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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 
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CH4\PTER I. 
~ 

Currency History before 1835. 
(Two Standard coins of difFerent metals.)' 

CURRENCY BEFORE 1800 :-At the beginning of 
the 19th tentury no uniform standard coin existed in Bri
tish India. In Northern India, a sil-ve?' standard existed 
with gold coins in concurrent circulation, but there was 
ne-ver any fixed legal ratio between them. The Muhom
rmaden rulers on the whole pre£eJ:red silver coinage. In 
Souther,. India. on the contrary, where the Muhommaden 
conquests never extended, the Hindu rulers adopted gold 
as the standard. . 

Thus, throughout India two standard coins of both gold 
,and silver were in circulation side by side without any 
'fixed relation between them. The exchange value of the 
coins was determined by their weight and fineness. 

The East India Company "found 994 different k.\nds 
of gold and silver coins current of different. weights and 
fineness. and whose value was constantly :varying from 
day to day. Noone could tell the value of the coins he 
might hold. In making even moderate payments the 
parties were obliged to call in a· shroff-a professional 
money changer-to declare the value of each coin. J' I 

EARLY EFFORTS OF THE EAST INDIA 
COMPf'-NY:-Finding this extremely embarrassing 
for revenue collection and ,business transactions. the 
East India Company attempted to issue both gold 
and silver coins at a fixed legal ratio. This estab-

I H. D. Macleod: Indian Currency, p. IJ. 
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lishment of Bimetallism, however, ended in a failure 
as the legal ratio could not possibly be maintained ,,·hile 
the market value of the metals was Constantly fluctuating. 

But with the appearance in 1806 of Lord Liverpool's 
treatise on the Coi .. s 0/ ,la, Reid"., the importance of the 
principle of Monometallism "'as made clear and the 
Governor-Ceneral in Council declared his entire adher
\~ce to it. But the choice of the Government fell on 
jS"Vlr as the standard. 

DESPATCH OF 1806 :-The Court of Directors o( 
the East India Company addressed a despatch on the 25th 
April, 1806, to the Governments of Bengal and Madras 
in which they expressed themselves fully in favour o( 
monometallism, and as regards the establishment of a 
standard they wrote that "they were fully satisfted with 
the propriety of the m1)tr nl't, bt;'g ,It, I'ri"ci/>Dl 
measu" 0/ ",Glu, and the money of account." But they 
did not desire to drive gold out of circulation, and they 
even proposed that a gold-rupee of the same "'eight and 
fineness as the silver coin should be coined without a ratio 

, being fixed between the two coins. 
SILVER COIN IN MADRAS PRESIDENCY, 

1818 :-No action was taken on this minute until 
1818, when the Government issued a new coinage 
of silver and gold. Tltty subslilulld ,Iu silvn "'Ptt 
lor ,la, gold /'lJgoda 4S ,la, sla."u,d coi .. 0/ ,It, 1aI Gd,as 
P"sideuy, ,,·here gold coins had been the standard cur
rency for thousands of years. The rupee weighed I tola 
or ISo gnins. But they declared these gold and sih-er 
coins to be equally legal tender. Thus in spite of the 
minute of 1806 "they persevered in the t·ai .. attemp' '0 
fR4iflI4i .. Bi"'tlallim .... I 

I H. D. Nec.IeocI: IDd .... c~. 
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IMPORTANCE OF THE PERIOD 1~35-1893 :
This period of the . history of Indian Currency is 
very instructive from the econom~c point of view. 
For, in the first place. a change in the value 
of precious metals, silver and gold, brought 'with 
is great difficulties in maintaining the stability of the I 

. mpee; and secondly, to come out 'of these difficulties 
successfully various experime~ts were suggested and tried 
(one of which was already the favourite of a certain part 
of Europe then). We have, therefore, to trace the causes 
of the difficulties, and to see whether they were re.tnedial 
or not, and then try to measure the value of the experi
ments made. Both these difficulties and the efforts made 
to overcome them, are important for study in the light of 
future history. 

PART I. - The period 1835-1874. 

(Demonetization of gold.) 

(A) Events between 1835-1870. 

(i) Demonetization of gold. 

(ii) Attempts, at introduction of gold. 

PROCLAMATION OF 1841. EXTENSlON OF 
THE USE OF GOLD :-We saw in the preceding 
chapter that the Act of IS35 made' the silver-rupee 
the standard coin for India. But the people conti
nued to demand the use. of gold coins and a procla
mation had, therefore, to be issued on the 13th 
January, 184 I, which a~thorized officers in charge 
of public treasuries "freely. to receive gold mohurs at' 
the rates, until further orders, respectively -denote4 by 
the denomination of the pieces. J J As the gold' mohur and j 
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. the silver rupee were of id~ntical weight and fineness, this 
pro.c1amation represented a ra~io of 15 : I between gold 
and silver. In this. way the use of gold as -currency was 
extended . 

. (i) LORD DALHOUSIE'. DEMQNETIZED 
GOLD CURRENCY, 1853 :-But the extensive dis-

. coveries of gold in Australia in 1848 and 1849 caused 
the value of gold to fall relatively to silver. It 
was, therefore, held by. the Directors of the Com
pany, on· representations bom the Government of 
India, that the proclamation of 1841 had embarrassed 
the Government and was likely to do so still more. The 
reason given was that "holders of gold coin have natu
rally availed themselves of the opportUnity of obtaining 
from the Government treasuries a larger price in silver 
than they could obtain in the market". J People were 
eagerly paying for their debt to the Government in gold, 
the depreciated metal, and what they gained the Govern
ment lost. Consequently a notification was issued on 
~5th December, 1852, by which the above. provision of 
J 841 was withdrawn and it was declared that, on or after 
1st January, 1853, "no gold coin will be received' on 
account of payments due, or in any way to be made, to 
the Government in any public treasury within the terri
tories of the East India Company." 

By this notification gold was completely. demonetized in • 
India, and it was estimated that," £ 120,000,000 worth of 
gold coin at once disappeared from circul~tion' and became 
hoarded wealth" . I \ 

FALL IN THE PRICE of 'PRECIOUS ME
TALS :-We have just referred to the fall in the 

1 Quoted from Fowler Com~ittee Report, para 5. 
I H. D. Mac:leod: Indian Currency. 
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value of 'gold~ We shall now try to know its ex
tent and itscoQsequences. ' ,For many centuries' ,the , 
market ratio of exchange between gold and' silver 
was I 5 tolas of silyer: 1 t01a of gold. Any change 
therefore' in the relative values' of these metals was bound 
to bring about a change in the mint ratio of these metals. 
And this was what actually happened during that period, 
although not so acutely as in the succeeding one. New 
rich gold fields were discovered in Californ'ia and Austra
lia and in 1851 the world's production of gold began to 
increase. This led to a fall in the price of gold, and silver 
became relatively the dearer metal. ' 

If, however, the fall in the value of gold had been 
heavy, relatively to silver, the intrinsic value of the 'Rupee 
would have risen appreciably and therefore its exchange 
value would have been raised accordingly. But fortu
nately this occasion did not arise because, (I) the stock o~ 

,silver in the world's market began to increase as a conse-
quence of the play of Gresham's 'Law in France. This 
country was then bimetallic and the cheaper gold coins 
drove out the dearer silver coins from currency. (2) ~e
condly, from 1865 the production of silver in the world 
also began to increase. 

Thus, the increase in the supply of sil'Ver tended to 
compensate lor tlie increase in the supply of gold and the 
latter did not depreciate much and the change in the'. ratio 
was slight. 

(ii) ATTEMPT TO INTRODUCE GOLD CUR
RENCY INTO INDIA :-During the whole of this 
period we find a keen 'agitation by the people for 
the introduction of a gold currency. Efforts on the part 
of the Government of India were made to extend the use 
of gold coins. Every' Finance Member favoured the 
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introduction of a gold currency. In 1864 the Chambers 
of Commerce of the three Presidencies memorialized the 
Co,-emment of India for a gold currency. 

(I) SCHEME OF 1864 :-Sir Charles Tre\-e}ran. the 
Finance Member, drew up an exhausti'"e scheme in favour 
of it in 1864, but it was not accepted by the then Secreu.ry 
of State, Sir Charles \V cod. It was, howe\w, thought 
that an experiment might be tried to see if the people of 
India would be willing to use gold cotns and it was de
clared by the Co,'emment of India in No,'ember. IS64. 
that 

(a) ~-ereigns and half~igns minted at ""Y aut~ 
Royal mint iD E.ngtaod or All5tralia r.hoWd be aa:rpted 
by the ~'W'Ilmeot 01 India in payment by iu ~on. 
as the equn-aJent of Ita.. 10 and Ita. 5 resp«ti'~ly. 

(ft) the ~t of India .houId. .hen coa\"UI~. pay 
the same to its Cftdjtors if tMy ~ to retti,~ thnn 
in paymeoL Efta DOtes W'U1: also authorized to be i .. 
MJCd under limitations in ochange for such gold coiM. 

(II) SCHEME OF THE MANSFIELD CO~I
MISSION :-But such a half-hearted attempt to intro
duce the gold currency was not likely to encourage its use 
into general circularion. TIle agitation, bowe\w, went 
on and in 1866 a commission 1 was appointed to rqlOlt on 
the best expedient to satisfy the cu.rrenq' demands of the 
increasing commerce and prosperity of the country. The 
recommendations of the Commission were as follows :-

(-, that gold coins' of 15. 10 and 5 rupcn rupecti,"ely would 
• find -.-e fayour in the ~ of the people thaD DOtrs of 

like ~uc; 
(J) that the iatroductioa of gold would facilitate the nub
l~t 01 the curreDCJ DOteS; 

ll) and that the opinion .... almost u~ that the cur
rmcy Iohocald consist of gold • .anr and paper, 

• no. ~ of .... Cerr" Ii. _ Sir \\"Ul ................ 
• no. C "' -.diW tt. _ib ____ dwf ""... dull dw '-

pria cI It. .-ip .... _ --'Y .....,.,.. ... bJ dw ,."...... cI ' ... 
no. .... ,..,. cI dw ~ S". ~ a'-- Itt. •• o. 
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In the end they expressed a hope that, with such evi
dence of the general wish of the country befqre them,the 
Government of India .would persevere in recommending 
to the Secretary of State the making of gold coin legal 
tender in India. 

THE ATTEMPTS END IN FAILURE :-No
thing substantial resulted, however, from these recom
mendations and the experiment of the limited introduction 
of gold into circulation was carried on. In 1868 the rate 
for receipt of sovereigns and half-sovereigns was raised 
from Rs. 10 and Rs. 5 to Rs. 10-8 and Rs. 5-4 respec
tively (as the rate was sometimes. below the average 
market value of the sovereign). 

ACT OF 1870 :-In 1870 the Indian Coinage Act was 
passed which consolidated and amended all previous legis..: 
lation. 

(B) 187()'1874, (Gold not legal tender). 

BEGINNINGS OF A FALL IN THE VALUE 
OF SILVER :-Nothing eventful occurred during the 
first two years of this period, but the coming in of the year 
1872 brought with it a distinct change· in the relative 
values of gold and silver. What were the causes that-
brought about this change? . 

In 1871 Germany had decided to adopt the gold stand
ard and abandon the silver standard. She now began 
to import large quantities of gold and. as a consequence 
threw out silver coin from the country. Her example 
was followed by Denmark, Sweden, Norway and Hoi": 
land. Consequently the stock of silver coins in the market 
increased considerably. . 

But this was not all~ Other countries~ viz. France, 
Belgium, Italy and Switzerland, that had joined together 



12 

into ~ BimetaUic Union, known as the Latin Monetary 
Union, began to find it difficult to keep up the fixed Bi
nretallic Standard, because- silver began to take the place 
of gold in these countries. They, therefore, suspended 
the free coinage of silver in 1874 (and silver coin in fact 
became a token coin). 

These two ,events brought with them the beginning 
of a fall in the price of silver. 

GOLD NOT LEGAL STANDARD :-When these 
great changes were taking place in Europe, yet another 
attempt was made to obtain for India a gold cur.~ency. 
In 1872, Sir Richard Temple, the Finance Member, put 
before the Government of India a scheme for making 
.gold coin legal tender in India. Writing in his able 
minute very strongly in favour of gold currency, he ob
served "On the whole it seems clear that while, in all 
other branches and 'departments of administration, we 

, endeavour to give to India the best of everything so far 
as we can, yet, in respect to metallic' currency, we deli
berately . withhold from her the first rate article and afford 
her a second-rate one." 

.But India was not destined to have this privilege. Sir 
Richard Temple resigned in April, 1874, and it was found 
that in the following month the Government of India 
decided against the recognition of gold as a legal standard 
of value in India. No reason _ whatsoever was stated for 
adopting a resolution which categorically ran thus: "The 
expediency of introducing' a go14 cur~ency ha.ying been 
considered, the Governor-General in Council·'is not at 
present prepared to t:ike any step for the' recognition of 
gold as a legal standard of value in India." 



'pART n.-The Period 1874·1893. 

(FalliDg and unstable exchauge.) 

Section (A)18U-1818 • 
. Rapid rail in tbe price of silver-Itl caules. 

We have just stated above the causes which brought 
the beginnings of a fall in the price of silver. But this 
fall became very rapid from 1874 and. did not stop for, 
nearly 20 years. There were many' causes which com
bined to bring about this rapid fall. For the sake of con
venience we shall divide them into two parts. 

(i) Those o~ the side of silver. 

(ii) Those .on the side of gold. 
(i),FACTORS AFFECTING SILVER :-Looking 

to the demand side for silver we find that if there was nQ 
great reduction in its use by Europe and America during 
these years at leaSt the fact remained that these countries 
did not want more silver than before. It may be granted 
then that the demand remained nearly the same as before. 

But the supply. of silver increased considerably and the 
factors which led to this were the'following:- . 

(a) As stated above most European countries adopt
ed the gold standard and as a consequence large 
quantities.of silver coins went to the market. 

(b) New silver was being steadily produced in larger 
and larger quantities. Not only were new mines 
discovered but new inventions simplified the 
process 1 of producing silver. This will be seen 
from the following table :-

1 H. ~tanley Jevons: Motley. Bonking and E%CMngtl in India. 
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Average annual production of lilver I Ounce. 

1876 to 1880 I 78,776,000 

1881 to 1885 I 90,435,000 

1886 to 1890 I . 111,213,000 

I 
. ," 

1890 133,237,000 

1891 I 144,453,000 

Thus in 189 I the production of silver from the mines 
was faf greater thari' that in any preceding year. 

(ii) FACTORS AFFECTI:NG GOLD :-At the 
same time gold was appreciating in v~lue. 

(a) In the first place there was an increased demand 
for gold currency in Europe and America to meet 
the requirements of the increase in trade. 

(b) In the second place the production of gold in the 
world declined. 

CONCLUSIONS :-Tbese, therefore, combined to 
bring about a fall in the generallev~l of gold prices. And 

, the conclusion that when all gold prices fell the price of s21-
'VeT as a commodity also fell in terms pf gold is impo~ant. 

It, Cooleqoeoec, for Jodi •• 

This rapid fall in the price of silver also affected India. 
(I) The first natural consequence was a faU in the rate 

of exchange. The table shows clearly how closely re
lated are the price of silver and the rate of exchange. 
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Year Price of Silver .Rate of Excha.Dge 

J. s. J. 
60! I lIt 

56! J 9f 

1879-80 SIl- I 8 

50! I 7! 

1887-88 44t I 4t-

47H 1 6t 

45 I 4i-

39 I 3 

(2) Besides, the effect on the general level of prices in 
India was quite contral)' to. thos~ in Europe and America. 
The cheap silver was imported into India in large quanti
ti~ to liquidate her favourable balance of trade. It may 
be recalled that silver coin was unlimited legal tender in 
India at this time. And when this silver entered into cir
culation as money, the total currency in circulation ex
ceeded what was actually needed and it resulted in a rise
in the general level oj prices. 



16 

Year Prices 

1873 100 

1883 99 

1884 107 

1;88S 106 

1886 103 

1887 104 

1888 III 

1889 117 

1890 117 

1891 120 

1892 134 

1893 129 

(3) The' depreciation of the~pee brought the Gov
ernment of India in great financial difficulties. 'The 
Government had yearly to remit a very large sum to 
England in discharge of their gold obligatio,ns known as 
the' "Home Charges." :At a rate of exchange of, say, 
2S., to remit every £1 to England would mean paying, 
Rs. 10, plus the cost of sending it; but, at IS. 3d. to 
remit £1 wouH mean paying nearly Rs. 16 plus the cost 
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of sending it; The great loss arising from this operation 
converted a surplus Budget into a deficit Budget. The 
total loss estimated was great as compared with there
venues of these years. We shall consider 'it when w~ 
analyse the report of the Herschell Committee (in Sec-
tion C). ' 

Sectiun B: (The Remedies) 18~8 • .1892. 
The continuous fall in the gold price of silver and in the 

rate of exchange resulted in great uncertainties in com
merce and trade. If the future o£ pri~es and the rate of 
exchange could not be forese~n with certainty by bilS~
nessmen, it would be very difficult for them to know their 
profits and therefore CQntracts would be' curtailed. 

Propo.all for a gold currency. 

We therefore find that during the!i6 four years agita
tion was started by men and institutions connected with 
commerce in favour of the closing of the Indian Mintsto 
the free coinage of silver and for the adoption of a gold 
standard. The economic motive behind this suggestion 
is very important for the student of Ec6nomics and we 
shall deal with it in Section C. 

(a) COL. SMITH'S SCHEME :-A scheme for the 
adoption of a gold currency was prepared by Colonel 
J. T. Smith who was Master of the Mint at Madras. He 
suggested . ' 

(a). that the free coinage of silver should be suspended but 
that the silver rupee should continue to be legal tender,; 

(b) that gold bullion should be received by, the, Government 
at the mint rate of RS.38-14-G per standard ounce, and 
coined into sovereigns and half-sovereigns (equal to Rs. 10 

and Rs. 5 respectively) which should with rupees be 
declared legal tender but not demandable; 

(c) that the Secretary of State should sell bills in England to 
such an amount from time to time that ultimately the rate 
would rise to 2S. And when this was attained gold wo':!ld 

s 
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flow into India for coinage, and gold coins would be made 
demandable and silver coins would lose their value as an 
instrument for payments. . ' 

THE OBJECTS OF THE SCHEME :-It was not 
intended that India should have a d<?uble standard; for, 
as soon as the free coinage of silver was stopped., it would 
put a limit to its coinage, and the rupee would have a 
token value outside India. Whereas in Bimetallism the 
great requirement is that there should be unlimited free 
coinage of both metals. 

But a change to the gold standard would be made 
graduallJ without callsing any sudden disturbance in the 
prices of commodities measured in silver or gold. And 
as gold would be attracted to India ill' the course of a few 
years there would be sufficient gold for the introduction of 
a gold currency in the country. 

Besides, by artificially limiting the future supply of 
silver coins, the rupee would be given a monopoly value; 
that is, it ~ould appreciate in terms of commodities. 

(b) SCHEME OF THE GOVERNMENT OF. 
INDIA :-Even in the year 1878, aiming at the ultimate 
adoption of the British standard, and' the extension to 
India of the use of British gold coins, the Government 
of India represented that 
. (a) they should be given the power to receive British and 

British Indian gold coin in payment for any demands of 
the Government at rates to be fixed from time to time 

• until the exchange had settled itself sufficiently tQ enable 
them to fix it permanently at 2S.; 

(b) simultaneously with this, the:Seigniorage on the coinage 
of silver would be raised to such a rate as would virtually 
make the cost of a rupee, to persons importing bullion, 
equal in amount to the 'value given to the rupee in com
parison with the gold coins spoken of above. . 

The result of these suggestions would be that a "self
acting system would be obtained under which silver would 
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be admitted for coinage at a fixed gold rate as the wants 
of the country required; while a certain limited scope 
would be iriven for the introduction and use of gold coin, 
so far as it was found convenient or profitable." 

THE FATE OF THE PROPOSALS :-These 
proposals were referred by the Secretary of State to a 
Committee who unanimously reported against them. 
Their verdict was accepted by the Secretary of State, 
who in writing to the Government of India stated, "Of 
one thing my Lords are sure, that it is better to sit still, 
than to have recourse, under the influence of panic, to 
crude legislation the result of which cannot be foretold, 
and the effect of which cannot be measured. ',' 

(0) Attomph at IDterDatiolUl1 Bimetallism. 

When such attempts failed, the' Government of India 
tried to seek relief in an inte.,national ag.,eement, which 
might cause a rise in the gold price of silver and thus 
diminish' the disastrous consequences resulting from the 
continuance of the silver standard. . 

I t is important to note at this stage that between 1867-
1892, lou" great International Monetary Conlerences 
were held to ,solve the currency difficulties of various 
countries of Europe and America. 

THE FIRST CONFERENCE :-The fint Confer
ence was held at Paris in 1867, which was attended by the 
representatives of 18 principal countries of Europe and the 
United States of America. Every country at this time was 
aiming at securing gold for its currency in sufficient quan
tity and at the cheapest price possible. "It was a scramble 
for gold." It was not, therefore, strange that at this 

. Conference it was resolved that "the relation between 
the value of gold and silver should not be established at 
a rate too low to permit the serious introduction of gol~", 

3"' 
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particularly in countries. having th~ silver standard.' . At 
the same time gold was declared in be the only standard 
suited to international money. 

The decision of this conference gave a clear hint that 
it would not be possible to have a gold currency easily 
established in India. . 

THE SECOND CONFERENCE j August, 1878 :
A few months before the second conference met 
in August, 1878, the United States of America made a 
strenuous effort in the direction of Bimetallism in the coun
try by passing what is kno~n as the Bland Allison Act. By 
this act silver which was dethroned as money in 1873, 
was to be restored as a legal tender money, and to do this 
the Secretary of the Treasury was required to purchase 
and coin each month not less than 2 million dollars and not 
more than 4. million worth of silver into standard silver 
dollars. The purchases were made but they were not 
sufficient to raise the price of silv~r, which continued t6 
fall. • 
H~ce the United States of America took the lead in 

convening this conference and in proposing the adoption 
of a common ratio between golq and silver for the purpose 
of establiShing internationally the use of bimetallic money, 
and securing fixity of relative-value between those two 
metals. 
_ But the proposals were not accepted by the conference 
because the interest a/the gold-using countries would not 
allow gold to be introduced as currency by silver-using. 
countries. To the increasing demand for go~d would be 
added the new demand from silver-using c«?J.ntrie~ j the 
price of gold' would.. therefore, soar high, and would 
embarrass the gold-using countries. ' 

But the faith of the Government of India in Bimetallism 
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was not lost and in December, 1897,. they .expressed the 
opinion 

(a) that the bimetallic standard was the best system pf 
currency; 

(b) that it could be obtained by an intemationalagreement 
between France, Germany, United States and India; 

(e) and that the ratio between gold and silver should be 
I: lSi. 

Thus India was to obtain "unquestionable and quite 
incalculable financial benefit." 
. THE THIRD CONFERENCE; July 1881:

The third conference met in July, 1881, and this time at 
the instance of France and the United States of America. 
J'he proposals were the same as before, of introducing 
International Bimetallism. 19 countries joined the cClnfer
ence but England sent her delegates on the clear under
standing that she was opposed to Bimetallism, and that 
they were sent there not to vote but to give every informa
tion the conference tequired. Two such delegates repre
sented the Government of India, "but it was understood 
that the Government of India were not committed to the 
principle of b~m~tallic system in India." 

The proposals of the French and American Govern
ments for a double standard' of value did not meet with 
the approval of the conference, and it failed in its object 
of establishing International Bimetallism. 

At the same time the difficulties of -the Government of 
India began to increase as the price of silver continued to 
fall, and in 1886 they wrote to'the Secretary of State"that 
the-difficulties could be solved by an International agree
ment. But the proposal was negatived. 

THE GOLD AND SILVER COMMISSION :
In 1886 a Royal C.ommission known as the Gold 
and Silver Commission was appointed in England to 
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enquire into the recent changes in the relative v~lues 
of the precious Qletals, owing to the' decrease in the gold 
price of silver, The Commission gave its report in 1888. 
Half 'the members wrpte against Bimetallism ,on the 
ground that the change. proposed was tremendous and 
that the public mind was not prep~red for it. Of the other 
half, who wrote in ,favour of Bimetallism, was Sir ,David 
Barbour who represented Inflia. But owing to this di
vid.;:d verdict no action was taken on the report. 
, THE SHERMAN ACT :-In 1890 the United 
S~ates seemed to come to the help of the sliver-using coun
tries indirectly. They' passed the Sherman Act which re
quired the Government to buy annually no less than S4 
million ounces of silver. The purchases amounted to 3S to 
43 per cent. of the world's production. This quantity re-

'\ presented nearly three times, that brought under the Bland 
. Allison Act of 1878: This artificial demand for silver 

undoubtedly tended to raise the price of silver and brought 
with it rash speculation on the part of ,traders and "trade 
between India and England became nothing short of a 
gamble in exchange", with all its attertdat?-t evils. But 
the rise in price of silver turned out to be of temporary 
duration, and on the contrary the price began to Jall 'Very 
rapidly. and was expec;ted to fall to a: iower level in the 
future. 

YET ANOT'HER EFFORT :~The Government of 
, Indi~, therefore, made yet another 'e,ffort in 1892 to induce 

the British Government to settle the 'silver question by an 
International agreement. -;rliey made out a stropg case for 
such a step being taken, because should an international 
agreement fail, th~ iJ nited States of America might be 
forced to repeal the' Sherman Act and the consequences 
of their action would be disastrous on the';p'l"ice of silver. 



THE·FOURTH CONFERENCE; June, 1892 :
In June, 1892, the President of the United States of Ame
rica invited other countries to a conference at Brussels to 
settle the silver question, at this time not by the weapon of 
Bimetallism but to settle "what measures, if any, can be 
tak«:n to increase the use oJ silver in the-currency system 
of nations". Although the purpose for which the con
ference was called was different from that of the preceding 
ones, it failed to find any definite and practical scheme 
upon which a large number of the delegates could agree. 
'At the same time the representatives of the United States 
declared that their Government might be disinclined' to 
continue their purchases of silver i. e. the Sherman Act 
might be repealed, and that they were I determined to 
protect their stock of gold. -

DESPATCH OF THE GOVERNMENT OF 
INDIA OF JUNE, 1892 :-The same month in which 
the Brussels conference met, the Government· of India 
wrote a despatch in which they emphasized that, if the 
Brussels conference would £ail, two steps should be 
taken: 

(I) that th~ Indian Mints should be closed to the free coin
age of silver; 

(2) and that arrangements Should be made for the introduc
tion of II gold stGndard. (The details of the scheme pro
posed and the reasons on .which they were based have 
been discussed by the Herschell Committee to which they 
lVere referred. We, therefore, defer their consideration 
to the, report of this Committee.) . 

Section c.. (1892·1893.) 
The Kenche11 Committee'. Beport. 

THE QUESTION BEFORE THE COMMIT
TEE :-The question referred to the Committee was 
whether, taking into account the grave difficulties with 



which the Government of India were confronted through 
the heavy fall in gold value of silver. it would be expedient 
to allow the GoverD;Itlent to carry into effect the proposals 
which they had made for stopping the free coinage of 
silver. with a view to introducing a gold standard. 

THE MAIN DIVISIONS OF THE REPORT :
It v.,ouId conduce to clearness if the Report is studied in 
the following four parts. 

(i) The first part reviews the present and future 
situation of the Government of I ndia as regards 
their revenue and expenditure and shows the ex
tent of their financial difficulties. 

(ii)' The second pan estimates the effect of a varying 
and possibly much lower exchange upon the com
merce and people of India. 

(iii) The third part analyses the proposals of the Gov
ernment of India and examines certain objections 
raised to them. An appeal is also made to the 
policy of other nations in establishing fixity of 
exchange with gold-using countries. 

(iv) The fourth part deals with the modifications of 
the proposals of the Government of India, states 
the recommendations of the Committee and the 
reasons· for the conclusions arrived at. 

ll) ~ lifT .... ", .... 00.. • •• ", bdia. 

(A) The key to the whole situation was to be fgund in 
the fact that the Government of India bad to make remit
tances annually &om India to England to the extent of 
nearly £17 millions sterling and the fall in the value of 
silver. and with it the rupee. meant that more and more 
rupees were reqw,.ed tb remit every £ than previously. 
The following table shows clearly the extent of the loss 
incurred. 
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Am_t 
At rate of I Rupee cost of Yar ranitted m . £ 
achauge ranittllDce 

I. J.. Rs. 

1892 -93 16,532 , 215 I 2.985 26,47,8...,150 . ... 
1873-74- ~remit the I 10·35' 14,26,57,000 

same amount 

.. 
• - '. ~ J, 

(B) And this additional sacrifice had converted a surplus 
budget into a deficit budget in spite of improvement in 
revenue, and as the whole revenue-of India in 1892-93 
was only Rs. 90 crores, the loss of that sum was· really 
Very serimls in those da-ys. 
(c) Nor was this all. A furth~ fall in the price of silver 
was contemplated. •• A reView of the changes in the 
price and production of silver whiCh have characterised 
the last 12 years certainly forbids our entertaining any 
confidence that, if a further heavy fall in .the price of silver 
were to take place, it would be, at any point capable of 
estimation, checked or counteracted by diminished pro
duction. It cannot be regarded, then, as otherwise than 
\\-ithin reasonable bounds of possibility, that a repeal of 
the Sherman Act might lead to a £aU in the price of silver 
of even 6d. per ounce, or more, and that there might be 
no substantial reduction from the level thus reached . 

. Such a fall would, it may be said with practical certainty, 
reduce the exchange to about IS. 00.. per rupee, and 
involve the necessity of raising at least Rs. 6,612,000 
more than would be required by the Government of India 
to effect, even at the rate of exchange of IS. 3d. per 

• 
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rupee, a remittance of the a~ount drawn Jastyear (1892-
93)·"1 

(D) The means available fdr making up the deficit were 
either increase of taxation or .cuitailment of public ex
penditure. BQt were any of these possible? 

(I) First, as to the possibility of increasing taxation. 
After reviewing the means of taxation which had 
been. in use then, the Commission considered 
the new sources of taxation which were suggested 
to them, but they came to the conclusion that the 

\ 

additional revenue could be obtained "only in 
a manner opposed to sound principles of taxa
tion." 

(2) Next, on the possibility of reducing expenditure, 
they wrote, "Although, therefore, we feell 
strongly the necessity for the utmost care in re
stricting 'expenditure, we are, certainly not in a 
position to conclude that any economies are pos
sible which would enable the Indian Government I 

• I 
to meet successfully the great and growmg deficit I 
caused by falling exchange. " 

(ii) EfCeot DC Call.iD exohange OD the people.oClDdia aDd ita commerce. 

The Commission ttied .to prove that the burden upon 
the people of India as a ~hole had not been increased by 
the fall in exchange. The arguments' in support of their 
statement were given as lollows.:-.· 

(a) EFFECT O~' REMITTANCE OF PRO
DUCE :~CCIn estimating the effect upon the people 
of· India of its being necessary to raise an 'Jncreased 
. number of rupees . to meet the sterling remittances 
of the Government of that country, it must be borne 

1 Herschell Committee Report. 
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in' mind that the extent of the burden imposed 
upon the people of India by their remittances. is 
measured by the quantity 0/ fwoiJuce which they re
fwesent. for it is by the export 0/ produce that the debt 
is in t>eality dischat>ged. In so far as the necessity of ex
porting more produce arises from the circumstances that 
gold prices are lower, the people of India are in the same 
position as those of Australia or any other country which 
has to export produce for the purpose of paying the· 
interest on its gold debt. Th.e question to be considered\ 
is what effect has the fall in exchange upon the amount 

_of produce which must be exported to meet a given gold 
liability? To determine this, the gold price of the produce 
must be assumed to be stationary. When silver falls in 
relation to gold, the greater. number of rupees which is 
l'equired to meet a given gold payment will not represent 
a greater quantity of produce than before, if the silver 
price in India 0/ the' fwoduce exported)tresponds to the 
changed value 0/ silver in ~elation to gold, i: e.;if it has 
risen or has been prevented from falling. Silver prices 
must ultimately· thU9 respond, although an interval may 
elapse before the corr~pondence.is complete; and during 
this time, ~hilst more pr.Odu£!0s exported, ~ Indian 
!I,.otjs .. g~p.r<?portionate!L le~s in silver for his pro
duce It 
~ . 

(b) TRANSFER OF BURDENS FROM ONE 
CLASS TO ANOTHER :~There was no doubt that 
the burden had been to some extent shilted from one class 
to another. (I) The burden of those who. pay a fixed 
land revenue under a permanent settlement had been 
lightened. (2) But the increased salt tax would press 
upon the people at large, and would render the taxation 
heavier -on those who have suffered rather than benefited 
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from the higher rupee price due to the fall i'n the gold 
value of silver. 

(c) HARASSMENT OF TRADE BY FLuc
TUATIONS :-It was indeed commonly agreed that 
trade was seriously harassed by fluctuations. Any 
sudden or' violent fluctuation almost paralysed business 
for a time. It was however observed by the Com
mittee that it was not so much the fall of exchange 
which was complained of, as the fluctuations, whether 
in one direction or another. Some 'of those who 
admitted the mischief to trade of exchange fluctuation 
alleged that the extent' of the mischief was not serious, 
since provision could be largely made against the effect of 
those fluc~ations through the~ medium of banks. But 
it was clear that traders could n~t completely safeguard 

• themselves in this way and such security as they obtained 
in this respect must be paid for. 

On the whole the Committee said, "it cannot be doubt
ed that it would be well if commerce were· free from the 
inconveniences .of fluctuations which arise from a change 
in the relation between the standard of value in India and 
in, countries with which her commerce is transacted ... 

(d) ,ALLEGED STIMULATlON OF EX
PORTS :-' It was said that the' tendency 'of a falling 
exchange was to stimulate exports -; th~t; inasmuch as 
more silver, i. e., a higher ·silver price . was received in 
respect of the same gold price; whilst wages and other 
factors in the cost of. production did not increase in the 
same proportiQn, production, became very pro~table, and 
was. therefore, stimulated.· \ 
. "Assuming this to be true", said the Committee, "the 
effect of each successive fall must be transitory, as can 
continue only until circumstances have brought ~bout the 
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necessary ~djustment." Even assuming iheproposition 
that a falling exchange stimulated export was true, the 
examination of the statistics of exported produce did not 
afford any substantial support to it. On the contrary, 
statistics proved that export trade had been less with a 
rapidly falling,than with a steady ex~hange.For exat}1ple, 
from ili!:Z2 ,to 1876..:-11, the gold valuepf the rupee fell 
I 11. per cent.; but exports were actually . less in the latter 
year than in the former, and imports increased by 17 per 
cent. 

(e) CHECK TO INVESTMENTS IN INDIA :~ 
I t was alleged that ,. the want of -a stabl~ exchange. be-1 

tween England and India, and the fact that it has {allen 
so heavily t has greatly checked the investment of British 
Capital in I ndia and th~ consequent development o( the 
country." 

But the Committee wrote, "Indeed, uncertainty as to 
the interest which would be received for the investment, 
and as to the diminution which, the invested .capi~al might 
suffer if it were, desired to retransfer it to this country, 
tends to check British investments in India. This is ~ 
real exil. But this check is due to other causes which are 
~~tantial. Capitalists have been slow t't> inve..st 
in many kinds of industrial enterprise.. owing to the fact 
that prices are falling, or have fallen, very generally. 
Besides, London is th«l.lending'market and London thinks t golg. London is ready enough to lend upon contracts 
or repayment in gold, but nesitates to enter np...on silver 
tr~~ns, or to engage in industrial enterprises ~ a 
Sifver country. .. 1 

(f) INDIA MADE TO BUY DEPRECIATING 
SILVER :-It' was said that, by making silver the stand
ard, and keeping the Indian mints open to 'silver, "the 

.. 
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Anglo-Indian Government have attracted to India that 
depreciating metal. and have thus made India . purchase. 
at a comparatively higher cost. an enormous quantity of 
it. which is now of less value than when it was brought.·' 

To this the Committee answered. IIln this there is some 
truth. but also much exaggeration. It is only when and 
so far as the opening the mints to silver has led to the 
importation and coinage or hoarding of useless and now 
depreciating silver. that the free coinage of silver can be 
considered to have inflicted a loss upon India. \Vhat this 
loss amounts to cannot be determined. but we are not I 
without indications that India is becoming surfeited 'lriJ1a 
silvu.·· 

(iii) PropoMb 01 the C .. ..--. of l8dia -;dered. 

DESPATCH OF 21ST JUNE. 1892 :-In a des
patch of .!.IS~ June. 1892.. the Government of India ex
pressed their deliberate opinion that. if it became clear that 
the Brussels conference was unlikely to arrive at a satis
factory conclusion. and if a direct agreement between 
I ndia and the United States were found to be unattain
able. they would at once close the mints to the free coin
age of silver and make arrangements for the introduction 
of a gold sliJ"dard into India. 

SIR DAVID BARBOUR'S PLAN FOR A GOLD 
STANDARD :-Together with these proposals was 
also despatched a minute by ~ir David_J!arJ~ur. the 
Finance Member of Council. giving an outline of the 
method he proposed for the introduction of a gold standard 
into India. The nature of the plan was as follows :-

(.) The first measure would be the stoppage of the free coin
age of silver. GovernmeDt would retaiD the right of 
purchasing silver and COiDing it ioto rupees. 

(2) The next measure would be to opeD the miDts to the free 
coinage of gold. A maD bringing gold to the miDts .. -auld 
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be entitled to have it.coined into gold coins, which would 
be legal tender to any amounL It would be desirable to 
stop the free coinage of silver before opening the mints 
to the free coinage of gold. "·It would be a reliable 
guide to us in subsequent proceedings to know exactly 
what effect the stoppage of the free coinage of silver had 
on the gold value of the Rupee. tt • 

(3) The new gold coins to be a Io-rupee piece and a 2o-rupee 
piece. . , 

(4) The weight and fineness of gold coins would be such that 
the par of exchange between them and the Sovereign 
would be the exchange which it was desired to establish 
between England and India. 

For example, if the Rupee was to be worth 1$. 4d .• the 
Io-rupee coin would contain as much gold as was worth 
(u. 4d.) X 10 = 160 pence. The quantity of fine gold in 
the lo-rupee piece would be 160/24oths or two-thirds of 
the quantity contained in tht! sovereign. 

(5) The proposals as to the fixation of the ratio of exchange 
from the silver to the gold. standard were as follows:

(a) "We ought not to think of going back to the old ratio of 
I: lsi. Neither ought we to adopt the very lowest price 
to which silver may have falIen at any time." 

(b) "A ratio based on the average price of silver during a 
limited period before the introduction of the gold standard 
would probably be both the safest and most equitable." 

HIS ARGUMENTS :-He gave the fonowingrea-· 
sons in support of his scheme, which are of. inter«;st to a 
student of Economics. He observed: (I) Although it was. 
proposed to stop the free coinage of silver and ~o establish 
a gold standard, il was nO_.£(lrt of the""p"la1LhU.ubstityJe 
go~ tOT n1~L!he oT4in~ cu"ency ot the c0't!.nt~. 
It was contemplated that, in the vast majority of Indian 
transactions, pber would still..9.Lused as a medium of 
exchange. He referred to the example of France and 
other nations as showirig that it was possible to have a 
gold standard, though a large percentage of the circula
tion consisted of overvalued silver coins, which were legal 
tender to any amount. (2) In order that the gold standard 
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'might be effective, a limit must be l!.ls!ced on the number 
of 'Such coins,' and they must be convertible into gold coins 
with or without the paying of a trifling premium. Gold 
coins would only be required in exchange for silver when 
they were" wanted for hoarding or export or for melting 
down into' ornaments. (3) There was, the possibility of 
no gold being brought to the mints to be coined and put 
into circulation or brought for a time and then disconti
nued." This would diminish the amount of gold coins 
.required for circulation and enhance the value of gold 
coin and bring dQwn the exchange value of the rupee, 
i. e., rate would fall. This would mean that the rupee was 
redundant, or, in other words, that there were too many 
silver coins in circulation, and that th~ gold standard was 
not effectively maintained. The remedy in such a case 
would' be to contract the rupee currency, and to adopt 
any feasible measures to improve the general financial 
position of the country . This then would be an effective 
weapon to control the rate of exchange. 

TELEG;RAM OF. 22NO Jt\NUARY, ~;~In 
a telegram of the 22nd January, 1893, the .Government 
made the follovving further, statement regarding their 
proposals ;-

(I) that English Gold coinage. shall be legal tender 
in Il1dia, at a rate of not less than 13k rupees for 
one S o'Vereign i. e. ,the'rate of IS. 6d. per ru~ ; 

(2) that power to admit sovereigns as legal tender 
might be of use as ad-interim measure and' will 
not b~ used, except itLE-?~ of pec~s.i.~. 

The Commi .. ioD'. cODlideratioD or these proposals, 

But the Committee decided (I) agftjnsLth~"suggestion 
for introducing gold currency and (2) against the fixation ---".- " ".-
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of a higher ratio, i. e. IS. 6d. per rupee as recommen~ed 
by the Government of India. . 

(A) Tbat Gold CUI'r_,. .... u_-r,. aad uadeairable. 

As regards the introduction of gold currency, they 
wrote that it was both unnecessary and inadvisable. In 
support of their statement they gave a survey of the 
different currency systems of various countries. 

(I) METHODS ADOPTED BY OTHER COUN
TRIES :-The lesson drawn from a study of these sys
tems was that many countries had adopted the gold 
standard, and a substantial parity of exchange with gold
using countries was maintained by them without ,!!ctuaUy 
ftsing gold or using 'Very littli 01 it in circulation. 
The methods adopted to maintain the parity of exchange 

. were under the following conditions :-
<a) ~ith littl~ p.r .. Do.gold, as in Scandinavia, Holland and 

anada. ' 
(b) Without a mint,: or gold coinage, as in Canada and the 

buf.chEut IOOia. . '. 
(c).~ a. circutation co.nsistin~~rtI~g:C!liI.l.. partly..sfl 

. ~ryatued and. inconvertible silv~, which was legal 
tender to an unlimited. amollllt,. as in. France and other 
countries of the . Latin Union, in the United States, and 
also in Germany, thougb there, . the proportion of over
valued silver was more limited, the mints in all these 
countries being fully open to gold, but not to silver, and 
in some of them the silver coinage having ceased. 

(d) With a system under which the banks P!!Lwitb. g:Q.ld 
freely for export, as in Holland, or refuse it for export, 
as'lo . France. ' 

(e) With mints ~os~ ~~in;t""p'rivate C!'inag~ of both silver 
and' gold, and Wltb a currency of mconvertible paper, as 
had been temporarily the case in Austria. . 

(f) With a circulation based on gold, lw1...ams~ting, of token 
~H.!~t-Wh~h-;nowe~er;was legal tender to an unlimited 
extent, as 10. the West Indies. 

THE LESSON FOR INDIA :-The general con
clusion drawn by the Committee w~ "that it, had been 

s 
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iciund possible to introduce: a gold ~t~I,l~~n;L?:v.i!~~.!'t a gold 
~cult!~#Q.n; without a large stock of gold currency; and 
even without legal convertibility of an existing silver cur
rency into gold. " 
lIt was admitted by the Committee that what was true 
of other countries could not necessarily,!>e true of India. 
Even in the case of Holland and its East Indian Colonies, 
which was prima facie very much in point, .. ' 'there are 
differences which' detract from its value as a orecedent 
for India." The circumstances' of each parti~ul:r country 
must be studied j yet, they stated, • 'the experience de
rived from the currencies of other countries is not without 
value as bearing on the questions we have to consider." 

