted in England for the Indian railways and 
irrigation, the purchase of bar sil~er for. Indian silver 
currency, stores purchased, pensions and furlough allow­
ances, expenses of the High Commissioner's office etc. 
In this respeci: the Government is. the largest dealer in the 
Indian foreign exchange.,." • 

(I) THE SYSTEM OF MAKING REMITTAN­
CES EXISTING ,BEFORE 1923 :-Since India h~ 
had no gold currency or g9ld standard and the payment 

• This subject is developed in chapter VI. But for a fuller account of 
this subject read the Author's: 4 Reset'1l£ Bank for India ond the Mtmey 
Morkee, Chapter II. - , 
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for the Home Charges had to be made in gold in London, 
a system was evolved in order that this annual paymen.t 
to the Secretary of State might not necessitate the actual 
buying of gold in India to be remitted to London. This 
system which existed before 1923, consisted in the sales 
of "Council BillS" and Telegraphic Transfers by the 
Secretary of State for India'tn London. The mechanism 
had the same effect as the sale of an ordinary bill of ex­
change. J\ simple example would make this clear. 

Suppose X in England had bought goods worth 
!.IO,OCXJ from Y in India. In the ordinary course X 
would either buy a bill of exchange through a broker or a 
bank and, send it to his .creditor Y or send actual gold to 
him. In either case, Y would have to get the Bill or gold 
exchanged for Rupees, the current coins of India. 

At the same time, suppose the Secretary of State for 
India had to receive !.IO,OCXJ from the Government of 
India towards the payment of the Home Charges. The 
Secretary of State for India ,(the creditor) drew a bill 
(called a "Council Bill" because it was drawn' by the 
Secretary of State in Council) for !.IO,OCXJ on the Gov­
ernment of India (his debtors) and sold it to X the debtor 
of Y, and like an ordinary banker or bill broker charged 
tor cost and commission from X. 

The Bill was an order asking the Government of India 
to pay to Y not !.IO,OCXJ but the value Of!.lO,OCXJ in terms 
oj rupels at the then existing Fate oj exchange. When the 
Government of India paid .Y in so many Rupees it was 
equivalent to paying its debt of [.IO,OCXJ to the Secretary 
of State. In this manner the Government of India dis­
charged its obligation and also helped the foreign import­
ers of Indian 'commodities to make remittaJ¥:e to, their 
creditors here. Diagram A illustrates the mechanism: 



BOMBAY 

Govt. of India's 
Treasury 

Council 
Bills and 

LONDON 
Mas ~ """It .c '0.000 .. 

Secretary of Slate's .. ---+------- -Jo-- - -. Treasury 

-, 
Sa"c 

ennell Bill. 
'or &...10.000 

Pars to 
Gold or Starling 

_rth S 10.000 plu. 
co.t to 

~. 
~;::;==:;::::;~ Has to pa, oil '0.000 .. Rupe •• to ~~::;::==::;::=n~ 

Council Y 
Bill. 

(E. porto,) 

... ----of------+---

Diagram A-Illustration showing the working of Cou~cil BiII~ 
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If, however, as in the above example, X the debtor had 
fo make immediate payment to Y, he would buy a 
Telegraphic Transfer, which was a Council Bill in a.tele­
graphic form. OrdinCl!ily it took a Council Bill fifteen 
days and more to reach Inoia, so that the interest on the 
amount remitted for this period was thereby lost. If X 
wanted to save this loss, he bought a Telegraphic Trans­
fer which empowered his agent in India to obtain his 
.rupees from the Government of India Treasury within a 
few hours after the payment of the Sterling into the 
Secretary of State's Treasury. Thus a Telegraphic 
Transfer cost more than a Council Bill. 

The allotment for Council Bills and Telegraphic Trans­
fers was made to the highest bidder on Tuesday every 
week. But if they were demanded on other days of the 
week, "intermediate bills and transfers" were sold by 
the Secretary of State at a higher rate than that existing 
on the previous Tuesday. J 

\ 

This system of the sale of Council Bills and Xelegraphic 
Transfers was primarily adopted as a substitute for actual 
remittance of gold by the Government of India to pay for 
the Home Charges to London. But in course ·oftime 
their use was extended and more Council Bills (than 
representing the total value of the Home Charges) were 
sold to afford facilities for payment to importers in Eng­
land of Indian commodities. What other part these Bills 
played in the Indian Foreign Exchange will be shown 
shortly. 

