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PREFACE. 

As is woll known the Curren.y policy of the Government 
of India following their adoption of the Babington-Smith 
Report has evoked very serious protests fr,om the Indian 
Commercial Community and the action of Government an4 
the grcunds on which it was claimed to be taken have been 
very strongly-criticised in the public press in Bombay, It has 
been thought desirable to reprint in a handy book form such 
of this matter as summarises these protests and criticisms 
most effectively) so that it can be perused at leisure by those 
who are not in a position to follow - a day .. to-day newspaper· 
controversy. It is hoped, in this way, to focus the attention 

. of all those interested in the welfare of this country. to this 

question of India's Currency. a right solution of wh~h 
is dtal to the future progres~ and deyelopment of this 
country. 

In the latter part of the book are given four appendices 
in which the reader wiJ1 find the Minority Report of the £'II11y 

Indian Member, Mr. Dalal, and the Memorandum on this 
question pre!:iented to th~ Currency Committee by Sir Stanley 
Reed·, the weli~nown Editor of Tk Times tif india, who has 

made a vV' study of the question of India's Currency 
and Exch t There b a1S(1 given the announcemt>nt of 
the Secretary of State which heralded the new Currency 

policy in. Feb~ary 1920. 

The Finance- Member of the Government of India in 
virtu~ of his Office has of necessity been the official exponent 
and defender of this new policy and his speech un the 
Coinage Act Amendment Bill which is evidently regarded by 
Government itself as the best ~xposition of the Governmeat 
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case is also included in the Appendi:x, so that Our readers may 
know what Government bas to say in defence of its new 
Currency policy. A criticism of the. principal arguments of 
this speech will be found on pages 127-128 oflbi. book. 

If the publication' of this book helps in any degree, 
bowever SOlan, to a correct appreciation of the situation and 
a reversal of th~ Ile"w policy, the publisher win consider him-
self amply repaid. " 
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I ~ May' 1919 a Committee was appointed by the Secretary 
of State for ~ndia to advise in Tegard to the future of Indian 
Exchange and Currency. Its terms of' reference were-

1. to examine the effects of the war on-

(a) the Indian Exchange aJld Curren~y system 
and practice ; 

(b) the Indian Note Issue: 

2. to consider whether in the light of this . experience •. 
and of possible future variations in the price of 
silver, modification of the system of practice may 
be n<'ceSsary, 

3. to make recommendations-

(a) as to such modifications; 
(6) as to the policy that should be pflrSued with 

a view-

(1) to meeting the requirements of trade; 
(2) to maintain a satisfactory circulation; and 
(3) to ensure a stable Gold Excbange Standard. 

Their Report was submitted to the Secretary of State jll 

December IgIg .. It was remarkable for the fact that of its' 
eleven members only one-Mr. Dadiba Dalal-was an Indian, 
and this solitary Indian. "M!'ffiber found the divergence be
tween his own views and that of the other 'members of the 
Committee on vital currency pnncipJes so great as to tendei 
it impossible for him to concur with the views of the majority. 
He therefore felt himself compelled to make a separate 



Minority Report. The main recommendation of the Major
ity Report was that 

the stable relation to be established between the Rupee 
and gold should be at the rate of Rs. ro to one Sovereign 

"hile Mr. Dalal in hi> Minority Report insists that 
the money standard in India should remain unaltered, 
that is the standard of the Sovereign and gold Iilohurs· 
with ~upees related thereto at the ratio of 15 to 1 .. 

I\. copy of the Minority RePort is given in the appendix 
(or ready Icielenee. 

The Secretary of' State adopted the Majority Report in 
its entirety and the same was annotlnced in a despatch, 
published at the end of -January 1920, a copy 01 which is also 
given in the appendix. This despatch was published on the 
2nd February 1920 in India and immediately thereafter 
came a pless communique as follows :-. 

It is notified for general information that the rates 
at which Reverse Councils will be sold on Thursday, the 
sth February 1920, will be 

• For imm~te T. T. .. 
.. deferred " .. 

With this communique was opened· a new and most di.. ... 
creditable chapter in India's Currency History. It may be 
,..,11 to note here that the market rate 01 Exchange was 
then only 2-4. 

Correspondence began to appear in the papers both on the 
Majority Report and on the question 01 Reverse Bills. In 
a letter to The Times of Inaia publiShed Oil the 4th February 
Mr. B. F. Madon very strongly criticised both the new ratio 
an<;l the rate for Reverse Bills. We give this below:-

TO THE EDITOR OF THE TDfES OF INDIA. 

Sir,-The commercial community here must be deeply 
thankful to you for providing· it with the complete 
report of the Indian Currency Committee by publishing 
it in your columns, as this report had been awaited with 
great anxiety by all concerned. , 

In your leading article of the 2nd, you comment on 
this report and invite correspondence from those who 
have studied the question. As one who has given very 
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do;e attention to the subject •. let me say at once that 
the report has .been a great disappointlnent. because 
the substance of all the platitudes with which the Major
ity Report. has been filled is to leave us as we were. 
This might seem an exaggeration, hut let us remember 
why this Committee was appointed and what our real 
difficulties were. that they were im>ited to solve if possi
ble. Our real difficulty has been to find sufficient silver 
to provide the necessary currency to meet our . heavy 
export balance of to-day. and the report gives no solu
tion whatsoever of it. It wants us to maintain the full 
",,"hing of the notes. wrongly termed convertibility. 
but it gives no indication where all tbis silver is to be 
found. What the real significance of the report is has 
been promptly shown us by the big jump in silver in the 
last few days which dearly tells that the silver magnates 
consider that the Government of India is more deeply 
than ever entangled in their meshes:" and that they 
would now get India to pay any price for silver that 
they might think fit to ask. If the Currency Committee 
had no solution to offer to us of this difficult}:, they 
might have said so. and gracefully retired. but they 
have done much worse. It is a mockery to make India 
more dependent than ever on silver as pointed out above. 
and to speak in the same breath of linking it with gold. 
On this pretext they raised the gold value of the rupee 
by 50 per cent .• namely from 7' 5334 grains fine gold to 
II' 300 ,6. which they had absolutely no warrant for 
doing, because to anyone who correctly understands the 
Gold Exchange Standard. our rupee has been linked on to 
gold at the rate of 7' 5334 grains to the TUpee ever since 
we adopted the Gold Exchange Standard. We are treat
ed to a lot of the usual platitudes about the measure 
bringing the enormous profit of '2! crores pet" annum to 
the Government on its remittances lor home charges with
out doing any serious harm to the export trade but they 
fail to tell us where this enonnous sum is coming from. 
Does it drop from the heavens ? and if such enormous 
sunlS can be saved to the revenues without doing any 
serious harm to anyone. why do we not at once ra;'" 
the exchange to 4'. and make double these profits. The 
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fact, Sir, that these home charges are like any other 
payments that India may have to make abroad, really 
met by the exports of Indian produce. Let us see what 
really happens. T~ meet £25,000,000 of home. charges 
we have to export £'5,000,000 of produce and if the ex
change is Rs. 15 to the £, the Government has to pay 
37i crores of rupees, while the producer gets 371 crores 
for his produce. By making the rate Rs. 10 to the f. 
the Government will, of course, be paying only 25 crores 
of rupees and thus making a profit of ul crores of rupees. 
but the producer will ~etting only 25 erores for his 
produce, t .•. , losing 121 crores of rupees that he would 
otherwise have got. I hope it will now be clear to your 
readers that these profits of 12t crores do not fall from 
the heavens but are really taken out of the pockets of 

. the producer of this country. As it is admitted on all 
hands, this producer-our agricultural class-·is sunk 
in poverty and in debt, and it is, therefore, the height of 
iniquity to rob him in this way of one-third the legiti
mate price of his produce, and the iniquity becomes all 
the greater when it is the Government that does this 
robbing to benefit its own revenues. I sincerely con
gratulate Mr. Dadiba Dalal, the only Indian member, 
on the great moral courage he had shown in stoutly 
protesting against this change in the basis of our token 
rupee, and hope our leading public bodies will .take up 
this question in right earnest, as it affects the funda
mentals of the economic welfare of the country. 

One of the recommendations of the Committee is the 
selling of Reverse Councils during periods of .exchange 
weakness. This is strictly in accordance with the 
principles of the Gold Exchange Standard, but the way 
the Government seems to be going to now give effect . 
to it mnst astound every stud""t of the subject. For, 
what they promise to do is to gjve sterling in England 
against rupees paid in India at the laying down rate for 
gold. Now, as sterling and gold ~ve drifted wide apart, 
this really exposes the Government to a gamble in dollar 
e.xchange, because the sterling payable in London will 
d~pend on the rate between London and New York, 
'md. as you point out in your leading article this would 
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come to over 2.0. 94. at the present rate 01 exchange b<! 
tween London and New York. If the Government offers 
Reverse Councils at any such rate it will simply mean 
tbat each rupee that they had sold only a couple of weeks 
ago at 28d. they are buying back at 334 .• without any 
guarantee that later on they will be able to sell the 
same rupee back at 33d. or higher. In short. the Govern
ment will be assisting at a huge gamble in dollar ex
<:hange and in gold, and its action is sure to create very 
heavy speculation in these directions both in India and 
in London and New York. I submit that the Govern
ment has no business to expose India to such a gam
ble and that any obligation however far fetched that it 
might deem itself to have incurred towards any . section 
of the commercial community cannot justify its selling 
Reverse Bills at any' higher rate ·than 2 •• 

I shall go further and say that in the present circum
stances of India's balance of trade the selling of such Re
verse Councils at any rate whatsoever is absolutely un
justifiahle. We are told that it is the enormous export 
balance that i, the cause of all our present difficulties. 
Now, Reverse Bills are practically in the nature of addi
tional exports and if our difficulties are really due to 
the heavy export balance, it is not the business of Govern
ment to add to these difficulties by increasing such export 
balance by means of Reverse Bills. Let those who want 
to lay down sterling in England do it by buying Export 
Bills with their rupees, and thus help to adjust our 
balance of trade instead of having recourse to the Secre
tary of State for Reverse Councils. I urge all Indian 
Chambers of Commerce to take up this question in 
earnest, and enter their strong protest against any sale 
of Reverse Councils until it has been shown that the 
net balance of India has become adverse, which most 
emphatically is not yet the case tD-day. 

B. F. MADON. 

The sales of Reverse Bills continued to be advertised week 
by week and a further protest was raised by Mr. Madon in 
the columns of The Times of In4ill of the 14th February. 
This is what he says :-
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TO THE EDITOR OF THE Tl.lIES OF INDIA • 

. , Sir,-Before the Indian Currency Committee was 
appointed, Chambers of Commerce and public bodie,; 
kept bombarding Government with representations Oft 

the necessity of establishing our .... te of Exchange and 
complained of the very ~rratic fluctuations ~n the ex
change value of the rupee as highly injurious tQ all 
legitimate trade. I wonder what all these bodies are 
now doing? Has our rate become stable? Mani
festly not. because' the fluctuations have been far more 
rapid and far more erratic since the Report is out than 
they ever were before. If their former representations. 
were not.all so much hot air they should now make 
themselves heard even more powcrfulJ y than they did 
during the past two. years. when the fluctualions had 
remained within very moderate limits mcoparatively 
speaking. . 

Then, there was at least this to be said for the fluctua
tions that they were the result of our very heavy balance 
of trade and the difficulty of getting sufficient gold or 
silver to adjust our favourable trade balance. 

Is there any such justification to-day? The rate is 
now being raised by means of sales of Reverse Bills. 
The rate is claimed to be based on the price of gold and 
so to the uninitiated it may seem that the authorities 
are not to blame for what is happening. I wish there
fore to point out that another great injury is being done 
to our trade and industry under the cloak of the Gold 
Exchange Standard, and if the authorities at all under
stand this wonderful standard of theirs. then the present 
sales of Reverse" Councils are a most deliberate wrong 
to the producers of this country. Let us see what these 
Reverse Bills are and why they have to be sold and wben: 

r. Reverse Rills are tho device in the Gold Exchange 
Standard System for what would be export of specie 
in ordinary Gold Standard countries. . 

2. Export of specie becomes necessary when other 
exports fail and the balance of trade goes against a 
country. 
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3. When e1<ports thus fail, i.t., when export of specie 
became necessary the effect on a country's currency 
is to depreciate its value in terms of. foreign currencies.·' 
Applied to India t/le sterling rate should go lower. 

4. The mere going lower of the exchange rate doea 
not immediat.ly call for specie shipments. It must go so 
low that it is at the gold point before specie can go out. 

5. In Gold Exchange Standard countries like India 
the gold point is arbitrary. It is the theoretical rate 
for the token rupee less the charge that would be in
curred if we really shipped gold.. As rightly or wrongly 
25. has been adopted now as this theoretical rate the 
gold point should be 25. less this charge say I.iii. I 
shall be told that the rate is 25. gold. I refer to this' 
point further all . 

. Now, do Reverse Councils as sold now fulfil these tests. 
The most important test is that exports would fail, trade '. 
balance become adverse and our rate break down. 

Have our exports failed us? We are in the height of 
the season both at Bombay and Calcutta lind produce 
and textile fabrics are ready to be exported. It is true 
buoincss has temporarily come to a standstill, but that is 
due to the raising of excbange against us by meanS of 
tbese Reverse Bills. Has our trade balance become 
adverse 1 The figures so far publisbed strongly point 
the other way. We have further proof of it in the very 
rateof exchange. If our trade balance was reallyadverse 
our rate would have to break down, i.e., wbere 3 or 4 weeks 
ago we were at 284., we would to-day be at 25 or 24. 
Instead we are to-day at 354. tbis sensational jump 
upwards proving that our balance of trade must be highly 
favourable as Reverse Councils can only be called into 
operation if our balance is adverse, tbere is absolutely 
no justification for such councils to-day. 

The iniquity becomes all tbe greater when we remember 
the effect of such Reverse Councils. The rate of Reverse 
Councils is practically the lower gold point rate. There
fore issuing Reverse Councils is the same as propping 
up exchange froll) below. To prop exchange up tbus by 
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1I0t one but several pennies at a time and tIuJs seriously 
handicap our exports and to use India's dearly acquired 
sterling resources for this purpose is an act of exploi
tation that calls for the strongest protests from all inte
rested in the economic welfare of India. It is again 
exploitation for the sake of England. I challenge any 
one to show that onr own (India's) balance of trade has 
to-day become so adverse that exports are insufficient to 
pay for imports and Reverse Councils are therefore the 
only possible mode of payments. The balance of trade 
is adverse but not ot India. It is England's balance 
that is adverse and India's sterling resources are being 
used to adjust this balance and at a most ruinous rate, 
We were compelled during the war to accept payment 
in sterling instead of gold at 16d. and ISd. and we are 
now made to payout the same sterling fUllds at the rate 
of 33 to 36d. Our Indian publicists have been clamouring 
for a real gold standard. I call their attention to this 
frittering away of our sterling resollfceS and at a rate 
which meansthe wiping off of half our assets. 

If all this was done without doing further harm to India 
it might still be bearable, but here the Government steps 
in and takes away the remittances that ought to go to 
the oover of our exports and does it at higher and higher 
rates. Should we allow this to pass without protest? 
Shol11d we 110t insist that the instrument of Reverse Bills 

. should not be brought into operation unless and until 
our trade balance is shown to be ad verse by remitters 
finding difficulty in getting their remittances away 
through the ordinary channel of export bills and this can 
never be the case until our rate shows signs of breaking 
down.-Yours, etc. 

B. F. 14,\DON. 

Then Mr, S. R Bomanji in a letter to TIle Tim .. of India 
and printed in its columns on the 17th FebIllllIY very 
supported Mr. Madon's protests. In the course of this letter 
he says: 

An enormous wrong and legalised plunder of India's 
resources are taking place at the present moment. It is 
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nothing more nor less than an orgariised loot of our ster
ling resources which· it has taken us so many years to 
accumulate. 

This charge of .. organised loot" was very keenly resented 
in high official quarters as we shall see later on. Here we 
SaIl give this letter in "xtenso. 

TO THE EDITOR OF THE TllIIES OF INDIA. 

Sir,-I was very glad to notice in Tile Ti ..... of 
b.di .. a letter by Mr. B. F. Madon, on the effect of Rl!verse 
Sales that are going on weekly, ,mfortunateIy for our 
country, Very few people have taken interest in currency 
matters, and I am quite prepared to admit that it is a 
subject which does not lend itself to be easily understood. 
There are certain outstanding features of the currency 

"Situation which cannot but attract the attention of an 
ordinary business man. 

Mr. Madan has tried to put lucidly before the public 
the position as it exists to-day, and the effect of the sale 
of Reverse Bills as to how it affects our sterling balance 
and our trade. As ·Mr, Madan pertinently asks, what 
is the reason that has induced the Government of India 
to advertise these Reverse Sales? Either that the balance 
.of trade is against us, or that our creditors demand 
from us their dues. As a matter of fact it is neither. 
Indians, therefore, have a right to demand in whose 
interest these sales are being made. The virtual effect 
of these sales is to ship our gold out of the country, but, 
as Mr. Madan has shown, neither the balance of trade nor 
our internatioual position justify a resort to Reverse 
Councils. 

Sir, an enonnous wrong and legalised plunder of India's 
resources are taking place at the present moment. It is 
nothing more nor less than ff an organised loot" of our 

. sterling resources, which it has taken us so many years to 
accumulate. It fills me with amazement. to see the 
apathy of our public men who sit unconcerned at what 
is going on under their eyes. Take just one instance. 
We have a certain amount of gold in Paper Currency, GoI4 

8 
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Standard Feserves and Treasury Balances, and tbis for 
one reason or another, but mainly for the purpose of 
helpiflg the Briti>h Excheqner, was transferred from 
India ·fo England. As it is common knowledge, during 
the war, the balance of trade in our favour was enormous,. 
and under ordinary circum~timces, we would have been 
justibed in demanding gold or silver in liquidation of this 
favourable balance of trade. but in order not to embarrass 
England and the Allies, we accepted British Treasury 
Bills in satisfaction of our dues for successive seasons of 
favourable balance of trade. Tbe amount thus standing 
to our credit by way of Gold Reserves and Treasury Bills 
approximates to about 140 millions sterling. The 
current rate of Exchange, when these Gold Reserves and 
Treasury Bills were creditM to India's account, was IS. 4'1. 
or thereabouts. That is, the sterling value represented 
in our currency would come to about 210 crores of rupees. 
At the rate at which the Reverse Bills were sold last 
Thursday 25. lOft d., a pound sterling i> valued :j.t less 
than Rs. 7 ·per sovereign. Our reserve funds of 210 crores 
of rupees has at this reckoning shrunk to 98 crores of 
rupees: This was the loss to which I alluded in my speech 
at the Industrial Conference last month, and which, I 
urged, ought to have been debited to the British Treasury. 
What steps have our administrators, who pose to be our 
trustees, taken to get this '\Tong righted? Has there 
been even a passing reference, either in the Currency 
Committee Report, or elsewhere, to show that they are 
conscious of it ? 

The immediate effect of the sale of Reverse Councils 
is to drain the resources of the money market into the 
coffers of the Government, and this just at a tiute, when, 
on the oue hand, o\\;ng to revenue collectionf:, vcry large 
amom\ts of money are passing into the hands of Govern-

· ... ment, and on the otber, our export trade being at its 
height require all our resources to finance it. 

The policy uow pursued has caused a serious stringency 
in the money market, and unless it is checked immedia
tely consequences will follow which are too disastrous to 
contemplate. All this talk of looking after the Indian 
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trade interest souuds like downright hypocrisy, w.hen 
judged by the effect of these Reverse Sales upon our
trade and OUT international position. Arid I wish, 
Sir, that you would take up this question and 
warn our people about the great danger that is facing us, 
and urge that unless We raise a very strong opposition 
and that too immediately, untold harm would be done 
to Indian trade and industry. If OUT gold reserves a:re 
going to be frittered away in this unconscionable manner, 
our position would very soon be turned from a creditor 
into a debtor country, should we be faced with another 
serious famine. Are our - members in the Viceregal 
Council going to stand by and let the Government pursue 
this ruinous policy 1 Their most pressing duty is to call 
the attention of the Finance Member, that unless these 
Reverse Sales are at once stopped, a situation will be 
created the like of which in its calamitous consequences 
will not have been seen before.-Yours, etc. 

S. R. BOlHNJI, 

This was followed up by another letter appearing in the 
same paper in its issue of the r7th February from "A Busi
ness Man .. from which we take the follo,,!ing :-

. One hoped-for result from the Currency Commission's 
Report was stability of Exchange and I submit that 
Exchange has become more unstable as a result ot this 
Report than at any period of 12 months past. Investors 
attracted by a high rate of Exchange have been throwing 
their investments on the market at best rates to get their 
funds Home whilst rates are at this high level. Specu
lators have also found an opportunity of gambling in 
Exchange for example remitting money Home round-
2S. rod. in the hopes that they may bring it back again 
within a short period at say 2S. >!d. or 2S. 6d. as the case 
may be. Another factor has crept into the situation 
and that is that the amounts absorbed by Government 
each week from their _ sales of Reverse Councils have 
automatically been absorbed from the ma:rket thus 
assisting in a money stringency at a time when trade 
was exce~gly brisk. It seems to the writer, that all 
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• 
that Government should have undertaken to do was to 
offer Reverse Councils when Exchange looked like going 
below 2S. and not to create an artificial inflation 01 the 
rate 01 Exchange as they have d,one·3s abo,·e. It i, my 
considered view that if Government at this stage adopts 
this course they would be breaking faith with banks 
and firms who have operated on the strength of 
the recommendations of the Currency Commission 
Report. I submit that it would be better lor Govepl
ment to confess their error and make good any 
boisd fide loss which a bank or firm could prove had 
been occasioned to the\n rather than to continue what 
appears to me their present policy. I well know that at 
tbe present moment they have ample resources in 
London to stand up to drawings from India, but what 
was ample 5 or IO years ago may not offer anything like 
the same margin of safety under present day condi
tions. I think Government can place too much faith 
upon their recollechon of the lamiae year when a sum 
of ouly £8-,000,000 was drawn from their resources belore 
they were able to correct an adverse trade balance. 
To-day we are confronted I think with a very different 
situation; on the one hand we have rates of Exchange 
wbich few 01 us had hoped to see and the natural feel
ing is to get money Home to ~e old country on that 
account. 

It will be seen that the writer warns the Government that 
.. What was ample 5 or IO year, ago may not offer 

anything like the same margin of safety under present 
day conditions." 

He further warned the Government that 
.. this drain on the sterling resources of Government 

.. ' .is takirlg place prior to the monsoon the coursepf-wlUch 
. no one can gauge at this time" . . 

but this warning from one who was evidently a frienrlly 
critic went unheeded and the sales of Rever'Sli Bills 
continued and evoked an emphatic protest from the Indian 
Merchant,;' Ch"mber and Bureau, the leading representative 
body of Indian Merchants' and Industrialists. In a telegram 
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addressed both to the Secretary of Sta te and to the Govern
ment of India the O>mmittee of this Chamber say . 

.. The Committee of the .Indian Merchants' Chamber 
view with great aIann the action of the Government 
in selling Re.verse Councils at such high and fluctuat
ing rates propping up an artificial and an arbitrary 
rate of exchange, killing export trade and causing grave 
stringency in the money market by directly encoura· 
ging tbe witbdrawal of Britisb capital from India and the 
export of Indian capital. The motive for such action 
is not clear and tbe commerci.1 public would welcome 
a statement of policy immediately, explaining the 
reason for such action. The Committee strongly depre
Cate theoe sales and urge.the;;' 'immediate abandonment 
as U!'der the present artificial conditions, they are, in 

. the opinion of the Committee, absolutely unjustifiable." 

The absurdity of the sales and the iniquity of the rates at 
which the Bills were being sold was 'fUft!!er exposed by Mr . 

. Madon, in a letter to The Times of India, dated 19th 
F.ebruary 1920. This is now ~<:JITOdl1ced her~ :-.. 

TO mE EDrroR OF THE T}NES ()F INDIA. 

Sir,-Ilimy previou.sletterI have tried to make it clear 
that Reverse O>uncils could not be sold except when the 
trade balance of India is adverse, and exchange is on the 
point of b~eaking down. I have further pointed out tbat 

. this is most emphatically not. the situation to-<tay, and 
that therefore the sale of·these Reverse councils t<>-day 

. is a most unjustifiable dissipation of India's resources. 
. I will now tal<e up the p!>int.,?f the rate at which these 
Councils should be sold .. I have already l"'inted out that 

. this rate should tb~retically be the '!~wer Gold Point· 
rate .. In other words; it sjlould be tbe gold equivalent 
of the rupee less the ch:p-ges .incurred ill' shipping 
it to its des<inaticn in tbe' foreig;.· creditor cOUDtry. 
Those that have not very closely followed doings 

'of our Currency Authorities will now be inclined to 
say that the rate at which these bills.ate sold is there-



fore correct .. I say' it. is nothing less than frittering 
away the resources of India. I will explain why_ 

Let us first sre from what funds these Reverse BiUs 
have to be paid. It is from the treasury balances of the 
Secretary of State, the sterling assets in the Paper Cur
rency Reserves, and finally, the Gold Standard Reserve, 
that payment is made at Home. Now, if we had been 
given gold when India's assets were being piled up in 
London during the last five years, we could fairly be asked 
to payout in gold. But were we given gold? No we 
were not. On the contrary, and in spite of repeated 
and very emphatic protests from public bodies in tbis 
conn try, we were compelled to accept not gold but 
sterling. To-day the position is reversed and we are 
being compelled to pay real gOld. 

Let Ug see a step further ahuost the Whole of the Gold 
Standard Reserve, and the bulk of our other resources in 
sterling were put in an average of 16 to 17d. This 
translated into fignres, means that 'for every Rs. l,soo'of 
our valuable assets we were compelled to accept £100-
£r05 and to-day we made to pay at 2s. gd. to 2S. nO. 
This means that when we had to receive Rs. [,500 we only 
got '£105 and when we have to pay Rs. r,500 we are 
made to pay £210. In other words, by this pretence at 
sound currency, we are made to payout twice what we . 
ever received. I again ask your readers if this i. right 
or fair? Is it always to be .. Heads I win, Tails you 
lose," where English and Indian financial interests 
come in conflict? If we were not allowed to get 
gold in payment, why should we now "be made to pay 
gold? 

Let it be remembered that this payment-this' sale of 
Reverse Councils--is based on. the assumption that our 
trade balance is now unfavourable, that our export&: no' 
longer suffice to pay for our imports, and that India must 
therefore make up the difference in cash, j.e., gold. But, 
I ... bmit that this assumption is wrong, as huge amounts 
of produce are now awaiting export. We have further 
strong proof ofthefact that India does not to-day owe 
gold to anyone, in the price of gold here_ 



'5 11 
I have already explained earlier that Reverse Councils 

are a device of the Gold Exchange Standard and are the 
-equi\'alent of Gold Exports. It we were on a Gold 
Standard instead of the Exchange Standard, we would 
be ex'portiug actual gold whenever the balance of trade' 
went against India. W01)ld we be so exporting gold in 
the natoral course of trade to-day? The rnpee is 
now made the equivalent of 120 grns. fine gold, 
therefore a tola (180 grns.) would be the equivalent of 
about Rs. 16. Therefore, if our trade balance really 
became so adverse that it called for exports of gold in the 
ordinary course of trade, the price of gold in this mar
ket would drop to Rs. 16 or less in order to make such ex
ports commercially practicable. What are the facts to
day I Instead of Rs. 16 the price is Rs. 25 and strong 
buyers at that in this market. Therefore, far from 
exporting any gold India would be importing it to-day if 
gold was allowed to be freely imported. This is further 
proof that R""'erse Bills-which means the paying 
out of India's gold-is not a natural consequence of 
India's present trade balance. The position i. even 
worse. We know that the Government is retaining a 
monopoly of gold imports, and is charging Rs. 25 
pertola and more to the people of this country. Through 
these Reverse Bills operations, it is giving away India's 
gold to the foreigner at Rs. 16 a tola. Is this done in the 
interests of this country? I say emphatically" No." 

There is another aspect of the question. Even assum· 
ing that imports to-day overbalance exports, which I do 
not for a moment grant, but, I say, even assuming that 
they do, why should the Indian Government go out of its 
way to help the owner of these imports to remit his money 
Home, and that at unheard of rat .. ? When our exports 
suffered for want of cover, the Government took up a 
non-possumus attitude, and left exports to shift for them
selves so much so that 12-15 per cent. premium had to be 
paid to importers to secure remittances as cover for our 
exports. If the tables haye turned to-day, (which I very 
much doubt) why should 1I0t imports be now also left to 
shift for themselves? Why should they not be also com-
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peIled to seek cover in exports? Is all the solicitude of 
the Government to be for the foreign manufacturer (the 
producer of our imports) aud not for the children of 
)he soil (the producers of Our exports) ? • 

Then we have to remember the enQrmouscost to thi .. 
country 01 tbis disastrous policy. The Currency Com
Iftittee in para. 53 of tbeir Report estimate the deprecia
tion of our assets in the Paper Currency Reserve alone 
at 38'4 crores. This is at 25. exchange. At 2-10 the 
rate at which we are actually parting with these assets, 
tbe deficiency should be fill instead of 38'4. 

The burden at 38'4 crores was heavy enough. At filt 
crores, it is stupendous. Sbould we allow this enormou .. 
burden to be placed nn India's producers, because it is 

. they that will hay<: ultimately to meet it ? 

Looked at from every point of view, this policy of 
Reverse Councils is disastrous 12-ihe interests 01 this 
country and I again urge all public bodies and public 
men to take op this question before it is too late, and 
iIisist that these Reverse Bills be discontinued. 

B. F, MAnoN. 

\Vb ... t the position then was is well described by Sir M. de P. 
Webb, a staunch supporter of the Government's currency 
policy, in the following words in a letter in Tite Ti .... s of ~n4ia 
of the 22nd F ebrnary ;-

" The publication 01 the Secretary of State's accept
<&nee of the Committee's recommendations, and in parti
cular 01 the Government of India's recent notification 
that Reverse Council Drafts will be Sold when occasion· 
requires, " at rates based on the sterling value of the 
United State's dollar .. have resUlted in an instability un
precedented since the time 01 the closing of the Indian 
mints to the free coinage of .ilver. India's export and 
import trade bas become nothing more than a gamble of 
a most reckless and dangerous character. Sensible mer
chants are restricting their .operations till some approach 
to stability in the sterling value of the rupee can be 
assured: but many other people who have never before 
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dreamt of dabbling in trade and finance are now 
rushing where experts fear to tread and buying, selling, 
transferring, and remitting to the utmost of their powers 
in the hope of rapidly reaping a fortune-at somebody 
else's expenses. Such speculations can only result 
eventually, in heavy losses and probably ruin for many. 
It is imperative therefore that the present unhealthy 
stimulus to reckless trading and irresponsible fiaancial 
activity be checked as soon as possible." 

The suggested remedy of Sir M. de P. Webb was to have 
fixed rates for Reve"'" Bill,. The TituS of India in a power
fulleader in the i"ue of the 23rd strongly advocated that 

the Government should boldly and unequivocalll sus
pend the Sales of Reverse CouQcils and of all foreign ex
change through the medium of the Indian Post Offic<s 
immediately. 

The more salient parts of this article are quoted below. The 
paper says: 

It is difficult to imagine a more ironical situation than 
that which has arisen from the actiori which the Secretary 
of State has taken on the Report of the Currency Com
mission. The main work entrusted to the Commi,sion 
was to make recommendations for the .establishment 
of a satisfactory monetary circulation and a stable gold 
exchange standard. 

On the eve of the issue of the report of the Commission 
and of the notification in which the Secretary of State 
took action thereon, Exchange was in the neighbourhood 
of two shillings and three pence. Thoe effect of the notifi
cation was to raise Exchange to two shillings and eight 
pence. As no commercial bills were forthcoming at this 
price, and there was a heavy dem:rnd for remittances, 
both from speculators anxious to profit from probable 
variations in Exchange and from those desirous of remit~ 
ting funds to England at this high rate, Reverse Councils 
had to be offered. The demand for these Reverse 
Councils has been unprecedented. Last week, for inst-• ance, for the two miUions of Reverse Councils offered 
there were applications for a hundred and twenty-two 

• 



lIIillions and applicants received one and a half per cent. 
The official rate for sterling remittance is two shillings 
Md ten pence half penny, which is equivalent to the two 
shilling rupee recommended by the Cllrrency Commis
sion and accepted by the Secretary of State, plus the 
American cross rate, becau~ Amf'rica is the only free 
market for gold. The market rate is two shillings and 
seven pence half penny and few Dills are forthcoming 
although there are immense quantities of produce coming 
forward for export, at this rate. The immediate effect 
of the recommendations of the majority of the Currency 
Commission has btcn to create the greatest confusion in "e Indian Excbanges known in our history, and in 
place 01 the stability aimed at, to cause tbe most violent. 
fluctuations in Exchange in tbe records of a prosperous 
coUntry. 

It then goes on to .discuss how tbe Commission came to 
~ake the rocommendations it did and then says again :-

" Whether we agree witb tbe recommendations of the 
Commission or reject them, we must in fairness admit that 
an extraordinary and quite unforeseen measure of mis
fortune has dogged tbeir application. As America is tbe 
only free market for gold, the gold value of the two shil
ling rupee must be governed by the cross rate between 
America and London. At the time when tbe report was 
signed, tbe cross rate would have meant a rupee in tbe 
neigbbourhood of two shillings and four pence, thusinvoJ.. 
ving'ho immediate radical change in the rate of excbange. 
It is fair to assume that the Commission never anticipated 
that the dollar-sterling rate would fall below four dollars 
to the pound sterling. But the most notable feature of 
veritable chaos ·in all Exchanges this year has been the. 
decline in the dollar-sterling Exchange. 'The result was 
the sudden rise in Exchange when the Secretary of State's 
notification was published in February 2nd and the sud
den rusb for Reverse Councils to take advantage of the 
artificial rise in the Indian Exchanges, caused by the 
fall in the American cross rate. Its effect; cannot be 
better described than in the vignrous words of the letter 
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from Mr. M. de P. Webb which we publislt to-day: 
.. Sensible merchants ,are restricting their operations till 
some approach to stability in the sterling value of the 
rupee can be assured; but many other people who have 
never before dream t of dabbling in trade or finance are 
now rushing in where experts fear to tread, and buying, 
and selling, transferring and remitting to tbe utmost of 
their powers in the hope of rapidly reaping a fortune-at 
somebody else's expense. . . . It is imperative. 
therefore, that the present unhealthy stimulus to reckless 
trading and irrl'Sponsible financial activity be checked 
as soon as possible." 

THE REMEDY. 

How are this speculation and uncertainty to be stopped? 
Our difficulties have arisen in the main trom the Qedine 
ana fluctuations in the American cross rate. Vie asso
ciate ourselves with Mr. Webb when he says that whilst 
Government's decision to base their Reverse Council 
rate on the cross rate for the dollar is, theoretically 
quite sound, in practice it is producing an instability 
in the sterling value of the rupee that is dangerous in the 
extreme. If there were any prospect of a very early 
stability in the American cross rate approximating to the 
commercial rate of exchange we might, although with ex
treme dubiety, tolerate these uncertainties. But the 
American cross rate is surrounded with so many uncer
tainties that w~ dare not run the risk. What then is the 
remedy? Mr. Webb suggesls that Government 'should' 
abandon the cross ra'te meter and annOWlce fixed rates 
both for Councils and Rev~e Councjls, presumably 
approximating to the present market rate. We suggest 
that the Government should boldly and llnequivocally 
suspend the sale of Reverse Councils, and of all foreign 
exchanges through the medium of the Indian Poot Offices 
immediately. We are fully aware of all that this now 
connotes. It means a break away from the attempt now 
to fix the rupee at two shillings gold, That may be a 
hard decision to take so soon after the declaration of policy 
of Febru:"Y 2nd., • Nevertheless any Government are well 
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within their rights in admitting that conditions over which 
they have no control have been too strong for them. The 
demand for Reverse Councils is not. a genuine trade 
demand. It is a speculative demand, and a demand 
from th05e who are desirous of remitting their money to 
London at the very high rates offered. The ostensible 
demaud bears no relation whatsoever to the actual de_ 
mand. If those who asked for .£I22 millions last week 
had received th"ir applications either in full or in large 
measure, many of them would be bankrupt to-day. We 
quite recognise that the prompt cessation of Reverse 
Councils might lead to a fall in exchange, If that fan 

• were likely to be very heavy, it could not lightly be 
anticipated, for a rapid fall in Exchange would produce 
such disturbance, and probably lead to such a sudden 
rise in prices, that the effects would he disastrous. 
But we are authoritatively informed that there are such 
large quantities of produce coming forward for export 
and tbe world's demand for that produce is so acute, 
that no dislocating drop in Exchange need be feared. 
The figure given to us is that Exchange would probably 
crystallise round about two shillings and six pence. 

A CASE FOR COURAGE. 

It is obvious from all that has occurred, that the 
attempt to stabilize the Indian Exchanges at tIVO shillings 
gold, based on the American cross rate, offers no prospec 
whatsoever of conferring stability, because of the insta
bilitv of the American cross rate itself. An unstable 
force, which India cannot control. cannot even influence. 
dominate, the situation. Whether, at a later stage, 
when the dollar~sterling rate is improved and stabilised it 
may be practicable to do what is theoretically correct 
is a matter for future consideration. But we go "farther 
and say that the attempt to stabilise the rupee at two 
shillings gold, based on the American cross rate is 
fraught \\;th so many dangers that we have no right 
to persist in it. In the past the demand for Reverse 
C.ouncils has been a trade demand; it has been easily 
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satisfied, with quite moderate sales, from that balancing. 
reservoir of our ·currency system, the Gold Standzrd 
Reserve. The present demand is not a trade demand; 
it is a speculative arid transfer of capital demand. None 
can survey the situation in India .. ithout being acutely 
conscious that the conditions are such that any prolonged 
attempt to stabilise exchange on the lines in operation, 
may dissipate the whole, or the major part, of the Govern
ment's sterling resources not only without any compen
sating advantage, but at huge loss. Values have risen 
so high.that the experience of the past is no safe guide. 
Whereas on former occasions of genuine trade Exchange 
weakness eight millions or so of Reverse Councils hilly 
met the situation, with the present range of prices, three 
times that Sum might be needed for the same purpose. 
But this is not a genuine trade demand. It is a speculative 
and a transfer of capital demand. None dare say, in 
the present conditions of J ndia, where it will stop, or 
what insatiable calls it may make on our sterling re
sources. Therefore we urge that so far as can be seen. any 
attempt to secure Exchange stability based on the 
American cross rate appears to be doomed to failure, 
because of the extraordinary instability of the Amert'an 
cross rate. Therefore we urge that in view of the 
possible artificial demands on the Government's sterling 
resources, that attempt should not be persisted in. The 
trade position of India is so strong that the cessation of 
the sales of Reverse Councils is not likely, according to 
the information at our disposal, to lead to a dislocating 
fall in Exchange. The present Finance Member is known 
not only for his ability but for his courage. We make a 
strong appeal to him to take his courage in both hands ; 
to recognise at once that the poli~y which he accepted on 
the recommendation of the Secretary of Sta t e and the 
Currency Commission, whilst not necessarily unsound, 
has been. defeated by extraneous cir.c!llllstances; that 
the pursuit of this policy is fraught with infinite dangers 
and that any effort to maintain it should be at once sus
pended until at least the condition of the American cross 
rate justifies a revision to it." 
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. The letter from " A Business Man " has already been re
ferred to. In that letter while he advised a suspension 01 the 
sales of these. bills, he suggested that it would be a breach of 
.faith with those banks and firms that had operated on the 
strength of the recommendations of the Committee's reports. 
Mr. Madon in a letter that appeared in The Times of India 
of the 25th February disputed this and pointed to another 
and far more serious breach of faith on behalf of the 
Government. He said: 

If there is to be talk of any breach of faith what has 
" Business Man .. to say of that other far greater breach 
of faith when Exchange was put up from its level of IS. 

4Jl. at which it had been for 20 years. Both the Cham
berlain Commission and the present Currency Committee 
(see para. 7) note the standing offer of tbe Secretary 01 
State to sell Bills witbout limit of amount at IS. 4id. per 
rupee and tbe Committee further remarks: " The price 
never exceeded this figure whicb corresponded to the 
theoretical gold point." The Chamberlain Commission 
also understood tbis standing offer as the upper gold 
point. To anyone who understands what gold points 
~e this offer was an irrevocable part of the gold Exchange 
~ystem and it was lightly set aside. I call this a far 
greater breach of faith, and all the more heinous because 
the parties that really suffered by this breach of faith 
were not wealthy bankers, but the toiling millions of 
India. Again, what has" Business Man" to say of 
the present great breach of faith on the very fundamentals 
of the Gold Exchange Standard, by which the rupee 
which was the equivalent of 7" 5334 grains of fine gold 
is now made the equivalent of II· 30016 grains. But the 
real sufferer by these breaches of faith is our producer 
and cultivator, too poor and too inarticulate to venti· 
late his grievance, and so these far more serious breaches 
of faith have hardly called for any protests here. I 
sI\all 1>0 glad to hear what .. Business Man" thinks of 
them . 

. As has already been said Mr. Bomanji's charge of .. Organised 
Loot" was seriously resented by Government and by the 
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friends of the Government of India. Sir M. de P. Webb denied 
the charge and claimed that 

the Government are manifestly acting correctly in 
responding to the public demand for Reverse Coimcils. 

To this Mr. Bomanji replied in a lettet' to The Times of IndU 
published on the 26th February as follows :-

TO mE EDITOR OF THE TIMES QF -INDIA. ' 

Sir,-I notice a letter in your this rtl"orning's issue from 
Mr. M. de P. Webb of Karachi. Mr. Webb doubts the 
propriety and the fairness of my protest against Govern
ment action in selling Reverse Coundls. Mr. Webb 
considers that Government are aning ~ correctly in re
sponding to the public demand for Reverse Councils, and 
that I am not right in characterising the Government 
action in satisfaction of the dem,md as .. organised loot 
of India's sterling resonrces." Fortunately, Mr. Pro
phulla Chandra Bassu's contention in his letter to you to
day that what has been built up at Rs. 15 to the pound 
is being sold at less than Rs. 7 would be sufficient answer. 
to iDu,trate what I mean by " organised loot of India's 
sterling resources." Can Mr. Webb deny that funds 
belonging to India I};ng in Europe are being transferred 
to this country at ruinous rates involving serious J05S ? 
Can he deny that this is being done by a mere executive 
order ,,;thont any chance given to public opinion to 
make itself heard' Everyone can agree with Mr. Webb 
or with Government when they say that a serious situa
tion is arising but if the situation is serious why is the 
Government inclined to act in an ar~itrary manner ? 

Mr. Madon in a separate letter to the same paper (25th 
February) explained why the sales of Reverse Bills at the 
rates adopted by Government were .wong and unjustifiable. 
We quote this letter here :-

• 
TO THE EDITOR OF THE TIMES OF INDIA: 

Sir,-Ip. The Times ~f India of the 23rd instant tlIere • 
. is 1Jublished a letter lrom Mr. M. de P. Webb in which 



he points out the undesirability of the position created 
by the Government's policy in the matter of Reverse 
Bills, and suggests a remedy, In doihg so, he argues 
that the " Government's decision to base their Reverse 
Oouncils rate on the cross rate for. the dollar is theore
tically sound although in practice it is producing an 
instability in the sterling value of the rupee that is 
dangerous in the extreme." I would like to point out 
that even theoretically the action of the Government 
is not sound in the present set of circumstances. I will 
try and explain why. 

Let us see what the theory should be, and OIl what it 
is based. 

In purely Gold Standard countries (like England in 
pre-war days) Notes are issued against Gold deposited 
in the Currency chest, and this Gold is again paid out' 
when anyone presents these ·Notes. The person in 
charge of the Currency chest is in the position of a ware
houseman who has taken in goods and issued warehouse 
warrants against these goods entitling the holder of such 
warrants to present them and get delivery of the goods 

i so deposited. The Currency chest is the warehouse, the 
Bank of England (in the case of England) i. the ware
houseman and the Notes are the warrants entitling the 
holder to get delivery of the goods deposited (i.e .. gold). 
I f your readers will clearly keep this analogy before them 
they will see tbat the holder of the warrants has no right 
to call for .other or more valuable goods than had been 
originally deposited at the warehouse. If the goods 

. originally deposited were cotton c1o.th, no holder would 
have aI!y right to call for silk against presentation of 
his warrants. ff it was a case of ordinary merchandise, 
the thing would appear absurd to every one on the very 
face of it. . 