Nicholson 1 truly regretted that the Committee did not' 
emphasize the fact that in every one of these cases the 
same general, principle was exemplified the principle of 
11.mitation, first definitely established by Ricardo.-" Any. 
kind of currency can be maintained at an artificial value, 
provided only that it is stricdy limited." 

(2) . ITS:fROBABLE EFFECT ON SILVER 
COINED AND UNCOINED :-They also found the 
introduction of gOld currenty .inadvisable because it would 
have an ad'!.~I:.seefIeci..ori the gold value of (a) yncoined 
~a,.nd of (b) ~.-!!lp~. 

<a> It, effeotoa tbe gold value of uacoiaed silver. 

INDIA'S DEMAND 'FOR SILVER :-Judging 
from the follow~g figures' it would be seen that India ab: 
sorbed nearly the whole of. silver imported into, it. ' 

1 NichPlson: MOtley and'Monettuy Problems, 



55 

1~lS·16 101892·93:.' (yetlrl:l tlfJertlge) 

T ocal demmd of Judi. 
. for auTCIIcy 

-
Rs. 77.00,000 (and more) •..•.• 

N~ ~~n. of aiI"cr., 

i 

BesideS, the' ClUTency demands of India had during 
thoSe years bem nearly t, and those of the United States 
more than !; of the whole world's production. 

If, therefore, eithe( the one or the other were to cease, 
there ought, according to general laws, to be a great fall 
in the value of silver, and if both were to cease the £all 
would be precipitous. 

(I) POSSIBLE PANIC IN SILVER MARKET ;
The closing of the Indian Mints would, no doubt, make it 
more likely that the United States would give up buying , 
silver, and, if the apprehension of this were added to the 
cessation of the Indian demand, the eHect might be'a panic 
in the silver 'market. UlcitDa:tely, however. the price of 
~ilver would settle down to' the new circumstances of de
mand and supply. 

(2) POSSIBLE RISE IN VALUE OF,GOLD :-1£ 
the' eHect of the proposal of the Indian Governinent were, 
sooner or later, to cause a demand for gold in India. which' 

. did not exist then, it might raise the value of gold' as 
against all other things, including silver ,i. e.' the gold 
price of silver might be still further diniinished. 

(b) Ita effect OD &be nlae of •• ed .il"er. 

Next, as, lothe eHect of simply closing the mints, on 
the future value of gold price of the ,rupee. If there: were 

0-' 
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already, as there was reason to suppose, 8. quantity of 
unused rupees in India, they would have to be absorbed 
before the, closing of the mints produced 'an effect on the 
value' of the rupee. In tha~ c~e, there might be some 
time to wait before there was ,:any increase in its value. 
The apprehensions ,of men concerning the .'~uture might 
cause an im,media':e effect of a serious character~ but they 
stated "we cannot venture to say for what length of time 
this would be maintained. N either could we trace the 
'progress of, the enhancement of the value of the rupee, 
in respect of time or place, which we should expect to 
follow the closing of the mints." 

(B) 'That b. 6d. ratio would be injurious to India. 

Consideration was next given to the effects of raising 
t4e ratio to' IS. 6d. as proposed by the Government. In 
order to make ,these effects clear they considered the 
prooable results of closing the mints to the free coinage 
of silver without the ratio being raised to IS. 6d. 

(a) Supposing the ratio" were not to be raised~ and 
s-il'Ver 'Wer~ t~. fallowing to the .closure 0/ the mints:-

(I) It was represented by' ,some that a serious amount 
of spurious coinage would result. ~ ~as the 4<glg~ 
..2L!h~_jnt;g~lmi.llilg~f-sily~t .w Jndia.; :in the native 
states or in foreign:' countries; for:, if such were put into 
Circulation, it would be an extremely profitable enterprise. 

But the Committee expressed their 9pinion that it was 
difficult to estimate p~ec;:is~lythe real extent of the alleged 
danger, and that, as expensive and specially .constructed ' 
machinery would be requisite to carry out such'operations 
on an extended scale, they doubted whether the danger 
of India being flooded with large amount of spurious coins 
would really be ~~ave one. . . 
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(2) Next, the effect of closing the mints (on the as
sumption taken above) on the hoa1'dJ 0/ sil'Ve1' coined and 
uncoined in India itself was ·considered. 

Coined rupees, of which the hoards chiefly consisted. 
would, they wrote, be una.ffttied, except in so far as any 
further .fall in their gold'value would be· prevented ; but 
the untoineet sil'Ve1' and sil'Ve1' O'Tnaments would. cease' to 
be convertihjdi into rupees, and would certainly be de
pt-eciated in 'Value. 

(3) Another objection raised was that the proposal 
would, ~ere should, in futlI!e, ~~~'y~g.~I!~e..b~t.\\'~~n 
the value of the rupee and the market price of silver, 

Ta;e the effect of converting die whole of .the....curJ:en,cy 
oj India into a token cwrrency which would not differ in 
principle from an inconvert"ffile paper currency. 

But the Committee stated that one of .the greatest risks 
connected with a.!! ,inconvertible paper currency, i. e. the 
~p~i()1!_ .w..hich it afforded to the Government of ex
panding unduly the amount in circulation~ did not e~ist in 
the proposals of the Indi~ Government. ' 

(4) It was also objected tpat ~cing power in th£..hanJis 
. of t~~.~Qyern.me.nt of expa,nding or contracting the cur

renCy at will, would 1Iot make the cW"...!'encyJ!1tW.matic. 
But the Coimnittee stated th~ assu~ption was that the 

exchange was not to be p1'acticaUy 1'aised abo'Ve the le'Vel 
which then existed. If, however, the rise in exchange 
were checked by the reception of gold, as' suggested by 
the Government or India, the discretionary power vested 
in that Government would be confined within narrow 
limits, because if the rupee were to' rise above the fixed 
ratio to such an extent as to cover the expenses of trans
mission and of coinage, it would become profitable to 
take gold to the Indian mint, or to send sovereigns to 
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India.' and "thus the Currency would be made automatic 
~n a ;gold basis. 

(5) Another, serious objection urged was that, if the 
proposal of the Government "were carried out. and there 
should arise a great divergence between the ratio borne 
to' gold by the rupee and by silver respectivelt. it would 

1 seriously affect the tra .. de oj India with silver-using coun
\ tries. and stimulate in diose countries the production of 

commodities which compete with Indian commodities·", 
the markets of the world and seriously affect India . 

. This argument will be discussed in parts : 
" (i) First as to the effects on the" exports of India- to 

silver-using countries : The most important country in this 
category was China which took from India a farge quantity 
of manufactured commodities. It was contended that, if 
the divergence between silver and the rupee became con
siderable, the same silver price would mean "a lower T'upee 
price. i. e; more rupees would be necessary to buy the 
same units 'of commodities as before, quoted in silver 
price. Besides, the cost in rupees to the Indian manufac
turer of cloth would be greater as compared to that in 
China. Suppose, for instance, in India 100 units of cloth . 

. were equal to'lao units of silver. Under the new condi
tions, to produce these 100 units the cost in rupees would 
be greater. This woul'd mean a great loss to the Indian 
manufacturer, who could not so quickly diminish his rupee 
cost of production. Thus," trade would be less profitable 
and its volume would "be diminished. 

But the Committee stated that the Indian produce 
imported' into ChiIia was paid for ultimately 'by goods 
exported by China to other countries. and that, if the gold 
price oj these commodities did not JaU owing to a fall in 
the gold value of silver, they would realize a higheT' silver 
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pt-ice, and that China would thus be ~able to paya higher 
price for th~ Indian imports. ' 

(ii) It was further suggested that, if, the fall of silver 
!;hould continue to be considerable, it would afford a great 
inducement to pt-omote the manufactUJre in China of cot
ton goods in place of those imported from India. 

But the . .committee stated that China was slow to move 
owing to impediments and burdens which w~re imposed, 
upon that country's industrial enterprise. 

(iii) It was further argued' that, if a great divergence 
between silver and the rupee took place,' India would 
lose her trade in competition with silv~r-using ~ouiltries 
in other ma"kets. Thus, if there was a great divergence 
between the. value of silver and ,of the rupee, a consider-, 
ably lower gold price would, in China, represent the' same, 
amount of silver as before, whils~ to India it would give 
fewer rupees. The Chinese would be content with charg .. 
ing the same silver price as before, but the Indian 
producer must be satisfied with a lower rupee price, ~r, 
perhaps be driven out of the market altogether through 
the stress of competition: . 

The Committee granted that in this case the Indian 
producer would suffer a great loss until wages and other 
elements of cost 01 production had adjusted themselves 
to the new level of prices, and that the interval must be 
considerable before such adjustment could .be effected, 
(or India's industrial institutions were but little developed. 
But they concluded that "consideration of the experience 
derived from the study of the history of Indian exports 
during the period characterized by a fall in the gold value 
of silver. leads us to doubt whether the suggested, ad
vantage, is not so much less than those who urge the' 
argument suppose." 



(b) Supposing the 'ratio we'Te to be raised materitLll" 
above the p'resent level: . 

The suggestion of the Government of India was that 
n'o ratio should be fixed immediately on ~he closing of the -
min,ts, Their proposal to own power :to declare that 
English gold coinage shall be legal tender in India, at 
a rate of not less than 131- rupees to the sovereign, would, 
if acted upqll., prevent the exchange from rising to any 
great extent above IS. 6d. 

But the Committee stated that· all the objections which 
were considered in (a) were at least -equally applicable 
'in this c~se, but the answers were not equally forcible. 

The dangers of spurious coinage and of depreciation
of Indian hoards must increase in proportion to the differ
ence between the value of the rupee and the market value 
of silver .," 

Besides, trade difficulties due to a rising exchange, 
such as they were- then, wquld, of course, be the greater 
the nigher .the ratio were taken~ 

Moreover, the difficulty of -maintaining the inconver
tible token coinage as full legal tender at a par value 
would tend to increase with the 'difference . between the 
legal value ·of the token 'coin and the meteil it contained ; 
but the cases of foreign currencies quoted above showed 
that difficulties similar to those which were apprehended 
ill the case of India had been successfully encountered. 

(iv) Possible modifications of the proposals of the Government of India'. 
and Recommenda,ionl of the Committee. 

If, then; there were admitted objections to t~ proposal 
of raising the exchimge value of the rupee to 1 s. 6d .• 
what was to "be the fate of the proposals as a whole? 
They were undOubtedly to be modified: But any modi
fied scheme should be such as to remove the various risks 
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and inconv:eniences that were likely to arise by the 
change. . 

THE POSSIBLE DANGERS TO BE A VOID
ED :-(1) In the first place, the cessation of free cQina,~ 
would, inJJLptQbab.llity, be iDlIDedi5!-tely i.QnQ.we~ 
a" fall in the price of that metal. If at the same time the 
exchange-hid risencofisKJerabty, the divergence' between 
the rupee and its. intrinsic value would become at once 
marked, and the dilficulty of maintaining the 'rupee at its 
higher exchange valuerriight be increased and the ap
prehensiqns of disaster would be intensified. 

l (2) Moreover, the rise in exchange would be calculated' . 
to lead to a fall in the price of Indian. produce. And, if 
this were seen to follow, and believ:ed to be caused by the 
action of the Government, public opinion might be dis-
turbed and the situation might become critical. 

These, then, were the dangers to be avoided and the 
E'cheme was to afford secu'rity against any sudden and 
considerable 'rise of exchange: 

THE REMEDY AND ITS BENEFITS :-But 
.what was to be the remedy adopted? It was to be pro~ 
vided that the mints should be clos~<!..~C? ... tE~p'ubli!:J~ 
the--fQin.i:1g~oLsi.ly.er, bEL~hQF!(t be~~e.(t.!>y..~h~.~Gov~.!!l.: 
.Ql,mt for the coinage of rupees· if required by the public 
in exchange for gold, at a ratio to be fixed in the first 
instance not mu~h abo'Ve the one pre'Vaili?,-g, say IS. 4d. 
to the rupee. . 

Such a measure would bring the following effects : 
Any fear of considerable r\se 'would thus be allayed, 

and any evil effects of sucJ:t a rise would be prevented. 
Moreover~ even.if silver .fell, the divergenCe between 

the nominal and. the intrinsic' value of the rupee would . 
not be so great as if exchang«: at, the ~am~ ~ime rose. 
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Besides, there would 'be these· additional advantag~s. 
(a) The currency would not cease to be automatic. 
(b). It would. be a less violent step than the closing 

of the mints altogether. ~They would practically. 
remain open subject to certain conditions. It 
would be the smallest departure &om the status· 
quo that could accomplish the object. 

(c) Moreover, it would still leave the volume of 
rupee coinage dependent on the wants of the 
people· of India, and the fact that rupees might 
continue to be coined would tend to prevent silver 
falling as much as would be the case, if. it "were 
supposed that the coinage of rupees was to cease 
altogether 0, 

The Recommendationl of the Committee. 

The Committee, on these grounds. therefore, made 
the following recommendations ;.) I) that the. closing of 
the mints to the free coinage of silver should be accom
panied by an announcement that though closed to the 
public, they-,vpuld be used by the Gov;ernrnent for the 
coinage of rupees .in exchange Jar. gold at a ratio to be 
then-fixed, say 1 s. 4d.per rupee·; Jz) 'and that at t~e 
,Government treasuries gold would be 1'ecei'Vt~d in satis:" 
faction of public dues at .the same rat~o. 

CONCLUSIONS :-The following results ensued 
from these recommendations :--:-

(a) /The mints. were to ;b~ closed to the free coinage 
lof both, silver and gold. because by the Act of 

1870 both silver and gold were received. at the 
.mints .and coined, although gold coins were not 
declared legal tender. 

(b) The rup~e was' made a token coin. since its ex-------... -----
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change value was kept greater -than its intrinsic 
value and a limit was put to its coinage. 

(c) Besides, no specific provision w3.!;L~'!4~Q! th~ 
introduction of a gold standard, although it was 
contemplated· to establish a gold standard in the 
future. They expressed the opinion that a~ 
sition period 'Was necessary in which the rate of 
exchange "Would be brought up to IS. 4d. When 
this was- achieved a gold standard would be es
tablished. That no provision was made for the 
future establishment of· the gold standard was 
emphasized by Lord Farrer and Lord Welby, 
who wrote in a supplementary note, •• A reserve 
(of gold) should, we contend, be provided before 
the Indian Government takes the final step of an
nouncing gold as the standard," coupled withithe 
correlative obligation to give gold for silver." 



CHAPTER III. 

History during the years 1893-1900. 

1893·1900. 

. I 
Section I. 

I' Act of 1893 •. 

Clo.ln\l ~t Minta 
to gold and allver. 

section' II. 

189!1895. 

I 
Contlnuod filII 

of .1I.e •• 
(The aau .... ) 

I 
I 

Section III. 

189St1899. 

I 
Ral.lng the rat. 
to 1 •• 4d. by 

Contraction of 
Cu ... ~cy. 

I 
Slctlon IV. 

Report J Fowle. 
Committee and 

Gold 
Currency flIP 

India. 

SECTION I-Closing the Mint! to the Free Coinage 
of Silver and Gold. 

- THE COINAGE :ACT OF I.8-~-The recom
mendations of the Herschell Committee were accepted and 
Act VIn of 1893 was passed on 26th June. of the same 
year by which the mints ~~'!!!.d t_'!..!~~ee coin.l!~ 
both.-lQltl...,.g.nd silver.. Government retaining the right to 
coin silver rupees on its own account. Three notifications 
were' also issued at the same.time by which (I) gold coins 
and gold bullion 'were to be received at the Mints inex~, 
c1iange lc)rPrupees -at therate 0(7.53344 grai~ ttoyof' 
fine gold for one rupee, (i. e., ~. per rupee); 
(2) sovereigns and half-sovereigns were to be received 
in payment of sums due to Government as the equivalents 
of Rs. '15 and Rs. 7-8,as. respectively; (3) currency notesl 
were to be issued in exchange for gold coin or bullion \ 
at the same rate. ., 

ITS INHERENT DEFEqTS :-This legislation 
manifestly presented certain defects which may be called 
inherent. Whilst the Government of India was obliged to 
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receive gold coins and gold bu1li~n in ex~hange for rupees, 
it had no obligation to give gold in exchange for rupee~. 
The obligatIOn on die Government to coin silver rupees 
when the exchange was at IS. 4d .• did not itself carry with 
it a corresponding obligation on the part of the Govern
ment to give gold for the rupees. This was its imperfec
tion. Sir David Barbour himself held that, eventually, it 
the scheme were to be successful, gold when 'Tequired must 
be given fo'T the 'Tupee. either with a premium or at a small 
premium. "It is of course obvious that 'a great country like 
India, if she undertakes a token currency, is under an obli
gation to maintain its value, and that she ought to dis
charge that obligation by making it reasonably certllin 
that, where gold is needed in exchange for rJlpees, it will 
be possible to obtaill it at a fixed ratio I J J. In short, without 
this corresponding, obligation to give gold for the 'rupees, 
it was questionabl~ 'Whether this gigantic ,token currency 
would be kept at par: viUue for all times. 

Suppose during a particular year the balance of trade 
became ~nfavou'Table to India owing to circumstances, 
such as a failure of monsoon. The exchange would, 
therefore, tend to fall. An unfayourable trade balance 
suggests that tnO'Te moj.!!1j~~o..,k,~.l!l1:~4}0..; fo.'T.eign coun
tries'than is to be received from them. In this case, 
therefore, 'the best method of keeping exchange at parity 
is t«;> ~.e_gold_Jll.h1dia.n.....de.bt~s in exchange for rupees, 
to be exported to foreign countries. The result would be 
automatic; rupees would, be reduced in quantity in circu
lation and the amount of gold in circulation would increase, 
i. e. less 'Tupees would exchange with mO'Te gold than 
b,ejo'fe i1tci'fculation, the exchange value of the rupee 

I Lord Farrer and Lord, Weiby ,wrote' in a supplement~ry note to the 
Report. ' , 
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would thus tend to be kept up to the original level. Be
sides; this would be a natural course for correcting the 
exchanges. 

But in thesy~tem 'Such a natural course 'was not pro
vided for. The absence of gold to be made available for 
debtors was the great-weakness of this system. 

SECTION II-Continued Fall of Sil;er during 
1893-95. 

I The object aimed at by. the closure of the mints was 
to give the rupee an artificially high value. by making 
its supply scarcer relative to the demand for it. 

, But in the beginning circumstances were against such an 
artificial scarcity being created. 

CAUSES OF FALL OF SILVER :-In the first 
place, 'there was already ~t volume of rupe~~ 
circulai:~~_ ~(l!1ie_i!!g~s!r!gjIllP.()r~~_pf ~lv~ .int<L lnQi~~ 
lea, during the year 1893, to large iss~e 'of rupees from 
the Mints and the total amount. of rupees, was sufficient 
to meet the requirements of the next few years. 1 

Besides,()n November 1st, 1893, america suspended 
the silver 'purchase clause of the Sherman A~, and, as 
tnea:rtifiCial-d€mandTor, silver was cut off, the price of" 
silver fell in conseqm~n«:e, and lino less than,37 per ceni,~' 
of the world's annual production was, dwnped on the· 
market." 

Then, during the months July 1893 to February 1894, 
in order to· liquidate ,!he . favourable bC!l~c~_oL_tra..dt!,. 
hea'Vy imports !!l~!l'Vef'..crun.e intQ.J!!dia. 

The rate fixed by the, Act for the sale of Council Bills, 
was .Is. 4d,. per rupee. But at this time the SecretarY 
of State sold the Bills at the market rate which was much 

, ---- ----... -._ ......... _---- --._--
1 Findlay Shirras: India" FinanGe and Bankmg. tage '44-
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below IS. 4d. This led the, people to 'believe that the 
~ " , 

Government could no1;ralse the r~te of exchange and· 
caused great inconvenience. It was,~herefore, decided' 
by the Secretary of S~te thatr to allaY. fears, the Bills 
would be sold at the minimum rate oilS.' 3!d. perrupe~, 
which was higher than the market rate then existing. 
The debtors iq England would not, therefore. buy the 
Bills and preferred as an alternative to remit silver to 
India. This, then, led to a' considerable import of silver. 

All these causes combined together to bring' about 
a fall in the rate of exchange. The following figures 
show the extent of the fall of ' silver and· of exchange, 

Year " 
Intrinsic value of rupee I Average exchange value 

al lilver bullion , ,of ,upees 

I. d. I. I. 
1892 I 3! ',-. "3! 
1893 I It I 3t 
1894 '0 lit I It 

189S 0 IIi It 
1896 0 lit I 2t 
'1897 0 lOt I 3! .. ' 

1898 0 '.3., lOs I 3f 
1899 0 fot r 4-

(Taken from Jcvona: Ml1lu,. Baditzg ami Extnatzge itz ltzdia.) 

SECTION III-Contraction of Currency and raising 
Exchange to Is. "'d. 

WHY EXCHANGE CONiINUED TO FALL? :
We now reach the period dunng which the rate of ex~ 
change was steadily raised until it reached IS. 4d., ,the 
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prescribed limit, but as the figures in the above table show. 
it was not till 1899, that this was done. The relative 
scarcity of the supply of rupees, as compared to the de
mand for them, could not be clearly felt until 1899 _ and 
tlUs was due to various circumstances. 

- The years 1896 to 1898 were bad years for India. 
The- country was in the grip of famine and plague, and 

I her production of food-stuffs and materials was reduced 
\and with it their exports to foreign countries. 

At .the same time, the foreign demand for Indian pro
ducts fell; as most European countries were'experiencing 
a severe depression of trade. India could not, therefore, 
enjoy her usual favourable balance of trade. 

CONTRACTION OF CURRENCY :-But with 
the recovery in trade the exchange was raised to IS. 4d. 
by' the contraction of currency. That the volume of cur
rency was contracted during this period is proved from 
the following facts :....:...... 

(1) In the. first place, there was a depded increase 
!n the 'Volu~..Qj..busines.s. at the same time the 

~ acti'Ve rupee circulatitJ",_JLctually decr.e(!,~d. 1 

(2) Whether --cont~~ction of currency took place or 
not could also be evinced from the discount rates 
charged by banks to their, ,customers. If th~, 
,rate chajKed ~s for detP-and loans rises, 
it indicates that demand for inoney is greater' 
than its supply, i. e.. stringency exists in the 
money market. Since the average discount rates 

1 Mr, Findlay Shirras in' his IOIdion Finance olUl Bonking (pages 161-
1~7) proves this conclusively. He shows that. in -1900 (as compared with 
1893). (I) at the same time that the volume of busiatss incre8secl 39 per cent. 
'tne volume of active circulation decreased by nearly .. per cent. and (2) even 
if, the total circulation of rupees, notes and chequllS' is Considered, it sho .... 5 
an increase of about 21 per cent. as against the increase in business of 39 
per cent. 
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of the Presidency Banks during 1898, rose to S 
per-cent. as against 4 per cent. in 1893; it indi
cated that contraction of currency mUst have 
taken ·place. 

(3) If the general level of pri~es fell, it would show 
that contraction of currency must have taken 
place, i. e. if Jess rupees exchange with the same 
number of commodities or more commodities than 
before, the purchasing power of the rupee would 
be raised, or there would be a fall in the general 
level of prices. The statistics of prices during 
this period indicate that contraction of currency 
must have taken place. 

Average of 1868-76. 100 

1893 12 5 
1894- 119 
1895 116 

1896 127 

1897 149 
1898 121 

1899 117 

(Tuna from Wadia and JOIhi: MIItII1.",IIe MIItII1 M.rltt i. hldiA.) 

Had the monsoon not failed in 1896, the fall in prices 
would have been continuous. 

THE GOLD- NOTE ACT, 1898 :-In 1898 'an Act 
was passed to gtve elastiCity to the currency. It authorized 

'I 
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the issue, at the same rate, of Rotes i. I adia aga.i.ft.st gClU 
deposited i. Lo.do. with the Secretary of State and ear
marked at the Bank of England as part of the Paper 
Currency Reserve. 

SECTION IV -Report of the Fowler Committee. 
GOVERNMENT OF INDIA'S DESPATCH OF 

MARCH, 1898 :-We have seen above that the Gov
ernment of India had to wait for five years before 
the exchange could be raised to IS • .. d .• and when 
in the beginning of 1898 the rate seemed to reach 
the stipulated ~t, they thought that il was desir.
able in f"-e ..J!l-'fi.f~tu/_jU......sl4U-4.d D# .n&UClULtiU 
C~~IIJlit,. which had suffered so long from evils 
of an unstable exchange, t.Q2ermift4le JIle.JeriotL-Dj 
!!!J~io~ ~thout_1urther __ d~Jay!_ They, ~erefore, sent 
a despatch in March, 1898, to the Secretary of State. 
details of which we shall presently consider. The Secre
tary of State appointed in 'April. 1898. a Committee pre
sided over by SW He." F ourler to consider the proposals 
of the Government of India, and various schemes put 
forward by individuals, and to make their own recom
mendations for the establishment of a satisfactory system 
of currency in India. In July. 1898, the Committee gave 
'its report. A study of their report will be made into 
convenient parts. 

PART I-Consideration of the IDdiaD GovernmeDt'a 
Proposals. 

PROPOSALS OF THE GOVERNMENT OF 
INDIA :-In their despatch of March, 1898, the Gov
ernment of India emphasized the im~ of tennn.at
irag flu period oj tra.sitio. without delay. But in order 
'to achieve this purpose. they proposed as follows:- . 
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~ Th~ first step proposed was to take powers to borrow 
sums not exceeding £,2 crores in England and to remit 

. to India I of this amount in sovereigns to form the first 
instalment of a gold reserve to be established for the 
future establishment of the gold standard. 

v (b) Then nearly Rs. 2.40 crores. the estimated redundant' 
amount, were to be withdrawn from circulation and were 
to be melted down to raise the gold value of the rupee. 

(e) And the silver bullion obtained by melting down these 
.... rupees was to be sold off for gold which would be an addi

tion to the gold reserve. 
These measures, in short, were suggested to keep the 

exchange value of the rupee at a steady level of 16d. 
Thus, if the exchange fell below 16d .• the Government 
of India would adopt the following procedure :-First 
take rupees from its balaftces. melt them down, sell the 
bullion for other "pees in India, pay these other rupees 
into its balances, and the loss incurred by this process 
would be m3de good with the part of the borrowed gold. 

As a result, it was anticipated that by the automatic 
operations of trade, gold would 60w into India and remain 
in circulation. But they wrote, Iluntil the exchange value 
of the rupee was established at 16d. and sovereigns be
came, to some extent however small, a permanent part 
of the circulation, . it was not the Government's intention 
to part with any of the gold in their possession. Mean
time, gold 'IINlS ftot to b~ made legal tewdn i1I Iftdia~ 
though the Government looked forward to this as a future\ 
goal." . 

THE COMMITTEE REJECTED THE PRO
POSALS :-Th~ pr,oposals were based on the belief that 
the rise in the exchange value of the rupee, subsequent 
to the year 1894-95, was due to a contraction of the cur
rency relativ~ to the demands of trade. and that the cause 
would continue to operate so long as the Indian Mints 
were closed to silver. . 

-
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The, Committee pronounced its opinion against this 
belief. They stated, "it is not certain that there has I 
been any contraction of Indian Currency which has natu
rally affected the exchange, though it may not unreason
ably be· inferred that there must have been some contrac
tion, and.that stich contraction had some influence on the 

'exchange value of the rupee. On the other hand, there 
are causes other than contraction of currency. J J 

~ 
They pointed out that since' the mints. were closed, 

,,' there had been large borrowings on Indian account, and 
there had been in some years large. reductions below the 

. normal amount in the public remittances from India, while 
fluctuations had been experienced in the foreign trade of 
India, on account of various causes. 'All these causes, 
they said, must have at different times affected the ex
change' either favourably or unfavourably. Besides, theJ f reduction in the imports of silver due to the closing of the 

.. ' mints must have had a favourable effect on the Indian , 
t ~xchange..,,· 

, In the face of these facts, therefore, th~ Committee 
refused to accept that the rise in exchange was due mainly, 
or wholly to the contraction of currency, and that it was 
not safe to base action of so drastic a character on .the 
assumption. 

Besid~, they stated: "though we accept in principle 
the proposition that a reduction in the number of rupees 
tends to increase the value of the rupees, we are not pre
pared to admit that such effect must necessarily be direct 
and immediate,. nor ar~ we satisfied that such reduction, 
carried out on a large scale and withi1!' a limit~d ·period, 
might no~ aggravate, if it. did not produce, a period 0/ 
st·ringency in the Indian money Illarket." That such a 
stri~~ency would be created was also emphasized by the 
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commercial' classes of India. Theref6re, the proposals 
would not inspire confidence into them. " 

In their proposals the Government of India showed 
great anxiety to terminate the period of transition without 
further delay. They described this transition stage -as
the stage of distrust, which would be passed the moment 
exchange reached 16d. per rupee. 

But, since they wrote in March, 1898, there had been 
a marked improvement in the position. The exchange 
was steady at or about IS. 4d., the drawings of the Setre
tary of State had been unusually large, and a.substant!al 
sum of over £2,37°,000 in gold had been brought to the 
Indian Treasury, i. e. the stage of distrust, which had 
interfered with the actual realization of a rate of 1 6d. , 
had been already passed. 

On these grounds, therefore, the proposals were re:' 
jected by the Committee. 

PART II-Should the Mints be reopened to Silver? 

Various persons had represented to the Government of 
India that the Indian Mints should be reopened to the 
unrestricted coinage of silver either immediately or 
gradually, i. e. India should have Silver Monometallism~ 
The Government of India, on' their part, pronounced 
their opinion against it, but asked the Committee to 
consider the question. 

THE ARGUMENTS SUGGESTED IN FAV
OUR OF REOPENING MINlS :-The chief argu
ments in favour of reopening the mints brought forward 
by its supporters were :-

(a) that the system of dosed mints handicapped India 
in her inaustrial competition with countries on a silver -
standard; 
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(b) that "a low Rupee and a low exchange" would en

courage the export trade on which India's prosperity 
. depended and that an •• arbitrarlly enhanced" Rupee dis
couragedexports. 

THE COMMITTEE REFUTED THEM :-This 
aspect.of the question was considered by Lord HerscheU's 
Committee which had expressed its opinion that "even if 
we aSsume the argument as to a stimulus or check to pro
duction. 'to be sound,- the effect of each successive fall in 
exchange must be transitory and could only continue until 
circumstances have brought about the inevitable adjust
ment." 

In this opinion, the Fowler Committee concurred. The 
Herschell Committee had examined the statistics of 
Indian exports for a series of years, and had concluded 
that, far from the export trade having been encouraged 
by a falling exchange, its progress had been less with a 
rapidly falling than with a steady exchange. The Fowler 
Committee, too, \Vere unable to find any statistical sup
port for the theory that exports are largely and perma
nently stimulated by a depre~ation of the standard of 
value, resulting in a fall in exchange, and they concluded 
that the statistics of the Indian export trade since 1893 
were no good guide in deciding this question, for their 
value for this purpose was much diminished by the special 
disturbing influences to which that trade had been sub
jected since that date. 

Besides, the Committee recognized that fluctuation of 
exchange constituted an obstacle to international trade, 
and wrote, "since over lOUT-fifths 01 India's' seaborne 
foreign trade. is' with gold-standard countries, it follows 
that the balance of advantage is heavily in favour of 
stability of exchange with gold standard countries; and 
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accordingly, consideredhy itself, the instability of ex
change which must be anticipated from· reopening the 
Indian Mints to silver, is a powerful argument against 
taking the step". They emphasized that it was not in the\ 
permanent interests of India, that her foreign commerce, 
over 80 per cent. of which was with gold standard coun
tries, should' be hampered by the restoration of silver 
monometallism. . 

In view of these considerations, the Committee con
(;urred with the Government of India in their decision no~ . 
to revert to the silver st~dard. ' 

PART Ill-The Principle of a Gold Standard. 

The' practical. alternative to silver monometallism was 
a gold standard, i. e., gold as the measure of value in 
I ntlia , either with a gold currency or with a gold reserve, 
and the Committee laid down certain advantages which 
India was to derive by adopting gold as the measure of 
value. . 

ADVANTAGES TO INDIA OF A GOLp 
STANDARD :-(a) In the first place, they referred to 
the fact that over four-fifths of the foreign trad~ of 
India was with' gold standard countries, and that 
for the same reason it was desirable that India should . 
have the same measure of value as those coun
tries. Regard being had to the supremacy of gold 
in international commerce, the change to a gold basis 
would facilitate interchange of commodities. This ad-

/ vantage was represented before the Committee by Pro
fessor Marshall as' c'like a movement towards bringing 
the railway gauge on the side branches of the world's 
railways into unison with the main lines"." , 

(b) A further and certainly not a less important con~ , 
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\ ~ pointed QUI for a C'OUDUJ like Jndia wu that 

l;an esublisbcd gold standard was the simpest and aost 
di«1i,"e means of .:n.a;.f C4Jtil& The DeN for 
foreign captal was Udspuuble. and this need .-as ~ 
d a Imlporary and pa.nJy ci a pe:rmaneaI character'. For 
climatic reasons. J ooa Us bftn essoentWJy a country 
of seasonal trade; she bas bad a busy ~ and a duD 
season. From this seascaaJ dwacter. it folknred tlut the 
demand for mooey bas bftn much gTCaler f.;y 0Qe pan cl 
the )-ear than fOf' anocher. In the busy season. there bas 
beom a brisk demand fOf' moocy for temporary ..dvmces 
10 tnO'''e crops ; in the duD se-.l.SOft anooey has been in li~ 
demand. This led 10 grt.U SIe'~ ,~ in discaunt 
rates and 10 great stn.gnuy during the busy $(2SQQ. 

In order. tberel~. 10 diminish the ris.k 10 Indan am
merce of a • CUD .enet of such stringCDC),. aAJ in order to 
~ the a'-enge rate c.barged for the loa) use of 
mooer. they I'CC'OUU1lended that the soundest poolicy was 
fD tJ!Md C4tiWl fD 1.Ji.a jr". fl~ toJJ s£ttreJ..rrl cnllJ'ftn 
• hich bad capdallO Ie:od. and this ccuU best be achtn-ed 

\ by a gold sundud and a stable achange. 
~ in order to ~'dop and rnp the bmdlt d 

her n.uura.I resources. I~ required. and must long 
C'ODbnue 10 require. fOl't'ign apiW. Such apw roWJ 
ooJy be drawn &un the ~ staDlbrd countrits.. and the 
capw of these t'OUllIries could only be altr.K1aJ by a 
modcnIe rate of interest or pdia on ~. t.b.al the 
imestor '-.lS satis6ed. t.b.al there 'W3S DOC Ll,eIy 10 be a 
WI in the sterling exdPnge. 

\\'AS ACCU!dULATION OF SUFFICIENT 
GOLD POSSIBLE?:-The nat questic:la to be soh-cd 
by the Commince .-as .hether • wouJJ be practi
cable to hue suffiriena goLJ for the esublisbmcu 
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of a gold standard. The Government of India pointed 
out that it was extremely unlikely to accumulate 
sufficient gold for the purpose,but the Committee 
proved by -statistics that it was otherwise. At this 
time, when they considered the question, the amount of 
gold in the Paper Currency Reserve was £2,378,609 

. which was considered as a substantial addition to the 
Indian currency. Besides, by the sale of Council Bills 
the Government of India was able to remit. without dis
turbing the money market, nearly £18,712.-454 worth 
gold to the Secretary of State. 

If such results could be secured in the face of mistrust, 
it was argued that even greater success might be expected 
in the futme with the growth of confidence. The ques
tion, therefore, arose : Should the statKS qao be allowed 
to continue until events forced the Government to take 
action? The Committee declared itself against the 
stAtu qao. To have matters as they were. specially 
alter the Government of India had formulated proposals _ 
to curtail the transition period and had aroused public . 
opinion on them, would be to create additional uncertainty 
and withdrawal of confidence in Indian monetary future. 

On these grounds the Committee recommended the{ 
effective establishment of a gold standard. 

PART IV -Should there be • Gold Standard without 
• Gold Currency? 

The Committee then considered two schemes which 
were proposed for establishing a gold standard 'Wilkolit a 
gold currency. . 

(1) Mr. Le.Iq P ..... 7II·. sa.-
Mr. Lesley Probyn laid great stress upon the hoarding 

Ia4bitt of the natives of India i and in view of the direct 

• 



58 

(
encouragement which a gold currency might give to the 
hoarding of gold, he represented before the Committee 
that, "if gold coins were passed into currency, it would 
be at first like pouring water into a sieve". Accordingly, 
he proposed:-

/(i) to issu,e such notes only in exchange for gold; 
Aii) to institute a separate issue of gold notes of the denomi

nation of Rs. 10,000; 
v(jii) to make them payable (at the option of the hoMer) either 

in rupees or in gold; . 
v(fv) to make it optional to the currency department, ~hen gold 

is demanded, to pay either in sovereigns or in gold bars of 
not less than £67; 

",Av) to issue notes of smaUer denominations as usual, but these 
were to be redeemable in silver rupees only. , 

By this scheme it. was hoped that gold would be at
tracted to India, and' that a gold reserv~ would be 
gradually accumulated which would be strong enough to 
allow the Government to undertake ultimately the univer
sal cpnvertibility into gold of aU rupees and rupee-notes, 
when presented in parcels bf not less than Rs. 10,000. 

Under this scheme the gold standard would be left to 
automatic agencies to establish itself, and its establish
ment would coincide with an ultimate undertaking to ex
change rupee currency for gold bars of high value. 

THE COMMITTEE '" REJECTED THE 
SCHEME:-The Committee pronounced its opinion 
against this scheme. 

In ,the first place, as regards the hoarding difficulty in 
India, they wer.e not satisfied that the danger therefco!p 
~~ great as was sugg~sted. Even under silver mono
metallism India importe4 and absoroed gold and would 
be expected to do so in. the future, no matter what her 
system of currency. In a strongly conservative couiltry 
like India, no sudden changes were to be expected in the 
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habits and customs of the people, particularly as regards 
currency and hoarding. And, until gold had penetrated 
into K«:~_e!:~Lci.rgIlation. (so far as the relatively small 
transactions of India permitted), there would be DC;>. 

materially in~emptatjon to thueoEle,!o hoard 
~V!1stead of-6ilv~ ..-

Moreover, the introduction of a gold currency into 
India was."!!!!!l! __ ~.e_a~ _?l'!t_ri~!l_~~perjm~'I1t. Gold coins 
were in common circulation in India even before 1835 and 
formed the principal 'currency of various parts of the 
country. .. If hoarding" they wrote, "did not render a 
gold circulation an impossibility in the past, we look for 
no such result in the future. The hoarding habit, in 
shO'rt, -did not yresent such yractical difficulties as to justify 
a perma~ent r~Jusal to allow_ India to possess a gold 
currency." 

Besides, while bullion was an ac:1mitted international 
medium of exchange, there was, according to-the Com
mittee, no precedent for its permanent adoption for pur
poses of internal currency, nor did it accord with' either 
European or Indian usage that the standard metal should 
not pass from hand to . hand in the convenient form of 
current coin. 

(2) Mr. A. M. Lh.d.a,'. Scbeme (Tbe Gold Bscbange Standard). 

ITS CHIEF AIM :-Mr. A. M. Lindsay, Deputy 
Secretary of the Bank of Bengal, suggested a schemeof 
currency which would do away with a gold currency. 6is 
chief aim was to propose such a scheme that, when it was 
found necessary to prevent the rupee from rising above 
specie-point, the rupee currency could be expanded; and 
when it was found necessary to permit the rupee from 
Jalling below specie-point, the rupee -currency could be 

8* 
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contracted. In short, .the system was to be automatic in 
order to keep exchange steady.· 
. We have already seen that the Act of 1893 made provi

sion for preventing the rupee from 'rising above IS. 4d. 
by making it binding on the Government to give rupees 
in exchange for gold or gold sovereigns; hut that no pro
vision was made to prevent exchange from falling below 
specie-point. MI'. Lindsay's aim was to f'emove this de
ficiency by compelling the Government of India to give 
sterling (and not gold) in exchange fM rupees. 

The essentials of, the Scheme:-(I) A. loan not ·exceeding 
,£ IO,oo6,ooo was to. be raised in London and the amount 
was to be kept as a gold standard ,eserue in' ~n office 
called the London Gold Standard Office. 

(2) The Government of India would sell to applicants in 
India sterling drafts on London for not less than ,£1,000 
at the rate of IS. 3id., per rupee, and these were to be 
paid from the reserve located in London. 

(3) On the other hand, the London office would sell to ap
plicants in London rupee drafts on the Indian offices for 
not less than Rs. 15,ooo~t the rate of IS. 4-hd. per 
rupee, and these were to be paid in rupees at Calcutta 
and Bombay. '. . 

(4) If an excess of rupees accumulated as the result of selling 
drafts (i. e. if the reserve'in London were depleted) the 
excess would be sold as' bullion and the proceeds to be 
credited to the reserve in London; if, however, the.stock 
of rupees were insufficient in India, silver would be pur
chased out of the London reserve and sent to India to be 
coined in rupees. 

Thus, if at a particular time contraction of currency 
was found to be necessary to keep exchange steady, ster
ling drafts would' be sold in India for rupeeS, and rupee 
currency would be consequently withdrawn from circula
tion ; if, onthe contrary, expansion of currency was neces
sary rupee drafts would be sold in London which would 
be paid for in rupees in India, so that rupee circulation 
would be increased. ' 
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It may be noted that rupees were to continue to form 
the circulating medium in India, gold not being admitted 
to legal tender. 

THE FOWLER COMMITTEE REJECTED 
THE SCHEME :-The Fowler Committee rejected 
this scheme more or less on the same ground as 
Mr. Probyn's bullion scheme. "It is evident," they 
wrote, "that the arguJIlents which tell against the 
permanent adoption of Mr. Probyn's bullion scheme 
and in favour of a gold cUrrency for India, tell 
more strongly against Mr. Lindsay's ingenious scheme 
for what has been termed "an exchange standard." The 
Committee were impressed by~- the -eVidence of Lord 
Rothschild and others that any system with.out a 'Visible 
{old cu're,!q~oul~o~on with. d·istrust. In 
face of this expression of opinion they concluded :-

(I) that the adoption of Mr, Lindsay's scheme would 
Wf.~ t~Uf.lL'l!?!'1..cg.pi.tg.H~ upon which her econo
mic future so greatly depended ; 

(2) that, if any system were to be permanent, it would 
base India:s gol<,f standard for all time IJ!!..J~J~'JP.._!!,jJli!ms 
!!1 gold (or "rather command over gold) in London, with a 
liability to payout gold in London, in exchange for rupees 
received in India; to an indefinite extent~ 

This was the main reason which made the Government 
of India I reject the scheme and the Committee found full 
justification for their decision. 

I Other arguments against the scheme were stated by. Sir James Westland, 
the Finance Member. who in a minute to the despatch of the Government of 
India wrote: (I) that a gold reserve intended to support the introduction and 
maintenance of a gold standard in any country ought to be kept in the 
country, if it is to produce its full effect in the way of establishing the c0n
fidence which is almost indispensable to the suc:ress of the measure. If the 
Indian gold reserve is located in London and the public believe that it may 
at any time vanish in supplying the requirements of trade or of the Secretary 
of. State. con6denCl8 will hardly be established; (3) that the scheme ·did not 
provide lor sufficient control over the ezchange • 

• 



PART V-R~aeMetiou of 1M Cc-miMe. 

\Ve hue now to ~ the ~ of the 
Commi~~ 

tAl G.W..-, ....... 

