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PREFACE

This book is complementary to my treatise on Money.
It contains the complex history of Indian Currency in brief,
and gives an uptodate information about it. Appendix ‘A’
deals with English Currency System with which all students
of Currency must be familiar in order to understand its
impact on currency in other countries, The book as it is
covers entire syllabus of the subject prescribed in B. A. and
B. Com. examinations of various universities. The author
is confident that it would meet the need of the public in

general and students in particular.

In the end, he owes apology to the readers for the
mistakes which have crept in during the course of printing
due to the inadvertence of the press. ‘They have, however,
been corrected by an errata at the end.

K. N. GARG
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CHAPTER 1
PRE-BRITISH CURRENCYg

Currency in India, as currency eclsewhere, has passed
through various stages. Among primitive peoples there was
trade by barter. Later on, a2 number of articles had come into
usc as media of exchange, and the cow amongst them stood as
the highest unit. At the lower end of the scale, for sma]}l
purchases, stood shells, beads, knives and bars of copper and
iron, The Cowrie shell, brought from the Maldive islands,
remained by far the most prominent even till the outbreak of
the Great European War 1914-18.  One finds very frequent
mention made ot suvarna (gold) in the Sanskrit books. From
518 B. C. to about 350 B. C., when an Indian province ot satrapy
was included in the Achaemenid Empitre of Persia, 360 talents
in gold dust was, I1erodotus tells us, paid annually as tribute
from the province into the treasury of the Great King. Coming
to the development of coinage, it must be said that this also
passed through the same stages as in Europe.

1. Currency during Hindu period

Certain small ingots of silver, whose only mark is three
circular dots, represent probably the earliest form. Next, in
order, are some heavy bent bars of silver with devices stamped
out with a punch on one side. These and other indigenous
coins remained in circulation in Southern Tndia till the end of
the fourteenth century. But the coins in Northern India, undet
foreign influences brought about by a series of foreign invasions.
underwent many and varied modifications. First of all, thete was
an imitation from Greek coinage, then from Parthian, and then
from Roman through Yuch-chis, Gupta coins of Gupta Dynasty
which lasted from about A. D. 320 to 480, were pethaps the
best.This period synchronises with a great revival of Hinduism.

—

°From The Coies of Indic—C, J, Brown, page 14.
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and along with it of literature, arts and sciences. The Huns
introduced the Sassanian type. The Sassanians, either belonged
to Persia or owed allegiance to the Persians. Rajput coins,
which followed, did not vary much from Gupta coins.

2. Currency daring Mohammedan,period

The conquests of Muhammad Ghori wrought a re-
volution. The engraving of images was forbidden by the
Faith. Hence, both obvetse and reverse were devoted to the
inscription which set forth the King’s name along with his
titles, the date in the Hijri era, the place of mint and the profes-
sion of Faith ; there is no God but Allah, and Muhammad is
the prophet of Allah. During the Hindu period, coins usually
in circulation consisted of gold copper and bullion. Silver
was almost absent. But during this period, it reappeared
because of the opening of commercial relations with Central
Asia, and finally drove gold. Besides, the employment of
billon for smaller money a. this period was made impossible as
the mixture of silver and copper in varying proportions had
begun to be unworkable. Till then, it was not known that
they form a homogeneous alloy only when mixed in the ratios
of 71°89 and 28.11 respectivelv. So graduallv, there remained
in circulation in course of time in Northern India oaly silver
and copper coins. Rupee was firmly established by Sher
Shah.

A passing reference may, at this stage, be also made of
Muhammad Bin Tughlaq. Thomas calls him as ‘The Prince
of Moneyers’. His coins were the best of all made till then.
Next, there was a large output of gold : the issues were of all
denominations ; the inscriptions were varied and experiments
several—the most striking that of the forced currency which
all students of history know and for which they have given
him the title of ‘the mad’, though there is no madness in
introducing iron currency when paper curtency can be issued
without much adverse comment. The art of coinage, however,
being at an imperfect stage at the titpe, forgeries were farbricated
with ease, and as the historians say “The house of every Hindu
was turoed into a mint> The Sultan had, thereupon, to with-
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draw the issue and redeem geauine and forged coias alike at
his own cost.

The reign of the first two Moghul Kiags, viz., Zahic-
uddin Babar and Humayun was nothing more than a kind
-of military occupation, and hence their silver Shihrukhss or
dirhams were issued only as occasion warranted. Sher Shah,
who after the expulsion of Humayun, ruled the country ably
for a brief period of five years showed originality in all spheres.
His innovations in coinage lay in establishing the rupee and the
dam- Rupee,a silver coin of 178 grains, and dam, a copper
«coin of 33 grains were issued by him from at least twentythree
placess There were half, quarter, eight and sixteenth parts of
dam as well. Akbar and Jahangir espressed their artistic
tastes in their issues which were made of both gold and silver
warying from 2000 tolas to a few grains in weight. Big pieces
were not current; they were presented by the King.  Akbar’s and
Jahangic’s love of gold possessed them the most. Their standard
gold coin was the Muhar of about 170 to 175 grains. There were
half and quarter Muhars, and some smaller pieces as well. The
tupee adopted from Sher Shah’s currency, weighed 178 grains.
Its halves, quarters, eighths and sixteenths were also struck.
Special coins were issued for special putposes. Gold and silver
nisars were often issued by Jahangir, Shahjahan, Aurangzeb,
Jahandar and Farrukhshiyar for giving presents. Besides,
Jahangir issued Nure Afshan “Light scattering” and khaire qabul
‘May these alms be accepted- Aurangzeb and Farrukhshiyar
issued dirham shahi for the collection of Jaziya. The coppet
coins of the Moghals were based on those of Sher Shah's. The
half-dam was called the nisfi; the quarter, the damra ; the
eighth of a dam, the damri. Akbar issued silver tankahs of
644 grains and their halves, quarters, onz-cighths and onz-sixteen-
ths, and four, two and one tanki pieces as well.

All these coins wete highly ornate; Jahangirs most of
alle In the beginning there was Kalima on the obverse, and
the name and title on the reverse. But later on, fine couplets
were added to them. Somatimes, one couplet was used by one
miat, at others by a group and still at others by alle These
changed so often. Then followed the Emperor’s name on the
obverse, and the month, date and miat name on the reverses
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For some yeats, Jahangir issued squate and 1« und shagpes alter-
nately every year- In his later coins there a e pictorial repre-
rentations of the signs of the Zodaic »s well. 'n some coins,
le is skcwn ceated cross-legged with a wine-cuyy in his hande
Trese were presented by the King to tke ladies ot his court.

3., Currency during the periocd of chaos that followed
tke brezk-up of the Moghal Empire

Currency kad fallen in confusion dusing the period of
ckzos that follcwed the break-up of the Moghtal Empire.
Independent kings with their territories spreading over only
one ot more of distsicts issued their independent coinse The
result was that at the teginning of the ninetcenth century there
weze no Jess than 994 difletent gold and silver coins, old and
new, passing as current in thke covntry. Many of them were
debased, and there was nothing 1o distinguish the genuine from
the spurious. The Fnglish factories coined the South Indian
pagodas and coprer and silver coins in Fusopean style and also
reproduced 1upees of the Moghals In 1742 the emperor
Muhammad Shah granted tke Fast India Company the right te
coin Atkat tupces.  Gradually, it asstmed contiol of 2ll mints
within its expanding territotics. This was also done by the
Marhattas when they were assuming power after the fall of the
Moghul Empirc. Numerous Rajput states had copied the imperial
coinage in their mints. The Nizams of Hyderabad had done
it in their own territories, and the Rohillas of Rohilkhand in.
Najitakad, Motadabad, Bateilly and Sabaranpur. First of all,
this was done under the ncme of the Moghal Emretor with
scme dittinctive mark stowing tbe autlority of tke respective
issver- Eut in covire cf time, the nimre of the emreror was
dropred. Paid:r Ali stivek pagedas and fanems. Tipu continued
these. In addition ke ordered the coinagelof muhars and half
muhars, silver doutle and tull supee with its balf.quaster, one-
eighth, one-riztcenth and thirty second patts, and copper pieces
of 40, 20, 5 and 24 cash. Tle 40 cash piece weighed 340 grains.
The Sikh leagre, hrewn zs tbe Khalta, foimred with a view to
safegraid the countty {icm tke sepeated invasion of Almad.
Shak, bad astumed the tight of coinage in 17¢4. For zkout 12
jears, it strtuck Gotindskabi 1upee at Lakore. Nanakshahi rupee
was strvck at Amsitsar. Cuiing tke reign of Ranjit Siogh,
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coins were struck at several places, notably Lahore, Amritsat,
Multan, Kashmir, Peshawar and Jhang. The Wazits of Oudh
issued Machhlidar rapzes from Lucknow from 1784 till 1818.
In 1818 Lord Hastings persuaded the then Wazir to assuma the
title of king and from that year till th: dzportation of Wajid
Ali Shah 1856, silver and gold were struck in this part of the
country to the Moghul standard.