Now let us apply the analogy to the case of India, a 
Gold Exchange Standard country. The Gold Exchange 
Standard of India was devised to avoid waste of Gold 
in internal circulation, but, in every other respects was 
the same in principle as the ordinary Gold Standard. It 
called for Notes beiug issued against Gold deposited in 
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tbe Currency chest in London, and for Gold being again 
paid out against presentation of sucb Notes. In this 
case, tbe Secretary of State was the warebouseman, the 
go<l!Is were the Gold paid in in London, and the warrants 
were the Notes and the Rupees (wbicb are practically 
Notes printed on silver) i5Sued bere. Therefore, if the 
goods originally deposited with the Secretary of State 
were Gold, he would be theoretically quite correct in 

. paying out Gold when the holders of the warrants called 
for delivery. In pre-war days, sterling was identical 
with Gold, as the Bank of England undertook to payout 
Gold against sterling. Since the beginning of the war. 
the case has been quite different. It is notorious that 
the Bank of England was not prepared to give Gold to 
the holder of Notes in England. Knowing this full well, 
the Secretary of State issued rupees in exchange for 
sterling and not gold. Therefore, the goods deposited 
in the Currency chest was sterling not gold, and the holder' 
of the warraots on this chest, i.e., the holder of rupees 
and rupee notes, has no rigfIt whatsoever to caJl for what 
he has not deposited. He has therefore no right to cal! 
for gold where the original deposit was in sterling. 

I therefore submit that the issuing of Reverse Bills 
in the way itis don'. now, i.e., the payment of gold where 
the original deposit was in sterling is unjustifiable even 
in theory. 

Applying my above analogy again, suppose that the 
warehouse contained both cotton and silk bales. Suppose 
that the depositor of the cotton bales was Smith, and of 
the silk bales Jones. Suppose Smith presented his 
warrants which showed that only cotton bales had been 
deposited, and induced the man in charge of the ware
house to hand over the bales of silk. How would you 
characterise the action of this man in charge of the ware
house? And yet, the present action of the Secretary of 
State is absolutely of the same kind. He allows himself 
to be induced by specious reasoning to part with silk 
(gold) to the depositor of cotton (sterlingt. 

Mr,)I. de P. Webb suggests that instead of following 
the )few York-London Rate, the Government should 
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advertise fixed rates for Councils and also for Reverse 
Councils, but he would seem to advise unlimited quan
tities to be sold at such fixed rates. 

May I point out that the analogy of the warehouseman 
indicates both the rate and the quantities? The Secre
tary of State on this analogy-

(a) :'tlust not deliver a higher kind of goods than that 
originally deposited. 

(b) Must not deliver a larger quantity than that ori-
ginally depo'ited. 

Now, Council Bills mean the original deposit of goods against 
the issue of warrants (rupees). Reverse Councils mean the 
reverse of this, i.e., the handing out of such goods against 
the presentation of the warrants. 

Let the Secretary of State find out what was de.posited 
against the latest series of warrants. He will find that 
the latest series of warrants (rupees) was issued against 
a deposit of 2s. 4d. "sterling" each. Next let him 
lind oufthe quantity so deposited (i.e., the total amount 
of Councils sold at this rate). Let him offer to payout 
(deliver the goods) at the rate of 2-" 4d. until the total 
amount at this rate is exhausted, and then go on to the 
next rate and the quantity deposited (i.e., Councils 
sold) at such rate. Doing anything else would he as 
serious a dereliction of his duty as the guardian of the 
Currency chest of India as the delivering of silk to the 
holder of warrants of cotton bales: 

B. F. MADON. 

The agitation in the Indian Commercial communi.ty continued 
to grow an<l a few of the leading citizens came together in the 
office of Sir Dinshaw Petit to consider the desirability of 
holding a public meeting 01 protest. 

In the meantime the Government came forward With a com
munique intended to defend their action-in the matter 01 the 
Reverse Bills. We quote this here-

The effect upon the trade and the money market 
generally 01 the acceptance of the currency policy recom-
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mended by the Exchange and Currency· Committ"", 
which recently concluded its deliberations, has formed 
the subject of close and continual consultation between 
the Secretary of State and the Gov=m~nt of India, 
and the special measures which sbould be adopted 
to meet the situation which has arisen as a result of the 
initiation of that policy has heen carefully considered. 

2. The recent sales of the Reverse Councils have 
brought into prominence the large accumulation in 
India of war savings intended for ultImate remittance 
to England and held back pending the settlement of the 
future currency policy to be adopted. This policy haviog 
now been declared it ,,,tas inevitable that these accumu
lated sums should seek early remittance, the more so in 
view of the heavy fall in the dollar-sterling exchange 
\thich occurred at ahout the time the policy was announ 
ced. Until the demand for remittances created in this 
and similar ways h ... hee;" in a large measure satisfied 
and the balance of trade in India's favot1r can exert its 
normal effect, it is impossihle that the new currency. 
arrangements should become fully operative or the 
exchange follow a course which more settled conditions 
alone can establish. A second feature of the situation 
attributable to much the same causes as the first is the 
present stringency in the Indian money market, which 
is probably an indication that deflation is proceeding at 
a rate to which the markets cannot readily adjust them
selves. The problem, therefore, which has presented 
itself is to secure that Govemmentls resources accu
mulated in England during the war are applied in the 
most efficient way towards satisfying the demands for 
remittance, while at the same time alleviating the 
tightening influence which such remittance might other
wise have upon the markets. 

TH! MOST EFFECTIVE SOLUTION_ 

3. As the most effective solution of this problem the 
Government of India have decided, in consultation with 

. the Secretary of State, to introduce in the Legislative 
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Council legislation for the retention of the power to hold 
securities in the Paper Currency Reserve up to the present 
admissihle limit, but without the existiug restrictions 
on its distribution between rupee and sterling securities. 
This measure is calculated to facilitate the further conti
nuance of the sale of Reverse Councils without nec.,,;si
tating the locking up in the Currency -Reserve of funds 
withdrawn from the Indian markets to tile full extent of 
the sterling securities sold out by the Secretary of State. 

4. It is clear that the present exchange situation is 
being exploited by speculators who are not themselves 
genuine remitters, but who are taking advantage of the 
facilities given" by 'Govemment in the form of Reverse 
Councils and obtaining sterling credits with a view to 
secure a profit on their resale. In the case of all future 
sales, therefore, Government reserve the right to refuse 
any tender absolutely without assigning reasons, and 
this right will be freely exercised in all cases in which 
there is reason to question the status of the tenderer 
as a bond fole remitter. 

The above communique was most unfortunately drafted and 
instead of clearing the' position of "the Government in the 
eyes of the public this communique made it still worse. In 
the following letterS Mr. Madon analyses this communique 
al)d shows how untenable the argument advanced was and 
how damning some of its admissions and implications. 

TO THE EDITOR OF THE CHRONICLE. 

Sir,-The great outcry against the action of the Govern
ment in the matter of the Reverse Councils has com
pelled them to issue in defence of their action a commu-. 
nique, dated Delhi, 23rd February, but instead of helping 
to re-establish our Currency authorities in the esteem 
of the business community, this communique will haY, 
the very opposite eflect, as it is based on assertions 
'which have no justification in facts, and there is the 
further admission that the action of the Government 
is being exploited by speculators for their own 



29 18 
benefit, which admission by itself is sufficient con
demnation of the policy the authorities are pursuin.£'. 

The first wholesale assertion made is that the sales have 
H brought into prominence the large accumulations 
in India of war savings intended for ultimate remittance 
to England, and held back pending the future currency 
policy to be adopted." 

May I point out that this one sentence is full of un
founded assertions and implications? How did the sales 
bring such accumulations into prominence? \ras it by 
the amounts applied for? Do the Currency authorities· 
seriously want any' one to believe that the £I22.millions 
applied for last week represent such bona fide accumu
lations waiting to be remitted Home? Do they 
believe it? E,;dently, not, because they themselves 
fay (in para. 4) that 

U it is clear that the present exchange situation is 
being exploited by speculators who are not themselves 
genuine remitters, but who are taking advantage of 
the facilities given . .. . to secure a profit on their 
resale." 

This shows that the applications are to the belief of 
"the-authorities themselves speCUlative, and do not thel't'
fore show the accumulations awaiting remittance Home. 
(Next) whose accumulations are they? Has the Govern
ment a title of evidence that there are accumu1ations 
by Englishmen retiring Home, and who naturally want 
their assets to be transferred to the other side? Who 
else can want such transfer? Not people of this country 
because if any such want to transfer funds it can only 
be in order to profit hy the lower rates in the not distant 
future when the Bank of England resumes specie pay
ments, and the £ is again worth Rs. 10 instead of the 
Rs. 6-14 at which our Government is throwing it away 
to-day. 

The next assertion that all these accumulations Were 
being held back penning the· future currency policy 
to be "adopted" shows entire ignorance of currency 
matters by the framers of this communique. For, as 
we all know, ov the eve of the publication IIf the reports, 
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the exchange was 2S. 3id. T. T. and weak even at 
that rate, This showed clearly that it was'not remit
ters that were holding back. but drawers of. bills, 
and that the Banks were unable to sell T. T. because they 
could not get sufficient cover of expw:t bills. This is 
nothing surprising either when we remember that 
rumours were then rife in tbe market that the Com
mittee lIad recommended the 2S. rate. some saying 
it Was gold rate and some saying it _as the usual 
25. sterling. II 

Your readers will now see the hollowness of the defence 
now put forward by the Currency authorities, and if they 
cannot find any better arguments, they must be indeed 
hard put to it for one, 

Next let us see the consequences of their admission 
that the situation is being exploited by speCUlators, 
Why are speculators after these bills? Clearly because 
they see chances of big profits in the operation. What 
are thes~.·profits? The Government to-day sellS the £ at 
Rs. 6-14 and the speculator sees that one day this £ will 
be Rs, 10 when he can reverse the operation, and get his 
funds back here at a profit of 40 per cent. Surely, a 
profit good enough to tempt angels. After offering 
such temptation to the trading community, why are 
Government surprised at the eno~ous speCUlative ten
ders 1 Are they not themselves to blame 1 

Even assuming their very lame defence that there 
are accumulations of war-profits awaiting remittance 
Home. what business has the Government to offer these 
war-profiteers this further profiteering chance of 40 per 
cent. on remittances Home? 

Perhaps the Currency authorities will say that this 
return of the £ to 10 rupees is problematic: If they do. 
then they must be thinking that England is bankrupt or 
on the point of being one. :Because unless they believe 
this which means tha:t England is not likely to resume 
gold payment, at least in the near future, why do.they 
throwaway our sterling resources at these nrinous rates 
to-day? Is it simply to oblige these war-profiteers that 
we are doing all this ? 
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Or. is it solllilthing still worse? Is the financial posi

tion of the Governm~nt so bad here that it is urgent to, 
transfer our funds from London to India as promptly as 
possible. and at -any sacrifice? 

If neither of this is the case, i.e., if England is not 
bankrupt, and if the Government here is not in a tight 
corner, what justification have they for selling away 
our sterling credits at Rs. 6-14 per £' We:waited 5 
years to suit tile convenience of England and the Allies. 
Was it all in order to he ourselves ruined as soon as their 
need was over. And to be ruined at whose hands? At 
the hands of a Government who year in and Far 
out tell us that they were the trustees of the welfare of 
the people of this country. What would we say of a 
trustee that auctioned away the assets of his wards as 
6,000 knowing full well that hJ1 patient and careful 
realisation, he could get 10,000 for the same? 

The Government talks airily of deflation. forgetting 
that if there has been inflation,. it is they tbltt are the 
most to blame. The money that circulates here is not 
bogus wealth created out of the printing press as in 
England and many other conn tries, but actual proceeds 
of India's produce sold abroad. We did not want to be 
paid in currency but in gold, and it was the Government 
that compelled us to accept currency instead. Does it 
come well out of their mouths to charge 11S with the cOn
sequences of their own wrong-doing? 

They propose by allowing the Paper Currency Reserve 
to be either in rupee paper or in sterling securities to 
make the proceeds of their Reserve sales again avail
able to the market. I shall be glad to get m<'fe d"tails 
of how and through what agency this is going to be done. 
At present holders of their own Treasury Bills are coolly 
told by the Presidency Bank that it is not going to dis
count such bills. Evidently it holds the signature of, 
the Government in less esteem than that of Marwari 
specula tors. • 

While there is this talk in the communique of releasing 
funds again to the market. this communique is very con
veniently silent on the . far more important question of 
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the very serious gaps in the backing to the Paper Currency 
. Reserve. Including the sale advertised for the 26th, 
£n millions will have been sold at Rs. 7 or less. They 
stood in the Currency books at Rs. 15. The~efore, the 
backing of Rs. I6! crores is reduced to Rs. 71 crores, 
the other 9 crores being a clean loss, and our Note issue 
being to this extent absolutely uncovered. 

I wish our business m~n to wake up to all thi. before 
it is too late, because it'is the producers and manufac
turers of this country-the toiling millions of India
that . will ultimately have to pay the piper.-Yours, etc. 

B. F. MADON. 

TO THE EDITOR Of TIlE TIMES OF INDIA. 

Sir,-In their defence of their Reverse Councils 
policy as given in the Delhi. communique of the 23rd 
February last tbe Government have given all that 
they had to say for their side of the case, and it has 
shown them up very badly, because they have been 
compelled to admit-

I. That the remittance was not called for by tJade 
requirements. 

2. That it was to help war-profiteers to remit their 
accumulations Home. 

3. That these war-profiteers were actually holding 
hack these accumulations (fancy the enormity of this 
admission. We know that it had been found so diffi
cult to finance the export of essentials of war that 
Government went out of its way to arrange for their 
finance by guaranteeing Banks against the consequences 
ot their over-brought position. Is it these war-pro
fiteers who had by holding back remittances actually 
impeded the successful carrying on of the war that 
our benign Government. is now out to help? Verily, 
they follow the precept of Christ-He who smites 
you on one cheek give him another 1) 
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4. That it had called up -enormous speculation. 
(Evidently our Currency authorities are unable to see why 
these speculators are so keen to get these Reverse Bills 
otherwise they ought to wake up to the fact that all these 
people are after the loot that is laid out before them.) 

After these damning admissions, is it not high time 
for the Government to acknowledge the error of their 
ways, and to stop these disastrous sale of India's sterling 
assets at what everybody ~ut them clearly sees are 
bargain prices? -, • 

One can but wonder at the wisdom of our rnIe!s when 
. in reply to all this outcry what they want to do ts.some· 
thing even worse I viz., to reserve the loot for the big men" 
and prevent the small fry from having any hand in it. 

O! course, it is put in ~ery plausible language thus 
-(to bame the speculator who has been too much in 
evidence) in all future sales the Government reserve 
the right to refuse '\Oy tender absolutely without 
assigning reasons, and this right will be freely exercised 
in all cases in which there is reason to question the 
status of the tenderer as a btmd fide remitter. 

This looks iunocent enough, but how on earth is the 
Controller of Currency to determine that an applicant 
is a bona fide remitter? Are bankers to be considered 
bona fide bankers who get sterling from Government 
at 25. IOd. and. almost at the same moment quote it 
across their own counter at 2S. 7d.? Are Europeans 
to be considered btmd fide because they have families 
at Home? Why is the application of an Indian to be 
disregarded as he too may have sons studying in 
Europe? And, if not disregarded, how is the Can· 
troller to get evidence of the reasons for which it is 
wanted? Is the application of merchants who import 
diamonds, or Manchester goods, or Birmingham hard· 
ware not to be bo..a fide and if it is, how is the bona fides 
to be proved as to the extent of the application? Is 
an application for £5,000 to be bo..a fide and one 
for £50,000 to he considered specu1ative? 

The whole thing is imposable and unworkable, and 
is sure to lead to suspicion of jobbery in high places, _ 



particularly as tbe profits on these amazing sales of 
OW" assets are great enougb to tempt angels. 

The only rigbt course for the Government is to at 
once discontinue these sales, and I urge upon aD 'our 
public men to protest with aD their migbt against all 
theoe unjustified sales of our valuable assets, parti
cularly after tbe gambling that they bave invoked in 
the public. 

B. F. MAOON, 

How rank tbe speculation engendered was may be better a~ 
predated wben we remember that tbe Bombay and the Madras 
Chambers of Commerce (botb European and tberefore least 
likely to do anything to hamper the Government) had found 
it incumbent on tbemselves to protest in very emphatic 
terms? 

The Bombay Cbamber in a telegram to the Government 
dated 23rd February say : 

.. The Bombay Cbamber consider the present position 
. of the import and export trade extremely unsatisfactory. 
and as directly attributable, in their opinion, to the ex
change policy adopted from the Currency Committee'sre
commendation, which has raised exchange to such a level 
as to undoubtedly encourage the transfer of capital and 
create a very unhealthy element of speculation." 
while tbe Madras Chamber wired on the 29th to Delllj 
as follows: 

.. Madras Chamber, baving carefnl1y considered Ex
change situation, agree generally with view held by Bom
bay Chamber that present position is one never contem~ 
plated by CurrCJlcy Committee and that it is most undesir-. 
able that Indian sterling assets should be dissipated for 
benefit of gamblers in exchange." 

On the"3fd March the following further protest from the pen of 
Mr. Bomanjiappeared in Tu TimisoJ Indill:-

TO THE EDITOR OF THE TIHES OF INDIA. 

Sir,-In spite of prott!sts made by the Indian Mer
cbants' Chamber and Bureau as well as the agitation 
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in the papers, the Government of India, like the 
Bourbons, will nev.... learn. They without the 
slightest hesitation keep on airily advertising fresh 
sales of Reverse Councils at ruinous rates, the effect 
of which is that, while the current rate of exchange 
quoted by the Banks is round about 2S. 7d., the Banks 
are allotted Reverse Councils at over 25. lod., thus siving 
them a clean profit of more than 3d. on their selling rate. 
According to the last announcement Government con
ferred enonnons powers of discretion on the Deputy 
Controllers of Currency, and we know -as far as BOmbay 
is concerned how grossly these discretionary powers were 
abused by the local functionary. He has refused 
to sell Reverse Councils to Indian applicants and 
has allotted them to English, Japanese and American 
applicants. The result of it is that a small lndian 
importer or trader is forced to go to the Exchange Banks 
to cover his el'change at about 25. 7d. the clIrrent rate, 
while the Banks who meet this demand are allowed to 
make the enonnous profit of over 3d. thus transferring 
the profits on the exchange operations from the 
legitimate Indian- trader to the English and foreign 
bankers. Government has therefore squandered away IS 
lakhs 20 thousand rupees of public money which is the 
difference in exchange between 2S. 7d. and 2S. laid. This 
gift has been deliberately distributed to favoured foreign 
tenderers at the uncontrolled dis<:retion of the Deputy 
Controller of Currency. . . 

When Government give such large di=etionary powers 
it is expected that the dis<:retion should be used equitably 
between different tenderers, but the Deputy Controller of 
Currency in Bombay has abused his lliscretion and is not 
fit to be trusted with such large powers. The whole sub
ject of allotments of Reverse Council Bills should be the 
subject of an enquiry by a Committee in which there ought 
to be an equal number of Indians and Europeans appoint
ed. This undue preference to English and foreign interest 
at the expense of the Indian public should demand Gov
ernment's immediate compliance with the request of the 
Indian Chamber for pUblication of the list of applicant!'. 



with the names of the successful allottees and the 
amounts allotted. Government cannot plead secrecy in 
this matter. This flagrant misappropriation of India's 
finances is carried on in spite of strong protests, 
and if the Government's hands are clean they can no 
longer withhold the pUblication of the infonnation 
asked for by the Indian Chamber. The whole founda
tion of confidence between the Government of this 
country and the people is most rudely shaken, and if 
this agitation against it is groundless it is the duty of the 
Government for its own name and honour to make a state
ment disproving the allegations. 

Before the war when England was prosperous there was 
a cry about the impoverishment of India by the exploita
tion of her resources and her trade by Britain, and 

. this grie"ance is being daily aggravated by the 
manipulations of the exchange position of India at a 
time when Great Britain is known to be in financial 
distress. The drain of India's wealth in the prosperous 
days of Great Britain was carried on in a more or 
less veiled fashion, but this "organised loot" that is. 
taking place at present has not even the redeeming fea
ture of secrecy. It is a daylight robbery carried on in 
defiance of public opinion and with a view to help Great 
Britain in her p>esent financial situation with regard to 
her American trade. Our public men in Congress lament 
over the increasing poverty of the millions of people and 
draw thrilling pictures of the starvation of millions, but 
they do not seem to pay the slightest attention to the pro· 
cess by which this system of " drain " is carried on under 
the benediction of the Currency Commission's MajOrity 
Report. In politics there may be a difterence of opinion as 
to the degree of efficiency and fitness of the Indian people 
to enjoy responsible Government and there may be rOOm 
for honest difterence of opinion, but in the regions of fin
ance and economics it can be mathematically proved in 
dealing with figures whether this legalised plunder is a 
matter of fact or not. There can be no room for difterence 
of opinion. When we Indians supported by our Indian 
Chamber, openly challenge the Government policy and 
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criticise it in strong langna~e'it ought to be very easy to 
disprove the whole position taken up by Indians if they 
are wrong. 

The unfairness to Indians in the matter of almost 
wholesale allotments to the Exchange Banks and Euro
pean merchants, most of whom have their branches in 
Calcutta, Bombay and Madras and who have the 
advantage of applying to three different Controllers of 
Currency, thU! altogether eliminating Indian applicants. 
is self-evident and the rank enormity of the injustice' 
too patent to require any elucidation. 

I notice that Government are asking for 15 crores of 
Joan in the Budget. With these facts staring the people 
vf India in the face, I am afraid Government will meet 
with a very poor response from the investing public of 
India after the experiences they have had. The Indian 
members of the Imperial Council must take prompt 
measures to put down questions and resolutions about 
the racial distinctions made by European officers of 
Government the effect of which has been prejudicial to 
the Indian trader. Let the Government look to the 
Exchange Banks and their foreign favourite allottees of 
Reverse Councils to subscribe to their new loan. 

S. R. BOMANJI. 

One of the arguments advanced by the Currency Com
mittee in defence of the change to 25. gold was that the rupee 
must be linked to something. A correspondent (Mr. H. 1\. W. 
Brent) put forward this defence once more and tried to justify 
the sales of Reverse Bills. He said (see Times of India. 8th 
March 1920) :-

" It is very easy for lli. S. R. Bomanji or anyone else 
for that matter to sit down and write letters to the Press 
decrying the sale of Reverse Councils and the present 
exchange conditions, but can he make any suggesti~s 
to remedy it? The people who are at present howling 
for the sale of Reverse Councils to be stopped fail to 
realise what would happen if such a thing took place. 
Our Currency would then, be linked to nothing and the 
result would be the most 'appalling confusion.", 



This point was immediately taken up by Mr. Madon in the 
Iollowing letter (T; ..... of India. lIth March 1920) :- -

TO THE EDITOR OF THE TIMES OF INDIA. 

Sir,-In your issue of this morning your correspondent" 
Mr. H_ A. W. Brent blames Mr. S. R. Bomanji and others 
with lightly protesting against the Currency policy of 
the Government when we have nothing else to suggest, 
and then says :-

.. People '!-Ie howling for Reverse Councils to be 
stopped, but they fail to realise what would happen 
if such a thing took place. Our currency would 
then be linked to nothing, and the result would 
be the most appalling confusion." 

I would advise Mr. Brent himself to refrain from 
\igIltly attacking Mr. Bomanji and others until he has 
studied the subject, which it is clear he has not. He 
evidently thinks the rupee was not linked to anything, 
and the Currency Committee has done this great thing 
for us now. Let me assure him the rupee has been 
linked to gold for many years, and the linking was 
recognised by the Government down to 1918, i.e., four 
years after the Bank of England stopped cashing its 
Notes. Here are the proofs-

I. Coinage Act of 1906-Sec. II-Gold coins of the 
Royal Mint of England or branches of the Royal Mint 
.. shall be legal tender in payment or on account at the 
rate of IS rupees per one sovereign.", (Note that the 
word sovereign is used and denotes the coin not the 
£ note.) 

2. Paper Currency Act (II of 19IO)-Sec. I3-The 
oflicer in charge of circles of issue shall issue .. currency 
notes in exchange for gold coin which is not legal tender 
under" the Indian Coinage Act, 1906, or for gold bullion " 
at the rate of one rupee for 7' 53344 grains troy of fine 
gold." 

J. The gold acquisition ordinance of aSth June, 
I917.-By this Government took powers to .. acquire 
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all the import of gold. whether coin O!' bullion. in the 
case of the sovereign at Rs. IS per £1 or the case of other 

. coin or bullion at Re. Y per 7' 533+4 grains of tine 
gold." . 

•. The Gold Coinage Ordinance of 1918 (Gold Mohur 
Ordinance) laid down that a gold mohur of 15-ru~ 
piece was to be of the weight of 123' 27+47 grains of 
gold having Hths fine gold. and hth alloy. (This i. 
exactly the same ratio as in the above three cases.) 

Notwithstanding all these. it pleased the authorities 
to befog the issue. and to then claim that we had to 
consider whether the rupee should he linked to 'sterling 
or to gold. and then to indict this great wrong on the 
producers of India by raising the ratio of linking from 
7" 5~34 to II' 30016. It is this change that results in 
1l¥o4 .. loot" Mr. &wanji speaks of. The Secretary of 
State as the Agent of India took in not even gold -at 
7.5334 but sterling. and to-day. this Agent of India 
pays out in gold at a far higher rate. If anybody wants a 
helping hand it is not the Currency scheme but the 
producer of this country. 

Is Mr. Brent aware of the true function of Reverse 
Bills? It seems not. Well. Reverse Bills are to-day 
equivalent to paying out Gold in London at the rate of 
1 tola to every 16 rupees received here. This paying out 
can only he justified in the first instance if India has 
anything to pay to anyone. i .•.• ouly if our balance of 
trade is against India. 

n Mr. Brent is a merchant with an office in Bombay 
and in London. and his Manager makes payment to 
somebody knowing full well that nothing was owing to 
anyone. how would Mr. Brent characterise tbe action 
of his Manager? Here is the Secretary of State paying 
out gold on behalf of India knowing well enough that 
India does not owe a cent to-day. but is a creditOl' for _ 
immense sums. 

Let us 0SIIUIIle that Mr. Brent deals in gold. and his 
Bombay office is able to sell it at Rs. 20 a tola. His 
London .. Hapavr. knowing this full well. sells the gold 



in his charge in the London office at Rs. 16 to the tola. 
What will Mr. Brent say to this Manager's action? 

What would be unpardonable in Mr. Brent's Manager 
is equally unpardonable in the Secretary of State as 
India's agent. He is more than an agent. He is a 
trustee of India's fund<. and this makes his action even 
more reprehensible. 

Mr. Brent takes up the Government talk of II! crores 
profit. If he at all understands how a country's trade 
is balanced. he ought to see that this talk is all moonshine. 
It does not drop from the heavens but comes out of some
body's pocket. The Currency Committee fi!rare that 
the Home cbarges will average £25 million. and they 
too talk airily of profits. \\>'hat happens is tbat India 
pays for £25 million of Home charges by balancing these 
off agaillst £25 million of our exports. At the old rate 
tbe Government would bave bad to find Rs. 37i crores. 
At the 2S. rate it will have to find only Rs. 25 crores. and 
calls this its profit I We all known that our exports are 
mainly raw materials. The producer of these materials 
would have got for these same £25 millions Rs. 371 crores 
at the old rate. and he will now get only Rs. 25 crores. i .•.• 
the Government's so-called profit will have come out of 
the pockets of India's producer. 

As if the injustice of the change of ratio to II.30 gold 
was not enougb. the Government starts out to throw 
away our gold resources at bargain-counter rates. We 
protest because-

r. What we hold in London is not gold but sterling 
and we held these assets as sterling not because.we liked 
it. but because the Bank of England refused to pay gold. 

2. If England itself refuses to make gold payments to 
us, we must in our tum refuse to make gold payment to 
others even if payment was due to them . 

. 3. But we do not ow.e a cent to-day and so we are 
not called upon to pay any gold to anyone and so Re
v ..... Bills, i.e .• paying out of gold is most unjustifiable. 
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4. England is doing its bf-st to get back to gold pay
ments. The Secretary of State should have this full well, 
and should know that by waiting a couple of years we 
can get cash (gold) from the Bank of England, and yet he 
is in a desperate hurry to convert our sterling into gold 
at to-day's ruinous rates. In whose interests is it, pray? 

I would ask Mr. Brent and others like him to study the 
question more closely, and to join with us in getting the 
Government to desist from its present policy. Defending 
it is no service either to the Government of this country 
or to the Empire. 

B. F. MADAN. 

Among otber protests may be noted the following from tbe 
Sonthern India Skin and Hide Merchants' Association, an 
important body of Indian merchants on the Madras side. 
In a telegram to the Secretary of State and the Finanoe 
Member. Government of India. they say: 

" Southern India Skin and Hide Merchants' Associ&
tion, Madras, strongly protests against issue Reverse 
Councils as being most detrimental to' Indian industry 
and production by keeping up excbange and causing 
financial stringency by draining the country of capital 
much needed for developing Indian industries. Re
quest tberefore tbeir immediate stoppage. Otherwise 
rates sbould be open to competition without minimum 
fixed.' 

. The scene next shifts to the Legislative Council at Delhi. 
The Hon'ble Sir Fazulbboy Currimbhoy, one of the foremost 
millowners and industrialists of Western India, in his speech 
on the budget said: 

"I am anxious to draw the particular attention of 
this council to the serious feeling existing among all 
classes of business men in Bombay with regard to the 
sale of Reverse Council Bills. Those of us wbo have 
given thougbt to the subject of Indian Currency and who 
have followed carefully the various steps by which the 
Government bave changed their policy from time to time 
are distressed at the recent extraordinary lIuctuatioDS 



in the exchange which people in Bombay believe to have 
been due very largely to the action of the Government. 
The ratio of Rs. IS to one sovereign had beell maintained 
in practi<:e to the advantage of this country for over 
twenty years maintained during the war at a great sacri
fice of public funds and a serious loss to the business 
community after the armistice. Just when this country 
had the largest claim for reward and generous treatment 
at the hands of the United Kingdom, and the Allies for 
whom India underwent to the full extent all sacrifice that 
was possible for her. We find that excbange "'as been 
raised successfolly until it has reached this height. The 
Government have sacrificed the stability of exchange 
and notwithstanding the great need for establishing it, 
tbe recommendations of the majority of tbe Indian 
Currency Committee bave failed to give any reliable 
remedy in this direction. The American cross-rate on 
which reliance was put has since gone down from 38s 
to 340, hence nothing but disaster can come from that 
teJM)rt. II • • • • • • • • • • • • • • " • • 

" I am one of those who believe that the greatest benefit 
conferred by British rule on this country is tbe invest
mellt by Englishmen of their capital here in enterprises 
which IIldians are unable to undertake Oil account of 
lack of funds or ignorance. III this light I caMot but 
help feeling that the greatest disservice has been done 

. by the Government to this country in preventing this 
fiow of capital and in encouraging the withdrawal of these 
investment~. Capital which came to this country with 
the expectation of a steady 6 to 10 per cent. return is 
ewng now by mere withdrawal over 100 per cent. in the 
sales through inflated value and more than 100 per cent. 
in' ex.challge.". . . . . . . . . 
"Apart from the withdrawal of this ca.pMl it is tile turn
ing of the stream which must cause serious concern to -
all busittess men. I for one do not expect tbat fot some 
years to come capital- would fiow to this country for 
investment. The sale of Reverse Council Bills appears 
to have been adopted by the Government of India in 
pursuance of tbereoommendation of the Majority Report 
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of the Indian Currency Committee. That Committee 
was very defective in its constitution and it took very 
long to give its decision. In the meanwhile Government 
went on raising the exchange ratio. Indian publicists 
and a few Englishmen do not agree that the events during 
the period the Committee was sitting justified the Govern
ment successively raising the exchange. There were 
other remedies which I am sorry to say were not adopted. 

One such remedy was the mobilisation of the Indian ster
ling debt and its purchase by the people of this country .• 
At the time the report of the Committee was 
published the exchange was 25. 4d. but the Govern
ment suddenly raised it to 25. 7d.,... 9d. and 25. 

IId., in the course of a few days, when no such action 
was at all necessary. The situation has radically ehaD.
ged since the Committee's report. Even if one allows 
for the sake of argument that the raising to 25. lId. was 
unavoidable, there conld be no object in Government 
wanting to maintain it at that high level and therefore 
there could be no object in tho sale of Reverse Bills. I 
do not apprehend any .. riOlL' consequences could have 
happened had Government not offered for sale Reverse 
Bills. When they did, they threw the market by their 
action into uncertainty and invited those speculative 
elements which are always drawn where quick and easy 
money is made. The specUlative demand created by 
Governmen t action is haYing disastrous consequences 
and even now the continuance of that policy is producing 
serious evils and serious obstacles in every form of legi
timate trade and industry.·. . . . .. In all ear
nestness I ask Government whether they are going to 
link the fortunes of this country in the matter of currency 
and exchange with the changes that may take place in 
the exchange between England and the U oited States
changes which may have nothing to do with India which 
may have nothing to do with England which may arise . 
from political causes, strikes or any other reasons abso
lutely remote from the life and activity of this country. 
Must India perpetnally play the second fiddle and be 
tossed about. hy every change that takes place in the 
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American-cross rate? Are the trade and industry of 
this country not to count in the decisions on currency 
and exchange' question? I do not understand the 
particular point of fixing 2S. in gold lor the rupee. It 
ensures no stability and it is unduly high. If one were 
to judge the result by the evil consequences which have 
come about in the attempt to fix the exchange at this 
artificial point the future seems very dark. For we can 
secure neither stability in exchange nor favourable condi
tions for trade and industry. A1llegitimate expectation 
of further investments of British capital in this country 
will be at an end. How can we recoml"end persistence 
in this policy? Let us, I submit, seek the re-6tablish
ment of Indian exchange at the old rate of IS. 4d. ster
ling. I· do not apprehend any serious consequences 
provided the attempt is made steadily and by degrees, but 
I submit to Government in all humility what the object 
of tbe Indian policy should be, that we cannot have a 
general advantage or stability at any other rate. If that 
were the objective, the sale of reverse bills at such high 
rate as 2S. lId. would certainly be disadvantageous, 
even with the change in the exchange ratio. 

" The sale of Reverse Bills is wrong, it does not even 
secure legitimate security. From day to day the only 
anxiety of Government should be to prevent exchange 
going below the rate fixed. Various explanations have 
been forthcoming as to the necessity of selling these 
Reverse Bills. One object is the accommodation of trade. 
r am not raising any conventional protest against Govern
ment interference with trade, when I say that trade 
would take care of itself if only Government left it free. 
What about the serious losses arising from the withdraw
al of funds which were remitted from England at rs. 4'1, 
and are being called back at an exchange of double of the 
old rate. The advantage in the reduction of home charges 
is distant and may be lost in future, but nothing can 
wipe out the public feeling from this simple process which 
the man in the street can understand very clearly, He 
sees the present loss which looks large in his eyes, I ask 
leave of this council to refer to the serious exasperation 
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in commercial circles in Bombay which demand re
consideration of the whole problem and an immediate 
stoppage of the sale of Reverse Bills. Even if Govern
ment be not altogether convinced of the reasonableness 
of some of the demand of the Indian public it would be, 
I submit, 'high statesmanship to respect this opinion as 
far as possible and not to disregard in a matter of vital 
importance to the people nor to overlook the discontent 
which has followed and is likely to grow in addition to 
what I have already said with regard to the policy of 
selling Reverse Council Bills and of the acceptance 01 the 
Currency Committee's report." 

The Hon'ble Mr. Sarma also referred to the sales of Reverse 
Councils in the following words :-

"The Government were losing unnecessarily by tbe 
sale of Reverse Councils and there was ample justification 
for the unrest among Indians. Reverse Councils should be 
sold only if it was absolutely necessary to adjust the trade 
balance against India and to weaken the exchange in 
particular times of severe stringency. . During I9HJ-20, 

taking every month they found large excess of exports 
over imports so that in no period was there a trade 
balance against India and there was nothing to show 
that the trade adjustment 01 the country necessitated 
the shifting of funds from this country to England. The 
forced sale of securities was therefore extremely undesir
able because India had to bear the loss. To allow the 
export 01 money from India in that artificial way when 
they wanted every pie they could to increase their 
industry was absolutely unjustifiable ... 

The Hon'ble Mr. Hailey in replying to these criticisms ad
mitted that 

"the sale of Reverse Councils means that we are receiv
.ngin India only about Rs. 725 lor [100 in London thongh 
this [100 cost us originally Rs. 1.500 to deposit there .. 

but he explained that the Government aimed at a ratio 
enabling us to buy silver and save us from the nightmare of 
inconvertibility, that they hoped .., combat the bigh level 
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suffering and that there was a third consideration, m., the 
effect which the gains from exchange were to have on their 
ability to relieve provincial Governments of their contri
butions, that Sir Fazulbbay's proposal that they should allow 
exchange to fall by stages to IS. 4d. would be little short of 
disastrous in this respect !'I'd that they should either have to 
take larger contributions from the provinces or should have 
immediately to introduce fresh taxation to finance the many 
schemes of improvement which the reformed Councils would 
desire to introduce. Then he referred to the argument about 
loss to the producer and said : 

.. I know iliat it has been represented that what we caU 
gain is not a real gain, because wbat appears to be a 
saving to Government really comes out of the pockets of 
the producer. The argument is 5tated as lollows: Money 
sent Homo is equivalent to export sent home. If Govern
ment bas to send Home £25 millions at Rs. IS to the 
pound, it has to send 37 and a half crores of rupees, 
and the producer gets thirty-seven and a half crores for 
his produce. By making the rate Rs. "IO to the pound 
Government will, of course, send only 25 crores of rupees 
and the producer will lose twelve and a half crores ot 
rupees. This is true as far as it goes but tbe argument 
goes only part of the way. The same argument· was, 
of course, applied when we raised the rupee to IS. 4d., 
and I do not think that anyone would nowadays claim 
that the producer bas suffered severely in the last twenty 
years. You call it an indirect tax, but you cannot deny 
that it is in many CIIS<'S, perhaps almost entirely in the 
case of our monopoly exports, largely paid by the foreigu 
consumer. 

Then he went on to defend Reverse Bills as being really alter
natives to the export of gold and claimed that a large part of 
the applications was IUIdoubtedly genuine trade demand. He 
argued further that the rupee must be linked to something, 
and if so it must be at some definite rate and this necessarily 
involved their being prepared to see Reverse Bills in order to 
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malntain that rate. Then 1't"1erring to the complaints of 
heavy loss to the country he said : 

" It is not the sale of Reverse Council.s which prooIuces 
that loss. The loss is there all the time potentially, and 
sooner or later it must become a reality. Take for ef
ample the sterling securities in the paper currency reserve. 
Sooner or later, thOse reserves must be bought back to 
India, if not by Reverse Council.s then in the shape of 
specie remittances of silver or gold, and as soon as the 
retransfer takes place that loss immediately becomes 
apparent. There is no avoiding the loss, and the stop
page of Reverse Council.s would not make it any the 
less real." 

Tile T ...... of 1M;' in its leader of the I3th March while 
accepting the defence of the Government as put forward by 
the Finance Member said : 

.. We have no besitation whatsoever in saying that no 
competent body of financiers in the world would have 
dared to enforce the recommendations of the Currency 
Commission in these circumstances. No responsible finan
cial authority would have dued to promulgate a policy 
which aimed at raising the rupee exchange from a weak 
two shillings and four pence to a fixed two shillings and 
eleven pence at a bound; especially when the price of 
silver was such that the Government could not have 
bought silver for rupees if they had been demanded. We 
say that any really competent and responSible body would 
have decided without hesitation that the vitally changed 
circumstances of the day made the immediate enforce
ment of the Currency Commission's recommendations 
absolutely undesirable. It would, if it were necessary 
immediately to publish the Report, bave said that in 
view of the decline in American cross rate, the imme
diate linking of the rupee to gold at ten to one was imprac
ticable; that the official establishment of the new stan
dard would be delayed until the conditions were changed ; 
but the Government would seek to prevent further 
viQlent fluctuations in exchange by offering a very 



limited amount of Reverse Councils at or about the rate. 
then prevailing in the market. In that case we should 
have been spared the violent disturbaJ!ce of the market 
which has occurred; the disgraceful speculation and 
dodges through which people ha,'e profited at the ex
pense of the community; and the ill-feeling and rancour 
which have been aroused.. -Any tyro in curren
cy and exchange could have informed the India Office 
that the unprecedented attempt to raise the exchange 
by seven pence at one stage was bound to produce an 
uncertainty pacalysing the export trade, especially 
in view of the delay in the cables; produce speculation 
of the most ~;olent order; and with the knowledge 
that it could not be permanently maintained at the rate, 
there was bound to spring up a demoralising demand 
for remittance to London, both in anticipation of trade 
demands and in order 'to transfer capital in these tempt
ing conditions. Our immediate quarrel is not with the 
Currency Committee's Report although we have strong 
reason for regarding the two shilling rate as excessive 
as a permanent factor. Our quarrel is with those who 

. attempted to force this new rate through in circum
stances difIering so materially from those when recom
mended. That is the real issue; it was not brought out 
in the debate in the Legislative Council because so few 

. understood it. Nor did the Finance Member attempt 
to meet, because we cannot believe that either Mr. Hailey 
or his colleagues believes in the expedients which have 
bet-n forced on the Government of India by the secret 
conclave which operates in Whitehall." _ 

While these discussions were going on in India and while 
the Indian Government and the Secretary of State wanted 
to make out that the producer of this country would not 
suffer by the raising of the value of the rupee, the problem 
was viewed very differently in British East Africa_ A depu
tation under Lord Cranworth waited upon the Under Secre
tary of the Colonies Lieut.-Col. Amery and explained that 
costs of production had been caiculat.,...,n 'the basis of Rs. 15 
to the pound an<l that the present position (putting up th 
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rupee to .-shilling sterling) meant the ruin of the producer. 
that the producers were subjected to a tax of 100 per cent. 
owing to the high value of the rupee and even after stabilisa
tion at 2 shillings the increased charges would be 50 per 
cent. The East African producers including the soldier 
settlers would be completely ruined unless the rupee ,..as 
restored to its ratio of 15 to the pound. Not only did the 
producers of East Africa thus protest against the raising 
of the value of the rupee, but the Colonial Under Secretary 
seemed to agree with tltem because in reply to a question 
in the House of Commons by Mr. T. J. Bennett he 

admitted that the fixing of the East African rupee on a 
sterling basis at eventually two shi11ings inflicted hardship 
on the Indians in East Africa, but they wonld gain corre
spondingly in so far as they drew new capital from India 
or were prod,,;cers or traders for export. To have allowed 
~he East African rupee to f .. Uow the Indian rupee to 
the present price would have involved far greater hard
ship to all producers in East Africa. 

It i. clear that the Colonial Office was of the opinion that tbe 
change was harmful to the producers of the country. 

An important member of the above East African depu
tation-Major E. S. Grogan-in a letter to the LooulmI Ti".". 
of 13th February !:j20 strongly condemned the change in the 
vaIue of the rupee. It shows such a clear grasp of the funda
mentals of the problem that it is well worth quoting here. 

"The Babington Smith Report on Indian Exchange and 
Currency (1920) will probably have a more profound and 
far-reaching effect upon the equilibrium of the British Em
pire than any other single document presented to Parlia
ment within the memory of living man. 

The substantive and incidentally infamous and utterly 
illogical proposal of the Majority Report has already been 
translated into action by the Secretary of State with the 
grotesq ne modification that "as a provisional measure 
'during the transitional period " Rs. 10 are to denote one 
sovereign in external debts and two-thirds of a sovereign 
in internal debts. Thus the first decision has been 
made in the general Imperial policy to be adopt«l ill ra

t 
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pect of the most vital of the war's residual problems
t he problem of the oversea exchanges. The precedent 
established by this action in connexion with so vast a 
factor in world economics as the Empire of India must 
influence profoundly all the long sequence of docisions 
which have yet to be made in the other administrative 
units of the British Empire, as and when their respective 
currencies escape from" controlled subordination to the 
Imperial unit of value, the pound sterling. 

The statutory unit of value, as the nucleus of all 
monetary contracts, and "the currency machinery,. 
whereby such contracts may be in practice co~pleted in 
accordance with the intention of the law, are deliberately 
established by legislation and complementary adminis
trative action on the part of each administrative nnit. The 
law determining money is to the individual's property 
rights what the Habeas Corpus Act is to the rights of 
the individual's person. It is the fundamental law of a 
stahle State. Only the safety of the State itself can 
justify its modification. Even then the only justifiable 
modification is a change in the statutory unit of value~ 
lea'~ng the relation bitween pebtor and creditor cQnstant 
in terms of the statutory unit of value, as has been effected 
in the United Kingdom by the &ange from the "free" 
sovereign to the Bradhury. 

CHANGE OF STANDARD. 

There is probably no other example in history of .... 
change in the law whereby the statutory unit of value is 
retained and.the relation between <lebtor and creditor is 
distorted 50 per cent. in favour of the creditor. This i!> 
the essential principle of this amazing Report. As Mr. 
Dalal, the Indian member of the Commission, writes in 
his admirable Minority Report :- .. 

It seems to me to be impossible to exaggerate the im
portance of tbe legal standard lor money payments. This
standard should be and usually is regarded as less open to 
repeal or modification than perhaps any other Legislative 
Act. . 
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Truly said; for the statutory unit of value is the skele
ton and its subordin~te currency is the muscular system 
of the body economic. and violent distortion of their 
evolved relationships induces economic paralysis. The 
principle and intention of the Indian Monetary Law were 
unequivocally defined in the resume of the history of the 
Indian currency system tabulated by the Chamberlain 
Commission of 1914. [Cd. 7236, pp. 8 and 9]. from which 
the following are the relevant extracts;-

(I) Para. 55 (quotation from the Fowler Committee 
Report [Co 9390 of 18991);-Under an effective gold stan-

.\!. 
dard rupees would be token coins, subsidiary to the sove-
reign. But existing conditions do not warrant the imposi~ 
tion of a limit on the amount for which they should con
stitut~ a legal tender; indeed, for some time to come no 
such limitation can be contemplated. 