T'heir ~ imporu.nl ~ 1nS thal the 
Bri:isla S~,:,~ shoWd ~ ~ a k-g&l ttn&r anJ a 

~. ,rurTent rom in IAdia.. ~ ~ tlul.. at the s.ame 
"'I '; rime. the I nJi.an-M ints shoWJ ~ thro..-n C'{'m to the .. 
.... J ,.c.stncJ4'J CMut~ (1/ ,N4 OIl terms anJ caaJitions such 

as ~\'tmN the three Austnlian Bnaches of the RCIpl 
)lint. The re:ult waulJ be th&t. under ~ ronJi
tions. the $O\~ ,.'OUlJ be ~ and W'C1clJ cim.U.u~ 
both in EnthnJ &nJ in In&a. 

Thus. the S~'l'«ticw .... u to be the sun.lard aU cl 
1nJia. ""l..oolcing fonrard as we 00 to the tffi'~~ t~ 
l41>lUl.4'af .. 1aJi. ('/ • c.:-U $14.b,~ • .J ntnntry 
bAstJ c. fl# ~.s ('/lb frn -ft..." .. • J ..:,., .. ti'J 
toU. we ~ these me&sures for ad..~." 

,a) c.._'l"&tf ........... 
But un&!- an dittti\'e go&.1 swWrd the ~ w-ou\J 

, b«'ClIDe a ',,,In (-Ma. gabsi-bry to the S1In~""Il. In 
, I principle the ~mce of tokcG «Mas ~ daI thry 
~ be litrakJ &telll rnJn. 

In the case of the rupees the ~ d«i.W tbu 
ronditions Ibm ~ in India did DOl W'UnDl the 
imposIOOn af a limit i. ~. they lIU'e to be left unllm~t-J 
Iq:-aI ten&:r. \\ 'hat .-as the I'"eUOQ aa ,bicla thty lwcJ 
their ~? ~ ~ that. if thtte lIU'e a hmil 
p:acN OIl the '.{lW iuv ('1/ ntf'«:S in cim.lWioa. il W'OWJ 
nuke the ~ ~1 c.nhan~ fir ~ at a 
6xN ~. &nJ ~ thtte ,GlU be DO ~ 
of ~g the ~ limitt-J ~~. The ~ 
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.. hich bad been gained since the closing of the Indian 
mints to the free coinage of silver supported the belief 
that this result could be attained. 

They quoted tWo principal instances of countries with 
a gold standard and rurrency, which admitted silver coins 
to • .Jimited legal tender. These countries were F ranee 
and the United States of America, which did it success
fully by keeping their mints closed to the free coinage of 
silver. The special diffirulty in the case of India was one 
of degree and not of principle. 

They, therefore, thought that keeping the Indian mints 
closed to the free coinage of silver was an adeqwe re
strictima. and that it made it unnecessary to put any limit 
on tllf! amount for which tokens were a tender. by law. 

: :~ )is being the case, they recommended that the 

\ 

Government of India should not -be bound by law to give 
gold i. euluJ.ge for rupees for internal purposes. The' 
reason was this : such an obligation would impose on the 
Government a liability to procure gold at a moment" 5 

notice to an amount which could not be foretold, and this 
would necessitate borrowing of gold at a heavy sacrifiee. 

(2) But they recommended that as the princiPal use of 
the gold reserve was that it should be freely ~l@le. 
for Jorng. r~tD..,e$ '1lIh~e excll~ .• ~kU belirm. 
st!..~J.. tlte Govenameat oj I tadia slwtdd make its 
gold aVailable Jor sue" (I purpose. 'lI1Ja.e. (I .ecessity (lrose j 
Jor its export. 

I (3) Besides, the Government should continue to give 
npees for gold, but fresh rupees should not be coined 
until the proportion of gold in the mrrency was found to 
exceed the requirements of the public. 

(4) Finally. in order to have sufficient gold for making 
it available to the public for export, they recommended 
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the formation of a gold reserve. They wrote, "We also 
;:ecOm"menCi that any profit on the coinage of rupees showd 
not be credited to the revenue or held as a portion of the 

I ordinary balance of the Government o(India, bU.t shoul.d 
be kept in gold as a special reserve entirely apart from 
the. Paper Currency Reserve and the ordinary Treasury, 
balances'~ . 

(C) Tbe SterliDg rate for tbe Rupee. 

I 
But what was to be the fixed relation which, under a 

gold standard for India, the rupee was to bear to the 
Sovereign? The Committee, excepting two of its mem
bers,· recommended that the ,ratio should be IS. 4d. 
per rupee on th~ Jollowing chief grounds :-

(i) that it was the rate the~ prevailing and th~t the 
contInuance of the-existing arrangements, under which no 
fresh rupees were coined except in exchange for gold at 
C;t fixed rate, must' tend more and more to establish the 
exchange at that rate; 

(ii) that in 1898-99 at, 16d. rate of exchange, as we 
have pointed ,otit, an enormous volume of export trade 
was achieved without any, monetary stringency and a 
sufficient amount ~or the gold reserve Wi;lS accumulated; 

(iii) that prices in India might he assumed to have 
adjustc:;d themselves to 16d: rate and that there was fl(j) 

sufficient reasonJor altering the existing relations of prices 
and the essential" conditions of contracts expressed in 
1 ndian currency. 

Thus, they concluded that experience gained since 
1893, and particularly that of the eighteen months before 
writing the report, appeared to them to justify the anti
cipation that'the IS. 4d. per rupee rate possessed elements , . 

1 Two out of the eleven members of the Committee, Messrs. Robert 
Campbell and John Muir, recommended the IS. 3d. per rupee 'rate. 
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of permanen~ stability and would be maintained in the 
future. 

Synopsis of the RecommendatioDS:-

The main recommendations of the Fowler Committee 
were the following :-

J~) that the British Sovereign should be made a legal 
. tender and a current coin in India and that Indian 
Mints should be thrown open to the unrestricted 
coinag~ of gold. Their real object was the· 
effective establishment in India of a gold standard 
and currency based on the principles of the free 
inflow and outflo'VJ of gold; 

)b) that Government should continue to give rupees 
for gold but fresh "upees should not be coined un-/ 
til the proportion of the .gold in the currency .was 
found to exceed the requirements of the public; J> that any profit on the coinage of rupees should 
not be credited to the revenue or held as a por
tion of the ordinary balance of the Government 
of India but should be kept in Gold as a special \ 
reseT'Ve entirely apart from the Paper Currency 
Reserve and ordinary Treasury balance; 

(4) that when the Government has accumulated a 
../ ,sufficient gold reserve and so long as gold is avail

able in its Treasury, it might discharge its obli
gations in India in gold instead of rupees; 

Je1 that the relation of the sovereign to the rupee 
. should be IS. 4d. per "upee; 

jf) that the rupee, al.th?ugh made a token coin, 
should be kept unl1.mzted legal tender. 
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The Tum#etll Cmtury 



CHAPTER IV. 

Pre-War Period (A}-1900-1907. 

Departures from Fowler's Becommendatioll8. (Drifting towards the 
Gold Exchange Standard.) 

THE ACT OF 1899 :-The recommendations of the 
Fowler Committee were accepted in their entirety by. the 
Indian authorities and the Indian Coinage Act No~ XXII 
of. 1899 made the sovereign and half-sovereign legal 
tender throughout ·India at Rs. IS to the'£, and thus gave 
effect to its first recommendation. ~ctive steps were also 
taken to give effect to the second recommendation of the 
Committee, 'Viz. the opening of a mint for the cornage.of 
gold in India. 

I t now remains to consider the history of events since 
1899· 

(A) IDEA OF A GOLD MINT lS DROPPED :
In the first place, a gold mint could not be instituted with
out the sanction of the Royal Mint, as the :Eng
lish Sov~reign was to be standard coin in India. . But 
far from giving the sanction, the British Treasury ob
jected 1 to the establishment of a gold mint in India on 
various grounds. They did not think that sufficient gold 
would be available in India-to enable the Mint to continue 
for a long time, nor did they think it advisable....tqJeu:he 
Indian Treasury bear the cosLof the mint. 
-n"Utaparrriom this technical difficulty, they questioned 

(the very necessity of a gold mint for. India.) Besides 
)vents after 1899, which we shall presently show, went 
against its establishment. 

(B) . THE RECOINAGE OF SILVER :~The 
I Wadia and Joshi: Money and 'M Money Market in India, page 199. 
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scheme was, therefore, dropped after nearing completion 
in 1902. In spite of the fact that gold coins were now 
legal tender in.lndia, a curious situation arose. :The peo
i>~e cont~d t.!!._~~!!l2:~4...~P~~s. and . .i~!! __ ~.~~~!~ig!!! 
W.!l:!'!'~4.Jl!_ g~I!.:r!1-menL.n:easu.zies. Various causes 
conspired to bring this about. 

,L- There was, in the first place, the gen~~i!L.!!!9Jlet!..~ 
~~cy.· ~s no new rupees were coined after 1893, 
with the growth in business, the stringency was bound to 
be felt. 

Then there were the consequences of the l\ct of 1898. 1 

This act authorized the issue at the rate of Rs. 15 to the 
.'£ of notes in India against gold deposited in London and 
earmarked at the Bank of England as part of the 
Paper Currency Reserve. This addition~_!~l!e-Of 
currency against gold tendered in LO!l..don..g.d(l_~.d.JQ .the 
dramontlie 1'UPee~irueLOf..the Go~mm~pJ;.oUndia. 
In'view-orifJ~ drain, the Government of India made 
an active effort to induce the people of India to use sove
reigns as a medium of exchange. The currency offices 
were instructed to offer sovereigns to presenters of notes, 
and to give rupeeS to those ,who objected to receive sove
reigns; and, at the same time, the' Post Offices and other 
institutions were utilized ,:topress sov~e~gns on the public. 
But all was in vain. Many of the gold c;oins made their 
way back to the Treasury, and the Government found 
themselves unable to c~h currency notes in rupees at 
various centres. Both notes and sovereigns became~
ject to a discount in many places. 
Unf"OrtUnate1Y: famine conditions also led to a special 

demand for rupees and aggravated the general monetary 
stringency. Sir Edward Law, the Finance Minister, 

(J 

• Chamberlain Commission Report, para 34. 
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laid great emphasis on the effects of famine on the demand 
for rupee currency. In his minute of 6th September, 
1900, he wrote, "the great bulk of th~ pOpulation is 
purely agricultural. The agriculturist, in ordinary times, 
has little requirement for money in the shape of silver 
coin; he is himself the producer of a large proportion of 
the food he consumes, and his other wants which must 
be satisfied by purchase are trifling. In seasons of famine, 
however, the situation is changed. The food consumed 
by the suffering agriculturist" must be purchased and paid 
for with coin, and as credit dries up in times of distress 
all his other requirements must equally be paid for in 
cash. " Under these abnormal circumstances the Gov
ernmeni of India resumed the coinage of rupees early: in 
1900 on a considerable scale. I 

(C) THE USE OF SPECIAL RESERVE IS 
CHANGED. (The Gold Standard Reserve.) :-The 
third recommendation of the Committee was that the 
profits on the coinage of rupees should be set apart 
and kept in gold as a special reserve. TkeGold 
StandaTd Reserve. as it came to be called, was the 
outcome of this recommendation. The Government 
of India proposed the formation of a special reserve 
in September, 1900. . Sir Edward Law, the Finance 
Member, wrote a minute on 28th June, 1900, and the 

I That gold retumecI to Gowel_EiIt Treasuries under abttonttal conditions 
aad that gold c:urreacy would have beea effectively establjshed if time had 
beea allowed for aonna1 conditions to establish themselves, is proved from 
the eonfideat statements made by Sir C. Eo DawkiDs in his rmancia1 State
meat for 11JOCH)1. He stated, ". believe that the rate at which gold is 
takea is likely to increase slowly, and that gold will pass graduaUy into 
generaJ circulation in ....... seaports and large toWIIS. No upec:tatioa was ever 
formed, IlOl' is there an, reasoa to desire, that gold would penetrate into 
tbe interior, or that the large mass of transactions in the country would 
_ be conducted ezeept through the medium of silver and copper. Gold 
is behaYiDg yery much as we anticipated... , 

(Waclia and Joshi: IIIIfW/ l1li4 ".. line; MMIut itt InliIJ, page 2Of.) 
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principles he' laid down therein; decided' the future of the 
currency policy-the establishment of the Gold Standard 
ReserVe. He proposed that-

(I) a maximum limit should be put on the gold in the Paper 

)

currency Reserve, which was to be £7,000,000. Any 
. excess over this amount should be utilized for purchasing 
silver; 

(2)[a 'special gold reserve should be formed by the accumula
tion of entire profits on the coinage of rupees, apart from 
the Paper Currency Reserve and the balance of the Gov
ernment; 

(3) the' annual interest on the investment of the Paper Cur
rency Reserve should be credited to the special reserve., 

Their idea seems to have been to keep the reserve in 
gold locked up.in a special chest in India. 
. . (I) But the Secretary of State decided that the profits 

J should be remitted to London and invested in sterling 
\ securities. It was held that, since Lond.on was the place 
in which the reserve would have to be applied on the oc-
casion of the emergency against which it was created, 
London would be the best place in which to keep it. 

For the first few years from 1901 onwards, the profits 
on the coinage of rupees. were accordingly remitted to 
London for investment, the gold being taken out of the 
accumulation in the ;:I>aper Currency Res~rve in exchange 
for the rupee~ freshly ,coined. The interest earned on 
the securities was also added to this gold reserve. 

(2) In 1905 the sterling resources of the Governmentf 
of India in London were furth,er increased by the shipment 
to London of £5,000,000 out of the stocks in' tpe Paper 
Currency Reserve in India, to be held as a par't of that 
reserve in London. "The advantage claim~ of shipping 
these sovereigns and others in course of years to London 
and keeping them there was that they could be used there, 
as and when required, in p~rchasing silver, thus saving 
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three or four weeI{s' delay involved in shipping them from 
India at the moment when actually required." 1 . 

(3) In 1906 another innovation ·was made. The diffi
culty in meeting the demands.for rupees led to the forma
tion in India ofa special reserve besides the Paper Cur
rency Reserve. This reserve was to be in coined rupees 
and was to be formed from a part of the profits on the 
coinage of the rupees. Thus were formed two branches 
of the gold reserve, (a) in the form of rupees in India 
and (b) in the (Qrm of sterling securities..in London. ,The 
name of this reserve was thereupon changed to the ~i! 
Standard _R~servi£, which consisted of these two portions. 
- (4) In June, 1907, a Committee, known as theMack~ 
Committee, appointed J:>y the Secretary-of State to coil
srcrer-tEequestion of Indian Railway Finance, recom
mended that £1,000,000 out of the profits on the coinage 
in 1907 should be devoted to the provision of adding 
rolling stock and other improvements for Indian railways, 
as there was very urgent need of development in that 
direction. And in making this proposal they put before 
the Government the object of the Gold Standard Re
serve. 

In spite of this, the Mackay Committee justified their 
recommendation on the ground that even after drawing 
£1 million from the Gold Standard Reserve there would 
be sufficient gold left to meet the eventuality of a falling 
off in the demand for Council Bills. But the Secretary 
of State went beyond their recommendation and decided 
that for the future one half of any profits on the coinage 
of rupees should be used for capital expenditure on rail
ways until the Gold Standard Reserve reached 
£20,000,000. It was apparently contemplated that, 

I The Chamberlain Commission Repcirt,:para :ag. 

10 
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after that total had been reached. aU profits on ~he silver 
coinage should be diverted from the reserve. In spite 
of protest from the Government of India. he diverted 
£1.123.000. and adhered to his decision with regard to 
the future use of the profit on the coinage. But a serious 
crisis occurred in 1907~ which made him change his 
decision. 

The action of the Secretary of State shows that the 
definite object of the Gold Standard Reserve. that 0/ 
stabilizing tke gold 'Value 0/ the ,upee. and thereby suc
cessfully working out the gold exchange standard. (which 
we shall study later). was not as yet thought out clearly. 

(D) THE FUNCTION OF THE PAPER CUR
RENCY RESERVE IS DIVERTED :-When the 
coinage of rupees had to be resumed early in 1900. 
recow-se to the London silver market became neces
sary and silver was bought with· the gold held in 
the Paper Currency Reserve in London. A provi
sion authorizing the Government to use tke gold 
held i" 'he Paper Curreacy Reserue for the purchase of 
silver for coinage was included in the Act of 1898. which 
was continued for two years. But an Act of 1902 made 
the whole of these provisions permanent. although they 
were issued during times of emergency. Thus tl!e /UffC

tiD" 0/ tke Pap'er eunea,), Reserue. of supporting the 
convertibility of the notes. was ~erted to that 0/ blt;ri!!g 
~. 

(E) DIVERTING GOLD FROM INDIA :;-Mean
while. the practice of shipping to London gold accumulated 
in the Paper Currency Reserve in India wa!f'recognized to 
be needlessly expensive. The gold. it was seen, reached 
India in the first place at the cost of individuals. and then 
had to be shipped back to London by and at the cost ?f 
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the Government after the public had handed it oilio~tbe. 
Government in exchange for rupees. If the practice ~r 
receiving gold in London in exchange for rupees in India 
were extended, Indian revenue could be saved the ex
pense of shipping gold to London, and a large part of the 
cost of sending gold to India could be realized in the seIl
ing price of the Council Drafts. 

(I) Accordingly the practice introduced in 1898 of 
selling the Council Drafts for gold in London, and issuing 
notes against such gold in India, was extended, and since 
1904 the Secretary of State kept open a standing offer to 
sell Council Bills without limit (i. e. over and above his 
reqUirements) at the price of IS. 41d. which was the 
normal gold export point from London to India. 

(2) Moreover, the Secretary of State increased the 
sale of the Bills by selling them below the gold eiport 
point. ' 

What was the economic result of the sale of Council 
Bills without limit and below gold point? In normal 
times one of the methods of paying for India's favourable 
halance of trade was by the remittance of gold bullion 
and sovereigns to India. But by the limitless sale of the \ 
Council Bills, and their sale below gold export point, gold 
bullion and sovereigns were prevented from flowing to . -
I~. : 

Sl1MMA.BY 
Thus the divergence made fTom F owleT's Scheme were 

as follows :-
. (I) The scheme for a gold mint was dropped. 

(2) The recoinage of rupees was indulged in during this 
period. • 

• "The effects of hea.". coinage are cumulative.' The Indian authorities 
do not seem to have understood this. They framed their policy as though 
• community c:onsumed currency with the same steady appetite with which 

10" 
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- . (3) The location and ·useof the Reserve formed from 
the profits on the coinage of rupees ~ere diverted: 

(a) The Gold Standard Reserve was invested in 
securities iIi London. 

(b) The silver branch of the Gold Standard Reserve 
was formed. 

(c) A part of the Gold Standard Reserve ~as divert
ed to the Railway capital expenditure. 

(4) Council Bills were sold without limit, and at times, 
at something below gold point against the currency 
reserve, thus preventing gold from flowing to India. 

(5) The gold of the Paper Currency Reserve was used 
to buy silver for coinage. 

Period (B}-1907·1914. 

PART I-The Crisis of 1907·1908 
(and the completion of the Gold Exchange Standard). 

GOLD STANDARD RESERVE MAINTAINS 
EXCHANGE :~In 1907-8 various adverse circum
stances led to a crisis in exchange in India i and for the 
first time since the rupee was fixed at IS. 4d., the Gold 
Standard Reserve and the other sterling resources of the 
Government of India were utilized~".ih:maintaining the 
exchange value of the rupee. Thus was completed the 
mechanism for the successful working of the Gold Ex
change Standard. 

CAUSES OF THE FALL IN EXCHANGE :
During the year various causes brought about a fall in the 
exchange value of the rupee :-

some communities consume beer. II (Keyne's India" CllfferICY and Firl4r1Ce). 
This points to the fact that there was over.issue of coined rupees during this 
period. 



77 

The summer monsoon of 1907 had partially failed and 
our exportable commodities diminished as a consequence. 

To this was added a serious financial crisis in America, 
which resulted in a general monetary stringency allover 
the world, and the Bank of England was actually com
pelled to raise its rate of discount considerably. 

Both these causes resulted in a heavy fall in the demand 
"for the Council Bills and for some months none could be 
sold. The Indian exchange began to fall steadily until it 
reached the lowest point: IS. 3Ud. (on 25th November). 

WHAT SHOULD HAVE BEEN THE RE
MEDY? :-What should have been the best remedy 
for strengthening a falling exchange? The Govern
ment of India should ha'Ve gi'Ven gold freely for 
export to those who had to meet their liabilities in 
England. Those who needed gold would have paid 
for "it in rupees i. e. rupeesW'ould have been with
drawn from circulation and gold would have come out 
of the reserves, and as a consequence, the exchange 
value of the rupee would have risen. Even the Fowler 
Committee had laid great stress on the giving away of 
gold freely for export in the case of a weak exchange. • 

THE STEfS TAKEN BY GOVERNMENT OF 
INDIA :-But the steps taken by the Government in the 
begiruing were different. 

(a) The Government of India were asked by the Ex
change Banks to sell telegraphic transfers on London at 
Rs. IS to the £, but after consulting the Secretary of 
State they refused to do so. 

(b) Then the Government of India refused to give gold 
from the. Paper Currency Reserve for export in larger 
quantities than "£10,000 to anyone individual in one.day. 

(c) The British Postal orders.for £10,000 and other 
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large sums began to be bought as a means of obtaining 
remittance to London. 

(d) But the situation did not improve, and businessmen 
and banks. continued to clamour for gold for export. 
Ultimately (it was not till 3rd pecember, 1907), the 
Secretary of, State was induced by the Government of 
India to Permit them to give gold for export, although 
they continued to give 'gold for internal purposes. And 
the Secretary of State, being unable to selr Council Bills, 
released gold from the Paper Currency Reserve in 
London against the transfer of an equivalent amount of 
rupees from the Treasury balances to the Paper Currency 
Reserve in India. These actions, therefore, improved 
exchange a little. . 

( e) Although the normally busy season went on, rates 
remained weak: and the situation did not improve, and 
it was decided on the 4th March, 1908, to make weekly 
sales in India of a certain maximum quantity of stet'ling 
bills on London at the fixed rate of IS. 3 29/32 d., and 
,on the 26th March, 1908, such bills were first sold. 
Meanwhile, the Secretary of State had taken steps to 
realize some of the securities bclonging' to the Gold 
Standard Reserve in order. to have money' ready to meet 
the bills sold in India. These Bills continued to be sold 
freely in India until (on lIth September, 1908) the ex
change appeared to have been, sufficiently strengthened 
owing to· a good monsoon, and the Government of India 
discontinued them. . 

In all, .£8,058,000 were withdrawn durin~ this period 
from the Gold Standard Reserve to meet these Reserve 
Bills, and in India, by the sale of these Bills, more than 
Rs. 12 crores were withdrawn from circulation, in order 
to strengthen the exchange. 
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The total gold resources used in India and London 
together during this one year of crisis amounted to nearly 
£18,000,000. 

THE LESSONS 0IbTHE CRISIS :-The expe
rience of the crisis taught various lessons, which had an 
important bearing on the future of Indian Currency. 

The first serious lesson learnt was that the ::tuthorities 
had failed to recognize the wisdom of the recommenda
tion of the Fowler Committee which was that the princi- ' 
pal use of a gold reserve is that it should be freely avail- J 
able for foreign remittances whenever the exchange falls 
below sPecie-point. 

The second lesson learnt was ~t the Government 
should formulate. in advance. the policy it intended to 
lOllow during a crisis. and give ample publicity to it. "It 
is almost as important that the general public should have 
confidence in ,the determination of the Goverrurient 
eHectively to use their resources to maintain the rupee 
at IS. 4d., as it is that the Government should have the 
necessary resources for so doing." 1 

Besides. the crisis revealed the nature of the Indian 
Currency; system. which waS more like the system ad
vocated by Mr. A. M. Lindsay in 1898 and which was 
rejected by the Fowler Committee. The machinery em
ployed to establish ~e exchange value of the rupee based 
the system on what is gener:ally }mown as the Gold Ex-
eMflge Stan.da,.d. ' ' 

• The rupee was establish~d by this mechanism. but 
the result was not obtaifled without cOflside~cible cost, I 

I Chamberlaia Committee's Report, para 52. 
I Howard: lruIUa.ttl ,he GDUI. SlDnlDrl, pages 35-36-

"1.0. Londoa the sovereigns ia the CWTency chest were reduced from 
;/;7 aulhoas to ;/; •• millions; Reserve securities to the Yalue of ;/;8,.00,497 
were put on the market, and aD iaterest on iaYestment was paid away as 
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and the struggle imposed a severe drain on the gold .re
sources oj India. 

PART II-Currency Policy, 1909.1913~ 
Gold Currene, or Gold Excha.Dge Standard for India? 

We just saw above that the gold reserves of the Gov
ernment of India suffered severely in the attempt to raise 
the exchange value of the rupee. This, therefore, 
aroused strorig public criticism, and the Government of 
India found it necessary to revise the currency policy' and 
entered into long correspondence with the Secretary of 
State over it. 

POLICY PROPOSED BY GOVERNMENT OF 
INDIA (A Gold currency) :-The Government oflndia, 
on their part, wrote strongly in favour of the following :-

(a) In the first place, in their despatch of 1st April 
1909, they pleaded for a h-rger Gold Standard ReS£rl)e 
to meet greater emergencies than that of 1907-8. They 
considered that the minimum amount in the Gold Stand
ard Reserve should be £25 millions, apart from the gold 
in the Paper Currency Reserve and Treasuries and that, 
therefore, the profits on the coinage of rupees should not 
be diverted to the capital. expenditure on railways until 
this limit was reached. 

(b) They also proposed that a substantial bulk of the 
Gold Standard Reserve should be kept 'in a liquid /o!.m, 
instead of being invested in'securities, because, during 
a crisis, the latter could not be readily realized and gold 
made available, or reali.zed.without consider;1ble loss. 

(c) The Government also urged the importance of 
JW.ding a large amount oLEpltLi:n.J.nJta., and proposed 
it accrued. In India the entire stock of gold was exhausted. In October 
1907 when the trouble began, the currency chests, treasuries and mints held 
.£41 millions of sovereigns. On March 31St, 1908, the stock had fallen to 
.£ 100,000 and. all further issues had been stopped." 
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that at least' two-thirds of the total gold (£13,ooo,oool 
held in the Paper Currency Reserve, should be kept in 
India; and that until this limit were reached, the Secre
tary of State should not. add to the gold in the Paper 
Currency Reserve in London. In support of this, in their 
despatch of 30~h September, 1909, they wrote:
"Though gold was still far from having obtained that 
popularity which the interests of exchange render desir-' 
able, there 'Were indications oj a greatly extended use 
of the s07Jereign in commercial transactions. It was 
estimated, for instance, by our Controller-General that it' 
might shortly be possible to finance in gold no less than 
20 per cent. of the up-country cotton trade of Bombay. 
This promising development has naturally received a se
vere check as a result of recent events. We, therefore, 
judge it to be eminently desirable to increase the local 
gold holding in our Paper Currency. Reserve. We could. 
face I!-notH.er exchange crisis with Jar greater equanimity 
could 'We be assured both oj an actwe circulation oj S07Je
"eigns in the country and oj a strong resef'7Je in our cur
rency chest. The former will enable ~he ready export of 
superfluous currency, which the strength of our own re
serve would enable ~ at once to ~ssist this process, and, 
by free uses of gold, to bring .about that restoration of 
public confidence which is of vital importance in the early 
stages of a panic." 

(d) As an outcome of the resolution moved in 1912 by 
,the late Sir Vithaldas Thackersey in th~ Imperial Legis
lative Council, the Government of India tn their despatch 
o.f 16th May, 1912, asked the Secretary of State's sanc
tion for the ~e_J1t.~s at the Bombay' Mint. I 

C 
lSi! Vithaldas Thackersey moved a resOlution in the Imperial Legislative 

ouncd to the effect that the Indian Mints might be thrown open to the 

11' 



THE SECRETARY OF STATE CHAMPIONS 
THE GOLD EXCHANGE STANDARD:-We 
have now to see how far these recommendations received· 
the approval of the Secretary of State.· 

(A) As regards the amount of gold to be kept in the 
Gold Standard Reserve, the Secretary of State agreed, 
after great persuasion, that £25 millions should be the 
standard before the profits on coinage could be diverted. 

(B) But he did ,.ot agree to the proposal to keep' a 
substantial part of the Gold Standard Reserve in a liquid 
form, except for the amoun~ £1 million, which he decided 
to let out in short loans or to put into bank deposits. Of 
the balance he would hold a considerable portion in high 
class securities with a near date of redemption, and the 
remainder in Consols or other approved stock. 

(C) As regards the strengthening of the gold in the 
paper Currency Reserve and its location, the Secretary 
of State decided that it was more advantageous to 'lOld 
it u. LondOft than in India. In support of this decision 
he stated that if the rate of exchange fell so low that it 
led to the suspension of the sale of Council Bills in Lon
don, gold in circulation ita India 'lOoulJ bit oj littllt or w" 
use Jor supp~rt;"g excMwge. at any rate, immediately, 
since it would probably not be exported. and would ob
viously not be available towards defraying the Home 
Charges. On the other hand, he showed the advantages 
of holding gold in London and wrote :-

"Gold held in England is available for supporting ex-" 
change not only when the rate falls to gold export point 
(when it can be used for meeting bills on 'London sold in 
India), but also at the earlier stage when the rate has 
free coinage of gold, and he sugges«'CI the coinage of a tE'1H"U~ gold coin. 
On. "the. Go~mment assuring him that the Sec:fttal")' of StatE' would be 
approached with a request to that etlect, the ftsolutioD .... as .... ithdru .. D by him. 
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fallen only to the point at which the suspension of Council 
Bills is desirable (when it can be used towards defraying 
the Home Charges). The stock is not liable to be de
pleted by any cause corresponding to the disappearance 
into hoards of gold in India. When the demand for 
remittances is strong, gold in England is available for any 
purchase of silver that may become necessary." 

~e, therefore, was unwilling to commit himself to a 
postponement of any increase of the stock of· gold in 
England. 

(D) With regard to the proposal for .the minting of 
gold coins in India, the Secretary of State suggested the 
coinage in Bombay of a ~en-rupee gold coin to avoid 
various difficulties that had arisen with His Majesty's 
Treasury. But the minting was postponed until the deci
sion on it was given by the Chamberlain Commission, 
which had already been appointed. 

CONCLUSIONS :-Two conclusions follow from 
these discussions on the currency policy : 

(I) that, although the Government of India pleaded for a 
gold standard with a gold currency for India, the SeCf'e
tary of State decided in fa'Vour of the Gold Exchange 
Standard; 

(2) that it was left for a Royal Commission to give its bless
ings to the Gold Exchange Standard by giving it perma
nency, and the Chamberlain Commission mas appointed. 

PART III ...... Findings of the Chamberlain Commission 
(1913-14). 

(The Gold Exchange Standard was most suited to India.) 

The strong feeling in India with regard to the new 
currency policy evolved after 1899, and the difference 
of opinion between the Government of India and the 
Secretary of State on the same, meant that time was ripe 
for the establishment of a Royal Commission. A Com-

u-
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mlsslon was appointed in i\pril, IgU, with the Rig,ht 
Hon. Mr. Austen Chamberlain as the Chairman, and it 
reported in February, 1914. Of the ten members of the 
Commission, one member of great practical monetary 
experience in India, Sir James.Begbie, wrote a dissenting 
minute entirely disassociating himself from the conclu
sions; and recommendations of the majority. 

THE TERMS OF REFERENCE :-They were 
asked to enquire into the following :-

The location and the management of the general balances 
of the Government of India; the sale in London of Council 
Bills and transfers; the measures taken by the Indian Gov
ernment and the Secretary of State for India in Council to 
maintain the exchange value of the rupee in pursuance of 
or supplementary to the recommendations of the Indian 
Currency Committee of 18gB, more particularly with regard 
to the location, disposition, and employment of the Gold 
Standard and Paper Currency Reserves; and whether the 
existing practice in these matters was conducive to the inter
ests of India; also to report as to the suitability of the finan
cial organisation and procedure of the India Office; and to 
make recommendations . 

. Of these we shall deal with only those that are ob
viously currency matters, leaving· aside financial matters. 

SECTION I-Arguments in support of the Gold 
Exchange Standard. 

( 1) In the first place, the Commission gave a summary 
of Indian Currency History from 1893 (which is not 

\ 

necessary to reproduce), and decided in favour of the 
continuance of the. Gold Exchange Standard. 

According to them, f£!E£- ot Circumsta~s compelled 
the Government to evolve a new system, which was con-
trary; to the one sanctioned by the Fowler Committee. 
The system actually in operation (the Gold Exchange 
Standard), they stated, had never been deliberately 
adopted as a consistent whole, nor did the authorities 
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themselves appear always to have had a clear idea of 'the 
final object to be attained. To a great extent this sy'stem 
'was the result oj a series oj exp'eriments. But to state 
this was by no means to condemn th~ action or the system 
actually in force. 

Then there is the admission. that the authorities were 
subject to mistaken ideas which were quickly rectified in 
practice. B~t the steps taken to restore and maintain 
exchange proved adequate. Thus, they stated, "it is' 
easy to see after the event (crisis of 1907-8) that in this 
or that point a mistake was made, but, regard being had 
to the difficulties and the novelty of the circumstances, 
the final sucoess achie'Ved by the Indian authorities; both 
in India and in this country. must be recognised as a proof 
of the soundness oj the currency scheme itselJ and ~f the 
measures ultimately taken for meeting the crisis." 

In short, their argument was that the crisis of 1907-8 
and subsequent experiences had proved that it would be 
possible to maintain th~ purchasing power of the Rupee 
outside India at Rs. 15 to the sovereign without the aid 
oJ 'a gold currency circulating- within India. 

SIR JAMES BEGBIE'S REJOINDER :-The 
Majority had pressed the PQint that ~he public preferred 
and demanded rupees, and the demand had to be met. 
ThiS', in fact, had been the fundamental difficulty which led 
to the evolution of the new system of currency. But, Sir 
James Begbie pointed out that no doubt that was a reason 
which carried considerable weight in the early years of 
the period during which the policy had been developed, 
but "it had now lost its Jorce". The public had absorbed/ 
during the last 12 years, approximately, equal amounts of 
rupees and sovereigns, but the demand for sovereigns had 
rapidly increased during the last four years. These gold 
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requirements showed an important change in the currency 
needs of the people, and indicated a preference for ~ 
over rupees. 
-r2)l1iesecond argument stated in ,support of the Gold 
Exchange Standard was that the Indian ~ystem so far 
evolved,. had close affinities with other currency systems 
in some' of the great European and A.siatic countries, 
e. g. Russia, Holland, Austria-Hungary or Japan. In 
these countries, as in India, they stated, C( gold actually 

.. --'----~--

i1' ci".£.",:~!f.!!~.~...i?Ls.eco~~~!lJ~e~!!f!!1£e. and the internal 
meruum of exchange, whether it be a silver coin or a 
paper note, depends for its value in exchange not on its 
own intrinsic worth, but on the maintenance in reserve of 
gold or resources readily convertible into gold, and in the 
case of Russia and Japan, at any rate, large portions of 
the gold resources are held not at home, but in London, 
Paris, and other monetary centres, just as India's Gold 
Standard Reserve is held in London." 

SIR JAMES BEGBIE'S REJOINDER :-"But 
such analogies," wrote Sir James Begbie, "are unsafe as 
a guide to Indian policy, because the fIlnditions are not 
~nti£qJ. (a) In none of those other countries is there the 
same private absorption of gold that there is in India; 
(b) Whatever experience elsewhere may be, the recent 
demands for gold in India show a loss of confidienceon 
the part of the public in the tOken rupee. "and that is a 
situation that should not be ignored. The need for con
fidence to secure th~ eXchange value of the rupee is re
cognized, but not the need of confidence in the currency' 
in other ,respects. It is no longer possible to say that the 
token rupee is preferred by the Indian public and satisfies 
their currency requirements in face of the fact that they 
have latterly: exhibited so strong a desire for gold as the 
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statistics indicate. At least there is nbt now such general 
confidence in the Rupee as would, in my opinion, alone 
warrant further large extensions of the token currency." 

(3) Another argument given by the Majority was that 
it was 4esirable to educate people in the use of mOTe eco
nomicaZ fOTms of C""TTency than gold. 

SIR JAMES BEGBIE'S REJOINDER :-"That 
is", wrote Sir James Begbie, "a desirable object. The in
creased circulation of notes may be pointed to as an ad
vance towards the use of more economical forms of cur
rency ; but it i,s due, not solely to a desire to economise in 
currency, but partly at least to increased facilities for" the 
employment of notes. This demand for gold coin, accom
panied as it has been by· increased demands for gold bul
lion, dominates the whole curtency system. F 01' a countTy 
'Which takes gold in gTeat quantities an extensive token 
cUTTency is most unsuitable. It has the usual effect" of dTiv
ing gold out of circulation. It has the st1.ll gTeateT dis
advantage that it keeps the gold out of useful employ
ment. People who value gold so highly as to stoTe and 
hold it to the extent witnessed in India aTe ",ot likely to 
invest 01' make otheT profitable use of it. so long as they 
have to take the risk of being Tepaid in token coins when 
they f'ealise theiT investments. The token currency not 
only prevents the holders of gold from utilising it to some 
advantage, but the country as a whole loses the benefit 
that should accrue to it from the possession of great 
wealth-What is needed is not education in the use of 
economical currency so much as education in the use of 
stoTed up gold. The first step, however, is to convince 
the people that if they use their gold they will get it back 
when they want it, and that 'cannot be done while there is 
this extensive and expanding token currency. A currency 
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in which gold was a more prominent feature and to which 
token coins were less freely added would be more practi
cal as an educative force. " 

SECTION II-Reasons advanced against Gold in 
Circulation. 

Having defended the existence and the' working of the 
Gold Exchange Standard, the Majority in their report, 
gave careful consideration to various arguments put for
ward by witnesses in favour of gold in circulation. Since 
some of the arguments recur even to-day, it would be 
profit~ble to deal with them at length. 

(a) The ~ost weighty argument 'which several wit
nesses put forward was that gold in circulation was cal
culated in the long run to s'trengthen exchange. The 
Majority aPalrsed this argument carefully as follows : 

In the first place, some witnesses seemed to imply that, 
if gold were to be used in'; India to the same extent as in, 
say, the United Kingaom or Germany, the exchange 
problem would be largely simplified. 

In the opinion of the Majority, this was a mistaken 
be~ief. Because in· these countries the stability of ex
ch~ge depended 'on the central reserves of the banks of 
these countries' with' their influence' on'" bther banks and 
the money market and their. bank policy, and not on gold 
in the pockets of thep~ople. 

1£, however, the advocates of gold currency desired 
that gold in circulation should be used to a, 'Very great 
extent as, for example, in Egypt, then the Majority con-

. sidered that gold would be performing the fUr.ction of 
strengthening exchange successfully. F6'r in Egypt a 
large percentage of the· value of the total transactions was 
.carried out in gold, instead of a very small percentage as 
in the United Kingdom or India; so that, in case of a 
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contraction of business a nearly proportionate amount of 
gold would be released for export. But in order to attain 
to this position in India, it -would be necessary to reduce 
the note issue to a comparat,ively insignificant position, 
and to withdraw from circulation, at large expense, a con
siderable part of the rupees: 

If, however, the advocates desired that gold should 
increase gradually without detriment to the notes and 
rupees in circulation, the Majority declared that gold must 
continue to occupy, for many years to come, a subsidiary 
position in the currency, and exchange would not benefit 
materially from a circulation of gold on a moderate scale, 
as was proved by the crisis of 1907-8. 

f But the question would- arise as to the, source from 
which the gold was to' come. If the gold took the place 
of new rupees, which it would be necessary to mint, the 
effect -would be to diminish the strength of the Gold 
Standard Reserve by the amount of. the profit which 
would have been made from the new coinage. This 
would bring to an end its natural growth. Besides, if 
gold were to replace notes and rupees in circulation, the 
consequence would be a rapid depletion of the Paper 
Currency: Reserve which serves as_ a substantial aid to the 
Gold Standard Reserve. Thus, the weakening of both the 
reserves might gravely weaken the GoverD!Jlent's posi
tion at a time of exchange difficulty, because •• sovereign 
jor sovereign,_ gold in circulation is less effective than gold 

I in reserve/or supporting exchange." 
SIR JAMES BEGBIE'S REJOINDER :--"That" 

of course, is true, II wrote. Sir James Begbie, "but it_ is 
\ ~uallyr true that- gold in circulation is -a better protection 
vo, exchange than token coins. Gold in circulation can' 
never endanger exchange stability o. It cannot be -too 

IS 
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strongly emph.asised 114.11 J,.",gtf "tS i .. "tt I.,ll .. fMff'tMC), 

tllo.ht u,I." ...... !tn\ot .. l1bl~ tmdt ('l'Mdifi(lM$ trtt',.il. In 
the WQl'\is of the R~port (of the Majority) 'it is tM ,I 
surplus tok.-ens and not the ~d which ,,·ill s~k An outl~t : 
at times of w~ak e>,·change.' " ~ 

(b) Various witnesses objectM to the roil\a~ of frE'~h 
rupees because of the dal\~r to exchange of Q \~I')' tu1!."t' 
eirculation of tokens. nut the majority statt"d that in 
many respects ~(lIJ U'tlS d far 'M()rt j,)rmitl •• blt ti~\ •• ' ,(, ,It, Mol, iss .. , than to rupees. "since h)f' man)' (,urpl..)."es 
a coin of so high n value as the so\'~~ign cannot possibly, 
w..-e the place of ru~. The~ is ~me e\-idence that 
the popularity of sove~i~-ns did hind~ the u~e of Ml('S 

in certain parts of India. \Vhilst aperienl..'e has sho\\ n 
that a pubHc ('rE'Ierence for got,t. or al~matd)' for n~\ 
i~ largely a matter of habit and custom. To h~\bitu;\te 
A people. therefore. to the use of so\~isns is alml..)."t 
certain in the long run t() ttUliJdte df'.u.s' I.t tiS, tl/.h,t€S 
tvI.iclt is Mot d dtsimblt gMt Notes is a more desirab~ 
form of currency than gold coins. " 

SIR JAMES BEGnlE'S REJOINDER :-Dut Sir 
James Degbie "TOte. "notes will usually be prderrt'd h.' 

coin. ,,·hether ~ld or silver. £Or sucb rull"lSes as hotnk 
CASh reserves and lor dt-e«ing remittantts, If the use ... l 
n~ lor other purposes is el\Jan~rN b)' a ~rrot.\tion of 
gol\.t ooi1\s, because people pre.kr the latttr. it has to be re
membered that the notes may be atl«tN. br the SN,,-ing 
demlU\ds for ~lJ. IE the public WAAt ~'O'J they will ~ 
it ,,-hether they hold notes N' ~s. ~nJ "'h('n they 
prefer gold they are not lil-ely to be' ~ti~ "'ith 
notes, payment of ,,·hich can be J(,1N.n~ ool}' in 
rupees ••• 

(c) Cemin witnesses a~'YUeJ that ~d cu~y ,,'U a 
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necessary step towards what may be regarded'as the ideal 
currency. viz., paper backed by gold in reserve. 

On this argument the Majority stated that history gave 
no support to the view that a paper currency could only 
be reached after a gold currency had" been in circulation. 
"A paper currency. if readily encashable. is the most 

, economica:I medium of circulation. and at the same time 
\ provides a readily available reserve of gold for foreign 
'\ remittances ... 