SUMMARY

1. Certain small ingots of silver with threc circular dots in the
beginning. and then some heavy bent bars of silver with devices
stamped out with a punch on one side were the indigenous coins in
India In Northern India. which was subjected to a scries ot
foreign invasions, they were later on modified from foreign in-
fluences.

2. During Moharhmedan period. there was a revolution in
coinage. Muhammed Bin Tughlaq is famous for his various experi-
ments, and specially that of a forced currency. Akbar's and
Jahangir's coins were the most ornate. Rupze hid beea established
by Sher Shah,

3 Currency had fallen in confusion after the break-up of the
Moghul Empire,” There were 994 different gold and silver coins
passing as current in the beginning of the nineteenth ceatury. Eich
king had begun to issue his own coins.

TFST QUESTIONS

1. Show that the conquests of Mohimmed Ghori wrought a
revolution in the art of coinage in this country.

2. Give a short actount of the Moghul coinage. Is rupee a
reproduction of the same ?

3. Give a short account of the currency after the break-up of
the Moghul Empire and before its revival by the British.



CHAPTER II
CURRENCY BEFORE 1835

We have already scen that both gold and silver coins
were in circulation in India, when the East India Company
came to assume power. But there was never any fired legal
relation !etween them.  First of all, the Company tried tc
maintain status quo.  But this could not be possible for long.
Thete was difficu’ty experienced in carrying on the internal
trade. The exchange value of the coins was determined by their
weight and finenesse In making even modcrate payments the
parties were obliged to call in a shroff ‘to declare the value of
each coin, or else everybody had to keep in his pocket a balance
and a touch-stone.  Then, 4t iried to improve currency by taking
cosnage from the Moghul Kings in ots cown hands. It also tried
to establish a bimetallism by fixing a legal ratio between its gold
and silver coins, but this could not prove successful even in the
least. The English Governor would fix one rate of exchange
between them, the French Governor another, the Nawab of
Arcot the third, and the Nizam of Hyderabad the fourth, and.
there was the operation of Gresham’s law. The legal ratio had
to be changed according as there was need to attract one or the
other metal.

1. Despatch of 1806

About this time Lord Liverpool published in England
his famous T'reatise on the Coins of the Realm. This enunciated
the principle of monometallism. The Directors of the East
India Company, seeking a way out of the currency trouble in..
India, were much influenced by it, and in their despatch on the
25th of April, 18C6, to the Governments of Bengal and Madras
wrote that ‘they were fully satisfied with the propriety of the:
sslver rupee being the princizal measure of value and the meney
of account> Nor was it their sntention to drive gold out of
circulation from places where it was the general measure of
value, and they took careto specify it. They even proposed
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that a gold rupee of the same weight and fineness as the silver
rupee should be coined, but that no fixed legal ratio should
exist between them.

The recommendations of the Directors as contained in
the above despatch, of course, allowed discretion to the Indian
authorities as regards the time and manner giving effect to them,
ano hence, were not acted upon immediately.

2. Steps taken between 1818 and 1835

The various Presidencies under the East India Company
took steps, in accordance with the provisions of the despatch
of 1806, in different years, Madras being the first. In 1818,
the silver rupee of 180 grains, 11/12th fines was substituted for the
gold pagoda which had been a standard coin there for long.
The coinage of the latter was stopped, but it could not be
altogether given up. In fact, this was not possible. The people
had been associated with it for thousands of years. It continu~
ed to be paid and received by all the public offices at such
rates as were proclaimed from time to time.

In 1823, Bombay rupee was made identical with the
Madsas rupee.  The final step was, however, taken in 1835 by
the Coinage Act of that year.

3. The Coinage Act of 1835

The Coinage Act of 1835 placed India on silver mono-
metallism.  Its essentials were ——(1) The silver rupee of the
weight of 180 grains troy (165 pure and 15 alloy or of 11/12th
fineness) was declared to be a standard coin and unlimited legal
tender throughout British Indias Provisions were made for
the issue of its half, quarter and one-cighth parts as well. They
were to contain silver of the same fineness and proportionate
weight as rupee. (2) Gold was completcly demonetised and igold
coins did not at all remain legal tender in any part of the Brtish
territories in India. (3) Gold waus, howevers allowed to be coined
freely. Mints remained open to the public for the free coinage
of both gold and silver. Gold mohurs of the same weight and
fineness as the silver rupee could be issued from the mints, and
they were meant to circulate at Rs. 15, Gold coins of Rs. 5, 10,
and 30 denominations could also be minted.
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SUMMARY

1. Fast India Company tried to improve currency bv taking
coinage from the Moghul kingsin its own hands. It also made
atten.pts to establish bimetallism. The Directors recommended
silver monometallism for the country in their despatch ot 1806,

2. In181R, rupee was made legal tender in Madras, in 1823. in
Bombay, and in 1835 throughout British India.

3 The Coage Act of 1835 made rupee standard coin and
legal tender throughout British territories in India. [t demonctised
gold, but allowed 1ts coinage. Mints were oper to the public for the

free coinage of both silver and gold
TEST QUESTION

_ L. Give a brief history of the currency system in India in the
earlier years of the ninetcenth century. What were the peculiarities
of the C.inage Act of 1835 ?



CHAPTER IIT
CURRENCY FROM 1835-93

From 1235 to 1893 India had a silver standard. Msnts
were open to free coinage of silver. The face value of the rupee
was equal to its intrinsic value, s.e., the value of the rupee
against gold or commoditizs wis equal to the value of silver
contained in it. This period of the history of Indian cutrency
is very constructive. First of all, a change in the value of
precious metals- —silver and gold—brought with it great diffi-
culties in maintaining the stability of the rupze. Secondly, with
a view to doing away with these difficulties, a number of ex-
periments wete suggested and tried- We shall comz up to
these presently.

1. Attempts to introduce gold in circalation
(1835-74)

We know that gold had been completely dzmonztised by
the Coinage Act of 1835, though mints had been left open to
the public for its frez coinagz. Gold mohurs and Rs. 30, 10.
and 5 picces though coinzd had ceased to b2 legal tender
currency. It is difficult to understand why gold coins strack
under the Act were not to bz legal tendzr. Indians had bzen
for long using gold in citculation, and they continued to
demand it even after the passing of the 1835 Act.

The proclamation of 1814. In pursuance of the pzople’s
demand, a proclamation issued in 1841 authorised receipt of
gold coins in public treasuries in paymeat of public dues at theit
face value. This maant that the rate of exchange batween gold
and silver was fixed at 1: 15, as the gold mohur and the silver
rupee were of identical weight and finzsn2ss.  This satisfizd the
people though the s did not teadzr gold coins in any considzrable
quantity. [t may be mentionzd that the people cou'd not demand
gold coins from the treasuries. Not could they enforce payment
in these betwzen their ownselves.
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Withdrawal of the privilege given in 1641 (18563). During
1848-51 gold mines wete discovered in California and Australia.
The result was a fall in the value of gold_relatively to the silver.
This led the people to pay the treasuries in gold coins which
were accepted there at the old rate. Gold began to flow to the
treasuries in large quantities and the Government lost by
accepting it at a rate ]igher than the market rate. Hence, a
Notification was issued on 26th December, 1862, by. which the
privilege given in 1841 was withdrawn and it was declared that,
on or after Ist January, 1853, ‘no gold coin will be received on
account of payments due, or in any way to be made, to the
Government in any public treasury within the territories of the

East India Company.’

This had the effect of driving out of circulation and turn-
ing into hoard £120 million worth of gold coins, as IL D.
Macleod estimates in his book on Indian currency.

Gold continued to be received into the mint for coinage
under the Act of 1835.

Revival of the privilege in 1864. Thete was again an
agitation in favour of gold. Almost all the Finance Members
o% the Government of India championed its cause. In 1864, the
Chambers of Commerce of Bengal, Bombay and Madras sent
memotials to the Government of India favouring a gold
currency. As a result, the Governmeat agreed to receive and pay
when convenient sovereigns and half-sovereigns minted at any
authorised mint in England or Australia at the rate of Rs. 10
and Rs. 5 respectively.  But they were not to be legal tender.
It may, however, be remarked that gold coins were parted at these
sates neither by the Government nor by the people.