(2) It will be observed that ., the effective establish
ment of a gold standard" was the paramount object which 
the Committee of 16(,8 set before the Indian authorities. 
These Iecomnwnd::l.tion", (i P. • of thf' FClwlpr rnmmittee) 
were accepterl in their entirety by the Indian authorities. 

(3) The Indian Act :-Ill. XX1I of 1899, making the 
sovereign and half sovereign legal tender throughout India 
at 15 rupees to the pOund. gave effect to the first recom
mendation of the Committee. This remains the only 
statutory provision for the rating of the rupee at IS. 4d., 
and has the effect of providing a statutory means of pre
venting the rupee from rising above the par of IS. 4.1. 

From the ahove it is unquestionable that the law of 
India established the sovereign as the otatutory unit of 
value and the rupee as a subordinate token coin intended 
to denote in all monetary contracts a value of one
fifteenth of a !'overeign. Following ancient custom, all 
money amounts Dave continued to be expressed in 
temlS of rupees; bnt all such amounts expressed in 
rupees could only be interpreted subsequently to the law 
of 1899. as denoting pound values-in the same sense 
that a debt in England expressed as 40s. is interpreted 
to denote £ 2 and not £ 2 IDS. if and when (as now) the 
bullion value of the shilling is IS. 3d. sterling. 



RUPEE DIFFICULTIES. 

The special difficulties that beset the Indian Govern-· 
ment when the metallic value of the rnpt!e climbed above 
its symbolic value are obvious tp anyone conversant With 
the intense conservatism and suspicions of the East. The 
fact remains, however, that the paramount duty of the 
Indian Government was to maintain its currency machine 
in tune with the Monetary law, in order to protect the 
Indian people from distortion of aU their financial adjust
me!!t. and from the immeasurable suffering that inflation 
of the unit of value necessarily inflicts on the struggling 
debtor class. The Indian Government's total failure 
in this primary duty will mature as the most desolating 
of its many failures during the last five years. The hesi
tations~vasions, compromises, timidities, tentative ad
vances, inconsequential withdrawals, smug satisfactions 
and complete lack of any defined and continuing policy 
based. on recognition of the vital principle at .hke, whIch 

/the war n"" taught us to associate Wlth entrenched bureau
cracy, are well brought out in the e'!idence of the Indian 
bureaucrats. This abject failure' to perform one of the 
primary functions of Government is treated with a bucket 
of whitewash from the unofficial members of the Commis
sion, who in paragraph 32 "desire to place on record our 
recognition of the skill, courage, and resource which the 
Government of India and the authorities at the India 

. Office have shown," etc. • 
The Indian currency system was automatic in the case 

of a rise in silver. The obvious solution of the problem. 
therefore. was to " open all the taps" and leave India free 
to export silver to buy gold until the par of 1, I to Rs. IS 
was restored, if the principle of maintaining the sovereign 
as the unit of value was to prevail. The restoration of 
the sovereign as the unit of· value in Indian currency prac
tice is the one intelligible purpose of the Report, but this 
would happen automatically hy the release of all controls. 
To achieve this purpose the .. is no need for such ludicrous 
legislative antics as doubling all official salaries in terms Of 
sterling inCt'eaSing all debts' debts So per cent. in terms 0 
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gold, and making a present of 50,000,000 half sovereigns 
to the holders of the 50,000,000 sovereigns in circulation,' 
which are the practical steps proposed by the 10 wise men 
of London Town, signatories of the Majority Report. 
The period of reconstruction after· Annageddon, when 
production, especially of food and raw material requires 
every stimulus that the State can apply, is surely 
a strange moment to select for increasing debtors' debts 
and spraying gold holders with an ad"enlitious ~olden 
shower. As policy it is antithetical to the policy adopted 
by all the war-shaken nations, which are detlating their 
units of value to relieve production from the deadening 
burden of debt. 

From the Imperial point of view, the principle of 
re-establishing the sovereign unit of value rather than the 
pound sterting unit of value, quite apart from the 
monstrous contortions by which it is to be achieved is 
wrong. It was well said by Professor Marshall (Q. II. 815) 
in his evidence before the Fowler Committee, that the 
unification of the standards of values of two countries ( 
was equivalent to the unification of their railway gauges. 

INDIA AND THE EMPIRE. 

The decision. therefore, in favour of gold as against ster
ling means" liue clear" between India, Japan, and the 
United States, and a .. breaking bulk" in all financial and 
commercial traffic between India and the rest of the 
Empire. This disastrolls dlcision. if maintained. destroys 
alI prospect of organised control of the international ex
changes, to which the essential prelude is consolidation of 
the Empire's currency systems, achieving Imperial purity 
of exchange by the establishment of one Imperial statu
tory unit of value dominating the established currency 
machines of all the Empire's component States. For 
example, the rupee zone of Africa, comprising British East 
Africa, Uganda, and the Tanganyika Territory forms & 

pathetic little tail to the Indian currency comet. Al
though the richest part of Africa, as a potential and active 
producer of foods and raw materials desperately needed by 
a starving world, this rupee zone has already been wither-
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feared that this ill-omened Report will serve as a preced
ent, and that some timid compromise on the part of the 
Colonial Offi;e willlix beyond hope of early recovery the 
locomotor ata.'<y of production that the failure to control 
the local currenCy has already induced. Ruin of the 
recently iQrited soldier settler on the threshold of his 
new career would be the appropriate crowning triumph of 
the Report. 

There are only six possible theories whereby lhe Report 
can be explained in terms of reason-

(I) A plot to whitewash the Indian Government. 
(2) Political influence leading to. premeditated policy 

of assisting Manchester and Dundee exports by imposing 
a burden equivalent to 100 per cent. sterling ex~ on 
their competitors in India. , • . ~ 

(3) Financial inJInence 1eading to a premeditated 
policy of' sweeping every Indian debtor into the maw 
of the British Banking Trust. ' .. 

(4) Subservience to some factor desperately interested 
in the maintenance of the high value of silver. 

(5) An organized attempt by the Indian bureaucracy 
surreptitiously to multiply its salaries ami pensions. 

(6) All-round general nescience on th,'-part of all the 
responsible parties. 

All these theories provide first'.class incendiary matter 
for use by the Bengali agitator among the millI'ons of 
"'Iueezefl peasants, "locked out" mill operatives, and 
bankrupt traders-the inevitable byproduct! of this 
scheme of crediting half a sovereign to him that hath a 
sovereign and of debitin~ half a sovereign to him that 
hath nothing but a sovet'eign debt. . 

The appeasement of invading Bolshevism will not be 
assisted when it transpires that the sole Indian Illember of 
the Commission a.lone was right." 

The defence put forward by the Finance Member elicited the 
following criticism from Mr. Madan ~der date 16th Mar"" 
19zo :-
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TO THE EDITOR Of TH~ TI"fFS 0F INDIA. 

At the Council meeting on the loth instant, Mr. Hailey 
has bee';good enough to give a lengthy explanation of the 
Government side of the case for tM currency policy and 
for the Reyerse'CoUl'cils. I CqIl congratulate him on the 
franknesshr has shown in stating some of the issues, as up 
to now official and non-official apologists of the policy of 
the Government have simply tried to 'befog the main 
issues. It will not be possible in the space oi the present 
lelter to go into all points made by the Finance Member, 
but I \¥ill to-day take up the two principal ones on which 
he has been good enough to make very important 
admissions. , 

First, th_ is the so-called profit on Exchange. I have 
repeatedly shown on previous occasions that this talk of 
profit w3s entirely misleading. and that it did not drop 
from tite heavens, bet really came out of the pockets of the 
producer of this country. Mr. Hailey now admits that 

.. the producer will lose 121 crores of rupees. He of course 
tries to belittle the importance of this admission by talk
ing of monopoly exports of India, and the producer not be
ing the sufferer. but the foreign consumer. When next time 
Mr. Hailey is inclined to be frank, I will ask him to specifi
cally mention these monopoly exports, show that they 
have an defied the ri<;e in exchange and been able to attain 
the same general rise in prices as other commodities, be
cause then alone' can the handicap of exchange have been 

'passed on to the fofeign buyer. The only mo/lopoly export 
tbat I know of is jute, and I invite the Finance Member's 
attention to the fact that in 1913-I4 jute was round Rs. So, 
and it is to-day still round Rs. 75 or less. In other words, in 
spite of all the grand talk of the risein prices in India, the 
jute cultivator, this great monopolist, is worse off to-<iay 
than he was in 1913-14. In fact if the generallevei of prices 
is considered he is far worse off than in 1913-1-4 because 
Rs. 75 will only buy as mnch to-day as Rs. 40 bought in 
1913-14. Three year. ago owing to prohibition 01 exports 
to various countries this monopolist got only Rs. 30-35 
for his jute, apd as it did not give sufficient income even 
for the barest living, let alone other necessities ot life, 



we men heard of· Bengali women committiDg suicide 
. owing to inability to ft.t a rag to cover their nakedness 
with.' If Govenunenthad any concern for the poorest 
part of their subjects" this cultivjlting class, they would 
now strain every nerve to incre&se the income of this 
class, and put them in a position to rehabilitate them
selves before SClme other serious crises in the jute trade 
again jeoJ'lrdises their position. 

However, it is some satisfaction to 'me that this ad
mission that the producer pays I2! crores is lIlade. 

Government through Mr. Hailey defend it in a most 
curtous way. We know how unfortunate was their defence 
of sales of Reverse Bills, It was to help war-profiteers 
til remit their profits Home at rates that they had never 
dreamt of in their lives, rates that nolJody had seen in far 
more than a generation. We have another most unfor
tunate defence, although I congratulate Mr. Hailey on the 
courage he has shown in openly making such a delence, It 
is that if the Government are not allowed to take these r21 
crores Irom the prodllCer, 

"we should either have to take larger contribu
tions from the provinces, or we should have immed
iately td introduce fresh taxation to finance the many 
schemes 91 improvement which the reformed councils 
will desire to introduce." 

,This is straight enough. Allow us to take it from the 
cultivator or give us Iresh lurther revenues. I am afraid .' 
Mr. Hailey has not quite appreciated tbe significance of 
this argument. It amounts in sinrple language to this: 11 
I have a salary 01 Rs. roo and prices rise so tlmt I am 
unable to meet expenditure unless I get Rs. ISO, and if my 
employer is so obdurate as to refuse to give me the Rs. 50 
increase I am according to Mr. Hailey justified in empty
ing the pockets of the first helpless wight I come across. 
If the proprietors of this great <ollcem (India) reluse to 
allow its servant (the Government) additional remunera
tion (revenues) this servant (the Government) thinks itself 
justiJied in putting its hand into the pockets of those of 
the proprietors (the people of this country) that are likely 
to show the least resistance, and accordingly they 
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start toiempty t):te poduitsof j:hese poor/people (the 
cultivating classes). 

I am afraid Mr. Hailey will strongly resent this simile. 
but I invite him to show me where it is wrong. I am 
obliged ·to picture the Government's ~ction in its true 
nakedness, as otherwise it is impossible to convey to them 
the greatness olthe wrong they are do~ to the toiling 
millions of this country. -

I shall now come to another phase olthis enormity,. Hit 
was only lbe Government that was thus emptying the. 
pockets of the cnltivators it would be bad enougb. but 
wben it actually suffers otber people to do it too. tbe 
thing becomes what Mr. Bomanji would call .. loot." Mr. 
Hailey ougbt to be aware that Home charges of 
£25 millions are not the only item that has to be 
balanced off by our exports.. Tbere are the .,,,ings 
of tbe foreign community, tbe profits of the planting 
community, the railways, the various sterling companies, 
the insurance companies, the steamer companies, 
etc., etc;. that bave also to lte so balanced off. I 
shall be glad if Mr. Hailey \\;11 get an estimate made 
of what these are at present, as it is only the Governmeat 
that can bave the most complete data on ·the suhjeet. 
In the meantime, for the sake of argoment. I ,,,ill call it 
£IO million. Wen Mr. Hailey agrees that on £'25 
millions of the Home charges, the Government is 
getting I2j erores of extra money out of the pockets of the 
producer. On the same basis, on the other services, rail
ways, steamers, insurance, etc., etc., the people who 
run them and remit these £10 million Home, make an 
extra 5 crores out of the pockets of the same producer. 
What right has the Government to put these 5 erores in 
the pockets ofthese other people? \Vhy do they do it? It 
is simply because they themselves have to use the machi
nery of the gold excllange system to empty the pockets 
of the producer Mthout the poor man knowing what is 
being done, and they have perforce to allow other people 
to benefit by the same machinery. 

I now put it straight to Mr. Hailey. Why not honestly 
come forward and take this additional I21 crores in 



honest open taxation, and thus prevent the further 
S crores going into the pockets of these other people who 
have not the least right to them? I. 

I would also draw tlfe attention - of the leaders of the 
, people, and of our representatives in Council ttl what I 
say above, and I would ask then: to see t~ the most 
voiceless of the .mions Of India are not' allowed to 
be exploited as they now are. ' 

As this letter is already long, I shall with y01P" permis
sion take up the otherpointsip.my next., • 

. , - B. F. MADON. 

This was continued in a second letter ':fhich we re~fH
duce here:-

TO THE EDITOR OF tHE TIMES. OF INDIA. 

Sir,-In my previol'1s tetter c~mmenting on the 
Government's defence thrqugh Mr. Hailey of their pre
sent currency policy. I have sho"n that 

not only do the Governlnt>ft take 121 crares 9;om the 
pocket. of t1fe producer themsellles, but that they help 
English and other merchants. stearner, insurance, and 
other companies. etc .• etc .• to tllke a further 5 crores 
from this same producer. " 
There is a third party that the action d Gov!;ffiIIlent 

also helps to empty the pockets of India', proclucer. It 
is our wealthy and well-off classes. II the f~eign im
ports of India are scanm,d.jt will b. ~een that luxury 
articles like silks and mottlr-<:ar •• figure up to several 
million pounds. I hope to take up;this'--ltUestion in 

~ more dl-tail on another occasion but will here only 
point OUt that by the p..,iont procedurepovernrnent is 

(a) not only taking'121 crores itseli, 
(b) not only helpmg' foreign com pan;,. ~ng in 

. in India to take a further 5 crores. . 
(e) but is helping the moneyed classes of this country 

• to take alllllher few crores 
from the pockets of the producer of this ~OImtry, 
I shall now come to Mr. Hailey's defence of Reverse 

. Councils. Mr. Hailex is good enough to tell us that 
Reverse Councils are an· 'alternative to the expon' 

of gold. 
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This is quite true but the definition is incomplete. 
Let me compiete it for your readers. Exports of gold 
are the natural way of adjU6ting trade in all gold 
standArd countries, but t!lese countries simply band the 
gold ollt of tho currency office on a demand for export 
and have nothing further to do with it. The party 
withdrawing tbe gold looks after the shipping, and may 
ship it or retain it in the country as it pleases. This is 
how the,thing operates in E..,d in normal times, and 
in Am~~a to-day. . 

,.. . .; 

In the Indian s;"tem, the tovernment has taken up 
further duties that have no necessary connection with 
the duties of the Currc:ncy department as such. 

As holders of the currency chest, the Government 
undertake to give gold fot rupees at the fixed rate. This 
is the function that is the alternative to the export Qf 
gold in other countries . . ' . 

. The Government here undertak~ a further duty, viz." 
to take the gold to its destination. This. is the function 
of the shipping :igent in all gold standard countries, 
and the Governlllent as such has nothing to do with it. 

Now, when we challenge the correctness of the sale of 
Reverse Bills, the Government talk of their being a 
n~tural demand and ofAtbe Government's duty to supply 
g~ld when called for .• [say let us apply the only correct 
test. Let the Government stick to its legitimate function 
as the holder of the currency chest, and decline lor the 
time being to do the work of the shipping agent. Let 
them gh·e gold here in this country to aU allottees of 
Reverse Bills at the rate of II' 30 grains that they wish 
to force upon us, and let the allottees do the shipping of 
it. Mr. Hailey, in trying to reply to Mr. Sarma' .. argu
ment that the demand for Reverse Bills was nolt genuine, 
has insisted that a large part of the demand is undoubt
edly genuine trade demand. (The argument about 
having to help war-profiteers seems now to have been 
dropped but let that pass). What I say is if the Govern
ment is convinced that there is a genuine trade demand 
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for export of gold, let it be put to the test. Let it give 
the gold here and' leave these .. genuiue .. traders to 
export it. I am convinced that the truth will at once 
become apparent that the demand was not to ship gold. 
but to get sterling at bargain prices to speculate in. 

Let Mr. Hailey reflect. None should be better aware 
than he that England is straining every nerve to right 
its exchange with America. The probability is therefore 
quite strong of its reverting to specie payments within 
a couple of years. This means that those who send the 
rupee Home at 3¥. each can get it remitted back at 
2.jd. a clear profit of 33 per cent. on capital, plus 6 per. 
cent. on the money while lying at Home, with the abso
lute certainty that there cannot be a loss, provided one 
waited long enough. It is-an ideal Monte Carlo with the 
difference that in Monte Carlo, it is the Banque, that 
ultimately stands to win. and the gamblers to lose if they 
kept at the game long enough. Here, it is the reverse. 
The gamblers are sure to win and the bank to lose. In 
this case the Banque is the Government and the gamble 
the New York London Exchange with all the ultimate 
chances in favour of the gamblers. The situation, main
ly owing to England's refusal to give gold, is so abnormal 
that what Mr. Hailey would call facility for the exchange 
of the rupee into external cuerency resolves itself into 
a facility to gamble in New York London Exchange 
ano such facility need not and s\lould not be given. 

Mr. Hailey asks for an alternative. My answer would 
be as follows, subject always to the reserve that what 
I say here should not he construed into meaning that I 
subscribe to the change of our standard uniL I think 
such change altogether wrong, but as the Government 
is apparently determined about it, I think there are 
ways of doing it that will save the Government from 
unnecessary opprobrium _ and India from an enonnous 
yet avoidable loss, and at the same time achieve- the 
object the Government have in view. 

First, let us remember that the basis now adopted is 
impracticable to work so long as England declines to pay 
its creditors in gold. The rate from day to day will be 
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20. lod. or 25. 8s. or 2S. 44. accOrding to the New York 
rate which is quite beyond the control of the Indian 
Govt'r1l1llent. Then why persist in a course which only 
results in creatiug a market here for gambling in the 
New York rate? Let the Government say that although 
they have fixed upon 2S. gold the abnormal cin:umstan~ 
ces do not permit of selling Reverse Bills on this baSis 
without creating other and far greater evils. They have 
a precedent in their own past policy. Although it was 
incumbent upon them to issue rupees at I64. the Secretary 
of State said he could not go on doing it at a loss. To
day he can equally well say that he is not going to sell 
sterling at a loss (for. that is what Reverse Bills mean). 
He can declare that the Currency Committee has revalued 
the sterling reserves at 2S. and that figure already repre
sents an enormous loss to India, and that he cannot 
think of increasing it further, but that he will be prepared 

) to sell Reverse Bills at 25. Mr. Hailey says: "If Reverse 
Bills are withdrawn aitogither and if exchange be left 
unsupported, etc. ," but those that oppose the present 
methods of the Government do not ask for this. They 
only say "support exchange as much as you like when 
it shows signs of breaking below the 2s. now adopted by 
Government, because then Exchange will have ~y 
weakened, and justified sales at Ihe level at which sud< 
weakness develoj>s." As the Government's ultimate 
object is to establish the 25. rate, there should be no 
object in putting the rate fa, higher up by the use 01 

• Reverse Bills . 

. Government evidently want to forre the rale up in 
the belief that this wal' the new system will get established 
much quicker. Let me point out that a forced growth 
is never desirable ncr permanent. Let them be patient 
and let them rely on the very powerful instrument of 
Council Bills that they have. Let them wait till the 
exports absorb such import remittances as may be avaiL 
able. It will not take very long in view of the fact that 
already a good deal of the remittance is absorbed by the 
Government, and the further fact that we are in the 
height of Ihe season, and there is an enormous amouRt 
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of produce waiting to go out. I feel sure that ere long. 
there will again arise a demand for Councils and it will 
make the rate both strong and effective, and that with
out the enormous unnecessary loss from week to week 
that is now made on Reverse Bilk 

I may congratulate the Government on the decision 
they have come to to discontinue discrimination between 
one applicant and another. It was a serious mistake. 
and I am sure the public will welcome the change again 
to sounder methods. 

Before closing, I wish to say a word about linking our 
mODeY to gold, When the Finance Member has been 
good enough to be so candid in other matters under 
discussion it is to be regretted that he should still say :-
" The rupee must be linked to something. and if so, it 
must be at some definite rate, and this necessarily 
involves that we mvst sometimes be prepared to sell 
Reverse Councils in order to maintain that rate." 

I have already said ""ugh about the wisdom or the 
necessity of Selling Reverse Bills at anything over 2S. 

I will now say a word about the linking. I would point 
out that this linking is not new. The rupee was already 
linked, and that not to sterling but to gold, although 
in those days sterling happened to be the same as gold. 
Witness the 

Coinage Act of 1906, section II, 

Paper Currency Act (II of 1910"section 13. 
Gold Acquisition Ordinance of 28th' June 1917, 
Gold Coinage Ordinance (Gold Mohurs) of 1918. 

in each of which either the sovereign (i.e., gold coin) is re
ferred to in relation to the rupee, or the nipee has been 
specifically mentioned as the equivalent of so many 
grains of gold. 

B. F. MADaN. 

Notwithstanding tbe various expedients tried by the 
Government to check speculative applications tbey con· 
tinned to come in enonnOl1S amount. The authorities have 
not the sense to see that so long as there were enormous. 
profits to:be pockeied spcculators would not be kept back. 
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and so a lurther ,expedient of calling for 50 per cent. of 
the amount of 4pplicatw,. was tried. What this meant, in 

. effect, is seen in the following letter from Mr. Madon;-

1'0 n:rn FAtIIOR QJr THE TIMES OF INDIA. 

Sir.-It is notified in the papers this morning that 
applicants for Reverse Bills should henceforth send in a 
margin of So per cent. of the amount applied for' 
instead of 20 per cent. May I ask why? Is it not a 
further confession on the part of tbe Government that 
their whole Reverse Bills policy is wrong an4.-· tbat 
speculators are still ofter the .. loot" in spite of an: the ,. 
Government can do to prevent th~m benefiting by' 
the sales ? 

50 per cent. looks innocent enough, but let us analyse 
the situation. No one gets any' allotment unless the 
amount falling to his share amounts to £5.000. As £153 
million were applied for at the laSt sales against the £2 
million available anyone that wanted to get eVen £5.000 
should have applied for £382.500. At 20 per cent. he 
would have had to put up a margin of £76.500. When 
one bears in mind what margins mean, it is at once seen 
how ridiculous the position has become. To put up a 
margin of 15 times the amount expected to be allotted is 
on the face of it.,P"rfectly ridiculons. However, tbe 
Government rates are. notwithstanding all that the 
Finance Member may say to the contrary, so very tempt
ing, that a great many people bave been able to somehow 
manage to put up even this stupendous margin. The 
Government now tries to stop some of these people by 
increasing the margin required to the even more absurd 
figure of 50 per cent. This means that the man who 
wants to remit £5.000 at the Government rate must apply 
for £382.500 and put up a margin of £11)0,000. 1I.th~ 

not an absolute confession of failure I Is this not an' 
admission that the Government's policy is exploited by 
speculators for their own gain? How long does the 
Government want to persist in this mistaken policy? 
Is it again a question of prestige? If so, let me _nre 



the Government that their prestige is not increased in the 
eyes of the poople of this country by their allowing a few 
millionaires to exploit them. They will be wiser to admit 
that a mistake had been made, and to discontinue these 
bills. I am afraid the authorities" at Delhi have very 
little to say in the matter and are only carrying out the 
behests of some one at the India Office. If so, let them 
say so, so that we may at least know where the blame 
should lie. The Hon. Mr. Hailey invoked the names of 
his predecessors and told us they had only one end in 
view, viz., to serve India. Does Mr. Hailey still seriously 
believe after the necessity for absurd margin restrictions 
like the above that by persisting in the Reverse Bills 
policy he is serving India ? 

The worst about these restrictions is that they are " 
deliberately intended to, and can keep out, only the small 
man, bowever bona fok his requirements. They cannot 
keep out the multi-millionaires and the big baoks. The 
50 per cent. margin will simply mean that the Reverse 
Bills are made a close preserve for the millionaire specu
lator to the exclusion of the smaller man who can ouly 
boast of lacs. Nothing can be a stronger condemnation 
of the policy of Government than these measures they 
have to resort to. 

They feel that their rate is wrong, and tends to 
profiteering. They are so alive to it that they have 
taken steps that the commission on postal orders shall 
be Re. I per every £1. This is intended to make remit
tances through the Post Office, unprofitable, as the rate 
after allowance for commission works ont at lower than 
the rate quoted by Exchange Banks. If. the Govern
ment's rate is the true rate, why does it thus hedge it in 
at the post office. Is it not another admission that the 
Government rate only tends to speculation? It should 
be the duty of Governments to protect the poor against 
exploitatiQll by the riCh, but here our Government does 
everything to put money into the pockets of the rich and 
actually debars the small man. And who are these rich 
people? Excha~e baokers and a few -peculative 
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millionaires. Does Mr. Hailey still feel that he is doing 
the right thing to India and India's people? 

, The sit;""tioti has now grown into a perfect scandal and 
requires the strongest protests from all our public men 
and public bodie!'. 

B. F. MAllON. 

23fd March, I9'20. 

In a further letter he answers certain criticism of his 
'Previous writing, by the Calcutta Statesman which is 
worth quoting here as it answers many of the argu
ments advanced in defence of the Government', policy:-

TO THE EDITOR OF THE TIMES OF INDIA. 

Sir,-Th" Stales"",n of Calcutta has tried to answer 
my criticism of the present currency policy of the 
Government and has argued that-

I. What I advocate is the penalising of the millions 
of India for the sake of a small minority engaged in 
the export trade, who are an infinitesimal fraction of 
the population. 

2. That I ignore the fact that one 01 the main 
objects that guided the Currency Committee was to 
prevent a disastrous rise in prices in this country. 

3. That the poorer classes and those dependent 
on fixed incomes had been hard hit. 

Coming to the first point, may I poiut out that it is not 
correct on the part of my opponents to !lay that the 
export trade is an infinitesimal fraction of the popula
tion and that I am fighting for this infinitesimal fraction 
and against the millions of India. The export merchants 
are, it is true, a very small body, but they are not the, 
export trade; without meaning any offence they might 
be compared to a species of parasites on the real owner 

, of and producer of our exports. This producer produOl6 
the 'exported commodities, and the merchant and 
banker only help to distribute it., Thus when the 
producer has the crops ready these parasites come 
in to handle them and nibble off little bits of the produce 

6 
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in the shape of banking and exporting commissions. They 
may be necessary parasites,but they are parasites all the 
same on the producer of this country's economic wealth. 

It is this producer, oureoltivator and agricolturist, who 
is the real sufferer by the currency manipulation, not the 
export merchant, because the latter will ooly pay the pro-

. ducer such prices as he gets from the foreign buyer less 
his own margin of profit. To take jute, if the foreign 
huyer gives £5 f.o.b. Calcutta for a bale of jute, this ex
port merchant will offer to the producer the equivalent of 
Rs. 75 per bale at the old rate of exchange, and only Rs. 
50 per bale at the new rate. The merchant will take very 
good care that he does not pay more than he himself gets. 
It is the producer who will be getting Rs. 25 less. Now, 
I put it to you 

Is this producer of jute, of wheat, of cotton, of seeds, 
. e·c., etc., an infinitesimal fraction of the population? 

Everybody knows he is the greatest part of the popula
tion of India. When these apologists of the Government 
have to resort to such shift as mixing up the parasites (the 
export merchant) with the trunk of the tree (the Pl'('
ducer), they could not have a good case. 

I come to the next charge, fJiz., that I ignore the fact 
that one of the main objects of the Committee was to pre
vent a disastrous rise in prices in India .. May I point out 
that even thi .. charge shows a want of candour in these 
apologists of the Goveroment . Let us look at the terms 
of reference. They are-

l. to examine the effects 01 tlie war on the Indian 
Exchange and Currcncy system and practice and upon 
the Indian Note Issue; and 

2. to consider whether, in the light of this .experi
enee, and of possible future variations in the prices of 
silver, modifications of ·system or practice rna,' be 
required ; 

3. to make recommendations as.to such modifica
tions; and 

4. generally as to the policy to be pursued with a 
view to meet the requirements of trade to maintaining 
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a satisfactory monetary circulation, and to ensuring a 
stable Gold Exchange Standard. 

I have quoted absolutely verbatim from the report itself 
and challenge my opponents to show where there is a ques
tion of the high prices. As the first issue has been garbled 
·by mixing up the exporter and the owner of the exports, 
here also ;m attempt is made to import into a purely cur
rency inquiry another inquiry on high prices and thus 
lind a defence for the most indefensible action of the Cur
rency Committee in changing our standard unit. If the 
change of unit had sanction behind it in currency doctrine, 
this famous Committee would not have failed to rely OIl 

it, but they knew that from the currency point of view 
the change of the standard unit of a country would be 
wrong, and they drew this red herring of higk prices 
across the trail of the currency question, and wanted to 
justify their wrong by working on sentiment when they 
could not do it through currency science. 

Even the trend of inquiry on prices was intentionally 
misleading. If you look into their examination of the wit
nesses, you will find that the Committee tried their level 
hest to show that the producer of this country did benefit 
by the rise in exchange in the case of some articles, but 
the only thing they could think of was copper goods. It 
was clear that even these special pleaders for a wrong 
currency policy could not put forward cheaper refined 
sngar, or Manchester dhotees. or silk sacees, or motor 
cars, or the hUlldred and one other luxuries that India 
imports as articles by the cheapness of which the produ
cer of Iodia benefited. I hope with your permission to 
analyse trade returns for your readers one of these days, 
and to show that all this talk of benefiting the millions of 

• India is hollow, and that the result has been to benefit 
the wealthy cIa.'\Ses at the expense 01 the toiling millions; 
in short, th~t the result is to make the rich richer and 
lli.e poor poorer. 

The next point the Staksman makes is that the poorer 
cJasses and those dependent on fixed incomes are hard hit. 
I do not dispute that they are, but are the people with 
fixed incomes the largest or the most important part of 



68 

the population? If not. should not the maxim of the 
greatest good of the greatest uumber prevail? If it does. 
then the interest of the agriculturist should have the first 
consideration as he makes up the largest part of the popu
lation of this country. Even assuming that fixed 
income people should have the first consideration. let us 
see what they sufler most severely from. They sufler 
most from the high prices of foodstuffs. not of motor cars 
or silk saxees. The high prices of foodstuffs last year were 
due to an abnormal shortage of crops. and exchange could 
not have helped them. Already price<; of joovar. bajTi, 
etc., are rapidly falling. but not owing to exchange. The 
decline is due to full crops and control over exports. 

The St.Jtesman quotes Mr. Dalal on this head. and says 
that although he considers the raising of the exchange a 
questionable method of lowering prices, it is at all events 
one method. I will only say to this that a method may be 
fair ot it may be unfair, and a resort to unfair methods to 
achieve an end however good cannot be justified or 
defended. The method adopted is unfair because even 
Mr. Hailey has had to admit at Delhi that the producer 
will lose 12t crores by these currency changes. Why 
should he lose for the sake of other people ? 

If the producer is numerically the largest class. his 
good should prevail over that 01 others. 

If the producer class is numerically as large as the 
consuming classes, he will be losing in his income and 
gaining on his disbursements, which means that there 
would be no point in changing our standard unit. 

If the producer c\as.. is smaller than the consuming 
c1ass he might have to be sacrificed to the consumer, but 
eVen then he cannot be asked to sacrifice hirnself a day 
longer than is absolutely. necessaxy, i .•.• his sacrifice 
should cease as soon as prices attained a more reasonable 
level. 

Why should the Government do it in a way that will de
prive the producer of 121 crores of rupees for all times ? 

There are various ways in which a Government can 
raise money from its people. They can 

(a) tax openly through customs. excise. etc .• etc.; 
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(b) ask contributions from people with their know

ledge though without their consent, we lrnowof the 
benevolences of James I.; 

(c) get money from people as they are no\v doing 
not only without their consent but even without their 
knowledge. 

It is the last that the Government are now doing through 
these exchange manipulations and that from the poorest 
classes of this country, classes admittedly submerged in 
debt. 1 leave it to you and YO',r readers to say whether 
this is the mOst desirable way to get the necessary 
revenue. 

However, the lact remains that while there bas 
been this high-sounding talk of protecting the consumer, 
the real object, as Mr. Hailey has been candid enough 
to admit is'to get Izi ernres more revenues. This again 
shows how wrong the change ofstandard is. It is not jus
tified by currency doctrine, it is not justified by need 
of protection to the consumer and these issues are only 
put forward to conceal the real object-I2i crores more 
revenues from the toiling millions of this country whose 
real guardians and protectors Government profess to be. 

We lrnow how severely Europe and America and Japan 
suffer from high prices; how severely England itself is now 
suffering from high prices. None of these countries has 
yet thought of remedying high prices by tinkering with 
their standard unit. It is only in this country that such a 
thing is and can be done and the mechanism of the gold 
exchange system is utilised for such an end. If price 
modifications through currency changes are desirable, let 
us revert to the silver standard, as, then, rises or falls of 
commodities in terms of gold will be tempered by rises or 
falls in silver and this is a natural way without any tin
kering with currency. I am not for going back to silver, 
but then at least we would have a real straight cl,rrency 
standard not the artificial and managed one that the 
present' system is. 

B. F. MADON. 



THE PUBLIC MEETING. 

We have already seen eadier that some prominent cimens 
of Bombay had called together a private meeting to discuss 
what steps should be taken in the matter of the currency 
policy of the Government. . .. t this private gathering it was 
resolved that 

" This meeting requests the Indian Merchants' Cham
ber to convene at the earliest possible date a public meet· 
ing of the citizens of Bombay to give expression to the 
views of the public on the questions arising out of the
Report of the Currency Committee, and to take such 
other steps as maybe found necessary to bring a bou t a 
change in the present currency and exchange policy of 
the Government." 

The Indian Merchants' Chamber under its energetic president 
Mr. J. B. Petit had already done signal service to the cause, 
and it was in the fitness of things that this public meeting 
should be held under its auspices. This meeting was held at 
the Excelsior Theatre on Saturday, the 20th March 1920. 
Mr. J. B. Petit was elected to the chair. Mr. Petit in his 
presidential address after explaining why they had Come 
together that day gave a short resume of the past and present 
currency position and then went on to a criticism of the 
Majority Report and the action taken iIi pursuance of it. In 
the tourse of this, he said: 

" It is a matter of satisfaction therefore that the very 
able and \~gorous dissenting minute of Mr. nadiba Dalal, 
the only Indian member of the Committee, has succeeded 
to a very large extent in giving expression to the Indian 
stand-point and in mercilessly exposing some of the 
specious arguments of the Majority Report. Mr. Dalal 
has rendered signal service to the country; and I am sure 
yon will agree with me when I say that the best and 
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warmest thanks of the public are due to him for his bold 
advocacy of our rights . 

.. Among other thing., the majority of the Committe~ 
appear to labour under the mistaken idea that a high 
Exchange re-acts favourably upon the industries of the 
country and on the prosperity of the people; that the 
exports of the country, and even ¢e producers thereof, 
would not suffer by it; and that it would have the effect 
of materially bringing down the high prices of food-stuffs. 
The Majority Repert has, therefore, naturally not only 
accepted the statement of the facts and incidents as 
presented by the Secretary of State and the Govern
ment of India as legitimately leading up to the different 
Currency and Exchange measures adopted by them from 
time to time after the declaration of the war, but has 
also put the seal of its approval thereon. It has also 
made the blunder of giving a very rude shock to the 
<:onfidence of the public in the good intentions of Govern· 
ment hy so lightly agreeing to the abandonment of the 
old standard of Rs. 15 to the pound; and recommending 
a new ratio of 2 •• to the rupee without seriously trying 
other method.~ and averting this change in the fundamen
tal standard of the country . 

.. The enormous harm done to this country by a high 
rate of Exchange is a lact so undisputed and universally 
accepted by all shade of opinion, that I have not yet 
heard it seriously challenged, at least by any qualified 
Indian of whatever party he may happen to be. The ex· 
port trade, upon which very largely depends the prosperi
iy 01 millions, in the country-the ryot, the producer, the 
agriculturist, the day-worker in the fields-must suffer 
adversely in consequence of a high rate 01 exchange. 
To talk of the producers or the middlemen, even in <elation. 
to such articles of produce as are in the nature ~I mono
polies like jute, holding on indefinitely or dictating their 
terms in a world-market, where prices are guided and 
eontrolled by world causes, is to talk nonsense. To 
expect a manipulated high rate of Exchange to bring 
down the prices of food-stuffs in the country, is to expect 
the impossible, as has been more than amply shown by 



the results of the exchange manipulations of the last 
few days, the rate persisting in going down in obedience 

·to natural causes, in spite of desperate attempts to the 
contrary. The reasons for this abnormal and continued 
rise in food-stuffs and other necessaries of life will have 
to be looked for elsewbere. 

"The loud talk about the saving in the home-charges 
is equally misleading, when we realise that the gain 
shown has really come out of the pockets of the farmer, 
the ryot, and the pronucer. Even this sa'ing is ouly a 
fraction of what he has lost and is losing, the balance 
having gone to fill the pockets of the foreigner, wh<> 
has been enabled by this manipulated high rate of 
Exchange, to make a clean sweep from this country of its 
raw materials, food-stuffs and other articles of use, at a 
cheaper rate than he would have had to pay at the ratio 
of IS. 4d. to the rupee. 

" A report that is so manifestly unjust and one-<;ided ; 
that has so unpardonably ignored Indian opinion and so 
hastily endorsed the clear cut views of interested cliques 
in England has naturally come as a disappointment to 
the country and chilled our faith in the good intentions 
of the Government. That questions Of this magni
tude, relating ta the life-blood of a country, should be 
disposed of in this off-hand and summary manner by 
practically a Committee of outsiders, as has been done 
by the Majority Report, is outrageous in the extreme 
and without a parallel in any other civilised country ot 
the world. But, it is absolutely impossible to restrain 
ourselves when we find Government, exhibiting an inde
cent and almost criminal haste in putting the Majority 
Report into effect in spite of deliberate protests· against 
its findings; and the consipered and constitutional repre
sentations of public bodies pra}~ng for postponement 
pending the consideration of its recommendations by the 
country. We have thus before us the melancholy 
spectacle of an appalently constitutional Government, 
bartering away the interests of a helples.' subject people 
without even a semblance of a calm and careful 
consideration of the many momentous issues involved ! 
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.. Side by side, the Government of India have com
menced during the last month and a half to sell Reverse 
c<>uncils for very large amounts; and have continued 
to do so weekly. Upto now they have thus sold Reverse
C<>uncils for about £12 to 13 millions, in spite of repeated 
and emphatic protests from almost aU important quarters, 
both European and Indian. I cannot help saying, that 
under present circumstances, there is absolutely no 
justification for resorting, in this wholesale manner, to 
what at best cannot possibly· be described as anything 
more than .. an emergency measure." Even the Major-. 
ity Report recommends "that ·the Government of India 
should be authorised to announce, without previous 
reference to the Secretary of State on each occasion, 
their readiness to sell weekly a stated amount of RevelSe 
C<>uncils (including Telegraphic Transfers) during periods. , 
of Exchange weekness.· Is there such weakness now ? 
Did any weakness exist when the policy 01 selling.Reverse 
Council 'Drafts was introduced? The country is entitled 
to know why and under whose orders this system has. 
been introduced. The reason given in the Government 
communique and in the Finance Member's speech is. 
I cannot help saying, anything but convincing. We are 
.eriously told that large accumulations 01 war and other 
profits and savings made in this country and intended 
for ultimate remittance to England were impatiently 
waiting for facilities of remittance and that a benign 
Government impartially just to all has, in the plenitude 
01 its generosity, come forward to provide such faci
lities by instituting this method of Reve.rse Councils. 
at a time when our harvests are plentiful and the balance 
of trade is very much in our favour. It would be inte
resting to know how Government were able to find out 
what these profits were; and how, even if this excuse 
were a fact, they were able to ascertain that these profits 
were so anxiously awaiting remittance Home. as to be 
provided these special facilities, and if it was the business 
01 the Government to help such profiteers in the manner 
they say they have done. It would be equally inter
esting to know w/ly Reverse Councils were sold for th<': 
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benefit of such remitters at rates which were not onI,v 
higher than two shillings, but as much as 3id. per rupee 
more than those obtainable in the market when the very 
best rate they conId have got upto the end of the war 
was 1-6 or 1-81 And why again the middlemen-mostly 
European firms and Bankers-were allowed to swallow 
this gain at the expense of India, to the total exclusion 
of Indians, including even bona fide remitters? I have 
already carefully read the remarks of the Finance Member 
more than once on tht.'5e and other points of importance 
connected with this question; and I have no hesitation 
in declaring that the explanation vouchsafed is exceed
ingly lame and unsatisfactory. In fact, the defence is 
worse than the crime." 

INDIA'S RIGHT TO KNOW. 

;, In face of these momentous isslles, the question 
naturaIly arises as to why the Government, if they are 
really in the wrong, have then deliberately resorted to 
these measures I We can legitimately inquire why 
India, in spite of the fact that the balance of trade is so 
largely in her favour and she has enormous assets pijed 
up abroad, is being thus tossed about by every wind 
that blows and has to helplessly run tandem to the va
garies and uncertainties of the American cross rate. 
We have a right to know why India has been called 
upon to face a veritable revolution in her currency arran
gements with all their attendant evils, in spite of the fact 
that the war as a whole brought a period of great eco
nomic prosperity to the country. The answer to these 
queries is very simple, and it is due to us and to our 
self-respect that it must be freely and frankly given. 
The whole sitnation lies in a nut-shell. This dislocation 
has been brought about by the 'executive action of the 
authorities, not for the benefit of India but of England; 
and the interests of this country have been unfairly 
subordinated to those of England. 

"The whole situation is one of melancholy signifi
cance; and this country demands an early reconsidera
tion of it from end to end, in consnItation with qualified 
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Indian opinion, in order that it may be still possible to 
evolve a policy, which whilst it m~y benefit India, need 
not necessarily harm England and thus ennre. to the 
advantage of both; thereby materially contributing 
to the welfare and contentment of the teeming millions 
of this country." • 

-
The Hon'ble Mr. Purshottamdas Thakordas then moved the 
first resolution as follows :~ 

" This public meeting of the Citizens of Bombay enters 
its emphatic protest against the constitution of the 
Indian Currency Committee and tlie general disregard 
shown in the recommendations of the Majority Report 
thereof of the expressed opinion of the Indian com
mercia1 and industrial community." 

He was ably seconded by Mr. Manu Subedar and supported 
by Mr. Jamnadas Dwarkadas, who said among other things : 

.. Was it not ridiculous that on a Committee appointed 
to consider the question of Indian Currency they should 
have had only one Indian, that the Committee shonld 

. have met not in India but in London, that out of the 
total number of 28 witnesses examined there should 
have ~ell only five Indian witnesses, and that the Com
mittee ,hould have made no reference in their report 
to the suggestions made by the Indian witnesses." 

Then Mr. S. R. Bomanji moved the second resolution con-. 
demning the Report in general and the Reverse Bills in parti
cular. The resolution ran tbus :-

" This meeting strongly condemns tbe action taken by 
the Government of India on certain recommendations of 
the Majority Report of the Currency Committee; and in 
particular the action taken by them in selllng ReverS(> 
Council Bills at a time when the balance of trade is so 
highly in favour of India and in a manner which involves 
serious losses to the country's reserves in England and 
other consequences diRastrous to the money market, 
trade and industries of this country; and urges the 
immediate discontinuance of such sales." 



Mr. Bomanji said : 

• In this connection so much has been spoken and 
written in the Press that it would be superfluous for me 
to give you the history of this operation, but let us try' 
and understand what the Government have done. They 
have appointed a Committee which, a.. previous speakers 
have pointed out. was defective in its cOll!titution. The
majority of the Committee, that is to say, all the English 
members of the Committee, have made recommendatioll& 
which cut at the very root of all the confidence which 
the public should have in the currency of their country. 
By a stroke of the pen the Majority Report has assumed 
that 2S, in gold is the best ratio for the Indian rupee. 
They have further assumed that the best way to estab
lish this ratio is by fixing on the American cross rate, 
and'by making the Indian Government dance whichever 
way the tune was played from London. In adopting 
this policy recommended by the Majority Report the 
Government of India have taken certain steps notwith
standing the universal protests from Indians. Amongst 
the people who protested, the greatest of them all i!'. 
Mr. Dadiba Dalal whose Minority Report the Govern
ment have absolutely ignored, but who very courageous
ly took up the cudgels for what he thought right and 
good for his country. Gentlemen, we have hardly appre
ciated the great' services that Mr. Dadiba Dalal has 
rendered to India by his Minority Report which I am 
happy to think has evoked very strong support even 
from outside sources, such as Mr. Ewart S. Grogan, the 
East African millionaire, who in his letter to the London 
Times, which I have to-day distributed to you all in 
pamphlet form, strongly supports his Minority Report, 
and I am rather surprised to have such strong support 
from a quarter which cannot be considered as by any 
means friendly to us. Gentlemen, we know that Mr. 
Dalal is not a politician, and we further know that he is 
more pro-British than most Tndians and he characterises 
the attempt to change the standard ratio which the 
Currency Committee have done as a U device to deceive 
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the peopl.... One of the steps, gentlemen, taken by 
Government is the selling of Reverse Council Bills." 