(d) It was also said by many witnesses that until India 
had a gold currency in active circulation, India would 
continue to possess an artificial and ~qJtt!~d- current;y. 
it being implied that a managed system is a bad syst_em. 
The ideal with which this "man~ged system" was con
trasted was the, system of the United Kingdom where 
there was free coinage and the standard coin could be ob
tained by anyone who took gold to the mint for coinage. 

The Majority saw no value in this contrast. According 
to them there did not appear to be any essential difference 
between the power to import sovereigns at will and die 
power to have gold coined into sovereigns in India. "In 
the fact that the rupee is a token which passes at a value 
,bove its intrinsic value and is at the same time unlimited 
legal tender. the Indian currency system may be' called 
managed, particularly because it is not practicable even 
to consider the limitation of the amount for which the 
rupee is legal tender. But because it is to this' extent 

I a managed system. it is not correct to say that it is a bad 
system." 

(e) Besides. the Majority also regarded gold in circula
tion as wasteful. because of the wasteful habit 0/ hoaTding t 
prevailing in India. • 'The hoarding habit is sanctioned 
by the experience of centuries in India and by, religious 

U· 
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and racial laws and customs, and until the habit of bank
ing takes the place of the hoarding habit as a means of 
securing and increasing savings, it would be wasteful to 
have. gold in circulation." 

SIR JAMES BEGBIE'S REJOINDER :-"The 
hoarding habit in India is indeed a difficult problem. 
I ts recent development in increased demand for gold, 
and the possibility of its further expansion make it 
a question of the highest importance. " But,. s~id 
Sir James Begbi~, "that is to a large extent the 
outcome of the policy which, has brought. into exist-
ence token currency. Up to the closing of the mints 
in 1893 to the free coinage of' silver, the public had 
been accuStomed for generations to fuU-value coins for 
their currency requirements' and they are not now pre
pared to hold their profits and savings in the form of over,: 
valued rupees. Hence their preference for gold, both 
coin and bullion. The habit is, therefore, not inevitable 
and is capable of being improved. The statistics show, 
on the one hand, that great progress has been made in 
attracting the cash reserves of the people into profitable 
investments,. but on the other, they show a retrograde 
movement in favoutof.hoardingdue to the natural desire 
for solid security' which is not to be had in investments 
which are made in toke~ currency. It is surely not to the 
interest· of. India; to ha~e its r~pidly accumulating wealth 
diverted into, idle hoards by the. token currency policy.. , , 

Besides, if the gold .held in hoards in India, was to be 
attracted into useful employment, "it can be 'done only 
by providing security that when it is inve~ted the invest
ment will continue to represent gold, and be convertible 
into gold, by means of a gold currency policy in which 
the public:will have confidence~" 
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(J) The Majority also concluded that "India neither, 
demands nor requires gold 'coins for currency. II Btlt this 
statement called for correction. The fact that India im
ported, apart from gold bullion, over £60~ooo,ooo in 
sovereigns in the tw~lve preceding years (i. e.' almost as 
much as the value of the new F0inage of rupees in the 
same period), clearly proved that India did demand and 
require gold coins. "The fact is that India now demands 
gold monetary tools as insistently as she us~d to demand 
silver tools; and the reasons are obvious.:....-a growing dis
trust in the token rupee, and a grovrutg appreciation ·of 
the superior attractions of the sover~ign as currency.'. 1 

SECTION III-Gold Mint for India was unnecessary. 

Various witnesses also advocated the institution of a 
gold mint for India. 

Some witnesses recommended a gold mint on the 
ground that it would lacilitate a flow of gold to I t!d~. 
But the Majority considered that this argument had lost its 
weight because gold did flow freely to Jndia without this 
stimulus, and they doubted if more could have been at
tracted by mere facilities for coinage. 

Others recommended it on the ground that the- mere 
fact of gold being coined in .India ,!!!!,uld win public c0?!1 
~ in the stability of the exchange value of the rupee. 

But the Majority stated that this consideration had its 
force in 1899 and 1900, but the experience of 1907-8, 
the growth of the Gold Standard Reserve, and the whole 
trend of policy and opinion since 1898, showed how de
terminately and successfully the Government maintained 
exchange. 

I Indian Finance and Currency (A Note on the report of the Cbamberlain 
Commission) by Sir M. de P. Webb. Para 400 ' 
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The idea of a gold mint was also pressed on the ground 
that it would increase the amount oj gold in circulation. 

The Majority considered that, even if it was thought 
in itself desirable, the mere existence of a mint for the 
coinage of gold could not add to the amount of gold 
available for currency purposes. Nor was it possible that 
it would encourage gold to come out of the hoards in 
unfavourable seasons. Indeed, in times of famine and 
distress, gold did come out of the hoards, but the existence 
of a gold mint was not likely to increase it. I t would 
come out even in exchange for notes or rupees in difficult 
times. 

If, therefore, the Government of India were to rehew 
the notification, withdrawn in 1906, of their f'eadiness 
to f'eceive refined gold at the Bombay Mint in exchange 
Jor notes or rupees, it would remove the only practical 
grievance which could be alleged against the present sys
tem in this respect and would render unnecessary the 
opening oj a gold mint. 

But the Majority stated that "if Indian sentiment ge
nuinely demands it, and the Government of India are 
prepared to incur the expense, there is, in our opinion, 
no objection on principle either from the Indian or the 
Imperial stand-point, provided always that the coin to 
be minted is the sovereign (or the half-sovereign) ; and 
it is p"e-eminently a question in which Indian sentiment 
should p"evail." 

Summarr of Conclusions and Recommend&tions. 
() 

1. The Gold Exchange Standard was suited to India 
because: 

(a) the establishment of the exchange value oj the-
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rupee on a stable "basis had been of. the first 
impOrtance to India; 

(b) the measures adopted for the maintenance of 
the rupee (although necessarily and rightly sup
plementary to, than in all respects directly in 
pursuance of the recommendations of the 
Fowler Committee) worked weU in the crisis of 
1907-8, the only occasion on which they were 
severely tested ; 

(c) the most generally suitable media of internal 
circulation in India were rupees and notes, but 
the use of notes should be encouraged. The 
essential point was that the internal currellcy 
should be supported for exchange purposes by a 
thoroughly adequate reserve of gold and ster-
ling. "" 

J I. The Gold Standard Reserve should be streng
thened: 

(i) There should be no limit fixed to its amount, 
and profits on coinage should be credited ex
clusively to it. 

(ii) A much larger portion of it should be in actual 
gold which should be raised to £15,000,000 and 
thereafter one-half 0/ the total reserve should 
be in actual gold. 

(iii) The rupee branch held in India should be abo
lished, the rupee being handed over to the Paper 
Currency Reserve in exchange for gold. 

(iv) The proper place of the Gold Standard Reserve 
was London. 

I II. The Government should undertake to sell bills 
in India on London at the rate of IS. 32.9/32.d.; 
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per rupee whenever called upon to do so (in case 
of a fall in exchange). 

I V. The Paper Currency system should be made more 
elastic. I 

V. It would not be to India's advantg,ge to encourage 
an increased use oj gold, and Gold Currency was 
not necessarj for I itdia because : 

(a) the gold standard had been firmly secured with
~ut a gold currency, as the history of the last IS 
years had proved. it ; 

(b) gold in circulation was wasteful j 

(c) gold incit:culation was of little or no use in sup
port of exchange; 

(d) India should be encouraged to develop econo
mical habits in matters of currency; 

(e) India neither demanded nor required gold coins 
as currency. 

VI. A gold mint was neither required nor was con
sidered necessa·ry for India, but if Indian senti
ment genuinely demanded it, and the Govern
ment of India were prepared to incur the ex
p~nseJ there was no objection t~ it, provided that 
the coin minted was the sovereign (or the half
sovereign). It was, pr~-eminently, a question in 
which Indian sentiment should prevail. 

If, however, the decision was against the open
ing of a gold mint, the notification of the Govern
ment's rea{liness to receive refined gold in ex
change jor rrupees or notes at the Bombay mints 
should be renewed. 

I This is considered in Book Ill. 



CHAPTER V. 

The War Period. 

I 
PeriOd I. 

Firat shock., the war up to and ., 1916. 

I 
Dislocation of trada and business 

I 
PerlJd II. 

From and of 1916 to 1919. I . 
Abnormal rise In tha rata of 

axchange and Ita consequances 

FATE OF THE RECOMMENDATIONS OF 
THE CHAMBERLAIN COMMISSION:-The re
commendations of the Chamberlain Commission were 
receiving the attention of the authorities but in the mean
time the War broke out. The Government was, there-' 
fore, not able to show its approval of all of them and it' 
was left to the War Period to prove their worth. But 
action was taken on the following recommendations soon 
after the War broke out :- • 

(a) the abolition of the silver branch of the Gold Stand:.. 
ard Reserve; 

(b) the steps to be taken in case of a fall in exchange; 
(c) the giving of facilities for the encashm,ent of notes.· 
THE. ·WAR PERIODS:-The history of Indian. 

currency during the War may weU be divided into two 
parts :-

Period I. The first period ends with the completion of 
I the year:2.!§. During this period there was general 
dislocation of trade and business, as a result of the first 
shock of the War, with its attendant effects. 

Period II. The second periOd begins with 1917 and 
ends in 1919. This is the period of revival during wh1cht 

IS 
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owing to various causes, the rate of exchange soared very 
hl~. " 

PERIOD I-From First Shock of the War up to the end 
of 1916 (Dislocatio?l of trade and 'business) 

T,HE EFFECTS OF PANIC :-The outbreak of 
War immediately caused, in India as elsewhere, a panic 
which led to a general dislocation of trade and business 
of whlch the principal symptoms were:" 

)

(a) the weakening of exchange; 
(b) withdrawal of savings bank deposits; 
(c) a demand for th. e encashment of hotes; 

. (d) a run on Indian gold stocks. 
, THE: MEASURES TAKEN :-(a) The weakening J. 

of exchange was met by the proved expedient of. offering I 
drafts in India on London, and between 6th August. 
1914, and 28th January, 1915. Reverse Council Bills 
were sold to the extent of [.8,707,000 (the Chamberlain 
Commission' had strongly approved of this measure and 
recommended it for future emergencies). 

(b) The net withdrawal of savings bank deposits in 
the first two months of the War amounted to Rs. 6 crores 
(out of a total of Rs. 241 crores on 31st July, 1914) and 
there were subsequent withdrawals up "to 2 crores in spite 
of some recovery. The net' withdrawals for 1915-16 
amounted to nearly Rs. 8 crores. But, continuous pay
ment restored confidence and the tide turned in 1915-16. 
and since that date deposits ,continued to, increase with 
the result that the figure at the end of 1918-19 was 
Rs. 18t crores. There was also' a run 09. the banks, but 
this proved of short duration. 

(c) Some lack of confidence in the Indian note,issue 
manifested itself at the outbreak of the war and resulted 
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{
in II net f'~tu", oj CUTTency notes to the extent of Rs~ 10 
('rores, and there was consequently a substantial fall in 
the silver held in the Paper Currency Reserve. Thus, 

Paper Currell~ Beserve. 

Date 

31St July 19 14 
3 1St December ]914 

Amount in rupees 

33-94 Crores 
29-87 Crores 

But from the spring of 1915 there was a steady increase 
of note circulation. 

{ 
(d) There arose at the end of July, 1914, a k~en de

mand for gold in exchange for notes and between the 1st 
and 4th August, 1914, the Government of India, lost 
about £1,800,000 of gold. , When precautions to dis
courage the withdrawal of gold proved unavailing, it be
came necessary on 5th August, 1914, to suspend the issue 
oj gold to private pef'sons. 

The disquieting symptoms, however, lasted only for 
a short time. With the return of public confidence, as
sisted by the readiness of the Government of India to 
meet all demands, the currency mechanism began to work 
smoothly. ,," 

PART II-From the end of 1916 to 1919_ Abnormal 
rise in the rate of exchange and its consequences_ 

It was not until the end of 1916 that acute complica
tions arose in the sphere of Indian currency and ex
change. These complications were so great and varied, 
and existed at such a critical time, that rarely has another 
country passed through such a period of strain in its cUr
rency history. I t is, therefore, of great importance to 

IS-
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trace in details the causes which led to various' difficulties 
in currehcy matters and the measures taken to overcome 
them. 

SECTION l-=-Causes of the rise in the rate of exchange. 
(a) FAVOURABLE BALANCE OF TRAPE:

It' was well known that the ability of the Government of 
j n~ia to remit to Lond9n th~ funds required for the 
payment of the Home' Charges, and also. the successful 
working of the Indian currency system, depended on the 
existence of a substantial balance of trade in India's 
favour. Even before the War began, India had enjoyed 
a series of remarkably prosperous years, and during \Var 
years that prosperity' was continued, although it was 
slightly lesser thaJi in the pre-war years. 

Average of S years 

1909-10 to 1913-14 

1914-15 to 1918-19 

Net exports of merchandise on 
private account 

.£ 52,237,200 

.£ 50,3 87,700 

But, if we take into consideration the three years 1916-
17, 1917~18 and 1918-19, when the Indian currency 
difficulties were most acute, we find that the average 
balance of trade in favour of India was decidedly greater 
than that of the three years preceding the war, as the 
following Table shows : 

Average of 3 years 

J9II-J2 ~o 191J-14 

J9l6-17to 191,8-19 

I 
I 

Net export of merchandise on 
private account . 

( , 

.£ 53,429,200 

.£ 59,601,100 
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This was due to the fact that supplies of food-stuffs and) 
raw-materials were required for the use of the Allied 
Powers and the prices they realized were abnormally 
high. . 

There was also a. co~tio"!:... in imports concurrently 
with an increase in exports, because the productive power 
of the United Kingdom and her Allies was more and more 
completely absorbed in war industries. It was only the 
rise in prices that maintained th·e value of import trade. 
Imports from the enemy-countries ceased entirely. 

The large balance 9f trade indebtedness in india's 
favour resulted in the strengthening of' exchange and 
the heavy demand on the Government for currenfY. 

(b) EXCEPTIONAL DISBURSEMENTS :
Other special causes were at wotrk to intensify this de
mand. India formed the base of important military 
operations in Mesopotamia, Persia and. East AfriCa. 
The Government of India was called upon to provide 
funds for the payment of British and Indian troops 
engaged and for the expenses incidental to a modern 
campaign, and for civil expenditure in occupied 
territory. In five years this expenditure totalled 
£240,000,000. In addition to the above, arrangements 
were made for financing of purchase in India o~ behalf 
of certain dominions and colonies and for provision of 
rupee credits, amounting to 20 crores in 1917-18 and 
1918-19 for American importers of Indian produce. 

(c) HEAVY DECLINE IN IMPORTS OF PRE
claus METALS :-These exceptional disbursements 
created a heavy additional demand for Indian currency: 
The precious metals play an iinportant part in the adjust
ment of India's favourable trade balance. but during the 
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war years there was a heavy decline in the imports of gold 
and silver. 

Total Imports of Precious Metals into India during 

5 years preceding the war •.. £ 120,242,000 

5 years of the war •.. 

Several factors contributed to the remarkable decline in 
the import of preCious metals during the latter period~ 

The first, and by _far· the most important, factor was 
the difficulty of obtaining gold. The free market in 
London, on which lndia had been able to draw !n the past, 
disappeared on the outbreak of the war. Restrictions on 
the export of gold were imposed by belligerent Govern
ments desirous of maintaining their stocks of the metal for 
war purposes, and India was accordingly only able to 
obtain very limited quantities. 

The dearth of gold created a strong demand for silver 
of which there was a great shortage of supply. The 
world's production ~f silver from 19 I 4 onwards exhibited 
a marked decline from the production of the preceding 
years. Approximately three-quarters of the world's pro
duction of silver was mined in North America and Mexico; 
and the key to the shortage was to be found in Mexico 
due to political disturbances in that country. 

I 
The decline in the imports of precious metals threw 

the burden of liquidating the favourable trade balance on 
the Government of India. tl 

(d) ABSORPTION OF RUPEES :-That there was 
heavy absorption of rupees during the war is shown very; 
clearly by Mr. Findlay Shirras. The following table re-
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presents die statistics given by him in his book Indian 
Finance and Banking:-

Rupee CincludiDg halt-rupee) Absorption. 
(I. laic,.. 01 rtIfJ-.) 

Annual average I Amount 

1909-10 to 1913-14-

1914-15 to 1918-19 

Here we have an increase 0/ nearly ~!lJier cent. above 
the pre-war average. 'Such a large absorption is 
wasteful.' 

(e) RISE IN PRICE OF SILVER :-At the same 
time, the ~nd /01 s~er 'Was unusually keen, 
particularly for comage. I he coinage of the British Em
pire alone absorbed nearly 108 million ounces during 
1915-18, as against 30.5 million ounces between 1910-13. 
And there were similar increases m other countries, 
specially in China. Before 1917 China was a seller of 
silver, but since that year she became an intensive de
mander ofthat metal. 

·We have seen that war conditions interfered with the 
normal flow of precious metals into India. The burden, 
therefore, of liquidating her favourable balance of trade 
was focussed on the Government of India and took the 
form of additional demands fOT cUTTency.. The efforts 
made to meet these demands are indicated in the following 
figures :-

During period 

April 1904 to March 1 907 • 

Aprill 916to March 1919. 

.. 

Amount bought by Government 
of India in 1I""J"rJ _eel 

180,000,000 

500,000,000 
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Ihus~ these large purchases by the Government of 
India. the decrease in the supplies ·of silver and the in
creased demand from other quarters, led to a rise in the 
pTice of silveT. 

Year 

1915 
19 I 6 (December) •.• 
1917 (August) .•.• 
1917 (September) ... 

Period of control by U.S.A. 
and British Governments. 
September 1917 to May 
1919. 

May 1919, (removal of 
control) •.• • .• 

17t h December 1919 

Price of silver per rtandard DUllte 

in London Market 

d. 

271 
37 

above 43 
55 

Between 47! 
and 50 

From the above figures we conclude that the rise in 
price was continuous. except during th~ period when the 
Governments of the United States. of· America and of 
Great Britain instituted control over the trade in silver 
and over its price. In August. 1917. the price exceeded 
43d. It is impoTtant to 1'emembeT that this figu1'e, 43d., 
marks the point at which the exchange value oj the 'rupee 
at IS. 4d.was equivalent to its intrinsic value; so that any 
1'ise in price to 43d. and above it necessitateA the 1'aising 
of the exchange value of the 1'upee (as we shall see). 
Since May. 1919. the rapid rise in price of silver was due 
to the exceptional demands from China. 
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(f) INFLUENCE OF THE DOLLAR~STER
LING EXCHANGE :-There was another factor 
which tended to raise the price of silver in the 
London Market. As America had been the prin
cipal source of the world's silver supply, the chi~f 
payments for that metal had to be made ultimately in that 
country. Therefore, it had to take account of the London
New York Exyhange. and any rise or fall in that ex
change woukfbe reflected in the price of silver. Any fall 
in the sterling exchange would. result in paying more 
sterling for a given quantity of silver than before. 
I Thus, if the exchange value of the rupee is 2S., the 

Secretary of State can buy silver for coinage of rupees 
without loss at '634.,:,.yer standard ounce. If now 'the 
London-New York Exchange fell, say 10 per cent., the 
sterling price of silver would rise to 'over 6gd.,· a!! the 
direct result of the fall in exchange. Under these circum· 
stances, if silver, had to be bought for Indian coinage, 
the exchange value of the rupee would have to be raised 
to. nearly 25. 2id. 

CONCLUSIONS :-Hence, as the price of silver rose 
steadily, the exchange 'Value of the rupee had to be raised 
accordingly; otherwise, the intrinsic 'Value of the rupee 
'would be gr(!later than its exchange 'Value, ,and as a conse
quence. the rupee would disappear from circulation, or 
would be melted down or exported. 

Besides this, the heavy purchas.es of sil'Ver (due to the 
,. heavy and continuous requirements for silver coin) and 

the rising prices at which they had to be made, rendered 
the Pre-War currency and exchange system impracti
cable. 

l' 
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SECTION II-Measures taken by the GovemmenL 

Various measures were taken by the Government to 
meet the difficulties stated above. 

(a) CONTROL OF EXCHANGE:-The machin
ery for regulating exchange had to be changed by force 
of circumstances. 

The Secretary of State had to put a limit to tlae sale 

101 tlae COtjflcil. Drafts m LOftm Oft ltldia, because as the 
demand for them was abnorinal and the Paper Currency 
Reserve had already fallen, their sales on an abnormal 
scale would endanger the convertibility of the note issue. 
But this limitation of the amount of Council Drafts at a 
time when the demand for remittance to India was ex
ceptionally strong,led to a divergef&Ce between the market 
rate of exchange and the rate at which the drafts were 
sold. 

1\.nd it was essential that the expOrts required for war 
purposes should not be impeded. It was, therefore, 
found necessary to introduce certain measures of control. 
The sale of drafts was confined to banks and firms on the 
•• Approved List", which included the chief exchange 
banks and a few large purchasers of drafts. i\nd these 
in turn were required to do business on prescribed terms 
with third parties, and concentrate their, resources to 
financing the export of commodities needed by the Allies 
for the \Var. 

Thus, the Pre-\V ar system of free and unlimited re
mittance had to be suspended. But after the conclusion 
of the Armistice these restrictions were removed, and with 
the revival of a free market for gold, the old conditions 
were restored. 

(b) RAISING THE RATE OF EXCHANGE :
As we saw before, the rise in price of silver to 43d. per 
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standard ounce and above it, necessitated the raising of 
the rate of exchange. The following table shows the 
!.UCCeSSive steps of raising the exchange. 

Jrd January 191 7 

28th August 1917 

nth April19J8 

IJth Mar 1919 

nth August 1919 

15th September 1919 

unci November 1919 

11th December 1919 

'Ilu: minimlDD rate COl" immediate 
telegraphic transfers 

.. •• 
I 41 
I 5 
I 6 

1 8 

I 10 

2 0 

2 2 

2 4 

(e) PURCHASE OF SILVER :-These modifica
tions in the system would not have been effectual in meet
ing the situation unless special measures had also been 
taken to iaaease the sapply oj cKrrewcy. 

The Secretary of State had to purchase silver to meet 
the enormous demand for rupees, and to reduce compe
tition in buying silver, which would otherwise have raised 
its price still further, the import of silver into India on 
private account was prohibited in September, 1917. He 
bought nearly 32 crores of standard ounces of silver in 
five years. 

But the world's demand was still very heavy and other 
sources of supply had to be tapped. The Government 
of the United States of America was approached with a 

u· 
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request to release a portion of. the silver dollars held in 
their reserve. The request met with a ready response, 
and in April, 1918, ,the United States. Congress passed 
the Pittman Act, which authorized the sale to other Gov
ernments of silver not exceeding 3S crores of dollars from 
the dollar reserve. Of this amount the Government of 
India acquired 20 crores of fine ounces, and this enabled 
them to tide over a very serious currency crisis. 

(d) PROTECTION OF SILvER CURRENCY:
\I. Attempts were also made to protect the currency against 
tdepletion by export or melting. Accordingly, from 29th 

June, 1917, the use of silver or gold coin for other than 
currency purposes was. declared illegal; and, from 3rd 
September, 1917, the 'export of silver coin or bullion 
from India was prohibited except under license. 
J (e) ECONOMY OF SILVER :-The use of silver 
was also economized by the issue of Rs. 21 and Re. I 
notes ,and by the introduction of new ,two-anna, four
anna an~ eight-anna nickel coins. 

( (f) THE USE OF GOLD :-Efforts were also made 
\to increase the stock of gold, and with this object an ordi
nance was issued on 29th June, 1917, requiring all gold 
imported into India'to be sold to the Government. And 
the goldmohur, a Is-rupee coin of the s,ame weight al!d 
fineness as the sovereign, was minted a~ the Bombay Mint 
as an emergency coin to supplemept the stock of sove
reigns available for issue during the crisis of 1918. 

Gold was. also sold to the extent of £4,000,000, and 
~overeignsand gold mQhurs ~o the amount of £1 I ;000,000 
were issued for the financin'g of certain crops. 

I(g) INCREASE IN NOTE CIRCULATION :
dne of the most prominent features of the currency policy 
of .the Government before the outbreak of the War was 
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the encouragement of the use of notes· by giving ample 
facilities for their encashment. This policy was continued 
as long as the supply of rupees was adequate. But, as we 
have seen, the absorption of rupees was abnormally high 
during the war and the silver balances had fallen very low. 
The unfavourable war news iIi March .and April 1918 
caused a run on the Bombay currency office and in other 
places. Inconvertibility appeared to be inevitable when 
the delivery of Pittman silver saved the situation. F aci1i
ties for the encashment of notes at district treasuries were 
withdrawn, and restrictions were placed on the transport 
of specie within the country. The result was a large substi
tution of notes for rupees in circulation, as shown in the 
following table: 

Date 

31st :March 1914 ••• 

30th March 1919 ••• 
30th November 1919 

Gross Note circulation in lakha 
of rupees 

66,12 

153046 

179,67 

Thus, the gross circulation of noteS increased nearly 
threefold. But, at the same time, the difficulty of ob
taining sufficient quantities of precious metals for coinage, 
and as a backing for the issue of additional notes, neces
sitated the increase in the invested ponion of the Paper 
Cunene] Reserve which was raised from Rs. 14 crores 
to Rs. 120 crores by various ordinances. During certain 
periods there was in many parts of India a considerable 
discount on notes as high as 19 per cent., because as the 
rupee was comparatively scarce, it was preferred to notes. 
But, in the year 1919 the discount tended to disappear, 
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when it was seen that the notes were freely accepted in 
payment of Government dues. 

(h) FINANCIAL MEASURES :-Various financial 
measures were also taken which affected the currency 
situation indirectly. Apart from measures taken to in
crease revenue and curtail expenditure, various Wa,. 
Loa.ns were floated which yielded Rs. 130 crores, and 
&hort-term T'leasu'ry Bills were issued which brought in 
nearly Rs. 65 crores. These measures materially assisted 
towards meeting the heavy demand for remittance to 
India. 

Such were the developments in the Indian exchange. 
and currency system since 19 I 4. 
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The history, of Indian currency and exchange, after 
the War and coming down to the end of 1926, can, for 
the sake of clearness, be studied into four periods, as 
given in the above chart. Each period is so selected that 
it marks out the influence of an outstanding feature. 

PERIOD I-The year 1919. 

SECTION A.-Rise in the price' of silver continued. 

In the last chapter we have already drawn out the 
important facts in the Indiancurrency history during 1919. 
YV e need only summarize them here. 

The important features were the following:-
(I) The Balance of Trade was still highly in favour of 

India in spite of the war being over, because although 
l'he huge demand for Indian commodities for war purposes 
was considerably reduced, a new demand arose in Europe 
and America for manufacturing peace-time . goods. It 
-became increasingly difficult to liquidate this favourable 
balance. 
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(2) We also saw how the price of silver steadily rose, \ 
till it reached 7Sd. per standard ounce on 17th December, 
19 19, and brought with it extraordinary difficulties in the 
currency system, the chief being endangering the con
vertibility of the note issue which was only averted by the 
Pittman silver. 

(3) The influence of the Dollar-Sterling Exchange was 
also made clear. As sterling fell in terms of the dollar, 1 
the price of gold rose to the same extent, and the rate of 
e;xchange fluctuated. 

SECTION B.-Report of the Babiogtoo-Smith 
~mittee. -All the difficulties consequent on the unprecedented 

rise in the price of silver, and specially the one of secur
ing the convertibility of note issue, led to the appointment 
of a committee to consider the best means of overcoming 
them. Accordingly, in May, 1919, the Babington-Smith 
Committee was appoint;d. the Committee consisted of 
eleven members of which Mr. 'Dadiba, M. Dalal, the only 
Indian member, wrote a minority report, because he did 
not concur with the views of his colleagues on vital cur
rency principl~. 

TERMS OF REFERENCE :....:....The report was 
submitted in December, 1919. The terms of reference 
were as follows :-

I. ITO examine the effect of the war on the Indian exchange 
, and currency system and practice, and upon the position 

of the note issue, and to consider if any modifications 
were necessary. 

II. And to make recommendations on them and generally as f 
to the policy that should be pursued with a view to meet
ing the requirements of trade. to maintaining a satis

,factory monetary circulation, and • to ensuring a stable 
. Gold Excllange Standard.' 
I 
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Thus, the .last phrase of the reference 'to ensuring a· 
stable Gold Exchange" Standard,' precluded the Com-\ 
mittee Jrom considering or recommending any other I 

. standard Jor Indian currency. 
CONCLUSIONS DRAWN FROM WAR HIS

TORY:-The conclusions which the Committee drew 
from the history of the Indian currency system during the 
war were the following :-

(I) The system built up since 1893 worked well, and 
was beneficial to India. It had supplied suitable media 
for internal circulation, provided means for the settle- 1r 

ment of the balance of trade,. secured stability between 3 
the rupee and sterling, ahd prevented the fall in the value: l 
of the rupee below IS. 4d. . 

\ 

(2) f' But the system was not prooJ against a great rise 
in the value oj silver. In framing it this contingency had 
not been taken into account." Consequently. when the 
unexpected happened, it threw the currency system into 
extreme difficulties and dangers. . 

THE INHERENT ,WEAKNESS OF THE 
SYSTEM :-Particular sttess is to be laid on this fact. 
I t was the inherent weakness of the system evolved after 
1893 that, while it made provision against a fall in the 
value of the rupee below IS. 4d., it made no provision 
against a rise in the value oj the rupee above IS. 4d. 
consequent on a rise in the price oj silver. The f'upee 
melting-point, in short, was not considered. 

RecommendatioDS of the MaJority. 

IMPORTANCE OF STABILITY OR EX
CHANGE :-Be£ore coming I to the stabilization of 
the rupee the Majority examined ill what respects 
exchange stability was important. "Our conclusion," 

IS 
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they wrote, "is that, for .the curr.ent operations 

t
or trade,. stabi/i,ty is an irnpor.tant facUityratker than 

\an essential condition. There are many instances,. in.., 
cluding that of India herself before the closing of mints, 
which. show that trade has flourished. and can flourish. 
with a fluctuating exchange. The conditions are some
what . more . speculative, but the difficulties which may 
,arise are not insuperable, and the banks are not slow to 
supply machinery which enables. the merchant to cover 

. his risks:' 
And.yet they observed that stability of the rupee w.as of 

great importance for. India, and that the rupee should 
be 'stabilized at as early: a date as possible. The reasons 
given were the following ;- _ 
,.;." (I) that stability is a necessary condition for the free 
investment of external capital in I ridia , as well, as for 
therprotection of capital already, invested; 
/(2) that a.stable exchange facilitates the free movement 
of funds to and from India., thus assisting· commercial 
fin;:ince and tending to a'9"ert temporary stringencies; 

I (3) that whatever the evils. and inconveniences of in
stability may be, they are increased if the movements are 
brought about not by· the automatic action of economic 
causes. but. by administrative. acts. The commercial com
munity are prepared to deal with fluctuations of exchange 
resulting. from economic causes; but they feel that ' 'if 
official action. int~enes to. interpret the play of natural 
forces and to give effect to them, an element of uncer
tainty is introduced which is beyond their reckoning." 
In short, an automatic syst~m, which did not depend upon 
officia~actjon, w~ greatly to be preferred '; . 
.... :(4), that a' stable .level of exchange gives the most 
healthy condition for production and trade. 
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The Majority'recommended that the rupee should "be 
fixed at'2S. gold. It is important to know the grounds on 
which they based their decision. 

(A) THE PRICE OF SILVER :-The most import- \ 
ant factor they considered was the price of silver. From 
the evidence which they collected they believed that the 
prjee of silve" 'Would ,.emain high fo" some yean, as the 
world's demand for silver was likely to continue on a 
large scale. Accordingly, they estimated that, keeping 
a safe margin, if the price of silver were 62.9d. (g~ld) per 
standard ounce (137.8 cents per fine ounce in America), . 
then the rupee's bullion price would be equal to IS. 

lI.36d. (gold) .. 1£ we add to this the cast of making the 
rupee, the total would be 2S. approximately. 

The Majority believed that, if the exchange value of 
the rupee were fixed at a figure not lower than this, there 
were reasons 'to believe that the rupee could be establish
ed as a token coin. 

01) Bffects of High Bzchlnge. 

The Majority also considered the more general econo
mic effects of a high exchange. 

(I) EFFECT ON THE LEVEL OF PRICES 
. IN INDIA:-They concluded that, but fo,. the high 

\ 

,.ate of exchange, the level of pYices in India 'Would 
have risen stiU jurlhe'f, and affected ,the population ad
versely. They admitted that the exceptional condi-
tions, under which trade was conducted during the 
war, made it impossible to measure precisely the 
extent to which the high exchange influenced rise 
in prices. There were, for instance, factors such as 
Government control over the movement and price~ of 

16* 
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food grains in India and restrictions on finance and freight, 
which also prevented prices rising. 

But they stated that, in accordance with the ac
cepted economic theory, Indian prices would, but for the 
rise in exchange, have been still further enhanced, This 
theory was explained as follows :-
v(i) Taking the case oj imported commodities, we would 

find that the sterling price at which the merchant could 
lay down goods in India would be determined by the cost 
of production, transport, and other charges. 1£ the ex
change value of the rupee rose, this sterling cost would 
be represented by a smaller number of rupees, and the 
goods could be sold at a lower rupee price . 
.Ali) Again, taking the case ~f exports such as wheat, 

(whose price outside India was determined by world-wide 
conditions of production and consumption), we would 
find that the sterling price, which could be obtained for a 
given quantity of it, would, if exchange rose, be repre
sented by a smaller number of rupees, and the price which 
the grower would receive must necessarily be lower than 
before. 

This would mean a heavy loss to the agriculturist. But 
the Majority considered that, as the world's shortage of 

\ food-stuffs and raw materials was liKely to continue for 

\ 
some time; the demand for Indian produce would be en
sured. Besides, the general rise of prices in countries 

I importing from India should enable the Indian producer 
to obtain a satisfactory rupee price for his produce in spite 
of the high exchange. 

But these considerations. ~ould not appl,y to products 
which are grown almost entirely for internal consumption, 
e. g., food grains, such as, jawar and bajra. Nor would 
they be applicable in the case of jute, which enjoys a 
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J>ractical monopoly. I t was not, therefore,. desirable to 
restore a low level of exchange, for it would tend to aug
ment prices generally and to aggraV3;te the danger of 
social and economic discontent. 

(2) EFFECT ON INDIAN TRADE :---A high 

} 
exchange stimulates imports and checks exports, but they 
stated that these effects were transitory, and that they 
were no longer operative when wages and other elements 
of cost had adjusted themselves to the new level of ex-
change. 

\ 
Besides, Indian trade was prosperous and was likely 

o maintain this prosperity for some years. The world 
shortage of raw materials and food-stuffs was likely to 
ensure a continued demand for Indian produce during the 
period necessary for complete adjustment, and this was 
likely to give him a satisfactory rupee price, because of 
the rise in general prices in countries importing from 
India. 

Moreover, high exchange would bring to the producer 
various advantages. It would tend to keep down the cost 
of imported stores and machinery as measured in rupees ; 
and if it would exercise a check on the rise of prices, it 
would reduce the cost of living in India and consequendy 
put a check on the rise of wages. 

Thus, they concluded that Indian trade was not likely 
r to suffer any permanent injury from the fixing of exchange 

at a high level. _ 
But the Majority gave o,.e ,qualification to this state

ment. It 'Was that prices should f'emain at a high level 
lor a considerable time, and that any return to lower level 

, would be gradual. But if. on the contrary, a rapid fall 
in world prices were to take place, the cost of production 
in India would fail to adjust itself, with equal rapidity, to 
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the lower· level of prices, ]ndianexports· would suffer. 
and the rate of exchange could not be maintained . 

. (3) EFFECT . ON INDIAN INDUSTRIAL 
DEVELOPMENT ;-A high rate of exchange WOuldl 
temporatily' stimulate competitive imports into India, 
especially from countries where tl:tecost of produc
tion was low. But even during the period which 
may elapse before the adjustment of prices and other 
conditions to the ~ew level was complete, they con
sidered that India was not likely to be adversely affected 
because the cost of production in the exporting countries 
of Europe and America had greatly increased. More
over, a high exchange would ~nd to bring to India the ad
vantage of a low cost for wages and raw-materials and for 
imported articles that enter into cost. Therefore, the 
development of Indian industry would not be seriously 
hampered by a high rate of exchange. 

(4) EFFECT ON HOME CHARGES :-They 
also pointed out an incidental advantage in fixing the ex
change at a high level. At IS. 4d. exchange to remit 
'£25,000,000 a year. the rupee cost would be 371 crores ; 
but, if the same were to be remitted at 25. exchange, the 
,rupee cost would be 25 crores, i: e. a saving of Rs. I2! 
crores. . 

On the other hand. there would be a loss involved in 
the revaluation in rupees of the sterling investment and 
the gold with the Secretary of State. This toss would 
amount to 38.4 crores. 

But, if the whole of th~ amount saved in respect ~f 
remitting the Home Charges were utilised Eor the purpose 
of meeting this loss, it could be recouped in 3 years. And 
thereafter it would enable the Indian; Treasury to do with
out additional taxation of Rs. I2! crores every year. 
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II. Tbi Rapee .boold 'II.' lioked to .Gold od Bot to Sterlin,. 

The second main recommendation of theMajority was 
with regard to the manner' in which the 'exchange should 
be fixed. Should it be linked to sterling (its pre-warre
lation) or to gold? They .lfecommended that the rupee 
should be finked to gold and not to sterling. 

THE REASONS GIVEN :-(1) Before the war the 
cortvertibilityof sterling (paper) into gold in England was 
complete .. Gold coins were in circulation and sterling and 
Bank Notes could be 'exchanged without difficulty with 
gold. It was, therefore, unnecessary, in considering the 
problems of Indian exchange, to make any distinction 
between the two. But since the Wat the situation had 
been different. The gold coin was no longer in 'Circulation 
and had appreciated in terms of sterling. The sovereign 
(gold) was at a premium of 28 per cen'l;.and £1 sterling 
(paper) was at a discount of 22 per cent. on 17th Decem':' 
ber, 1919. Under these circumstances, and specially 
because sterling was depreciating, it would be unwise to, 
fix the rupee in relation to sterling . Until.sterling:became 
again equivalent to gold, the rupee-sterling exchange 

\:zvould fluctuate, in the same. manner as ihedollar~sterling 
'exchqnge, and far from makmg the rupee stable, * would 
make it fluctuating. 

\ (2) 1£ the rupee were linked to sterling, the exchange 
/ value of the ,rupee to be fixed in sterling would have to 
i b.e a higher ·one than in ~old~ because sterling had depre-

. clated very much. This 'nught not be regarded as an 
immediate disadvantage. But in the future, if sterling 
were to recover its value and become again equivalent to 
gold, the sterling value for the rupee .might be iound to 
be high (sin~ the value 'Would have increased in relation 
to gold). :And if it were to be reduced, the reduction 
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would be too hea'Vy and would 'be injurious to commerce 
and trade. .If, on the other hand, the value were fixed in 
relation to' gold, it could be fixed safely at a lower 
figure. 

r {3J If the. rel~tion of. rupee to sterling were fixed, while 
sterhng vaned lD relation to' gold, the rupee would vary 
with gold. But if the rupee and the sovereign were both 
to-1"emain unlimited legal tender in India; as it was thought 
essentipJ, it was necessary that their relation should be 
fixed, because two coins cannot remain in circulation as 
unlimited legal tender 'and at the same time stand in a vari
able relation to one another. 
" (4) The Majority also considered it very desirable to 

( permit the free' export and import of gold bullion and coin 
and to issue gold coin in India for an equal weight of 
gold bullion subject to an appropriate coinage charge. 
,This could be facilitated by linking the rupee to gold. 

S11Dllll8.l'7 of Recommendations. 

We now summarize the main conclusions and recom
mendations of the Majority. 

(II It was desirable to ,estore stability to the rupee 
V and to re-establish the automatic, working 0/ the 

Indian currency system (The Gold Exchange 
Standard). o The exchange value of the rupee should be fixed 
in'terms of gold rather than in sterling. ' 

all(3) The stable relation to be established between 
the rupee and gold should be at the rate 0/ Rs. 10 

to one so'Vereign/,or, in other words, at the rate 
of one rupee, for I I. 300 I 6 grains of fine gold, 
both for foreign exchange and for internal circu'"
lation. 
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~J.4} The obligation of the Governmerit to glve rupees 
for sovereigns should. be· withdrawn. . , 

is) The import and export of gold to and from India 
~' . should be free from Government control. 

(6) The prohibition on' the import of 'silver should be 
~/ rem,oved, but that on the export of silver should 

be retained for the present with a view to protect
ing silver from depletion by export. 

Other recommendations were with regard to the consti
tUtion of the Gold Standard Reserve and the Paper Cur
rency Reserve and the sale of the Gpuncil Bills and Re~ 
verse Councils. 

\!,a) As regards the Gold Standard Reserve :___. 
(I) that no limit can yet be fixed to its amount: 
(2) that it should contain a considerflble proportion 

of gold; 
(3) that the remainder should be kept in securities 

issued by Governments within the British Em
pire (other than the' Government of India) and 
having a fixed date of maturity of not more than 
12 months; 

(4) that a proportion of gold, not exceeding one half, 
should be held in India. 

v (b) As regards Council Bills and Reverse Councils :---c 
(I) that Council Drafts, although sold for providing 

for Home Charges could also be sold by ~he 
Secretary of State in excess of his immediate re
quirements, when a trade demand for them 
exists, by competitive tender; 

(2) that during the periods of exchange weakness the 
Government of India should be authorized to an
nounce, without previous reference to the Secre~ 

16 



122 

tary of State, their readiness to sell weekly a 
stated amount of Reverse Councils. 

The recommendations with regard to the Paper Cur
rency Reserve will be dealt with in the Chapter on Indian 
Paper Currency. 

Conclusions of the Minority: 

(Mr. Dadiba Merwanji Dalal.) 
Mr. Dalal entirely dissociated himself from the recom

mendations of hi& colleagues. He, in his Minority report, 
,answered in details the various arguments of his col
leagues. We shall summarize here those of his views 
which have an important bearing on the future history of 
Indian currency. 

(a) SOVEREIGN - THE MONEY STAND
ARD :-He took the view that the legally established 
money standard was the Sovereign with rupees de-\ 
finitely related to the sovereign at the rate of 15:1. 
C C In contradistinction to this legally established stand
atd, ,. he stated, "the Gold Exchange Standard has 
no legal validity. It has not been clearly and ex
plicitly defined. The authorities who conduct it, exercise 
the widest discretion in its regulation, but hitherto 
have been carefUl to respect the legally. constituted ratio 
between the rupee and the sovereign. The policy pur
sued is one which has persistently ignored the essential 
safeguards of a gold standard, and particularly the safe
guard, of limiting th'eissue of token coins. The endlessl 

' issue oj token coins, much ill excess of what is needed for 
internal exchange purposes~ amounts to a form of taxa
tion on the money of the public. . It is this circumstance 
that is to a large extent responsible for the extraordinary 
demands for gold ~d sovereigns in India. Itvirtually 
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compels the' Indian people to seek full value for the tOker-
money, with which they have beenover.-supplied fo _ 
ordinary currency purposes,' and is thus largely respon 
sible for th,e ~arding: of gold of which so much is heard .... 
It has by mere executive action changed the legally es-( 
tablished gold standard into Gold Exchange Standard 
making the maintenance ~qtexchange the_ object to be at- - _ 
tained in place of -the 'provision of gold money with a . 
limited token money ... 