(2) THE NEW SYSTEM OF -MAKING GOV­
ERNMENTAL REMITTANCES SINCE 1923:­
However, since 1923 this method of the sale of Council. 

1 ·J"or simplicity of exposition the details .of the sales of the Bills and 
Transfers are omitted here. . . 
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Bills (and Telegraphic Transfers) by the Secretary of 
State has been more or less abandoned and is substituted 
by the system of /2urchase 0/ sterling, jn~,- sometimes 
by public tenders and at other times by private pur­
chase. 1 This important cbange has been introduced 
because it is possible to do so owing to the existence of 
the Imperial Bank of India which works as, bankers to 
the Government, although the Government has not ceased 
directly to operate in the exchange market. It is through 
the agency of ~his Bank that Sterling is purchased from 
the Exchange Banks (or foreign banks in India) and re­
cognized firms. 

'The old method of sale of Council Bills was superseded 
for various reasons : (I) In the first place, in this method 
the Exchange Banks first used to purchase Sterling Bills 
in India and had them rediscounted in the London Money 
Market by' their Head Offices, and with the amount so 
obtained they used to buy Council Bills and Telegraphic 
Transfers for their clients. This system was in. practice 
found cumbrous .and inconvenient to businessmen. (2) 
Secondly, it will be show;" in the cours~ of this volume 
that on many occasions the Secretary of State sold Council 
Bills at such times and at such rates that the Indian 
Money Market was adversely affected. ,,(3) Thirdly, it 
always gave the Secretary of State undue power in the 
exchange market, which sometimes in practice subordi­
nated the interests of the Indian Money Market to his own 
requirements. I ,. 

The new method ·of purchase of sterling in India is 
better than' its' predecessor for various reasons ': 

I Since 1925 this ·new method has completely superseded the old. . 
t For a fuller discussion of this ·subject read the Author's: A R~SBW Bank 

ID, l"dHl and the MDfJe1 Market. Chap~er VII. 
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(I) It is in India that the export bills originate and'it \ 
is in th~ same co~ntr'y that the liab~lity of the. Government 
of India to remit money also anses. It IS, therefore, 
natural that the sellers and buyers of bills can best meet 
each other in the same country. (2) Then, the factorS( 
which influence the immediate, course of exchange can 
be judged more accurately and more promptly than in 
the old method. Besides, the purchases can be'regulated 
according to the varying conditions of the Indian exchange 
market and the remittance operations can be conducted 
so as to avoid violent fluctuations in rates, and the conse­
quent disturbances to the Money Market. (3) Further, 
by this' method the initiative in making remittances andl 
thereby fulfilling their liabilities is rightly given' to th~ 
Government of India who ought, in principle; to be able 
to remit the Home Charges smoothly and economically~ 

As long as India has a favourable trade balance and 
there are enough surplus Bills for sale to pay for the 
Home Charges, both the old method of the sale of Coun­
cil Bills (and Telegraphic Transfers) and the present one 
o£ the purchase of sterling in the open market prove suc­
cessful. But in case there are some unfavourable circum­
stances existing, such as a failure of the monsoon, and 
exports fall off considerably and the balance of indebted­
ness goes against India, both these methods of remittance 
fail be~use in the case of the Council Bills (and Tele­
graphic TransferSi) there would· not be sufficient debtors 
to sell to, and in the case of the other method it would not 
be possible to purchase an adequate amount of sterling 
bills in India. 

IV. Goura ... ,'. eo.trol ortbe nte 01 enb ••• e. 

In the system of Government remittance by "Co~cil 
Bills" and their counterpart. the "Reverse Councils" 
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(which will be explained shortly) the Government found 
in course of years the best method of controlling the rate 
of exchange and thereby the standard of Indian Currency. 
By regulating the amount of the sale of these Council 
Bills (and Telegraphic Transfers) and the Re'Verse Coun­
cils as occasion required it was in a position to control the 
rate of exchange. 

(a) HOW THE UPPER LIMIT OF EX­
CHANGE \VAS CONTROLLED? (THE SALE 
OF COUNCIL BILLS) :-\Vhen normal conditions 
prevailed, Council Bills were sold by the Secretary of 
State up to the limit of the Home Charges. But if the sup­
ply of sterling in I"dia was greater than its demand. 
its price was prevented from falling i. e. the rate 01 ex­
change was not allowed to rise abo'Ve a certain point. 
This was done by selling extra Council Bills in London. 
The effect was obvious. \Vhen the extra Bills were en­
cashed at the Government of India Treasury, so many 
more rupees were made to enter into circulation. That 
is, expansion of currency took place. More rupees than 
before 'were forced into circulation with the same number 
of commodities as before. with the result that the ex­
change 'Value of t11e rupee 'u!as artificiaUy brought do'U'n. 