Mansfield Commission, 1666. The agitation in favour of
a gold currency in active circulation went on and the Government
had to appoint the Mansfield Commission, which was the first
of the Committees and Commissions which have sat from time
to time to deliberate upon the problems of Indian currency.

It concluded that :—
(1) Gold coins of Rs. 15, Rs. 10 and Rs. 5 should be issued
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as these would find more favour in the eyes of the people than
notes” of like value ;

(2) The introduction of gold coins would pave the way to
the establishment of the curtency notes ;

(3) The cutrency should consist of gold coins, silver coins
and paper notes ;

(4) Some of the notes should be made universal® ; and

(5) The Govcrnment should recommend after some time
to the Secretary of State the making of gold coins legal tender
in India in pursuance of the general wish of the country.

But nothing substantial resulted ? from these conclusions
and the experiment of the limited introduction of gold into
circulation by keeping open the ofler to reccive and pay at
convenience sovereigns and half- sovereigns at Rs. 10 and Rs. 5-
respectively continued to be carried on. In 1868, the rate for
receipt of sovereigns and half-sovereigns was raised from Rs. 10-
and Rs. 5to Rs. 10°8 and Rs. 54 respectively, as the old rate
was sometimes below their average market value.

Sir Richard Temple Episode. In 1872, Sir Richard Temple,.
the then Finance Member, put before the Government of India
a scheme for making gold coins legal tender in the country.
The following extracts taken from his minutes represent his
honest opinion.

‘On the whole, it seems clear that while in all branches
of administration, we endeavour to give to India the best of
everything so far as we can, yet, in respect to metallic currency,
we deliberately withhold from her the first rate article and
afford her a second rate one.’

Sir Richard Temple resigned in April 1874, and in May
following, the Government of India decided finally against the-
recognition of gold as a standard of value for the country.

1 Notes had been begun to be issued by the G overnment of
India since 1862

2 This was not done till 1909,
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2. The Indian Coinage Act of 1870

In 1870, the Indian Coinage Act was passed consolidating
all previous legislation on the subject of coinage in British
India.

3. Fallin the gold price of silver (1874-1893)

By 1874, a great change had begun in the monetary status
-of silvet. Commencing from 1871, a number of countries, viz.,
Germany, Denmark, Sweden, Norway and Holland had given up
silver standard and adopted gold standatd in its stead. Besides,
several other couatries, viz., France, Bzlginm, Ttaly and Switzer-
land that had joinzd th: Latin Monztary Union, bzginaiag to
find it difficult to miintain a pucca bimztallic standard bacause
of the operation of the Gresham’s law, due to which over-rated
metal (silver) had begun to be poured in them, and had suspended
the coinage of silver  The effact of these two eveats was the
beginning of a fall in the price of silver. It was further
accentuated in the following years due to a number of causes.
For the sake of convenience, these may be divided into (¢) those
on the side of silver, and (i) those on the side of gold.

Causes of the fali in the gold price of silver

(é) In the early years of the fall much redundant silver
coinage was coming to the market from those countries which
had given up silver standard and adopted gold standard ia its
stead.

() The world production of silver went on increasing.
Within a course of about fifteen years from 1875 , it rose from
about 78 million ounces to about 144 million ounces. This
was the result of (@) discovery o7 a number o? silver mines
in Mexico and other silver producing countrizs, (b) the inven-
tion of the Pattinson process for separating silver from lzad,
‘which made it profitable to extract comparatively small quanti-
ties of silver which in previous timas would have been left
in the lead as sent to market. A number of lead roo’s were
gaken off the buildings in Europe and were replaced with n:w
dead, merely in order to estract the silver from the old lead.
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(413 ) The cost of production of silver had gone down over
and above the fact mentionedin (4 ) (&) due to the
sntroduction of a new maning machine.

(iv) On the other hand , the demand Sfor silver was reduced.
A number of countries had given up silver standard. and scveral
others though continuing to have bimetallism had suspended
the coinage of silver. ‘There were only two countries , ViZ .
.Ckina and India, left on silver standard at that time. Demand
from ttem remained , but this was not sufficient to support the
price.

On the gold side the causes were as follows :—

(1) The richest Leds cf yold ficlds had Leen exhausted. There
had rot been any discovery of new mines after those of the
Avstizlizn and Californian. South African and Klondyke gold -
fields were discovered at a much later period.

( 2) Demand for gold had been rising. A number of countries
had adopted goid standard. Besides, trade was expanding

rapidly, and this was giving rise to a greater and greater demand
for money.

Attempts to arrest the fallin the price of silver Several
attempts were made to arrest the fall in the price of silver.
The most important of these were connected with the establishment
of international limetallism. For this purpose, four great
International Monetary Conferences were held between the years
1867 - 1892 :

The First Internaticnal Mcnetary Conference. The first
International Monetary Conference was held at Parts in 1867.
This was attended by the representatives of 18 principal countries
of Futope and the United States of America. It was a scramble
for gold. Tlre Conference declared gold standard to be the only
standard suvited to international money. But it opposed the
adopticn of gold standard by rew countries vehemently.

The Secend Internatronol Monetary Conference. This Cenference
was tFeld in Avgust, 1678 , at tke instarce of the United States.
of America after the passing of the Aland Bllison Act (of which
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we shall take a notice later on ) by it. It was proposed therein
that a common ratio should be adopted between gold and silver
by the principal nations of the wocld to enable the establish-
ment of an international bimetallism. But there was no agree-
ment as gold using countries did no: want (s) to give up gold
standard and adopt bim:tallism and to allow gold to be
introduced in the currency system of silver using countries in
any form.

The Third International Monetary Conference. This
Conference met in July , 1881, at the instance of Fraace and the
United States of. America with the same proposal to consider
as before, iz, the introduction of international bimetallism.
One delegate was sent by England , but on the clear understand-
ing that he would oppose bimetallism. The purpose of
sending him was oanly to give information required by the
Conference. Two delegates were sent by the Government of
India as well , but it was understood that she was not
committed to the principle of bimetallic system in India.

In 1886 , the Government of India wrote to the Sectretary of
State favouring international bimatallism but without any

effect .

The  Fourth  International  Monetary Conference.
This Conference was called by the President of the United
States of America in June 1892 at Brussels. The proposal
before it was not the introduction of bimetallism, but to
settle “what measures, if any, can be taken to increase
the use of silver in the currency system of nations.» But
there was no agreement even with regard to this poiat.
The Government of India evinced a great interest this

time.

The Bland Allison Act. ThisAct was passed in the United
States of America a few months bzfore the calling up by it the
second International Monetary Conference of 1878. Its purpose
was to restore® silver as legal tender. The Secretary of the
Treasury was to purchase and coin each month not less than

' 1 It had been dethroned as money in 1873,



CURRENCY FROM 1835.93 15

2 million dollars and not more than 4 million worth of silver
into standard silver dollars. The purchases were made, but the
fall in the price of silver could not be arrested.

The Sherman Act . This Act was passed by the Government
of the United States of Amczrica in 1890, and required the
purchase of not less than 54 million ounces of silver by it
annually . It was 35 to 43 per ceat of the world * s production
and thrice of what was bought under the Bland Allison Act.
There was , no doubt , a temporary rise in the price of silver,
but this could not help much. The representatives of the
United States had declared at the four:h International Monetary
Conference held in 1892 at Brussels that their Goverament
might be inclined to repeal the Sherman Act as a result of the
failures of the conferencz to arrive a: an agreem:znt with
regard to the measures to be taken to increase the use of silver
in the currency system of nations. On November Ist, 1893, the
silver purchase clause of the Act was tepsaled accordingly, and
the artificial demand having bzen thus put off, thz price of
silver fell further in consequence. '

The Gold and Silver Commsssion. A Royal Commission,
viz., the Gold and Silver Commission, sat in England in 1886
to enquire into the changes that were taking place at that time
in the relative values of the precious metals but without any
practical results. Half of the members wrote agaiast bimetallism
and half favoured it.

The part played by the Government of India. All through the
years 1874-93, the Government of India had been feelin
acute distress because of the fall in the price of silver, an
hence it could not sit sileutly. Furst of all, there was the scheme
of Col. J. T. Smith, Master of the Mint at Madras, for the
adoption of gold currency. Nezt, there was the scheme of the
Government of India itself. But they were rejected by the Secre-
tary of State for India. Thirdly it expressed itself in favour of
bimetallism. But this as well did not receive the support of the
Secretary of State. Finally, it sent a despactch to the Secretary
of State in June 1892 containing certain proposals to be accepted
by the latter on the failure of the Brussels Conference. These
proposals were:—
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(1) that the Mints in Jndia be closed to free coinage
of silver, and

(2) that arrangements be made for the introduction of
a gold standard (A fresh scheme was put this timie as well).