I Moreover, the system broke down at a time when India 
: enjoyed a large measure of prosperity. - . 
I (b) RISE IN PRICE OF SILVER WAS EN
TIRELY ARTIF1CIAL :-He was unable to faU 
in with the idea· that the rise in price of silver afforded 
solid grounds for raising the rate of exchange. .. I con~ 
tend that the price of silver has been artificially forced 
to its high leveL" The £easons given were the foUow
mg:-

1 (a) The rise in price of silver could have been prevented 
i by f'emoving the embargo on exports -of silver from Indio. 
L after the 'War -ended, and it was after the war that the 

great ri~e took place. India could easily have spared 
silver for export; such exports would have been profitable 
to her, and they would have prevented the great rise in 
price. The price 78d. per standard ounce was made pos
sible only by the prohibition of exports of silver from 
India and by the raising of the rate of exchange, which 
had the effect of lowering the rupee value -of all silver 
held there and making exports unprofitable. 

I 
It was because India was made a potential buyer instead 

of a seller that the silver markets were inflamed and the 
price was raised. -

(b) Coupled with this embargo on exports of silver 
I~ 
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from India was anothe.r fact. The Pittman Act Compelled I 
the Government of the United States to replace all the 
silver dollars which she had given to other countries, and 
until that was done, to go on buying American silver at 
I dollar per fine ounce. As this process of replacement 
was likely to continue for some years (as the silver dollars 
withdrawn under the Act represented between twice and 
three times the normal American production), the produc
tion of American silver was assured of a market. Under 
the circumstances any probability of fresh demands for 
silver from India and China was expected to r;Use the 
price of silver. Had India been allowed to sell silver'l 
its rise in price would have been prevented. In short, 
the high price of .silver was to be regarded as entirely 

• artificial. 
(c) THE -5TANDARD RATIO IS. 4d. A RUPEE 

SHQULD NOT BE ALTERED :-He was of opinion 
that there was no justification whatsoever for raising the 
ratio· because-

(a) the high world price of silver was wholly artificial 
and thoroughly inflated and could have been prevented 
by removing the embargo on the export of silver from 
India. 

Even if the embargo were not removed, there was no 
occasion to raise the ratio. India did not require addi-\ 
tional supplies of rupees. She could carry on for many 
years without any new silver coinage. 

(i) The only alteration required would have been to 
stop the coinage of 'rupees. and that would. have occurred I 
automaticaUy by 'reason oj th'e loss coinage ,!-"ould involve. -t 

(ii) At·the same time, the sale of ,upee biUs in London ( 
by Government in excess oj theiT own T"easu,y "equi,e- I 
ments·should hav.e been stopped. and th~ balance of trade 
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left to be adjusted by other meanl'l than silver. Rather 
than give up the sale of rupee bills (and thus remove the 
necessity of further silver coinage in India), the Govern
ment unnecessarily raised the rate of exchange. 

'\ (b) There \vas no advantage in making the rate of ex
change follow the price of silver. One of the advantages 
claimed in former years for issuing rupees instead of sove
reigns was that it was economical. The rise in price of 
silver took away the advantage. 401f silver has,to be 
bought at present prices (78d.) and coined into rupees at 
the present rate of exchange, there is no economy' of any 
consequence in using silver instead of gold." 

The world-wide embargo on the exports of gold was 
removed and the United States of America became a free 
market for gold on 9th June, 1919, and the gold produc
tion of South Africa became available' in London on 
18th July, 1919; there was, therefore, absolutely no 
justification for raising the rate of exchange. 

1 
(c) "Raising the rate would have disastrous conse

quences to India and to the people of India. They must 
seriously disturb the existing relation between creditor and 
debtor. They will cause dislocation and set-back to se-I 
veral Indian industries and vast continuous losses on the , 
exporters of Indian produce. There is a danger of India's I 
balance of trade turning against her and so checking her 
prosperity. And it should be remembered' that between 
100 and 200 millions of people live on the brink of starva
tion, and a great permanent change in the rate of ex
change must ultimately bring intense distress to millions 
of the helpless ptasses.': It would also cause a COlossaL, 
loss to the Indian public 'who held about 5°,000,000', 
sovereigns, and enormous loss to India by the revaluation' 
of the sterling securities and ·gold held in the reserves., ' 
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PERIOD 11-The year 1920~ 

Consequences of the 2s. rupee ratio. 
1920 

up to JUDe 

Effects at l. fall In 
London_New York 

Exchange 

I 
I 

from JUDe to September 

Effects at '!ve .. e 
balance at trade 

I 
from September to December 

Effects of- withdrawal at 
support to uchange 

The recommendations of the Babington:-Smith Com
mittee were accepted by the Secretary of State, and vari
ous notifications were issued on 2nd February, 1920, 

along with the publication of the report. 
THE ACTION TAKEN ON THE' REPORT:

The notifications were as .follows :-
(I) The acquisition rate for gold impor~ed under 

license into India would be fixed. at Rs~ 10 per 
sovereign or one rupee for 11.30016 grains of 
fine gold; 

(2} Council Drafts and Telegraphic Transfers would 
be offered for sale weekly by competitive teriders 

I 

with no fixed minimum rate; and that T elegra-
phic Transfers would be offered in India when 
required at a rate based on the ~terling equivalent 
of the price of 1 I. 300 16 grains of fine gold as 

.. _measured by the prevailing sterling-dollar ex
change, minus a reduction for the cost of remit
ting gold; 

(3) the obligation oD.-the part of the qovernment to 
give rupees in, exchange for sovereign and half
sovereign at.i:lie rate of Rs. 10 and Rs. 5 respec
tively was cancelled; 
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(4) prohibition on the· import of silver ~d the duty 
on its imports were abolished; 

(5) the prohibition of melting of gold and silver coins· 
was removed. 

INFLUENCE OF THE DOLLAR-STERLING 
EXCHANGE :-During the War, as we have seen, 
the British Government, in order to control the price 
of silver, had "pegged" the dollar-sterling exchange at 
4.76h dollars equal to 1£ sterling. The control on the 
exchange was removed in March, 1919, and the free 
market for gold was established. 

The notification that bills would be sold in India subject 
to the price of gold being 'Tegulatedby the sterling-dolla'T 
exchange had a great influence on Indian exchange at this 
time. It may at first be asked, why was this complication 
introduced? It was because the United States of America 
was the country which was the real source of world's 
supply for gold and silver. Besides, its standard coin was 
at par with gold, being a creditor country to England and 
other countries, and it had a free market for gold. As 
England had to make payments of enormous sums to the 
United States of America for the loans borrowed, the 
price of gold in London had to take account 0/ the ster
ling-dollaT exchange. If sterling fell in relation to the 
dollar owing to adverse circumstances, more sterling 
would have to be paid for buying a given quantity of gold 
in America than. before. The sterling price ot gold in· 
London would, therefore, rise and the. gold sovereign 
would fetch more shillings than before~ Therefore, if one 
sovereign is equal to Rs. 10, each rupee would buy more 
shillings than before, i. e., the rupee-sterling exchange 
would rise accordingly. If the sterling-dollar exchange I 
fell. the rupee-sterling ·exchange would rise. 
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<I 
The Sale or Reverse Councils, 

Even when the notification was issued with regard to 
~he two-shilling ratio, the market price of silver was higher 
than 2 shilling gold. This was an opportunity for a 
financier to wait but India Office would not do so. The 
Government announced .its intention to maintain the rate 
by the sate of Reverse Councils in London at the market 
rate. This announcement resulted in an unprecedented 
demand for them. 

(i) EXPORTERS DISCOUNT THE BILLS:-:-
. On 2nd February the American cross-rate fell to 
3.65, and the rupee-sterling exchange rose accord
ingly. But the Indian exporters, fearing that fur
ther fall· in cross-rate ''Would occur, thought it wise 
to sell off their· bills to prevent further loss to them
selves. So heavy ·was the demand for discounting the 
Bills that the exchange rose to 2S. 8id. within three days 
of the announcement of the 2S. ratio, and at one time it 
~oared as high as 2S. lId. But within il few days a fur
ther faU took place iit the sterling-dollar exchange, and 
under the same influence the exchange jumped up to 2S. 

IOid. on F eb'TUa'TY IIth. But after this date the tide of 
the exporters anxious to sell the bills ebbed. 

(ii) RUSH FOR REMITTANCES TO ENG
LAND :-As the rate of exchange steadily rose, 
there arose a keen demand for remittances -to Eng
land, as 'it was very cheap to do so. The demand 

-came from genuine Indian importers for Reverse 
Councils. Foreign businessmen and firms in lndia found 
this the most profitable time for remitting their profits to 
England. The huge ,War profits also led to a boom in 
the formation of J oirit Stock Companies. And those com
panies, which had placed orders in England for machi-



129 

nery, now remitted in advance the payment for them. 
Lastly, there were those speculators who remitted their 
mcr.ey to England in the hope of bringing it back after . 
exchange fell sufficiently thereby making large profits. 

So great was the demand for Reverse Councils and 
such was the specuIation indulged in them, that there 
arose II diDerence between the RtnJerse Council rate and 
the mtJrket rate and tJie money mtJrket was completely 
disorganized. The market rate began to fall, but the 
Reverse Council rate remained high for some time, and 
this in return led to a gigantic speculation. 

(c) ADVERSE BALANCE OF TRADE; JUNE, 
1920 :-But the most important cause, which aggrav~ted 
the demand for the Reverse Councils and kept the market 
rate of exchange lower than the rate for them, was the ad
verse balance of trade. From January to June 1920 the 
favourable trade balance was diminishing little by little. 
The value of the imports was increasing considerably, 
whereas the value of the exports was diminishing. And. 

, in Jurie the balance of trade became definitely'unfavour
able to India, and there was an excess of imports over . 
exports to the extent of Rs. 2.83 lakhs. 

\ 
The reasons for this were not far to seek. The Indian 

export trade was already weak. The great consuming 
markets were already glutted with Indian produce, nor 
had some European countries the buying power to pur
chase our commodities sufficiently. The rains of 1920 

had failed and the embargo on food stuffs could not be 
removed. Besides, the high exchange gave a powerful 
stimulus to import trade; and immense quantities of 
manufactured goods, specially textiles, began to come 
forward. At this time ] apan was the largest buyer ~f 
Indian cotton, but a commercial crisis in that country not 

11 
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merely stopped Japanese merchants from buying it, but 
they resold cotton in the Indian market., 

This adverse balance continued throughout the f"est 
of the year ~nd made the stabilization of the exchange 
at 2S. gold an impossible problem. 

The result of the adverne balance of trade was a heavy 
,aU in ex~hange. On 1st June it stood at 2S. lId .• and it, 
b~an to fall until it reached IS. 8id. by the end of the 
month; then there was some recovery after which it fluc
tuated round IS. lod. up to September. 

ALL ATTEMPTS TO RAISE EXCHANGE 
, F AI L :-Strenuous efforts were made by the Govern
ment to strengthen and to prevent the exchange from 
falling. 

(I) They sold £2 millions of Reverse Councils a week, 
then £5 niillions, and ultimately dropped down to a steady 
I million.· The lowest tender offered was of Rs. solakhs, 
but this aggravated the evil, and "exchange became a 
tool of wealthy speculators and exchange banks". And 
the wider became the margin of difference between the 
market rate of, exchange and the Reverse Council rate, 
the more intense became the speculation. 

(2) Being unsuccessful in holding the.rate.at 2S. goid 
(on the basis of the sterling-dollar,exchange) the Govern- , 
ment tried to maintain it at 2S. sterling. leaving- the gap 
between sterling and gold to be closed when the dollar
sterling became par. Immediate'Telegraphic Transfers 
were sold from this 'date at IS. I I H d.-this figure re
presented the .rate which would ultimately hold when 
sterling once.mor~ returned to parity with gold. 

This attempt also failed, because the natural forces of 
trade were too strong for any artificial action . 

• The Indian Year Book, 1922. 
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(3) In order also to maintain the exchange at 2S. gold, 
the Government continued to sell considerable quantities 
of gold in India every fortnight. They sold 53 millions of 
gold, but this did not affect ~he "premium on gold. The ob
ject was to reduce the price of gold relatively to the rupee. 
But attempts to do so failed, and gold at certain times 
actually left Inaia for ~quidating the aaverse balance. 

(4) The tovernment of India at this perioo triea their 
utmost to contract currency with a view to bringing up 
tlie exchange value of die rupee. When the Reverse 
Coun~ils were bought by the public, they were paid for 
in the currency notes and silver rupees. These currency 
notes were withdrawn from circulation and cf!,ncellea. 
The sales of the Reverse I Councils were met DY the sale 
of the securities in the Paper Currency Reserve, because 
the Treasury Balance held by the Secretary of State 
proved insufficient for this purpose. Hence to the extent 
tJiat the Currency notes were cancelled, the Paper Cur
rency Reserve was reauced. Thus, the gross cirCulation 
which stooo over 1"83 crores by the middle of January, 
'920, was steaaily withdrawn till it was reauced to IS8 
crores by the middle of September: 

WITHDRA WAr.: OF SUPPORT; SEPTEM~ 
I BER, 1920 :-~11 attempts having failea to strengthen 
I the exchange, the Government suspended entirely the 
I sales of the Reverse Councils at the ena of September. 
} "All support was withdrawn, therefore. from exchange 

which was, left to the tender mercies of supply and de
mana . ., 1 :As soon as the Government withdrew their 
support, the exchange at once fell from IS. lOll. to IS. 

8d., and then continued to fall till it reached nearly IS. 5d. 
in December." . 

J JevoDS: Money, Blinking and E"clsllngIJ itt lrulia. 
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THE SAC'RIFICE INVOLVED :-The measures 
taken to bring up the exchange. to 2S. had disastrous 
effects on the Indian exchequer and on Indian trade. 

(a) In the first place, the Reverse Councils 'Were paid in 
London out of the sterling s~curities and Treasury Bills 
belonging to the Paper Currency Reserve. These securi
ties and bills were bought at th~ rate of Rs.I 5= {.I. 
But they were sold to pay for the Reverse Bills at the rate 
of £1= Rs. 10 and sometimes Rs. 8 and even Rs. 7. 

The difje'fence 'Was the heavy loss bot-ne by the In-dian 
Treasury. The total amount of :the Reverse Bills sold 
was £55,382,000. This meant a loss of more than Rs; 40 
crores to the Indianexthequer, and that too at a time 
of adverse trade balance. 

(b) The effects on Indian business were acute. •• Ex
porters found themselves loaded -with produce for which 
there was no foreign demand; importers found themselves 
loaded with imported goods, bought in the expectation 
of the continuance of a high rate of exchange, . .deIivered 
when it had fallen one and four pence from the highest 
point reached. Immense losses were incurred by importers, 
who, when the year closed, were struggling to liquidate 
their stocks in almost desperate conditi()Ds.'" 1 

(c) Besides, deflation of currency brought the import
ers into serious difficulties. In the first place, it made 

. the money market tight and raised the bank rate of interest 
on loanable money; and in the second place, it tended to 
bring down the general level of prices. In both ways, 
therefore, businessmen were \lard hit, and were compelled 
to sell off their 'stocks. at ruinous prices. Thus, in the 
words of Sir Stanley Reed, cca policy which was avowedly 
adopted to secure fixity of exchange produced the greatest 

1 The Indian Year Book. 1922. 
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fluctuations in the exchanges of a solvent· country' arid 
widespread disturbance of trade, heavy losses to the Gov ... 
ernment, and brought hundreds of big traders to the. 'verge 
of bankruptcy." 

OTHER MEASURES INI920 :--Even during this 
period of confusion the Government of India passed legis
lation. to' give effect to the recommendations of the 
Babington-Smith Committee. 

. (a)\on 21st June, 1920, an Ordinance was issued by which 
the sovereign and the half-sovereign ceased. to be, legal 
tender in India, but a notice was given to the effect that, 
if they were tendered at the Government Offices within a 
period of 21 days, the Government would accept them 
at the rate of Rs. 15 and Rs. 7t respectively. Sovereigns 
amounting. to .;62t millions were thus tendered by the 
public. Restrictions on. the import. of gold bullion. and 
foreign gold coins were withdraw!! after this period was 
over. 

(b) But in September, 1920, the Indian Coinage Amendment 
Act was passed which made the sovereign and the half
sovereign legal tender in India for Rs. 10 and Rs.. 5 
respectively. 

(c) Then again, the Paper Currency Amendment Act. was 
passed in October, 1920, which was meant to put into 
action the recommendations of the Committee with regard 
to Paper Currency. We shall deal with it in, the Chapter 
on Paper Currency. 

PERIOD III-1921-1925. 

TRADE CONDITION DURING THE YEAR :-
. During the year 1921-1922, the serious depression in 
trade continued. "The year 1921-22 wihrank as a classi
cal example of what trade-cycle economists characterise. as 
the readjustm~nt period." 1 The period of readjustment, 
after the boom that followed the War, began with. 1921, 
when the period of liquidation set in. Europe was still un
able to. buy Indian commodities in sufficient quantities and 

I The Indian Year Book, 1923. 
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the balance of trade was against India. The chief factors 
responsible for this were the falling tendency of prices 
and the. instability of exchange. 

\ 

But in 192.2 the stagnation in exports disappeared and 
the palance 9f trade became favourable to India. The 
rains were ample and good. harvests were reaped in al
most all parts of the country and the exportable surpluses 
of food stuffs and raw materials were considerable. But 
the real factor· which changed the tide was the purchasing 
power of European countries. which increased after the 
~ptable improvements in various. industries~ This pros
perity in India was reflected in the import of treasures to 
the extent of Rs. 59 cro~es as against Rs. 13 crores, which 
was the total amount of the two preceding years. 

The improvement in India's trade and commerce was) 
maintained during the following years, and there was 
steady progress towardli more stable economic conditions. 
This improvement was as follows :-

Exports and Imports of Merchandise 
Total Net Imports 

of treasure on 
Year or. private account (in crores of private account 

rupees) (in crores of 
rupees) 

"..' I 

I I Net 
. ~ 

Exports Imports exports . I 1920 258 335 -77 1 

1921 245 266 -21 I2 

1922 314 224 90 59 
1923 362 21 7 145 47 
1924 398 H3 ISS 94 
1925 375 ~l26 149 62 



EXCHANGE DURING THE PERIOD:-We 
saw how, on the 28th September, 1920, the Government 
abandoned the attempt to maintain the exchange at 2S. 

sterling. Left alone, the rupee began to find its own 
natural level, subject to the laws of demand and supply 
(see table at the end of the Period). The price of silver 
was at this time falling rapidly. And under the comb~ned 
influence of adverse batance of trade and fall in price of 
silver, the exchange fell steadily until in December, 192 I, 

it reached IS. 3t d. sterling or IS. l-oh d. gold. The 
Government of India were unable to contract currency 
sufficiently to bring up the' exchange. 

ATTEMPTS TO BRING EXCHANGE UP TO: 
IS~ 4d. STERLING :-But during 1922 die balance 
of trade was favourable to India and the Govern
ment took various measures within their power to 
prevent the rupee from falling below Is. 4d. sterling. 

(I) In the first place, increase in taxation and retrench-) 
ment were resorted to in order to balance the Budget. 

(2) At the same time the Secretary of. State stopped \ 
the sale of Council Drafts in London, and thereby pre- } 
vented the additions of rupees which would have been 
made to the circulation in India. He met his require
ments by borrowings in London and by receiving from the 
Imperial Government some part of the amount which it 
owed to the Government of India for expenditure incurred 
by the latter on its behalf. 

(3) Then, the currency was also deflated throughout the { 
year. • The methods employed were the sale oj lndiqn 

I It would interest the reader to know the various ways of deftating or 
contracting currency given by Professor H. S. Jevons in his book The Futupe 
01 E",luuage an4 In4i411 CU"efI'1 (pages 190-'93). He gives 3 principal ways 
of contraction: (.) By the sale of reverse councils and cancellation of cur
rency Dotes equivalent to the price paid fot them. (JI) By realization' of the 
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Securities in the Reserve and the corresponding cancel
lation oj notes that came in, and applying the interest on' 
securities in the reserve to the deflation of note issue. 

RUPEE REACHES IS. 4d. STERLING (JANU
ARY, 1923):-By the combined effect of these measures 
the rupee reached IS. 4d. sterling in January, 192,;, its 
pre-war level. And. since the balance of trade was also 
favourable to India, there was a. demand from. some 
quarters that the fictitious ratio of two-shillings may be 
abolished and' the pre-war ratio of IS. 4d. sterling esta
blished. But the Government considered such a step 
hazardous. as it was not possible to forecast accurately 
the: future of sterling. J ' 

DEFLi\TION OF CURRENCY AND STRIN
GENCY IN MONEY MARKET :-During the year 
1923. stringency of money was generally felt in the 
I ndian money market and the Government had to 
take power to issue emergency currency to the extent 
of Rs. 12 crores against commercial bills endorsed. 
by the Imperial Bank. Besides, they had to pur
chase sterling in India and issue fresh currency against 
it. liTo do something to mitigate stringency in the 
money market, we have remitted no less than 12 crores 

metallic portion of the reserve. The operation I. thi.. A particular number 
of silver coin. Bhou\d be melted down or sold and the lOBI ariBing to be made 
up from the sale of gold in the Paper Currency Reaerve which would bring 
a' profit. (3) By the lale of rupee securitie. in the reaerve and note. to be 
cancelled olf to the value of the price realized by the .ale of the securitiel. 
Or a IOBn may be iBsued and the proceed. mny be used for the redemption of 
the rupee ICcuritiea and cancellation of note •• 

Each of thelle method. wa. pursued by the Government of India a. occasion 
required.. . 

'''You know very well the difficultie. which England II facing at the 
present moment. On the' one hand, the payment of the American debt in
volvel a direct burden on the exchange, of which the full effect. have yet, 
r-erhaps, to be appreciated on both .ide. of the Atlantic. On the other hand, 
anternal re.ources are being .trained by yet another winter of unemploy. 
mp.nt." Sir Balli Blackett, in hi. speech before the ASloclated Chamber. of 
Commerce, on 5th D~cember, 19'3' . 
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(sterling) to London against issues of 'Paper CUrr~cy' in
India~"· Thus. in all Rs. 24 crores of emergency paper 
c:urrency was issued. But even these measures were not 
adequate enough t~' satisfy the, needs of trade. This was 
proved by the fact that 'the rate of the Imperial Bank, of 
India stood at 9 per cent. from February to April. 1924. 

AU these factors would, lead one to conclude that the 
expansion oj cu"ency to meet·. trade requirements was 
inadequate. In other words. there was t'elativecontt'ae
lion oj c""eney 0'1 deflation 9f currency .. Th~. suppose' 
at a given time trade requires an addition of, Rs. 30 crores 
to cir~tion. but Rs. 24 crores only are issued. t1iere 
would be a deflation to the amount of Rs. 6 ~ores' or a 
relative contraction to that extent. "Avoiding 'the neces
sary expansion of currency is eqUivalent to a contraction 
of currency in its effects. I . 

RUPEE REACHES IS. 4d. GOLD (OR IS. 6d. 
STERLING) IN OCTOBER 1924 :-The rupee 
rose to IS. 6d. sterJUig or IS. 4d. gold in' Octoh.ei. 
1924. The action taken by the Government of 
India since this date was di'lected towards prev,enting 
the rise oj the t'upee above IS. 6d. sterling.· The 
reason for taking action at this point has been given 
by the Hon. Mr. McWatters. Finance Secretary to the 
Government of India. "The position, then arose that 
Government had before them a strong representation 
from the Bengal Chamber of Commerce which pointed 
out that the commercial community were much exercised 

• Budget speech of the Finance Member on 29th February. '-92+ 
• In his answer to Question 7. put by the Chairman of the Royal Commis

lion on Indian Currency and Finance. 1926. Sir Basil Blackett said: "The 
policy up till August. 1923. was to encourage the natural tendency to a rise 
by effecting some actual contraction of the currency. which had been 9l'I'J 
coDsiderably redundant.aft~ the War. After ,August, J9Z3. it was· to ,check 
the teDdeucy to further rise by making IIODIe adelitious to the Currency." 

18 
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as to th~ pbssible results of the next busy season. They 
saw no chance oj 4voiding extreme fluctuations in ex
change unless some definite action was taken by Govern
ment; and the Government at that time came to the view 
that any substantial rise in exchange above IS. 6d.
with possible fluctuations up and .down-might be ex
tremely harmful. " 1 

STERLING REACHES GOLD PARITY; 
A. PRIL, 1925 :-In April, 1925, sterling reached I 
gold parity, i. e., IS. 6d.sterling became equivalent 
to IS. 6d. gold. :And the· policy of the Govern
ment since that date may be translated into pre
venting the rise oj the rupee above IS. 6d. gold. Since 
this date, the exchange value above the rupee remained 

. practically steady at this figure (see table on page 139). 
WhetJler the exchange was kept at IS. 6d., durmg the 
com~g year t by being prevented from falling below that 
figure by Covernment action, or natural forces kept it at 
that point, we shall see in the Report of the Royal Com
missipn on Currency and Finance, 1926. In short, we 
shall know whether it was a 'de facto' ratio or a 'fait 
accompli', 

1 In his answer to g. 693 ·before the Royal Commission on Indian Currency 
and Finance, 1926. . 
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]tate of Ucia&qe from OalCutta Oil LoOOIl Oil the 1st of the 
mOIlth. 

Year Sterling I Gold 

I. J. I. J. 
1910-

January ... 1 3t I 10 

December ••• I 6i I Ih 
1911 -

January ... I 51 I ott 
July •••••• I 3i- 0 lIt! 
December ••• I 3t I I~h 

1911 -
January ... I 3M I It! 
December ••• i 3* I 1it 

1913-
January" ... I 4-0 I 3n 1-- RuplI r'II,IZII 
December ••• I sis I 3i pr'-fllllr 1,,"1. 

1914-
January ... J sA I 3n-
October ... I Sii 4.1.1 RUPII'r'II''''1 

December ••• 6-h " I I. 4". gilit/. 
I I sh 

191 5-
January ... I 6-h 1 sH: 
April •••••• I sit sf! I SI"I;",,,"""'1 

gold pariry. 
December ••• I 6h Nearly the same. 

1916-
January ... I 6h Do. 
April •••••• I St Do: 
December ••• I 51 Do. 
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PERIOD. IV.-Report of 1'he Hilton-Young 
Commission, 1926. .. 

A Royal Commission on I ndian Currency and Finance 
was appointed under the Chairmanship of Commander 
Edward Hilton-Young. Of the eleven members of .the 
Commission, Si1' PU1'ushotamdas Thaku1'das, a distin
guished Bombay merchant and Financier, wrote a minute 
of dissent. . 

TERMS OF REFERENCE :-The terms of refer
ence to the Commission were-

(a) to examine and report on the Indian exchange and cur
rency system and practice already existing; and 

(b) to consider. whether any modifications were desirable in 
the interests of India; and 

(c) to make recommendations. 

(A) The Weakaeaael of the e:ll:istiag IYltem. 

They analysed the existing state of affairs both in its 
economic aspect, which is that of the standard of currency, 
and . in' its administrative aspect, which is that of the 
authority to control the currency. . 

(I) NO AUTO,MATICWORKING OF THE 
STANDARD :-The fi1'st g1'eat weakness they pOinted~ 
out was that "the automatic w01'king 0/ the exchange 
standa1'd is not ·adequately pro'Vided /01' in India and ne'Vef' 
has been so." 

They gave the following reasons for this :~ 
Aa) :that there was no statuto1'Y oblieation ,to preserve 
~bility of the gold value of the rupee. This stability 
was at present based on nothing substantial than the policy 
of the Government, and that policy could be found de
fined in no notification or undertaking by the {;overnment. 
It had to be implied from the acts regarding currency, 
but these were subject to no statutory'regulation or con
trol. They bought and sold sterling whenever they liked; 
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./ (b) that the two reserves. which were kept to maintain 
the value of token currency, were the real pivots of our 
currency system. (The Paper Currency and the 'Gold 
Standard Reserves.) These ~eserves were su~ject to per
manent constitutions. Thus, the permanent constitution of 
the Paper Currency Reserve provided for a metallic hold~ 
ing of gold and silver of not less than 50 per cent. of the 
notes issued~ but these permanent proviSi~ns hail.ot been 
opnatrve. and during that time, the reserve was'governed 
by transitory fwovisions which ~ere likely to disturb the 
fwDf'ortiott bet.",ee. the Paper Ctt,rewcy issued and the 

, teserve kept to back it; 
.I(c) that 'lae interest Oft investments in the two reserv~ 

had .been up to then c~e·ditetl to t~e 'Government reven?e, 
particularly after April, 1923, and not for strengthenmg 
the reserves as the Acts require. 

Ils regards the objects and functions of the reserves, 
they pointed out the following mistakes:-
J(d) that fhe objects 0/ '''etwo "esenies were ?tot clearly 

demarcated ana therefore confusion arose when the re-
serves performed their functions; ., , 
iCe) that the maintenance of the convertibility 'of the\ 

note into silver rupee of the present fineness· was only \ 
possible so ,long as. the pric.e of silver remaine<f at such a { 
figure that the bullion value of the . rupee was not higher 
than its exchange value; but the system would be' upset 
if the price of silver were to rise aoove '48d. per -standard 
ounce (when the exchange is IS. 6tl. per rupee). ' 
,J (f) that the principles' gO'Vernin..LJl!e tifJici.en.CY.JJf the 
~.L.JIZne not ,learlJ-HCDgniz.c.d. Their efficiency 
for the stabilization of the external value of the rupee 
depended upon : 

(i) their maintenance at an adequate size. 
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(ii) their use in an effective manner. 
In principle they should have been big enough to allow 

the lndian Government to sell sterling to any amount 
required in return for notes and rupees, and tliey must De 
use(f promptly and without con(fitions and the sales must 
De accompaniea l:i'yan equivalent contraction of domestic 
currency; But t~y statea that "in the Indian system 
these principles ha~,e not at aU times been clearly recog
nize"d an"dthey a!re not' now ana never have been ade
quaJely supporlea ana enforce(], by statutory provisions:~ 

There was, lor instance, no 'Provision as to ~y organic 
relation b'dween the total value of token 'currency ana 
flie amount '01 the Reseroes. 50 far as the note issue was 
concerne(f', the statutes provided for no minimum percent
age of'gold or sterling securities oeingneld in the reserv,e 
as cover against notes. . , ., '. 

The amount '0/ the "Gola Stanaard Resef'Ve ana the 

I time ana manner of its use were whoUy within th:e ais~ 
Cfetionol the 'Government. This they pointe<l out to ,1:le 
the greatest wea1tness in the working of the Gold Ex~ 
change 5tan(fara. 

, (g) The fun(famental 6asis of an automatic stanaar(f was 
provision for expansion and contraction of the volume of 
curn~ncy. A's the reserve rises or falls with a favourable 
or unfavourable tra(fe Dalance, die currency must tle auto
matically expanCled or contractea, and adjustment be
tween internal and world prices maintaineCl, But un(fer 
the Inruan system contraction 'of currency was not ana I 
never haa been automatic, as is snown below :-
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Yar I RcftneteoW ltupca recciftd Caatnetic. aEected 
("'I"s ill 1dJs) ("'/«I ill 1dJs) 

£ Ita.. Ra.. 

1914-15 8,707,000 13,16 1,05 

191~o-21 I SS,S3,2ooo 47,14 34.68 

(2) SYSTEM IS NOT ELASTIC :-We a01lJ tale 
.. p 'lae secmul 1I7ealaess oj 'lae preseal sta.dtlf'll. 

In India, there is a seasonal variation due to the re
quirements for financing the movement of crops.. In 
order to provide for them, the aJlTency authority is al
lowed by law to issue aJlTency notes up· to a maximum 
limit of Rs. 12 crores against lauRdis. This means that 
there ought to be a plealiful sUJ>I>ly oj gea_e "".dis. 
But in practice it is found difficult to secure an adequate 
number of them. And this difficulty is due to various 
factors. e. g .• our internal trade is financed by a system of 
cash credits. so that on occasions the aJlTency authority 
bas been forced to use other means to give elasticity. 

Besides. in case of a great financial crisis. when the 
need for additional cash for the support of credit is wgent. 
this system fails to provide for the emergency. The sys1 
tern is. in short. not elastic. I 

(3) DIVIDED CONTROL :-The third defect of the 
present system pointed out was that India was the only 
country in which the Government exercised direct control 
over the wrrency in general and over the note issue in 
particular. Tlaus tlae btlRkite, aRd n,,-eac1 ~eserves .were I 
separated. This diminished their capacity to effect their 
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specific purpose of stabilization in the most economical 
and efficient manner. 
Moreo~r, Government control of currency reserves 

resulted in a dual control of the monetary policy. The~ 
Government controls the currency, but the Imperial Bank 
controls the credit. This results in divided control, wluch 
is likely to result in divided counsels, and failure to co
ordinate. The best course should be to concentrate the 
control in one hand. 

I CONCLUSIONS :-Owing - to these defects the 

[
'system has not the confidence oj the public because oJ. 
its imperfections. . : 

"The evolution of Indian economic system has now 
• reached the stage when her currency can and should be

placed upon a more simple, certain and stable basis:' 

(B) AlteraativePropo.all Cor Reform. 

. The Commission considered. the following possible 
methods of remedying the defects : 

(i) The perfection oj the Sterling Exchange 
Standard. 

(ii) The adoption of the Gold Exchange Standard. 
(iii) The adoption of the Gold Standard with Gold 

Currency. 
(iv) The adoption of the Gold Standard without Gold-

Currency. 
We shall deal with them one by one :-

(I) The perCectioD oC the Sterlia, Bxchaage Staadard. 

They stated that the main defects of this -standafd 
Gould be remedied by the following provisions :-

J<a) by a single 'currencyreserve under the control 
of one authority, instead of two separate re* 
serves, as at present; 
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Jb) by selling rupees for sterling without limit at the 
upper gold-point of a fixed parity, and, by selling 
sterling for rupees at the lower gold-point of the 
same fixed parity. 

By so doing the system would become elastic and 
efficient. 

ITS INHERENT DEFECTS :-But in their opi
nion, in spite of this, the inherent defects of the system 
could not be remedied. 

They were the following :-
(I) If silver rose in price, the silver currency would be 

threatened; 
(2) if sterling were to be divorced from gold, die rupee 

would also be divorced from gold; 
(3) if sterling depreciated, Indian prices. would have to 

follow sterling prices, and the authorities would be com-
pelled to raise the rate of exchange. . 

CONCLUSIONS :-"There is undoubted disad-I 
vantage for India in dependence upon the currency of a 
country, however stable and firmly linked to gold." 
India had experience of both these alternatives and the 
evils resulting from them are fresh in her memory. 

(II) The adoplioD or lbe Gold Bx ..... ge Sta.dard. 

They suggested that this standard could be secured 
by providing that the currency authorities should be com
pelled by Law to buy and sen at the upper and lower 
gold-points respectively and to unlimited amounts, the 
currencies of any of the principal foreign countries with 
co gold standard, -

By doing so -the rupee would be stabilized in gold. 
But they emphasized that there were serious defects 

in the system which woul.d still persist. 
19 
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OBJECTIONS AGAINST IT:-We have already 
pointed out the evils of the Gold Exchange Standard. 
The Commissi,on made them again emphatic. 

The inherent defects. they said; were :-
(I) that,)f silver rose in price above the melting point 

of the coin, the rupee would vanish; 
(2) that it had not the simplicity which was essential to 

secure the confidence of the public. The mechanism of 
an exchange standard was refined. I t required some 
knowledge of economics to understand it, and to the 

,majority in India it was unintelligible. It was, therefore, 
not suited to India. 

"The basic right of convertibility that supports an ex
change standard is too absbract for the present conditions 
in India. The backing which it supplies for the token 
currency is too intangible and invisible. Without some' 
backing 'more simple, more certain and solid, confidence 
in the stability of the currency can grow more slowly than 
it should. It A backing more certain, simple and solid, 
must be provided. Indian public opinion will have con
fidence in one thing only, and that was gold. It would 
supply a real and visible link. They were thus led to the 
conclusion that it was necessary to establish a sure basis 
not only for the external, bilt ~he internal convertibility 
of the token currency of India into m,etallic gold. 

(III) The Proposai for a Gold Currency. 

Mr. H. Denning, the Coittroller of the Currency, pre
sented a scheme for a gold currency before the Commis
sion. 1 

The chief pbjectsof,the scheme were-

1 This scheme was submitted in' a' Memorandum which represented the 
result of discussions which took place between Sir Basil Blackett (the 
Finance Member). Mr. McWatters (the Financial Secretary) and himself. 
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(a) to dethrone the rupee from its position as a standard 
(;Oin of unlimited legal tender, so that the threat inherent 
in our present system of the rise in the price of silver 
would be eliminated; 

(b) to cure the uneconomical habit of the Indian people 
of hoarding the precious metals as a store of value, by 
assuring them through the instrumentality of a gold cur
rency, that the same measure which they mete out, in 
gold value, by way of investment or deposit with a bank, 
will be meted to them again, in gold value. 

THE ESSENCE OF THE SCHEME :-The 
scheme had for its essence the gradual and cautious adop
tion of a gold currency for India within ten .yeaTs by 
various stages beginning with the buying and selling of 
gold bars by the Government. For, in the first place, 
the rupee could not be made limited legal tender unless 
the present holders were given an opportunity to convert 
them into gold. The estimate made for this demand for 
conversion was Rs. 110 crores. Secondly, sufficient gold 
would have to be accumulated for the eventual adoption 
of a gold currency. The total amount of gold required 
for introducing the scheme in all its stages was estimated 
at Rs. 137.2 crores. 

(2) The rate of exchange suggested was IS. 6d. per 
rupee. 

(3) And the management of Paper Currency and the 
conduct of Government remittance were to be handed 
over to the Imperial Bank of India. 
r In concluding that a Gold Standard with a Gold CUT

~ency in ciTculation was the only method of completely 
remedying the defects of the Indi~n Currency System 
within a reasonable period, Mr. Denning wrote in his 
Memorandum : 

IS-
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"Undoubtedly, the ideal to be aimed at is the system 
now in force in Great Britain under which the note is 
the .sole full legal tender in circulation, and the gold value 
of sterling is stabilized by the statutory obligation im
posed on the Bank of England to buy and sell gold at 
rates corresponding roughly to the par of exchange. It 
is impossible, however, to hope that conditions in India 
will for generations be such that a full legal tender metallic 
currency will be no longer necessary. II. there/ore. II 

gold cutTency is no' mtroduC"ed. delects in the INdia" cur
rency RNdexchange system ,nus' remaiN indefinitely. 
There is, moreover, reason to suppose that the introduc
tion of a gold currency would hasten the attainment of 
the ideal system, as the fact that notes were convertible 
into gold and not merely into an over-valued silver coin 
would t~d to increase confidence in the note issue and to 
decrease the demand for metallic currency. The conclusion 
is that the only way of remedying all the defects in the 
system within a reasonable period is by establishing a 'gold 
standard with a gold currency in circulation". 

The Gold Currency Scheme wss rejected. 
The Commission, after carefully considering the 

scheme, rejected it. They considered various important 
points in connection with this scheme . 
., (A) EFFECT OF INDIA'S DEMAND FOR 
GOLD :-In the first place, they took into account the 
effect of the absorption by India of enormous quantities 
of gold (estimated at Rs. 137.2 crores in addition to the 
normal demand for arts, hoards et~.) on the supplies of 
('.redit, the rate of interest, and gold prices, throughout 
the world. 

From the evidence which they received from eminent 
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men like 'Professor Gustav Cassel and Mr. Joseph 
Kitchin, they were led to conclude that unless economy 
was exercised in the use of gold, a prolonged period of 
steadily falling commodity' prices in the world was ex
pected. Various European and other countries were try
ing to return gradually to the gold standard or the gold 
exchange standard after the War. To their demand for 
gold would be added the extra demand from India, which 
would cause increased competition for gold, and lead to a 
substantial/aU in gold prices and a substantial curtailment 
0/ credit. And the fall in gold prices and curtailment of 
credit w.ould on the balance be unfavourable for India. 

Besides, it was expected that the United States of 
America was not in a position to spare the gold that india 
would need every year. 

(B) UNCERTAINTY AS REGARDS AMOUNT 
AND TIME OF GOLD DEMAND :-It was also un
certain what amount of gold would be necessary for gold 
currency every year, nor was there any surety that the 
additional demand for gold would 'be spread over the 
period of 10 years, as required by the scheme. 

On the contrary, there was the possibility of a 
part 0/ the notes being replaced by gold which, had its 
own attractions lor the Indian public. 

Besides, the decline in the value of silver resulting 
from the proposal of gold currency would lead to a loss 
of confidence by the people, and its value would diminish 
as a store of value, and gold would be absorbed in much 
larger quantity for non-monetary purposes. 

I t was suggested before the Commission that if gold 
currency were introduced into circulation and if exchange 
were stabilized, the result would be so to increase confi,.. 
dence that gold would come out from' the hoards into 
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circulation and for investment. But in the opinion of the 
majority the mere act of putting gold into circulation 
would not develop the banking and investment habit. 

The scheme also involved the reduction of the propor
tion of gold and sterling securities in the Reserve to gross 

, note circulation, during the transition period, to 30 per 
cent. That proportion was, in the opinion of the majo
rity, too low for safety, especially during a bad year in 
India. 

The estimate of the initial demand for gold laid down 
in the scheme was Rs. SO crores. But the majority would 
not put reliance on this limit. . For they considered that, 
as soon as it would become known that the status of the 
rupee was threatened, holders would probably get rid of 
every rupee they could spare and get the silver coins con
verted into gold coins. 

In conclusion, if, the amount of gold needed and the 
period of absorption of 10 years increased, the difficulties 
would be intensified and the cost of the project would be 
increased. 
J(;) EFFECTS ON CHINA :-They also dealt with 
the effects of the proposals on China. The catastrophic 
fall in the price of silver ill terms of gold, which would 
take place, would induce China to demand gold as a basis 
for instituting gold as the standard instead of silver. This 
would lead to a reaction on Chinese trade, and :l;S China 
is a growing market for Indian cotton and cotton goods, 
India would suffer in turn. 
---{D) RAISING OF THE REQUIRED CRED-
1 T :-As regards' the question of credits, Great Britain 
would not be able to' act alone without the co-operation 
of America. 

But the United States of America would not support 
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a scheme'which would give a death blow to her sil~er 
market. for she has had traditional interest in silver, so 
that there would be wisurmountable difficulties in obtain
ing the necessary credit. 
---(E) EFFECT ON SILVER HOARDS :-They 
also considered the effect on silver hoards,. which are the 
only store of value for the poorer classes. These are deeply 
interested in the value of silver bullion, and by instituting 
a gold currency their store of value would depreciate 
.nearly 50 per cent. This would mean heavy losses for 
the poorer classes. 
~F) EFFECT ON THE. SILVER MARKET :
Besides, the futu'Te of tke sil'Ve'T ma'Tket was quite un
certain. However, from well directed enquirieS they 
came to the conclusion' that there would be a diminution 
in its demand in the future. To add to this, if goM cur
rency were resorted to by India, it would mean augment
ing th~ demand for gold, which threatened to be in in
creasingly short supply, and would lead to a further de
pression of the gold price of silver. 

CONCLUSION :-Sir Basil Blackett wrote in his 
memorandum, "if the effect of a dec~sion to attempt the 
change to gold in India is going to be to upset the gold 
standard in the United States or in Europe, India has 
clearly notking to gain by tke attempt." In the opinion 
of the Commission the attempt would be very likely to 
have the consequences to which he referred. It would 
upset the monetary standards of various countries and 
lead to higher interest rates and economic depression, 
which would react on India. They, therefore, rejected 
the scheme. 
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(IV) The Gold Bullion Standard •. 