LEGALISED PL UNDE R. . 

"Gentlemen, I do not. wish to pose as an expert, no< 
do I wish to make this meeting follow me in the rather 
involved reasonings and history which I would have to 

. give them in order to explain every evil result which 
comes out of the adoption of this policy. But there are 
certain very obvious things which I am sure have not 
escaped the notice of the Indian public. When the 
market rate of exchange was 25. 411 .. Government came 
forward in their usual blWldering manner to carry out, 
in the letter instead of in the spirit, the Majority Report 
recommendations. In doing so they have caused in the last 
few weeks exchange fluctuations unknown in the history 
of this country. They have paralysed trade of all kinds 
and they have caused a waste of accumulated reserves 
in the sale of Reverse Bills. The reserves, I speak of, 
have been accumulated at the rate of Rs. IS to the pound 
and are being dissipated at the approximate rate of 
Rs. 1-8 to the poWld. This operation involves India 
in a loss of I I crores of rupees per week. Government 
is endeavouring to throw dust in our eyes, and conceal 
this loss by putting Indian Treasury Bills in Paper Cur
rency Reserve under the n.w powers taken last Thursday 
at the Imperial Council at Delhi. If this ,,,i1WUS policy 
is persisted in, the financial resources of India will be 
dissipated, and next year Government will be forced to 
propose fresh taxation. At IS. 411. exchange we were the 
world creditors, but under the trusteeship of Great Bri
tain our prosperity is not only being undermined. but we 
may gradually dwindle into world debtors, il the sale of 
Reverse Councils is not stopped, and exchange is not 
lowered and the rate for acquisition of sovereigns changed 
by gradual stages from Rs. 10 to Rs. IS. When I read 
the ligures of the applications for Reverse COllllcil Bills, 
figures which have been swollen artilicially by speculative 
tenders called into existence by Government, I ask my
self whether this is not a direct invitation for a share in 



the .. legalised plunder" of Indian funds to every Ex
change Bank and to every Englishman and foreigner in 
India. The loss which is infticted on Indian Reserves 
is already well-known. It amounts to several crores of 
rupees which has been admitted by the Finance Member 
in his speech. Even in the sale of Reverse Bills the Gov
ernment have discriminated against Indian applicants. 
They have been led from one false step into another 
until every honest citizen of this country cannot but 
characterise the process that is going on except as I 
have characterised it by calling it an" organised 
loot." Are the Government going to perpetuate 
this loss, and are they going to persist in the course 
01 policy which has been condemned over and over 
again? 

.. When the history of these times comes to be written 
if it is written by Englishmen they will doubtless say 
what the Majority Report has said about the various 
faults, .blunders and errors of the Government of India 
and the Secretary 01 State in the last five years. In this 

. connection I cannot do better than quote Mr. Ewart 
Grogan. Referring to th1! adoption by the Government 
of India 01 the Majority Report and ·their subsequent 
action, he says : 

., The fact remains, however, that the paramount 
duty of the Indian Government was to maintain its 
currency machine in tune with the Monetary Law, in 

. order to protect the Indian people lrom distortion 01 all 
their financial adjustments and from the immeasurable 
suffering that inflation of the unit of value nece5sarily 
inflicts on the struggling debtor class. The Indian Govern
ment's total failure in this primary duty will mature 
as the most desolating of its many failures during the 
last five years. The h~itations, evasions, compromises, 
timidities, tentative advances, inconsequential with
drawals, smug satisfactions, and complete lack 01 any 
defined and continuing policy based on recognition of the 
vital principle at stake, which the war has taught us to 
associate with entrenched bureaucracy, are well brought 
out in the evidence 01 the Iudian bureaucrats. This abject 
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failure to perform one of the primary functions of Govern
ment is tr.ated with a bucket of whitewash from the 
non-official members of the Commission, who in para_ 
graph 32 .. desire to place on record our recognition of 
the skill, courage, and resource which the Government 
of India and the authorities at the India Office have 
shown." 

There is little that I can add to this except saying that 
in this matter the Government are betraying the trust 
which has been put on them and are weakening to tlie 
very foundation the confidence felt by the Indian public 
in their wisdom and in their integrity_ 

)lR. HAILEY'S ARGIJ)(ENT REFUTE)!). 

Continuing, Mr. Bomanji said : 

., There is one more point to which with your per
mission I shall speak for a minute. Mr. Hailey from his 
position as Finance Member of the Government of India. 
has tri"" to answer the charge which I have laid with 
regard' to the sacrifice of Itldian interests by the Govern
ment of India and by the Secretary of State and his 
financial advisers. Mr. Hailey pathetically asks whether 
he and his distinguished fore~ers in office have pOCk
eted any part of India's money. This I must say is 
absolutely ridiculollS, and is an attempt to evade the 
main issue. NQ. one is charging any individual officer 
of Government with misappropriation when he says that 
the interests of Inrlian producers are being sacrificed, 
that the Interests .of Indian trade and industry are being 
adversely affected. and when the public see from day to 
day the losses running into millions of pounds inflicted on 
the Indian tax-payer. The charges which we have laid 
against the Government of India they have not tried to 
meet. The most honest way of meeting them was to 
say that the Government of India is merely a Post Office 
and that in currency matters they are absolutely power- . 
less. They have to carry out the mandate sent hy the 
Financial Authorities of the India Office. Instead of 
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declaring that he was powerless to do anything one way 
or the other Mr. Hailey has taken upon himself the bur
den of defending without any conviction the action 
taken by'the authorities in the India Office, Sir James 
Brunyate & Co. He is not hims.:1f convinced, as his 
speech makes it obvious, but if he would like this matter 
to be considered in detail, and if he throws out a challenge, 
and if he is sincere about it, I for my part am quit<· 
ready to give him chapter and verse. I would content 
myself with only one illustration. When Great Britain 
wanted to purchase wheat in India for Army requirements 
the Government of India first prohibited 'the export of 
wheat on private account thus lowering rupee prices, 
and used India's gold to a certain extent for this purpose 
and with that gold sovereign which,was worth Rs. 17 
to Rs. 20 per sovereign at that time they purchased 
wheat worth Rs. 17 to Rs. 20 and charged the Allies at 
Rs. 15 inflicting a loss on this country of Rs. 2 to Rs. 5 
on every Rs. 15 of wheat purchase. On the other hand 
when dnring recent food difficulties Great Britain im
ported Australian wheat we know that the Australians 
insisted no payment for this wheat in gold and also that 
they insisted on being paid not the current price ruling in 
Australia but the market price in London so that for wheat 
which Great Britain and Allies got in London they had 
to pay the London prices which were very high and 
included the freight for reaching all the way to London 
and the insurance and all the other charges. Any husi
nessman will ~ at once what enormous difference this 
may be. When you want to purchase from India you 
squeeze us down to the lowest price possible and when 
India ha. to purchase anything she must purchase as' 
top prices. This tortuous wheat policy, gentlemen, was 
carried out by Mr. M. M. S, Gubbay whose nomination 
as Financial Secretary to the Government of India it 
received with great alarm throughout the country; Mr. 
Gubbay being one of the signatories of the Majority 
Report of the Currency Committee he is not entitled to 
his new post as india views with alarm his currency 
and financial policy. 
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PREPARED TO 5UBSTA.."TIATE EVERY CHARGE. 

Concluding, Mr. Bomanji said: 

. .. I can go on indefinitely multiplying examples, gen· 
tlemen, but I cannot intervene between this meeting 
and the other eminent speakers who are to follow me. I 
will, therefore, content myself with saying that I am 
prepared to substantiate every charge which I have 
made against the currency and exchange policy of the 
Goverrunent of India, and that to me the enormous 
sacrifice of this country's interests does not appear as 
anything but an " organised loot" and that the intel!;· 
gent Indian public will go on protesting against this 
policy until they have secured the final reversal of this 
policy and the establishment of honest currency con· 
ditions according to the dictates of the opinion of the 
people of this country and all the losses incurred by this 
country is recovered from the British Treasury. In 
the meanwhile we urge on the Government's Immediate 
stoppage of the sale of Reverse Council Bills. If they 
want to know what is th~ alternative which we proposed 
to have, that alternative in one word is : 

"Remove lhe restrictions on the importation of gold 
in/() this country and let anybody who wants 10 purchase 
'''ings from India pay for lhe purchase in gold." 

If Government do not deem it advisable to remove the 
restrictions on the import of gold at the present junc
ture, then let them at least have the acquisition price 
of gold raised. I am not saying this to justify this meeting, 
but I am saying this to meet the charge made by Mr. 
Halley that noaltematives have been suggested. It is 
an untenable charge, and I am sorry that Mr. Hailey 
could not think of a better answer. 

APPEAL TO INTERNATIONAL JURY 

"Gentlemen., it is because we have no faith in the 
reactionary advisers of the India Office that our Chamber 
of Commerce has been compelled in absolute despair, 
to appeal to an International Jury and we have adver· 

6 



tised for a monograph on currency matteI'S to be submit
ted to the League of Nations. India as represented 
by this Indian Merchants' Chamber has tried its very best 
to make representations to the Government of India, 
and having failed to get any redress to their grievances 
has been compelled to appeal to an International Jury 
against the policy as laid down by Great Britain whose 
sole desire is to make India a dumping ground for Man
e1iester and other British manufacturers as Me. Grogan 
has so ably demonstrated in the letter which I have 
distributed, and I shall close my speech quoting the si" 
possible theories of Mr. Grogan, whereby he thinks the 
report can be explained in terms of reason : 

(I) . A plot to white,,'llSh the Indian Government; 
(2) political influence leading to a premeditated policy 
of assisting Manchester and Dundee exports by imposing 
a burden equivalent to roo per cent. sterling excise on 
their competitors in India; (3) financial influence 
leading to a premeditated policy of sweeping every Indian 
debtor into tlie maw of the British Banking Trust; (4) 
subservience to same factor desperately interested in 
the maintenance of the high value of silver; (5) an 
organized attempt by the Indian bureaucracy surrepti 
tiously to multiply its salaries and pensions; (6) all
round general nescience on the part of all the. responsible 
parties. " 

.. I have much pleasure in proposing the resolution for 
your kind acceptance." 

This was seconded by Mr. B. F. Madan. who said:-

.. Our objections to these Reverse Bills are: (I) that 
the trade situation does not justify such sales; (2) that 
they have involved India into an enormous and yet 
unnecessary loss by the way .the sterling assets of this 
country are thrown away at bargain counter rates; (3) 
that the procedure has created most undesirable specu· 
lation; (4) that it has seriously hampered the natural 
flow of onr export trade, and (5) that the step has created 
serious stringency in the money market, with conse
quences that are sure to be disastrous to the nade and 
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industry of this eountry if the Government persist in 
their present course . 

.. I will say a few words on each of these points. .First 
let me point out that the only justification for Reverse 
Bills is to support exchange in times of weakness as laid 
down in so many words by their own Committee. it 
exchange is weak at 2~4 it could be supported at that 
level if the Government thought this necessary; but 
the thing becomes indefensible when on this ground it is 
put up to 2~IO, etc., following the New York rate. We, 
however, deny that there is any real weakness of ex
change. i.e.., that exports aTe now insufficient to balance 
imports. The Finance Member relies on th'e great 
demand for these Reverse Bills as a proof positive that 
the demand is a genuine trade demand. I will show you 
how wrong such a deduction would be by a homely simile. 
Suppose a child is very fond of sweets. Suppose it has 
has an ample dinner and then tempting sweets arc spread 
before him. This child will begin eo,ting these sweets 
with avidity. Would any sensible man argue from this 
that the child ha.'! been previously starving? What 
the Government has done is to spread such sweets before 
the speculative public here in the shape of a clear 10 per 
cent. and more profit in a single day and without the 
slightest risk of loss. They have been overwhelmed 
with applications for Reverse Bills, but they cannot 
argue therefrom that it is all genuine trade demand. 

"There is a much surer test. Reverse Bills, as the 
Fmance Member has been good enough to explain, ar~ 
the equivalent of the export of gold. Therefore, the 
demand for them means that there are many people 
wanting to export gold in settlement of their dues abroad. 
Let the Government apply the test. Let them give 
the gold out here at their chosen rate of rI'30 grains, 
to the rupee and let the a1lottees themselves look aft IT 

the shippiDg, and see the result. They will find that 
all these people were only after the profits or what 
Mr. Romanji would call .. loot," and they will promptly 
realise the gold here as the profits will be greater than 
by sl\ipping it out. 



SACRlP'ICING INDIAtS S7ERLING ASSETS. 

"So much for the genuineness of the demand. I go 
further and say that even if the demand was there, 
it is not right that the Government should supply it at 
an enormous sacrifice of our sterling assets. When two 
years ago silver went over 45d. the Secretary of Stat~ 
declared that he could not think of selling rupees at a 
loss. The loss to the Government then was trivial com
pared to the enonnous sums they are now throwing away 
week by week because we had paid Rs. 15 for every £1 
now held in London for the bulk of our sterling assets, 
and to-day the Secretary of State is selling back the same 
£1 at only Rs. 7 or thereabouts and as they are now 
selling £2 millions a week, the loss to this country 
amounts to the tremendous sum of I crore 60 lakhs pH 
week. We may well ask why the Secretary of State now 
so lightly treats this tremendous loss on our sterling 
assets? Why does he throw them away to-day at bargain 
counter rates, at rates so tempting that by their own 
admissions heavy speculation has been the result ? 

"The Government has been obliged to curb all this 
specnlation by regulations which, however, have not 
improved their position in the eyes of the public. They 
first tried to discriminate between applicants on the 
ground of their bona fides. Do they mean to tell us 
that only big bankers and merchants that can write 
cheques for lakhs are bona fide? These people will 
speculate like any other if they see a good profit ahead. 
The Government has had had the good sense to cancel 
this discrimination, but their other regulation requiring a 
margin by ~ certified cheque for 20 per cent. of tbe amount 
applied for remains. Now, we know tbat the allotment 
comes to about 2 per cent. of tbe application. There
fore, an applicant has really to put up ten times the 
amount he is likely to get. If a man wishes to get £5,000 
allotted, he must put up a margin of £50,000. It bas cut 
out the small man, however bond fide, and bas left 
the spoils to the big bankers and merchants which is 
manifestly a very unfair arrangement. Does not the 
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policy of the Government stand seJt-colHiemned when 
they have to hedge in fue sales of Reverse Bills with such 
means in the hope of keeping but the speculatod If 
the demand is genuine trade demand why these supposed 
safeguards? And in any event, what on earth has a 
bank of issue to do with the motives of applicants for 
gold for export? If the sales are right, let the entire 
public benefit, if they are wrong let them be stopped 
altogether. " 

Proceeding, Mr. Madon said: 

"Another objection to these Reverse Bills is that they 
hamper the natural :flow of our export trade. Remittan
ces are the natural cover for export bills, and by takits 
them away from the market Government is taking away 
so much of our export cover, and make the realisation of 
OUT produce more difficult. The ultimate sufferer is the 
grower of produce. Another very serious consequence of 
these Reverse sales is that funds have been withdrawn 
from the money market, a serious stringency has been 
created, and what is much worse there is a sense of 
insecurity and apprehension in the money market as to 
the future. In view of the storm of protests raised 
against the sales of Reverse Bills, Government has been 
obliged to modify its policy and return part of the funds 
withdrawn from the market back to the market. But 
how? By further in:fIation or as they term it "by 
creating rupee securities ad Iooc." What they propose to 

. do is to use up the p11lceeds of the Reverse Bills for their 
own purposes, and deposit in the Currency Reserve an 
equal amount of Treasury Bills, at least it is thus I 
understand it. " 

STOP TittSE REVERSE SALES. 

The Fmance Member asks us for alternatives. My 
reply would be-... 

.. Stop these Reverse sales. Do not it'terfere with 
the natural course of trade allow gold to come in freely_ 
Stop all your artificial interference with our currency. 
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If you cannot give us rupees withont loss. do not give 
them at a loss. Fix your price for selling rupees in the 
same way as you did for the past three years ••.•.• in 
relation to the price of silver from time to time. but, in 
any case. do not force upon us a change of our standard 
unit thereby upsetting the relations between the debtor 
and the creditor. greatly to the disadvantage of the 
debtor class. which means the toiling millions of this 
country. Go on as we are till times are more normal 
and we have more reliable economic data before us, 

" If you are determined .to force thls change of the 
standard unit on the country. at least do it without 
undue disregard of India's interests. at least without 
putting this country to blrther enormous but avoidable 
losses. You want your uitinlate ·rate to be 2 well 
support the exchange when it brealcs below that figure 

. Do not let us be tossed abont by fluctuations in the 
New York rate which we cannot control. Do not sacri
fiee our assets in the vain attempt at stability based on 
this rate? 

"Already America threatens to revoke the Pittmann 
Act which has fixed a bottom limit to silver. The next 
Government there is likely to- be Republican which means 
that it will be most anxious to kick silver out of the 
country for good and all. and the silver democrats will 
not then carry the: day as they did last year. I say to 
the Government do not hurriedly launch this country 
into an economic up hea val on the basis of deductions 
drawn from present abnormal conditioos." 

Concluding. Mr. Madon said : 

.. Let not the Government beguile itself into the belief 
that it will be able to take away crorE3 of rupees from· the 
pocket.s of our producer without his realising what it 
means to him. He will know one day that he has been 
wronged. and that day will not be long in coming. and . 
then the contentment of the masses and their faith in 
the Sarkar will be rudely shattered. and it is in this con
tentment and in this faith that lie the foundations of 
the British Raj." 
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The HOD'hIe Mr. C. V. Mehta then moved the third resolutiOll : 

.. This meeting views with great indignation the in
trodu:::p.on of the Bill to amend the Gold 1m port Act 
of 1917 whkL S<'eks to prolong the restrictions against 
the import of gold in India which are preventing ex
change from reaching a natural level and which there
fore are in contradiction to the recommendation of both 
the Majority and Minority Reports of the Currency 
CoDWlittee and also to the nnanimous public feeling 
in this matter." 

and was supported by Prof. Kale and Mr. Hansraj Pragji 
Thackersey. 

The next resoIution was moved by Mr. N. 1\1. Mazumdar. 
It ran: 

.. This meeting earnestly prays for an urgent recon
sideration of the entire policy of the Government regard
ing Indian Currency and Exchange in the light of Indian 
opinion and requests the Goveromen t not to act on. the 
Majority Report of the Currency Committee by exe
cutive order." 

in moving this resolution he said : 

.. This resolution, first of all, asks for a reconsideration 
of the entire policy of the Government in Indian Currency 
and Exchange. I think we all agree that this is im
peratively necessary, because the personnel of the Com
mittee did not coDWland the confidence of this country ; 
because the Indian mercantile and industrial community, 
who are vitally concerned in tIre question. were not re
presented on it, except by Mr. Dalal; because it did not 
take any evidence in India, which is most affected by the 
question; and because its terms of reference were defi
nitel y confined to the maintenance of the Gold Exchange 
Standard, which has obviously broken down. I say, 
Government had no business to dictate to the Committee 
what the standard should be: To that extent, the find
ings of the Committee have been vitiated. It might 
be urged against this part of the Resolution, why should 
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the country incur the expense of another inquiry? . But 
what would be that expense compared to the tremendous 
losses that we are incurring to-day, as a result largely 
of the findings of this Committee ? 

.. Secondly, the resolution urges that the whole quh
tion must be considered in the light of Indian opininn. 
This is equally necessary, because it touches so vitally 
Indian trade and industry; because it affects the Indian 
producer and tax-payer; and because the measures 
taken, even after the war, have been taken in utter 
disregard of Indian opinion, even in defiance of it. The 
resolution, thirdly, urges Government not to act on the 
Majority Report of the Committee. This is also neces
sary, because the Committee start with the assumption 
that a high rate of exchange is good for India, in that 
it tends to bring prices down. Well, you have only to 
laise it sufficiently high, and all prices would disappear! 
That is, you would be able to obtain everything free in 
the country! The argument is so untenable that even 
the Finance Member has confessed that prices will be 
checked only for the time being. There is again not the 
slightest justification for fixing exchange permanently at 
2 shillings, permanently penalising the Indian producer. 
No Government has the right so lightly to change the 
statutory unit of value of 'l country. Further the report 
perpetuates the dominance of English financial interests 
in the Currency and Finance of this country; the in
terests of the Bank of England; the London Joint-Stock 
Banks; the British Treasury; the Royal Mint; the 
London Silver Market and the British manufacturers. 
The report further seeks to perpetuate still the location 
and employment of a large part of the Reserves of this 
country in England, which to be of any use to us must 
be held in India and in gold. . The report, in a word, 
perpetuates the system of a" managed" currency, 
instead of a natural one, .. managed" by the Finance 
Committee of the Secretary of State's Council, Of which 
Indian interests are not represented. And why this 
inordinate haste to act on the recommendations of this 
particular Committee, when· Government ignored the 
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recommendations of a Royal Commission which reported 
on the subject before the war, ano the Report of the 
Fowler Committee of r8cj8 ? 

LEGALlSED CONFISCATION • 

.. Lastly, the resolution prays that action be not taken 
by Government on a mere executive order. Nothing 
is easier and simpler for the Governor-General than to 
issue currency ordinances, without consulting his Legis
lative Council, let alone the general opinion olthe country. 
Is the opinion of the Council, of the elected represen
tatives of the people, to count for nothing on this momen
tous question? True, the Governor·General in Coun
cil has power to issue ordinances in case of emergency 
for the peace and good government of India. But when 
they are exercised for the bad government of India, the 
sooner they "1'e restricted the better. These powers 
have been only rarely eXercised ordinarily. And there 
was no occasion to resort to them in this case, as the 
Legislative Council was in session lour days after the re
port of the Committee was published. Take the Currency 
Ordinances of Government. Take the gold trans
actions of Government. Take the preposterous and 
outrageous policy of selling Reverse Councils in the teeth 
of public opposition, when the balance of trade is in 
our favour and when our creditors have to pay us in gold 
or in securities, which is bein~ denied to us. Britain 
bought from us during the war food-stuffs and munitions 
at 1/4. and now when it comes to pay for them, even 
though a part of the debt was written off;n the free gift 
of a hundred millions the exchange is arbitrarily raised 
and Reverse Councils sold even at 28. lod. so that 
Britain pays less in rupees to a poor country. Thus 
millions of pounds standing to our credit in England 
are. being wiped away. If this is nothing short of a 
legalised confiscation, what is? If this is nothing short 
also ttf a huge tax on the people, what is? Even the 
Finance Member has admitted it in so many words, for 
he has admitted that the profit on exchange comes ul
timately out of the pockets of the producer. It is a tax, 



moreover, stealthily imposed. ooi!ide tbe Budget, in
directly none the less effectively and oppressively on the 
poorest of the poor, whose taxahle capacity is admittedly 
so very low, and which is so heavily overdrawn already. 

APPEAL TO STAND TOGETBI!R AND FIGHT . 

.. I want you to take all these factors into acconnt,
take into account this constant tampering and tinkering 
with the currency and finan.ce of the conntry,-with 
the life-blood of a people. Do you wonder then at the 
sorry plight of the Finance Member. defending the most 
unjnstifiable measures, with a new excuse every time, 
changing his ground once in the press and then in the 
Council? If the finanCes of this couutry are to be 
treated as the instrumc;nts of the fintmcial interests of 
England, I ask, is there no conscience left in British 
statesmanship in England and in India? Are the in-

. terests of the poor toiling millions of this country to 
count for· nothing in this wretched unworthy game? 
If the issue is between autocracy and selfishness in finance 
pure and simple, as opposed to the general interests 91 
this country; if it is whether a just, natural and a sane 
financ~ shonld have its play or not; if the issue is whether 
the interests of this country are to be of primary impor
tance or of no importance at all; if the issue is between 
powerful vested interests in England operating coward
ly against the patient, dnmb, toiling, helplesS millions 
of this country; then, Sir, I submit, it behoves every 
son of this land to stand together, and fight it to the 
bitter end." 

Among other well-known speakers were Messrs. Mawji Go
vindji, S. E. Warden, GoIabchand DeVc4and, Fazollbrahiin 
Rahimtn1lah and J. A. Wadia and the hall was abso
lutely crowded and the tesolutiGDS were carried unanimously. 

As the apologists of the Government have tried to make 
out that the meeting was not representative of I~ public 
opinion it might not be out of place to remark that among 
the promoters of this meeting were leading Indian mem-
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hers of· Council .. t and present and leading Inclian mer
chants and millowners. The European merchant was of 
course conspicuous by his absence, and well he may, because 
he.bad no stake in the country and all be cared was to see 
that he got the largest nomber of pounds fM his rupees when 
he wanted to remit. 

1lI1i: PUBLIC lIUTlNG AND TlIE BOMBAY CHIIONICLE, 

In reviewing the proceedings cU the above meeting the 
Btmlbay Ch,,,,,icle said: 

.. The public meeting beld last Saturday under the 
auspices of the Indian Merchants' Chamber and BIlreau, 
had several advantages making for its success as a 
demonstration of protest, but none of them was so 
vainable as' the fact that it took place after a full 
hearing of the Government case from the Finance. 
Member. All that he had to say in defence of the 
extraordinary currency operations of the Government, 
he said with much warmth and many protestations of 
personal innocence. We admit that Mr. Hailey is not on 
trial, but the arguments he brought forward to justify 
the high rate of exchange, the linking of Indian ex
change to the American cross rate, the sale of Reverse 
Councils, the indefinite biu against the private im
portation of gold-these are open to criticism as matters . 
of vital economic interest to the country. A more 
unfortunate and indefensible case was neYer handled by a 
Finance Member and at every tum he had to shift the 
grounds of apology and substitute irrelevent disputes 
for the questions at issue. Though on vital matters, 
Indian members were incontestably in the right, they 
did not fight with that persistency and grasp of detail 
which were n~ for the complete routing in 
arguments, as apart froID votes, of official apologists, 
Nevertheless the notable speeches of Sir Fazulbhoy and 
~~arma on the a~ity of excusin~ one blunder ~th 

er were responSIble fM completing· the opposItion 
01. public opinion to official policy and acquainting 
Government with the utter distrust with which people 



looked upon their <lperations. ThTOugtlDnt the dt!.eussion 
of currency matters and the measures claimP.d by Govern
men t as necessary, Indian mem ~ remained in bitter 
opposition, and the last ~per Currency Bill was carried 
by weight of the statutory majority against the prot.,,;t 
of non-official J ndians, The Council i. over and Go~ern
ment are apparently committed to pursue their~, 
with the sorry a.<surance that they will inform the 
Secretary of State of the Indian feeling with regard to 
their policy. We are disappointed that Government 
exhibited a facile tendency to belittle the advantageous 
position of Inrna and hesitate where there ought to 
have been ungrudging recognition of our economic 
claims. However that might be there is nothihg left 
for Indians to do except to agitate against the heed
less policy of Government. The clash i,s. not one of 
economic theories, as Mr. Hailey professed to think, but 
of financial interests and the position has now become 
too clear to be obscured by explanations. And the 
meeting held in Bombay, we hope, is the beginning 
of a powerfnl agitation against the machinations of 
non-Indian interests.· \ 

No language in our judgment could be too strong in 
condemning the attitude of a Finance Member who conld 
defend the raid on our sterling reserves in England at 
a rate of 31 pence per rupee in excess. of Ban1c quota
tions, on the ground that the securities would have been 
in any event depreciated and the margin might be 
reckoned immaterial. The so-called pol""tial loss is 
itself a wrong and the actual loss caused by artificial 
means, merely aggravates the scandal. The speeches 
delivered at the meeting in Bombay constitute a crush· 
ing indictment of Government policy, the climax of 
unreason in the sale of Reverse Bills being only one of 
the artifices by which the currency advantages of Inrna 
ha"e been tampered with. The presidential address of 
Mr. Jehangir Petit was a lucid survey of the ~ency 
operations of the Government during the war, filE which 
their advisers in thE> {;urrency Committee gave them a 
certificate <If merif It is not necessary for us to repeat 



93' 

the ciaims ~dia which we have often comme~ 
as unanswerable; but right through the policy of 
Government there was not the slightest deference paid to 
Indian sentiment and w...aave unfortunately arrived at 
a stage in which the entire -eommunity suspects that 
its interests are sacrificed for undeclared purposes. We 
have in fact reached the limit. Till we secure due 
respect for Indian oPinion, the currency and exchange 
manipulations of Government, directed from abroad, will 
remain adverse to our interests. The chief complaint of 
speakers was the utter helplessness to which Indians 
had been condemned, in spite of the fact that the Object 
of enquiry was nominally Indian. The Currency Com
mittee was untnlStworthy. Gentlemen whose influence in 
the Finance Committee of the Secretary of State was under 
i\lquiry sat on the Committee and after the formalities of 
an investigation'produced a report repudiated by the only 
Indian present and deliberately ignoring the handful of 
Indian witnesses who could appear before them. So long 
as the financial interests of India are retained for London 
for disposal Indians will rightly refuse to trust the pious 
intentions of the Government of India. The report they 
produced could not rightly be acted upon in circumstances 
different from what they had constructed for themselves 
as immediate certainties. Still, by a series of execntive 
fiats the recommendations have been brought into force. 
Where the recommendations are not suited to the fancy 
of the gentlemen who dictate policy, they reject them. 
Take for instance the need of abolishing the embargo on 
the import of precious metals in the country. All the 
members of the Committee unanimously recommended 
it, but Mr. Hailey has taken a retrospective appreCiation 
as a mandate for the future in spite of the definite 
opinion of the Committee to the contrary. Making a 
piecemeal fetish of the report, the subordination of Indian 
interests is continued, and the Finance Member had 
the hardihood to ciaim that the raising of the embaJgo 
si)ould . be a matter of executive pleasure. The com
manding fact of the situation is that India holds a 
credit abroad and the balance of trade is in favour of 
India. What is due to Us, we are entitled to be paid in 
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gold, but the inflow of the precious metals is checked 
and the operations recommended for a crisis 01 exchange 
weakness are prosecuted by the Government 'bl India. 
Twenty millions "I pounds have been sold out at a 
weekly loss of a crore and a half of rupees to a;"ist the 
transfer of war-profiteered capital at profiteering rates, 
If the Government offered gold for a week in India, tile 
transhipment explained as necessary would have auto
matically stopped. 

"The excuse that Indi;j.DS had never given an alternative 
to the sapient decisions of the Currency Committee is 
claptrap. Mr. Petit rightly asked how Eugland would 
have treated anotheT country in the same circumstances ; 
is c>urs to be all the tlisadvantage without even the chance 
of justice? As Mr. Bomanji observed, we are entitled 
to the refunding of waste from Britain and Indians 
may be certain that if these transactions are scrutinised 
by an impartial jury of experts, the extent of their 
economic. damnification will be readily conceded. Do 
the Government of India know that while they point to 
their twelve crores on exdlange as a miraculous deposit 
in their chest, the producers who pay f~r it, are likely 
in course of time to realise the steaUhy levy? They 
make infinite capital of the reduction of prices by altering 
the exchange; the reduction of prices by currency opera
tions is ouly a temporary measure, and Britain with all 
the evil 01 high prices has not resorted to the means of . 
making the pound eqnivalent to is shillings for the sake 
of enhancing the purchasing power of fixed wage-earners. 
For, there are limits to the reality of the reduced prices 
of imports, in spite of apparent and temporary relief. If 
the Committee went on the track of benevolent inten
tions, it entirely failed to grasp the far reaching effects 
of its other proposals. The.sale of twenty millions of 
Reverse Bills has already caused losses to the country 
that outstrip the much-vaunted gain of twelve crores 
throtlgh high exchange. And what are the Govermnent 
going to do with the rupee receipts in respect of the sale 
of Reverse Councils? Are they going to use them for 
the redemption of ~heir short term loans in view of their 
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maturing from 1922? We "are being lastingly damaged 
by the results of our "managed" currency. Mr" Mazum
dar, wlro in his spirited and convincing speech, moved 
for the immediate necessity of reviewing our currency 
position, pointed to the need of concerted action-in 
fact for" a fight to the bitter end." It is a pity-and 
perhaps an advantage-that the prospect of" Responsi
ble Government" should dawn at a time when the 
people are made to realise their" helplessness in the 
matter of their financial and economic interests. We 
congratulate the Chamber on "their good beginning. We 
may assure them that the public are immensely benefited 
by their propaganda, and they will soon be able to have 
a large H,lume of informed opinion to support ·them 
and help, by every means, to save India's rights, For, 
who can' convincingly repudiate the six explanations of 
Mr. E. B. Grogan which the Times published? .. 



THE FINANCE MEMBER'S VISIT TO THE 
INDIAN MERCHANTS' CHAMBER .. 

On Wednesday, the 31st March, the Hon'hle Mr. Hailey paid 
:l visit to the Indian Merchants' Chamber, when he had the 
opportunity to hear at first hand the view of the Committee 
of this. Chamber. The Chairman, Mr. Petit, in his opening 
remarks, said: 

" I also be!\, to reiterate the considered and deliberate 
opinion of my Committee, already expressed to you in my 
official communit:ation, that in common with the rest of 
the country, my Committee have received the Majority 
Report of the Currency Committee with deep and 
profound regret and consider if exceedingly unsatisfac
tory fTOm the Indian point of view. It is a matter of 
regret to them that the Currency Committee, owing to its 
exceedingly onesided and narrow composition and the 
'influence of more potential interests nearer home, has 
totally neglected and altogether failed to appreciate the 
Indian stand-point, as is apparent from the fact that Mr. 
Dalal, the only Indian Member of the Committee, has 
had to differ entirely from his colleagues and to write a 
distinct Minority Report. My Committee had at least 
expected that in a matter of this importance and magni
tude, the Government would have given the country a 
chance of expressing its view on the findings 01 the 
Committee before putting them into effect. They 
deplore the fact that the Government have not only not 
done so, but have also thought fit to proceed in such 
undue and inordinate haste to give effect to some of the 
provisions of the Majority RepOrt which in the opinion 
of my Committee are calculated to cause harm to the 
country. 
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.. I do not propose on the present occasion to enter into 
a serious dissertation on the many unsatisfactory and 
unsound conclusions of the Majority Report, but you 
will pardon me, Sir, for saying at least tbis, that my 
Committee are unable to endorse the dictum that a high 
exchange reacts favourably on the trades and industries 
of the country and the prosperity of its people, or even 
upon the prices of food-stuffs, an argument, the import
ance and cogency of which seem to have been magnified in 
certain matters beyond all proportion. My Committee 
are of opinion that even such apparent advantages as the 
saving in home charges and the gains in exchange cannot 
fan from the heavens, but must ultimately come out of 
the pockets of the producer, as even, you, Sir, have 
practically admitted. One of the few points, perhaps the 
only one of importance on which both the Majority and 
Minority Reports are agreed, namely, the removal of the 
embargo on the import of gold into India has in spite of 
the almost unanimous demand of the country in that 
behalf, not only not yet been put into effect ~ ~ 
Government, for reasons best known to themselves, but 
an attempt is being made to perpetuate that restric
tion as is evident from the gold import bill recently 
introduced in the Imperial Council. 

EVILS OF REVERSE 'DRAFTS. 
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"The policy of selling Reverse drafts, with all its attend- , 
ant eviis, on the other hand, in spite of the equally 
unanimous anol emphatic demand of the country for its 
abandonment, has been introduced in the teeth of public 
opposition and is being persistently continued by the 
Government, though in the opinion of my Committee 
and others, the conditions under which even the Majority 
Report of the Currency Committee recommended such 
a procedure have not arisen. 

Incidentally my Committee would be glad to know 
the extent and the amount of securities that are to be 
created ad hoc under tbe new paper currency amendment 
act; as, for example, if Reverse Bills of the value of £I, 

7 



million are sold and realise Rs. 70 Jakhs, only for such 
70 Jakhs or for the whole amount of Rs. ISO Jakhs, which 
the original £1 million for which Revcse Bills were sold, 
represented. 

" It is unnecessary at thfs time of the day to seriously 
enter into a. discussion on the tremendous Joss such a 
policy has already caused and is daily causing to the 
country. Commercial opinion, both European and 
Indian, as far as I am able to see, is unanimous in 
condemning it as being detrimental to the commercial 
and industrial interests of this country. I assure you, 
Sir, that the many telegrams and letters that I have 
recently ventured to address to your Department on 
behalf of my Committee are only a feeble echo of the 
deep indignation and alarm which prevail throughout 
the country on this point. It is a matter of very extreme 
regret to my ~ommittee that the views expressed by 
them oIi this matter have hitherto been totally ignored by 
the Government. It had always been the practice of 

. the Governmen t of India in the past to reply to the 
representations of this Chamber; but my Committee 
regret to note that recently and all the time that you 
have been in charge, the Government have only formally 

"acknowledged their letters and telegrams without 
extending to them the courtesy of an explanation or 
even a detailed reply. I cannot too strongly emphasise. 
Sir. the harm done to the interests of the Government 
and the public. in thus rejecting the co-operation and 
suggestions offered in all earnestness from time to time 
by my Committee on behalf of this Chamber. In this 
connection, I consider it my duty to point out, Sir, that 
the studied and continued silence oltbe Government on 
such important matters is being considerahly misunder
stood. At the same time, r fee! bound to add, on 
behaU of my Committee, tbat tbe line of reasoning 
adopted by the Government in the Council and in their 
communiques in defence of this step is not at all 
convincmg. My Committee are unable to understand 
why the policy of Reverse Councils should at all have 

been adopted by the Government at a time when every-
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thing seems to be in favour of India. They are equally 
unahle to understand the argument of .. potential loss " 
advanced hy you in your speech in the Imperial Council 
and cannot see any reason why by this uncalled-for 
process the various Indian reserves should be mttered 
away at such ruinous rates, thus resulting in a dead 
loss to the country. The entire manner in whirh these 
Reverse Councils are being sold and allotted and the 
inexplicable partiality shown to English and even 
foreign bankers and merchants to the almost total 
exclusion of bona fide Indian applicants, has also 
produced feelings of the profoundest regret and indigna
tion throughout the country. 

"My Committee have heard it mentioned, ooth in the 
Imperial Council and elsewhere, that the criticism of the 
Indian commercial public, including this chamber, has 

. up to now been of a destructive character, and that con
stmctive alternatives have not been suggested. You will, 
Sir, permit me to point out that so far as my Committees 
.are concerned. such a- charge cannot be maintained 
against them, in view of the many alternative sugges
tions made by them from time to time in the several 
representations forwarded by them to yonr department. 
All these are available at any time, should the Govent' 
ment or anyone else wish to make use of them. 

ALTERNAnVE SUGGESnONS. 

"Among the most important alternative suggestions 
made by my Committee, the following are the principals : 

(x) That there should be no interference on the part 
of the Government with the normal course of trade in 
order to secure natural conditions in Indian Currency 
and Exchange. This would of course impose an obliga
tion upon the Secretary of State not to sell any Council 
Bills beyond his own strictly legitimate requirements. 

(2) That the Indian Government and railway secu
rities held in England should be mobili2ed and tendered 
to India by England in payment 01 her debt as was 
done in the case of America with very good re&lIlw. 

• 
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(3) That the free import and export of gold should be 
permitted, in order to allow the trade balance to be 
naturally adjusted. 

(4) That the free import and export of silver should 
be similarly pennitted .. 

(5) That the old legal ratio of the sovereign to the 
rupee and the standard unit of 7' 5334 grains of fine 
gold to the rupee be maintained. . Any rupees to be 
issued meanwhile should be issued, if necessary, even at 
a loss, the same to be debited to the reserves built up 
from the profits of mintage, or the profits of investments 
in the Currency Reserves. 

(6) That the policy of selling Reverse Bills should be 
forthwith stopped, until the Exchange faIls below this 
legally established ratio. 

"In justification of the several measures adopted by the 
Government from time to time, they have among 
other reasons ad vanced the following three as the most 
important :-

(a) The convertibility of the Paper Currency, 
. (6) The stability of the Exchange, and . 

(e) The prevention of the disappearanc~ of the 
Indian Silver Currency. 

"All these might appear to the-ordinary man to be 
grounds of sufficient importance to justify the revolu
tionary changes brought about by tae action of the 
Government in the currency and exchange policy of 
the country. In the opinion of my Committee, however, 
these objects could have been encompassed, among 
other methods- . 

(I) By issuing fresh rupees at the parity of 7.53 
grains of gold even at a loss, because the Government 
have taken profits in coinage in the past ; or in the 
alternative. 

(2) By. following their own past policy of fixing a 
rate from time to time in accordance with the price of 
silver and selling fresh Council Bills only at the prices at 
and to the extent to which silver could be acquired. 
In this way, just as we gradually rose with the rise of 
.ilver, from IS. 4<1. to 25. 4d., it would be possible to 
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go down with silver step by step, until we get back to 
the old ratio. 

"As to the stability of exchange even the Majority 
Report of the Currency Committee has been forced to 
admit that it is to be aimed at, more as a convenience 
than a necessity. If, in spite of this fact, the suggestions 
,that my Committee have ventured to make are still 
unacceptable on the ground of instability, I hope it will 
not be considered out of place to say that the methods 
at present employed by the Government, make and ar .. 
making for far greater instability and uncertainty, as 
has been more than amply shown by the experience 01 
the last two months. 

RECONSIDERATION URGED. 

"All these facts are within your knowledge, and I only 
refer to them now, in the confident hope that these 
grievances will be immediately redressed. They were 
recently focussed at a largely attended public meeting 
held in this city last week, under the auspices of this 
Chamber. The resolutions, unanimonsly passed there
at, faithfully reflect public opinion. They have been 
forwarded before now to the Government of India 
and the Secretary of State for India; and I beg once 
again to iuvite your most serious and urgent attention 
to them. Public, feeling is already excited to the pitch 

,''! of exasperation; and, broad and wise statesmanship 
demands, that the entire question of the currency and 
exchange policy of the Government of India should be 
reconsidered at an early date in the light of Indian 
opinion. 

"The entire commercial community of India feels that 
the Government are trying to avoid issues, which are 

• perfecUy clear, to the serious disadvantage of this coun
, 'tty. It' is the deliberate opinion of my Committee that 
it is as much in the interests of the Government them
selves as of this country that decisions on important 
matters relating to the financial, currency. and exchaJJit! 
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policy of India. should not be axbitrarily taken by the 
Secretary of State and his Finance Committee or even 
by the Government of India. by means oj ordinances 
and executive orders. withont the concurrence of the 
Legislative Councils and Indian Commercial opinion .•• 
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THE CONTROVERSY CONTNlUED. 

The strong remarks of Mr. Jehangir Petit at tht public 
meeting described earlier brought another letter from Mr. M. 
de P. Webb. He said he had read that speech with amaze.. 
ment. He questioned the knowledge of the various speakers 
at the meeting and then m~dethe assertion_that broadly 
speaking India was in exactly the same position as America. 
that Mr. Petit was simply talking nonsense and that all this 
talk about "organised loot" and" legalised plunder" was 
most deplorable and wholly unworthy of Bombay's Parsi 
citizens who up to the present had had a great reputation for 
sound currency sense-. He then aired his viev."S as to the 
firot function of money. When one remembers that Mr. 
Webb was Chainnan of the. Karachi Chamber and also an 
important witness before the Currency Committee. one 
can only be surprised at the ignorance of true currency 
principles. that this reputed expert showed. Mr. Madon 
answered the points raised by Mr. Webb in the following 
letter: 

TO THE EDITOR OF THE CHRONICLE. 

Sir.-In the Times of l1Ulia of the 1st instant Mr. 
M, de P. Webb rates the Indian Merchants' Chamber 
for the ignorance he alleges it has shown in its attacks on 
the currency policy of the Government. But. in doing 
it. he makes an assertion that clearly shows his entire 
ignorance of the Gold Exchange Standard which has been 
imposed on India. and which is so insidious in its bear· 
ings that merchants like Mr. Webb and even bankers 
fail to nnderstand and appreciate them. 

pntting aside all the rhetoric of Mr. Webb. I will take 
his assertion that" India is exactly in the same position 
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as the <United States of . America so far as the ex
changes with the United Kingdom are concerned." If 
Mr. Webb really thinks so he shows his entire ignorance 
of the subject. Here is the test. 

The pre-war rate of the United States gold dollar was 
4'866 to the sovereign. The pre-war rate of the rupee 
was 15 to the sovereign. I think Mr. Webb under
stands that as soon as England is able to resume specie 
payments, the American rate will go hack to 4'866 to 
the sovereij:n. Does Mr. Webh think our rate will then 
also go back to its pre-war normal? If he does, he 
has failed to appreciate what the Government is now 
after. If he does not, 'and yet writes as he has done 
that. we are .. in exactly: the same position as the 
United States of America," he is intentionally trying 
to mislead the public as so many apologists of the Gov
ernment have done. 