A further statement was made by the Government in
its telegram to thc Secretary of State on January 22, 1893,
which amongst other things recommended the rate to be
established between rupce and gold at 1s. 6d.

4. Herschell Commission, 1893

This Commission was aprointed by the Sccretary of
State for India to examine the prorosals contained in the
Goverument of India despatch of 182 and statement in
the telegram to the Secretary of State on January 22,
1893. Fust ¢f all, the Commission examined tte effects
of the fall in the gold price of silver. The mint in India
being open to the free coinage of silver at that time, there
was a coriesponding fall in the exchange rate of the rupee
with af{all in tke ptice of silver. Tlis is evident from the
following:—

Year Price or Silver +Rate of exchange
Per ounce in (d.) s d.

1871—72 60% 1'11}
1875—76 ... 564 1'0§
1879—80 51} 1'8
1886—89 ... 427 143
1890—91 . 4713 163
1891—92 45 143
189293 .. 39 13
1893—94 35+% 12y
1894—95 2818 11
1895—96 30 114
1896—97 30% 1°24
1897—98 27:5% 1°3%
1898—99 e 27 14
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1. Financial  Difficulties  Government of India
(1) Home charges. Each year, the Government of India
had to remit to the Secretary of State and High Com-
missioner for India a huge sum in connection with
what were known as home charges which were payments
for loans contracted in England for Indijan railways and
irrigation purchases of bar silver for Indian Silver curren-
cy, stores purchased, pensions and furlough allowances
expenses of the High Commissioners® office, etc. In
1892-93, this amounted to £16,532,215,* and the fall in
the value of silver and hence the exchange rate of the
rupee meant that more and morc rupees were required
to remit every £ than previously, And this resulted in
the conversion of a surplus budget into a deficit budget.
Tt was also feared that the price of silver would still go
down and hence entail difficulties. ‘The means available
for making up the deficit were either increase of taxation
or curtailment of expenses. But none of these alterna-
tives was possible, as the taxable capacity of the people
had been reached and economies could not be made in the
expenses.

(2) Fall sn customs receipts. Falling exchanges mean
curtailment in imports and hence in customs receipts. The
Government was hard hit by this,

(3) Demand of government employees for a higher
salary. Rise in prices led to a demand of the employees,
both government and private, for a higher salary.
European officials began to put forward claims for com-

ensation for the loss which they stistained owing to the
Fall in exchange. They received their salaries in rupees,
and to remit a given amount in terms of pounds to England
for the support of their families, they had to spend a larger
and larger portion of their income than before.

4In 1936-37 it was £41 million ; in 1937-38 £37 million ; in 1038-
39, £36 million ; in:1939-40. £20 million" ; in 1940-41, 23 million ; in
1941-42 #,25 million ; approxiumately.

2
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2. Difiiculties of people (1) Effect of the financial difficulties
of the government on ths people. As for as the effect of the finan-
cial difficulties of the government on the people was concerned,
it may be said that this was not, on the whole, detrimental to
them. In estimating the burden, it must be borne that it is
measured by the quantity of product which it represents.
When silver fell and prices rose, the increased burden did
not represent a greater quantity of produce which had also
been simultaneously rising in value. But adjustment
between value of money and prices of commodities takes
some time to complete, and during the interval lndian
producers, particulatly the agriculturists suffered some
loss for a short time. No doubt this loss was only

temporary.

(2) Shifting of burden. The burden of increased
taxation  consequent upon the government’s financial
difficulties did not fall uniformly upon all the classes of
people. For instance, the burden of those who paid a fixed
land revenue under a permanent settlement was lightened,
and the increased salt-tax was pressing the people at large,
Tt rendered the burden heavier on those who had suffered
rather than gained because of the rise in prices, s.e., the
<consumers’ class of people.

(3) Harassment by trade uncertainties due to fluctuations.
People do not suffer much either by a rising or a falling
rate of exchange and consequently falling or rising prices.
What they suffer from is trade uncertainties due to
fluctuations. It is always good if commerce is free from
all the inconveniences of fluctuations arising from the
changes either in exchange rates or prices consequent upon
an increase or decrease in the supply of money.

(4) Alleged stimulation of exportss The tendency of a
falling exchange is to stimulate exports. But this is only
temporary. In the long run, an adjustment is brought
about by various other factors which are always on the
sun. In this case, there was not even this temporary stimula~
gion as is evident from the figures during this period.
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(5) India mads to buy depreciating silver. Silver was
Tosing in value, and people suffered tremendously on
account of this, as they had all of their savings and hoards
jn the metal. The foreigners finding it cheap to export
silver in payment of their Indian imports did it. Had the
standard been changed to gold, they would have to send
gold instead.

(6) Difficulties of the people because of a general rise in
prices. Great quantities of silver were imported into India
to settle the favourable balance of trade, and this silver was
very largely converted into rupces, because mints were
open to an unlimited coinage of silver. There was thus a
.considerable increase of rupee circulation, and at the same
timz soms increase of paper currency. The result was an
unprecedented rise in prices, specially during the period
1883-97. This' was particularly evident in the prices of
foodstuffs, and of other commodities produced and consumed
within the country. As a result the consumersas a whole
suffered, but the distress was acute in the case of those
who had fixed incomes.

(?) Difficulties of British Officers in employment of
India. British Officers suffered in remittance of money to
England for maintenance of their families aad children.
In addition, they suffered as consumers as well because of &
rise in prices.

But it was pointed out by several witnesses before the
Herschell Commission that they were not in much difficulty
as they were drawing a much higher salary than was
required by them. Ta the next place, the loss in remitting
monzy to England was compensated, to a great extent, by
the fall in prices which was taking place in England and
.other gold using couatries.

3. Effect inflow of foreign cavstal. A fluctuating exchange
or more particularly a falling exchange tended to chack
énflow of foreign capitid into India. Much of it used to come
in those days from the Loadon money market and this
hesitated to lead money to couatrics on silver standard
specially when there was uacertainly about the rate of interest
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and a likelihood of a diminuation of the principal im
case it was to be transferred to London.

4. Efect on Industries. India did not possess at that time
any manufacturing industries worth the name. But she was.
beginning to have them. This necessitated cn import of machines
and technical experts for which more and more money had to be
found as the rate of exchange fell. Besides, whatever
industries were being established, they were being established’
with the help of foreign capital to the import of which as
has alteady been observed, there was a considerable impe--
diment because of the fall in the exchange rates. As far
as agriculture is concerned, this as well did not make any

progress. We have already noted that there was no stimulus
to export.

6. Effect on trode and commerce. A fluctuati.g exchange
has a disturbing effect on the growth of trade. It hasa paralysing
effect. We know that exports did not make much headway during
this petiod. This was the case with imports as well. As regards
internal trade this 1co did not obtain any stimulus due to
a falling exchange. Prices were all along rising due to the
import of silver and consequent increase in the supply of
supees. Eut the consumers not keing well off, there was
no improvement in trade. The element of uncestainty
created fanic in tke minds of the businessmen who, in
consequence, contracted their business of whatever from it
was whether external or internal.

Consideration of the grogosals of the Government of
Indie. Thkough the Government of India profosed to stop the:
free coinage of silver and to establish gold standard, st did.
not want to subsitiute gold for sslver as the ordinary cur-
rency of the countsy. Tt was contemplated that in the
vast majority of transaction silver would still be used as a
medivm of exchange as it was in France and U. S. A. The

sate for the exchange of rupee with gold was proposed to be-
fixed at 1s. 6d.

The Commission considered first of all efects of stop-
ging free conage of stiver, and in this connection it took up
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{1) gold value of uncoined silver, and (2) futre relation of
uncoined silver to the coined rupee.

Gold value of uncoined gilver. It was found that for
sometimes past the whole of the silver imported had been
passing through the miats, and this represented one-fourth
of the total world production. Hence, in case free coinage
of siver was stopped, there wis bound to be a tremendous
fall it the goll value of silvsr. Besidas, the effect Of the
stoppage of the demand for silver from India, it was feared,
might induce U. S. A. to repeal the Sherman Act. Finally,
it could also induce China the oaly country remaining on
silver standard to give up that standard. In such cases,

the fall in the gold value of silver, it was pointed out, would
be heavier still.