Before outlining their scheme for a standard most suited 
to India, they emphasized the economic reasons against 
gold in circulation~ 
ECONO~IC REASON AGAINST GOLD IN 

CIRCULATION :-1£ gold in the reserve were trans-\ 
ferred to circulation, the structure of credit that can be 
built on the reserve would be reduced; so that the greater 
the' proportion of gold in circulation the less would be 
the elasticity of the currency system. "In a system that 
consists solely of gold coins there could" be no elasticity, 
because the currency could only be increased by tak~g 
payment in gold for. the balance of exports over imports 
and it could be decreased by the contrary process only." 
In short, the less the gold in circulation, the more will be 
the gold in the reserves and the greater the elasticity of 
the structure of credit that can be built thereon. Gold inl 
circulation is of uncertain 'Value for the support of ex
change. 

What theIr was the currency system which they 
favoured? The system they recommended for India may 
be described as the Gold Bullion Standard. 

ITS ESSENTIALS :-The ordinary medium of cir
fculation in India, they observed, should remain as at: 
Ipresent-the currency note and the silver rupee. Al
though gold should not actually circulate as money, gold 
would be made the standard of vaJue and the rupee would 

. be linked to gold. ',' It mus.t not circulate at first and needf 
not circulate ever." 

In order to secure this, an obligation was to be imposed 
by Law on the Cwrimcy Authority- . 
Aa) t~ bUJ_ and to sell gold-!ars without lim!! at rates 

determined by the fixed gold parity of the rupee; 
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~) but in quantities of not less than 400 fine oz. (i. e. 
1065 tolas.) 

(c) . tW limitation be~~i~posed __ ~, to ,_ th.Lpurp.oS£....fur 
'Yhich goldwa~ re<t~d. The fulfilment of this obliga
tion would secure the stability, of the gold value of the 
rupee and stability of exchange within specie-points. 

Since gold bars were to be given in exchange for notes 
or silver rupees, not tor export only but jOlT any purpose, 
this was not an exchange standard. "I..0:!.l!1!_,l!~~~I'!l.!~
gold stan_dil!.tb Nevertheless the compensatory mecha
nis~ of the exchanges is preserved, because gold bars, are 
not currency." When gold bars are given by the cur
rency authority in exchange for notes or rupees, the cur
rency becomes ,contracted; and when the reverse process 
takes place, ·the currency is expanded. It establishes the 
principle that "gold is the standard of Indian currency 
at a fixed ratio, and that the currency authority admits it 1 

and must maintain it." 
THE LIMITATION IN THE CASE OF 

INDIA :-A sound gold standard postulates a statutory 1 
obligation upon the currency authority to buy and to sell 
gold at a price which is equal to the par value of the 
monetary unit. 

This obligation constitutes "the dition and 
~the maintenance of the sta 1 r-
of the gold value of the rupee and through it the stability 
of exchange. 

But, they stated, "in the case of India there is a diffi
culty in the way of imposing this obligation in this form" . 
I ndia demanded gold both for monetary and purely social 
uses, and this latter was to be seriously taken into account. 

I F O'f. social uses India had always absorbed gold in im
_ portant amounts, and was likely to do so in ,impC?rtant 

!!O 
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amounts in the future. In India at the time an admirably 
organized bullion market supplied the. needs of the public 
for gold, and the price at which gold was sold included 
the cost of importing it and profits of the sellers. But if 
the currency authority were' compelled to sell gold at a 
price exactly equal to the par value of the rupee, it would 
not take account of these items, and it would become the 
cheapest market for gold in India. Therefore, not only 
would the bullion market be destroyed, but it would also 

£ 
extremely difficult to maintain the value of the mone

ry unit at parity with gold. F or in order to satisfy the 
. emand for gold, the authorities would have to attract _J 
steady flow of gold into its reserves, and the means to dd 
so would be a rigorous and continuous contraction of 1 

/ credit which would be detrimental to the economic pro
gress of India. 

"It is essential, therefore, that the conditions which are 
to govern the sale of gold by the currency authority are 
to be so framed as to free it in normal circumstances from 
the task of supplying- gold for non-monetary purposes." 
In order to achieve this object, they made proposals for 
fixing the selling prices of gold. This, then, was to be 
the liIpitation in the case Of India. 

But India would retain complete freedom to buy gold 
in the market as then and the bullion market would remain 
the ordinary source of supply of gold for non-currency 
purposes. The currency authority would not supplant 
the bullion market or be involved in supplying gold for \ 
ordinary internal demands for non-currency purposes. 

SUBSIDIARY RECOMMENDATIONS :-Vari
ous recommendations were also made by the Commission 
as a result of this adoption of the Gold Bullion Standard. 

( I) That the buying and selling of gold bars by the 
J 
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Go'Vemment made it impossible to ha'Ve any gold 
coin as legal tender. Thus the so'Vereign would 
-have no place as legal tender. 

(2) That in order to have some direct means of mak
ing the standard known to the masses, gOld) 
sa'Vings certificates, redeemable in three or four -
years and yielding interest to one who buys it, 
were to be issued. 

(3) That new notes were to be issued which ShOUld) 
be made con'Vertible into gold bars and not in 
silver rupees. Thus a more solid right of con
vertibility was attached to them than they ever 
had before. But the old notes must continue to 
be converted into silver rupees. 

(4) That the coinage 01 the Rupee should be stopped 1 
until the rupees in circulation were reduced to the 
amount required for small change. The object 
was to enable silver to be eliminated in course of 
years. 

(5) That one-rupee notes should be re-introduced, 1 
but should not be convertible by Law into silver 
rupees. . . 

(6) That the ReseT'Ves should be amalga;;'~1ed. and 1 
the proportions and composition 01 the combined 
Reserue should be fixed by Law. This was a 
provision essential to any currency system in 
order to secure the automatic expansion and 
contr~ction of the currency and their effect on the 
exchanges in accordance with die needs of the 
country. Thus they laid down that gold and gold \ 
securities should lorm not less than 40 per cent. 
01 the total. .' 

I~ 
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THE ADVANTAGES CLAIMED FOR THIS 
SCHEME :-The first great advantage claimed by the 
Commission for their proposed system wasjJ) that it was 
so simple that it would establish confidence in the stability 
of the curren,cy very. quickly. This standard fulfilled the 
essential condi~ion that it should not be stable merely 
but simlle and .certain. It provided the token currency 
witha right of convertibility t~at was intelligible to the 
uninstructed, and with a backing that wa§_Jan,gibZe.Jtnd. 
'visible. , 

..-(2) That those who advocated the introduction of a 
gold currency stated that a token currency of notes in
convertible for internal purposes was the ideal end to
wards which India should work. The scheme suggested 
by the Commission carried India very far along the road 
towards the end. The scheme had the advantage of set-I ting up almost immediately a fullgold standard (as a pre
liminary to the ultimate adoption of gold currency). 
"'(3) That there had been general agreement that it was 
difficult to introduce gold currency at once. The alter
native, therefore, was to make provision for the gradual, 

i 
strengthening of gold reserves in such a manner as to 
av~id ~istur~ance to t~e .world's gold and silver. market, 

. whdst mcurrmg the mlOlmum of expense. ThiS would 
certainly not upset prices and disturb Indian business and 
trade. The scheme proposed would do this successfully. 
J4) That apart from the economic loss to India, the 

! existence of a large volume of currency in the hoards was 
a formidcible obstacle to the efficient working of any cur

l rency system. As long as the circulating media of the 
country, whether silver coin or gold coin or notes, were 
employed for hoarding, 'the control of the currency autho
rity over expansion and contraction of currency would be 
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uncertain 'and there would.be a possibility of fluctuation 
of prices. And the mere substitution in the hoards of one 
kind of coin for another was no remedy at all for this evil. 

But the system encouraged the habit of banking and 
investment by creating confidence and discouraged the 
habit of hoarding precious metals. 

The Real value of these Reeommenda.tioll8. 

I n order to judge the value of the advantages claimed 
by the Commission for their scheme of a restricted 'Gold 
Bullion Standard' it is necessary to analyse their proposals 
further. 

(A) Bateraal Itability of tbe rupee. 

In order to maintain the external value of the rupee 
they proposed that the Reserve Bank (which will be the 
Currency Authority) shall be under obligation 1: 

(a) to buy gold bars of not less than 400 fine ounces 
withou~ limit when tendered in India at the par rate of 
Rs. 21-3-10 ps. = I tola (180 grs.) of fine gold. This 
is according to the ordinary gold standard practice and 
also pre-war practice in India; 

(b) to sell gold bars without limit for delivery in London 
at par rate plus a charge covering ,the total cost of ship
ment to London and loss of interest. These sales are 
intended to serve a monetary purpose when there is ad
verse balance of trade. This is tke common gold ex
tkange standard practice; 

(c) and to sell gold bars without limit for delivery in 
Bombay. The gold in Bombay will be required for two 
purposes: (I) monetary, when a favourable balance of 

• The section is almost wholly taken from the' Author's: A Reserve Blink' 
1M India lind 'lie MOM, Markd. pages 34-37. . 
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trade is to be liquidated and (2) non-monetary. for social 
uses. In this case there are limitations applied :-

(i) Gold will be sold at par rate (for monetary purposes) 
only when exchange is at or above upper gold point; 

(Ii) but at all lower levels of exchange the selling 
charges for gold (fot non-monetary purposes) will be par 
plus twice the shipping and interest charges (and not a 
single charge). 

The effect of limitation (i) will be that at that point. of 
exchange gold will flow into India in the ordinary course 
to liquidate the favourable balance of trade, so that it 
will not be very necessary for the Reserve. Bank to sell 
gold. 

Whereas the effect of limitation (ii) will be to charge 
such a prohlbitive rate that the public would not buy gold 
for non-monetary uses from the Reserve Bank, which 
will consequently preserve its gold stocks for purely mone
tary purposes. A deterrent rate is, therefore, applied. 
For' the same purpose they have' proposed certain rates 
making it cheaper to import gpld from London than to 
buy it from the Bank when the exchange is below-upper 
gold point. A method of computing the rates for buying 
and selling gold is laid down by the Commission In a 
special schedule. 

The consequences of these proposals ·will be that 
J \ (I) India's Standard will be based not on Sterling but on 

Gold. When the balance of trade is favourable to India, 
gold will be allowed to flow freely to India, and when the 
trade balance is unfavourable gold will flow out of India. 
(2) But the relation between the rupee and gold will be 
supported by the two obligations on the Reserxe Bank 
to buy in India gold at par, and to sell gold in India for 
delivery in London at the rate proposed. 
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I t will be' seen from the above provisions that actually 
gold will only be sold by the Reserve Bank of India when, 
owing to an adverse balance of trade, the exchanges twn 
against India and gold is demanded by the public for 
meeting their foreign obligations. 1 The result is inevi
table that there is no difference between the G~ld Ex
change Standard and the "Gold Bullion Standard" as ,1 

proposed by the Commission and there is no room for 
the advantages claimed by them to exist in practice. 

(8) loteroal Itability of the Rupee. 

As regards the internal stability of the rupee t}ley pro
posed to solve satisfactorily the twofold problem : 

Ji) how to in~pire the masses of India with confidence' 
in the currency standard, which they have lost, 
and 

iii) how to remove once for all the threat to the cur-, 
rency system inherent in the price of silver-'the 
rupee melting-point'? 

For the solution of this problem the measure they 
suggested was the e'tablishment of gold bullion as the 
backing JOT both notes and Tupees and therefore the ulti
mate withdrawal of the right of converting notes into. 
rupees. 

Their chief proposals were as follows :-
(I) Th~_ne~_nates of the Reserve Bank of India. 

(guaranteed by the Government of India) and 
rupee~oth were to ~u71l~gQ,l~_~.4eT and conver
t161'eon demand with baTs 0/400 oz. fine gold (or 
1065 tolas). 

1 Even this is questionable. At II. 6d. rate the rupee price of one tola· 
of fine gold is Rs. 21-3-10. But when the upper gold point is reached i. e. 
when the elIchange is IS. 6 'h d.. the rupee price of one tola of fine gold wilr 
be lell than Rs. 21-3-10. If then the Reserve Bank offers to sell gold at th& 
~ar rate of Rs. 21-3-10, who would buy gold from the Bank~ . 
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(a) at p¥-~hen exchange is at or above upper gold 
point; 

(b) but otherwise i. e. normally, at a discount (which 
is about 21 per cent. below' parity as recom
mended by them in their detailed schedule). 

(2~)he new notes were not to be legally con'Vertible 
into rupees but were to be freely encashed in prac
tice, if people desired to exchange them for rupees. 

I t is indeed difficult to see how these limitations are 
going to inspire the masses of India ~ith confidence? 

( I) In the first place, in order to supply a backing for 
token currency which is 'tangible', 'visible' and 'intelligi
ble' to the masses"the greatest requirement is that token 
money whether sil'Ver rupees 0".. no~es, should be fre~ly 
con'Vertible into g~ld bars for internal use. But this is not 
pro'Vided fOT ,by the Commiss'ion. The token money will 
in practice be convertibl~ into gold bars for export merely 
and not for internal use. 

t (2) Secondly, normally, the new notes would be con
ertible at a discount. and as the rate fqr conversion would 

I' e fluc~uating, a gold n?te would n?t entitle the h?lder 
I to receIve a fixed· quantIty of gold In return. BesIdes, 
the minimum exchangeable weight of gold bars laid ,down 
is 400 oz. (1065 tolas) i. e. in value of nearly Rs. 22,600 
at a time--a limit which is beyond the means of an ordi
nary purchaser. 

F or these reasons, in practice, it is impossible to expect 
that the new note will be in ordinary daily use in India. 
Its value will be in foreign exchange, but are the crores of 
Indians whoform the masses at all concerned with foreign 
exchange? . From the point of view of convertibility, 
then, there is no difference between the present 'Gold 
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Exchange ·Standard' and the proposed 'Gold Bullion 
Standard'. 

(8) '1'he establishment of ''The :Reserve Bank of India". 

The second principal recommendation of the Commis
sion was regarding the authority controlling the working 
of the standard. That authority, they wrote, should be 
a Central Bank, called "The ReserVe Bank of India". 
It is, therefore, necessary to have a general idea of the 
object and functions of a Reserve Bank (or a. Central 
Bank).l The scope of the present volume necessitates the 
statement of the sketchy outline of this subject. 

I. A RESERVE BANK'S NOTE ISSUE IS AB
SOLUTEL Y NECESSARY :-Whenever a Reserve 
Bank is established, it has followed almost as a natural 
consequence that it is given the sole right of noJe· iSS.1l11 

and the respons.ibility 0'£ maintaining the s.fability ol!.he_ 
cu:ireniy--' This is so because the institution which sup
plies creQit must also be the institution which should sup
ply currency.' The amount of credit to be extended in 
a country depend9l not merely on the demand for it but 
also on the amount of currency available. If credit is 
to be fUlly supplied by a Reserve Bank, currency must 
also be in adequate supply. An equilibrium between 
the quantity of credit and currency must be obtained if 
the money market has to be adequately supplied with 
credit. In short, credit and currency must be co-ordinate 
in a single institution. then alone the evils of m:flation an 
deflation can be averted. 

Besides, being in intimate contact with the money 
market a Reserve Bank ~ in a PQl?ition t9 .knoW...fQ1!=-. 

1 The subject of Reserve Banking has been exhaustively dealt with in 
the Author's A RUtirve Bllftk for India aftd the MOrleY Market, Chapters 
IV-VIII. . 

21 
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stantly I more accurately and more .9.1!-i~kl1 _th~.A~y_!o 
dai-iI.~riia!l~t ior~~ur.rcmcy·~~ ~~·Q<:>!.~~_nIll~I!~. ~n. It 
knows best when to expand and when to contract cur
rency without causing any disturbance to the money 
market. .If, therefore, the Reserve Bank is able to 
establish an equilibrium between the demand and supply 
of currency at a given time, it will have reached the goal 
of maintaining the stability of the value of the monetary 
unit. 

y:. Whenever a Reserve Bank is established its note issue 

(
is generally backed by a reserve of gold, securities and 
bills of exchange. When a note issue is partially covered 
by bills of exchange, the issue of notes becomes not 
merely automatic but elastic. Thus, when notes are is-
sued on· the security of bills, money flows out of the 
Reserve Bank i but when the bills get matured, money 
comes back to the Bank. A bill is a self-liquidating asset 
and in times of emergency it becomes possible to make 
the issue elastic because such an issue is represented by 
bills which show genuine trade demand for them. 

Nowhere is this unity of control of currency and credit 
more urgently needed than in India, where the two are 
managed in a divided control. The Government of India 
controls the currency but the Imperial Bank of India 
controls the credit, although this control is generally in
appreciable,· From this divided control results the 
divided management of the currency and banking reserves 
of the country and the consequent difficulty of maintain
ing monetary stability. 

II. A RESERVE BANK IS NECESSARY FOR 
THE MONEY MARKET :-It follows from what was 
stated above that a Reserve Bank is necessary for the 
controlling and managing the currency and banking re-
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serves of a country. Whenever a Reserve Bank is insti
tuted, whether by legislation as in the United States of 
America (which has a Federation of 12 Reserve Banks) 
or by custom as in Europe. the scattered reserves of the \ 
banks of the country get centralized in the vaults of the J 
Bank. This centralization bas great economic value to the 
commercial banks of a cmmtrx. It is of immeasurable 
strength when any emergency such as a panic occurs and a 
commercial bank is in great danger. At such a moment the 
combined reserves could be moved by the Reserve Bank 
easily and ahnost at a moment's notice to meet the bank's 
needs. Scattered reserves are unwieldy and incapable of 
being moved from place to place, and are least effective in 
times of stress. It is not so with a combined Reserve. be
cause like the mobilized mass formation of an army. it 
could be thrust upon a line, if that line is in danger of 
breaking. I t is in this respect then that a Reserve Bank 
is able to play the part of a Bankers' Bank. 

The centralization of the Reserves also enables the 1 
Reserve Bank to extend its credit facilities liberally to the \ \ 
money market in times of emergency. because the com
bined Reserve forms a big heap of sinews as a backing 
for credit. It is this centralization of the banks· reserves 
that also empowers the Reserve Bank to keep a watchful \ ~ 
eye and a direct control over the commercial banks and ' 
gives it that dictatorship in the money market so essential 
for credit mobilization. In this respect the Royal Com
mission recommended that all commercial banks in India 
should be compelled by law. as in the United States of 
America. to maintain minimum'reserve balances with the 
Reserve Bank. These balances were to be 10 per cent.\ 
of their demand liabilities and 3 per cent. of time liabili:
ties to the .India public. 
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(b) If the foundation of credit organization is to be truly 
laid a Reserve Bank should be in possession of such an 
instrument that at 'a moment"snotice it could safely ad
vance money to commercial banks in time of stress. That 
instrument is the rediscount o/bankable bills. If, for 
instance. there is an unusual demand on the banks for cash 
from businessmen for, say, financing the moving of crops, 
and these banks have already in their possession bills 
which they have discounted. To meet this unusual de
mand, the best and the quickest way open to them is to 

/ 

take these bills to the Reserve Bank and get them re
discounted and obtain cash for them, Thus the assets of 
these banks get immediately liquidated. Besides, by such 
an operation, the Reserve Bank pours out cash in ex-
change for bills and thereby expands currency, and when 
the bills get matured it receives back cash, which leads 
to a contraction of currency. 

l 
(c) Further, by raising the price offered for reserve 

funds or by lowering it, the Reserve Bank makes borrow
ing by commercial banks difficult or easy, whenever in 
the interest of the money market it considers such a step 
necessary. The weapon so used is the 'Yate 0/ discou,,:t. 
By the regulation of the discount rate the Reserve Bank 
so adjusts the supply of credit to the demand for it from 
business that an equilibrium is obtained and the money 

,market is not merely completely satisfied but the Reserve 
\Bank is able to establish its credit policy over the market. 

(d) Finally, when the Reserve Bank becomes the cur-
~ rene)" authority a two-fold function devolves on it. It 

shall be incumbent on it to supply foreign exchange to 
businessmen, and in order to maintain the stability of the 
monetary unit a statutory obligation shall be laid upon it 
to buy and seH gold at prescribed rates. . 
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III. A RESERVE BANK IS NECESSARY FOR 
GOVERNMENT'S BANKING BUSINESS :-1£ a 
Government keeps its own Treasury and receives and 
makes payments to the public directly through it, this 
operation cannot be as economical and ill: the interest of 
the money market as in the case of a Reserve Bank. If 
a Government. itself undertakes transactions such as the 

\
collection of taxes, issue of loans and remittance opera
tions, they are bound to affect the money market at one 
time or another. But a Reserve Bank being in control of \ ,. 
the money market can undertake such tasks and manage (~. 
them smoothly and eUecti'IJely and Withaut disturbance to ; 
money rates and thereby to the money market. Besides,' 
it is in the very nature of banking business to undertake 
such operations. The Reserve Bank could also handle 
the cash balances of the Government economicaliy and I \ C 
effectively by using the idle surplus in giving relief to the \ 
money market and in developing the country's jndustry 
and trade. . 

IV. RESTRICTIONS ON THE BUSINESS OF 
A RESERVE BANK ARE NECESSARY :-From 
the principal functions of a Reserve Bank outlined above, 
it follows that the Bank should be the safest institution 
for the country. There ought, therefore, to be various 
restrictions placed on its business. Thus it is essentially 
necessary that o~dinary .com~ercial business sh~uld neverl 
form a 'part of Its transaCtions, for such busmess must 
bring with it great risks and dangers and at the same tim~ 
make the Bank a serious rival to the commercial banks ,I 
whom it ought to protect and help rather than crush them 
out by its overwhelming influence and power. Similarly, \ 
it shall not advance money on mortgage. of fixed property 
or make insecure loans or advances or accept money on 
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deposit for fixed terms or allow interest on current ac
,counts. It should n~t also draw or accept bills payable 
~therwise than on demand. Further, it should not en-\ 
gage in trade or have any direct interest in any commer
cial, industrial or other undertaking not specially provided 
by its permissible business. It may be said that dis
counting and rediscounting bills are themselves commer
cial business and should not therefore form a part of the 
Bank's functions. But it is permitted to undertake such 
business only in the interest of the money market and is \ 
fenced round by various restrictions as to the quality of I 

the paper, its maturity and so on. 
I t shall not also purchase its own shares or shares of 

any other bank or corporation. Restrictions should also 
be placed on the profits of the Reserve Bank in order to 
eliminate the possibility of the Bank doing any kind of 
speculative business. A limit is therefore put on the 
dividends which it shall give, if the Bank is constituted on 
a shareholders' plan. 

GENERAL FEATURES OF THE PROPOSED 
RESERVE BANK :-Some general features of the 
Reserve Bank suggested by the Commission for India 
need mention :-
Ja) Its capital shall not be very large; 5 crores is suffi

cient. 
)b) A fixed preferred dividend is suggested for pay

ment to the shareholders and a share of profits to 
the Government. 

)c) Its administrative machinery is to be on the same 
lines as that of the Imperial Bank of India. 

(d) It is clearly laid down that this great bank should 
j ~. free from political pressure and its constitution 
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is made democratic. There is to be a Central Board 
of 14 members, 9 elected and the rest nominated. 

je) No member of a Legislative"Council can be nomi
nated on the Board nor is the representative of any 
commercial bank to be appointed on it. 

,,(f) Its destination shall be Bombay. 
Various suggestions have also been laid down in details 

with regard to its Reserve Fund and the share of the 
Government. 

COULD THE IMPERIAL BANK BE THE RE
SERVE BANK? :-Bu.t. 'Who 'Was to be tmtru..sted with. 
these Junctions? It would be either the Imperial Bank 
of India or a new institution which could substitute it. 
But they stated that the Imperial Bank would not be 
suitable in discharging the duties of a true Central Bank, 
and that was so for various reasons: It would be pre
cluded from undertaking a great many tasks which it al
ready performed as a commercial bank successfully. The! 
country would then lose the benefit of the elabo~te and 
widespread organization which had been set up through
out India for giving banking facilities in this country J 

Far from that, the Bank should be freed altogether from 
the restrictions imposed upon it by the charter, and which 
had their origin in the hybrid character of the functions 
which were originally assigned to it. Therefore a new 
organization was found necessary, and the Imperial Bank 
itself with its various branChes could work as the Agent of 
the Central Bank. 

SECTION I-Ratio of Stabilization. 
V. RATIO OF STA.BILIZATION TO BE IS. , 

6d. :-For the reasons given below, the majority recom
mend the rate of exchange to be IS. 6d. for the rupee 
(in relation to gold). 
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I. ADJUSTMENT OF INDIAN TO WORLD 

PRICES :-(a) The chief reason they stated was that, 
at the exchange rate of IS. 6d .• prices in India had al-l 
ready attained a substantial measure of adjustment with 
those in the world at large, and that any change in the rate \ 
would mean a difficult period of readjustment. It would 
lead to wide-spread economic disturbance which had to 
be avoided. 

If it can be shown that prices had to a great degree 
adjusted themselves to the existing de facto rate, then 
that rate must be adhered to and that such an adjustment 
had taken place was a matteT oj fact" 

At the outset they recognized that "index figuTes aTe 
not an infaUible guide. and that there are many directions 
in which they might lead one astray-In India theTe aTe 
special tlifficulties in the way of compiling a Tefwesentati-ue 

I index figure owing on the one hand to. the great size of 
I . 
j the country and the cost of inland transport, and on the 

other to defects in the statistics on which the compilation 
is based." 

Bearing the above reservations in mind, they proceeded 
to examine ~e data available to prove tha~ IS. 6d. was 
the de facto ratio, and in doing so, they took into account 
the indices of wholesale prices compiled at Calcutta and 
Bombay, and especially the fonner. 



Mutual adjustment of prices and exchange to world price level. 

No. During period 
Rate or exchallge Rupee price World gold 

(nearly) level price. 

I December Igzz-June 1914 ' I. 3 tI. 176 (limits Approximately 
gold 170 and 181) the same ., 

,. 

July 1914-January 191 5 
Sharp rise to 

Fell rrom 179 
The period 

z -June 191 5 
I s. 6 tI. gold of 
I J. 6 d. gold to 1)7 adjustment 

"-

, . 
158 (limits Approximately the 

3 June IgIs_March Igl6 : *l J. 6 d. gold 163-153) 
same at the end 

or the period 

'. .-
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The data given by the majority have been arranged in 
a tabular form as above. Treating the statistics in the 
most generalized way and disregarding minor movements, 
the conclusions drawn by them were that-
L-- (I) During the 18 months, while the rupee was worth 
about IS. 3d. gold, the rupee price level ranged round a 
mean of about 176. 
\.- (2) In the succeeding year, while the rupee was rising 
to IS. 611. gold, the rupee price level leU belo'W 160. 

~ (3) Since then"; while the rupee had remained, or had 
been held, at about IS. 6d. gold, the rupee price level 
had ranged round a mean of a,bout 158. with a recent 
tendency to fall in sympathy with world prices. But the 
le'Vel oj 'World gold prices, as indicated by the wholesale 
price index figures of the United States of America and 
the United Kingdom, WBs (in spite of intermediate fluc
tuations) approximately the same at the beginning of 
period (I) and at the end of period (III). 

CONCLUSION DRAWN :-Thus, ceit is natural," 
they stated, "to conclude that, during the period of 
change, there was a mutual adjustment of prices and ex
change, and that a substantial equilibrium 'Was attained 
about the middle of ~925 and has been since main
tained."l 

(b) A further indication of the equilibrium between 
internal and external prices during the last 12 months 

I 
preceding August, 1926, was to be found in the steadiness 
01 exchange. Exchange is the mechanism by which 
differences in these two price levels are adjusted and by 
which they are kept in unison. When exchange remains 

1 They also showed the nature and utent of the tendenc, towards adjust· 
ment by !MIIRS of graphs, and the reader is referred to- paras 18S. 186, and 
187 of the Report. 
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steady over a fairly long period, it may be inferred that 
there are no differences to be adjusted. Thus as the ex
change was steady over a long period, it meant that the 
Indian prices had adjusted themselves to the world prices. 

(c) It w.as relevant also to consider the course of India's 
foreign trade. It would naturally be affected by any dis
equilibrium between external and internal prices.. But the 
general trade of the country taken as a whole showed no , 
sign of the imposition of this disequilibri~. The' f?reign /. 
trade was steady and there were no' adverse crrcum-
stances. . . 

II. ADJUSTMENT OF WAGES :-The majority 
inferred on general grounds that considerable progress 
had been made in the process of adjustment of wages with 
the present level of prices and exchange: Prices were I 
bound to react on wages and, particularly so in India, \ 
because a much larger percentage of wages was spent on 
food-stuffs than in Western countries and that therefore 
there was a very necessary ultimate adjustment of wages 
to the price of food-stuffs. And this was true as recent 
history of I ndian prices manifested itself. 

Then again, were exchange and prices steady over a 
considerable period,. one should f~el justified in assuming 
that wages were in adjustment, unless there were any; 
clear indications to the contrary. 

The statistics of foreign trade strengthened the as
sumption. Nor was there any indication of any mal
adjustment of wages paid by manufacturing industries 
generally. 

III. EFFECT ON CONTRACTS :-It was also 
relevant to consider how contracts woyld be affected by 
the IS. 6d. ratio. 

(a) In the first place, it was true that the Land Revenue ,,,. 
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and other long-term contracts were settled when exchange 
was at IS. 4d., but they stated that, in view of the great 
rise in prices since 1914, the real incidence of Land Re- I 
venue 1l}easured in terms of commodities had been very : 
materially lightened; and that the 1 s. 6d. ratio would not I 
be' a hardship in this respect. 

~b) Besides, it could be contended that contracts con
cluded prior to 19 I 8 bulked more largely in the economic 
life of the country than those concluded after 1918, during 
which period the exchange was in a state of flux. 

After the prolonged disturbances which had taken 
place, it was impossible to do j~stice to the long-term f 
debtor or creditor by fixing any particular ratio of ex-

" change. 
\ Thus, they concluded that the least disturbance would 

'! be caused and least in jury done to all interests by adher
\ing to the de facto ratio. 

MAJORITY'S CONSIDERATION OF THE 
ARGUMENTS FOR, REVERSION TO IS. 4d. 
RATIO :-(1) It was argued that IS. 6d. rate came into! 
being through Government manipulation o~ the currency, 

"and that a rate so est~blished could be disturbed with less 
harmful results than would. follow from the disturbance 
of the rate which has been produced by the interplay of 
purely commercial forces. 

The answer of the majority was that, in the first place, 
\ this was not supported by facts, and that in the. final stabi-\ 

lization of the rupee it was the facts of the present that 
must be faced. When prices and other tactQrs were .in' 
adjustment with th6Se in the world at large on the basis: 
of an existing exchange rate, the question of the means) 
by which that rate came into existence had no bearing on 
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the extent or violence of the economic disturbances which 
would result from an alteration in the rate. 

(2) It was said that the IS. 6d. ratio would accentuate r 
the fall of prices in India resulting .from the fall of world I 
gold prices, such as took place in the year .1920. . 

But the Majority stated that this was quite unlikely 
to happen. The economic conditions of the time were' 
very different from those that prevailed in i920. Be
sides, if the world's gold production in the future should 
fail to keep pace with the demand, a period of falling . 
prices would set in. But experience showed that the) 
price movement due to such a cause would be slow and \ 
gradual. 

Certainly India would suffer with the rest of the-world 
(rom a long period of depression resulting from falling 
prices, but they stated that this risk would be there whe-
ther the exchange were at IS. 4d. oi- at. IS. 6d. , 

\ (3) The Majority stated that the reversion to is. 4d. 
'\~voUld .affect the budget. very much adversely and that 
unmediately. They estimated 'the loss per anniUn at 
somewhere near Rs. 6 crores. Th1s would certainly mean 
an increase in taxation, and also as regards the .railway I 
budget, an increase in rates and fates~ And.these in their ~ 
turn would disturb the trade and the commerce of the)' 
country: and increase: the cost of living of salaried ser-
vants. . 

(4) They stated that a reversion to IS. 4d. would mean 
a general rise in prices of 121 per cent., a change which 
would be sevet:ely felt by consumers generally, and 'spe
cially by 'the· poorer classes. It would also mean an 
arbitrary reduCti~n of, the real wages of labour. 

(5) They stated th:tt the ~ffect of the change to IS. 4d. 
on foreign trade would' be immediate and for a. time 
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convulsive. The sudden fall in eXchange might create 
a boom ~hich would be followed later by a slump. 

SECTION Il-,Arguments of the Minority, ,- , 
(I) ISIs. 6d. 'THE DE FACTO RATIO? ::-Sir 

Purshotamdas Thakurdas, ,in his minute of dissent, stated 
that to fix the rupee at IS. 6d., because it w~ the de facto 
rate, was a premise which was' not entitled to the slightest 
weight. The reasons for this strong opinion were many. 
In the' first place, the legal standard of money recom
mended by the Herschell Committee was IS. 4d., to the 
rupee and this remained effective up to 28th August, 
1917, for a continuous period of nearly 25 years, and 
although it was disturbed during the War, it was the 
action taken on the Babington-Smith Committee that" 
deliberately threw it out as the de facto ratio, and fixed I 
an unnatural rate of 2S. gold. . 

THE OPPORTUNITY OF 1924 :-But when the 
attempt to stabilize it at 25. gold was abandoned, and the 
rupee was allQwed to adapt itself to the 'market conditions, 
it; reached approximately ',IS. 4d. gold in September, 
1924. Here then was an ,.opportunity ,to stabilize the 
lupee at its long established legal standard of money pay
ments ; but in spite of the suggestions in the Legislative 
Assembly to restore it, the Government of India declined 
to favour these proposals. Besides their telegram of the 
11th October 1924 (when exchange was about IS. ld. 
gold) to the Secretary of State, "shows that their policy 
then was to look for, in other words, a permanently higher 
rate than IS. 4d. gold. Subsequently, when i1\ April, 
1925, the poUnd sterling reached gold 'parity, the Gov
'ernment of India were able to talk of this new ratio as 
IS> 6d. gold, instead of IS. 6d .. ·sterling." 
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Further he considered how the, rate of Is. 6d: :;terling 
was reached. According to him the rupee was maititain

. ed at IS. 6d. by "the official administrat#on of the eUT
~:' reney'." There was deflation of currency accomplished by; 

preventing tlie expansion of the currency to the extent 
, !1ormally required by India, as was shown in the following 

table :.:.-

ADnual Average 

Pre-War 
192.1-2.5 

ExpansioD of curreDCY 

Rs; 2.0 crores (and above) 
Rs. 1 1 '12 crores 

(a) DEFLATION OF CURRENCY :-It might; he 
a~gued that deflation was necessary during that period in 
the'interest of the country. . But there were circumstances; 
I which went to prove that more eUYfleney was d~jlated .. 
I than was required (or the normal expansion' of currency 

was prevented). , " 
(I) In the first place, the Imperial Bank of India rate 

jwent as high as 8 per cent. towards the end of 1923. and 
remained there for the first lialf of 1924. 

(2) The fact that there was stringency in the market 
was even admitted by the Government to bei the result 
of "the direct outc~me of Government action in contract-(, 
ing currency, or rather in placing strict limits on possibi- I 

lities of expansion." I 

I The Viceroy's telegram to the Secretary of State, dated the 8th October 
192~. 

He also referred to a telegram of the Secretary of State· to the Viceroy 
dated the lOth October, 1924, in which he expressed himself as follows:
"It _ms to lIIe, however, that 'the Jlital .consideration is not so much the 
adual level of exchange at lhe moment as the avoidance, of such abnormal 
stringency as might threaten the finaJlcial and .economic position." , 
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(b) NATURAL CORRECrIVE MADE IMPOS-
SIBLE :-Whilst the currency was being administered 

l
in this manner, the natural corrective to the rise in ex
change-the tender of gold at the currency offices-was 
-made 'mpossi~le for practical purposes by the retention of 
the fictitiou~ ratio of 2S. on the statute book. The gold 
imported into India could not function as currency and 
was a mere commodity. 
;. RATIO NOT ESTABLISHED SINCE OCTO
BER 1924 :-Besides, the contention that IS. 6d. ratio 
was the de facto ratio because it had been established 
since October, 1924, had no truth in it. Sterling had no 
parity with .gold till/une, 1925. From October, 1924, 
onwards the rupee was not IS. 6d. gold, but IS. 6d. 
sterling. The rupee did not reach IS. 6d. gold till June, \ 
1925, when sterling reached gold parity, and this rate I 
~ad. therefore, prevailed only for a year. 

I~. No adjultmentl of price. to a Is. 6d. ratio. 

Sir Purshotamdas next considered the statistics pro
duced by the Majority to p'rove that at the rate of IS. 6d. 
per rupee, prices in India had already attained a substan
tial measure of adjustment with those in the world at 
large. He divided his examination of prices 1 into three 
main parts. 

(I) PRICES FROM JUNE, 1925, TO FEBRU
ARY, 1926 :-After the rupee touched IS. 6d. in June, 
1925, for six months there was a rise in the Calcutta In
deX Number. But sterling reached its pre-war parity in 
June, and the index number of sterling price was 158. 
Since then it steadily fell to 149 in February, 1926. 

1 "We had before us a stotement from which I hove taken the figures used 
by me in this note. The figures relied on by my colleagues are also based 
on the same statement. II Sir Purshotamdas Thakurdas. 
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Pcri04 - I Cabna lada D~ Sterling prica 

June, 192 5 .••• I S8 Steady fall 

January, 1926 16J 

Febn12ry,1926 I lSI 149 . 

Thus. as the table shows. while there 1VtJS II fall of 9 
poists irl the British Index Number, there was, on the 
contrary, a rise of one point irl the Calcutta index num
ber (when ~ rupee touched IS. 6d. gold). 

Then again. hom the following table the conclusion 
becomes inevitable that the fall in the Bombay prices-was 
due to the fall n gold prices themsel1les lYIJer tlie world 1 
and ao' 10 4a, tuljwstmew' 0/ 'he l.ditJ. prices to IS. 6d. 

j
'Bomt.1 wholrsale United Slates of United 'KiDgd~ 

PcriocI prica (lada Ameriazold prica gold prica-
NIIIIIher) (lada Number) (Indo: Number) 

JUly,192S I IS8 160 IS7 
February, 

1926. ••• 1 IS2 ISS 149 

(2) THE COURSE OF .PRICES FROM DE
CEMBER, 1922 TO JUNE, 1925 :-He then exa
mined the contention of the Majority that the fall in rupee 
prices in the first half of 1925 represents ·,the tendency of 
those to adjust tbemselves to the rise in exchange." The 
figures given by him are arranged in the following 
table :-

IS 
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Period 'I. gold parity of World gold prices Calcutta prices 
the rupee (Index ~umber) (Index Number) 

December, 
19ZZ 95 15~ 176 

June,19z5 113 157 157 

r The figures show that the adjustment of Indian prices 
to world prices was only partip.1 till June~ 1925; B~cause .. 
as gold parity rose 19 per cent. (from 95 to 113): the ad
justment to be complete should have meant a correspond-
ing fall of 19 per cent. in the Indian price level, i. e.,·ct 
fall of 33.5 points'ih the Calcut~ Index Number. But 
the actual fall was of 19 points only (from 176 to 157). 

(3) THE COURSE OF PRICES FROM JULY, 
1922 TO FEBRUARY; 1926 ;_ .. ~e next took the 
whC?le range of price movements from July, 1922 to 
February, 1926. • 

• 0/. ~old World price Calcutta Average of 

Period parity level price level Calcutta and 
of the (Index (Index Bombay (Index . rupee NumQer) Number) Number)l 

July, 
18S 19 ZZ .... 90 155 lSI 

February, .. -. 
19z6 ... 144- '155 158 ISS 
The conclusions drawn from the above table are that 

the world price level was exactly the same at the begin
ning and end of this period. And when there was an 
increase of 27 per cent. in gold parity of the rupee there 
waS a fall in the Calcutta Index Number of 23 points. 

. 1 The Calcutta Index Number fell 5.3 points, a figure which corresponded 
very dosely with the fall in the Bombay Number and strengthened the same 
f=onclusion. 
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But on a 21 per cent. increase in gold parity of the rupee, 
a lall 01 49 points should have occuned to bring about 
complete adjustment of the Indian to the world prices. 
Thus a fall of 26 points, or more than hall the adjustment 
was still to come in F.ebruary, 1926. 

Taking the average of the Calcutta and Bombay 
Index Numbers we find a fall of only 30 points against 
SO points (27 per cent. of 185) to be expected for full 
adjustment. . 

CONCLUSIONS :-thus at the rate of IS. 6d. 
per rupee, prices m India had not attained a substantial 
measure of adjustment With world prices, but the greater 

\ p~rt of the general adjustment to IS. 6d. by a fall, had 
\\shll to com~.. '. . 

ID. No .djultmeDt ofW.gel.to b,6d. ratio. 

1\.s regards \Vages, Sir Purshotamdas concluded that 
no adjustment either'in hgricultural, industrial or clerical 
wages had t~en place, and none would hereafter t. without 
a struggle. He proved die truth of his J)tatement by the 
help of statistics. . 

(a) Agricultural Wages. From the statement sub:
mitted by Mr. Ginnings of.the Labour Bureau in Bom .. 
bay" it was found that in the various divisions. of the 
Bombay Presidency the increase in th~ wages of labour 
between 19 13 and 1925 wa'i' as follows :-

Areal I. Cla .. of labours p'"tllliage IIl~reaJe 

I Rural Field .~. ... 106 

" Ordinary 86 . 

" Skilled 109 
II Urban Field ••• .... I2I 

" Ordinary 104-

" 
Skilled 116 

IS-



180 

In the absence of any other data, these figures he 
concluded.. might be taken as representing the general 
agricultural wage level in India, there being no evidence 
of a decline in wages from any part of the country. 

(b) Industrial Wages :-Regarding the industrial 
labour, the figures submitted were as follows :-

Industry 
Index number Ind~x number 

for 19'+ for 19Z5 

Bombay Cotton Mill 100 23 2 

Jute Mill 100 150 

From no part of India was there any suggestion that 
the industrial wages had a tendency to taU. Besides. 
increase in. 'Wages lagged behind the rise in prices since 
1914. The variations in the Jute Mills in Bengal are 
shown as follows :- . 

Date 

May, 1918 
January, 1910 ••• 
April, 1925 

Index Number of 
Calcutta wholesale 
priCes (30th July. 

191+=100) 

This illustrates the very slight connection, over a con
siderable period of time, between variations in the cost 
of living and in wages. He also laid stress on the inability 

. of the Industrial wage-earner to r.econcile himself to any 
decrease in wage, even on the ground of the appreciation 
of the rupee in gold, as was proved by the strikes of the 
Bombay Mill-hands in 1923 and'I92S. 
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Even with regard to the employees on the_State rail
ways there had been no reduction in· wages. • Thus, . in 
the North Western Railway Locomotive Workshops at 
Lahore, the average increase in monthly wages of un
skilled workmen in 1922 was 220, nor was it suggested by 
any official witness that the Government had 4:ontem
plated any reduction in the wages of their employees on 
the ground of the appreciation of the rupee in relation to 
gold. 

(c) Clerical Wages :-The official figures supplied with 
regard to wages of clerks, in the City of Bombay in 1924. 
showed a percentage increase of nearly 77 over 1914. 

CONCLUSIONS :-The Indian cost of living index 
number in March, 1926, was 155. Any increase m this 
cost consequent on a reversion to the IS. 6d. ratio (even 
assuming that adjustments to IS. 6d. had fully taken 
place) would not exceed 121 per cent., even then there 
would remain a cleaT maTgin to coveT, as was shown by 
the figures of wages (except in the case of the labourer 
in the Jute Mills and mines in Bengal), "Besides, an 
adjustment in wages to the IS. 6d. basis, if it has, to be 
enforced, will therefore entail a long and bitter struggle 
between Labour and Capital, with consequent disturbance 
in the economic organisation of the country." 