We want nothing better than to be put in the same 
position as the United States of America, and if 
Mr. Webb is sincere let him join with us in asking that

(1) we should be allowed to get gold freely in pay
ment as AmeriCa does ; \ 

(2) we should be allowed to export gold freely in 
payment of our own dues as America does, and by these 
two means: 

(3) we should be placed in the same position as 
America is now occupying in the matter of its exchange 
with the United Kingdom, so that when Amencan ex
change goes back to its pre-war par, ours will go back 
to its pre-war par too. _ 

Mr. Webb shows similar want ot ~ of the true 
inwardness of Reverse Council sales. We say they are 
absolutely unnecessary and uncalled for. Here is the 
test. I hope Mr. Webb understands that Reverse 
Councils are the equivalent of the export of Gold. 
Anyway he should now know as Mr. Hailey has been 
good enough to explain this in the Council. Now I 
challenge Mr. Webb to show if we are in the same position 
as America in this matter. Does America, does any 
other gold country. undertake not only to payout gold 
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but also to deliver it at the deStination? I know' of 
none. This is an extra duty gratuitously undertaken by 
the Indian Government on the plea of saving the geld 
moving charges, but really in order to have the power to ' 
manipulate the"currency machinery for their. own ends. 
I say let them do as America does. Let the Government 
give the gold out here on demand, and leave it to the 
banker or the merchant who may have applied for it to 
ship it out himseH. Government has no business to do the 
work of shipping agents for exchange bankers. U 
Mr. Webb is sincere. let him join us in asking that the 
Government should place us in the same position in the 
matter of gold exports as America, '.e., give the gold 
here at the rate of II'30 grains to the rupee to those 
that ask for it, and leave them to look after its export. 

The extraordinary way in which these sales are con
ducted is not approved even by Mr. Webb: What the 
Government is doing is tantamount to selling go~d in 
London at II-30 grains to tlie rupee or r6 rupees to the 
tola. Does Mr. Webb know this 1 Does he appre
ciate the true bearings of this action 1 If his fum 
was dealing in wheat and holding large stocks, and 
if the price in Karachi was Rs. 9 per cwt., and yet one 
of his Managers sold heavily at Rs. 6 in Bombay. what 
would Mr. Webb say? If this Manager made a heavy 
loss and paid it out with moneys of Mr. Webb's own 
firm, what would he say l Would Mr. Webb allow his 
Bombay Manager to bear the market against his own 
firm and with the firm's own moneys? The Indian 
Government is now doing something very similar. It 
is selling gold in London at Rs. r6 the tola, knowing 
full well that in Bombay they could get Rs. 22 for it, 

. and they are usin/( India's own resources to 'make this 
operation successful. 

Mr. Webb thinks the talk of "organised loot" de
plorable. Now he knows that the Secretary of State 
has sold some £23 million of Reverse Bills, a great 
part of which has been sold at seveiai pence over G0-
vernment's own rate at the last sale. It has mainly gone 
into the pocl<ets of bankers and merchant prinoes 
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as the Go vernmen t by asking a margin of 30 to 70 lakhs 
for a possible allotment of 2 lakhs has taken care that 
no one else should get these profits. Mr. Webb ought • to know that as soon as Englallli resumes specie pay-
ments the pound sterling "ill again be even under the 
new ratio now adopted equal to Rs. 10 each. Then why 
this sacrifice? \Vhyare the::.e merchants and bankers 
given an opportunity of making enormous profits at 
India's expense? Mr. Bomanji calls it "loot." Will 
Mr. Webb be good enough to tell me what the right 
"",ord should be to describe the feast now laid out be· 
fore our merchant millionaires and our exchange ban· 
kers by our benign Government? 

I hope Mr. Webb will not in replying try to tell us all 
about the necessity of these Reverse Bills in general 
terms. I have. indicated the test. Let him apply 
it, and show that the demand for these hills is genuine. 

Your::;, etc., 

B. F. MADON. 

Meanwhile The Times of [ .. dia had, in a leading article, ap
pealed to the public to assist in the formation of a definite 
cnrrency policy. This brought forth the following letter from 
Mr. Bomanji:- • 

TO THE EDITOR OF THE TIMES OF INDIA. 

Sir,-In the leading article in The TimNi oj [ .. diu 
of the 14th instant an appeal is made to the publie 
to assist in the formula,tion 01 a definite currency 
policy. 

The defenders of the Majority Report allege that 
o" .. ing to the Finance Committee of the India Office 
being out of touch with the market situation, they 
foolishly launched the majority recommendation at a 
wrong moment. This argnment is untenable, because 
later on the New York exchange rate after touching 
3" 20 advanced to 4'05, but the demand for Reverse 
Councils did not abate. It is no use blaming the fossils 
on the Financ~ Committee, hut the trouble is that the 
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Majority Report is fundamentally wrong and is an 
outrage on currency and exchange principles. 

The United Stat~ became a free market for gold 
in June 1919. aId the need of raising exchange from 
IS. Stl. to 2$. IOtl. was absolutely uncalled for and 
clearly a manipulative operations on the part of the 
authorities for making India a dumping ground for 
British manufactures and for evading payment in full 
01 its produce and of its assets which had accumulated 
in London. On rearling the evidence before the Cur
rency Committee I came to the conclusion that the 
whole affair was merely a put-up job. What justifi
cation was there for Sir Marshall Reid. Sir James 
Brunyate and Mr. Goodenough. who were members of 
the Finance Committee of the India Office and whose . 
administrative policy was to be inquired into. to sit in 
judgment on the Currency Committee and give a verdict 
on their own acts? As Mr. Ewart S. Grogan summarises 
in his masterly letter in the Times of February last, 
the whole affair must have been a piot to whitewash 
the Indian Government and the India Office. The 
bucket of whitewash from the unofficial members of 
the Currency Committee cannot obliterate the stains 
of the:. grave injustice done to the people of India by 
the autocrats of the India Office and their confederates 
in this country. The financial administration at the 
India Office appears to be in dangerous hands and there 
ought to be a parliamentary investigation on the subject. 

Silver is now being sold in London much under 68tl. 
and I say that the time has come to immediately lower 
the rate of exchange from two.shillings gold to IS. 811. 
gold by Taising the acquisition rate for imported 
sovereigns from 10 to 12 rupees. After a period there 
is little doubt that silver will considerably decline. 
and the time will come for further loweriug the ex
change to IS. 4tl • • 

There is no record in the financial history of the 
wcrld of a change in the cUl~ency law whereby the sta
tDtory unit of value is altered so that the relation be
tween the debtor and the creditor is distorted by 50 to . 
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70 per cent. in favour of the creditor. By altering the 
external ratio of the legal standard for money payments, 
India is made a dumping ground for Manchester goods 
at rising sterling prices. The tillte has come for every 
member of the Indian Legislative Council to challenge 
the right of the officials to change the external or in
ternal ratio of the sovereign to the rupee by executive 
orders. The Gold Import Act has been used in a higb
banded and arbitrary manner. Its recent prolonga
tion has only been brougbt abont by forced official 
majority. If Government wants this objectionable 
Act to remain on the Statute Book for a few montbs it 
can only be for lowering tbe rate of exchange by 
raising the rate of imported gold. 

The miIlowners of Bombay are rigbt in protesting 
against the raising of excbange and wben world prices are 
deJIated, maRY of tbe industries of India will be ruined 
arid tbere will be scarcely any outside market for toe 

o export of our produce and our manufactures. Unless 
Government reverses the policy and gradually raise the 
acquisition rate for imported gold, India, which is a 

o creditor country' will presently be a debtor or even an 
insolvent country. The Secretary of State from next 
year will perhaps bave no funds in London to meet his 
obligations. Out of approximately one bundredmillion 
sterling assets belonging to India, over twenty-five million 
sterling bave been already transferred at beavy loss. 
Before tbe end of the present year there will be prac
tically no sterling reserve left in England if the present 
demand for Reverse Councils continue. 0 Week after 
week the sterling reserves which bave taken a quarter 
of a century to accumnlate and whicb are credited in 
our accounts at tbe rate of Rs. 15 to tbe sovereign are 
being squandered at lightning speed at the rate of about 
Rs. 8 to tbe pound by tbe sale of Reverse Council Bills 
at extravagant rates. The sale of such bills, as the In
dian people have over and over again demanded, sbonld 
be immediately stopped. 

Government favours the millionaires by demanding 
so per cent. casb deposit on Reverse Council tenders 

1 
I \ 
I . 



58 
log 

and declines to allot if the allotment comes to under 
£ 5,000. This transparently "unfair dodge, besides causing 
discontent, acutely disturbs our money market. As 
if the whole policy of the Reverse Council Bills and 
the method of allotment were not bad enough, the 
Goveniment are locking up the Reverse CotIIlcii applica-

" tion depOsits of 50 per cent. for three days of the week 
at a time. No sane financier with any responsibility 
would think of introducing such a disastrous innova
tion. Is the money market of lndip to" be strangled, 
and are Indian Commerce and Ind ... tries to be jeopar
dised to force on us the exchange policy which has 
totally broken down? I shall not be surprised if 
banks and mercantile firms come to grief and if the 
foundations of our credit system give way. There 
are indications that if the present suicidal exchange 
policy is further persevered in, Government will not 
be able to borrow a single rupee from the market this 
year and it may eventually drift into bankruptcy as 
Indian Treasury Bills will not be' renewed and cash 
payments will be demanded for the War Loans maturing 
this and next year. There. are at present over 50 
crores of Treasury Bills and" the War Bonds that 
fall due this y~ are 19 crores, and the next year 
Government will have to meet War Bonds falling due 
to the extent of 25 erores. To my mind, the author
ities are playing a desperate game to enforce the 

, exchange policy which is bound to fail, and which some 
" of us who have studied it, have all along maintained, 
. was bound to fail. Merchants are unable to get 

accommodation at present at 10 per cent., and there 
are people who say that the bank rate will yet go up 
considerably. " . 

The whole of Incfu. protests against the Budget' 
that has been recently published to hood-wink the 
public. I state with utmost emphasis that if the 
present" "-isastrons policy is further pursued; there will 
~ heavy deficits next year and there will be a terribll! 
and pressing programme of taxation. I venture to 
predict that next year the refoAlled Council of India 

: 
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will have to put up something like 5<1 per cent. duty 
on all imports. There will be nQ shibboleth of Im
perial preference whkh is a disguised fonn of saying 
that Indian products '!lre to be distributed amongst 
the other members of the Empire at low rates or 
that the Blitish manufactures are to be dumped into 
India on a preferential basis. The organised loot of 
which I have spoken goes on at both ends. and it does 
not require any great foresight to say how it will 
affect India. The people of India hl've already 
demanded that all losses on our Reserves and on the 
.selling of Indian produce will have to be made good 
by the British Treasury. and accruing losses will remain 
as an accoant current. and will have to be ultimately 
repaid at compound interest. India is a full member 
of the League of Nations and is entitled to appeal of 
other mem hers of the League against the currency policy 
forced by the Secretary of State in the teeth of strenuous 
opposition of the Indian people. 

I suggest that the present ruinous experiments with 
our Currency and Exchange should come to an end. and 
the 'Old rate of IS. 4d .. be worked up to by gradual stages: 
Meanwhile. all pUrchases of silver and gold should be 
made by open tender. The preseut Currency policy of 
the Government is now being keenly followed and 
studied by the Indian people at large. and I warn the 
responsible officers <Jf Government to beware in time. 
as the blind faith that Indian people so far had in British 
sense of justice and fair play is being rudely shaken. and 
any gain that Britain may seek to make out of our 
sterling .. eserves and tr:ide policy will be most dearly 
purchased. 

S. R. BOJlAlfJI. 

Whether as a result of the agitation or for some other 
occnlt reason the amount of ReverSe Bills offered which 
was £2.000.000_ at the first sale and as much as £5.000,000 
at the second and £2.000.000 weekly thereafter was now 
reduced to £1,000,000 for the sale of the 29th April. 

II 
'I 
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So far the lead m the agitation against th~ report was 

taken by the Indian Merchants' Chamber. But now we 
find the Millowners' Association through its president 
taking up the cudgels. The following summary of it by 
the B"",bay Clwonw.. is worth quoting :-"-

• .. Mr. Rahimtulla made up for the deficiency of his .. 
association by the strength and vigour of Iris remarks 
regarding the exchange policy of the GovemmenL 
The Government made a great pomt of giving to the 
Bombay textile industry 4 per cent. preference by not 
raising the excise duty to the new level of 71 per cent. 
tariff on the imported piecegoods. Mr. Rahimtulla 
well asks the Government if they do no\. realise' that 
they have now given a preference of, about 80 per 
cent. to Lancashire goods against the Indian indi· 
genous products. The summary of the main conten· 
tions of the Association mentioned by Mr. Rahimtulla 
is worth reproducing here ":~. 

(I) Free uPport of gold into this country recom
mended by both the Majority and Minority 
Reports and asked for by the Association 
has not been yet secured and the artificial 
and arbitrary restrictions are still placed 
on the private imports of gold. 

(2) Enormous loss is bein~' incurred on India's' 
accumulated resources in England by the rate 
at which Reverse Councils have been sold. 

(3) The high rate of exchange by reducing the 
volume of prices of exports has red\lced the' 
consuming power. of the ryots. 

(4) Change in the established standard ratio 
of Rs. 15 for a sovereign is·fraught witilthe 
gravest barm. 

(5) Owing to the stringency in the money market 
consequent On the sale of Reverse Councils 
tliere is being withdrawn capital from the 
country and the export and import trade of 
the country is being paralysed. 

(6) The manner of selling Reverse. Bills was ~t· 
unsatisfactory both with regard to the rates 
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at which they were sold and the manner in 
which tenders were received and allotments 
made. 

It may be said to the credit of the ~arachi Chamber that
while it supported the new currency policy of the Government 
it protested very strongly against the way in which Reverse 
Bills were sold and therefore the foUowing protest of theirs 
coming as it does from an avowed supporter of the 
Government deserves to be noted here. In the minutes of 
a conference they had with Mr. Hailey we find them 
remarking as follows with reference to the rate based on tlie 
American cross rate. They say: 

.. This basis, thongh admirable from a purely 
ilieoretical point of view, led to undesirable results io 
practice. It means that the Government of India 
were selling pounds sterling every week 00 terms far 
more favourable to the public than the public them
selves asked for thus encouraging the wildest. specu
lation by rank outsiders who are neither merchants 

. nor bankers. Measured in gold, the paper pound 
sterling was now at a considerable discount. It wollld be 
probably be some years before paper pounds and gold 
pounds (or sovereigns) again stood at par. It was, 
therefore, a policy of perfection for the Government 
of India to attempt at thi.. stage to base Reverse Coun
cils 00 gold rather than pounds sterling." 

The remedy proposed by the Chamber was compe
tition rates while Mr. Webb persooally favoured fixed rate 
that could be gradually moved up to ultimately be in line 
with the market rates. It was not long before they 
had the good sense to see the futility of either and at a 
special general meeting of that Chamber on the· 19th May 
they 

.. Unanimously resolved that continued sale of Re
verse Councils, at rates based on gold, serve no useful 
purpose but merely dissipate the sterling resources 
of the State. The Chamber therefore urged that 00 

further sales be made above IS. un d. per rupee 
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for immediate· transfers, and IS. Ilti d. for defer
red transfers and that Government should make clear 
in an announcement that at these rates they will sup. 
port the rupee with all the resources at their command." 

This had already been indicated by Mr. Yadon as the . 
ooly sensible course for the Government even if they weft 

bent upon forcing their new ratio upon the countiy . 

• 

• 
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THE -FALL IN SILVER 

The high price of silver and a probability of its con
tinuance for years at * % per oz. had been put forward hy 
the Currency Committee as an important ground for rais
ing the rupee to 2 shilling gold. However very shortly after 
the publication of their Report silver began to ~ and 
already in Iune %920 (i.e., four months after the Jlbblicatioo 
of the Report) it was in the neighbourhood of 8S cents. 
This led to the following letter to the Press by Mr. 
Madon on 15th June 1920:-

Sir,-The Currency Committee's Report in which 
they recommended the change of India's standard 
unit is full of specious arguments to justify the wrong 
they were proposing to do to India and one of the prin
cipal arguments 00 which they bave laid great em
phasis was tbe need of saving India from "inconver
tibility." They told us that there was an enormous 
demand for silver, that silver was bound to remain 
very high for many years that, in any event, it could 
not fall below $ 1 per oz. on account of the Pitmann 
Act, etc., etc., and then told us that therefore ouly a. 
2 sbilling gold rate could save us. 

Hardly bas the ink been dry on this Report when all 
this fine house of cards has fallen to the ground. I 
have already pointed out on a previous occasion that 
it was foolish to base <lur plans on the Pitmann Act 

. as it was likely to share the fate of the Bland ind Sher-
man ~ as soon· as the Republican party came to 
po~ But we ha.ve not had to wait even for the 
Republican party. While the regime that passed the 
Pitmann Act is still in power, we find silver in New 
York down to 85 cents and the American Treasury 
trying to get round its obligations under the Pitmann 
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ACt' by. ru,')(eBS, Montagu tell us, laying down very 
stringent regulation as to what silver would be consider
ed as of American origin. 

So much for the Pitmann Act and the New Yort 
market. What do we see in London t Notwithstand-

• ing all the talk of a famine of silver for years, we find 
silver a drug.in the market within six months of the 
issue of the Report. nus was inevitable sooner or 
later, because the power of China ap.d India. to buy 
silver depend.ed on their continuing to have very 
favourable balances and their balances would be less 

•
less 'favourable as commodity prices d. eclined. 
rapidly the change can occur we have seen in the 

past two months when in spite of purchases by the 
Indian bazaar, the silver market has collapsed owing 
to China turning a seller instead of a buyer. 

Now what I wish to ask is this. One of the mO\lt im
portantargumentsin favour of the change to 2 shillings 
has fallen to the ground. In fact silver at 45d. sterling 
is really at 36 pence gold. In other words.there will 

. again be very considerable profit on the coining of rupees 
even at the old ratio of Rs. IS to the sovereign. 

nus so-called Currency Committee bad not a single 
.bOund currenCy argument in favour of the change it 
proposed. It made the most of the argument of con
vertibility althc;>ugh its members must have been quite 
well aware that true convertibility cannot be into tokens. 
The Government put this most harmful recommenda
tion of the Committee immediately into effect in most 
indecent baste. P,"haps~eywere afraid lest something 
should happen to markets to bring their house of cards 
to the ground. But, m~t unfortunately fo{ them 
both, this collapse in silver has come far quicker than 
they might have reckoned 00. What pretext have 
they now for continuing the 2 shilliDg rate! If they 
were sincere in their professions of anxiety to maintain 
convertibility, here is their chance. Are they buying 
any silver for coinage now! If convertibility is so 

. essential they ought to seize this 0pllOrtunity When 
China is out of the market. 
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AI!o, what are they going te do about the rate for 
the rupee' Are they going to stick to the n_ rate' 
If so why! 

One of the funniest conclusions of this woaderful 
Committee, of experts was as follows:-

.. If contrary to expectation, a great and rapid fall 
in world prices were to take place, and if the costs of 
production in India, fail to adjust themselves with 
equal rapidity to the lower level of prices, then it might 
be necessary to consider the problem afresh." 

They evidently thought that a standard IIfipalue 
was a thing that could be moved up and do_to suit 
the exigencies of different states of trade. They would 
never have dared to suggest such a thing for England, 
but India is evidently fair game for currency' experi
ments. However what I· want to emphasise is this. 
Deftation has hegon and will shortly go much fnrther. 
How is India to rapidly adjust its costs of productiou 

, to the lower level of prices 1 Is it by cutting down 
. wages 1 Does anyone think this feasihle 1 If not, is 
it not time to cry halt before we proceed fnrther in 
the direction of the change in our standard unit. 

B. F. ~lA.DON. 

This was followed up by a stroll3 telegram by the IndiaD 
Merchants' Chamber in the following terms:-

,. The Committee of the Indian Merchants' Chamber 
very strongly protest against the continuance of the 
sale of Reverse Councils.' The difference betweeu t1Ie 
rate at which bill. were sold on the 15th instant and 
the market was as m...:b as 8 pence per rupee, entailing a 
loss of over thirty lakhs of rupees on the cOuntry in this 
one sale only. The Committee further point out that 
the object of supporting exchange, which Government 
claim to have in view, has altogether failed and there 
has been a far greater want of stability since the 
present policy was inaugurated. The Committee fnrther 
beg to draw Government's attention to the present 
rate of silver which makes it possible to secure what-
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ever silver may be required for coinage and still maiD
tain the old ratio of ft1teen mpees to the sovereign. 
The Committee urge that in altogether changed posi
tion of the silver supplies and prices the necessity for 
any change in India '5 standard unit of one-fifteenth 
of the sovereign no longer remains. They therefore 
urge an immediate revision of Government's. preaent 
policy and a reversion to the old ratio." 

I 

• 
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RATE OF REvERSE BILLS FIXED 

. AT is. l1~d. 

The latest protest of their friends from Karachi seems 
to have been eiective because the Government notified 
on 2Ist June 1920 that '\nus would be hereafter sold only at 
this rate. It was belated wisdom and the measure came 
too late to prevent the mischief. Already the sales had 
dislocated trade and the market rate kept going lower 
and lower. The policy of continuing the sales was strongly 

. ~ondemned in a leading article of the ChrOflicle which we 
shall quote here ;-

The Government of India cannot be complimented 
·on the arguments put forw3.lll in the Finance Depart
ment communique which they issued yesterday re
garding the sale of Reverse Councils. They learnedly 
talk of not dissociating the solution of the question 
from the policy adopted in regard to gold, but this 
is all mere camouflage as it is evident that the stress 
of circumstances has compelled them to depart from 
the absurd policy hitherto followed of fixing the Re
verse Bills rate according to the New York cross rate. 
The rate is hereafter to be I-nlt, which is much 
below the parity of the New York rate, and the adoption 
of this rate is tantamoWlt to the admission that .the 
policy hitherto followed of selling Reverse Bills at the 
parity of the cro:;s rate was wrong. We welcome even 
this tardy admission that the policy heretofore followed 
was mistaken. We welcome this sign of a return 
to sanity in currency matters though the Government 
have taken four months to see their mistake, and it 
has cost the country eighty million rupees even on the 
basis of 2$. valuation for our sterling securities. Who 
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will pay this loss , AnotheT tadication of a: return to 
sanity is the removal of. the restrictions on the import 
of gold. This step ~ been urged up>n the Govern- , 
ment by many important commeicial bodies, both 
European and Indian, and its .adoption will place our 
currency position on natural' foundations. But why 
should the Government insist on ~e continuance of the 
restrictions on the export of silver I What good purpose 
does it serve' Evidently the advisers of the Govern
ment do not yet underStand their mUch-belauded 
gold exchange standard system. For, if they did, 
they would have removed the .... trietion on the ex
port of silver without any further delay. They admit 
that the present weakness of exchange was due to 
lack of support from the '''pori market. They should, 
therefore, have understood that it was the ."porl side 
of our trade that needed strengthening not the import 
side; and that India should be helped to export (sell) 
whatever commodities it had to sell including silver. 

Again, Government seem to have only now awaken
ed to the existence of illicit imports of sovereigns
and of do1Jars. They, therefore, declare that after 
·rzth of July next they will not accept sovereigns as . 
the equivalent of Rs. IS. We shall be glad to know 
how many millions of sovereigns have been tendered 
to Government at Rs. IS; it cOuld not have been a large 
amount. We are favoured with the further intima-

. tion that a Bill prescribing the new ratio of Rs. 10 to 
the sovereign is to be introduced into the Legislative 

• Council next September. We sincerely hope and 
trust every Indian member will consider it his duty to 
fight it tooth and nail. Perhaps the protest will not 
be of much a vail. The public are aware of the ruthless 
manner in which the Rowlatt· Bill was forced through. 
The Government may similarly force this Bill through. 
Bnt that, we trust, will not deter Indian members 
from showing unmistakably that India is resolved to 
undo the wrong that Government now contemplate as 
soon as it is in its power to do so. For the proposed 
change of India's standard unit is the greatest wronc 
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the GoVft'llDlent can iniIict on this country. It will 
cut at the income of two hundred millions of the masses 
of this country and unless the mischief is arrested in 
time it will reduce them to pauperism, if not to the 
position of serfs. We earnestly appeal to the leaders 
of the country to wake up to the importance of this 
question hefore it is too late. The agricultural popu~ 
Iation is the backbone of this country and the measure 
means ruin first to them and then, through them, 
inevitably to the country in general, as it i. on the 
prosperity of the agricultural population that the 
prosperity of our trade and industry ultimately depends. 

As for the Government they evidently do not yet ~ 
to have been sufficiently warned by the result of past 
follies and by the loss of the enonnous sum of eig~t 
emres, a sum that could have done incalculable good to the 
country if it had been spent on sanitation or education. 
We are told that the..iJes of Reverse Bills are to he conti· 

. nued. Why? Government have already thrown away 
£36 million at ruinous rates. What good has it done to 
the country? We challenge the Government to show 
how their muddling has benefitted the country. We 
shall, of course, he told that the advantage is to accrue 
in the !uture-:-in the 121 crqres of additional saving 
in the revenues, saving which is not inappropriatelY 
described as a .. loot" of our prodpcers' hard.."..."ed 
moneys. But what we challenge the Government to 
show is the connection between this future henefit 
and the present dissipation of our sterling resources. 
Has the sale of Reverse Bills helped to stabilise ex
change 1 Has it not most miserably failed? Has not 
the policy already cost us eight emres of rupees? . Is 
not this currency lesson already costly enough? Will 
our Currency ollice .. experts" never learn wisdom? 
They should by this time have realised the futility of 
the sales of Reverse Bills. They ought to see that their 
policy cannot he made effective until our exports revive 
and bring back the balance of our trade to the right side. 
Then, and then alone, will Reverse Bills supported by 
such exports maintain such rates as the Government may 
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deem right. Until then, these sales are nothing less than 
a most criminal waste of our resources. The country 
must bestir itself and rise to the reality of the dauger 
involved not only in the present currency policy of the 
Government but also in the action they propose to take 
in September-a dauger that, besides depriving the 
people of the fruits of their present prosperity, spells their 
nltimate econol\Uc ruin. 

The remarks of Tie TittleS of 1 ..... in this connection 
are also interesting as even this impartial and friendly 
critic of the Government is obliged to speak of the syst<
matic plundering and of banks and moneyed interests 
dipping their hands into the pockets of the Government 
week by week. Here is what it sayS in its leading article 
of the 22nd June :-

.. The instability of the Indian Exchange is mainly, 
although not entirely, due to the policy which Govern
ment adopted on the recommendation of the Com
mittee. At the time when the notification embodying 
the principal recommendations of the Committee was 
put in force exchange was weak, but there was no 
demand for Reverse Councils. The attempt of the 
authorities to raise exchange by five pence at one step, 
and then by eight pence to compensate for the fall 
in the American cross rate, produced just the results 
which every capable financier with a knowledge of 
Indian . conditions anticipated. It at once checked 
the export trade and gave a powerful stimulus to im- . 
ports. It at once set up an artificial demand for 
sterling remittance, so that capital accumulated during 
the war might be transferred to London at these halcyon 
rates. It at once set up a gigantic speculation in ex
change. For months past the' ordinary operations 
of commerce and industry have been partially suspend
ed in order that funds might be accumulated to gamble 
in exchange. The banks and the big moneyed interests 
bave conserved their funds in order to bid at the weekly 
sales. Last week thirty million sterling were taken 
off the &mbay money market in tenders for Reverse 



Councils. Government kave been forced into OllIe 

degrading expedient after another in order to cope 
with the illegitimate practices, especially throngh the 
Post Offices, which grew up round these transactions. 
We have called it a gamble but that is the wrong word; . 
it was the systematic plundering of the Indiauex
chequer. The Government has stood immovable, 
whiIstthese organisations of banks and moneyed interests 
dipped their hands in its pockeb week by week: any 
fool with money could make more mouey when Govern
ment sold to the big tenders who monopo1ised the 
supply of sterling bills which could be converted the 
same day into rupees at a profit of from five pence a 
rupee upwards. True, the Currency Committee could' 
not have expected the reversal of the balance of trade 
in favour of India through the decline in the buying power 
of the continent and the financial troubles in Japan, 
nor the sensational drop in the American cross' rate, 
and the subsequent still more sensational fall in silver. 
But it was warned by the dissenting member, Mr. 
Dadiba Dalal, that the Indian export trade could not 
stand th" rate of exchange which it favoured; the 
Finance Committee of the India Office ought to have 
recogoised the disturbance caused by the fall in the 
American cross rate. The discredit for this financial 
myopia must be shared by those interests in Calcutta, 
which encouraged Government in its mistaken policy 
and deluded it with promises of abundant supply of 
export bills. 

"However the India Office has at hist recognised 
its error, but not until immense losses bave been 
sustained by the Indian finances. The course which 
it has now allowed the Government of India to pursue 
is to break away from any present attempt to link the 
rupee to gold and to link it to sterling at the two-shilling 
rate. The rate for Reverse Councils .henceforth is to 
be one shilling and eleven pence nineteen-thirty seconds. 
The rate will be fixed; it will be independent of the 
American cross rate; it will not vary from week to week : 
the amount sold will contin~e to be a million sterling 

• 



65 
a week. Now whilst this is a step in the right directiol! ," 
it is impossible to forecast the result. Exchange is . 
still irregular ; the ultimate rate must rest on the balance· . 
of trade and the market has been so rudely shaken 
by the policy pursued since February that it is pre
mature to anticipate the result of this change of front." 

Hitherto the new ratio recommended by the Curren
cy Committee had only figured in communiques. The ratio 
under the law was still 15 to the sovereign. It was now 
notified that legislation would be introduced at the Sep
tember session of the Legislative Council with a view to this 
The Times oj India in a leading article on the 1st July 
strongly doubted the wisdom of this and recommended that 
no legislative action should be taken without further in
quiry. This is what it says: 

''The Government of India has announced its intention 
of legislating on the subject of the legal ratio of the 
rupee to the sovereign. Hitherto all measures con· 
sequent on the issue of the Currency Committee's report 
have been taken by executive action, and there have 
been few opportunities for studying the policy under-

. lying the Committee's recommendations as a whole. 
Moreover, certainly on this side of India, attention has 
been so largely focussed on the effects of the executive 
action adopted that little serious thought has been 
given to the major recommendations of the Committee. 
But if legislation is to be introduced, these major recom
mendations must be appreciated in all their bearings ; 
we do not want to see legislative action which may 
break down as completely as the notifications which 
the Secretary of State has forced on the Government 
of India. Now in recommending a two-shilling gold 
rupee, the Currency Committee had two great ends 
in view. They desired to establish stability of ex
change under an automatic system; they desired to 
maintain. the convertibility of the note issue. They 
put aside all the various expedients for maintaining 
convertibility through lowering the silver content 01 

the rupee or introducing a new and debased coin, and 
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in this decision the country entirely supports them. 
They were nther obsessed with the possibility of a 
·oontinued shortage and therefore high price for silver. 
They therefore carefully considered what was likely to 
be the highest permanent price of silver, and for 
reasons given in paragraph 43 of their report, chie1ly 
associated with the demonetising of the princi
pal silver currencies in the world, . they calculated 
that the Govemmen t of . India could reckon confi
dently on purchasing the silver necessary to main
tain the convertibility of the rupee at not more 
than one shilling II·36 gold, which would make the cost 
of the rupee, including all charges, two shillings gold. 
But-for reasons which are exceedingly interesting to 
all acquainted with the inner history of the working of 
the Commi.ttee-a very important proviso was introduced. 
The whole basis of the Gold Exchange Standard as 
applied to India is the maintenance of a balance of trade 
in favour of India; it breaks down if there is any con
tinuous adverse balance of trade. In a qualification 
to paragraph 51 of their report, the Currency Com
mittee said that if there was a rapid fall in world prices, 
to which the cost of production in India failed equally 
rapidly to adjust itself, "Indian exports might sufIer 
to an extent which would endanger the maintenance 
of exchange at the level which we propose. In that 
case it would be necessary to consider the problem 
afresh, and take the measures which might be required 
by the altered circumstances." 

Those altered circumstances have arisen, not from 
the causes which the Currency Committee apprehended, 
but from quite other forces which have had the same 
effect. There has been no great faIl in world prices, 
to which the costs of production in India have failed 
rapidly to adjust themselves, a1thongh there has been 
a drop in the values of some commodities; but there 
has been a decline in the buying power of continental coun
tries which before the war were India's best customers, 
and the absorbing power of the Allies, which filled the 
gap under the pressure of war conditions, is now no 

• 
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Jonser sufficient. Simultaneously there has sprung up a 
great demand for capital remittance and speculatiOll 
in exchange, stimulated and fostered by the Govern
ment's Reverse Council Bill policy. There is very little 
support for exchange from the market, nor is any 
substantial support likely to be forthcoming for some 
months, unless the character of the season pennits 
a considerable export of wheat. The demand for gold 
remittance persists, and despite the lowered rate fO!" 
Reverse Councils, there were £76 millions of applications 
for the million offered last week. The Government 
of India has courageously recognised these altered 
conditions by breaking away from the cardinal recom
mendation of the Currency Committee to stabilise the 
rupee at two shillings gold. But is any confidence felt in 
any informed quarter of the power of the Government 
to stabilise Exchange at the new ratio of one sbilling, 

. eleven pence, nineteen·thirty seconds? Already there 
is a sufficient gap between the market rate and the 
Reverse Council Bill rate to justify banks and specu
lators putting up £76 millions for Reverse Councils 
in one week. If the gap widens-and there are many 
signs that it may widen, because of the weakness of the 
market-Government will have no justification for con
tinuing to sell Reverse Councils at a figure substan
tially above the market rate for exchange. The Gov
ernment rate must follow the market rate down
wards, assuming the market rate falls, for whatever 
justification there might have been for trying to stabi
lise the rupee at two shillings gold, which was a clear 
and logical if mistaken policy, there can be no justifi
cation for trying to stabilise it at a point which bears 
·no definite relation to any standard." 

This was followed up by another article on the 13th 
July in which after pleading for the abandonment of the 
sales of Reverse Councils which it characterises as .. a 
gigantic ramp for the spoliation of the Treasury" it __ 
.. what should be the next step?" and suggests that .. tbe 
GovernlJlellt of India should go very olow and should refuse 

.. - -'.;;")1' 
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to commit themselves beyond the itmnedIate needs of the 
situation and then says: . 

"There are !ligns that immense pressure will 'be 
brought to bear on the Government of India by the 
Finance Committee of the India Office to save their 
faces by legislation altering the monetary standard 
in. India. We press, and in this we. have the support 
of the most important financial and commercial 

• interests in the city, that nO further irretraceable steps 
shall be taken without the most anXious mquiry." 

The fear that many of the disastrous steps taken by the 
. Government here were due to pressure from Home is again 

voiced by The Ti ..... of IMia in its leader of the lOth August. 
where it says: 

.. With the recent renewed faU in· the American 
cross-rate, where would India be now if the rupee were 
still .linked to gold at the two-shilling rate I Aud 
finally though silver may be in the dumps and may 
revive, is there any need to calculate on the high price 
of the white metal which obsessed the Currency Com
mittee, or is there any ground for the belief that in 
time of temporary inflation India will be bound to 
come into the market, when the country is turning 
so strongly to gold? Surely aU the!e are very strong 
arguments for a policy of prudent reserve in Currency 
matters; for the definite abandonment, until the situation 
is clearer, of short cuts to a stable exchange. If the 
great business interests will combine· in pressing this 
view on the Government of India, they will be doing 
a public service, for there are ominous signs that the 
Finance Committee. at Whitehall will bring immense 
pressure to bring on the Indian authorities to pre
scribe immediate remedies, instead of leaving the 
position to adjust itself through the medium of an 
open exchange and the revival of the expc1rt trade. ". 

These protests went unheeded and the Government coolly 
proceeded with the proposal to amend the Indian Coinage 
Act and the Paper Currency Act til suit the 2-shilling ram. 
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This brought a further very emphatic protest from the 
same paper in which after recapitulating the situation it 
gPeS on to say'· 

.. Th~ only remedy for these'ilJs is to stop jerry
mandering with exchange hy the sale of Reverse Councils, 
which merely place profits in the pockets of speculators, 
and tinkering with the established monetary standard, 
and leave exchange· to find its natural level. The 
Viceroy intimated the intention of introducing Jegis

·lation to alter the ratio at which the sovereign is legal 
tender from ftfteen rupees to ten rupees, although the 
market price of. sovereigns is now between fourteen 
and ftfteen rupees. We shall await the official justifi
cation for this policy, for the authority of the Currency 
Commission is not worth the paper it is written upon, 
and especially some forecast of the probable effect of 
the decision on the demand for gold in India. Withou t 

. prejudging the issue, on the information before us 
nothing can justify this decision." 

The Bill to amend the Coinage Act was nevertheless brought 
forward at the Council sittings on 31st August. In intro
ducing the same the Hon'ble Mr. Hailey, the Finance Member, 
made a long speech which we give in the appendix. This 
was a studied defence of the whole policy of the Govern
ment and was for want of sound argnment filled with specia1 
pleading. Thus he argued that 

"'With silver at 43 pence the exchange value of the 
rupee @ Rs. IS parity was equal to the bullion value 
. . . . . silver now stands at 61 pence. I remind 
the Council again that at Rs. IS parity the melting 
point of the silver is 43 pence." 

The implication evidently intended to be drawn was that 
silver was at 181i'. above the melting point. The Finance 
Member. either. did not understand or conveniently over
looked the lact that the 614. was paper money price and 
was on that day equal to only 45 pence gold and the melting 
point was 43 pence gold; so that the disparity was not J8 
pence but ouly 2 pence, 

/' 
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Then he turned to the argument of high prices and ..w: 
.. We should omhesitatingly ask for the adoption 

of any device which could help to 5e<:Qre us against
a further increase. and the case would be strengthened 
by the knowledge that such an increase would not be 
normal or justified by Indian conditions. It would 
be due purely to the fact that we were linked up with 
a depreciated currency." 

This coming from the Finance Member at the momellt 
that he held the Coinage Act in his hands was most surpris
ing. because that Act linked the rupee not to the depre
ciated pound sterling. but to the gold sovereign. He 
further did not tcll us why England which was suffering far 
more severely than India from the effects of high prices 
did not resort to this beautifully 1Iimple remedy for reducing 
high prices there by making the pound equal to 12 or 15 . 

shillings instead of 20 that it was at present. 
Another misleading statement that the Finance Member 

made was 

.. Gold in India stands t<>-day at a premium just as 
it stands at a premium in Europe. and we shall not be 
able to issue sovereigns until that premium disap-
peatS." 

This again was' a surprising statement to come from tile 
Finance Member. because when he was speaking. gold was 
quoted in the bazaar at abont 23l rupees a tola and the 
pre-war price was 24 rupees a tola, so that gold was not at 
a premium in India but at a discount. 

The whole speech is full of such fallacies to bolster up 
the wrong headed policy that the Government had been so 
obstinately pursuing. 

Sir Fazulbhoy Corrimbhoy, who had opposed the new 
CUITeIlcy policy of the Government at the Council meetiop 
in the spring. had now resign~, as he was asked to represent 
Indian interests at the BrusseI's Conference. To fill up the 
vacancy. the Government nominated Mr. R. D. Tata of the 
firm of Tata Sons that is so t:IoseIy identified with industrial 
development in Western India, although by no means a 
hostile critic of theGovenun~l't. Mr. Tata felt compelled 
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to protest most strongly against the change of ratio beiog 
made irrevocable by the proposed amendment of the Coinage 
Act and strongly Urged the postponement of the measure 
for at least six months. We give his speech here. 

"My Lord, I rise with your permission to move an 
amendment for the postponement of this Bill. 

" The draft Bill was made public on Saturday and we 
'are asked to pass it in three days. It is a Bill, my Lord, 
fraught with very great financial danger to India, in fact 
it touches its very financial life. To rush a Bill of such 
importance, in spite of Indian protests and without giving 
time to commercial and other public bodies to express their 
opinion on the same is very impolitic. 

"I beg to draw attention to the telegram from the 
Indian .Merchants' Chamber and Bureau, a most represen
tative body of Indian Commercial opinion on the Western 
side of India. They say: 

, The Committee of the Indian Merchants' Chamber 
strongly protest against continuance of sale of Reverse 
Bills as the net amount of about fifty-five million ster
ling sold to date has failed to achieve the objects de
sired by Government of stabilising exchange at two
shilling gold and any addition to the immense loss 
already caused to the country would be unthinkable. 
My Committee strongly urge Government to publish 
the Indian Coinage Act Amendment Bill and the Paper 
Currency Amendment Bill for consideration and opi
nion of the commercial community and pray Goverit.
ment not to proceed with the measures until the whole 
country has had an opportunity of expressing its viewS. 

They are further of opinion that all currency legis
lation should be deferred for at least one year as con
ditions are still too abnormal and unsettled to justify 
any definite action. Any such Bills carried by official 
majority will cause the greatest discontent in the 
country:· 

" What do they want? They do not ask for a with· 
drawal of the Bill, but ouly for postponement until the whole 
country has had an opportunity of expressing its views. 

9 
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Surely. this request is reasonable in a matter so vitally 
aJrecting the conimercial and economic future of India. 
It is what the Chairman of the Bankof Bombay has also been 
asking in the matter of the Paper Currency Amendment 
Bill. which Bill will also have to deal with the new ratio of 
the rupee and th~ .• other recommendations of the Currency 
Committee. . 

.. I therefore propose that the draft Bill be circulated to 
aU the important bodies. and their opinion and criticism 
invited before proceeding with it further. Many promi
nent Indian members are absent from this Chamber. and 
will not be able to place their views before Government. 

" In the Statement of Objects and Reasons it is said 
that it is proposed. as recommended by Currency Com
mittee, to make the sovereign legal tender at the nte of 
Rs. 10 to the sovereign instead of Rs. IS. 

" I do Dot wish at this stage to go deep into the merits 
of the question and the arguments on thi~ measure. but I 
would be failing in my duty to this country if.! let this 
simple and innocent-looking mea.ure p"" without warning 
the Government that what they are now doing may cause 
a very severe financial crisis. and bring. tlle masses of this 
country to the verge of starvation. 

" The Government is doing this' at the recommend:i
tion of the Currency Committee. No other reason for this 
hurried and precipitate measure is advanced. What 
was this Committee's compbsition? Although the question
of exchange and currency mainly affected India. the 
Government ignored India altogether. and appointed a 
Committee 5.000 miles away, composed of only one Indian, 
the rest being Englishmen mostly connected with London 
financial interests which are more often than not at vari
ance with ours. The Committee throughout appeared to 
be obsessed with the idea that the price of silver and the 
prices of commodities were going to stay for many years 
to come as high as they were when it drafted its report. 
Silver had then, been fast rising and had gone as high as 
89 pence sterling. but only a couple of months ago it was 
down to 44 pence and even to-day is about 61 pence. This 
price is expressed in sterling. If we correct it to gold on the 
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basis of the lateSt New York-London ceo,. rate, it works 
out to less than 45 p"nce gold even to-da), 

.. Now I would like to a.<k the Finance Member a ques
tion. Would the Currency Committee have Axed the 2-shilling 
gold rate for the rupee, if silver had gone down to 44 pence 
sterling (say 36 pence gold at the cross rate of the time) 
during their deliberations, as it did only a'ofew months after? 
Surely not, however much they might have ,.shed to re
commend a very high rate. 

" We now find that the only Indian on' the Committee 
Mr. Dadiba Dalal was the only membe! who 'was right 
and the only member who had been able to correctly foresee 
the t«'nd of silver prices. Now that experience has proved 
that his conclusions and the remedies he proposed' were far 
sounder than those of .tile Majority Report. I cannot ,help 
wondering why the Government shodld so completely ignore 
them, and should decide-and compel the whole of fndia 
to .follow-the Majority Report's conclusions and recom
mendatioBsthat have already been so thoroughly discre

.dited bi.tvents. If the Government really wanted to 
solve the Indian .currency and coinage difficulties, they 
ought to ha.ve appointed a commission in India, of whom 

·1I.t least one-half ·soould have been Indians and not this 
hole-and-corner COlnmi!t"" •. which has already been dis
credited by Indian opinion. 

"The Times of [ .. din, in a leading artide in its issue of, 
the 23rd instant rever~ing to the present deadlock in the 
export trade, says: 

'Is there not another side of the question? Is 
there not a corresponding obligation on the part of 
Government to see that their currency policy is one 
which does not obstruct the recovery of export trade, 
nor artificially inflate imports? Since February tbe 
policy of Govemment has not satisfied this desiderata. 
There cannot be the slightest doubt that the misguid
ed attempt to raise exchange at a bound to two shilling 
gold, with tbe tremendous fluctuations which it in
duced, simek a deadly blow at the export trade at a 
moment when it was feeling the effect of the European 
malaise. There cannot be the sligh test doubt that 
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the succeeding eccentIicities have severely handicapped 
every branch of the export trade. The only remedy 
for these ills is to stop jerrymandering with exchange 
by the sale of Reverse Councils, which merely place 
profits iu the pockets of speculafors and tiukering with, 
the established monetary standard and leave exchange 
to find its natural level. The Viceroy· iutimated the 
iutention of iutroduciug legis1ation to alter the ('jI.tio 
at which the sovereign is legal tender from 15 rupees 
to 10 rupees although the market price of sovereigns 
is now between 14 and 15 rupees. We shall await 
the official justification for this policy for the authority 
of the Currency Committee is not worth the paper it 
is written on.' ~: 

.. My Lord, I cannot put the case more strongly than that . 

