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BY THE SAME AUTHOR 

Letters on Reserve Bank-{out' of print) 

Select opinions from: 
The Right Honourable Sir Hilton Younp;, P. C., 

D. S.O., D. S. C., M. P., Chairman, the Royal Commis­
sion on Indian Currency and Finance (1925). 

Sir Hilton Young is obliged to O.S. Krishnamoorthy 
for his interesting .pamphlet, which appears to him 
to contain much sound reasoning. Sir Hilton Young is 
assured that its perusal will be of advantage to all 
students of the subject. 

The Hon. Sir Basil P. Blackett, K. C. I. E., K. C. B., 
Ex-Finance Member, Government of India. (Now) 
Director, Bank of England. 

" ............ 1 have no doubt the circulation of the 
Pamphlet will be useful io,t-h,e intere~t of India." ........ · .. . 

(2) Such'" arli~es! ·a~r~"mo~t' vat~'able' in "guiding 
opinion a.right'., ',I '," 'i 

Si.f.R,. N.·Mukheriee, K.C"S. L, ,K. C. V.O., Member, 
The RO)TafCommission' on In'dian Ourrency and Finance 
h92s}Governor, Imperial Bank . 

. " ............ Thanks, I have read it with interest and 
agree with many of the views expressed therein." 

Sir J. C. Coyajee, Kt., Member, The Royal Commis­
sion on Indian currency and Finance (1925). 

" .........•.• The treatment is lucid and interesting as 
far as it goes." 

Sir, Byramjee Jeejeebhoy, Kt., Director, The CeJ>.~ral 
Bank of India. 

" ............ You have handled the subject very ably 
and those of our public men who take a keen interest on 
this burning question of the day might do well to go 
over this brochure for further enlightenment on the 
subject It will enable them to weigh the pros and cons 
of the q' uestion from different angles of vision." 

H. G. Cocke, Esq., M. L. A., Partner, A. F. Ferguson 
& Co., Auditors, and Ex-President of the Bombay 
Chamber of Commerce. . 

" ............ 1 can onlv say that I agree with you that a 
Share-holders' Bank is likely to be most satisfactory In 

the long run and the most practicable to work." 



FOREWORD 

Mr. Krishnamoorthy's book on Banking,in Indi~ a.pp~iLr~ 
at a very opportune time. The problem of .banking is one of 
the most urgent of our neE)ds and an enquiry is now uD.de~ 

. i '. . ~.; 

consideration. We import. a large amount. of the prec~ous 

metals dug up in one part of the W orId only .to -be ' hidden 
away in ,anQther eithllr in the fo~ of 'jewellery or as bUlI.i~n:, 
This renders sterile a large amount of wealth which I'have 
estimated in the Economic J ourna~ ,t~ be £550 . ,millions 
Ql'. a suD;l approximately equal ~o the t~tal tLmo~Ilt o! 
gold reserves held by the Government and the Federal Reserve 
.Banks i~ the United States. The essentialsprelimina:rY t~ 
the use of the country's wealth, for producti~e purpo,s~s~,,; 
mass educa,tion, political security, communications, and 'ani 
acceptable system of deposi~ banking. 'These are irideed a11\ 
Governmental' pr~blems and a vig6r~us' use of the . power o£ 
Government iii required to l;lring about ~he e!,onomic adviLn~,~l 
which is so' necessary. Sir George 'Schuster in ',his, ::firsf 
Budget speech recentiy said that the question calls for action 
~ather than word~. I fully reco,gnize' the' difficU1.tie9~ andtha., I 
Government cannot expE)ct to get the small men. all 6vE)r India I 
to invest th~irsavings except as a result of a. steadycdUrse of i 
education IIond the, provisi9n of. better facilities. Thls is ~ J 

matter on which r hope 'our Bankinglllnquity wUIthro"Y' 1 
lig~t; " ".. , (J 

What then are the fa~ts? In the twelve' mon'th'~ e~ded 
December 1928" the total" new ctLPltal rais~d' in' ~ndo~ 
amounted to £369 millions, the amoUrit raised 'lot domestic 
empioyment being 63 per cent. of' the total and f~r bV~rSe~Ei 
37 percent. Only £7 miilions were borrowed 'by the, Govern­
ment of India early in the year, large Bums beinrbo~owe~by 
the Governments of Aus'tra.lia and New 'Zealand. Other 
countries such as Kenya, Tanganyika, Southern Rhodesia:; 
Newfoundland, Fiji and foreign.' Governments like Greeoe; 
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Bulgaria, and the South Amerioan Republio ~laimed a consider­
able part. India, therefore, has at the present time to compete 
with many countries in the London money market. It is in 
every way desirable that she should depend more and more (;In 
rupee capital. The issues of capital to-day in India, according 
to statistics published monthly by the League of Nations, are 
on the average of the last five years only about one-eleventh 
of those in Japan with a popUlation of 83 millions as against 
320 millions in India and an area one-seventh of that of 

, India. We require 'more and more capital to improve produc­
tion (whIch ismedimval in many of its branches), to develop 
communications, and to educate ourselves to sto're up capital, 
We have to see that'the function of a surplus 'of income over 
expenditure is devoted to making the future happier. Our 
own capital will then grow, and we ruay be able to move 
a.head, somewhat as Japan has been doing lately, with less 
dependence on foreign assistance. 

The Indian Banking structure at the present time is a 
decentralised system. Under such a system there is alwa.ys 
the greater probability of crises occurring than under a centra­
lised systerp. The history of bank failures since 1913 shows 
c;:learly the disastrous effect of such crises, A general break­
down of oredit can be avoided under a system in which banking 
rese~ves ara centrs.lised in a central bank endowed with t~e 
~ight of note issue. At present banks in India cannot turn 
~asily the maximum of their assets into cash. Stringency 
breeds distrust and distrust leads to the clinging to cash with 
the res~t 'that a crisis becomes inevitable. Joint Stock bank­
ing proceeds safely under the shelter of a true oentral bank. 
Organisation of credit' is essential. 

The aim pf 'he author is topromo~e the knowledge of 
banking. The practical banker may not find much that is 
new to him but the student of banking may find benefit from 
a perusal of these pages. It has been well said that there is 
but one school in which the practice of ,banking can properly 
he learned, and that school isa hank. In research in Econo­
mics we bav,e a large field before us. It is not soiinportan.t 
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to us as economists to know more about the history of Indian 
banking as it is th"t we should know more about the actual 
operations of banks, indigenous and joint stock and the actual 
uses of credit in different parts of the- country. The careful 
study of the records of a particular bank over a period of years 
or of a particular shroff would establish a foundation for an 
important contribution to Economics. I mem not that the 
materials should be first-hand materials but that they should 
be new kinds of materials. Otherwise we get another history 
of banking of the familiar or standardised sort. In recent 
years the Government of India have begun 'to follow the 
example of Western countries and to use eoonomists for their 
economic advisory work. There are broadly speaking two 
types of advisers. One type is the gene~a.l practitioner type who 
diagnoses the disease, presoribes the medioines and undertakes 
the care of the patient until he has recovered. The seoond 
type is the consultant type whioh merely diagnoses the diffi­
culties, presoribes remedies and ~hen goes away, leaving the 
full responsibility of treatment to government or perhaps sug­
gesting the appointment of advisers of the genera.! practitioner 
type to help to carry out the. treatment reoommended. Indian 
Banking, however, will depend in the future than in the past 
rather on young men trained in banking and it is to this class 
that; Mr. Krisbnamoorthy's book is likely to appeal 

Gujarat College, 
Ahmedabad, 
4-3-29. 

G. FINDLAY SmmtAs. 
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