Future relation of wuncoined silver to the coined rupes.
The stoppage of free coinage of silver at the mints was
bound to raiss the value of rupee in terms of silver. But it
was pointed out that a considerable time must past before
'the price of rupee could be expected to rise. There wasa
‘repundant supply of rupee at this time.

Next, the commission considered wheathet it was possi-
ble to introduce gold standard without a gold currency and
even without a legal convertibility of existing silver currency
anto gold. The example of several countries was cited, and
it came to the conclusioa that this was possible.

Finally there was the question of the rats of ezchanges.
The Government of India had recommended a rate of 1s.6d.
Even if it was to be the existing rate, this was bound to
‘become greater than the value of the silver coatained in
expected to continue. Hence, whatever the rate of exchange,
ot was bound to cause a divergence $n the value of rupes and
the silver contasmed st. Its probable effects were considered
and they were expected to be as follows :

(2) Stimulus in spurious coinage. It was pointed out
«chat divergence in value of tupee and silver contained in it
would give eacouragement to spurious coinage. But
the commission was of opinion that this had not happened ig
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other countries and there was no reason why it should
happen in India. Besides, this could be stopped by severely
penalising it.

(b) Fall in the valus of hoarded wealth and ornaments.
A vast majority of Indians had their savings in silver bars
or orpaments. If mints were closed, there was bound to be
a fall in their value.

(c) Conversion of the whole of India’s currency inlo
token curremcy. It was also pointed out that divergence 1n
the value of rupee and silver contained in it would result
in the conversion of the whole of India’s currency into:
token currency. But the Commission opined that there was
a good deal of difference between rupees and inconvertible
paper money, inasmuch as the expansion of the former would
not be so easy as that of the latter.

(d) An sndirect increase in tazation. It was pointed
out that a rise in the value of rupee would mean a rise in.
the burden of taxation. The commission admitted the truth
of this statement. But it ruled it out by saving that this
was not in the hands of the Government. If price of
silver falls, how can the Government be held responsible:

for it ?

(¢) Effect on India's trade with other silver using
countries specially China. Effect of closing the mints to free:
coinage of silver on Indias trade with silver using countries.
specially China, was also considered. But as this trade
amounted to about only half the trade with gold-using:
countries it was regarded better to fix the rates betweem
gold and silver. Besides, arguments® were advanced which
showed that India would not fare worse in this respect
as well.

(f) Currency weuld be rendered unautomatic. It was
also pointed out that by closing the mints to free coinage:
of standard coins, the currency system of the country

81nquisitive students may be referred to the Original Repart
of the Commission.
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would be rendered unautomatic. But the commission
stated that the people would take gold to the mint and the
Government would give them rupees in its stead, and thus
;)he currency system would be made automatic on a gold
as1s.

Considering the above, the Commission decided to fiz
a rate of exchange but mot very much mgher than the existing
one. The rate of 1s. 6d. as paoposed by the Government
of India was much highet than the existing one and hence
that of 1s. 4d. was considered to be better than this.

,Becommendation of the |Commission. Having !con-
sidered the proposals of the Government of India, the
Commsssscn recommended the following:—

(1) That the mints be closed to free coinage of both
silver and gold. Till then they were open to free coinage
of the latter as well, though gold coins were not declared
legal tender.

(2) That the Government could coin rupees in
exchange for gold at a rate of 7'53344 grains troy of fine
gold or 1s. 4d. per rupee.

(3) That gold coins be received at public treasuries
at the rate of 1s. 4d. per rupee.

(4) That rupee coins should continue to be unlimited
legal tender.

Evidently, it did not make any specific provision for the
sniroduction of a gold standard. But this was contemplated
to be established in future. It was thought that a transitiom
period was necessary in which the rate of exchange would
be brought up to 1s. 4d. When this was achieved a gold
standard would be established. At least this is what was
emphasized by Lord Farrier and Lord Welly. ‘lhey also
thought that a gold reserve would be provided for in the
meantime. .
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SUMMARY

1. India had from 183593 silver standard. Several attempts
‘were made during this period as well to introduce gold in circulation
specially between 1835-74 The proclamation of 1841 authorised
receipt of gold coins in nublic treasuries at their face value, But
they were not to be paid our. This privilege was however, with-
drawn by a notification of 1852. In 1864 again, the Goverument
agreed to receive and pay when convenient sovereigns at fixed rates.
In the same Mansfield Commission was appointed, but its recommend-
ations could not be given effect to. Tn 1872 Sir Richard Temple, the
then Finance Member, put a scheme for making gold coins legal
tender in India, but this as well was not accepted,

2. In 1870, the Indian Coinage Act consolidating the previous
Acts was passed.

3. During the period 1874-93, there was a tremendous fall in
the v.lue of silver due toa number of causes, Of course several
attempts were made to arrest it but all of them proved abortive
Among these m:y be mentioned. the establichment of the four
international conferences. passing of the Bland Allison and Sherman
Acts by the Government of U. S. A., appointment of Gold and
Silver "Commission m England and finally the anxiety of the
Government of Inia to do something.

. 4 Herschell Commission which was appointed to examine and
report upon the proposal of the Government of Indta first of all
pointed out the difficulties of the Government and the people, and
effects on inflow of foreign capttal into the couatry and on her
industries, trade and commerce, as a consequence upon the fall
of the value of silver., Then, it gave consideration to the proposal
-of the Government and in this connection mentioned the effeats of
stopping the free coinage of silver, and pointed out the possibility
«of the introduction of gold standard without a goM currency and
add even without a legal convertibility of the existing silver currency
into gold Finally, it took up also the question of the exchange
rate and showed the need of putting it as neac, the existing rate
as possible. In conclusion, it made also its recommendations which

clude the closing of the mints to the public for the coinage of
silver but keeping them open to the Government for this purpose,
the issue by it of rupee coins in exchange for gold at 1s. 4d. rate
tho acceptance of gold coins by it at public treasuries at this rate,

and continuance of the uanlimited legal tender characteristic of the
rupee.

TEST QUESTIONS

. 1. What attempts were made to introduce gold in circulation
in India between 1835-74 and with what results ?
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2, What were the causes of the fall in the value of silver after
1872 ?.Mentnon in this connection the steps taken by the important
countries of the world,

3. Examine the effects of the fall in the value of silver
after 1872 upon India’s trade, industry and state,

. 4. Detail the circumstances leading to the closing of Indian
mints to free coinage of silver and mention the cffects of this step,

(U. P. Board).



CHAPTER 1V
CURRENCY FROM 1893-1898

The period from 1893-98 was a period of transition.
The recommendations of the Herschell Commission were
accepted and Act VIII of 1893 was passed on June 26 of the
same year. Three notifications were also issued in this
gespect.

1. The coinage act of 1893 and notifications
relating thereto

This Act amended the Indian Coinage Act of 1870 and
tbe Indian Paper Currency Act of 1882. It provided for
closing the mants to free coinage of both gold and silver as
recommended by the Herschell Commission. But it allowed
she Goverment to retain the right to coin silver on its own behalf
The notifications issued were :—

(1) Gold coins and gold bullion would be received at
the mints in exchange for rupees at the rate of 7.53344
grains troy of fine gold, se. 1s. 4d. per rupee.

(2) Sovereigns and half sovereigns would be received
in payment of sums due to government at Rs. 15 and
Rs. 7-8-0 respectively.

(3) Currency notes would be issued in exchage for
gold coins or bullion? at the same rate.

Its snherent defects. The legislation had certain
inherent defects.

1Currency notes could be issued against gold in accordance
with the Paper Currency Act of 1882 ss well, But the amounts
of notes thus istued cculd rotbe more than 25% ef the total metallic
zeserve,



CURRENCY FROM 1893.1898 27

(1) First of all, rupee though unlimited legal tender
and principal coin, was incovertible.

(2) Secondly, there was no obligation on the part of the
Government to pay gold in exchange for rupees though
there was no obligation on its part to receive gold in
exchange for them.

(3) Thirdly, rupee melting point had not been considered.
A rise in the value of silver beyond a certain limits was
never contemplated.

2. Effect on the rate of exchange
N e e e o
During the years 1893-95, the rate of exchange, contrary
to the expectations of the people, continued to fall.