.. Even the gentleman who drafted the Majority Re
port obviously felt doubtful on their grounds, because iu 
one of their conclusions they say-

, If contrary to expectation, a great and rapid fall, 
in world prices were to take place, and if the costs of 
production iu India fail to adjust themselves with equal 
rapidity to the lower level of price, then it mi~ht be 
necessary to consider the problem aires!>.' 

"My Lord, world prices are already falling. What 
concerns us most iu this country is the price we can obtain 
for our own income crops which have now fallen to very 
low if not unremunerative levels for cotton, jute, tea, hides. 
etc., and we cannot say that we have yet touched the low
.. t level. If this fall contiuues, serious distress may be 
anticipated when the ryot find s he cannot obtaiu a' price to 
::over the cost of production. When such is the state of 
thiugs, is it not dear that it is time to consider the problem 
afresh ? 

" You propose to make the sovereign legal tender at 
10 rupees. How do you propose to make it effective? Will 
you give a _ sgvereign in exchange for Rs. 10? I sup
pose not. Gold is to-day at 231 rupees to the tola, while 
if the sovereign is to be equaI to 10 rupees. gold should sell 
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at Rs. 15-14-I,? ~r tola. How are you going to bridge
over the difference of Rs. 7t or 33 per cent. In the 
ann~uncement of the Secretary of State on the report 01 

. the Currency Comnlittee, he says-

• The lower ratio cannot be effectively introduced 
while a great disparity continues to exist between the 
commercial price of gold in India and the intended 
Mint par of one sovereign for Rs. 10.' 

.. This disparity exists even t<Hlay. Tb.en, where is 
the justification or the necessity for passing this Bill now? 
Does Government intend to take any steps to reduce the 
pr1!.e of gold by Rs. 7! a tola other than selling gold in the 
open market? All their sales of many millions of tolas 
have failed to bave any effect. I see only one way in which 
.they can lower the price of gold, and that is by bringing on 
such a serious monetary stIj.ngency that a terrible financial 
and economic crisis would develop allover India, and the 
people be compelled instead of buying more gold, to sell 
their most valued possessions in the ·'!!hape of ornaments . 

.. If that is the idea of Government, does Government 
calculate the resnlts? Does it appreciate the ruin it will 
entai.l on the commerce and industry of India? 

.. I wonld next ask-how about the masses? Has 
Government reflected on the effect of the change of ratio on 
the income 01 the vast mass of the agricultural population 
01 India, a popnlation extremely poor arid deeply submerged 
in debt? Every ten sovereign's worth of produce exported 
would, under the old ratio, have produced ISO rupees, and 
will, il the new ratio is made effective, only produce 100 

rupees. His dues to the Government and to the Sowcar will 
remain the same in rupees. The surplus lelt to him alter 
meeting these liabilities was meagre enough in even the old 
days. Under the new ratio it is likely to go to a vanishing 
point. I know the Committee argued that world prices 
would remain so high that even at the new ratio the producer 
will not suffer. Their complacency in this respect has been 
entirely falsifted by events within a few months of the pub
lication of their report. Is it right to force the new ratio 
through in spite of these facts? 



.. We are told that what the cultivator loses~.as pro
ducer he will gain as consumer by the cheaper cost ofim
ported goOOs. I have been. at some pains to look into and 
analyse the trade figures for the past year and I find that 
while the exports totalled 30<} crores, the imports totalled 
only 208 crores, of which only some 12 crorts can at most 
be considered to be goOOs more or less consumed. by pro
ducing classes so that while they lose on 30<} crores of "xports, 
they benefit only on some 12 crores of imports. I am 
6rmly convinced that the result will be to rapidly further 
impoverish our already poor producing classes. . 

" Part and parcel of the unfortunate policy now being 
'pursued is the sales of Reverse Bills. Currency is being 
rapidly contracted, and the defence of deflation is set up. 
Even to-day our metallic backing is 58 per cent. of the note 
issue. If you want to make the position stronger, the right 
way is to use the proceeds of our sterling assets in London 
to procure .gold, and to put this gold into our paper cur
rency reserve to stiffen the backing still further. Why do 
we give it away to speculators and then claim that the note
issue is over-expanded and that deflation is necessary? 
Here we have contracted circulation by 25 crores in the 
short space of eight months, while England that has made 
use of the printing press, and where the remedy of deflation 
is really called for, i. walking much more warily. The fol
lowing. weighty words of Mr. Goodenough, Chairman of 
Barclay's Bank, while a warning to financiers in his own 
country, might with good profit be pondered over by OUr 
Finance Department here. He says--

• There is a stringency in the money market greater 
than ysual at this time of year. There is a scarcity of 
credit which begins to threa'ten our manufactures and 
trade and that being so, the attempt to carry the pro
cess of deflation further, and to proceed with great 
rapidity, would be dangerous to the money ·market, 
and prejudicial to our output.' 

" Now, my Lord, I make a personal and friendly appeal 
to the Hon'ble the Finance Minister not to persist in rushing 
the Bill through the Council in defiance of ~ opinion of 
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the Indian commercial community, against the well consi
dered opinion and advice bl the only Indian Member of-the 
Currency Committee, whose opinion and conclusions have 
been so fully justified by events, and in spite of the fact 
that gold still stands in the open market to-day at over 
Rs. 23 to the tola . 

.. What was wanted is not a withdrawal of the Bill, 
but only postponement to the next session, so that it may 
be then more suitably dealt with in the light of better 
knowledge of the economic factoTS that bear on the question, 
and in the light of the opinion of public bodies that may 
then be available to the Council . 

.. I submit, my Lord, that in the present state of the 
cOuntry, and considering the fact that when this Council 
re-opens after the present session, India will have made the 
first real advance towards self-Government, it is neither 
politic nor statesman-like to force through legislation. 
which is contentious and opposed to the wishes of large and 
important classes of the people. 
• .. I therefore beg to move that the consideration of 
the motion for leave to introduce a Bill further to amend 
the Indian Coinage Act, 1<)06, be deferred till the first ses
sion of the Reformed Councils." 

The Government evidently did not care to risk bringing 
the Bill before the Reformed Legislative Councils that would 
come into being early in 1921, and declined to agree to the 
postponement and the amendments to both the Coinage 
Act and the Paper Currency Act were put through, but as 
we know they have remained a dead letter ever since as 
exchange has continued to decline in spite of all the Gov
ernment could do to prevent it. They had already put 
the country to an immense loss in trying to bloster up their 
policy. What that loss was could be seen from some figures 
that ~vernment supplied at the Council meeting on 16th 
Sep¥!m\ler in reply to Mr. Tata's questions. From this 
it appeared that 

[, 45 million bad been sold between 1st February and 
31St August 1920 and in addition [, 3 million has been sold
only upto the end of June 1920 in the ",,-ape of Post Office 
money orders.- Out of these [, 401 million were from the 



Paper Currency reserve and the rest from the balances of 
the Secretary of State. On the 401 million alone the 
difference between the book value and the proceeds realize<i 
here was given as a 231 erores. The difference for the other 
71 million was not glven. but we could easily figure it out on 
the same bases and we shall find that a further 31 crores 
would represent the dillerence in the case of these other 
£ 71 millions. so that the total loss on these Reverse Bills 
operations in only seveu months had come to the tremen
dous sum of 

271 crores of rupees. 
This did not deter the Government in the least, because 
in reply to a further question by Mr. Tata as to whether 
the Government still proposed to continue these sales. The 
reply was that 

.. Government could not nillke at the present mO
ment an announcement as to .the continuance of such 

. sales." . 

Evidently these disastrous sales had been kept up to bolster 
up exchange until the new ratio could be put on the Statute 
Book, because almost immediately after, i.e., at the end of 
Sept~mber it was announced that the weekly offer of ster
ling drafts on London would be withdrawn until further 
notice. To save their face they reserved the right of re
suming these sales when it appeared expedient. The most 
curious part of this communique was the following:-

.. An opportunity of reconsidering the whole question 
had presented itself on the passing into law at the recent 

. session of the Legislative Council of the Indian Coin
age Act rating the sovereigu at Rs. 10 and the Gov
ermnent of India have accordingly with the approval 
of the Secretary of State decided, etc .• etc." 

It Is clear from the above that the India Office author
ities permitted the Indian Government to sUspend the 
sales now that they had achieved their object of putting the 
rupee at 2 shilling confirmed by legislation. 

As might have beeR expected there were very strong 
potests from those import mert;hants and others who had 
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fai1ed to cover their exchange, and in reply to a very strong 
protest from the Bengal Chamber of Commerce urging 
resumption of the sales of the Reverse Bills, which protest 
was supported by the other European Chambers of C0m
merce, the Government said: 

.. They had no intention of resuming the sales of 
Reverse Councils or of gold, and that in reference to 
enquiry made by the Chamber whether it was the in· 
tention of Government to jettison the recommenda
tions of the Cnrrency Committee the Chamber was 
referred to the speech of the Finance Member on the 
introduction of the Bill to amend the Coinage Act." 

The inference to be drawn from the above reply was 
that Government adbered to the policy indicated in that 
speech of making the recommendations of the Cnrrency 
Committee effective. J4r. Madon in a letter to tbe Press 
asked 

.. I wonder if the Finance Department understands 
what it is talking about. Does it appreciate wbat the 
Committee's recommendation, would mean '" A rate 
of 35 pence to·day against a market rate of only.19 
pence. 

In other words the Committee's rate would be 80 per 
cent. over current market rate. What right have 
Government artificially to create such an economic 
npheaval as this change would imply t" 

This point bas remained unanswered so far. M.eanwhile 
Mr. Montagu, in reply to a question in the House of Commons 
from Lieutenant-Colonel Burgoyne who urged a reconsi
deration of the recommendations of the Majority Report, 
said that 

.. the present policy was adopted after full inquiry 
less than a year ago, and in view of tbe abnormal fac~ 
tors mentioned by him, he did not think that a further 
review was now called for.-" 

This showed the determination of the India Office to 
stick to the new ratio at all costs in spite of the great fall 



in commodity prices and in silver and the agitation in India 
which had so far been carried on hy the Indian Commercial 
community DOW assumed the aspect of an important poli-. , 
tical issue, and an important r\SOlution on the currency 
question was hrought forward by Mr. Bomanji at the 
National Congress at Nagpore on the 1st of January 192I. 

Mr. Bomanji moved: 

"Whereas His Majesty's Government of India, hy 
bringing about an unprecedented rise in Indian sterling 
exchange and issuing Reverse Councils in wanton disre
gard of Indian opinion as expressed in the Minority 
Report of the Currency Committee to the enormous and 
serious loss to the Indian export trade, have pursued 
a minous policy conceived in the interests of British 
manufactures with the result that Indian trade and 
commerce have been entirely unsettled and dislocated 
while the British. Treasury h.as been relieved of a sub
stantial part of its indebtedness to India and British 
capitalists and manufacturers have been given 
enormous opportunities for dumping into this country 
goods which could not find their old markets in Ger
many and other countries, this Congress calls upon the 
British Treasury to make good this loss and further 
declares that importers, merchants and dealers of British 
goods will be entirely justified in refusing to. com
plete their contracts at the present rates ol exchange. 
Further, this Congress appoints a committee to be named 
hy the All-India Congress Committee to take steps to 
deal effectively with the situation." 

In moving this resolution Mr. Bomanji made a powerful 
speech and was seconded and supported by Mr. C. R. nas and 
Mr. Narandas Pursbotamdas of Bombay. A brief report of 
the proceedings is given here from The TifM of Il1dill of 
the 3rd January 1921 :-

" Mr. Bomanji said that reverse council bills were the 
cleverest piece of currency manipulation which they had 
ever known. The Congress had been complaining about 

.......................................... -~----~ 
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political wrongs and iniquities, and he would ask them' 
to bear in mind that if ever the true history of the British 
connection with India was written, the economic wrong 
and injustice and spc.liation would be found to be the 
worst chapter in the annals of British history. This 
exploitation had been going on since the days of the East 
India Company. At the end of the war, England was 
faced with the quesiion of finding markets for their 
manufactures. India was the biggest importer of manu
factured goods. It was found that Germany had no 
financial capacity to pay for English goods, and England 
cast her eyes to the East. The only market they could 
turn to was India. Great Britain owed a great debt to . 
India by way of accumulated reserves kept in England, 
and they were put under the necessity of having to wipe 
this debt out and also to find a market for her surplus 
goods that had been going to Gemany before the war. 
When the Currency Commission was appointed they had 
already made up their minds as to what to do, and the 
commission ouly confirmed what had been already re
solved upon, and hit upon a most mischievous retrograde . 
measure of successively raising the sterling E'xchange to 
payoff the debt of India by selling reverse councils of 
55 million sterling. The 'debt to India had been paid at 
from Rs. 10 to Rs. 7-8 instead of Rs. 15 to the sovereign. 
India had lost £25,000,000 on tbat one transaction. 
There was also a loss to ber trade. .The manipulation of 
the currency be called .. Organised loot" and .. Legal
iIed plunder ". Mr. Dalal's minority report bad proved 
to be a cry in the wilderness. By the manipulation of 

, the currency a deception and fraud had been practised 
on the people of India with regard to trade. On account 
of this exchange position they were face to face with a 
dislocated trade, disturbed money markets, and practical 
bankruptcy in the country. This country had been 
converted to a dehtor country instead of creditor. The 
docks of Calcutta, Bombay and other places were full of 
goods, which the merchants could not take over and which 
had been ordered on the basis of two shillings in the rupee. 
When the goods arrived in India exchange came back to 

.. 



IS. 64. in the rupee. This loss to the Indian merchants 
and traders was due entirely to the policy of Govern
ment. Merchants would therefore be justified in break
iQg their contract, as they had been deceived and defraud
ed by the Currency Commission's pronouncement. But 
for that deception the people would never have ordered 
goods ; the British treasury should therefore make good 
the loss to India. The economic and financial wrong 
to India was far more than the political wrong that had 
been done to them. That was the reason why 25 per· 
cent. of the Indian population were starving and could 
not get a square meal a day. India had been taught about 
the loot of the Moghuls and Mohamedans, but that was 
nothing compared to the organised loot and legalised 
plunder that was going under British rule from day after 
day and year after year. (Cries of .. Shame.") Were 
they surprised in these circumstances that India, one 
of the richest countries had not suffered from the 
loot· by Nadirshah to the same extent as they did 
to-<lay ? 

Mr. C. R. Das, while endorsing Mr. Bomanji's views, 
said they were plundered in two ways by the 
Government: firstly, by wiping away the debt owed to 
India; and secondly,' by inducing merchants through 
deception iP order goods at two shillings rates. 

Mr. Narain Das Purshotam, supporting the resolution 
said that on the one hand India was paying fourteen 
rupees sterling for foreign goods on the other she was 
being paid rupees seven to ten to every pound st-rling 
for her goods and for the payment of England's debts to 
her. 

The resolution was put and carried." 

With this resolution of the Congress, the Currency Ques
tion has become a national question instead of a matter that 
merely interested a handful of merchants. The controversy 
has now entered on a new phase which it is too early yet to 
attempt to put on record here. So we shall close this work 
by brie8y summarising the position as it stood at the 
commencement of the year 1921 . •• 
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. CONCLUSION. 

The position at the beginning of l<pl was that-

I. Reverse Councils were sold to the extent of £5S 
million" 

2. $everal additional millions had been sold through 
the Post Office. 

3. Some 35-40 crores of loss has been incUITed on the 
above. 

4. Additional loss has been incurred on the sales of 
gold at cheap rates in attempts to depress the local 
market for gold and thereby prepare the way for the new 
ratio of 10 to the sovereign. N<i official figures of such 
loss are yet available. 

5. Government first, insisted that their rate based on 
gold was the correct rate and sold Reverse Bills as high as 
25. lId. Then they based themselves on 25. sterling and 

, finally abandoned all attempts to support the rate and 
market has dipped as loW as IS. 2Id. 

6. Importers based themselves on the Government's 
rate and ordered out goods that at sach rate looked 
cheap in rupees and now refused to meet drafts exeep! 
at Government rate of 25. 

7. Very heavy losses are there by bemg incurred by 
the Commercial community of this country over and 
above the enormous amount lost by Government through 
its own gold and Reverse Bills operations. 

The problem before the country is how to bring the conse
quences home to the men who were responsible for it and 
what to do to a void a recurrence of similar disastrous opera
tion in the future. That they will recur (unless effective pre
cautions are now taken) is certain because in his speech intro
ducing the budget for 1921-22 the Finance Member has made 
the following most extraordinary statement. He said (para.43) .. 



" When we return to a more normal state of affairs, 
there must be a balance of trade in India's favour and 
tulles> that balance be satisfied by the sale of Council 
Bills exchange must rise. Then and tl()t till then will in 
our opinion be the psyclwlogital """""" to make full lISe 
of our sterling reserves." 

The italics arc ours. If ahove means anythieg it means 
, that Government proposes to again sell Re"erse Bills when 

exchange is not falling and we<lk but rising and strong. They 
c\idently mean to make a bonfire of another 20-30 crores of 
rupees, to upset trade for another few months or years and 
to bring ruin to other and a much wider'circle of people in 
this country in a mad attempt to establish their 2S. rate. 
The country must see to it that no such attempts are made in 
the future. The country must also insist on knowing who 
are the men behind the scenes that have been really respon
sible for all these disasters. There is in this connection a most 
significant passage in the Budget speech above referred to. 
The Finance member said (para. 7)-

.. We have frequently been asked to explain how far 
the persistence in the selling of Reverse COtUlciis on the 
system first adopted was due to our deliberate choice or 
how far the responsibility lay' with the Home Authorities 

[ r"{iTet that it is not within the power of 
Govet'1I.ment to anst.o:'er these inq·uiries." 

\\by this concealment? The country has a right to 
l.'tlOW whose advice it was that led the Secretary of State into 
this disastrous course. It has a right to insist that our future' 
currency policy should no longer be subject to the control 
and guidance of men that have so egregiously failed and have 
put (he country to such enormous losses. It is now pleaded 
in defence tl,at India's position is not unique and that similar 
'Upsetting of trade and of exchange has occurred all over the 
world. This defence is deliberately misleading and conceals 
the important fact that in no other COtUltry has its pre-war 
standard unit been changed and that in no other country has 
a similar attempt been made to put exchange up. by artificial 
means. I t will be seen from the earlier parts 01 this book that 
the strongest possible protests were by the Indian Commercial 

,. • 
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community against lhe Government action and such protests 
were regiStered immediately upon the announcement of the 
policy. To-day' after an egregious failure after tremendous 
losses the Government say they must allow things to take 
their course and wait for a natural recovery of India's balance 
of trade. It will be seen that this was pointed out to them at 
a very early:tage and they went on in contemptuous defiance 
of all such protests. The country must not therefore, be 
beguiled by talk of other countries being in a similar position, 
but must see that the culprits whoever and wherever they are 
are brought to book. 

It has been shown in the earlier part of this book that 
the Currency Committee's arguments recommending the new 
ratio were all false and misleading. The country must see 
that steps are immediately taken to revert to our pre-war 
standard unit of 15 to the sovereign and that the amendments 
made in the Coinage and Paper Currency Acts are immediately 
repealed. 

75 



APPENDIX I. 

MINORITY REPORT OF MR. DADIBA DALAL. 

Reccmnwoulatwn. 

Mr. Dadiba Merwanji Dalal writes a Minority Report 
in which he says ;-

x. I regret that the divergente of opinion between my 
colleagues on the Committee and myself on vital 
currency principles is SO great as to render it impos
sible for me to concur with the views of the majority. 

2. The tragedy of the great war in its world-wide 
effects has dealt very unequally with different countries. 
To India as a whole it brought a period of great economic 
prosperity, because India was able to supply produce 
and mat{"rial which were urgently required in connection 
with the prosecution of the war, besides a full active part 
in the conflict. Notwithstanding this prosperity, which 
might have been expected to increase her financial 
strength, India has been called upon to face.a veritable 
revolution in her currency arrangements which must· 
cause widespread and lasting hardShip amongst the 
masses of the people of India. 

3. This revolution has been brought about by the 
executive action of the authorities by means of raising 
the sterling rate of exchange. The only occasion on 
which this Committee were consulted regarding the 
changes made was when the rate was altered from 25. 

----------------........ ~ 
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to 2$. 24. Against this alteration I felt it to be my duty 
to protest. 

4. The rate of exchange was raised by stages from the 
normal rate of IS. 4Jl. 111> 2S. 4Jl., and the reason assigned 
was that, owing to the rise in the price of silver, the 
bullion value of the rupee was above the rate fixed from 
time to time in relation to sterling. But that reason 
cannot be held to be the sole reason, since even if the 

: price 01 silver should falI, the intention is to maintain the 
rate of exchange at a much higher level than IS. 4", 

5. I cannot acquiesce in the great change in the 
. money anangements of india which must accompany 
.this alteration in the rate of exchange. The legally 
established money standard is the sovereign, with rupees 
definitely related thereto at the rate of 15 to I. That 
standard ratio has been broken by the raising 01 the rate 
of exchange, and I hold that it is vitalIy important that 
that ratio should be maintained. 

6. . In my opinion the reason given for raising the rate 
01 exchange is altogether inadequate. The rise in the 
price of silver could bave been prevented by removing 
the embargo on exports of silver from India aiter the 
war bad ended, and it was aiter tbe war that tbe greater 
part of tbe rise. in exchange was brougbt into force. 
India could oasily have spared silver for export; such 
exports would have been profitable to ber, and they 
would bave prevented the great rise in the price of silver 
upon which so much bas been made to depffid through 
the raising of the rate of exchange. It was chiefiy 
because the export of silver from India was prohibited. 
and because India was made a potential buyer instead 
of a seIler, that the silver markets were inflamed and the 
price was raised. 

7. Even if silver exports from India were not con
sidered desirable there was still no occasion for raising 
tbe rate of exchange after thewar because of the rise in 
the price of silver. It would only have been necessary 

10 
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to stop the sale of rupee bills by Government in excess 
of their own Treasury requirements and leave the 
balance of trade to be adjusted by other means than 
silver. . '-~ 

THE PAPER CURRENCY. 

8. There was one important obstacle to the removal 
of the embargo on silver exports. The paper currency 
had been heavily watered by the issue of notes not backed 
by coin but by British Treasury bills held in London. As 
a war measure and a temporary expedient to meet the 
dilliculties of the time this might have been excused. 
After the war. however. this temporary expedient had 
the effect of blocking the removal of the embargo on 
silver exports by providing the only strong reason for 
retaining it. namely. the protection of the paper currency 
coin reserves against withdrawals of silver for export. 
This temporary expedient. therefore. turned to the 
permanent disadvantage of India when it provided a" 
reason for retaining the embargo. But the necessity for 
protecting in this way the paper currency coin reserves 
was due to the very artificial conditions created by the 
extensive watering of the note issue. and consequently' 
the need for the embargo was artificial. 

9. As long as a world-wide emhargo on gold exports 
existed a rise to some exten t in the rate of exchange 
could not. perhaps. be temporarily avoided; but when 
the United States became a free market for gold on the 
9th June 1919. and the gold production of South Africa 
became available to the highest bidders in London from 
the 18th July 1919. the need for further raising the ex
change rate from IS. 8tl. by four stages to 25. <!d. was 
absolutely uncalled for .. 

10. These new currency arrangements must, if conti
nued. have disastrous consequences to India and to the 
people of India. They must seriously disturb the rela
tions existing between creditor and debtor. They will 
cause dislocation and a •• t-back to several Indian 

= 
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industries and vast continuous losses on the exports of 
Indian I'roduce. There is a danger of India's balance 
trade of turning against her and so checking her pros
perity. And it should be remembered that between roo 
and 200 millions of people live on the brink of stafVlltion, 
and a great permanent change in the. rate of exchange 
must ultimately bring intense distress to miUions of the 
helpless masses. A fixed high level of exchange must also 

~ eause enormous losses in the rupee vahie of the invested 
reserves in sterling securities and of gold held as part 
<If the metallic reserves against the note issue. It will 
also cause a colossal loss if the sovereigns now held 
by the Indian public, estima.ted to amount to about 
.50,000,000, have to be redeemed at the statutory rate of 
IS rupees to the sovereign. 

II. In my opinion the gold exchange standard as 
applied to India is entirely discredited as a currency 
system intended to meet Indian conditions. I make 
.,very allowance for the diJlicuities which it had to 
contend with during and since the war, but the raising of 
the rate of exchange after. the war was wholly unneces
sary. The people of India have strong objections to the 
purchase of silve!' at the present inHated and thoroughly 
artificial price. 

RElfEDIES. 

12. I discuss in detail below these and other points 
referred to the Committee, and now state here the 
recommendations I desire to make :-

(a) The money standard in India should remain 
unaltered ; that is, the standard of the sovereign and 
gold mohurs with rupees related thereto at the ratio 
of IS to r. 

(b) Free and unfettered imports and exports by the 
public of gold bullion and gold coins. 

(e) Free and unfettered imports and exports by the 
public of silver bullion and silver coins. 
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(d) The gold mint at Bo~bay to be continued aud 
to receive gold bullion from the public aud to coin free 
of charge gold mohurs of the same exact weight aud 
fineness as the sovereign aud to band them over tl) 
the tenderers of gold bullion in less than X5 days. 

Ce} The Bombay mint to undertake refining of raw 
gold ~or the public and not to make any profit on the 
transaction.. 
. (J) The existing silver rupees of x65 grains of fine 
silver at present in circulation to continue fuJI legal 
tender. 

(&) As long as the price of silver in New York is 
over 92 cents, Government should not manufacture 
silver rupees containing x65 grains fine si\yer. 

(h) As long as the price of silver is over 92 cents. 
Government should coin 2 rupee silver coins of reduced 
fineness compared with that of the present silver 
rupe.eaud the same to be unlimit~ legal tender. 

(.) Government to coin a new 8-anna silver piece of 
reduced fineness and the same to be unlimited legal 
tender. 

(1) Government not tl) ()()in an 8-anna nickel piece. 
(k) Government to sell Council bills by competitive 

tenders for the amoun t defined in the Budget as re
quired to be remitted to the Secretary of State. The 
Budget estimate to show under separate headin~ 
the amount of Council bills drawn for Home Charges, 
for Capital Outlay a!ld Discharge of Debt. Council 
bills to be sold for Government requirements only 
and not for trade purposes, except for the purpose 
mentioned in the next succeeding recommendation.· 

(I) .. Reverse" drafts on London to be sold only 
at IS. i:d. '.fhe proceeds· of H Reverse" drafts. 
to be kept apart from all other Government funds ano;\. 
not to be utilised for any purpose except to meet 
aram dra\\n by the Secretary of State at a rate not 
below x.. 4';4. per rupee. 

Cm) Currency notes should be printed in India. 
(n) Government not to interfere with the inunemorial 

pra.:tice of the Indian public of melting current com. • 

~------~~----------------------------, .. ---------
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(0) The sterling investments held agaimt the Indian 
note issue to be liquidated as early as possible and 
transmitted to India in gold. 

(1)) The use of one rupee currency notes to be dis
continued as early as pos:;ible and meanwhile not to 
be forced into cirCtllation .. ~ 

13. The Terms of Reference to the Committee were 
as follows :-

"To examine the effect of the war on the Indian 
exchange and currency system and practice and upon 
the position of the Indian note issue, and to consider 
whether, in the light of this experience and of 
possible future variations in the price of silver, 
modifications of system or practice may be required 
to make recommendations as to such modifications, 
.and generally as to the policy that should be pursued 
with a view to meeting the requirements of trade, to 
maintain a satisfactory monetary circulation, and to 
ensuring a stable gold exchange standard." 

\ 

RUPEES AND THE SOVEREIGN. 

14. The outstanding effect on the Indian exchange 
and currency system has been that the system has broken 
<lown at a time when India enjoyed a large measure of 
prosperity as displayed by the foreign trade returns. 
The undertaking by the authorities to supply rupees 
without limit of amount at the rate of fifteen to the sove
reign could not be maintained owing to the rise in the 
price of silver which made it impossible to supply fresh 
rupees (containing 165 grains of fine silver) at that ratio 
without loss. In consequence of this rise in the price 
of silver the standard ratio of rupees to the soverpjgn 
was given up, the sterling rate of exchange for the rupee 
was r3.ised by stages to 2S. 4d., and the Secr~tary of 
State for India is now selling ropee bills at that rate 
which makes the present relationship of the rupee to 
tbe sovereign in working practice II to I. 
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15. It is true that the main object which .the authori
ties kept before themselves in working the system was 
to maintain the exchange value of the token rupee in 
meeting foreign payments. In the words of the Chamber
lain Commission the " cardinal feature" of the system 
was " absolute security for the convertibility into ster
ling of so much of the internal currency as may at any 
moment be required for the settlement of India's 'X!em1U 
obligations." But whatever object the authorities had 
in view in working the system, this cannot aiter the 
fundamental fact that the Indian currency was founded 
on the sovere~ (a full value gold coin) as the money 
standard with rupees (token silver coins) definitely 
related to the sovereign at the rate of 15 to I, and if it is 
impossible to maintain this ratio between the sovereign 
and rupees I consider that the system has failed in its 
most important part. 

16. In support of this opinion it is necessary to recall 
tile alterations made i1l the Indian currency arrangements 

. in 1893. Up to that time India had a silver standard 
wi\/, mints open to the free coinage of silver. The mints 
were then closed and the silver standard was given up. 
The silver standard was replaced a few ye;us later 
by the standard of the sovereign, sovereigns and half· 
sovereigns being made legal tender for IS and 7i rupees 
respectively, rupees being thus definitely connected with 
the sovereign at the ratio of 15 to I and also remaining , 
full legal tender. 

THE KONEY STANDARD. 

17. There has been a difference of opinion as to the 
effect of these alterations in the currency arrangements. 
According to information placed before the Committee 
they have sometimes been described as having placed 
India on a gold standard. while, on the other hand, some 
authorities prefer to describe the Indian standard of 
value as a gold exchange standard since the effectiveness 
of the ~ements largely depended in practice on the 
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action of the Secretary of State and the Government of 
India in selling or exchanging rupees for gold or sterling 
and sterling for rupees. But whether the standard is 
called a gold standard or a gold exchange <tandard. the 
alterations referred to could have no meaning except on 
the hypothesis that the money standard had been changed 
from a silver standard to the standard of the sovereign 
and that rupees were in effect made a fixed fraction of 
the sovereign. I cannot conceive that the mere title by 
which the standard is described or any mere arrange
ments followffi in working practice, can admit of any 
alteration of the ratio legally established between the 
ruPee and the sovereign. 

18. It seems to me to be impossible to exaggerate the 
importance of the legal standard for money payments. 
This standard should be and usually is regarded as less 
open to repeal or modification than perhaps any other 
legislative Act. It gives the people rights as to the kind 
01 money they may demand in exchange for their labour 
<>r goods. rights which cannot be removed or modified 
without inflicting widespread injury and risking the 
greatest discontent. The Indian money standard was 
definitely changed from silver to gold so recently as 
IB93 for reasons affecting directly the Government 
01 Ihdia and the Indian p<>nple. and proved to 
be of great benefit to India as a whole. But it is 
impossible to contemplate another permanent change 
in the rupee value of the sovereign for reasons 

. whicb bave not originated in India and at a time wben 
neither the Government (apan from the part they play 
in tbe currency policy) nor the public have been incon
venienced by the standard le!jaIly estab\i5ht'<l. 

19. It is true that und·" the stress of war it has been a 
common expedient of Governments concerned to treat 
their money standards as of little ",ccount and to resort 
to inflation of currency as a means of conducting the 
finance of war. No such reason applies to the Indian 
case. The inilation of the Indian currency during the 



war was a genuine inflation as distinguished {rom the 
artificial inflation witne.sed in most of the belligerent 
countries. It arose from the balance of indebtedness due 
to India. The breakdown-of the system was not due to 
war expenditure by the Government of India. It was 
caused by the acceptance in London of payments due to 
India in the form of sterling, which could not be trans
mitted to India by the usual methods. The commitments 
to India of the belligerent nations, as to other countries 
could be met in the usual manner through exchange ope
rations or specie remittances. They were, in fact, unable 
to pay in international money, and obviously the best 
course t1 follow was that in fact followed in settling 
similar commitments in the United States by the flota
tion of loans. 

' . 
• 

20.' Unfortunately, India had not been prepared-finan
cially for absorbing her favourable trade balances in any 
other form than the precious metals. Although India,is 
normally a creditor country with trade balances running 
highly favourable to her, other means of adjusting favour
able balances than the precious metals have not been 
actively sought for. That is one of the disadvantages of 
currency arrangements conducted by the Government. 
Great Britain as a creditor country set an excellent 
example of cancelling her favourable balances by invest
ments abroad. There has been no encouragement in India of 
that method of settling trade balances. There is far lPore 
British and other money invested in India than Indian 
money invested abroad. Still, there is little room for 
doubt that, during the war, British Government loans 
could have been successfully floated in India on a very 
large scale on the same lines, and terms as some of those 
publicly floated in the Uuitcd States to meet the expendi
ture of the Imperial Government. It is also probable 
that something could have been done to encourage Indian 
investors to buy the Indian sterling loans held in 
London, if arrangements had been made for paymellt of 

• 
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the interest· at the Government district tr~uries in 
India: . 

n. The break in fhe..standard ratio during the war 
was, however, less serious than the still greater break 
during the present year. The overwhelming demands 
for war requirements were at an end, and although trade 
4emands were urgent, it was imperative, in the interests 
<>f the great majority of the people of India, that their 
rights in the standard money of the country should have 
been protected from further modification. Trade and 
.circumstances, especially in peace, must conform to the 
standard of money rather than that the money standard 
should accommodate itseU to them. If it was impos
sible to meet trade demands without breaking the 
standard, that would be a reason for declining to meet 
them, but hardly a reason for meeting them and 
breaking the .tandard. .-

• 
... IT.-WATERING THE NOTE ISSUE . . 
22. With regard to the note issue there has been 8 

complete reversal of the procedure formerly observed 
in the matter of the fiduciary issue the effect of which 
<>n the note issue itself can only be described as extremely 
unfortunate. The fOnnf'f practice was to increase the 
fiduciary issue by investment of a portion of the metaJJic 
reserves, and this was done only when the proportion of 
the latter to the total of the notes in activo circulation 
had shown, O\'er a considerable period, a position sufo
cienUy strong to warrant an extension of the invested 
reserves and a corresponding dimunition of the metal 
reserves. During the war,. however, the fiduciary issue 
was expanded to an enormous extent without regard for 
the considerations which formerly decided extensions 

III of that form of issue. It was no longer a case of invest
ingp. portion of the metallic reserves held in India against 
-outstanding notes; notes were boldly issued against 
whkh no lIIetallic reserves in India had ever existed. 
Also th~ proportion of the metallic reserves to the total 
of the outst~ding notes was not allowed to have any -
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weight. It was a case of simply watering the not. issue 
in its worse fonn-issuing notes without any metallic 
backing. In other words, it was a forced loan from the 
Indian public free of interest. It was an extreme measure 
to apply to the Indian note issue even during the war 
and at a time when there were immense sums held in 
l.ondon belonging to the Indian currency. Indeed, it 
appears to have been adopted because of the difficulty of 
transferriAg. the balances held in l.ondon to India. But 
even so, the warnings which had been given at the 
outbreak of the war, when there was a run on the paper 
currency offices for the encashment of notes, should have 
shown the necessity of maintaining the note issue in a 
strong position and the undesirability of weakening it 
by an over issue of notes. 

23. No exception can, of course, be taken to the 
security held against the notes thus issued which con
sisted of British Treasury bills, but the better course 
would have been to invite the public to take up the 
bills or some other form of British securities. The public 
might not have cared to accept the same rate of interest 
as the India Office obtained on the investments, but 
even if it had been uecessary to pay a higher rate of 
interest it would have been better to face this cost rather 
than imperil the safety of the note issue. 

INCONVERTIBILITY. 

24. Not unnaturally there was much discussion as 
to the note issue becoming an inconvertible issue,· and. 
indeed, an actual state of inconvertibility was only 
avoided by the narrowest of margins. To my mind 
inconvertibility would be a disaster of the first magnitude 
for the note issue and for India. It would destroy all 
confidence in Govt-'mment's own paper money. Not 
only so but, seeing that British Government securities 
are 50 largely held against-the note issue (the amount is 
Rs. 83:50,00,000 which, at the present rate of exchange 
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of 2S. 4d., is approximately 93,000,0001.), the credit of 
Great Britaio is also involved. 

'25. I have mentioned that an actual state of in
convertibility was avoided only by the narrowest of 
margins. This was aided by the exceptional measures 
taken restricting the movement of coin by rail and 
steamer, which had the effect of confining exchange 
ability of notes into coin to the seven head currency 
offices. Even now in these offices conversion of notes 
into coin is directly and indirectly impeded. 

26. Nothing can better show the effect on the public 
mind of the great expansion in the fiduciary issue and the 
methods adopted to a void dema.,ds for cncashmen t 
than the fact that currency notes were quoted at a heavy 
discount. A telegram from the Viceroy, dated the 8th 
November, 1919, stated that the highest rate. of dis
count on currency nOles reported during 1918 were 19 
per cent. in the Central Provinces, 15 per cent. in Bengal, 
131 per cent. in Burmah, but His Excellency added that 
during 1919 the highest rate reported was 3 per cent. 
This telegram showed not only a very high rate of dis
count in 1918, but also that it was widely spread through~ 
out the country, and while it is satisfactory that the rate 
of discount has fallen to a low figure this year the fact 
that such a considerable discount existed is one that must 
have a lasting influence on the minds of the public. 
The Governor of the Bank of England, in the course of 
his evidence, before the Committee, remarked that a 
premium on gold was a very vicious thing, I think that, 
in the sense that a premium on gold is vicious, a discount 
on currency notes within India is equaUy vicious, 

KETAL RESERVES. 

27. In view of the great disturbance to the credit 
of the paper currency arising from the great expansion 
of the fiduciary issue, I consider that the metal reserves 
should be strengthened as early as possible by the 

81 



liquidation of the reserves in vested in London, and also 
that, in order to re-establish confidence, a high pre
centage of cash reserves should be maintained for many 
years to come. About 80 per cent. would not be too 
high a figure to fix as a normal proportion of metallic 
reserves to the total of notes outstanding. It must be 
remembered that this metallic proportion on the 31st 
March of each year from 1910 to 1915 inclusive averaged 
78'2 per cent. 

28. A WeU-conducted note issue is not only an 
economical and therefore profitable form of money, 
but also has an important educative effect in a country 
like India with a backward and ignorant mass of people. 
Also, it should be remembered that the internal trade 
of India is much larger than the external trade. Mr. 
E. M. Cook, C.LE., of the Finance Department, has 
expressed the opinion that the'internal trade is certainly 
fifteen times larger than the external trade, and that 
possibly the proportion is even higher. The ultimate. 
possibilities of extending the note issue arc therefore 
very great, but the first essential is to ensure that there 
shall be no grounds for distrust of the issue, and parti
cularly that nothing should be done to give cause for 
the notes to pass at a discount. 

IlL-THE PRICE OF SILVER. 

29. The Committee were also asked to consider the 
bearing of possible future variations in the price of silver 
on the currency system and practice. The reference of 

. this question to the Committee shows the great import
ance attached by the authorities to the continued use 
of silver in settling India's trade balances, even although 
the use of silver cannot be C9ntinued for the present 
without breaking the standard ratio. It is, in fact, the 
crux of the whole situation. 

30. .Information placed before the Committee lays 
great stress On the effect of the Pittman Act in the United 

"'States in its reaction on the price of silver and on the 

........................................ ~ ........... ~ 
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Indian currency· position, and it was the high price 01 
silver which was the reason given for raising the rate of 
exchange during recent months which had the effect of 
altering the standard ratio between rupees and 
sovereign. 

31, It is almost impossible to exaggerate the effect 
'on the silver market of the raising of the rate of exchange 
for the 'rupee and making the rate more or less closely 
dependent on the price of silver on the ground that that 
price made the rupee more valuable as bullion than as a 

. coin if the rate was not altered. It excited and inOamed 
the silver markets with anticipations of continued buy
ing on account of the Indian currency at riSing prices 
and there are not wanting sigJis that silver interests are 
prepared to take full advantage of the situation created 
by this measure. 

RISE IN SILVER. 

32. I am unable to falf in with the idea that the rise 
in the price of silver afforded solid ground for this recent 
great alteration in India's money standard. On the 
contrary, I contend that the price of silver has been arti
ficialfy forced to its high level by the exclusion of stocks 
of Indian silver from the world's markets by means of 
the continuance of the prohibition of exports of silver. 
and the raising of the exchange rate. The position i.; 
that the American production of silver is shut out of th" 
world's market automaticalfy by the operation of the 
Pittman Act if the price of silver should falf below 1 dollar 
per fine ounce. The Act requires thal until the silver 
taken from the dollar reserves is restored, the United 
States Treasury must buy at 1 dollar per fine ounce an} 
silver of American origin tendered to it at that rate. 
This provision in the Pittman Act has been tak~ ao 
establishing in effect 1 do!Jar per fine ounce as the n;ini-· 
mum price of silver until the amount of silver withdrawn 
from the dollar balances has been restored, and since the 
silver dollars withdrawn under the Pittman Act fosiilie 
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Orient represent between twice and three times the normal 
American production, it is estimated that the process 
of restoration will extend over a period of several years. 
The future production of American silver being thus 
assured of a market at a stated price, owing principally' 
to the demands for Indian . coinage during the war, and 
the current of trade showing the probability of fresh 
demands for India, while China was a keen buyer it was 
only to be expected that the price of silver wonld rise. At 
the moment of writing the price in London is about 78d. 
This price has been made possible only by the prohibi
tion of exports of silver from India and by the raising of 
the rate of exchange, which has the effect of lowering the 
rupee value of all silver held there and making exports 
unprofitable. Bnt for the prohibitory orders and the 
raising of the rate of exchange it would have been profit
able for Indian holders to sell silver, and Indian sales 
would have prevented the great rise in price which has 
taken place. Under these circumstances, the high world 
price of silver can only be regarded as wholly artificial, 
and consequently as a reason for such a drastic step as 
the alteration 01 the money standard ratio between rupees 
and the sovereign has no weight. 

33. It is frequently said that India is a sink for the 
precious metals and never allows them to come out. 
Here was an opportunity of disproving such statements. 
Silver would have been freely exported but for the 
measures taken by Government to prevent exports . 

• 

INDlA AND SILVER. 

34. The exclusion of India's silver from the world's 
market is not altogether a new thing. It was practically 
excluded by imposing a duty on silver imports and not 
refunding the fulld IIty paid when the silver was re-export
ed, and granting no refund of duty whatsoever on melted 
silver ornaments coming from the districts even in time 
01 fal!line. I add a note on this subject in the ancillary 
problems dealt with at the end 01 this report. 

j 
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35. . There is the objection that it was necessary to pro· 

teet the silver· currency against depletion by export by 
means of ordiJiances forbidding exports. This is an 
objection which would have very great force in a country 
like the United Kingdom where the subordinate silver 
currency forms aJ;1llall percentage of the total amount of 
all kinds of currency in active circulation the loss of 
which by el'port would cause the greatest inconvenience. 
In India idias very little force b eca use the total amOUn 

of silver currency is far in excess of the quantity in active 
circulation and held against the note issue. It is esti
mated that there are about 3,000,000,000 to 4,000,000,000 
of rupees in India. Moreover the amount that India 
could sell for export could not have reached very import
ant dimensions because foreign buying power is limited, 
while Indian silver would not be accepted by the United 
States Treasury to replace the dollar balances 'since the 
replacement has to be made from silver of American 
origin. 

36. A more serious objection to permitting sil ver· 
exports was the extreme vulnerability of the paper 
currency reserves of coin, because of the extent to which 
the note issue had been watered by ordinances sanction
ing the issue of notes in India against British Treasury 
Bills held in London. But here again the position was 
most artiJiciai. The expansion of the note issue on the 
security of British Treasury Bills was in effect a forced 
loan from the Indian people, a method of meeting the 
difficulties of the time which I venture to suggest should 
not have been resorted to. The proper course was to 
suggest to the British Treasury the desirability of floating 
public loans in India on the lines of those raised by the 
British Government in the United States, if the payments 
to India in London could not be completed by transmis
sion to India in the usual manner. 

SELLING ClJRRENCY. 