IV. Effecta DO eootracta. 

Sir Purshotamdas next considered the effects on con
tracts. It had been urged that a change to IS. 4d. would 
prejudicially affect the outstanding .. contracts of a short 
term character. He refuted the argument by considering 
the effect on various forms of contracts. 

(a) CommeTcial contracts :-It was acknowledged that 
for all commercial transactions exchange could be cOllered 
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for a period of 12 months ahead. If a businessman keJl 
his contract open, it would be his own fault. And parti 
cularlysince 1924; when it was widely known that th 
statutory 2S. -ratio was to be changed, no careful business 
man could be justified in not covering his exchange. 

(b) Industrial and commercial borrowing :-The indus 
trial. and commercial corporations borrowing over a periol 
of 20 or 30 years, would not be prejudicially a,ffected h: 
having to meet obligations at the gold value of the rupe 
at IS. 4d., if they entered in their obligations before 1917 
It was only those who borr9wed since 1917, who woul~ 
be affected by the .ratio IS. 4d. But these could not b 
very large. But after the War, for some time, fluctua 
~ions were unavoidable, and then the failure of ~he Gov 
ernment to maintain the 2S. ratio led to such seriou 
fluctuations in the exchange that those, who made con 
tracts during these years of fluctuations, were lik~l: 
either to suffer or to gain by mstituting any ratio a 
present. 

(c) Agricultural indebtedness :-But the indebtednes 
of the Indian Agriculturist arid the masses demanded seri 
ous consideration. Mr. M. L. Darling, I. C. S. of th 
Punjab, ·estimated the rural indebtedness of British Indi; 
at Rs. 600 crores. It was probably RS.200 crores fo 
Indian States. As the rate of exchange between 190C 

and 1917 was round IS. 4d., it was only right to assUffil 
that most of this debt of Rs. 800 crores was contractec 
when the rupee was IS. 4d. ·gold. Now to fix the ex 
change at IS. 6d. gold would practically mean putting; 
burden oof 12i per cent. on these borrowers. This is ; 
class whose case should have the first considerationil 
dealing with the effects of IS. 6d. ratio. 

Under the heading of contracts, therefore, "the highe 
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figure of IS. 6d. has little to recommend it, and very much 
against it." 

v. Effect oa FiDaace of the Ceatral Goverameat. 

The most serious item to be considered was· the alleged 
gain from "IS. 6d. of Rs. 3.16 crores in the General Bud
get. (Railway Budget is separated from it). ~s against 
this, there was to be put an increase of RS.2.62 crores in 
customs on stabilization at IS. 4d. Besides, account must 
be taken of the decrease under bounties to certain indus
tries given on the rise of exchange to IS. 6d., so also an 
increase in receipts 'under Income-Tax and Corporation 
Ta."C, owing to ~dustries being spared the disturbanc~ 
incidental to IS. 6d., bearing in mind that Joint Stock 
companies pay very nearly 15 per c~nt. out of their profit~ 
under Income Tax and Corporation Tax. 

This clearly showed that the claim of a gain by IS. 6d. 

r
~as exaggerated. However this unearned increment i~ 
the Government of India Revenue Budget would exist 
as a tangible and visible asset only during the period of 
non-adjustment, and would vanish when adjustment wa~ 
complete. Moreover, during the period of non-adjust-
ment, while there was a tangible gain to the exchequer, 
some one paid for it-lilt is the producer who has to 
accept so many fewer rupees for the produce he has to 
~eU." I 

VI. Larger resource. aeceslary to maintain Is. 6d. ratio. 

The question to be decided was whether it was neces
sary to fix a ratio that would require larger resources to 
maintain, if the fixing of the ratio could be avoided. A 
little lull in the export trade .from March,1926, necessi:-

I Sir Purshotamdas quoted the words of Mr. Robert Campbell and Sir 
John Muir in their supplementary note in the Fowler Committee Report. 
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tated r~sort to deflation in India to the extent of Rs. 8 
crores to maintain the exchange~ and to the offer of sale 
of the R~verse Councils at IS. 5id. That was enough 
evidence to prove that larger resources would have to be 
required to maintain the ratio. 

VII. Alleged Effect of RevenioD te b. "d. 

The Majority apprehended that a reversion to the 
IS. 4d. ratio would lead to a rise in price to the 
full extent of 121 per cent. of articles given and consumed 
in India, and as a consequence, hit the poorer members of 
the literate class and consumers generally, because prices 
had substantially adjusted themselves to the IS. 6d. rate. 

To this the answer given by Sir Purshotamdas was 
that he had conclusively proved that no adjustment of 
prices to IS. 6d. ratio had taken place, and that the major 
part of it was still to come. Hence, any disturbance that 
might ensue from the fixation of the lower ratio would 
produce a very insignificant disturbance in economic con
ditions, injurious to but a few, if any at all. "Besides, 
as regards the burden likely to be imposed, if 79 per cent. 
of the people of India subsist on agriculture, it is difficult 
to understand the concentration of my colleagues, on the 

. interests of the other 2 I per cent. who live on the produc
tion of this class. " 

VIII. CI.im of the debtor CI •••• 

Besides, a change to IS. 6d. would hit the large bulk 
of. the debtor class, to the benefit of the creditor class. 
He stated, "I cannot conceive of any valid or moral 
reasons for a step calculated to give the latter an unearned 
increment at the expense of the former. In India, per
haps more tl}.ananywhere else, the debtor class is the 
largest and the neediest, for whom the Government has 
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always evinced concern and solicitude. What unavoid
able reason, then, is thete to hit this class?" 

IX. Suitability of tbe 1 .. "d. ratio • 

. FinaUy. IS. 4d. was the .,atio that stood fO., 20 yea.,s. 
even during the American Crisis, till 1917, and was only: 
disturbed as a result of the War in common with the ratios 
of other countries in tho. world. I t could not lighdy be 
said to be a ratio that was unnatural to the Indian system. 
No other country had adopted a rate of exchange higher 
than its pre-war rate. Even Great Britain ~id not change 

• her standard when the £ sterling dropped to 3.38. Other 
countries had made great sacrifices to return to their pre
war ratios, which was the proof of the sanctity attaching 
to them. "But in India, it is not a question of making 
a great sacrifice to regain her 'permanent rate'. It is~ 
at worst, a question of b~ancing' the disturbance which 
may be caused by a reversion to IS. 4d .• and an adoption 
of IS. 6d. II 



CHAPTER VII. 

The Currency Act; 1927. 

,Fixation of the Is. 6d. ratio a~d imposition of a statutor:! 
fJbligation upon the Currene:! Authorit:! to purchase gold and 
sell gold or sterling. 

TRANSITIONAL MEASURES :ADOPTED :
The first fruits of the Report of the Hilton-Young Com
mission was the passing of the Currency Act, 1927. This 
Act embodied merely those measures which the Commis
sion recommended for the transitional period. It is purely 
an interim measure which was intended to cover a period 
between the time when the Act was passed (April, 1927) 
and the time when the "Gold Standard and Reserve Bank 
of India" Bill, which was placed before the Legislative 
~ssembly was expected to come into effect. But this 
Bill had a chequered history and having passed through 
nearly five stages in its career was ultimately dropped on 
13thFebruary, 1928.1 

The Currency Act, 1927, therefore still exists as a 
transitional measure. It does not touch the question of 
the Gold Bullion Standard at all. In the words of Sir 
Basil Blackett, the late Finance Member, "It does not 
do anything more than provide for an interim period 
during which the standard will be a gold exchange 
standard. " I 

The clauses of the Act are very technical in form but 
in substance they are as follows :-

1 The history of the Gold Standard and Reserve Bank of India Bill is fully 
traced in the Author's: A Reserve Bank for India and the Money Market, 
Chapter XV. 

I Legislative Assembly Debates, Vol. IX-No. 35, page 2110. 
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J. THE RATIO FIXED ~T IS. 6d . . :-In the first 
place. it has amended the Indian Paper Curreqcy Act. 
1923. Under this Act the rupee was valued at 11.30016 
grains of gold i. e. it corresponded to a .rate of exchange 

.. of 2S. for the rupee. But the CUrrency Act of 1927 has 
altered this value to 8.47512 grains of gold per rupee. 
i. e. the exchange value oj the t"Upee has been fixed at 
Is.6d. 1 . 

II. SOVEREIGN AND HALF-SOVEREIGN 
NO LONGER LEGAL TENDER :-In the second 
place, under the Indian Coinage Act. 1906. and the 
Indian Paper Currency Act. 1923. the sovereign and half
sovereign were legal tender at the rate of Rs. 10 per 
sovereign. 

But the Currency i\ct, 1927. has taken away the legal 
tender character oj the sovereign and halj-sovereign in 
India altogether. This waS done in accordance with the 
recommendation of the Royal Commissioners who wrote 
that the sovereign and the half-sovereign should be de
monetized in order to enable the new gold bullion standard 
to come into force. In supporting this argument in the 
Legislative Assembly Sir Basil Blackett said. lilt is quite 
a different thing to take away the legal tender character 
from a coin which is not in fact in actual circulation at all. 
which has not circulated for some years. It is quite an
other thing. after having given it a legal tender character 

I Considering the scope of this volume an apology from the Author will, 
it is hoped. he readily accepted by the reader, for not having included in it 
an account of the various arguments for and against the IS. tid. ratio which 
were put forward by the LegislatorS before the Legislative Assemblywhea 
the Bill was heing discussed. But most of these arguments arrayed were 
deductions from those principally stated by the Majority and the Minority of 
the Royal Commission of 1926.. and on 8th March, 1927, an amendment to 
fix the ratio at rs.-..L (instead of 1$.-61.) was lost by 65 votes against liS. 

For a full account reference is made to LegislMive As.wmbly D,,"aIu. 
Vol. VIII-NOL, :I and 5; Vol. IX-NOL, 30, 31, 36. 38, 39, 40-
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now, . to take away that legal tender character 5 or 6 
months ~ence. The matter is perfectly open to the House 
to decide in connection with the Gold Standard and the 
Reserve Bank Bill". 1 On this ground then the sovereign 
and half-sovereign have been demonetized. 
, III. STATUTORY OBLIGATION TO PUR

CHASE, GOLD AND SELL GOLD OR STER
LING :-In the third place; the Currency Act, 1927, has 
imposed for the first time on the Government (the cur
rency authority) a statutory obligation:' 

(a) to purchase 'gold bullion tendered by the public for sale 
in the form of bars containing not Zess than forty. tolas of 
fine gold at the rate of Rs. 21-3-10 per tola of fine gold 
(i. e. at IS. 6d.=Re. I); 

(b) (I) to seZl to any person who makes a demand in 
that behalf, gold for delivery at the Bombay Mint at the 
rate of Rs. 21-3-10 per tola of fine gold 01', at the 
option of the Controller or the Deputy-Controller, as the 
case may be, sterling for immediate delivery in London 
at an equivalent rate: 

Provided that no person shall be entitled to demand an 
amount of gold or sterling of less value than that of 
1,065 tolas of fine gold. 

(2) For the purpose of determining the equivalent "ate appli-
, cable to the seile of sterling the Act states that Rs. 21-3-10 

shall be deemed equivalent to such sum in sterling as 
is required to purchase I tola of fine gold in London at 
the rate at which the Bank of England is bound by law 
to . give sterling.' ill' exchange for gold. after deduction 
,therefrom of an amount representing the normal cost per 
tolaof traJ1sferring gold bullion in bulk from Bombay to 
London, including interest on its value during transit. 
This rate was to be determined by the Governor-General
in-Council from time to time and notified accordingly. 

This clause needs some interpretation. It has, as 
stated above" fOT the first time placed a statutory obliga
tion on the Government of India (so long as it remained 
the Currency Authority), to buy gold at the fixed parity 

. ~ . , 

l'Legislative ,Assembly Debates. Vol. IX-No. 38, page 2394. 
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of the rupee and to sell gold or sterling at their option at 
the upper and lower gold points corresponding, to that 

-fixed parity. It may be recalled that in the system as it 
existed before this Act came into operation, the provisiOn 
requiring the Government to give rupees in exchange for 
gold operated to- prevent the exchange rising above the 
fixed rate. But there was no statutory obligation on the 
Government to prevent the rvpee falling below the fixed 
f'ate I so that the link between the rupee -and gold -was 
imperfect. And it was left to t~e discretioll of the Gov
ernment to take any steps, such as the sale of the Reverse 
Councils, to prevent the rate falling. _ 

By the Act this discretion is nO longer possible and 
it will no longer be within the power of the -currency 
Qvthority to let exchange stray away from the fixed 'Tate 
"without coming within the mischief of statutory.provi
sions of an Act of the Indiatt Legislature." 1 The Royal 
Commission laid great stress on this part of their recom
mendation and wrote: "We desire expressly to emphasize 
that this recommendation as to the transition period is of 
the essence of our proposals. The Government of India 
should at once publicly announce its acceptance of the 
obligation as defined and should fulfil it without variation 
during the period of transition. We. are of opinion that 
this obligation should be embodied in a statutory form" . I 

Thus the statutory enforcement of this obligation to 
maintain the rupee within its fixed upper and lower points 
is the essence of this Act. And this statutory obligation 
on the Currency Authority to purchase gold but sell gold 
Of' ste'Tling at their option at fixed rates in order to main
tain the exchange value of -the rupee, establishes the 

I Sir Basil Blackett in his speech before the' Legislative Assembly. 
• • Paragraph 166 of the Report. 
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gold or sterling exchange standard on a firmer basis 
during fhe transition period. 

Another part of this clause needing an explanation is 
that concerning -the actual quantity of gold which the 
Act compels·the Currency Authority to purchase and sell. 
The minimum quantity of gold which it could purch.ase 
when offered to it for sale by the public is fixed at 40 
tolas (or 15 ounces) instead of 1065 tolas (or 400 ounces) 
as recommended by the Royal Commission. This was 

. done to enable the poor people and the petty merchants 
to avail themselves of the system,as the quantity so 
reduced would be within their easy reach. The quantity 
1065 tolas was too heavy, regard being had to the circum
stances and conditions obtaining in India. 

But the quantity of gold or sterling which the Currency 
Authority shall seU is fixed at 1065 tolas. This is done, 
in accordance with the recommendation of the Royal 
Commission, to prevent gold from being demanded by 
the public for non-monetary purposes: And the option 
given to the Currency Authority to give gold or sterling 
makes the standard a gold or sterling exchange standard. 

SUMMARY 

By the Currency Act, 1927, which is still in force: 
(I) the rate of exchange· is fixed at IS. 6d.; 
(2) the sovereign and half-sovereign have been de-

monetized; . 
(3) a statutory obligation is imposed on the Currency 

Authority for the first time to purchase gold and 
. sell gold or. sterling. to the public when demanded 
by them. Thus the- gold or sterling exchange 
standard has continued to exist. 



CHAPTER VIII. 

Indian Currency and Exchange during 1927·1931. 

Principal World Factors affecting India's economic ~ondition. 

The four years which have followed the passing of the 
Currency Act of 1927 can, in common with other coun
tries of the world, he pivided into two almost clearly 
marked periods, ~f During the first two years 
and a half ending with September, 1929, there was a 
general improvement in economic conditions in most 
countries of the world, although during the last four 
months depression in world trade had already begun. 
JB) But the period following September, 1929, has 

been one of a monotonous fall in general prices and of an 
• unprecedented depression in' ind1fstryand trade. 

It is therefore relevant to give a survey of the principal 
world factors which have contributed to affect the econo
mics of India. 

(A) During the official years 1927-28 and 1928-29 there 
. was a movement of European Governments towards the 
stabilization of their currency systems. Thus, Italy re
turned to the gold standard and the French Government, 
in order to stabilize the French exchange, fixed the legal 
value of the franc. These factors tended to remove 
serious obstacles to the rehabilitation of the trade of 
Europe. Creat Britain emerged from the depressing 
e.'Iects of the prolonged coal strike of 1926-27 and the 
prospects of her trade and industry improved. In 
November, 1928, a currency:reform of great importance 
took place in England. The notes issued by the British \ 
l"reasury and the Bank of England were amalgamated. 
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These measures, combined as they were with provisions 
for increasing the central'ization of the various national 
currency'reserves, brought the monetary systems of the 
world into still closer contact and pa,,:ed the way towards 
trade prosperity. 

} 
On the other hand, in Japan there was a severe banking 

crisis in April,I927 " which necessitated the declaration of 
a moratorium by the Japanese Government, and although 
financially the country made considerable progress to-:
wards rehabilitation during the following year, the stabi
lity of the Yen was not attaineq. These factors affected 

. India principally by their reactions on cotton exports and 
on silver prices. 

Further, the steps taken by the currency authorities 
in the United. States of America to control the expansion 
of credit in that country .had wide international repercus
sions. In July, 1928, the. federal reserve discount rates 
were raised and other measures were also taken to make 
credit dear, which gradually began to attract short-term 
money from other.world centres to the United States for 
investment. To preyent this drain of money to the 
United . States and to, protect the exchange there was a 
general world movement- throughout the year towards 
higher bank rates : 

(B) This movement continued during the greater part of 
1929, and during this and the succeeding year, world 
finance, commerce and industry were chiefly influenced by 

t 
the speculation in the stock exchanges of the United 
States of ~merica, and the measures taken by the Federal 
Reserve Board to curb it .. 

But this boom broke in the United States at the end 
of October, shortly precede<J. by a collapse of a similar 
though less violent boom on the British Stock excl,langes. 
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These gave a terrible shock to world'.s commercial aeti-" . vity, and the consectuent reluctance t.Q manufacture or 
rbuy, brought about·a large drop"itt ~he wholesale prices 
/ oj commodities. T,.his tendency was .aggravated by, the 

large withdrawals of gold by certain European countries, 
principally F ranee and Germany ihto, their currency re
serves. The general fall in whole~ale prices continue4 
uninterruptedly up to March, 1931, and had catastJ:ophic' 
effects on world trade. 

The extent of this fall can be seen in Statement I. 

Statement I. 'Index NumlJers of wholesale prices. 
India United 

Calcutta I Bombay Kingdom 

(a) (b). (c) 

1928, April 146 142 143 
'929, March 143 147 "4° 
I929, September I43 I47 I30 
1930, March uS 137 125 
1930, September I1t 120 "- II6 
1931, March 100 III 106 

(a) Indian Trade Journal, 1914. Basis 100. 
(b) Bombay Labour Gazette, 1914. Basis 100. 
(c) Board of Trade, 1914. Basis 100. 

United'State 
of America 

(d) 

97 
98 

98 
91 ' 
84 
75 

(d) Bureau of Labour Statistics, 1926; Basis 100. 

One of the most remarkable features of the collapse of 
the speculation boom in the stock exchanges of the United 
States was the effect on rates of discount ruling in the 
three most important international money markets. The 
Federal Reserve Bank rediscount rate reached the lowest 
level of 2 per cent. on the 23rd December, 1931, and the 
Bank of France rate was reduced from time to time until it 

, reached 2 per cent. from the 2nd January, 1931. The 
95, 
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. Bank of England rate t~ was reduced to 3 Per cent .. on 
1st May, 1930, and remained at that figure throughout the 
rest of tile year. . 

Two other important events during 1930-31 which had 
repercussions on world finance were, the large number of 
bank suspensions in the United States and the so-called 
Oustric collapse in France. Both of these tended to re
tard a return of confidence. The Oustric affair led to 
a large repatriation of foreign investments and as a conse
quence heavy withdrawals of gold from London and 
America on French a~,:ount. . Thus, during the:: year the 
gold holding of the Bank of France increased from 42,557 
million francs to 56,116 million francs. Japan too suffered 
as much as other countries from a faU in the price level, 
unemployment and a heavy decline in exports. 

L Indi&n fo~!p trade' ad exc~e. 

(A) DURING 1927-28 AND 1928-29 :-In India 
during the two years there was a general improvement in 
economic conditions. The only. disquieting feature in 
1928 was the strikes in the cotton mill and steel industries 
which continued until the cold weather. But for this, 
the trade and commercial conditions in this year would 
have been more favourable than in preceding years. The 
monsoons were on the whole good, crops were large and 
foreign demand for the export staples was also good lead
ing to a steady increase in the value of exports as shown 
in Statement II. 
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Sttm",,,,, II. BoIac, of Tratk i.,rivGl, merelumJist. 
(i. ""Iu"., ",;"111) 

Ezporu 
RC-aporl 4. 
(of romp 

merchandi .. ) 

I ! I I 
!+3,01t43 3,19,1 J!+3'.lO'131+3,J(;,84+2,~0t46 
! :: 

I 
i + 8,01 + 9,54j + 7,831 + 7,13 + 5,14 
I '; 

.lmporu. '-2,29,98 -2,46,781-2,5 1t4?j -2,3 8,95 -1,63,62 

BalmCCofTradcj +79.46/ +8J,87j +86.471+78,981 +_61,98 

The- result of the increase in the ~ue of exports was 
greater strength in exchange which actually .reached the 
upper gold point in December. 1927. and in January an(J 
November, 1928. The Covenunent could therefore with 
ease make remittances by the new method of purchasing 
sterling by public tender in India. The sterling purchased 
in India by the Government during 1927-28 was to the 
amount of '£28.325.000 and in 1928-29 it was worth 
'£30.810.000. 

But these remittances were insufficient to meet the re
quirements of the Secretary of State and had to be sup
plemented by such means as (I) drawings on the sterling 
reserves. (2) issue of India Bills in London, (3) issue. of 
sterling loans in London, (4) issue of Treasury Bills in 
I ndia in large amounts. 

(B) DURING 1929-30 AND 1930-31 :-India being 
a country where general economic well-being is still very 
dependent on the world demand for her agricultural pro
duce. could not hope to escape the serious effects of the 
world factors narrated above. Although the monsoon 
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was adequate and harvests good during the two years the 
collapse in world prices and the world depression in trade 
influence~ Indian ~xports considerably as is shown in 
Statement I I. The effect of the civil disobedience cam
paign cannot be ignored in this connection. 

EXCHANGE DURING 1929-30 :-The reaction of 
these factors on Indian exchange was inevitable. It was 

\generally weak and the Government had considerable 
difficulties in purchasing sterling to make remittances to 
the Secretary of State. For several weeks no tenders 
were made at all. 

Therefore, Treasury Bills had to be issued continuously 
and J:ontraction of currency had to be brought about at 
certain times, in order to tighten up money. "The issue 
of Treasury Bills enabled the Government not only to 
maintain the exchange value of the rupee without selling 
gold or sterling but to purchase a fair amount of replit
tance towards meeting-the requirements of the Secretary 
of State". 1 These factors, combined with the rise of the 
Imperial Bank of India rate to 7 per cen!., in October, 
enabled the Government to make g-ood p~2hases. 

But with the sudden and heavy fall in the prices of com
modities consequent on the collapse of the stock exchange 
boom in New York the Government's difficulties in pur
chasing sterling increased and they were compelled to pay 
a high price. for sterling and generous rates for selling 
Treasury Bills. But the exchange continued to remain 
weak at IS. 5 tid., throughout March, 1930. In all the 
Government was, able to purchase sterling to the amount 
of £15,215,000, 'and a further ,£II,825,ooo was transfer
red to the treasury balances of the Secretary of State in 
-London against an ' equivalent contraction of currency. 

1 Report of the. Controller of the Currency, 1929-30, page 3. 
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I n order to meet the Secretary of State's further require
inents of [,18 millions, sterling bills and a sterling loan 

• 
had to be floated in London. 

EXCHANGE DURING i930-3I :.-"Up. to July, 
1930, alth~ugh the exchange recovered from time to time, I it became definitely weak from that month tQ October. 
The highest rate touched in August· and September was 
IS. S it d. and the lowest IS. sid .• notwithstanding that 
"Treasury bills were sold freely throughout this period 
and contractions to the extent of Rs. 20 crores were made 
against rupee securities". lAnd purchase of sterling be"' 
came very difficult. At this time the civil disobedience 
movement was in full swing and business was paralysed. 

On the I 9th November no tenders were received by the 
Government who had to announce their withdrawal from 
the market for the time being. The middle of November 
saw the'beginning of a distinct change for the worse. A 
period of consistent weakness set in which lasted until 
the end of February and the Government was unable to 
purchase ster;.ling during these months. 1 

On the contrary, "a demand arose JOT the sale oj steT," 
ling by the Government at the statutory rate of IS. S ltd. 
The market was governed practically in toto by the politi
cal situation throughout this period and the amount of 
sterling sold between November and March totalled 
['5,650,000." But when the poliiicalsituation was eased 
exchange began to gain strength and reached lS. S t d, 
in the end of March. 

I Report of the Controller of the Currency, 1930-31, page 13. 
I This was partly due to the fact that rumours were fully circulated to 

the ellect that one of the recommendations made to the Round Table Con
ference which was to meet on the 12th November was that a rem'ission 
would be made to the old statutory IS. .d. ratio-Report of the Controller 
of the Currency" 1930-31, page I.. . . 



198 . 
During the year 1930-31 sterling to the amount of 

only £5,395,000 was purchased through the market. It 
was, therHore, necessary to meet the Secretary of State's 
requirements, by other means, such as remittance through 
the, Paper Currency Reserve or by borrowing in London. 
Sterling loans to the extent of £3 I milliqns had to be 
raised in London. A nd the entire holding 0/ the Paper 
Currency Reserve in England including sterling securities 
were trans/erred to the Home Treasury primarily to meet 
$ales 0/ sterling againgst corresponding contraction oj 
rupees in India. 1 

IL COlltractiolll of the Currelle,. sales of Tre&8ull' billa and 
MOlleJ' Bates. 

The monetary situation in the United States of 
"America, particularly after the coOapse of the speculation 

boom in the country in September, 1929, actually affected 
money rates in the world. As stated previously,· contrac
tion in the demand for money caused by the prevailing 
low prices. stagnant stock markets, smaller borrowings 
by traders, and the nervousness of the banks for loaning 
money resulted in a marked decline in discount rates as 
shown in Statement 'III. ' 

Statemenl111. Bank red, ./. 

192 7 1928 I 1929 I 1930 I 193 1 
(end of (end of I (end of (end of I (14th 

December) December) December)1 December) February) 

London 4t 4t 5 3 3 
New York 3t 5 4t :1 :1 

Calcutta 7 7 7 6 7 

I Report of the Controller of th~ Currency, 1930031, page 14. 
See also Chapter IX, Period VII. 
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Statement III shows a weII markf!d'difference between 
the Calcutta Bank rates and those- in London and New 
York, the former being considerably higher than those 
in the latter countries. The reasons for this . marked dis
parity are given by the ControIIer of the Currency who 
stated: "low money rates in highly developed industrial 
countries do not necessarily imply lit similar state of affairs 
in agricultural countries whose'staple trade consists in the 
export of the raw materials of commerce. Given satis
factory harvests in such countries prices of agricultural 
products are the first to fall resulting in redundancy of 
floating money, disequilibrium of .prices, and an undue 
strain on the foreign exchanges. I t is clearly necessary 
in such circumstances to take measures to ration credit 
and to control money rates until equilibrium is restored." 1 

Under the circumstances during 1929-30 and 1930-31 
the Government of India had to take measures to control 
the short money market and to withdraw redundant funds 
I by (I) continuous issues of Treasury bills and (2) contrac
\ tions of the currency. The Bank rate of the Imperial 
Bank of India had to be raised from time to time. State-
ment IV shows the effort towards steadying the rates. 

Report for the year 1930.31, page 2. 
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Statement IV. The Bank rate of the Imperial 
Bank of India. 

(Per (lilt.) 

April 7 7 8 6 

May 7 7 7 6 

June 7 7 6 6 

July 5 6 5 6 

August 4 5 5 5 
September 4 5 5 5 
October 5 5 5 5 
November 5 5 1 5 
December 5 6 7 6 

January 7 7 7 6 

February 7 7 7 7 

March 7 8 7 7 

The extent of the contractions of the currency brought 
about during the last four years can be judged from 
Statement V. 

Statement V. Total Expansions and Contractions of 
Currency during the period 1926·21 to 1930·31. 

Expansions + or Contractions
(ill lai/IS of rupm) 
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During the last two official years there began a serious 
I outflow of capital j'1om India due chiefly to thre~ causes: 
y> the sea~onal weakness of the demand for money., .(2) / 

the more' Important tendency created by the pohtlcal 
situation of the country to sell investments ~n India and 
take the proceeds out of the country' a~3) the tendency 
on the part of cautious investors, to spread their risk by 
investing part of their capital abrOad. To prevent the 
outflow of funds during these years large amounts had to 
be withdrawn from the market and the means, adopted 
to do so was the continuous issue of Treasury bills. 1 

, " 

Generally, it is the sales of the Treasury bills that domi
nated the Indian Money Market particularly du~ng the 
last two years. The extent of the total sales of 3 ~ 6 and 
9 months' Treasury bills and Intermediates sold during 
the four years will be judged from Statement VI which 
also shows the extent of the financial difficulties of the 
Government of India. 

Statement VI. Total Sales of Treasury hills. 
(in lallJJ of rupees) 

'927-28 
, 928-29 
'92 9-30 

, 930-3 1 

Total of 3, 6 and 9 
,months' billa 

25,86 
20,55 

"44,73 
69,1 I 

Intermediates 

4,50 

1,87 
20,00 
89,91 

Every sale of Treasury bills should ordinarily result in 
a contraction of the currency. But it is difficult, in the 
absence of statistical data, to prove how much flet con
traction must have resulted from these sales, because "the 

I Report of the Controller of the Currency, 1929-30, page 3. 

26 
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sale of such bills on a particular aay may have been 
executed to payoff the old bills on their reaching matu
l'ity. Thus, suppose 3 months' Treasury bills to the 
amount of Rs. 1 crore were sold on the 1 st of September i 
and Treasury Bills worth Rs. 2 crores ~e sold on the 1st 
December. Then bills worth Rs. 1 crore may have been 
sold to meet those issued on 1st September. If this is 
the case, there woul<l be a contraction of the currency 
of Rs. 2 crores and an expansion of the currency to the 
extent of Rs. I crore, resulting in a net contraction of 
Rs. 1 crore. 

But the fact that during 1929-30 for nearly 197 oays 
of the year and auring 1930-31 for nearly 247 days of the 
year Treasury bills were sold designates the important 
part these bills played in controlling money rates. State
ment VI I shows the total of Treasury bills outstanding at 
the end of the month of each year. 

Statement VII. Treasur, "ills outstanding. 
(ill i4IJu "'II/tII) 

At tbe end of ncb month 

April," 1 918 
March, 1919 
September, 1919 
March, 1930 

September, 1930 
March, 1931 

Amount 

11.17 
3,99 

16.,8 
36,03 
49,06 
55.37 

IlL Oontinuoul toDd UtaV)' Fall in the Price or Silver. 

I :Another noticeable feature of th~se year~ was t~e at
, most uninterrupted and heavy fall In the price of silver. 
I . 
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The predominant factor in influencing the· price. of this 
metal was the situation in China. The remarkable firm
ness of price in 1928-29 was due to the continued absorp
tion of the metal by China, but towards the close of the 
year the large increase in stocks in Shanghai was already 
beginning to exertise a depressing effect, which steadily 
increased throughout the year. Since then there was a 
continuous downward movement which is shown in 
Statement VI I 1.-

StIltmte1ll YlII. hie, of SUP". 

Price in Bombay Prices in LoodOil per 100 to] .. per standard oz. (countty bar) 
LoWeit 

Lowest 

Rs. As. d. 
April, 1918 S8 13 261-

April, 1919 S6 12 1s-h 
S~/n.~tr, 1929 S1 u 13i\ 

April, 1930 S1 IS 19h 

September, 1930 46 4 16h 

March, 1931 41 S 111 

The fall in silver during 1930-31 was more pronounced 
than ever for three principal reasons ;...(1) the main cause 
was the happenings in China. Owing to the fact that 
that country has been subject to political disturbance and 
warfare for several years past, its exports have oecJined, 
and in order to pay for imports, large amounts of silver 
had to be sold. The effect on the world price was neCes
sarily great. (,V'-Serondly, silver was bound to sh~e , .. 
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in the' ge,!1_eral fall .Qf -pr~ of aU commodities which took 
place during the' year. jJ) Thirdly, since the conditions 
of silver" production are peculiar and. the metal is very 
largely abt:p!~ct, a fall in its price do~tnecessarily 
lirmg about a corresponding decline in' production. In 
fact, statistics show that the production of silver during 
1930 was 241 :million fineo,unces as compared with 261 
millions in 1929 and 258 million in 1928. 

IV. Sales' of SUver by the Government of India and import 
duty on Silver. 

Consideration must also be given td the fact that during 
the four years the Government of India sold silver from 
the Paper Curre!lcy Reserve. The Hilton-Young Com
mission found the silver holding unduly large, and recom
mended its gradual reduction from Rs. 85 crotes to Rs. 25 
crores during the transition period of 10 years, and stated 
that ".no favourable opportunity of fortifying the gold 
holding in the Reserve should be allowed to escape". 
F oll<;>wing up this recommendation the Government of 
I ndia sold silver from time to time until. from the com
mencement of their operations in 1927 the total sales 
amounted approximately to 101 million fme ounces by the 
end of 1930-31. With the price of silver persistently 
falling, loss must have been incurred by these sales. In 
the absence of any statistical data it is difficult to estimate 
the loss. 

~ith regard to the import duty .on silver it may be 
noted that the Budget of 1930-31 announced its re-:imposi
tion .in spite of its discontinuance after the War. The 
rate was four ~nnas an ounce and an excise of the same 
amount was. imposed on silver mined in India. The Budget 
for 193~-32 announced an increase in the import duty on 
silver from 4 annasan ounce to 6 annas an ounce. 
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PERIOD I-History before 1862. 

BANK PAPER MONEY :-There was no issue of 
Government Paper Currency before 1862. The Presi
dency Banks of Bombay, Bengal and Madras were given 
authority to issue notes by various Acts. 1 These banks 
were known as 'Chartered Banks' and were -controlled 
by the Government. People were not familiar with the 
use of paper currency and communications were very 
difficult in those days; therefore, the notes of the Banks 
,had a very restricted circulation. The legal limit put to 
the issue of notes of all the Banks was Rs. 5 crores in all. 

The Government Paper Currency System of India 
dates from 1862, in which year the notes of the Presidency 
Banks were withdrawn and a Government monopoly of 
Note issue was established. 

MR. WILSON'S SCHEME, -1859 :-Thefirst defi· 
nite scheme for a Government Paper Currency was put 
forward by Mr. James Wilson, the first Finance Member 
of the. Government of India. He recommended :-

(I) The issue of Government notes which were to be 
maintained by a fixed proportion of silver coins to the 
amount of notes in circulation. The metallic portion of 
the Reserve was.to be in silver coins which was to be 
one-third of the notes in circulation and the rest was to be 
invested in Gov~rnment securities. 

(2) The division of the -country into large number of 
circles. 

He, in fact, was in favour of the Banking Principle of 
note issue, whic4.would give elasticity to the system. 

But, before the scheme could be considered, Mr. \-Vil· 

I "And by other banks, known as Agency Houses that did a banking, in 
addition to a mercantile business", Findlay Shirras: India" Finance and 
Banking. page 236. 
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son died, and his successor, Mr. Samuel Laing~ was 
influenced by the principle of absolute security of note 
Issue, which was enforced on the Bank of England by the 
Act of 1844. The Secretary of State endorsed these 
views and the Act of 1861 was passed, based on this 
principle. 

THE PAPER CURRENCY ACT OF 1861 :-The 
main provisions of the Act of 1861 were as follows :

(J) The issue of Paper Currency by the Government. 
(2) A reserve of coin or bullion against the whole of the 

notes, except an amount not exceeding RS.4 crores which 
'Was to be invested in Government Securities. 

b) The lowest denomination was to be Rs. 10. 

(4) For the purpose of the note system India was divided into 
three or more circles with each Presidency town as the 
centre of issue. " 

(5) Notes were to be legal ,tender in 'their circles for al! pay
ments, except by Government at offices and agencies of 
issue. 

(6) Notes were to be issued against silver coins of the Gov
ernment, and provision was made for issuing them against 
gold coin of the Government of India and against foreign 
gold coin OJ bullion. 

THE CURRENCY PRINCIPLE OF NOTE 
ISSUE :-Consequently, the Indian system of note issue 
was avowedly modelled on that of the Bank of England 
as regulated by the Bank Charter Act of 1844, and its 
chief features remained unaltered up to 1914. In short, the 
system was based on the Currency Principle of note 
issue-absolute convertibility at the expense of elasticity. 

PERIOD II-Development of Paper Currency up to 1914. 

But with the spread of education and confidence and 
familiarity with· the use of notes, paper currency began 
to lose its rigidity. 

GROSS CIRCULATION OF NOTES :...,-In the 
beginning the gross circulation of notes was slow, but the 

11 
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increase became rapid after 1890, as is shown in the fol
lowing table :~ 

(1. tfYWts oj' ,..pm.J 

Average ·of year Gross circulation of nolea 

1862-3 3.69 

1890-1 15'77 

1900-1 28·88 

1906-7 45"14-

191I - I2 57"37 

1912-13 65"62 

The changes in the Iystem. 

It will be seen that the circulation increased rapidly 
after 1890. The factors that contributed to it were the 
changes made in the system. • 

(I) S-RUPEE NOTE :-In the first place, a note of 
smaller denomination was introduced in 189 I. It was 
the 5-rupee note. It became suitable in payment of small 
sums. 

(2) UNIVERSALIZATION OF THE SYS
TEM :-Then, so long as the notes were legal tender 
only within the circle of their issue. they had a limited 
circulation. But with the steady universalization of the 
notes the circulation increased. In 1903 the 5-rupee note 
was made legal tender throughout India except in Burma. 
~nd in 1910 notes of the denomination of 5. 10, So and 
100 rupees were universalized. At the same time the 
number of circles was reduced. 
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Developments in the Paper CurrenC7 Reserve. 

(I) THE INCREASE IN FIDUCIARY POR
TION :-The changes were ~lso slowly mad~ in the 
Paper Currency Reserve. The first change made was 
in the invested· (fiduciary) pOrlion of the Reserve. as 
shown below : 

Year 

1871 

1891 

1892 

1897 

19()S 

1911 

(1M (rom of r"Pw.) 

Additions made to invested portion 
of the Reserve 

2 

1 

1 

2 

2 

2 

Adding to these increases Rs. 4 crores already invested 
by the Act of 1861, the total invested portion increased 
to Rs. 14 crores; of these Rs. 2 crores were invested in 
sterling securities in 1905 and another Rs. 2 crores in 
J911. 

(2) NEW FUNCTIONS OF THE PAPER CUR
RENCY RESERVE :-Before the closing of the Mints 
to the free coinage of silver in 1893, the Paper Currency 
Reserve was held in silver coins. 

(a) But by the Act of 1893 currency notes were issued 
in exchange for gold coin or bullion to any amount. 

(b) We also saw, in a previous chapter (page 49), that, 
by the Gold Note Act of 1898, the Government of India 

i1* 
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was authorized to issue notes in India against gold de-
posited in London with the Secretary of State. This was 
intended. as a temporary measure to remove the string
ency in the money market. But it proved to be so useful 
that in 1902' the Act was made permanent, and the gold 
in England was utilized in buying silver for India. 
Finally, the Act of 1905 gave authority to the Govern
ment to hold the Reserve in rupees, gold coin and bullion 
and securities eith.er in India 01' in London. Thus, by 
these Acts council drafts began to be sold by the Secre
tary of State for gold in London against the issue of 
notes to an equivalent amount in India, and this mecha
nism came to be used in support of exchange (see pages 
74-75)· 

Thus, since 1905 the Paper Currency Reserve held in 
London served a twofold purpose. It came to be used 
(i) in buying silver for India and (ii) to support exchange 
when .the balance of trade went against India. 

(c) We saw in another chapter (page 74) why gold in 
the Paper Currency Reserve in India was diverted to 
London to the extent of £5,000,000. 

ITS COMPOSITION ON 31ST MARCH, 1913 ;
The composition of the Reserve on the 31st March, 1913. 
was as follows ;-

(III crores if rflpm.j . 
Total Silver in Gold in Gold in Securities 

circulation India India London 
Rupee I Sterling 

I I I 

68'97 
/ 

,6'45 
-/ 29'37 9'15 I 10 4 
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From this table we find that the. Securities amounted" to 
a little over 20 per cent. of the total reserve. T~is was a 
much lower percentage than was usual in earlier years, 
because at the end of 1896-7 it was 42.1 per cent. ; at the 
end of 1905-6 it was 26.9 per cent. 

Finding. of the Chamberlain CommiSlioD. 

Such was the situation when the Chamberlain Commis
sion was appointed to examine the whole currency system 
of India. 

(A) EXISTING SYSTEM INCONVENIENT :
In the first place, the Majority of the Commission took 
account of the Paper Currency System as it existed" in 
March, 1913. They pointed out that India needed a 
more elastic currency for her increasing trade and com
merce. 

Unlike England, conditions in India, at all events out
side the Presidency towns, did not favour any great ex
tension of the cheque system or of credit instruments 
generally, and metallic currency and notes of small deno
minations remained the favourite and the only suitable 
currency medium with the vast majority of the people. 

Therefore, the restrictions imposed upon the note issue 
system by the requirement of a metallic backing for all 
notes issued above a fixed minimum, which can only be 
altered by a specific Act of the Legislature, had become 
increasingly inconvenient. " 

Some elasticity was introduced by the Gold Note Act 
of 1898, and the development of the system of sale of the 
Council Drafts under which it was possible for notes to 
be issued in I ndia against money tendered to the Secre
tary of State in London. But this elasticity was secured, 
they said, "by the ear-marking of gold in London, which 



is equivalent to the export of gold from London to India; 
the expa.nsion of currency of India is thus at the expense 
of the gold reserves of London, and in some circumstances 
the resulting stringency in London is so disadvantageous 
to I ndia as to make an expansion of the currency by this 
means actually undesirable." 

The Majority also justified the policy of increasing the 
sterling and gold in the Reserve in London on two con
siderations : 

(I) I n the first place, it was reasonable that for the 
purchase of silver some part of the gold in the Paper 
Currency Reserve should be kept in London as the prin
cipal source of supply. F or this purpose no great amount 
was required. (2) But there was the maintenance of 
exchange to be considered. "The facts are," they said, 
• 'that the gold in the Reserve in India has been much in 
excess of the demand, that the Gold Standard Reserve 
has not in itself been sufficient to secure beyond question 
the stability of exchange and the gold in London is more . 
directly, and indubitably effective for this purpose than 
gold in India. In these circumstances, so long as the 
Gold Standard Reserve is insufficient by itself for the 
support of exchange, we think the policy is justified." 

(B) Recommeodatiool of Ihe Commil.ion. 

With a view to giving greater elasticity to Paper Cur
rency, the Majority recommended that (I) the fiduciary 
portion which stood at Rs. 14 crores should be increased 
at once to Rs. 20 crores. And thereafter it should be 
fixed' at a maximum of the amount of notes held by Gov
ernment in the Reserve Treasuries plus one-third of the 
net circulation ;" ' 

(2) Government should take power to make tempora1Y 
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in11estments or loans from tIle fiduciary portion within this 
maximum in India and in London, as an alternative to 
inveStment in permanent securities. In .India such loans 
should be made to the Presidency Banks on prescribe<! 
terms; 

(3) the. sao-rupee note should be immediately univ.:er
salized and facilities should be given for encashment. 