Suppose for instance, at a given time Rs. 150 crores 
were in circulation in India and it was found that the ex­
cess of supply of sterling in India over its demand ,,-as 
Rs. I croce. Then, the extra sale of Rs. I crore of 
Council Bills would increase the circulation 'to Rs. 151 

crores and to that extent the rate of exchange was 
lowered. Diagram B illustrates this result. 
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This sale of extra Council Bills tended to produce an­
other effect. It pre'Vented Rs. I crore of gold from 
entering India and thereby helped the Government in 
bringing down the rate of exchange. Because, if this 
gold were permitted to enter the country, more gold than 
before would have exchanged with the same amount of 
rupees and the rate of exchange would have consequently 
gone up. 

Another means was also resorted to by the Government 
of India at the same time. They began to buy the gold 
imported into India at a fixed price in rupees.· This had 
the same effect of expansion of rupee currency and con­
tractionof gold in circulation. 

This, therefore, was the two-fold mechanism adopted 
in case tke exchange tended to rise above the specie­
point. Les.-: ~.'f." '> ;,... j., 

But the present method of purchase of sterling in India 
·by the Government of India results in the expansion of 
currency directly because, when sterling bills are bought 
by the Government, they are paid for in rupees. These 
rupees are added to those already in circulation and all 
these exchange with the same number of commodities as 
before and thereby tend to keep the exchange value of the 
rupee lower than it would otherwise be. 

(b) HOW' THE LOWER LIMIT OF EX­
, ,CHANGE WAS CONTROLLED? (THE SALE 

. " .' OF "S~!H~i.~L COUNCILS") :-00 the other 
hand, when owing to the failUre of the monSQ9n or .some 
other adverse cause Indian exports fell off considerably 
and the balance of indebtedness went against India, the 
demand jor sterling would be greater than its supply in 
India. In thjs case, the price of sterling was not allowed 
to rise i. e. the exchange value oj the rupee WQS not per-
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mitted to fall below the lower specie-point. This was 
achieved by the sale, in India, of Sterling Bills or "Re­
verse Councils". These are Bills sold in the reverse 
direction to "Council Bills", i. e. they are drawn by the 
Government of India on the Secretary of State. 

Suppose X in India had to remit £10,000 to Y in Lon­
don and at -the same time the Secretary of State wanted to 
transfer £10,000 to India. If in the ordinary course X 
could not buy bills on London in the open mark(!t, he 
would purchase" Reverse Councils" worth £10,000 from 
the Government of India drawn in favour of his creditor 
Y and send it on to him. Y. on his part would present it 
to the Secretary, of State's Treasury and would receive 
sterling worth £10,000. Thus, by the purchase of "Re­
verse Councils" the buyers in India pay in Rupees and 
make remittances in Sterling to London, and by their 
sale the Secretary of State is able to remit £10,000 to 
India.. Diagram C explains this in a sim{>leform .. 
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But when the Government of India sells "Reverse 
Councils", they are paid for by the buyers in rupees. In 
this way rupees are withdrawn from circulation and con- '/ 
traction oj currency is effected and the exchange-value oj 
the rupee is accordingly raised. l~ ~\ ~--,",f;...t' l'~ j.' 

Suppose, as in the above example, there· are Rs. ISO 

erores in circulation, when the exchange value of the 
rupee tends to faU below the specie-point and it is found:. 
necessary to reduce the amount by Rs .. z" cr9re by the sale 
of Reverse Councils. The result would be to leave 
Rs. 149 crores to circulate with the same number of com­
modities as before, tending to raise the exchange value of 
the rupee. This is explained in Diagram D. 
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Besides, in order to prevent the exchange from falling 
below the specie-point the Government of India adopted 
another measure. Before Gold sovereigns were g"emQp.e: t.­
tized by the Currency Act of 1927. they were sold by the ~" " 
Government of India in exchange for rupees at fixed 
rates. The effect of such saIes was to withdraw rupees 
from circulation and put more gold coins into it, so that 
more gold coins would circulate with less rupees than 
before, thereby raising the exchange value of the rupee. 

I n short, the Government of India has endeavoured 
to fix the upper and lower limits of exchange by directly 
operating on the exchange market whenever the exchange 
value of the Rupee rose above or feU below specie-point. 

DI 