37. II. Teal practical difficulty in the way.ol removing 
the emb.ugo on silver exports as contrasted with the 



difficulty artificially created by the watering of the paper 
currency, was that silver exports wOuld have increased 
the amount of the balance due to India, which the author
ities were aJready unable to transmit to India, and would 
also have involved a change in the method of adjusting 
the balances. Obviously, with silver exports, it would 
have been absurd to continue to settle the trade bal:4ices 
by means of the sale of rupee bills in London. The 
settlement would have had to be made in gold or by some' 
form of deferred payments. The latter form of adjustc 
ment would not have been easy in the absence of prepa
ration of the Indian . market to take outside securities. 
And there would, no doubt, have been the usual objec
tions to India bems paid in gold: Still, I venture to 
think that even if gold had be!:n required India could 
reasonably have expected consideration in the special 
circnmstances of .the case, especially after the war Wll$ 

over, and the embargo on gold exports had been removed 
in the principal money centres. The point at issue was 
a vital one for India, namely, whether India should be 
compelled to give up a vital part of her established money 
standard because the price of silver "had made her token 
silver currency mOfe valuable as metal than as coin. 
India had the power, and it would have been profitable 
for her and to her interest to prevent tae rise in -the 
price of sil ver by sales of the metal. The mere fact of 
Indian sales would have broken the strength of the 
silver market. In such circumstances it would not have 
been unreasonable for India to ask that her trade 
balances should be paid in gold so that she should be 
able to export silver for the preservation of her money 
standard. 

38, Since the above was written it has been reported 
that the United States Governrnent have followed the 
method here suggested by offering to sell silver currency 
when the price of silver went above the melting value 
of their silver coinage. It seems to me that what • is beiI1& done in America. conJd have been do~ in 
India. 

. ~ -
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THE STANDARD RATIO. 

39. But even if exports of silver were not allowed for 
the purpose of preventing the price of silver from rising, 
there was still no occasion to adopt the extreme measure 
of raising the rate of exchange, and so breaking the 
standard ratio. India did not requireadmtional supplies 
of rupees. She could carry on fOE many years without 
any new silver coinage. The ouly alteration required 
would have been to stop the coinage of rupees, and that 
would have occurred automatically by reason of the loss 
coinage would involve. But if the coinage of silver ceased 
because it waslJllprofitable, the trade balanc"" if they 
continued to bf: favourable would have to be settled by 
other means than importing silver. It appears to me 
that the authorities were not willing to permit of a settle
ment by other means. They had come to regard the 
practice of selling rupee bills in London without limit of 
amount as an all essential part of their duties in the 
admjnistration of the currency which could not be given 
up. Yet the position proved that there was in fact a 
limit to the issue of rupee. if the standard ratio was to be 
maintained, since rupees could no longer be coined with
out loss at that ratio. Rather than give up the sale of 
rupee bills the authorities raised the rate of exchange, 
so breaking the ratio, and continued to offer rupee bills 
for sale. 

40. Still another method of avoiding the raising of 
the rate of exchange because of the high price of silver 
would have been to impose a duty on al1 exports at a rate 
,sufficiently high to provide the means of meeting the 
additional cost of silver over the price at which silver conld 
be bought and coined without loss at the fixed ratio. 
Such a duty would have the effect of moderating the 
foreign demand for Indian produce, and thereby moderat
ing the balance of trade due to India ; while on the other 
~9, if India is compelled to accept payment in silvtr, 
the duty wonld enable India to avoid paying more for it 

" 
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than the price at which it could be bought and coined 
without loss. . 

41. The authorities considered that there were only 
two alternatives open to them, either to raise the rate of 
exchange or to debase the silver coinage. I have endea v
oured to show that there were other courses open to 
them without raising the exchange or debasing the rupee 
coins. But even if it were the case that they had only 
these two alternatives it is by no means certain that they 
took the better of the two. My own belief is that the 
people of India would prefer debased silver coins to an 
alteration of the ratio which the raising of the exchange 
involves. It would not be practicable or advisable to 
c.all in all the rupees in the hands of the public to be 
recoined, but any new coinage that became necessary 
could be issued in the form of a special silver coin, such 
as, for example, a two-rupee coin containin,;: a reduced 
quantity of silver. 

EXCHANGE AND SILVER. 

, 
42. In connection with the question of deoo.ed coins 

I may say here, by way of parenthesis, that although the 
Government of India have taken power to issue a nickel 
half rupee or eight anna coin I trust that they will hesi· 
tate before pntting it into circulation, and also that the 
suggestion which has been made that the eight anna nickel 
piece should be made legal tender for a larger amonn t 
than one rupee ,,;]1 not be agreed to. The appearance 
in the cnrrency system of one rupee paper notes and of 
two anna nickel coins has sufficiently alarmed the 
Indian people and led to the hoarding of rupees. It is 
unsafe to carry the debasement of the coinage any forther 
by the u:;e of nickel coins. I am of opinion that the eight 
anna nickel piece should flOt be put ·into circulation at 
all, and I suggest that instead of it an eight anna silver 
piece of reduced fineness should be coined and made 
uulimited legal tender, the existing eight anna coins 
being withdrawn from circulation for recoinage at the 
lIIlducOO fineness. The practice of issuing subordinat~ 
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coins of reduced fineness has been followed in the coinage 
of France and' of the United States, and it seems to me 
much preferable to the use of nickel for such a high 
valued coin as the eight anna piece in India. 

43, The authorities in raising the rate of exchange 
were, no doubt, induenced by the difficulties there would 
have been in settling the balance of trade by other means 
than silver, and especially gold. But I venture to 
question whether they have the right. by executive 
action, to disturb the legally established money system. 
The people of India are accustomed to complaints from 
financial quarters about India's absorption of gold. but 
they were fairly entitled to expect that their rights in 
the money standard would have been protected so far 
as the Government authorities were concerned. 

44. Also, it is difficult to see where ~he advantage 
lies, in making the rate of exchange . follow the price of 
silver. If silver has to be bought at present prices and 
coined into rupees at the present rate of exchange there 
is no economy of any consequence in using silver instead 
of gold. One of the advantages claimed in former years 
for issuing rupees instead of sovereigns was that it was 
economical. . The rise in the price of silver took away 
that advantage, 

INDIA AND GOLD . 

• 45. I deal later with some of the objections raised to 
Indian demands for gold, but here I may point out that 
there is some misapprehension on the subject. The 
foreign trade of India is normally conducted with 77 
other countries. From the following statement' which 
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• I had supplied to the Indian press it will be seen that in 
the year 1913-14 (which was the last normal year before 
the war) the trade with each country resulted in a balance 
against India in the case of only five principal countries, 
the total adverse balance being 47.807.<)001., of which 

·the principal one, the United Kingdom, had a balance 
due by India of 40,ogB,BooI. All the other countries 
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trading with India had to pay over 88",62,3001., to India. 
When, therefore, India takes gold it is because gold as 
the international form of money is due to ber in payment 
of commodities supplied to those other countries :-

c-...... 

UaH.ed IiDgdOlll •. •• 
JaTa, Borneo a.ud Sumatra 
lIurltlu! and Depeodeuclel 
Norway aOO S"edea .• -Japa.a .• .. .• 
UDJtecI 8te.kII of J.merlca 
J'rance .• 
Gefmlluy •• .,." ... 
BdJlnm •. 
Haq KOAg 
lta.ly .. •• 
AUltrla-Bunp!'J .. 
South Ameriea •. 
Bgypt .. " .. 
AUICnJula and 00!!uaJa •• 
Cbina Treaty Port. 
8t.nlltll 8ettJemeou 
RlIMJa •• -.. ,. .. 
TUrkey 18..l11t. 
HOlland 
C'.anada •• 
West Indiel 
N.tal .• •• 
Aden Dependellld_ 
lodo-China .. 
But Alrica. Pon. "'m Arabia _, .• 
Britl~h Eaat Atde. 
Cape Colony • • " 
Portugest' EMt Afrtca 
Tqrker In Europe 
Other)' Coutl1tl 

Total . , 

• 

IV.-THE REQUIREMENTS OF TRADE. 

• 

11 ••• 700 
1l.3U,OOO 

',918,1500 
8,416,8(10 
.,318.200 
.,ltlt,fOQ 
4,447,400 
8,140.900 
8.5&f,100 
',181.000 
3,003.000 
2,eot,1MIO 
2,602.500 
2,07t.300 
1.5D8,600 
1,"~.200 
l,toS,fOO 
1.321.300 
9~,OOO 
sel,GOO 
535,100 ....... ""' .... 475,400 
fM,1QO 
4113,800. 
U7.IOO 
U8,700 ....... 

,0,800 
17,600 

46. The Committee were further asked to make, ·reeom
mendations as to the policy that sbould be pursued with· 
a view to meeting the requirements of trade andto main
taining a satisfactory monetary circulation. It is 
very easy to exaggerate tbe importance of meeting the 
requirements of trade. Trade elsewbere is accustomed 
to finding its requirements met without the active inter
vt!ntion of Governments by means of sales of Govern-
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ment bills. The usual and correct attitude of Govern
ments is to provide machinery for coiilage and to leave 
it to its own automatic action, except for the provision 
of subsidiary coins. There seems to be no good reason 
for trade with India to be conducted on different lines 
from those followed by other advanced countries. The 
requirements of t~de in this connection consist of finding 
the means of exchanging foreign money for Indian goods 
to satisfy the needs of the moment. Trade as such is 
not concerned with currency policy or with the economic 
effect produced by the method of carrying out its ex
changes. Its concern is purely personal and temporary 
to see each transaction completed. The concern of the 
Government, on the other hand, should be to protect and 
safeguard the interests of the people as a whole in the 
maintenance of the legally settled standard, and I consi
der that Government would be performing its duty better 
by paying more attention to this aspect of the question 
than by showing anxiety for trade requirements. It is 
no doubt a convenielfce for banks and some of the public 
to be able to get Government rupee bills for makillg 
remittances to India, and, when required, also from 
India. But it is not a convenience that trade has any 
right to look for. So far as the Secretary of State has 
to sell bills to meet Government's own requirements, the 
practice of offering tbe bills for sale is unobjectionable. 
But that is not the case when bills are sold in excess of 
Government's own needs and without limit of amount 
on the ground that such sales meet trade requirements. 
The real reason for this latter practice is not so much to 
meet the convenience of trade as to retain the power of 
diverting payments of India's foreign balances from 
gold to silver. 

V.-THE GOLD EXCHANGE STANDARD. 

47. The Committee were further asked to make 
recommendations as to the policy which should be pur
sued with a' View to ensuring a stable gold exchange 
standard. 

- ---------
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48. Before examining the working' of the exchange 
standard I think it desirable to refer to some of the objec
tions raised to the Indian money system . .. 

49. The Governor of the Ban k of England in the very 
important evidence he gave before the Committee, while 
he disclaimed any knowledge of Indian conditions, com
mented freely on the money methods practised in India. 
This criticism, coming from the highest currency 
authority in England, calis for careful consideration. A 
few of what appear to me to be his principal objections 
may be stated. 

50. He took exception to the medium of exchange 
(gold) being used as a vehicle for hoarding instead of 
being left to play its part in the regulation of the ex
changes. It was a wastefnI employment of gold and 
dl'trimental to the interests of the individuals who prac
tised it and to those of India as a whole. He thought 
it wonId be much more to the interests of India as a 
whole that her fa voura ble trade balances should be in
vested in some productive form abroad, as Great Britain 
used to settle her favourable balances by investing them 
in foreign interest-bearing securities. He also thought 
the Imperial Government would have some grounds for 
imposing restrictions upon the unlimited demand of 

, India for gold in r.atisfaction of the balance of trade, and 
also because India had managed with reduced supplies 
of gold during the war he thought she onght to be able 
to continne to do so. For internal circnlation notes, he 
said, were as good as gold, as the experience during the 
war had proved in England, and alI the gold ,that was 
required was the amount likely to be withdrawn for 
export by presenting riotes. 

51. From these opinions it is dear that the Governor 
of the Bank thinks that Iudi" should economise the use 
of gold on the same lines as those followed in England. 
This is not the place to discuss the merits and demerits 
of the English system, but since it is put forward as an 
example for India to follow it seems necessary to say 
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that, so far as the economy of gold in the internal circu
lation is coocemed, the greatest agency in securing it has 
been the deposit-cheque system which originated with 
the bankers and their customers, apart from, an~it is 
sometimes said in spite of, the Government or legal sys
tem of currency. Also, the methods by which the internal 
economy of gold for circulation purposes was attained 
in England developed simultaneously with the growth 
of the method of cancelling or avoiding gold imports in 
settlemen t of favourable foreign exchanges by means of 
foreign investments. 

HOARD INt}. 

52. With regard to the suitability of this system for 
India it seems necessary also to draw attention to the 
psychological differeRce between the people of India and 
the people of England. The people of India are 'a sub
ject people with a history of many centuties behind them 
of insecurity "f private property. They have been 
driven hy the force of circumstances in the past to secret 
as far as possible such property as they valued. The 
British people, on the other hand, have a long, proud 
record of insular security. They are an independent 
race, and their enterprise has carried them all over the 
world, where they have formed connections and found 
favourable investments to the great advantage of indivi
duals and of their mother-country. If, therefore, the 
British people have themselves, independently of their 
Government been successful in developing currency 
measures which have economise<! gold so satisfactorily 
to themselves thi!f must very largely be attributed to 
their national characteristics and their historical- sense 
of security. It carinot necessarily follow that the same 
gold economising measures are suitable to India, where 
tbe people have difterent traditions._ 

53. So far as the objectionable hoarding of gold i. 
concerned there is not only the old tradition of insecu
rity of property inducing them to hoard,but there is the 



comparatively new fonn of internal token currency, not 
exchangeable into gold, which makes a very strong addi-' 
tional inducement to those who can afford it to hoard 
~Id for security, as explained in a later paragraph. 

54. In the matter of internal currency, India has 
nevertheless made considerable progresS in the direction 
of follOwing English currency methods. particularly' in 
the form of notes and cheques. although she is a tong 
way from economising to the same extent as in England 
in the metallic backing to cheques. 

LARGER LOANS. 

55. But while India still requires, and must' require 
for a long time to come, a very solid metallic backing for 
her credit currency. that is not to say that she requires 
constant additions to her metallic currency merely be
cause her trade balances are favourable. When the 
Governor of the Bank of England suggested that India 
should follow the English pqctice of settling favourable 
foreign balances by. investments abroad, he toud)ed the 
weakest spot in the administration of the Indian cur
rency system, and pointed the way to the real remedy 
to avoid excessive demands for the precious metals and 
particularly gold. The policy has been to sell rupee bills 
on India in London without limit of amount, which meant 
to any extent that might be necessary to settle the trade 
balances, and while the policy did not exclude Indian 
investments abroad, it left the matter to individual initi
ative, and did nothing to favour or encourage such in
vestments. Yet, if the objections raised to the absorp
tion of the preciQUS metals in adjustment of trade balances 
are to be satisfactorily met, it can only be by means of 
investments abroad by India, or, which is very much the 
same thing, by other countries borrowing in India. 

56. The war afforded a favourable opportunity for 
getting India into the way of absorbing favourable trade 
balances by lending to Great Britain, an opportunity of 

. which advantage was not taken. It may be said that .. 
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India had some difticulty in laising the loan of roo millions 
which she voluntarily contributed to ·the cost of the "·ar. 
There was not the same inducement in that case, that 
there would have been in the case of a loan offered by the 
British Government, and the ratIo of interest offered was 
oot so good as the interest paid in some cases for similar 
public loans raised elsewhere by the ImPerial Govern
ment. India is full of money. and notwithstanding the 
general idea that it is not available for investment'- in 
my opinion it is a question of terms and security . 

.57. Since the wide break in the standard ratio be.j 
tween rupees and the sovereign with its attendant un~ 
settlement and feeling of insecurity. thel'J> is now less 
chance of India seeking investments abroad than ever, 
There are in addition to the instability and insecurity 
of the money standard, questions connected with foreign 
investments which must scare Indian capital, such ques
tions, for example, as' foreign taxation, capital levies, 
and infiated values due to artificially inftated currencies. 
But the same results, so far as the settlement of exchanges 
are concerned, could be obtained by the raising of foreign 
and particularly British loans in India. 

58. Under the present system it can no .doubt be 
claimed that India does in fact lend abroad through the 
investments held against the paper currency issue. But 
in so far as such investments represent either a forced 
loan from the people of India free of interest, or a tax on 
the money 01 the 1J>dian people as explained later, they 
are not free of objections. I hardly think the Governor 
of the Bank had such loans in view when he m8.de his 
suggestion as to India investing abroad. 

GOLD EXCIIANGE STANDAIID. 

59· Coming now to the working of the gold e."<change 
standard, it seems necessary to mention the fact that the 
Indian money standard has been the subject 01 constant 
public controversy for many years. I have already 
referred to the difference of opinion as ~ whether it was 



a gold standard or a gold exchange standard. But the 
mere fact that there is any opening for this controversy 
is, by itself, a most undesirable and unsettling feature 
in money affairs. The standard should be so fixed and 
defined as to leave no possibility of dispute or question 
as to what it really is. As already stated, I take the 
view that the legally established money standard is the 
sovereign with rupees definitely related to the sovereign 
at the rate of IS to I. 

60. In contradistinction to this legally established 
standard, the gold exchange standard has no legal vali
dity. It has not been clearly and explicitly defined. The 
authorities who conduct it exercised the widest discre
tion in its regulation, Qut hitherto have been careful to 
respect the legally-constituted ratio between rupees and 
the sovereign. Its usual working characteristics are well 
known. In one direction tbe object aimed at is to 
provide absolute security for the convertibility into ster
ling of so much of the internal currency as may be requir
ed fOT tbe settlement of India's external obligations. 
In tbe opposite direction it undertakes to sell rupee bills 
on India without limit of amount. In aiming at tbe 
maintenance of tbe sterling excbange it resembles the 
Englisb system wbicb, befoTe tbe war, made a point of 
seeing that the exchanges remained within the gold points. 
In undertaking to sell rupee bills on India without limit 
the gold excbange standard system is unlike tbe English 
model, which, by means of the Bank rate, restricted 
expansion .in the volume of internal credit currency and 
made it dependent upon the extent of the gold reserves. 

6 I. The undertaking to prOvide rupees, which are 
token coins, \\ithout limit of amount, may in one sense 
be considered as authorised by tbe circumstance tbat 
rupees equally witb sovereigns and half-sovereigns are 
full legal tender. Under the old silver standard rupees 
were, of course, legal tender, and wben tbe standard was 
altered it was necessary to continue tbem as legal ten~er 
because of the great quantity which was tben in 
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circulation'. But whether, from the point of view of 
the statutory. standard of the sovereign, the tremendous 
volume of rupees which has been added to the tolcen 
currency can be justified is another matter. In reality 
the endless issue of token coins. much in excess of what 
is needed fodntemal exchange purposes, amounts to a 
form of taxation on the money of the public. It is this 
circumstance that is to a very large extent respo'nsible 
for the extraordinary demands for gold and sovereigns 
in India. It virtually compels the Indian people to seek 
full value for the token monev with which they have 
been over-supplied for ordinary currency purPo~, and 
is thus largely responsible for the hoarding of gold of 
which so much is heard. India's hidden stores of gold 
can never be expected to be used profitably for the 
benefit of the holders or of the State so long as no 
reasonable assurance is provided that, when used, they 
will remain a gold asset, and that assurance is not 
provided by a currency in circulation entirely composed 
of or based upon token coins. 

62. When I say that the issue of rupees largely in 
excess of what is needed for ordinary internal exchanges 
constitutes a form of taxation on the money of the public, 
it is necessary to add that the difference between the cost 
of gold coins and silver coins, which is the amount of the 
tax, does not go into the Indian Treasury balances, but 
goes to form gold or invested reserves in London which 
are intended to meet remittances from India at a fixed 
rate which cannot be made so advantageously through 
other channels. But even if the profits on coinage went 
to swell the revenues of the Government they would be 
no less open to the very serious objection that they really 
formed a tax on the money of ~e public. 

63. In present circumstances, however, this form of 
taxation has practically ceased, since the coinage of 
rupees at the moment is not profitable. But as a counter
balance to the virtual disappearance of this tn, the 
latest development of the gold exchange standard system, 



has, by raising tbe rate of exchange and breaking away 
from the statutory standard ratio, depreciated the com
mercial value in rupees of the whole of the rupee currency 
~ch has already been taxed. 

DEBTORS AND CREDITORS. 

64. This latest development gives ground for the 
gravest anxiety, not only on account of the depreciation 
in value of the immense volume of the rupee currency, 
but also because it means a revolution in the financial 
and economic life of India. 

65. It alters as it were by a stroke of the 1lCD, the 
existing relations between creditors and debtors. It 
cuts down the value in rupees of all existing holdings of 
the precious metals in India relatively to their value in 
the markets of the world, including the gold portion of 
the reserves held against the note issue, and. ~y. 
it cuts down the value in rupees of all existing and 
future stocks of Indian produce, and through this effect 
on the value of produce it is bound to prejudicially affect 
scores of millions of Indians engaged in agriculture. 
whose struggle for existence is already most severe. It 
is not too mnch to say that it will threaten the very 
existence of millions of such people. It will further· 
handicap Indian industries in competition with similar 
industries abroad and will severely check the prosperity 
of India. No doubt there will be some compensation. 
The finanre of the Government will be relieved so long 
as the rate of exchange remains high. since the home 
remittances will cost considerably less in rupees. and it 
will be an advantage to those who buy imported goods 
or have payments to make outside of India. 

66. It has been urged that one beneficial consequence 
will be the lowering of the high price leve!" in India. This 
may be granted. since the value in rupees of Indian 
produce. the price of which is rnIed by outside markets, 
Dlust fall. But it is nevertheless a questionable method 
of reducing priCes. There has been no artificial inftation 
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of the currency. In1Iation of the currency has been & 

genuine inJIation in India ."..used by a surplus of sales 
over purchases abroad. Even the forced loan in the 
paper currency issue is represented by debts. due ,by the 
British Government. By the change in the standard 
ratio prices will be brought down, since prices are reckon-
ed in rupees ; but there is not the same good reason for 
changing the standard money to reduce prices that there 
is for deflating an artificially inflated currency to obtain 
the same result. In my opinion the inflation of currency 
in India is the consequence rather than the cause of 
high prices. The currency has been inflated because the 
balance of trade was fa vouralole and because additions I' 

to tile currency were the normal way of settling tra.de 
. balances. The balance of trade was increased by the 
increased prices paid for commodities for export. In 
this way the additions to the currency were a conseqnence 
of high prices. On the other hand, the inflation of 
currency cannot in its turn be held to have raised prices. 
since all accounts go. to show that currency of all kinds 
has been boarded on a very large scale, and boarded 
. money does not act on prices. The change in· the stand-
ard ratio will hring down rupee prices, but it will leave 
undisturbed the real cause of the bigh prices in India, 
which was that world prices were high and world prices 
were bigh mainly be<;a.use the currencies of many countries 
were artilicially inflated. It is simply a case of altering 
the nature of the money in which prices are reckoned, 
and, when advanced in excuse for the change of ratio. 
can only be regarded as an argument to deceive the people. 

BALANCE OF TRADE. 

67. The elleet of the change outside of India cannot 
be SO clearly estimated. But the probabilities are that 
with the higher sterling cost of the rupee the demand for 
Indian produce will fall off, while remittances from India 
being cheaper in rupees imports will be stimulated. If 
these probabilities should materialise India's trade balan
ces will become less favourable to ber than they nave 
been, or it may be the trade balances will tlHll agair'st ht'x. 
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In either eyent the London market, where Indias inter
-national trade is mostly financed and finally adjusted, 
will be relieved of the necesoity of settling India's trade 
balances by means of specie remittances to the same 
extent as formerly, if.indeed specie remittances to India 
will be necessary at all, while in addition to that advant
age the stimulation of imports by the reduced rupee cost 
01 sterling exchange will increase the demand for English 
textile manufactures. 

68. These revolutionary changes in the Indian money 
system should nqt bave been possible and much less ne· 
cessary at a time when immense sums were due to India in 
exchange for her commodities. They are to be explained 
by the particular bent of the policy followed-a policy 
of making India accept payment in India of the balances 
due to her as far as possible in the form of rupees. A 
policy less rigidly bent in that direction would have been 

'susceptible to the need for meeting the very special 
circumstances of the time by other methods, such, for 
example, as that suggested by the Governor 01 the Bank 
of England when he pointed out the desirability of invest
ments abroad in settlement 01 India's foreign claims. It 
is a policy which bas persistently iguored the essential 
safeguard of a gold standard, and particularly the safe-, 
guard of limiting tbe issue of token coins. It has by 
mere executive action changed the legally established 
gold standard into a' gold exchange standard. making 
the maintenance of exchange the object to be attained in 
place of the provision 01 gold money \\~th a limitation 
01 token money. And while the maintenance 01 exchange 
was tbe main object, the policy has broken '!way from 
the normal rate of exchange on the ground that the rise 
in the price 01 silver rendered tbat course neeessary. 
although, as I have endeavoured to show, there was no 
real necessity for doing so. The lact that the mainte
nance of exchange was so readily abandoned and the sale 
01 rupee bills continued, combined with the persistent 
ftooding of India with silver token money, gives ground 
for the theory that fixity of exchange was only the osten
sible object of the policy, and that the real object was to 
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compel- India to take silver in place of gold money. Fur
ther, it is a pOlicy which is settled and managed in London, 
and which necessarily operates in the markets of London 
and India. That the interests of the London market 
have not been without influence in shaping the policy 
may be gathered from the enormous sums of money or 
investments belonging to the Indian currency which 
have been accumulated there. The profits on silver 
coinage were steadily collected into the gold standard 
reserves in London,and now that the coinage of silver has 
ceased to be profitable, a new departure has been made 
in the issue of currency notes in India on the security of 
investments in London, which has had the effect of 
rapidly accumulating an enormously increased store 
of Indian currency money in London. These are changes 
which will be viewed in India with the gravest concern 
and mistrust. 

6<). India is fairly entitled to a system of sound money. 
The gold exchange standard has failed to provide such 
a system, and I am unable to make any recommenda
tions for its continuance which would secure the stability 
it has lost. I consider that the authorities had no right 
to take the action of raising the rate of exchange and, in 
my opinion, it is their duty to proceed to undo what they 
have done. 

VI.-POLICY, 

70. On the subject of policy I desire to associate 
myself generally with the views expressed in the follow
ing extract from the able memorandum submitted to 
the Committee by Sir Stanley Reed, Kt., K.B.E., LL.D., 
of Bombay:-

...... I am strongly of opinion that the control now 
exercised by the Secretary of State over the Indian 
exchanges should be abolished at once. Official control 
.over the exchanges is always a bad tbing, and whilst· 
possibly justified under the immense strain of the war, 
should not be retained a moment longer than is abso
lutely necessary. It has already been abolished in 
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every other country in the world, an!! it should be 
abolished in the case of India with theminimmn of 
delay. Whilst this is true as a financial proposition, 
it is specially true of a country in the political condition • 
of India. The Government of India, and to no less a .' 
degree the Secretary of State. is suspected in the eyes 
of a large section of the Indian community. AlUts 
actions ate jealously regarded, often misundelStood, no 
less frequently misrepresented. The Secretary 01 
State operates 6,000 miles from the great Indian finan-
cial centres. He is surrounded by, and naturally 

_ amenable to. interests which are not Indian in their 
ideas and aims. He acts in secret, and it is frequently 
impossible to obtain any information in India of the 
groundwork of measures which, however, wise and ex
pedient in thelMClves are not understood and are liable 
to perversion in India itself. The political disadvant
ages of such complete powers being ;,xercised in secret 
so far from the people who are, vitally affected by 
them, cannot easily be exaggerated. The only Temedy 
is for the Secretary of State to divest himself as com
pletely as possible from the management of the Indian 
currency arid exchanges. and to allow these to be 

governed by normal conditions. It is essential, there
fore, that the fixing of the exchanges by the Secretary , 
of State and the distribution of Council bills amongst 
a limited circle of ' approved' buyers should not be 
restored. Council bills should be sold by open tender 
to whomsoever may apply, the only limitation being 
the smallest amount to be tendered. which might be 
retained at the figure of 10,000 rupees. WhateVer 
inconveniences may attach to this procedure will be 
outweighed by the practical advantage of freeing 
the, Secretary of State from the suspiCion which, 

. however unwarranted, is widely entertained, of 
subordinating the interests of India to those. of 
financial institutions in the City of London, and 
of giving banks with their head quarters in London 
a preference over banks with their head quarters in 
India .. 
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U The first of these essential step> is to remove all 
restrictions on the free movement of gold and silver 
bullIon to and from India, and to establish free and 
unfettered trade in both pre<:ious metals. It is the 
inalienable right of every creditor country to determine 
fOI itself the form in which its debtors .hall be 
paid. India is a creditor country and will remain 
a creditor country for as far ahead as we can see. 
India is a billion-using country. and the present ex
change and currency difficulties have largely arisen 
from the arrest of the normal flow of gold to India and 
the substitution of creditor abroad by Government for 
the liquidation of the large balance of trade. Deprived 
of the normal supply of gold bullion, India has turned 
to the only precious metal available, and has absorbed 
coined rupees in prodigious quantities. There can be 
no financial health in India until this traditional 
demand for bullion is satisfied. The Currency Commis
sion of I913, presided over by Mr. Austen Chamber
lain, laid down that 'the extent to which India should 
use gola must, in our opinion, be decided solely in 
accordance with India's own needs and wishes, and it 
appears to us to be just as unjust as to force gold coins 
into circulation in India on the ground that such action 
will benefit the gold-using countries of the rest of the 
world, as it would be to attempt to refuse to India 
facilities for obtaining gold in order to prevent what 
adherents of the opposite school have called the drain 
of gold to India.' The demand for freedom of trade 

. for India in the precious metals comes from every im
portant financial and commercial authority in the land, 
and it must be boldly and unequivocably recognised. 

12 

" It is objected that India is a bottomless sink foe 
the absorption of the precious metals, and that gold 
once passed into general consumption in India is 
permanently lost to the rest of the world. This 
attempt to fasten upon India an exceptional and 
invidious responsibility for the consumption of gold 
cannot be too vigorously combated. India is still an 
illiterate country, whose credit and banking facilities 
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are miserably unorganised and where tile practice of 
holding small savings 41 gold and silver ornaments is 

.' centuries old. Yet its normal demand for the industrial 
arts, and {or the satisfaction of the social customs of 
three hUndred and fifteen million people,was met before 
the war by about ten millions of gold annually. The 
United States of America was reported recently to be 
absorbing a million sterling in gold per month for in
dustrial purposes. Yet no one says that the United 
States is a bottomless sink in the matter of her gold 
absorption. It is stated that in England One of the 
most f1ouris)llng trades during the war was that in 
cheap jewellery, in which form the working classes 
;nvested a substantial proportion of their increased 
earnings. Every country in the world uses gold and 
silver for industrial and domestic purposes, and it 
induces a sense of angry injustice to find that the 
Inqian demand for the precious metals, for precisely 
the same purposes, is perverted into senseless hoarding. 
especiaJJy when the history and conditions would 
justify a far larger gold absorption than the Western 
nations with their general literacy and highly organised 
credit systems can claim . 

.. The success of these and any other measures wbich 
may be adopted will largely depend on the publicity 
with which they are carried into effect: .. 

. .. Atlention has already been drawn to the parti
cularly difficult task whicb the Government of India 
has to discharge owing to the political status of India. 
That political statu, inevitably exposes all tbe acts of 
l\1e Government of India to distrust, misrepresenta-

. tion, and prejudice. Whilst this is true of the Govern
ment of India, wbich is in close contact with Indian 
opinion, whose members are well known in aU commer
cial and financial centres, and where successive Finance 
Ministers have made it a practice for a number of 
years to keep in personal touch with financIal and com
mercial opinion, it is doubly true of the Secretary 
of State the final authority in all financial matters 
affecting In4ia, who operates six thousand miles away, 
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remote flOm Indian thought, feeling, and influenc~, but 
in living contact with the London market. Experience 
has taught us that the only remedy for mi,;understand
ing in India is publicity; the antidote to mIsunder
standing and distrust is the truth. A mountain of 
misunderstanding of the most regrettable character, 
involving political dangers of great magnitude, has 
been Rared by the.secrecy with which the Secretary of 
State controls Indian financial policy; this mountain 
can be levelled only by the truth, spread with the widest 
publicity., It foIlows, then, that all financial operations. 
carried on by the Secretary of State should be conduct- I 

eu in public and that the path of wisdom lies in the 
Secretary ot State divesting himself so far as po;siWe 
from the management of the Indian currency and 
exchanges, and substituting for this management. 
automatic operations carried out in the gaze of the 
public. 

" An important step in this direction will have been 
taken if a free, open. and automatic txchange is esta
blished, Council bills being sold to the highest tenderers. 
But it will be necessary to supplement this me~ure 
by others in the same direction. AIl purchases of 
silver for the Government of India sliouid be by open 
tender to be delivered in Bombay. QuIte apart from 
the . .fact that this "ill attract to the great bullion 
market of Bombay silver from all parts of the world, 
it is the only means whereby the cloud of suspicion 
which overhangs the purchases of silver for the Govern
ment of India can be dispersed. The returns relating 
to au operations---<urrency and exchang<-undcrtaken 
by or for the Government of India, should be couched 
in the fullest possible form and published at frequent 
and regular inlervak The financial position 01 India 
is such that she has nothing to fear from publicity; 
pUblicity is the great instrument through whicb to 

'strengthen her credit abroad, and the position of the 
Government of Iodia at home. Mag"" est verilas rl 
proevaiebil but truth cannot prevail if it is interred in 
archives of the India Office." 



ANCILLARY PROJILEICS. 

7X. In my opinion the duty charged on silver import
ed into India is closely connected to deter the economic 
advancement of the people of India. This i, a question 
which is not of importance so long as the embargo on 
private imports of silver is maintained. and no duty is 
consequently being le\ied. But when the embargo is 
nised I suggest that the duty should be given up because 
it is, in effect, a levy on the petty savings of multitudes 
of the people. The practice which custom impels the 
Indian masses to place such small cash reserves as they 
can scrape together in unfruitful in vestmen ts in silver 
ornaments is, of course. a matter for regret, but it is 
simply a continuance of long established custom on the 
part of poor and ignorant classes whose individual accu
mula tion are very small. and as a form of savings, npt 
. a fit subject for taxation. 

72.' It has to be remembered that the Indian masses 
were for long accustomed to see the values of silver, and 
of rupees on an equality. They could at any time convert 
their silver ornaments into rupees with little lOiS. With 
the closing of the Mints to the free coinage of silver this 
traditional equality of silver with rupees was broken .. 
Rupees became of less value than silver. That change 
by itself was startling enough to the. poorer and unedu
cated classes, but while it had the eff<:ct of depreciating 
the value in rupees of their holdings of silver, it gave 
them the opportunity of putting future savings into 
the customary form of silver at an advarrtageous rate 
relatively to rupees. To this great change in the 
position of silver relatively to rupees there came to be 
added another innovation in the form of an import duty 
on silver, which meant that evervone who followed the 
usual custom of purchasing silver, was called upon to 
pay a contribution to the State. The amount of the 
duty is a minor consideration. It is the fact of the duty 
being levied which is objectionable, for if the principle 
of a duty is admitted there is always the risk of 
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the duty. being expanded, and that has already 
happened. 

73. The great alteration caused in the rupee valua
tion of silver by the change in the monetary standard 
from silver to gold followed by the duty on silver imports, 
cut right into the established traditions and habits of the 
masses in the matter of their savings; and while there 
was good reason for the change in the standard there 
seems to me to be no sufficient reason for the silver duty. 
It is not calculated to inspire the masses with a sense of 
fairness on the part of Government towards their mone7 
tary habits. and on that account, is. I consider, likely to 
retard their economic advancement on sounder lines. 

7<4. The duty on silver as carried out in practice is 
objectionable in other ways. When imported silver is re' 
exported the duty paid on importation cannot be recov· 
ered in full, thus placing an unfair burden on the Indian 
purchaser. In consequence of this inability to recover 
the duty In full on r.-exports. the Indian silver market 
is pIaced at a disadvantage in competition .with silver 
markets elsewhere. leading frequently to silver being 
retained in India when it might be re·exported. This 
disadvantage to the market reacts on holders of silver 
when they have occasion to dispose of their holdings. 
because, although they have paid the duty at. the time 
of purchase, they may find when they come to sell that 
purchasers wHI deduct the duty from the market price 
on the ground that the silver may have to be sold abroad 
in competition with other silver markets. 

INDIA'S BANKING PROBLEM. 

75. India has an area of 1.802.657 square miles. and 
it contains 2,253 towns with 29.740,228 inhabita .. ts and 
720;342 villages with a population of"l85.406,ll,,j. On 
the 31St December, 1917, the total number of banking 
oflicers in India was only 402, ard many of them over
lapped in tbe larger towns. In.act on that '_te there 
were in the whole of India only 165 towns which had 



bank offices. The United Kingdom. with a population 
of 48.000.000. had 9.138 hanking offices. Canada. with 
a population of 8,460.000. has about 4.000 b[lUlches of 
banks. Further; there are 294.875.000 illiterate people 
in India. and out of the 18.539.578 literates there are 
oaly 1.670.387 literates in Englislo. 

76. The vast ,and scattered population of India has 
thus modern banking facilities at 165. stations only. and 
consequently the financial power of India is insufficiently 
mobilised. Money lies donnan t in endless small hoards. 

77.. It will be seen that there is a vast viIgin field for 
the development and expansion of banking and for the 
collection into bank reserves of the innumerable stores 
of money lying idle throughout the country which could 
be utilised for the benefit of the holders and for the good 
of trade and of the State. At the same time expansion 
must necessarily be slow. The Indian public cannot be 
hurried and hustled in such matters. 

78. It is sometimes said that a greater development 
of banking would cure the currency troubles. That 
seems to me to be pntting the cart before the horse. The 
first essential to a great extension of modem banking is 
a currency system wbich inspires the public with abso
lute confi«ence. A credit system cannot overcome the 
diflicultiesarising from a system of money wl)ich is liable 
to violent changes in the valuation of the different fonns 
of money of which it is composed. such as the present 
alteration in the ratio of rupees to the sovereign. No 
credit system could cure that fault in the money on which 
it rests. On the contrary unsound money would imperil 
the credit system. Hence. in my opinion. the need for 
making the money system in India a specially strol!{( 
and sound one if the money resources of India are ever 
to be mobilised in a great banking system. 
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MEMORANDUM BY SIR STANLEY REED, K.H.E., LL.D., 

EdiWr OJ The Times oJ [Kdia, Bombay. 

I.-THE GENERAL PROPOSITION. 

The goal of any exchange and currency policy should 
be, I venture to suggest, tlu; establishment with a mini
mum of delay, of a free, open and automatic syStem con
ducted with the widest possible measure of. pUblicity: 
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In the East, finance and currency cannot be divorced 
from politics; in a country 01 the political status of India. 
it is inevitable that the acts of administration should be 
looked upon with suspicion and distrust. The only 
remedy for this suspicion and-distrust is the establishment 
of an automatic system, carried on Coram Publico in
volving the presentation of such complete and regular 
information to the public that there can be no possible 
room for ignorance or misconception. 

,THE PRESENT SITUATION. 

During the war many expedients were forced upon. 
those in authority which ," however necessaty in order to 
finance the war, were not always appreciated in India, 
and which caused a very considerable measure of appre-

. hension. I refer to the embargo on the import of gold 
and silver; the reduction of the facilities for the encash-
ment of notes and the establishment of artificial restric
tions on the movement of metallic currency; the restric
tion of the sales of Council Bills, and the limitation of 
those sold to a small circle of "approved .. buyers; the 
control of many staple articles of merchandise; the 
temporary shortage of rupees; which at one period 
brought India to the very brink of ificonvertibility ; and 
the raising of the rate of exchange above the stable level 



of 15 rupees to the sovereign the goal of the currency 
policy adopted since 18gB and which India had made 

,considerable sacrifices to secure. Although these dis
contents were submerged beneath the determination to 
win the war, they nevertheless existed. They have been 
aggravated by the cOurse 01 exchang<l since the signing 
of the armistice. Rightly or wrongly, opinion in India 
look;ed for a rapid return to normal conditions; it has 
been faced by an aggravations of those disturbances. 
Exchange has risen to over two shillings in the rupee. 
Business has been paralysed. A telegram to the Tt __ , 
dated Bombay, Angust 26th of this year, reported that 
.. At present the Indian export trade is practically at a 
standstill ; the C .. !cutta tea sales are suspended; ille 
price of cotton shows a heavy fall, and doubt and 
uncertainty prevail in the markets." These disturbances 
have shaken the confidence in the currency system of 
India established by painful and laborious endea your 
since 1893. People are everywhere asking where th .. 
Indian Currency is drifting and whither. They have 
produced a situation both politically and economically ot 
the most detrimental character and call for imID<'diate 
and effective redress. 

CAUSES OF THE PRESENT DlftURBANCES. 

The main causes of this situation are common know
ledge and need be only briefly recapitulated here .. They 
arise directly from the war, and from the effort to finance 
a large balance of trade in India, and a very heavy ex
penditure in India on behalf of the Imperial Government 
by means of credit< abroad instead of the import of gold 
and silver. For the five years 1914-19 the balance of 
trade in favour of India was Rs. 381 crores as compared 
with Rs. 391 in the previous quinquennium. But where
as in the quinquennium 19D9-14 the balance of trnAe 
was largely liquidated by an absorption of the precious, 
metals valued at Rs. 224 crores for the five years 1914-19 
the total absorption of the precious metals was not more 
than Rs. 165 crores, of which only Rs. 55 crores were on 
private account. It is believed that the situation was 
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aggravated by a diminution of the invisible remittance of 
profits from India to England, both because those profits 
were largely invested in the India War loans, and in 
order to escape the high burden of taxation in the United 
Kingdom, During the war period the expenditure by 
the Government on behaU of the Imperial Government 
amounted to two hundred million sterling, Starved of 
the gold and silver bullion, which normally plays so 
essential a part in the socia1 economy of the country, the 
Indian people turned inevitably to rupees, which were 
absorbed in everincreasing quantities, The absorption 
of silver rupees during the warJlCriod amounted to Rs, 
IIo'39 crores, as compared wii:fi an average for the five 
years preceding the war of Rs, 43'91 crores, The note 
circulation has risen from Rs, 49'97 crores t<> Rs, 133'59 
crores, The amount of the Indian reserves-the Treasury 
Balances, Gold Standard Reserve, and the Paper Currency 
Reserve-beld abroad increased in the war period from 
thirty to a hundred and six million sterling, and the 
metallic backing to the ~r Currency Reserve has de
clined from 78'9 per cent, on,31st March 1914 to 35'8 
per cent. on 31st March 1919. 

n.-THE REMEDIES. 

These are conditions which have led India to a wide
spread demand for the stabilisation of exchange, as near 
as possible, to the 10ng..,.tab1ished ratio of one shilling 
and four pence, There is the virtual certainty, owing 
to the favourable character of the season that Indian will 
have a considerable surplus of the food and produce, of 
which the world stands urgently in need, to export. At 
the same the current of imports is falling short of the 
anticipation; it is known, for instance, that the provision 
made in the Budget for the purchase of Railway material 
will faIllar below expectations, owing to the inability of 
manufacturers to deliver, With great public uneasiness 
in regard to the exChange and currency position, an 
inadequate metallic backing to the Paper Currency Re

. serve, and the hiatus between the pre-war qnioquennitQII 
of gold and silver imports and the post-war qnioquennitQII 



• 
the balance of trade ean no longer be financed on credits. 
At the same time the rise in the price of silver which has 
passed 63 pence an ounce, precludes the possibility of 
adjusting th.e balance in rupees, or in silver only. without 
raising exchange to a point to which no present limit can 
be placed. . To meet this situation three alternative 
proposals have been made. They are (a) the inconverti- . 
bility of the Paper Currency; (b) the partial inconvertibi
lity of the Paper Currency; and (0) the paring down of the 
silver contento! the rupee. a process commonly called 
debasement, a term which I reject because it associates 
a sinister meanlng with a currency operation which ~in 
certain circumstanees under a gold exchange standard 
system is I"'rfectly legitimate. 

The remedies I suggest are-

I. A free, open and uncontrolled· exchange. 

2, Free trade for India in gold and silver without 
any import duty: 

3. The rapid and sustained development of bank
ing facilities in India. 

4. The estahlishment of facilities for the redem!" 
tion by India of her foreign debt. 

5. The .;'en~thening of the Paper Currency reserve 
by the liquefaction of the securities now held 
unl;l the metallic backing of the note issue is 
a~ \,'ast 50 pcr cent. and the holding oUhe 
wh·"le of the Reserve in India. 