THE ADVANTAGES CLAIMED :-. They hoped 
for the following advantages from these recommenda.., 
tions :-

(I) "While the permanent addition to the invested 
portion of the Reserve will be no more than is justified 
by past practice and experience without in any way en., 
dangering the complete convertibility oj the notes. the 
revenues of India will secure the profit earned by invest
ing the amount now held idle in the form of gold in 
India. " 

(2) Then, there would be occasions, especially in the 
busy season, when it would be safe to lend temporarily 
sums which it would be unwise to invest permanently. 
The power to make such loans would, therefore, enable 
the Government to earn interest on sums which would 
otherwise be idle ne~lessly, and would provide at the 
same time a much needed facility for a temporary expan
sion of the currency in the busy season, by virtue of which 
the market might obtain some relief. though not at first, 
perhaps, a very great amount, from its currency strin
gency. 

(3) Besides, the power to make temporary investments 
in London on· account of the . Paper Currency Reserve 
would be a convenience to the ~eo:etary of State in per~ 
mitting him to sell the Council Drafts against the Paper 
Currency Reserve, in anticipation of silver purchases or of 
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any other cause, without the loss of interest and other 
disadvantages, which might sometimes come about, if he 
were cOIhpelled; without discretionary power, to utilize 
the entire proceeds of such sales in ear-marking gold. 

(4) As the circulation of notes in India increases, it 
would be within the power of the authorities t? increase 
as and -when desirable either in permanent or tempo
rary investments of the Reserve or b~th without a special 
Act. 

(5) The power to make loans from the cash held against 
notes in the Reserve Treasuries would provide the Gov
ernment with a useful alternative or supplementary means 
of counteracting some of the disadvantages arising from 
the existing Reserve Treasury system. 

But before the recommendations could be put into 
force, the War broke out .. 

PERIOD III-Paper Currency during 1914 to 1919. 

In the history of the rupee during War time, we 
traced the extraordinary difficulties which the Government 
had to face to meet the increased demand for silver coin
age. In spite of the rise in the price of silver enormous 
quantities of silver had to be imported, but still the de
mand was unsatisfied. 

Greater ela,licit,.. 

The difficulty of obtaining sufficient quantities of the 
precious metals for ~oinage purposes, and as backing for 
the issue of additional notes, made it necessary to increase 
the fiduciary (invested) portion of the Reserve. By vari
ous Ordinances and Acts of the Legislature, the limits of 
securities were raised. Thus prior to the War, the in-
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vested portion of the Paper Currency Reserve was 
limited by law to Rs. 14 crores. Between November, 
1915. and December. 1919. the legal limit of the"in'Vested 
portion was raised to Rs. 120 crares. I By the Act XXVI 
of 1919. the invested portion of the Reserve was fixed 
at Rs. 120 crores of which Rs. 100 crores might be in
vested in British Tr~asury Bills. During the same period 
the gross circulation of notes increased nearly threefold, 
while the percentage of metallic backing decreased by 
nearly one-half. 

The following table shows the growth of circulation 
and the changes in the composition of the Reserve :-

I Historical Memorandum submitted by Mr. A. C. McWatters, Finance 
Sec!etary to the Gove~nment of India, before the Royal Commission on. 
Jndlan Currency and Finance, 1926. Para 7 of Volume II. 
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(In lakhs of rupeesJ 

Composition of Reserve Percentage of 
Perce.tage of 

lotal metallic 
Date 

Gross note 
Total reserve to 

8ecurities to 
circulation 

I I Securities 
gross note 

Silver Gold gross note 
circulation 

circulation 
-

I 
31st March, 1914 ... 66,12 20,53 31,59 14,00 66,12 I 78·8 21'2 

I Do. 1915 61,63 32,34 15,29 14,00 61,63 77'3 22'7 ... 
I 

Do. 1916 ... 67,73 23,57 24,16 20,00 67,73 I 7°·6 29'4 

Do. 1917 .. , 86,3 8 19,22 18,67 48;49 86,3 8 43.8 56'2 
I 

Do. 1918 , .. 99,79 10,79 27,52 6J,48 99,79 38'4 61,6 
I 

Do. 153,46 98,5 8 153,46 
I 35.8 64'2 19 19 ... 37,39 17,49 I , 
I 

31st. December, T 91 9, .. 182,91 43,67 39,71 99,53 182,91 I 45,6 54'4 I 

I 
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CONCLUSIONS :-The conclusions to be drawn 
from the above table are that :-

(a) the gross circulation of notes increased nearly 
threefold; 

_(b) the percentage of metallic reserve to gross circu
lation fell from nearly 78 to nearly 45 ; 

(c) the percentage of securities to gross note circula
tion increased from n.early 21 to nearly 54. 

NOTES OF SMALLER DENOMINATIONS 
INTRODUCED :~To increase the note circulation the 
Government had to introduce notes of smaller denomina
tions, and in 1917 the.Rs. 2-8 note, and in 1918 the Re. 1 
note were introduced, and these became very popular. 

BRITISH TREASURY BILLS :-The increase in 
note circulation and the fact that owing to the large bor
rowing on the part of Great Britain during the war 
British Securities had depreciated, led to a change in 
investments. By the Act IV of 1916, investments were 
to be made in British Treasury Bills, as part of the Re
serve, which being short-dated, were not likely to depre
ciate. Investments amounting to Rs. 6 crores were made 
in such bills and these were increased by successive Acts 
to Rs. 100 crores by the end of December, 1919. 

DIFFICULTIES OF ENCASHMENT :-The 
encouragement given to the use of notes by providing 
ample facilities for their encashment had been a prominent 
feature of the currency policy in pre-war years, and this 
policy was continued as long as the supply of rupees was 
adequate. But the policy had to be reversed from 1916, 
owing to causes already indicated. Therefore facilitie.s 
for the encashment of notes at district treasuries were in 
a large degree withdrawn. The conveyance of specie 
by rail or river steamer was prohibited, and an embargo' 

!il!j$ 
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was placed on its transmission by post. Later, in January, 
1916, owing to practical administrative difficulties of deal
ing in fu11 with the demands for encashment at the Cur-
rency Office$ during the busy season, -the daily issues 
of rupees to single tenderers of notes were limited to a 
figure wh'ich made it practicable to satisfy large demands 
in part and small demands as a rule in full. The result of 
these restrictions was the_ substitution to a large extent 
of notes for rupees as the common circulating medium. 
The notes, as wehave seen, were at a discount of as high 
as 19 per cent. in some places; but it rapidly diminished, 
when it was seen that notes were freely accepted in pay
ment of Government dues and confidence was restored. 

PERIOD IV -Recommendations of the Babington-Smith 
Committee. 

(Greater elasticity to Note issue.) 

PROPOSALS FOR GREATER ELASTICITY :
The essence of the recommendations of the Majority of 
the Babington-Smith Committee was to give greater elas
ticity to note issue, and with that view they recom
mended :-

(I) that, instead of laying down that the invested por
tion of the Reserve must not exceed a fixed limit, the 
legislature should prescribe that "it shall not exceed a 
maximum percentage of the total issue (Qr alternatively, 
that the metallic portion shall not fall below a minimum 
percentage of the total issue)."- Bydoing so "it would 
obviate the necessity for: constant fresh applications to 
the legislature as the circulation grows." They recom
mended that the fiduciary portion should not exceed 60 
per cent. of the gross circulation; 
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(2) that, with a view to meeting the seasonal demand 
for additional currency, it should be possible to issue 5 
crores of notes over and above the normal fiduciary issue 
as loans to the Pt'esidency Banks on the. security of export 
bills having a maturity not exceeding 9D days. Such a 
device was already proposed by the Chamberlain Com
mission; 

(3) that the permissive maximum of 120 crores of secu
rities should he retained for a limited period. 

OTHER MAIN RECOMMENDATIONS :--
They also recommended that the constitution and location 
of the Paper Currency Reserve should be as follows :--

(4) The holding of securities issued by the Govemment 
of India should not exceed 20 crores. 

(5) The remainder of the fiduciary portion, should con
sist of securities of other Governments within the British 
Empire, redeemable at a fixed" date of which all except 
10 crores should be short-dated securities n;.taturing within 
one year. 

(6) The metallic portion of the Reserve should be held 
in I ndia except for transitory purposes. 

PERIOD V -1920 to 1925. 

PAPER CURRENCY RESERVE USED TO 
STRENGT~EN EXCHANGE :-We saw that in 
March, 1920, in view of the large sales of the Reverse 
Councils which the Secretary of State was unable to meet 
entirely from his Treasury Balances, he was compelled 
to sell out sterling securit~es in the Paper Currency Re
serve. In the absence of any special legislation p~rmit
ting increased investments in Indian securities, it would 
have been necessary to cancel notes to the full value of 
the sterling securities sold. 



ACT XXI OF 1920 :-As such action would have 
c!lused a serious monetary crisis in India, temporary legis
lation was passed in March, 1920, continuing the then 
existing figure of Rs. I 20 crores as the limit of permissible 
investment, but abolzshing the restrictions as to the loca
tion oj the investments and their sterling or rupee 
character. 1 This act remained in force up to theIst 
October of the year, when it was replaced by the Indian 
Paper Currency Amendment Act (No. XLV of 1920). 

INDIAN PAPER CURRENCY AMENDMENT 
ACT (NO. XL V) :-This Act practically gave effect to 
the recommendations of the· Babington-Smith Committee 
regarding the eventual statutory constitution of the Paper 
Currency Reserve, while providing for a temporary tran
sitional period of adjustment. The Act provided, in 
the first place, for the issue of curren"cy notes against 
Sovereigns and half-Sovereigns at the new rate of Rs. 10 

per Sovereign and against gold bullion at the correspond
ing rate of one rupee for I I. 300 16 grains troy of fine 
g~ld. In the second place, it provided for (I) a perma
nent and (2) a temporary constitution. 

ITS PERMANENT CONSTITUTION :-The 
object of the permanent constitution was to obviate the 
necessity for constant applications to the Legislature to 
give elasticity to the Paper Currency and to give it there
by an automatic elasticity. The permanent constitution 
of the Reserve was as follows :-

(a) The metallic portion of the Reserve was to be 
not less than 50 percent. of the 'currency notes in circula
tion (instead of 40 per cent. as recommended by the 
Babington-Smith Committee). In other words, the in-

1 Historical Memorandum submitted by Mr. A. C. McWatters before the 
Hiiton.Young Commission. 



'Vested portion 0/ tke ReseT'l1e was not to exceed the 'Value 
oj the metaUic f'eseT'l1e. The gold held by the Secretary 
of State shall not exceed Rs. 5 crores. -a 

(b) As regards the Securities in the Reserve, it was 
provided that the Government of fndia Securities skaU 
not exceed Rs. 2ocrores. Not more than Rs. 12 crores 
of this amount may be in Securities ' created' by the Gov
ernment of India. 

(c) Notes to be issued against commercial bills of ex
change. maturing within 90 days from their date of issue, 
were not to exceed Rs. 5 crores. This permanent consti
tution was to be brought into force as soon as the metallic 
portion was equal to 50 per cent. of the currency notes in 
circulation as in (a). During the intermediate period the 
i\ct provided for a temporary constitution. 

ITS TEMPORARY CONSTITUTION :-Under 
its temporary constitution : (I) the securities of the Go~
ernment of I ndia held in the Reserve were limited to 
Rs. 85 crores, and (2) the gold and the sterling securities 
were to be revalued on the basis of Rs. 10 per sovereign 
instead of Rs. 15. 

:rHE "CREATED SECURITIES." :-Hence, in 
revaluation' there would be great loss and a great reduc
tion in the amoW?-t of t~e Reserve. The difference was, 
therefore, to be made good by the issue of a special crea
tion of Government of India Securities. These came to 
be known as ., created securities." I'The limit set by the 
Act. on the issue of these 'created securities' was Rs. 12 

crores. But by the revaluation of the Reserve this limit 
was to be exceeded considerablv. Therefore. it was en
acted that as long as the 'created securities' exceeded 
Rs. 12 crores all interest derived from the securities. in 

1 Also called "ad-hoc" securities. 
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the Reserve was with effect from the 1st April. 1921. to 
be applied in reduction of such excess holdings. The 
interest 'on securities held in the Gold Standard Reserve 
was also to be utilized for the same purpose when the 
Reserve reached [,40 millions. Thus. by the help of the 
'created securities' it was expected that within a few years 
the loss due to revaluation would be made up and the 
permanent provisions of the Act would be brought into 
effect. 

However. during the years that followed. th~ provision 
of utilizing the interest on securities in the Reserve to
wards reduction of 'created securities' was suspended and 
the interest was taken to revenue. 

As a result of the passing of the Act. the gold and the 
sterling securities held in the Paper Currency Reserve 
were revalued on 1 st October at the new rate ot Rs. 10 

per sovereign. The deficiency in the Reserve resulting 
thereby was made up by 12 months' Treasury Bills of 
the Government of India issued to the Reserve. 

CONTRACTION OF CURRENCY AND 
EMERGENCY CURRENCY (1921-24.) :-We have 
referred to the contraction of Currency in 1921 and'1922 
for strengthening exchange. and to the issue of emer
gency currency to the extent of Rs. 24 .crores to relieve 
the undue monetary' stringency during 1923 and 1924 
(see pages 13S and 136). 
'CONDITIONS GOVERNING ISSUE OF 
EMERGENCY CURRENCY:-The conditions 'laid 
down for the issue of emergency currency against Bills of 
Exchange were that- ' 

(I) loans shaU be given to the Imperial Dank of India onl), 
when the Bank rate rises to 6 per cent. and not below it, 
and \hat 



(2}..when the bank rate is below 7 per cent. a maximum of 4 
crores should be issued; second 4 crores when the bank 
rate is 7 per cent .• and last 4 crores when the bank rate is 
8 per cent. 

But in September. 1924. an annouhcement was made 
changing the rules under which loans were made to the 
Imperial Bank of India from currency so as to make it 
possible for the Bank (I) to borrow 4 crores when the 
rate is at 6 per cent. and (2) 8 crores when the Bank rate 
is at 7 per cent., instead of 4 crores at each rate from 6 
to 8 per cent. 

PAPER CURRENCY :AMENDMENT ACT OF, 
1925 :-In view of the possibility of a greater demand for 
additions to circulation in the future. the Indiatt P-aper 
Currency Act was amended in February, 1925. which 
gave authority to increase the permissible limit of the 
holding of securities in the Reserve from 85 to 100 crores 
provided that the total amount of "created securities" of 
the Government of India shall not exceed 50 crores. 

THE SITUATION IN SEPTEMBER. 1925 :-" 
The situation in September, 1925, was as follows:-

Groll Dote 
circulation 

(I. klliu .j'rttpm) 

I Pcrccutage of metallic I 
TClaVC to gross 
Dote c:in:ulatiOD 

Percentage of securities 
to gross Doto 
circulatiOD 

PERlOl) VI-Recommendations of the Hilton-Young" 
Commission. 1926. 

We now take up the recommendations or" the Hilton..:' 
.Young Commission with regard to Note isSue and R~ 
serve requirements. Before making any definite sug"'; 

!9 
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gestions in these respects, they, i,n' the beginning, lay 
great stress on the importance of the stability of the pur
chasing- power of the monetary unit, which could be 
obtained th,rough the control on currency regulation by 
the proposed Reserve Bank of India. 

STABILITY OF THE MONETARY UNIT:
The principal task of the Central Bank is the achievement 
of stability of the purchasing power of the monetary unit. 

This stability takes two forms :-
(a) ,the stability internal i. e. the general level of com

modity prices,; 
(b) the value of the monetary unit in relation to gold 

externally. 
But we ask, what is the machinery which will enable 

the proposed Reserve Bank to undertake this obligation 
of achieving stability ? 

It is a two-fold business: '. 
(I) The sole right· of the note issue is to be given to 

the Bank, and also (2) the power to impose upon the 
country a judicious credit policy. 

These two functions will give the bank the means to 
control the volume of monetary circulation in India. 

(I) Internal stability of the value of the monetary unit 
can only be brought about by limiting the monetary circu-

'. lation to the actual needs of the country. But this postu
Ia.tescontraction and expansion of the currency according 
to those needs, and in India, a mainly agricultural coun
try, these needs fluctuate wic;lely. Therefore, the mecha
nism needs to be controlled very accurately and carefully. 
But, if the 'paper currency is to be issued by the bank 
when there is need for expansion, they should be seCured 
by assets which would be suitable, i. e. the assets should 
be of such a nature that when they are mature they could 
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be liquidated, when the increased monetary circulation. is 
no longer needed. 

The true commercial bill is the best asset possible, for 
whenever money is to be withdrawn.. it could be sold off. 
lt is self-liquidating, and whenever currency is to be ex
panded, the bill could be bought by the Government. 
This then was recommended by the Commission as an 
asset, and it is the use of these bills as assets that would 
bring stability to the purchasing power' of' the' monetary 
unit internally. Government of India securities were also 
suggested as the ~sets, although they are far less desir
able than commercial bills. 

(2) Internal stability is the main factor to achieve 
external stability. In spite of this, it is essential that th~ 
note issue should be secured to a substantial extent by 
assets which are capable of rectifying va temporary dis
eqUilibrium in the foreign; balance of payments. Such 
a disequilibrium is bound to occur from seasonal causes 
or bad harvest or financial stringency. Gold and gold 
securities are the assets most suitable for this' purpose, 
for they can be readily employed to discharge external 
liabilities. 

The I,..tem or Dote illue luitcd to IDdia, 

The Commission suggested two systems of. note 
issue to choose from : 

I. Fixed, Fiduciary System. 
II. Propo~nal Resen:,e System. 

• (i) Find Fiduciary S,ltem. 

The Fixed FiduciarY System has been adopted by 
England under its Bank Charter Act of 18.«. Its ess~tial 
features are the following :-
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(a) The Bank of England is authorized to issue its own notes 
on the security of Government debt to an amount fixed by 
statute. 

(b) :but any additional notes over and above this fixed fidu
ciary limit have to be secured by a gold backing of 100 
per cent. . 

(c) The business of note issuing and banking is separated by 
law into separate departments called the 'Issue Depart
ment' and the 'Banking Department'. 

(d) The Reserve held in the form oInotes that are created, 
but not actually put into circulation is held by the banking 
department as a reserve. The size of this reserve consti
tutes the limit to which the currency can be expanded. 

(e) If more currency is needed, as for instance in a severe 
crisis, nothing remains but to suspend the Bank Act. This 
has actually happened three times in its history. 

After nearly 84 years of the working of this Act it was 
amended in 1928 by the Currency and Bank Notes Act. 
This new Act has two important features :-

(a) it has authorized the. Bank of England to issue 
its notes against securities to an amount of 
£260;000,000, i. e. the fiduciary limit has been 
increased considerably; 

(b) it has empowered the Bank to increase this fidu
ciary limit by the sanction of the Treasury, im
mediately communicated to Parliament. But this 
the Bank could only do for a period not exceed
ing six months; and it may be renewed for the 
next six months, provided that no fiduciary cir
culation shall e2!:ist for more than two years with
out the. express sanction of Parliament. 

By this Act then the Fixed Fiduciary Syst~m has been 
continued but it is made elastic by the provision of a 
~impler and quicker. method of getting the sanction of the 
Treasury in the first instance, instead of the crude method 
of suspending the Bank Act. 
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ADVANTAGES OF THE SYSTEM :-Thus, 
under this system it is rightly laid down that (I) there is 
a minimum of currency always remaining in cittulation 
unless the mechanism of exchange should break down 
completely; 

(2) so long as the currency is issued up to the maximum 
limit, there is no danger of the purchaSing power of money 
being adversely affect€}d ; 

(3) under this system, the expansion and contraction 
of note issue beyond the fixed fiduciary limit takes place 
at a rate exactly equal to the increase or decrease of the 
gold reserve. Hence this system brings security at the 
expense oj elasticity. 

However, elasticity (or expansion and -contraction) of 
currency in England takes place through the cheque sys
tem of the very highly organized banking system of that 
country. 

(ii) Proportional Reserve System. 

The Proportional Reserve System is in operation in 
many of the countries on the continent of Europe, the 
United States of America under the Federal Reserve' 
system, and in South Africa. Its essentials are that'-

(I) It does not require the note issuing and banking 
functions to be separated into two different departments. 

(2) Under it, notes in active circulation are secured by' 
a minimum percentage of gold and gold securities which is 
laid down by law, and. which is 40 per cent. in the case 
of America. 

(3) These minima are not rigidly fixed but may be. 
transgressed with the consent of the Government,for short. 
periods on the condition that the issuing bank pays the 
taX reckoned on the amount' o,f the deficiency.' The tax 
is made to rise as the deficiency increas'es. 



ITS GREAT ADVANTAGES :-Its chief charac
teristic is that expansion and contraction do not take place 
at the same rate as the gold reserve is increased, or de
creased, hut that it permits expansion, and forces contrac
tion to take place in the proportion of 100: 40. Thus, 
an addition of 40 units to the gold reserve permits the 
bank to issue the notes to the amount of 100 units; con
versely, a loss of reserve of 40 units forces a contraction 
of notes to the extent of 100 units. 

Thus, the great virtue of this system is its gretlf el41st;
city_ At the same tim~ security is not sacrificed, for ex
pansion above a limit is permitted for short periods only. 
and that a steeply rising tax forces the bank to take 
prompt measures to redress the situation. 

But this system is not suited to a country like England 
which in practice has malRt41med aM absolutely free golJ 
ttlarkel. Suppose, for instance, the ratio of guld to notes 
i&. fixed at 331 : 100 and that it is actually operative. If a 
withdrawal of gold for export takes place and thereby 
reduces the proportion below the prescribed limit, it would 
be necessary to withdraw notes in 'the ratio of 3 : I. This 
would have the effect of causing violent contraction of 
currency and thereby great disturbances in the money. 
market of the country. Such a danger then constantly 
exists in this system as applied to a country like England 
which is exceptionally subject to very large gold drains. 

r ....... i .... R-.. 5,.... rCM laliia. , 

The Commission proposed the Proportional Resen"e 
System for India, hut with the departments separated. 
They based their conclusions on the following reasons. 

Joint-Stock Banking and the use of the cheque as cur
rency are already developing in India, hut they can hardly 
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be expected to develop sufficiently quickly to mitigate the 
rig.dity of the Fixed Fiduciary Issue System. 

Besides, Indi~ needs an elastic system. The J,).eed for 
seasonal expansion and contraction for India is particularly 
pronounced owmg to the mainly agricultural character of 
its internal economy. And complaints have often been 
made that the Indian Paper Currency has been made un
duly rigid, and that it creates stringency. 

The sep3(ation of the Departments was suggested in 
view of the fact that many witnesses urged that the ac
counts of the Bank should be kept in the simplest possible 
form. This would inspire greater confidence in the new 
note. On these lines, therefore, they outlined a charter 
by which the Reserve Bank will have the sole right to 
issue notes for a period of 25 years. Its notes will be 
legal tender and will eventually replace Government 
notes. 

THE RESERVE :-In the light of the experienCe of 
other note issuing Banks which are working this system, 
the Commission recommended the provision of the gold 
and gold securities in the Reserve to be not less thaft 40 
per cent. of the liabilities as a minimum. The liabilitieS" 
include the notes in issue plus Rs. 50 crores (set aside as 
provision against conversion of the hoarded rupees into 
gold). 

The effect of the Commission's proposals on the consti
< tution of both the Paper Currency Reserve and the Gold 

Standard Reserve in the aggregate 1 will be,in short, as 
follows :-

(a) Liabilities of the Bank:-The Liabilities of the Bank will 
consist of Rs. 185 crores of Notes issued (future liabilities 

I The Majority recommended the unification of the two Resen"e9 and a 
fised proportion and composition of the c:ombined Reserve. We shau· deal 
with it in the nnt ~bapter. 
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will be increased by the fu.n amount o~ ~urther ~ote issuer), 
and Rs. 50 crores set aSIde as provIsIon aganist convfr-
sionof hoarded rupees into gold; ; 

(b) A<ssets of the B~nk :-The Assets of the Bank will c01~st 
of- , ., 

(I) gold and gold securities which will in all be 40 per ,nt. 
of liabilities (minimum) from outset. But gold will euen
tually be 25 per cent. of liabilities (minimum), this limi, to 
be attained by stages in 10 years, with a minimum (over-
riding) of 30 cr01'es; i 

(2) rupee securities which will be not more than 25 per ce~t. 
of liabilities, with a minimum (over-riding) of 50 croTes; 

(3) rupee coins for which a maximum limit is prescribed. The 
Scheme -contemplates no statutory obligation upon the 
Reserve Bank to convert its own notes into rupee coins. 
But a reasonable amount of rupees should be kept in order 
to meet the wants of the public. 

PERIOD VII-1927·1931. 

As stated in Chapter VI I. the only concrete result of 
the Report of the Hilton-Young Commission was the 
passing of the Currency Act. 1927. It a,mended the 
Indian Paper Currency Act 1923. under which the rupee 
was valued at the rate of 2S. The new Act amended it 
and valued'the rupee at the new rate of IS. 6d. This was 
the only constitutional change made as regards the Paper 
Currency System. . 

Besides. as stated previously. the Commission had re
commended a substantial reduction of the silver holding 
of the Paper Currency Reserve which they found exces
sive. Following up this recommendation the Govern
ment of India sold silver during these years. -In view 
of this it is necessary to know what changes t~ok place in. 
the Reserve. 
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Composition of the Paper Currency Reserve. 
( 111 laMs of rupees. ) , 

Composition of .the R.serve 

u " 
Coin and Bullion I . Securities 

'5 .. 
Z .~ I In I In I In II :; In India e .~ England I India I England 
OCJ 

SHv« I Gold I Silver Nil 
Coina Bullion Bullion. 

1,8+.13 95,9+ 22,3 2 8,)3 ,i 51.77 5,57 

1,8+,87 98,72 29,76 7,66 .. 37,96 3077 

1,88.03 9+,9+ 32,22 +,95 " +3,23 10,69 

1,77,23 l,q8,11 
3

2
'
27

1 

2,85 .. 33,85 15 

1,60,8+ 1,17,86 25,85 6,9+ .. 10,19 Nil 

CONCLUSIONS DRAWN:- The condusions 
drawn from the table are that as compared with 31st 
March 1927. 

(i) the gross note circulation fell by nearly 12. per 
cent. on 31st March, 1931 ; 

(ii) the silver coinage increased by 23 per cent. but 
the holding of silver bullion decreased by nearly 
18 per cent. on 31st March, 1931 ; 

(iii) the total gold resources (gold and sterling securi
ties) on 31st March, 1931, fell by nearly 30 per 
cent. (when these resources were valued on 
March, 1927, at IS. 6d. ratio). 

Beside,:;, on 31st March, 1927, the gold assets formed 
20 per cent. of the gross note circulation, but on 3 1st 
March, 193 I, they formed IS per cent. of the gross note 
circulation. 

Total gold resources :-However, as there is still no 
clear demarcation made between, the functions of the two 

so 
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Reserves, the 'resources of the Gold Standard Reserve 
may be added to those ofthe"Paper Currency Reserve 
in order: to arrive at 'the total strength marshalled to sup
port the note circulation. If this were done, the ,total re
sources amounted on 31st March, 1931, to nearly 
Rs. 78,09 lakhs or nearly 48 per cent. of the outstanding 
1wte issue as against the same percentage on 31st March, 
1927 (the gold resources being valued at IS. 6d.). 



CHAPTER x. 
History of the Gold Standard Reserve. 

The history of the origin and growth of the Gold 
Standard Reserve has already been traced in Chapters 
III and IV. Here a summary will be sufficient. 

SECTION I -Its origin and reasons for its creation. 
It I origin and original pur pOIC. 

The Gold Standard Reserve was established in 1900, 

but it had its origin in the recommendation of the_ Fowler 
Committee, that the profits on the coinage of rupees 
&hould be set apart and kept in gold as a special reserve 
in India (Page 63). The principle use of the gold reserve 
suggested by them was that' 'it should be freely available 
jor foreign remittance whenever the exchange falls below 
specie-point; and the Government of India should make 
its gold available for the purpose, when necessary ; under 
such conditions as the circumstances of the time may 
render desirable. For example', the Government of 
J ndia might, if the exchange showed a tendency· to fall 
below specie-point, remit to England a portion of the gold 
which it may hold, a corresponding reduction being made 
in the drawings of the Secretary of State; .. and when it 
has accumulated a sufficient gold reserve, and so long as 
gold is available in its Treasury, it might discharge its 
obligations in India in gold, instead of in rupees." 

Thus, the essentials were two :( I) gold so accumulated 
should be kept in India, and (2) it should be made freely 
available for foreign remittances in case of an adverse 
balance of trade. 
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Its essential functions. 

(A) T.HE METHOD OF STRENGTHENING 
EXCHANGE ,:-But as soon as the Reserve was estab
lished, the profits on E:oinage were remitted to London 
and invested in securities, and since t4en, although the 
original purpose remained the same, the. method oj per
Jorming its Junction changed. Thus, if the balance of 
trade goes against India and the exchange value of the 
rupee threatens to fall below specie-point, a two-fold 
process is re~orted to : 

(a) the Secretary of State stops for a time the sale of 
Council Bills in London, and thereby prevents any addi
tions being made to the rupee circulation in India, because 
no Bills would have to be paid from the Indian T reasunes 
and rupees would not go out of it into circulation. But 
if the Secretary of State needs funds for various expenses 
at this time, he could fall back on the Gold Standard 
Reserve. 

(b) At the Same time, the Government of India would 
sell the Reverse Councils in India on London. The effect 
of doing this would be that, as these are bought and paid 
for by the public, money would tend to be withdrawn from 
circulation. 

Thus, by action (a) addition to currency circulation is 
prevented, and by action (b) currency is withdrawn from 
circulation, i. e. currency is contracted, and as a conse
quence, the exchange '/}alue oj the rupee tends to rise. 

(B) LIQUIDATING INDIA'S UNFAVOUR
ABLE BALANCE OF TRADE :-But when the 
balance of trade' becomes unfavourable to India, the me
thod of liquidating it is by the sale of the Reverse Councils 
by the Government of India. Importers of foreign com-" 
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modities would thus get an easy method of paying for 
their "indebtedness. They would buy these Councils to 
the extent of their debt and pay for them .inNtpees in 
India, whereas their cr~itors in England would, on pre
sentation of these Councils which they receive from the 
debtors in India, be paid in gold by the Secretary of 
State from the Gold Standard Reserve. 

(C) TO MEET THE HOME CHARGES :-, Be-· 
sides, when the Balance of Trade becomes unfavourable to 
India, the sale· of the Council Bills in London .would be 
automatically reduced, because the need for remit,tance 
of money to India to pay for commodities bought becomes 
reduced. The Secretary of State would, under these cir
cumstances, meet the "Home Charges" from '~he Gold 
Standard Reserve. 

SECTION If-Amount, Composition and Location 
of the Reserve. 
(See pages 69-76) 

HISTORY UP TO 1913 :-We saw that the Re~erv:~ 
was first established in 1900 on the recommendation of 
the Fowler Committee, and that the minute of Sir Edward 
Law laid the basis of the Gold Exchange Standar:d. and 
the formation of the Gold Standard ReserVe. But al
though the Government of India favoured the establish
ment of the Reserve in gold in India, the Secretary of 
State decided that the profits on coinage of rupe~s s~ould 
be remitted to London and invested in sterling securities. 
Thereafter the same policy waS pursued. 

In 1906, however, came a change. The difficulty in 
meeting the demands for rupees led to the formation in 
India of 'a special 'Teserve for this purpose outside the 
Paper Currency Reserve. This Reserve was to be in 
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coined rupees and was to form a part of the profits on the 
coinage of rupees. Thus, two branches of the gold re
serve were formed: (I) the London Branch and (2) the 
Indian Branch in form of Rupees. The name of this 
Reserve was changed to the Gold Standard Reserve. 

We also saw that the Mackay Committee recommend
ed the utilization of £ 1 million from the Gold Standard 
Reserve for capital expenditure on railways. But the 
Secretary of State, in spite of protest from the Govern
ment of India, actually diverted £1,123,000 towards rail
way capital. 
. But the serious crisis of 1907-8 made the Secretary of 
State change his decision. The Gold Standard Reserve 
was very hard hit by this crisis. In all £8,058,000 was 
withdrawn from the Reserve to meet the Reverse Coun
tils sold for strengthening the exchange value of the 
Rupee (see pages 76-80). 

During 1909-13, the Government of India pleaded for 
a larger Gold Standard Reserue to meet greater emergen
cies than that of 1907-8. They considered that the mini
mum amount should be £25 millions and that a substantial 
part of it should be in a liquid form. instead of being in
vested in securities. But although the Secretary of State 
reluctantly agreed to the suggested minimum, he would 
not agree to keep a substantial part of it in a liquid foem, 
except for the amount of £1 million which was to be let 
out on short loans or put into Bank deposits. 

The total amount of the Gold Standard Reserve on 3 I 5t 
March, 1913. was £22,571,333 and was composed as 
follows :-
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Golddeposited 
Silverin 

Money lent 
Date at the Bank of 

Indian ,Branch Securities (at 
OIIt short 

England 
(Rs. 6 crores at market price) 

notice 
IS • .. d.) 

0-," 

3'ISt March £ £ £ £ 
1913 i,620,OOO 4,000,000 15,945,669 1;005,664 

Recommendation. or tbe Cbamberlain Commiuion. 

Such was the, situation when the Chamberlain Com
mission was called upon to make recommendations. 

(a) :As regards the amount of the Reserve :-' They 
analysed in the beginning the purpose for which' the Re
serve was needed; Not merely was it required for meet
ing the .. Home Charges" of the Government of India 
when an adverse rate of exchange prevented the free sale 
of the Council Drafts, but also to liquidate an unfavl;>ur
able balance of trade to the extent necessary to prevent 
the exchange fromfaUing below the specie-point. "On 
the other hand, J' they wrote, • 'the Reserve is not requir
ed to provide for the, conversion into sovereigns of the 
rupees in circulation in India. It is true that the Reserve 
is built up out of the profits on the coinage of rupees; but 
its object is not to secure the convertibility on demand of 
the whole of the rupees in circulation, but only to provide 
a reserve sufficient to convert into sterling such am6u~t 
of rupees as may at any moment seek export; in other 
words, such amount as the owners require to exchange for 
sterling in order to settle debts due in sterling." , 

This being the purpose of the Reserve, its amount 
depended upon the growth of India's trade, and the ex
tent of the deficiency that adverse seasons and ci~cum-
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stances were, likely to produce. One of the- most notice
able features in the crisis of 1907-8 was the fact that, for 
some time after th~ crisis had declared itself, imports from 
abroad, ordered in advance in times of prosperity, conti
nued to pour into India, thus accentuatin~ the adverse 
conditions resulting from the failure of the crops and the 
consequent falling off in the volume of exports. Even in 
such a case the balance would restore itself in course of 
time, but i~ the meantime exchange would have collapsed. 
"It is to maintain exchange in the interval before the 
balance of trade can right.itself that the Reserve exists, 
and its resources must be sufficiently ~iquid to be used 
at once and sU.fficiently large to meet the most prolonged 
strain. to which it may reasonably' be. anticipated that they, 
might be exposed." 

The extent of the resources needed to meet an adverse 
balance of trade could not be determined with accuracy 
and the Majority did not attempt to lay down any hypo
thetical ~imit beyond which additions to the Reserve 
should cease .. But they expressed the opinion that the. 
suggested limit of £25,000,000 was insufficient, and. that 
the profits on coinage of rupees should be credited ex
clusively to the Reserve. 

(b) As regards the composition 01 'the Reserve;
They recommended that (I) a much larger portion of 
the Reserve than the suggested total should be· .held in 
a~tual gold. They feared that the enforced realization 
of securities.in .large quantities during a crisis might in
volve a heavy loss in capital value, and if, 'the exchange 
crisis in India (which makes such realization necessary) 
w,ould be accoIp.panied 'or directly· caused by· a financial 

. crisis in Londo!) 'or reacted upon London, the difficulty 
of realization would be intense and the loss severe. 
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"India should," they wrote, "in this respect, be as far 
as possible independent of London." 

(2) By an exchange of assets between this Resorve and 
the Paper Currency Reserve, a total of about £10,000,000 

in gold could be at once secured. 
This total should be raised, as opportunity offered, 

to £15.000.000; and thereafter the authorities should aim 
at keeping one-half of the total Reserve in actual gold~ 

(3) The Indian Branch of the Reserve in which rupees 
were held should be-abolished. the rupees being handed 
over to the Paper Currency Reserve in exchange for 
~W. -

(c) As regards location of the Reserve :-The Majority 
recommended that the most suitable place for the location 
of the Reserve was London. Their reasons were that 
"London is the clearing-house of the world. India's chief 
customer is the United Kingdom, and London is the 
place where money is required both for the expenditure 
of the Secretary of State on India's behalf and for- pay
ment of India's commercial obligations to this country and 
the world in general. 1£ the Reserve were kept in India, 
it would have to be shipped to London to be used. This 
would involve delay at a moment when immediate action 
is essential." 

POSITION BETWEEN 1914-1919 :-The recom
mendation of the Chamberlain Commission that the silver 
branch of the Gold Standard Reserve, which in June, 
1914, amounted to 6 crores of rupees, should be abo-
1ished, was given effect to in i9 I 5. And the policy with 
regard to the composition of the Reserve during and after 
the War was of holding it chiefly in sterling securities. 
:The following figures show its composition at different 
times :-



£ millions (nearly) 

• 19 13 1917 1919 
- (March) (March) (30th Na-

vembcr) 

Metallic Port;(J1I I I 
Gold-(I) In India ... ... . .. J- . .. 

(2) In England ... Il. 
II ... . .. 

Silver in India •.. ... ... 4- . .. . .. 
11Ivelled portion. 

(I) Securities ... ... 16 25 37t 
(2) Money lent at 27 (thousand 

short notice ...... I 6 only) 

Total ... . .. 22t 32 37t 

Thus. by November. 1919. the Reserve was held en
tirely in securities. The increase in total composition of 
the Reserve was due to the increase in the coinage of 
rupees, consequent on the heavy demand for silver coins 
during the War. :Apart from the policy of not keeping 
the Reserve in gold, its disappearance may also be traced 
to the difficulty of obtaining gold during t.hese years. 

Recommeod.tioos of the Babiogtoo.Smith Committee. 

The Majority of the Babington-Smith Committee 
pointed out that, if a sudden fall in world prices took 
place, it might adversely affect Indian trade, in which case 
a heavier· call might be made on the resources for sup
porting exchange. than had occurred in the past. They, 
therefore, held that no limit could be fixed to the amount 
of the Reserve. 
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(I) But profits on the coinage of rupees should be 
credited in entirety to the Reserve. 

(2) They also agreed in principle that the Reserve 
should contain a considerable proportion oj gold. But 
as the conditions were not favourable to obtaining gold, 
and there was great necessity for gold to support the 
notes, they recommended thi:li" the most satisfactory course 
would be to keep the Reserve as liquid a,s possible by 
an ample holding of securities with early dates oj matu
,ity. The amount of securities in the Reserve with a 
maturity exceeding three"years should not b~ incre~sed. 
,The authorities should aim at holding all tte invested 
portion of the Reserve in securities issued by GQvern ... 
ments within the British Empire (other than the Gov~ 
ernment of India), and having a fixed date of maturity 
of not more than 12 months. 

(3) Besides, as there was a strong sentiment in India 
in favour of the location of the whole, or at any rate a 
large part, of the Reserve in India, and as they considered 
the possession of public confidence as an asset of great 
value in currency matters, they considered that a portion 
of the Reserve should be held in India; but the gold so 
held should not exceed one-halJ oj the total, and steps 
should be taken to ensure that it was not made available 
to the public except for the purpose of export. 

(4) The sterling investments of the Reserve (including 
cash on deposits) should, as in the past, continue to be 
held in London. 

THE RESERVE BETWEEN 1920-25 :-Then 
followed the disastrous period which ended in September, 
1920, during which the Government sold £55,382,000 of 
Reverse Councils; but these were paid in London out 
of the sterling securities and Treasury Bills belonging to 

31* 
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the Paper Currency Reserve. The Gold Standard Re
serve -remained untouched. 

In 1921 it was decided to utilize the interest on the 
securities in the two Resetves for reduction of the 
"created securities" held in the Paper Currency Reserve. 

During the period of the abandonment of the attempt 
to stabilize the rupee, the Reserve steadily accumulated 
until on 30th September it exceeded £40 million. Later in 
July, 1923, in view of the existence of a wide range of 
British Government Securities, it was decided that while 
the Reserve aggregated £40 million, £30 million should 
be held in securities not exceeding two years' maturity, 
and the rest in securities not exceeding 10 years. But 
later, it was decided that of the £40 million, £20 million 
&hould be in securities not exceeding 2 years' maturity .. 
£10 million in securities not exceeding 10 years, and 
-£10 million in securities not exceeding 5 years. 

The composition of the Reserve on 31st July, 1925. 
was as follows :........ . 

Location 

In England-

British Government Secunties • 

Cash at the Bank of England . 

In India •.• 

Total •.• 

Amount 

£ 

40 ,419,244 

514 

Nil 

Recommendation of the Hilton. Young Commi •• ion. 

In analysing the defects of the existing system of cur
rency the Majority of the Hilton-Young Commission 
pointed out the weaknesses in the management and func-
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lions of the Reserves (pages 14°..,141). The two main 
defects pointed out as regards the Gold Standard Reserve 
were that: ! 

(I) there was no clear line of demarcation between the' 
purposes for which the Paper Currency Reserve and the 
Gold Standard Reserve are x:espectively utilized. Thus, 
while the original function of the Gold Standard Reserve 
was to maintain the external value. of the sil~er rupee; its 
use operated to some extent in maintaining the external 
value of the notes. 

(2) "Besides, the amount of the Gold Standard -Re
serve and the time and manner of its use were wholly 
within the discretion of the G07Jernment. The Gold 
Standard Reserve being built out of the profits of coinage, 
the amount actually carried to the Reserve depended on 
the price at which the silver was purchased and not upon 
the liabilities outstanding. Any estimate of the amount 
of the outstanding rupee circulation was largely conjec
tural; it might be estimated at 350 to 400 crores, against 
which the Reserve held at present was only 531 crores .. 
I t was true that a portion of the Reserve agains(the silver 
rupee was carried in the coin· itself (in the shape of its 
bullion value) but, it was admittedly difficult to make any 
immediate use of the metallic contents of the silver rupees 
at the time when those rupees were seeking conversion 
into sterling." 

UNIFICATION OF· THE RESERVES :-The 
Majority, therefore, recommended the unification of the 
Paper Currency and the Gold Standard Reserves, and 
proposed that the proportions and composition of the com
bined Reserve should be fixed bi statute. We have 
already given the proposed constitution of the Reserve in 
the preceding Chapter. 
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-- THE RESERVE DURING 1927-31 :-·As stated 
previously, the passing of the Currency Act, 1927 has 
brought about no change in the Gold Standard Reserve. 
Consequently, its composition has practically remained 
the same. This is shown in the following Table: 



I. Sterling Securities . 
(estimated v,alue) 

II. Gold 

III. Cash at the Bank 

of England 

TOTAL 

Gold Standard ReserrJI 
(11" Jill M4rtl, 11/ 14(" 114r.) 

£ £ • £ 
• 

38,269,683 37,843,638 '37,844,624 
• 

1,730,134 2,152,334 2,152,334 

18i 4;,028 3,042 , 

40,000,000 40,000,000 40,000,000 

'93' 

£ £ 

37,843,918 3 1,599,3 81 
iI,15',H4 } 

2,152,334 <In En,land) 
6,147,1100 
<In Indll) 

3,748 1,085 

.... 0,000,000 40,000,000 
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