(s) First of all, the people thought that the Govern-
ment would not be able to maintain the value of rupee.
The Sectetary of State for India sold bills in London on
the Government of Tndia, called Council Bslls, to collect
sterling for meeting home charges on behalf of the
Government of India. These, at first, be continued to seld
at the market rate which was much below 1s. 4d. This
led the people to believe that the Government could
not raise the rate of exchange and caused great inconveni-
ence. But later on, it was decided by Secretary of State
that to allay fears, the bills would be sold at the minimum
rate of 1s. 4}d. per rupee. This rate was higher than
the market rate then existing, and debtors in England
did not luy bills for sometimes but sent silver to India. But
mints being closed to its free coinage, this could not conlinue
{or long, and ultimately they had to purchase the
ills.

(i) There had been going on a large coinage of silver
for sometimes past, and the supply of rupee was sn for excess.
of the demand. The relative scarcity could be felt only
in 1899,

(4ii) The vyears 1896 to 98 were bad years for the
country. It was s grép of famine ard glague. Its tesult
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was a reduction in the production of commodities, and
hence in the need for money.

But the rate of exchange began to rise in 1895 and
teached 1s. 4d. in 1898. It may be mentioned here that

price of silver continued to fall during the whole of this
period.

3. Gold Note Act of 1898

By 1898, shortage of money had begun to felt, and to
relieve that stringency an Act (No. 11 of 1898) was passed,
empowering the Government of India to direct, by order
notified in the Gazette of India, to issus currency notes in India,
again gold recesved by th: Secretary of State for India sn
London. This Act was to remain in force for six months,
but was further extended for two years by an amending Act
of that year. Prior to this, currency notes could be issued
only against rupeces and gold® held in India and rupee
securities.

4. Fowler Commission (1898)

When the rate of exchange was near 1s. 4d. another
Commission, namely, the Fowler Commission, was appointed
to recommend mzasures which might lead to the establishment
of a satisfuctory system of currency in India, and for securing
as for as practicable, a stable erchanje between that country
(India) and the United Kingdom. Eatly in 1898, the Govern-
ment of India had addressed the Secretary of State with
proposals for securing eatly relization of a gold standard in
India. These involved a very large withdrawl of rapees from
citculation. It supposed that rupess ware still in excass of
the requirements of trade. Together with its proposals, the
Government and forwarded two other schemes, one by
Mt. Lesley Probyn, and the other by 'Mr. A. M. Lindsay. A. M.
Lindsay’s scheme became much famous later on, as it had meant
the establishment of a gold exchange standard which was, in
course of time established in this couatry. Mr. Lindsay had
proposed that a gold standard reserve should be created in

2Currency notes could be issued against gold held in India in
accordance with the notification issued by the Government of India
in 1893 to an unlimited extent.
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London by means of a loan of £10 million raised by the-
Secrctary of State, and to be deposited with the Bank of
England. Sterling drafts were to be sold in India when tequired
at 1s. 3}d., and met out of this fund. Asagainst this, there
would be a rupee section of the gold standard reserve kept
in Indjia on which council bills would be sold in Loadon at
Is. 4y5d. for trade demands when necessary. But the Com-
mission rejected both the schemes.

There were some who recommended restoration of
silver standatd, but this too was rejected by the Commission.

Becommendations of the Commission. ‘The Commission
recommended a gold standard with gold curiency in active
circulation for this country. The reasons advanced for a gold
standard were as follows. |

(1) Foutfifths of Indias trade was with gold standard
countries, and importance of gold in foreign trade had been
cmfphasised by Dr. Marshall in the coutse of his evidence
before the Commission. Introduction of gold standard in
India was, according to him, like a movement towards bring-
ing the 1ailway gauge on the side branches of the worldss
railways into unison with the main line,

(i) A gold standard would stimulate infow of capital
in India, which was greatly needed. First ofall, during the-
busy part of the year, owing to a heavy demand of money
for moving the crops the rate of interest generally rose very
high.  Secondly, capital was needed foxr bringing about
development of large-scale enterprise in India.

(#1) A considerable amount of gold worth £2 million:
has been accumulated in the paper currency reserve within a
very short time. When this could be done so soon and in a
period of transition, the Commission held that much more-
could be done in future with the growth of confidence.

(iv) The Government of India had publicly announced:
that they were willing to take steps for the early establishment
of a gold standard and -a stable exchange. The Commission
thought that no time should be lost in doing it, otheswise:
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there would be doubts in the minds of the people, and various
rumours would arise which might result in the withdrawal of
confidence in India’s monetary fuature and thus jeopardise the
country’s material interests.

Its arguments for a gold currency in active circulation
were as follows :—

(1) A system without a visible gold cuatrency such as
-recommznded by Mr. Lesley Probyn or by Mr. Lindsay would
be looked upon by the people of this country with disgust.

(2) An exchange standard would check that flow of
<capital into India which was so much needed for the develop-
ment of her resources.

(3) Gold coins were in common circulation in India not
long ago and constituted the the principal currency in Madras
<ill 1806. Tf hoarding did not render a gold ciculation an
impossibility in the past, such results could not be eavisaged
for the future. The Commission thought that people of
India might have hoarded in the past, but with the
disappearance of the causes that led them to hoard, the habit
was sure to be given up.

(4) There was always an inflow of gold into India,
because of its tendency to have a favourable balance of trade.
The Commission thought that this would 'make possible
accumulation of sufficieat gold reserves for monetary purposes.

Other recommendations of the Commission in this
connection were as follows :—

(1) British sovereigns be made legal tender and current
coins in India. Indian mints be thrown open to unrestricted
coimage of gold on such terms and coanditions as govern the
three Australian branches of the Royal Mint.

(2) The Government should continus to give rupees for
gold but fresh rupess should not be coined until the proportion
of gold ia the currency was found to exceed ,the public
gequirements.
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(3) Any profits on the coinage of rupees should not
be credited to revenue but be kept in-gold as a special reserve
entirely apart from the paper currency reserve and ordinary
Treasury balances.

(4) When the Government has accumulated a sufficient
gold reserve and so long as gold is available in its Treasury,
st might discharge its obligations in India in gold instead of
rupees. It may be mentioned that the amount of rupee circu-
lation being very 'large, .imposition of an obligation on the
Government to convert all rupees into gold would have been
a serious liability, and hence this was not recommended by
the Commission.

(5) The Government was obliged to make gold available
for exports if exchange showed a tendsncy to fall below the specie
point. ‘Thus it is clear that while the Government was under
obligation to pay gold for external purposes, it was not so for
internal purposes.

(6) The value of rupees was fixzed at 1s. 4d.. se., Rs. 15
to a sovereign or 7'53344 grains troy of fine gold per rupee.
Reasons for doing so were; (a) This rate had been steady
since January 1898. (b) This had also been 'recommended by
the Herschell Commission and everybody had pinned his faith
onit. (c) In 1898-99, at this rate total volume of export trade
amounted to Rs. 120 million, a figure which was never attained
in the past. (d) Prices and trade had adjusted themselves to
this rate.

(7) Rupeee although made token coin be kept unlimited
legal tender. This had been the position of silver coins in
Prance and U. S. A. as well, where they had not been coined
since 1878 and 1893 respectively. In neither country werte
they convertible into gold for internal purposes, though they
were as good as gold for it. For international purposes, how-
ever, both these countries used gold, though it was also legal
to use only silver.

SUMMARY

1. Theperiod from 1893-98 was a period of transition. The
Coinage Act of 1893 closed the mints to the public for free coinage
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of both gold and silver, though left them open to the Government for
this very purpose on its own behalf. The notifications issued in this
connectio authorised the Government to receive gold coins and bullion
in exchange for rupees and in discharge of sums due by the people
to it at 7°53344 grains per rupee and issue notes in exchange tor
them at this very rate. The inherent ot this legislation were
inconvertibility of rupee coins. absence of an obligation upon the
Government 10 pay gold in exchange ior rupees and ignoring the
rupee melting point,

2, The rate of exchange continued to fall from 1893 to 95 due
to certain causes but thereafter it rose slowly.but steadily.

.3. The Gold Note Act’of 198 authorised the issue of notes in
Indi agamnst gold received by the Secretary of State for India in
in London though in the first instance on temporarily.

4. The Fowler Comnussion was appointed 1n 1898 to establish a
satisfactory system of currency in India and secure as far as prac-
vicable a stable exchange beiween India and the United Kingdom.
They recemmended a geld standard with gold currency for circvla-
tion for this country and advanted convincing reasons for it. Their
other rec. mmendations were (1) givirg a legal tender characteristic
to British sovereigns, and opening the lndian mints to their free
coinage: (¢) allowing the Government to give rupees in exchange
for gold but forbidding it to coin them for some time more. (3)
establiskment of a speciul gold reserve out of future profit of
coinage, (4) allowirg 1tbe Government to discharge its obligatios in
India mn gold iustead of rupees 1f convenicent, (5) maklng availability
of gold cbligatcry upon it for export if exchange showed a tendency
10 fall below the specie point, (6) ixing the value of rupee at 1s. 4d.
and (g) keepir g it unlimited legal tender inspite of its being a token
coin.