6. The gril~ual strengthening of the gold hOlding 
in the Gold Standard Resen'e and the holding 
of this gold in India. 

7. The widest possible publicity in all matters con
nected with the Indian currency and c.x
changes, including tb., purchases of all metal 
required for the currency by open tender in 
Bombay. . 
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III.-A FREE OPEN AND UNCONTROL1.ED, 
• EXCHANGE. 
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It remains to considt.r bow best a free, open and un
controlled exchange can ~ establisbed, wbetber tbe 
Secretary of State should fix the rate at discretion, vary
ing it by substantial amounts, say, two pence a time, 
according to the fluctuation in the price of silver, and 
maintaining the rate so fixed for as long as possible, 
possibly at some slight cost to the India revenues; or 
whether the rate should be fixed by open tender. I am 
strongly of opinion that the control now exercised-by tbe 
Secretary of State over tbe Indian exchanges should be 
abolished at once. . Official control over the exchanges 
is always a bad thmg and whilst possibly justified under 
the immense strain of the war should not be retained a 
moment longer than is absolutely necessary. It has 
already been abolished in every other' country in the 
world and it should be abolished in the case of India with 
a minimum of delay. Whilst this is true as a financial 
proposition, it is specially true of a country in the politi
cal condition of India. The Government of India, and 
to no less a degree the Secretary of State, is suspect in the 
eyes of a large section of the Indian community. All its 
actions are jealously regarded, often misunderstood, no 
less frequently misrepresented. The Secretary of State 
operates six thousands miles from the great Indian 
financial centres. He is surrounded by, and naturally 
amenable to, interests which are not Indian in their ideas 
and aims. He acts in secret, and it is frequently im
possible to obtain any information in India of the ground
work of measures, which however wise and expedient in 
themselves, are not understood and are liable to perver
sion in India itself. The political disadvantages of such 
complete powers being exercised in secret so far from the 
people who are vitally affected by them, cannot easily be 
exaggerated. The ,only remedy is for the Secretary of 
State to divest himself as completely as possible from the 
management of the Indian currency and exchanges and 
to allow these· to be governejl by natnral conditions. 
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It is essential, therefore, that the 'fixing of the exchanges 
by the Secretary of State, and the distribution of Council 
Bills amongst a limited circle 01 "approved buyers" 
should not be restored, Council Bills should be sold by 
open tender to whomsoever may apply the <>nly limi
tation being the smallest amount to be tendered, which 
might be retained at the figure of ten thousand rupees. 
Whatever inconveniences may attach to the procedure 
will be outWeighed by the practical advantage of freeing 

, the Secretary of State from the suspicion. which. however 
unwarranted, is widely entertained. of suhordinating the 
interests of India to those of financial institutions in the 
City of London, and of gh~ng banks with their head
quarters in London a preference over banks with their 
beadquarters in India . 

.- The relieving of the exchange from control, and the 
placing of Council Bills up to open tender alier fixing 
permanent rate for imported sovereigns will be followed 
by immediate oscillations in the ex~hanges, But an 
adjustment of the excbanges to their natural level is 
ine\;table, It is the only possible means by which the 
financial disturbances set up by the war can be corrected 
by a readjustment in the balance of trade, It is not a 
question between a high exchange and a low exchange, 
between a fixed and a fluctuating exchange, but· between 
the attainment of the" natural level of exchange by the 
operations 01 tbe market, or the attainment of tbe natural 
level of exchange by stages fixed in the discretion of tbe 
Secretary of Statc-stagei; whose necessity will never be 
general1y understood and which will be exposed to the 
certain risk 'of being dictated by the financial interests 
of London rather than by the economic necessities of 
India. There are disadvantages in either course, but 
the lesser disadvantages in the political situation of India 
are assuredly with that which removes from the Secretary 
of State tbe invidious task of taking arbitrary action, on 
grounds whicb may not be disclosed to the pUblic. 
Ultimately the natural level of exchange will be establish
~ and-it isdetrimetttal to the intere,ts of India to main-
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tain it, by' artificial means, above this natural level. 
'There i;; every reason to believe that after the first 
spasms exchange will settle down to comparative stabi
lity, especially if this measure is accoml?"nied by the 
two steps which should simultaneously be adopted, 

IV-FREE TRADE FOR INDIA IN GOLD AND SILVERt 

The first of these essential steps is to rqnove all restric
tions on the free movement of gold and silver bullion to 
and from India and to establish free and unfettered trade 
in both precious metals, It is the inalienable right of 
every creditor country to determine for itself the form 
in which its debts "hall be paid, India is a creditor 
country and will remain a creditor country for as far 
-ahead as we can see, India is a bullion using country and 
the present exchange and currency difficulties have largely 
arisen from the arrest of the normal flow of gold to India 
and the substitution of credits abroad by Government 
lor the liquidation of the large balance of trade, Deprived 
of the normal supply 01 gold bullion, India has turned 
to the only precious metal available, and has ab
sorbed coined rupees in prodigious quantities. There 
can be no financial health in India until this traditional 
demand lor bullion is satisfied, The Currency Commis
sion of 1913, presided over by Austen OJamberlain 
laid down that "The exten t to which India. should use 
gold must, in our opinion, be decided solely in accordance 
with India's own needs and wishes, and it a.ppears to us 
to be just as unjust to force gold coins into circulation in 
India on the ground that' such action will benefit the 
gold u>ing countries of the rest of the world, as it would be 
to attempt to refuse to India facilities for obtaining gold 
in order to prevent what adberents of the opposite school 
have called the drain of gold to India ", The demand 
for freedom of trade for India in the precious metals 
comes from very inIportant financial and commercial 
authority in the land and it must be boldly and unequivoc
ably recognised. 

It is objected that India is a bottomless sink for the 
absorption of precious metals, and tbe cold and Iilver 
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imce passed into general conswnption in India is penna
nently lost to the rest of the world. This attempt to 
fa.c;ten upon India an exceptional and invidious responsi
bility for the consumption of bullion cannot be too vigour
ously combated. India is still an illiterate country whose 
Cledit and banking facilities are miserably unorganised, 
and where the practice of holding small savings in gold 
and silver ornaments is centuries old. Yet its normal 
demand for the industrial arts, and for the satisfaction 
of the social customs of three h nndred and fifteen millions 
of people, was met ""fore the war by about ten millions 
of gold annnally. The United States of America was 
reported recently to be absorbing a million sterling in 
gold per month for industrial purposes. Yet no·one says 
that the United States is a bottomless sink in the matter 
of her gold absorption. It is stated that in England one 
of the most flourishing trades during the war was that 
in cheap jewellery, in which fonn the wo"nong classes 
invested a substantial proportion of their increased 
earnings. Every country in the world uses gold and 
silver for industrial and domestic purposes, and it 
induces a sense of angry injustice to find the Indian 
demand for the precious metals, for precisely the same 
purposes, is preverted into senseless hoarding, especially 
when the history and condition"'of India would justify 
a far larger gold absorption than the Western nations 
with their general literacy and highly organised credit 
system can claim. Assuming the establishment of free 
trade in gold and silver, and the consequent breaking of 
the present premium on gold in India, the question arises 

. what should be the new official ratio of the rupee to the 
sovereign. The goal should be as near a return as pos
sible to the official ratio which has stood so long and to 
which all Indian trade conditions have adjusted them
selves. But the detennining factor b the operatwn of 
the Pittman Act nnder which the Goycrnment of the. 
United States has honnd itself to restore th" silver taken 
from the dollar holding at no less than a dollar .an ounce. 
For as far ahead as we carr see, then, silver cannot fall 
below a dollar an onnce. This figure should be accepted 
as governing the situation and the ratio should be flied 
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on the basis of silver at a dollar an ounce, which would 
make the new ratio in the neighbourhood of one and six 
pence per rupee. 

An important ancillary point is the position of the 
sovereigns which have passed into circulation, and of the 
gold mohurs which were issued in 1918 to meet a special 
emergency. The sovereign is gold note redeemahle at IS 

. rupees. The good faith of the Government, and the 
stability of the Indian currency system are bound up with 
the faithful discharge of this obligation. No time should 
be therefore lost in undertaking to redeem so many of 
these sovereigns and gold mohurs as· mo. y be offered for 
redemption at the present official tatio. Government 

. sfiould, therefore, without delay advertise in the Gazette, 
in the English and vernacular newspapers, at every 
Treasury Office anq at the post offices, that they will 
redeem sovereigns at 15 rupees per sovereign for, say, 
th~ months. On the expiry of this period they may be 
left to their money value. The case for the redemption 
of the goldmohur at the official ratio is even stronger than 
that of the sovereign, for it is stamped "15 rupees". Any 
failnre of Government to fulfil this ohligation will react 
with prejudicial effect on .its future currency policy, for 
it will shake confidence, at a time when it is of paramount 
jmportance til restore and maintain confidence, and will 
deepen suspicion and mistrust, when it should be the first 
aim to banish both. 

V.-THE EXTENSION OF BANKING FACILITIES. 

The second of these essentials is the rapid and sustained 
development of- the Indian banking organisation. On 
31st December 1917, the number of Head Offices and 
branches of banks for the 315,000,000 of India was only 
402. The three Presidency banks, after three-quarters 
ota century of lucrative existence have only 66 branches. 
Th\l;f .8 -of recent extensions is only a drop in the 
• of India·s~uirements. Canada with a popuIa
tion .... J~. 8pilo,ooo,. had on the 31st October 1918, 
3,306 braiich~' of banks; there have been opened in that 

. Dominion since the signing of armistice betwe<lll 500 and 



600 new branches. There are thousands of commercial 
centres in India where no stable banking institutions 
exist, and where, lacking sound places of deposit, the 
Indian with small capital at his disposal must either keep 
it in the form of notes, gold. silver. or ornaments, or en
trust it to the local money-lender. The facilities for 
investment in Government securities are still inadequate. 

The development of the Indian banking system in one 
of the pressing questions of the bour, and whilst it may 
operate slowly, it will operate surely in the reduction of 
tbe demand for the precious metals. Whether this 
development should come from the extension of the 
Presidency banks, or the est. blishment of a State bank 
is a seClJDdary matter. The Presidency banks are in 
present and active- operation, and the question is too 
urgent to admit of being side-tracked whilst the estab
Ii.hment of a State bank is being thrashed out with the 
cdhsequential paralysis of private activity wbilst the 
prospects of State interference is hanging over it. The 
Presidency banks ba ve made and are making large 
profits-larger profits than are justified in the case of 
banks which are the sole banking custudians of the public 
funds not retained oy Goverrunent itself; they have not 
been called upon to Tender corresponding services to the 
community by the better organization of tbe Indian credit 
machinery. The time llas arrived when the resources of 
the Presidency banks should be still further increased by 
placing all Government funds in their custudy throngh 
the)lbolition of the Reserve Treasuries. Coincidentally, 
they should be required to accept a definite programme 
for the development of their branches. Such a rough 
working programme would involve, say, the opening 01 
five hundred new branches in the next five yearS. Should 
the Presidency banks prove either unwilling or unequal 
to tbe discharge {)f tbis enterprise, the work would be 
automatically taken over by a State bank at the end of 
tbe period of grace. The execution of such a programme 
would involve the ·entertainment of a very large tmined 
Indian staff, where only a limited supply now exists. It 
i. only right that the Presidency banks should have the 
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power to call,on the State to establish. the educationAl 
facilities necessary to furnish a snfficient supply of mM 
trained in banking and commerce. from which the re
quisite staff might he recruited. , 

VI.-FACILITIES FOR THE REDEMPTION OF 
THE FOREIGN DEBT 

The third essential is the provision of facilities for the 
redemption by India of her foreign debt. One of the 
recognised means of readjnsting such a disturbance in the 
balance of indebtedness as has been set upjn India by the 
financial operations of the war is the "redemption of the 
foreign debt. The sterling' debt of India, according 
to the latest returns. amounts to £173.000.000. held 
exclusively in the United KingdOJ!l. Every possible 
facility and encouragement should he offered for the 
redemption of this debt by the people of India. thrQUgh 
the establishment of agencies. for the purchase of these 
securities in India. at the current rate of exchange. and 
paying interest in India free of all British taxation. 

VII.-THE RESERVE. 

THE PAPER CURRENCY RESERVE. 

The distinguishing inftuenee of the war on the Paper , 
Currency Reserve is the reduction of the metallic backing 
to the note issne. In 1914 the metallic backing to the 
note issue Was 78'9 per cent.; in March of 1919 it was 
only 35'S per cent. It is imperative that the metallic 
~king to the note issue should he raised without delay. 
In India the weekly statements issued by the Paper 
Currency Department are watched with the c1OS<'St 
attention and any undue weakening of the metallic 
reserve arouses distrust and induces lack of confidenee. 
Any economies effected by a large' investment of the 
reserve are dearly purchased by the weakening of COn
fidence, which they produce. Indian opinion is solidi y 
in favour of the largest possible metallic backing for the 
note issue and infinitely prefers this solid backing to the 
profits which accrue from investments. What should 
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be the exact ratio of metal to the note issue is a technical 
point; but it should not be less than So per cent.; and 
the higher it can be raised above So percent .• the greater 
will be the confidence aroused in the Paper Currency. 
The investment should be held in India. '!I'd to a limited 
extent. say. IS pel cent .• in commercial bill. endorsed by 
the Presidency banks. 

The whole of the Papel Currency Re5f{"e should be 
held in India. Whilst it may be a convenience to the 
Secretary of State to hold a small proportion of the 
Reserve in London. to facilitate the purchases of silver. 
that convenience is dearly purchased by the weakened 
confidence which arises from the transfer of any portion 
of the reserve from its proper home. India. to an artificial 
home, LondoD. Moreover, even this convenience will 
disappear if there is adopted the course which I shall 
suggest later. the purchase of all silver required for the 
currency by open tender in India. 

THE GOLD STANDARD RESER\'E. 

The disappearance of the metallic element in the Gold 
Standard Reserve has been even more complete than in 
the Paper Currency Reserve. On 30th S~ptember 1914. 
the gold held in this Reserve aggregated tn.6o<).ooo; on 

,-30th June 1919. there was none. 
In the present stage of the Indian currency there is a 

tendency to belittle the importance of the Gold Standard 
Reserve and to regard it as something in the nature of a 
lUxury, That position is exceffiingly dangerous, None 
can foresee the future; the only path of safety is to be 
prepared for all emergencies. even such an unexpected 
contingency as a sudden and heavy demand for sterling 
remittance, Whilst the first duty is the rapid liquefaction 
of a substantial proportion of the securities held in the 
Paper Currency Reserve. we cannot lose sight of the 
necessity of main~aining a large gold holding in the Gold 
Standard Reserve, . 

Early opportunity. therefore. should be taken of carry
ing into effect the recommendations of the Chamberlain 
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Commission, wbich aimed at .building up a gold bolding 
in the Gold Standard Reserve of fifteen millions, and 
thereafter of keeping one half 01 the Reserve to whose 
size no present limit can be placed in gold. 

With fIlgard to tbe situation of the Reserve, whilst 
theoretically it may be froe to say that in time of 
emergency it can only be of service in London, that 
academic principle needs to be qualified by several prac
tical cOnsiderations. Tb~ experiences of the war have 
taught us tbat the aCtual position of a gold reserve is 
immaterial as long as it is in safe custody and earmarked 
for specific purposes. But we have to consider the 
special position of the Government of India. That 
Government has heavy responsibilities in the deposits in 
tbe Post Office Savings Bank, Treasury lIills, and in 
loan~ redeemable at comparatively short notice. AU 
these it is liable to meet in a coimtry subject to financial 
panics, and where banking credit, although growing, is 
small both in comparison with the size of the country 
and the magnitude of the responsibilities of Government_ 
The greater the financial power of Government, the less 
are its reserves likely to be drawn upon, and it will be a 
source of great strength to the Government of India, as 
was shown during the strain of 1914, if it is buttressed 
by a substantial block of the Gold Standard Reserve. 
For these amongst other reasons, I IIrge that the gold in 
the Gold Standard Reserve shall always be held in India. 

VIIl.-THE NEED FOR PUBLICITY. 

The success of these and any other measures which 
may be adopted will largely depend on the publicity 
with which they are carried into effect. 

Attention has already been drawn td!~t.e particularly 
dilkult task which the Government of India has to dis
charge owing to the political status of India. That 
political status inevitably exposes all the acts of the 
Government of India to distrust, misrepresentation, and 
prejudice. Whilst this is true of the Government of 
India, which is in close' contact with Indian opinion, 



, whooe members are well known in all commercial and 
financial centres, and where successive Finance Ministers 
have made it a practice for a number of years to keep in 
personal touch with financial and commercial opinion, 
it is doubly true of the Secretary of State, the final 
authority in all financial matters affecting India, who 
operates six thousand miles away, remote from Indian 
thought, feeling, and influence, but in living contact with 
the London market. Experience has taught us that the 
only remedy for misunderstanding in India is pUblicity; 
the antidote to misunderstanding and distrust is the 
truth, A mountain of misunderstanding of the most 
regrettable character, invohi.ng political dangers of great 
magnitude, has been reared by the secrecy with which 
the Secretary of State controls Indian financial policy; 
this mountain can be levelled only by the truth, spread 
with the widest pUblicity. It follows, then, that all finan-

. cial operations carried on by the Secretary of State shonld 
be conducted in public, and that the path of wisdom lies 
in the Secretary of State divesting himself so far as possi
ble from the management of the Indian currency and 
exchanges, and substituting for this management auto
matic operations carried out in the gaze of the public. 

An important s{ep in this direction will have been 
taken if a free, open, and automatic exchange is establish
ed, Council bills being sold to the highest tenderers. But 
it will be necessary to supplement this measnre by others 
in the same direction. All pnrchases of silver for the 
Government of India shonld be by open tender to be 
delivered in Bombay. Quite apart from the fact that 
this will attract to the great bullion market of Bombay 
silver from all parts of the world, it is the only means 
whereby the cloud of suspicion which overhangs the 
purchases of silver for the Government of India can be 
dispersed. The returns relating to all operation~ur
rency and exchange-undertaken by or for the Govern
ment of India, should be couched in the fullest possible 
fonn and published at frequent and regular inten-als, 
The' financial position of India is .such that she ~ 
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nothing to fear from publicity; publicity is the great 
instrument through which to strengthen her credit 
abroad, and the position of the Government of India 
at home. M agM est veTitas et p,oevalebil-but truth 
cannot prevail if it is interred in the archives of the 
India office. 

IX.-ALTERNATIVE PROPOSALS. 

EITHER IMPRACTICABLE OR POLITICALLY UNDESIRABLE. 

The alternative proposals to a free and open exchange, 
with its concomitants, free tJade in the precious metals, 
an extension of the banking system and facilities for the i 

redemption of the foreign debt, have only to be examined' 
to.be found either impracticable or politically undesir- ' 
able. They are the inconvertibility of the rupee; the 
partial inconvertibility of the rupee ; or the fining down 
of the rupee. 

INCONVERTIBILITY. 

The inconvertibility of the paper currency is incon
ceivable, except in the last resort. The currency note; 
of the Government of India are stamped with a definite 
promise to pay on demand in rupees .. The good faith, 
the credit, and the integrity of the Government are ib
dissolublyassociated with the satisfaction of that demand. 
Any evasion of this definite obligation would strike a 
blow at the credit of the' Government from which it 
would never recover. Further the expansion of the note 
~ue. which has been such a remarkable phenomenon in 
the reoent history of the Indian currency, was, before 
the war, in regular response to the greater facilities for 
the encasbment of notes which have been provided, and 
the strength of the metallic reserves.. The exceptional 
expansion of the paper currency during the war, whilst 
a phenomenon common to all countries, is neV{!rtheless 
a striking demonstration of confidence in the solidity of 

. good faith of the Government. That faith once disturbed 
can never be restored. Moreover, in the conditions of 
India, where the mass of the population is illite""te and 
ripe .for exploitation by the profiteer, inconvertibility. 
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would inflict great hardships On the people as a whole .. 
The note would immediately go to a discount; holders o( 
notes would be lIeeced at every turn ; two standards 0(' 

value would be established-the note value and the silver 
rupee value-and the silver rupee would dil;appear from 
the currency (or ail time. There is a further considera-

. tion. It is a commonplace of currency economics that 
the inevitable evils of inconvertibility can only be made 
bearable by a plenteous provision of small change. Therv 
is every reason to believe that a decision to render the 
Indian note inconvertible would be immediately followed 
by a famine in small change. Deprived of the gold and 
silver bullion. in which he ordinarily holds his savings. 
the Indian would at once begin to accumulate small 
change until small change disappeared as completely as 
the silver rupee. This is demonstrated by the experience 
of Simla in June. July and August 1918. There was a 
temporary shortage of rupees in the station. and small 
change disappeared like magic; even post offices and 
other Government institutions had to give change in 
stamps. It 'fas found on inquiry that the hill men. who 
work in Simla dnring the season and return to their 
villages with their smail savings on which to subsist 
during the winter unable to obtain rupees. put in the 
savings into small change. The situation 'WaS not 
remedied until a plentiful supply' of rupees was procured. 
There is every reason to fear that if the Indian note were 
made inconvertible. the. famine in smail change would 
be universal. and' that the hardships always attendant 
on an inconvertible currency would attain unbearable 
proportions. 

PARTIAL OR TEMPORARY INCONVERTIBILITY. 

The second proposal is that the Government of bUlla' 
should usually. i .•.• when the price of silver is favourable. 
maintain the full convertibility 6f the note issue. but· 
should take P9wer. at discretion. temporarily to suspend 
the encashment of notes. i.e .• when the price of silver rose 
above the exchange value of the rupee. The mere formu
lation of this scheme argues a failure to appreciate the 
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special conditions of India. If it be agreed that the 
inconvertibility of the note issue would immediately 
induce the establishment of a discount on notes, drive 
the great mass of the rupee CUI1eIlCY out of circulation, 
and establish two standards of value, the silver rupee 
standard and the paper standard then the same re~ults 
would immediately foUow from the temporary suspension 
.,f convertibility. As soon then as the currency offices 
were re-opened for the Iree encashment of notes there 
would be a rush for rupees, in order to secure the protits 
accruing from the discount on notes, which no conceiva- -
blereserves could long withstand. No artiticial ex
pedient could more than fractionaUy arrest this rush. 
In a very brief period inconvertibility would again be 
forced on the financial authorities. Temporary inconver- I 

• tibility in the conditions of India is a contradiction of 
terms; it would inevitably lead by short jerky stages to 
eomplete inconvertibility; indeed. it is more than pos
sible that the mere taking of statutory power temporarily' 
to suspend convertibility would precipitate such a ron 
.,n the Paper Cnrrency Reserves that inconvertibility 
would overwhelm the currency authorities whilst they 
were preparing to meet special contingencies. 

J FlNtNG DOWN THE RUPEE. 

The third proposal is to tine down the silver content of 
the rupee to such a point tbat no rise in tbe price of silver, 
eonceivable with the information at our disposal, would 
raise the bullion value of the rupee above its exchange 
value in relation to gold. This is practicaUy impossible. 
The dominating feature in the Indian Currency sitnation 
is the universal use of and contidence in the silver rupee, 
... nd the immense volume of rupees, estimated at four 
hundred crores, in circulation. 

The introduction of a new rupee, with a smaU silver 
eontent, would inevitably and immediately bring into 
-operation Gresham's law and drive the existing rupee out 
of circulation. Even if the whole of the existing rupees 
were tendered for recoinage, it has been e.stimated by 



competent anthority that it' would take the powerivol 
Indian mints,. working full time, thirty years to recoin 
the Indian rupees. But there is no prospect that the 
1IVbole, or any substantial portion, of the existing rupee 
currency would be tendered for recoinage. Not a single 
rapee would' be forthcoming which the possessor could, 
"7 any bearable sacrifire retain in his possession. There 
would at once spring up trade 1>.nd speculation in the 
existing mpees, in which the illiterate population would 
be exploited. The Government of India would be faced 
with tbe task, at a time of sbortage in the world's supply 
of silver and rising silver prices, of providing India with 
a complete new silver currency, with very little help from 
the supplies of silver actnally existing in the country. 
Apart, therefrom, from all other considerations-and 
none acquainted with the Indian estimation of the rupee, 
which bearing the image and superscription of the King, 
is the visible sign of the King's sovereignty, would 
lightly tamper with it the fining down of the rupee is an 
impracticable proposition. Analogies drawn from the 
successful adoption of this expedient, where the volume 
of currency is small and a paper currency is abnost 
nniversally used, are misleading and afford no guidance 
to Indian necessities and possibilities. 

We must, therefore, dismiss the various schemes which 
have been put forward to enable the Gov~mment of 
India to maintain fixity of exchange. at an artificially 
low rate and one divorced from the gold valne of tbe 
rupee . .Inconvertibility would be a misfortune so great 
that it should never even be considered save as a last' 
resort. Partial iriconvertibility is only complete incon-
vertibility in another form. . 

The fining down 01 the rupee is impracticable, even if 
it were economically and politically desirable. There is, 
therefore, no alternative between a free open and natural 
exchange and inconvertibility and for the reasons set 
forth, a natural exchange is the only proposition which 
can claim seriou; attention. 
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Mr. Hailey, introducing the Indian Coinage Bill, said: 
When your Excellency addressed this Coundl at the opening 
of the present Session you referred in some detail to the present 
finandal state of the country. You narrated the steps which 
we and perhaps alone of all the belligerent't:ountries, had been 
able to take towards the reduction of our paper currency. You 
referred to the fact that 'we had been able to !'emove all res- , 
triction, not only on encashment a! notes, but the export at 
precious metals, and you finally announced that it was the 
intention of the Government to introduce legislation for the 
alteration of the sovereign ratio of the rupee from Rs. 15 to 
Rs. 10. That legislation will mark our final acceptance of 
and our determination to give practical effect to the recom
mendations of the Indian Currency Committee. Our general 
intention in this respect was announced on the 2nd Febru
ary last. The particular step now under consideration was 
formally announced to the country in the communique of 
June 21st. , It was, as I have shown above, again announced 
in your Ex';'llency's speech of August 20th last. The proposal 
is therefore no novel one and the debates in this Council in 
'March last will have familiari-",d honourable members with the 
main lines of the problems which the Committee had to lace, 
and with the prindples on which they framed their recom
mend. tions. But the matter is of the highest importance to the 
coun try, and a good deal has occurred in the world of finance 
since they made their report. I make no excuse therefore 
for alluding to-day at some· length to the question at issue and 
I shall in doing so olIer to the Coundl some remarks on the 
light which subsequent events appear to' cast on the recom
mendatibns of the Coinmittee. What were the problems 
which the Committee had to meet? Let me remind the 



Council of the facts. The ris, in the price of silver made it 
necessary ·to taire effective steps to protect our silver 
coinage. With silver at 43 pence an ounce the exchange 
value 01 the rupee at Rs. IS parity was equal to its bullion 
~ue. When the price rose above the whole of our rupee 
eurrency was liable to go into the melting pot. The problem 
was not one to be regarded with equanimity. It was not 
alone the question of difficulty of material, for to protect our 
rupee currency we should have heen obliged definitely to 
.maintain an embargo on the export 01 silver. In I903 the 
United States had to consider a similar problem with regard 

. to the Phillippine peso, and they finally decided to protect 
that coin by reducing its weight and fineness. It is note
worthy that in .., doing they deliberately adopted a standard 
which would give it the protection both of our rupee and 
the Japanese silver coin. 

A tu;AL DANGER. 

But I need not look to historical parallels. I will give 
you at once the greatest proof I possess that the danger which 
threatened us was a real one. The sole remedy which Mr. 
Dala! and dissentient members of the Committee could find 
to .meet this situation was the issue of a two rupee coin of 
reduced fineness, a measure which would have inevitably 
driven every silver rupee under ground or into the melting 
pot, and which has, I think, I may say been universally 
<:ODdemned by all economic thinkers who ha YO since 
approached the subject. Now what has been the history 
.,1 silver subsequent to the issue of the report? I must 

. refer to the subject because we have-been told that snb
-sequent events show that it was the high price 01 silver 
which then caused us so much apprehension and permanent 
<langer. When the Committee reported silver stood at 78 
pence. It subsequently descended to 44. It now stands at 
6I pence. I remind the Council again that at Rs. I,5 parity 
the melting point of silver is 43 pence, but this statement 01. 
figures does not complete the case. Since the report of the 

-Committee was issued, India on Rs. IS parity has lost the 
protection afforded by the French lranc and German mark. 
They have either disappeared or heen reduced in fineness and 
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they can no IOQger be relied on to increase the' world supply. 
01 silver. Return to-<lay to Rs. IS parity, and you will either 
have to reintroduce and maintain an embargo on the export 
of silver or you will have to debase your rupee, or adopt Mr. 
Dalal's impractical suggestion of a new coin of lower fineness. I 
reject and I must apologise to the Council for even mentioning 
this, the nigbtmare alternative of inconvertiblAo paper currency. 

tHE ECONOMIC QUESTION. 

I pass to the second problem which presented itself to 
the Committee, tbat which I may shortly call the tconomic 
<{Uestion. Now this was not an aspect of the situation which 
the Committee took up of its own initiative. It.was definitely 
and emphatically presented to them by the Government of 
India. Their action in so doing was reinforced by the con· 
siderations put forward by the unofficial members of this 
Council in the debate on high prices which took place in the 
Chamber in September last. Let me state the facts as 
succinctly as possible. Money had depreciated in Europe, 
prices of goods had everywhere risen greatly. Suppose that 
by any device we could have surmounted the difficulties 1 
have already described and have maintained out ratio of 
Ro. 15 to the sovereign. Then obviOUSly a large amount of 
depreciated cnITency received by India from Europe would 
have been reflected in an equivalent i. ... sue of currency here, 
and prices would have risen to the level to which they had 
reached in Europe. Seientifically there are only two alter
natives. If exchange remains constant a great disparity be
tween internal and external price levels can ouly be adjusted 
by a great increase in the volume of internal currency which 
would result in internal prices moving up to external price levels. 
The alternative is to break away the exchange, which would . 
enable the same volume of internal currency to do the same 
amount of work as it did when external prices were at a lower 
level. We had represented to the Committee that prices in 
India had already reached a point which was injurious to the 
country as a whole. If the Committee were sitting a year ago 
we should reiterate that advice with increased emphasis. 

With later experience of what high prices can mean in 
an undeveloped country, what social disturbance they can 
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an argum~t. Gold in India stands to-day at a prenium.just 
as it stands at a premium iiI Europe and we shaII not be able 
to issue sovereigns nntil that premium disappea~. The 
world is not short of gold, but its stock is now held in 
bank reserves and does not pass into currency, but -it 
cannot he a permanent lockup. Sooner or later the banks -
of the world will have to open their safes, and make 
available for 'commerce the gold it demands as currency. 
When the worl~ has used its credits it will absorb its note 
issue, and finally it will use its gold, India will then get all 

. the gold she demands in payment for her exports. I 
recognise that she will demand gold, if we reduce the ratio to 
ten rupe<!, but this Council I faIlt=y will be the last to object 
to such a result. Meanwhile oUr fOSition will be no more 
anomalous than that of any other'ttiuntry which has a gold 
standard, but which for similar rea."'ns is unable to issue gold. 
You cannot get sovereigns to-day, either as currentyor fOT 

export in England. All you can get is a share of the limite.I 
supply available from South Africa. What is there anomal
ous in the fact that when the supply of gold for genera! use 
is restricted the Indian price of gold should be above the legal 
ratio? There is an argument not directly connected with 
that which I have just noticed, but sometimes met with in 
correat criticism and I should like to meet it here. We are 
told that the new ratio wiiJ. by cheapening.gold create so vast 
a demand that India will import gold instead of other com
modities. Now India must pay for imports by exports. If 
she imports gold instead of other CfDlmodities that is a natural 
process which will hardly benefit her, but with which we could 
not desire to interfere. If she imports gold in excess of her 
exports she will again have to increase her exports, but there 
is a point beyond which this cannot go. There can be no 
permanent danger of any such process, nor can. it be really 
serious unless the purchasing power of India is greater tlaan 
we suspect it to be. 

BIGH EXCHANGE AND THE EXPORT TRADE. 

I turn to the second point that a high rate of exchange 
will injure Indian export trade. I maintain that objection 
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shows a confusion between the effect of a rising exchange and 
a 'fixed high exchange. The correct theory has been very 
clearly stated in a note 'by Mr. Howard. Other things being 
equal and neglecting monopoly or quasi-monopoly of trade 
a rising exchange admittedly tends temporarily to stimulate 
imports and check exports, and a falling exchange to stimu
late exports and check imports. These processes might be 
expected to continue for some time until the equilibrium 
in the exchange rate bas been established, and until various 
adjustments in internal prices and wages had been effected. 
It does not, however, by any means foiIow that under a 
fixed high exchange exports would necessarily be prejudicially 
affected, or that with a ~ low exchange the con;"rse would 
he.the case. It would" to he a legitimate assumption 
that, other things being~ual, with a high exchange intemal 
prices generally will be lower llnd consequently as a result 
cost of living and cost of products will·also be lower than with 
a lower exchange rate. For example take one of India's 
exports, in respect of which prejudicial effects of a high ex
change have beeo advanced io the past. Cotton mills will, 
with a higher rate of exchange obtain less for their yarn and 
piece-goods. They will on the other hand pay less for their 
imported machinery, less for their cotton, and less for their 
labour than if exchange were lower. That is the ~omic 
law as stated by·Mr. Howard, and I have no doubt of its 
correctness. I trust that 00 one here will argue that because 
for the last two months the value of imports has exceeded 
exports, that it is due to ~ recent high rates of Exchange, or 
will proceed to deduce from these false premises the conclu
sion that a high rate of exchange will alter the balance of 
Indian trade. There is no commercial man, I think, who will 
support this suggestion as a statement of fact. Imports 
have, for causes peculiar to themselves, been exceptionally 
hillh in value. Exports been restricted by the embargo on 
the export of food-grains; by the failure of Japan to take up 
its expec~ed supply of cotton, by the inability of European 
markets to provide the credit necessary to establish export 
relations with this country, by the glut of certain articles 
such as bides and skins in the markets of the world, and by 



as transport difficulties in India. I have given in some detail 
our reasons for placing this legislation before the Council, aud 
I have explained to the best of my ability the faith which is 
in us in regard to the principles invlllved> 

-" I wish to conciu<!e with one observation I have heard it 
said in this Council that the recommendations of this Com
mittee were rather in the interests of London tban of India.. 
I admit that I have heard less of this charge in the Press lately, . 
but if that feeling, that baseless and unjustifiable feeling, still 
exists on any qnarter, let me give one argnment which should 
I think dissipate it. The· cardinal principle on which the 
Committee's recommendations torn is the free movement of 
flOld to and from India, and the assumption that India will. 
when the fonner gold parity returns, be able to utilize gold 
for currency. We have been told, not once, but a thousand 
times, that London grudges India its gold. Could any Lon_ 
don merchant have signed this report if he had still any desire 
to grudge Jndia its gold? Could he had retained any 
such desire, have signed a report which not only involved the 
eventual nse of gold as currency, but wrote down gold to such 
a figure that it was bound to create a demand for gold far 
exceeding any that London had so far experienced? He 
could not have done so. He could only have signed this 
report if he were convinced, on the one hand, that it was not 
possible to deny India that free, that Ilnrestricted u>e of gold 
which her public men have claimed, and on th .. other that the 
action contemplated by the report in the matter of e","hange . 
was genuinely for the good of India. (Cheers.) 
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APPENDIX IV. 

CURRENCY COMMITIEE. 

REPORT AND ACTION. 

(Times Of India, 21Jtl February 1920.) 

The following announcement by the Secretary of Stat .. , 
regarding the recommendations of the Indian Currency Com
mittee, is published for general information :-

I' 

... The Secretary of Stute for India has conSidered in 
consultation with the Government of India the majority 
and minority reports received. from the Committee 
appointed by him under the Chairmanship of Sir Henry 
Babington Smith to advise on the subject of Indian 
exchange and currenry. The majority report, which is 
signed by the Chairman and all members of Com'mittee 
except Mr. D. M. Dalal, states as its object the restomtion 
of.a stable and automatic system and the maintenance 
"f the convertibility of the note issue. 

2. The fundamental recommendations of report are 
as follows :-

(II) that the present rupee, unchanged in weight 
and fineness, should remain uulimited legal tender; 

(b) that the rupee should have a lixed exchanged 
value and that this exchange value should be expressed 
in tenns of gold at the rate of one rupee for II' 30016 
grains of fine gold, that is, one-tenth of the gold con
tents of the sovereign ; 

(e) that the sovereign which is now rated by law at 
rupees 15 shoula be made legal tenMr in India at the 
revised ratio of rupees ten to one sovereign ; ~ 

(tl) that the import and export of gold to and from 
India should be free (rom Government controt' as soon 
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as the change in the statutory ratio has been eftected, 
and that the gold mint at Bombay should be open for 
the coinage into sovereign of gold tendered by public; 

(e) that the notification of Government undertaking 
to give rupees for sovereigns should be withdrawn ; 

(f) that the prohibition on the private import and 
export of silver should be removed in due course and 
that the import duty on silver should be repealed 
unless the fiscal position demands its retention. 

REPORT ADOPTED. 

3. These recommendations develop with the netessallY 
modifications required by altered circumstances the 
principles on which the Indian currency system was esta
blishedbefore. the war. and are accepted by the SeCretary 
of State in Council as expressing the goal towards which 
Indian administration, following the previous policy, 
should now be directed. 

4. Under the conditions existing prior to the war 
sterling and gold were ideatical standards. The existing 
disparity has made a choice between theoe standarda 
necessary, and the Committee's recommendation is iD 
favour of placing the rupee on a gold ~is.· ' 

5. In recommending a rate, namely. that aboVe men
tioned for the exchange value of the rupee the Chairman 
and majority have taken account of the high range of 
silver prices and of the importance of safeguarding the 
convertibility of the Indian note issue by providing so 
far as possible that the token character of the rupee 
shall be restored and maintained, i .•.• that the Indian 
Government may be in a position to buy silver for 
coinage into rupees without loss. They were also 
impressed by the serious economic and Political, risks' 
attendant on a furtqer expansion of Indian prices sudt 
as must be anticipated from the adoption of a low rate. 

6. The arguments advanced in favour of a gold basis 
and of a high rate of exoltange appear to the Secretary of 
State in Counet1 to be conclusive. and he has decided to 
take the necessary steps to give immediate efleet to the 
recommendatiuns on these poiDts. Accordingly, the 
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Gow~ent Of J,pdia have to-day announced tbat the 
mte wbich,tbey·wiIl pay for gold tendered to,them under 
the Gold Import Act by private importers will henceforth 
.bi. fixed at 'on~ rupee for 1I'300~6 grains of fine gold. 
i.e .• Rs. 10 for the gold contents of the sovereign. The 
consequential changes in the regulations relating to the 
sale of Council and of reverse drafts by the Government' 
of India will be notified separately. . 

7. The question of the internal ratio presents special 
difficulties. The Committee recommend the maintenance 
of gold on a legal tender footing. especially in view of 
possible difficulties in obtaining adequate supplies of 
silver. A fixed ratio must. therefore. be established 
,between the rupee and gold. as used in the internal circu
lation. either one sovereign for Rs. 15 as at present or one 
.overeign for Rs. 10 in correspondence with new exchange 
.ratio.· The former alternative Would give the sovereign 
the status of an over-valued token coin. necessitating 
permanent control over the import of sovereign and 
making an open gold mint impossible. The Secretary 

. of State in Council. agrees with the Committee that such 
conditio .... ought . not to be contem'plated as a perma
nent arrangement. On the other hand. the lower ratio 
cannot be effectively introduced while a great disparity 
continues to exist between the commercial price of 
gold inlndia 'and the intended Indian mint par of one 
sovereigH lllr·Rs.lo. 

8. Present. conditions are a product of the war and 
in some sense artificial. They cannot be immediately 
'l'IIledied" without the risk of shock to the economic and 
mOnetary system in IodCi. and of reaction elsewhere to 
Wh~ch India' cannoi in he~ own interests be indjfferent: 
a ~ual process Of rectificatio!l and of adjustment to 
~ conditions is. required. For some time past action 
has beeJt taken in India to reduce the premium on gold 
by regular Government sales of bullion to the public. and 
the measure will be further devciloped. It may be expect
'ed' that in that way a natural adjustment may be 
elected uti!. the' path to legislation is cleared. . .' . 



9. The Secretary of State has 'decided, therefore, first, 
that the import of gold shall contInue for the present 
to be controlk-d by license under the G<lId Import Act, 
with a fixed acquisitiOJl rate as mentioned above' ; second, 
that m~anwhile, periodical sales of gold bullion to th" 
public shall continue; and third, that as a provision 
measure" during the transition period sovereigns shall 
reJIiI'lin legal tender at the present mtio of Rs. is. 

MR. DALAL"S REPORT. 

10. In arriving at these decisions the Secretary 01 . 
State in Council has not failed to give careful considera
ti3n to the minority report signed by Mr. D. M. D'lial. 
Mr. DalaI's main object is the effective restoration and 
maintenance 'of the ratio of IS rupees to a sovereign as a 

. measure,both of exchange and of the circtiIating value of 
the rupee. In order to secure this he relieS upon freedom 
for the melting and export of rupees and coJtespondingly 
to freedom for the import of gold. To meet the possible 
result in short age of silver coins he recommends that as 
long as the New York price of silver remains above 92 
cents Government should coin two rupee silver coins of 
reduced fineness, the coinage of rupees ,of the present. 
weight and fineness being meanwhile suspended, and only 
resumed when the price of silver falls tu the figure named,. 
He also recom'lJends that sterling drafts on the SecretarY 
<ll State should be sold only at IS. 3Ud. 

II. The Secretary of State in Council is satisfied that 
this progranune could not be adopted without untoward 
consequences. The heavy exports of silver coin to be 
antkipatrd under the scheme must threaten not only the 
whole silver circulation but also the GovCf~ent reserves 
of silver coin, and entail the gravest risk oCinconvertibi-

. lity of the Government note issue. The demand for the 
gold required continually to make this deficiency good 
must greatly aggravate any strain there may be on the 
gold stock 01 world when the freedom of import is restored. 
Nor is it safe to assume that these difficulties could be 
met by issuing new silver coins of inferior fineness; the 
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evidem:e against the acceptabWty of an inferior substitute 
for the presen' rupee has inpressed the majority, and 
their recommendation on this head is accepted by the 
Secretary of State as decisive_. Mr. Dalal's recommenda
tion in· regard to the rate for sterling drafts, if adopted, 
must produce an immediate crash in exchange bringing 
unmerited disaster to tbose who have reasonably re!ild 
01\ some continuity of policy. The only cover which his 
scheme affords in the export of the country's circulating 
currency. In any case, even if i\ return to the pre-war 
level of exchange could be accomplished without a shock 
to trade or risk to the Currency system, it would lay India 
open to a further serious inOation of prices, while the i 
majority's recommendation would tend towards a reduc- i 
tion of general price levels in Inclia. . !. 

12. Both during and since the war Indian currency 
and exchange have presen\ed problems previously 
nnantic;ipated and more perplexing than any enco.tered 
since the decisiOR to close the mints in 18<)3. But the 
Secretary of State in Council is satisiied that decisions 
reached promise an eventual solution, and he desires 
to express his acknowledgments to the Committee and 
their Chairman for the ability and thoroughness with 
which they have explored the issues and have framed 
their recommendations." 

COMMUNIQUE. • 

The acquisition rate for gold imported onder "license 
into India, which has hitherto been subject to variation 
notified from time to time has now, in accordance with 
the Secretary of State for India's separate announcement 
published to-day relating to the recommendations of the 
Indian Currency Committee, been fixed and the following 
fixed rates will apply to transactions on and after Monday, 
the 2nd February, namely ten rupees for each sovereign 
tendered for import or one rupee for II' 30016 graiDs of 
fine gold. 

2, . Council drafts will continue to be offered at the 
Secretary of State's discretion for weekly sale at the Bank 
of England by competitive ten!1ers, The rate for deferred 



telegra.Jitic transfers and Bills will until further notice' 
• rank for allotment with tenders at one-sixteenth of a 

penny higher for immediate. telegraphic tJal1Sfei:s. No 
announcement 'will be made of the minimum rate 1t 

- which tenders will be acrepted, and the Secretary of 
State in ComiciJ reserve the right of rejecting the whole 
or part of any tender. In accordance with the Coin
mittee's nlCOmmendations the Government of India will, 
when occasion requires. offer for sale stated weekly 

• amounts of sterling reverse drafts on the Secretary of 
State (including immediate telegraphic transfers). The 
rates for immediate telegraphic transfers on London 
will be announced on each occasion by the Controller of 
Currencyanrl will be based on the sterling eq!livaJeut of 
the price of II' 30016 grains fine gold as ,,\easured by the 
prevailing sterling dollar exchange, less a deduction 
representing the charge of remitting gold. The rate for 
deferred drafts on London will until further notice be 
one-sixteenth of .. penny higher than the immediate 
rate. as at present. 

3. The Finance Department Notification No. 4071. 
dated the nth September 18cJ7. providing for the issue 
. of rupees at the Reserve Treasuries in Calcutta. Madras 
and BombO.y. in exchange for sovereigns and half sove
reigns. at the rate of Rs. IS and Rs. 7. respectively. 
is cancelled .. Notification No. 6<Jo8-A .• dated the lIth 
December 1906. re~rding the receipt of !!bvereigns and . 
half sovereigns at the Mints is also cancelled. 

4. The existing prohibition on the import of silver is 
cancelled. and the import duty of 4 annas an ounce is 
aboaed. The prolu"bition on the e"l'!'rt of silver 
remains. 

'5- .. The notifications lUlder the Defena! of Illdia Act 
prohibiting the use of gold and silver coin otherwise than 
as £urrency. or dealing thereio at a pmaiam.' are 
GaIlcelled. 

Priated by Eo O. p..,... at tile T" Pre.. BoabaY. aDIl puWi.hed. bY. s. L ......... 
. ' .~.-J"""'. 