TEST QUESTIONS

. 1, Whatimpertant changes were brought about by the Indiam
Coinage Act ot 3893 snd notifications issued in tbat comnection ?
Give in brief the inherent defects of this legislation.

2. Why did the rate of exchange did not rise immediately as a
yxesult of the passing ot the Indian Cuinage Act ot 1893 and issuing
ot the Inotifications in that connenctiom ? Discuss the reasoas
advanced by you,

. 3. Give in brief the arguments advanced by the Fowler
Commission in support of a gold standard with gold currency in
active circulation for this couniry.

4. Summarise the recommendations of the Fowler Committee,
How far do you think it meant the establishment of a gold standard
with sold currency ?



CHAPTER V
GOLD EXCHANGE STANDARD

The Fowler Commission had set before the Indjan
authorities the object of an effective establishment of gold
standard. The Government of India decided to take action
on its recommendations. The Indian Act No. XXII of 1899
was passed, 1t made sovereign and half-sovereign legal tender
throughout India at Rs. 15: £ (1s. 4d.: Re). Active steps
were taken to open a mint for the cosnage of gold in Indsq.
An active effort was also made to induce the people to use
gold coins as a medium of exchange; and Currency Offices,
Post Offices, and other Government institutions were jns.
tructed to pay these to the public. But this proved ugp.
successful. A large number of gold coins returned to
Government Treasuries. In many places sovereigns went
to a discount of 4 as. But there was a demand for rupees,
and the Government contrary to the recommendations of the
Fowler Commission, was compelled to resume their coinage
early in 1900. The profits on it were, however, credited to
a separate gold reserve which finally came to be known as
a gold standard reservel. After 1900. the ezperiment of
putting gold coins into circulation was not repeated.

1. Divergence made from Fowler’s scheme

Subsequent events are such as show that there was g,
great divergence made from Fowler’s scheme.

(1) It has already been pointed out that the Government,
contrary to the recommendations of the Fowler Commission,

was compelled to resume coinage of rupees early in 1900,
\.——_

1 The designation of the reserve was changed from Gold
Keserve to Gold Standaird Reseive in 10c6 when :t was decided to
hold a part in rupces ; but this change of title did not make the
josition cleazer as sckncwledged by Keynes vide Indian {urreney
and Finance.

3
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“There were certain reasons for this. Tn the first place, there
was a general monetary stringency. We know that rupees had
qnot been coined since 1893. On the other hand, production
and trade had in general increased. Secondly, there were
consequences of the Gold Note Act of 1898. Paper Curtency
was being issued under this Act against gold deposited in
London. This additional issu¢ had the result of adding
to the drain on rupee reserves of the Government of India.
Notes were then convertible in rupee. coins. Thirdly, gold
coins which were issued to make good the shortage of rupees,
ceturned to the Treasuries. Fourthly and finally, famine
conditions which prevailed about this time necessitated small
payments, and these could only be made in silver coins, not

in gold.

(2) Because of the return of gold coins at this time
to the Treasuries, it was concluded by the Government that
the people did not want gold coins. The conclusion was wrong
because both the time and manner of putting gold coins into
circulation were ill-chosen. Famine conditions were prevailing
then. Besides, the method of forcing gold coins simul-
taneously from several sides on the people was not good ; it
rather created suspicion in their minds.

(3) A gold mint could not be instituted without the
sanction of the Royal Mint, if it was to coin British sovereigns
and half-sovereigns. And we know that the Fowler Com-
mission had made only these and no other gold coins legal
tender. Hence, the ranction of the Royal Mint was necessary.
But far from giving the sanction, the British Treasury objected
to the establishment of a gold mint in India on various
grounds. It did not think that sufficient gold would be
available in this country to enable the mint to continue for a
long time. Nor did it think that it would be advisable to let
the Indian Treasury bear its cost. Besides, it questioned the
wery necessity of a gold miat for India. The failure of the-
Government to introduce sovereigns, as already pointed out,
helped it a_good deal in its arguments against an active
circulation of gold currency in this country. As a result the
idea of a gold mint had to be dropped in 1902 after the
.completion of the steps taken in this connection.
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(4) The gold standard reserve had been created according
20 the recommendations of the Fowler Commission, but sts
_form, location and use were changed.

First of all, the Secretary of State decided that the profits
on coinage be sent to London for investment in stetling
securities. e arguzd that since London was the place in
which the resetve would be neceded on the occasions of
emergency against which it was created, it would be the best
place for keeping it. Accordingly, for the first few years
from 1901 onwards, the profits on the coinage of rupees were
sent to London for investmznt. Gold in paper curtency
tesetve was taken out for this purpose in exchange for newly
coined rupees. Thz interest earned on securities was also
credited to the gold standard reserve. It may be pointed out
that according to the recommendations of the Fowler Com-
mission, the whole of it was required to bz kept in gold, and
in India.

Secondly, in 1906 some difficulty was felt in the
conversion of notes out of the paper cutrency reserve,
asa portion of it had been transferred to London in the
previous vear on the plea that it could be used there, as
and when requited, in putchasing silver, thus saving three
.ot four weeks® delay in shipping them from Tndia at the
moment when actually required. This nccessitated the for-
mation of a special reserve in rupee coins, besides the paper
-currency reserve. Hence, two branches of the gold standard
resetve came to be formazd, (1) in the form of rupeces in India,
and (2) in the form of sterling securities in London. But
both these forms were contrary to the one recommended by the
Fowlet Commission.

Thirily, the whole of the profits on coinage did not
ontinue to be credited to the gold standatd reserve. In
June, 1907,2 Committee, known as the Mackay Committee,
appointed by the Secretary of State to coasidzr the question
of Indian Railway Finance, recommendzd the transference of
asum of £1 million out of the profits of coinage in that
year to the provision of adding rolling stock and othee
improvements for Indian railways. The Secretary of State
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went much beyond it. He''decided that in future one-half of
any profits on thc‘coinage of rupees should be used for capital
expenditure on railway until the gold standard reserve reached
£20 million. From this, it appears as if all the profits ons
silver coinage were to be diverted from 'the reserve after its
reaching this figure. In actual practice, £1,123,000 had been so
transferred before the crisis of 1907-08 occurred which made
him change his decision.

Fourthly and finally, the use of gold standard reserve
was changed. We know that from 1601 onwaids, profits
on coinage were sent to London for investment on the plea
that the reserve would be needed on the occasions of emer-
gency against which it was created in that place. In 1907-08
this emergency arose. Indias talance of trade turned un-
favourable and there czme up a demand for gold for exports.
According to the recommendations of the Fowler Commission.
the Government should have met this. But there was ne
gold in the gold standard reserve in India. First of all, it was
given out of the farer currency reserve with some limitations.
Then, it was decided cn the 4th March, 108, to make weekly
sales in India of a certain maximum quantity of sterling bills on
1 ondon at the fixed rate of 1s. 38§d. and on the 26th March,
1908, they were fizrst sold. During the interval, the Secretary
of State tcok steps to realise some of the securities held in
the gold standard reserve in order to have cash to meet the
bills sold in India. ‘These bills continued to be sold in this
country till the 11th Septemker, 1908, on which date the
exchange strengthened. In all £8,058,000 were withdrawn
duting this period out of the gold standard reserve to meet
these bills. Resides, it has alteady teen said previously that
2 branch of the gold standard reserve was held in India from
1906 onward in rupees for conversion of notes.

(5) The Fowler Commission thought that gold would
continue to fow into India. But this was not allowed to be so.
We already know that the Secretary of State sold council bills
to obtain funds to meet home charges. After the passing of
the Gold Note Act of 1898, he sold these also to obtain funds
to purchase silver for coinage of rupees required to enable
the Government to convesrt paper currency into them. It
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*has already been said that this Act was, at first, meant to be
din force for only six months but later on extended for two
years. In 1899, it was made permaneat. In 1904, the Secretaty
of State notified his willingness to give rupees for sterling
without limit (i.e., over and above his requitements) at the
price of 1s. 43d., which was the normal gold export point
from London to India. Sometimes, he increased the sales
'of the bills by selling them below the gold export point as
well. The net result of all this was what is obvious. Ia
normal times, one of the methods of paying for India’s favous-
able balance of trade was by the remittance of gold bullion and
'sovereigns to India. But the action of the Sectetary of State
as given above resulted in its prevention. Whatever gold was
imported into India during this period was imported as
merchandise and not in payment for her exports.

It may be concluded that while the Fowler Commission
‘recommended the establishment of a gold standard with active
+gold in circulation for this counttry, Governmentof India built
‘D @ system of currency which was quite different from it and
had nothing in any legislutive enactment as its basis. It grew
«of itself from executive practice and depended on the executive
will.  We shall look to it presently.

2. Evolution of gold exchange standard in India

The system of currency built up by the Government
«of India in all these years was the same as proposed by A. M.
‘Lindsay and placed before the Fowler Commission but tejected
by it. He had always maintained that “they must adopt my
scheme despite themselves» and he was right. Gold exchange
-standard as it was called, as has already been observed, was
first adopted by Holland in 1877 and then by Russia and
Austria-Hungary in 1892. But it was first adopted in a2 come
plete form in India, as pointed out by J. M. Keynes in his
‘book entitled Indian Currency and Pinance, page 33.

We know that the Secretary of State sold Council Bills
and when he began to sell these without limit at the price of
1s. 45d. which was the normal gold export point as well of
dess, the exchange rate could not rise above it. Importers of
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Indian goods had the otker 'alternative of paying for them,
s.e., by tending gold bullion or coins into this country. Those
were accepted Fese at 1s. 4d. per rupee, and the cost_of sending
them tbovgh always varied was never more than gd. Fence,
it was always preferable to thcm to purchase council bills if
they were availatle at a rate of 1s. 43d. or less. Nor could’
the marlket rate of exchange under the circtmstances rise above
this rate. FHence, the Secretary of State prevented the rate of
exchange from rising akove this point by offering to sell
council bills without any limit at this rate.

The usual piocedure for selling these bills was that they
were offered in London for tender at the Bank of England
every Wednesday morning, the Secretary of State for India in
Council (or, for skort, the Tndia Council, whence the name
Council Bills) having previously announced the amount for
which tenders were invited. There was a reserve price which
was not published below which ke did not sell. Tenders
disclosed the amount tendered for and the number of pence
per rupee which was offered. The total amount was then
allotted to the highest bidders, the allotment at the minimum
rate accepted being proportionate to the amount applied for
at that rate.

It should be added that cash was required to be paid:
for bills in London as soon as they were allotted. But on
sccount of the time taken by the mail, they could not be
changed into rupees at Calcutta for about a fortnight. Interest
for this period was, therefore, lost and it was worth paying.
extra to obtain telegraphic transfers by means of which rupees
could be obtained at Calcutta immediately. The Secretary of
State, therefore, was usually willing to sell telegraphic transfers.
at a rate g2d. per rupce higher than the rate for bills.

The sale of councsl Lills was or e facet of the gold exchange
standard system, and it continued so long as India had a
favourable balance of trade. Tut in 1907-8, the balance of
trade of the country turned wunfavourable. There arose 2
demand for gold for export purposes. According to the
recommendations of the Fowler Commissicn, the Government
of Jndia should kave met this. Lut thete was no gold in the
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gold standard reserve in India. First of all, it was given out
of the paper currency reserve with some limitations. Then, it
was decided on the 4th Match, 1908, to make weekly sales in
India of a certain maximum quantity of sterling bills on
London at the fixed rate of 1s. 3%3d, and on the 26th March,
1908, they wete first sold. These bills were known as Reserve
Councils. and they completed the other side of the picture of gold
exchange standard. So long as they were available at 1s. 3%4d.
the rate of exchange could not fall kelow it as nobody would
bave liked to bave less than this amount fora rupee from
anywhere else when this was available from the Government.
On this patticular occasion, the Government though sold
these every week till the 11th September, 1908, on which date,
these change strengtbened, it sold only 2 certain maximum
quantity. What was necessary was a sale without any limit.
Later on, and specially when the rate of exchange showed a
tendency to fall just after the out-break of the war, it sold these
without any limit.

3. Mechanism of gold exchange standard
in this country

The mechanism of gold exchange standard in this country
consisted of (1) the council bills and reserve councils, (2) the
gold standard and paper currency reserves and cash balances
]ofd tte Government of India and the Secretary of State for
ndia.

The Council bills were paid in India out of the rupee
teserve held partly in the paper currency reserve, partly in the
gold standard reserve and partly out of the cash balances of the
Govesnment of India. Reverse councils were, on the othes
hand, paid in London out of the sterling resetves held psttly
in the paper currency reserve, partly in the gold standard
reserve and partly in the London cash balances.

4, The period from 1902.13

From 1909 to 1913 India enjoyed a period of exceptional
prosperity, and during this period, demand for remittances
from London to India was so strong as not only to call for the
re-issue of the large stocks of rupees accumulated during the
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crisis of 1907-8, and thus incidentally to restore the gold standard
reserve in London to its former amount, but also to nscessitate
coinage of fresh rupees, the profit on which went to increase

Tih% Reserve far beyond the maximum point reached before
907-8.

Next, during the period under review a lengthy corres-
pondence passed between Governmeant of India and the Secretary
of State on the subject of active circulation of gold currency
in this country, and of the form, location, and use of and the
limit to the gold standard reserve.

The Government of India proposed as follows :—

(1) 1In its despatch of April 1, 1909, the Government
of India pressed for a larger gold standard reserve to meet
greater emergencies thaa that of 1907-8. Tt considered that
the minimum amount ia the gold standard caserve should be
£25 million, apart from the gold in the papzt currency reserve
and its Treasuries, and therefore, dasired that the decision of
July 1907 to use a part of the profits oa rupez coinigz for
capital expenditure be held in abeyance until that amount was
secured.

(2) It also proposed that a substantial portion of the
gold standard reserve should be kept in o liquid form, instead
of being invested in secarities, because during a crisis, the
latter could not be readily realised or realised without coasider-
able loss. In this conaection, the loss oa realisation of
securities during the crisis of 1997-8 was pointed >ut.

(3) Tt held that it could face another exchange crisis
with far greater equaaimity, could it be assuted of both an
active circulation of sovereigns in the country and of a strong
reserve in its currency chest. In its despatch of September
30, 1909, it poiated out that though gold was still far from
having obtained that popularity which interests of exchange
render desirable, there were indications of a greatly extended
use of sovereigns sn commercial transactions.

(4) In its despactch of May 16, 1912, it also asked the
sanotion for the coinage of soversigns at the Bombay mint.
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From 1903 to 1910 little was heard of any proposal for an
active encouragement of the circulation of gold. But the
intention of having a gold currency had not been altogether
given up. In the Budget debate of 1910, Sir James Meston,
the then Financial Secretary to the Government of India said,
we have reached a gold exchange staudard. The next and
final step is a true gold currency. In March 1911, Sir Guy
Flatwood Wilson, Finance Member to the Government of
India in reply to Sir Vithaldas Thackersey who suggested the
introduction and minting of a new 10 rupee gold coin said
that much has happened since 1902 which justifies the re-open-
ing of the question.

But the Secretary of State was not in favour of an active
circulation of gold in India. He championed gold exchange
standard. The reply of the Secretary of State to the above pro-
posals is very interesting.

(1) As regards the amount of gold to be kept in the
gold standard reserve, the Secretary of States agreed after a great
pursuation that £25 million should be the standard before
the profits on coinage could be diverted.

(2) As regrds the maintenance of a considerable portion
of the gold standard reserve in a liquid form, he, however, did
not agree. In its stead, he decided to let out £1 million in
short loans ot to put into bank deposits. Of the balance, he
agreed to hold a considerable portion in high class securities
with a near date of redemption, and the remainder in Consuls
or other approved stocks.

(3) As regards the maintenance of exchange rate, he
held that this did not require an active circulation of sovereigns
or gold to be kept in currency chests. He decided that the
proper place for the liation of yold in the Paper Currency
Reserve was London, as it could be made available to defray
home charges in case the sale of Council bills was rendered
impossible on any occasion. Besides, it could be used to
strengthen the rate of exchange by being made available to
Pay up the reverse Councils sold by the Government of India
during an emergency.
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(4) On an objection of the British Treasury to sanction
the coinage of sovereigps at the Pombay mint, and a request
of the Government of India, thererefote to grant petmission
for the coinage of a mew 10 rupee gold coin in its des-
patch of Cctober 18, 1912, the Secretary of State acceded to
it.  But the manting uas postqoned vntil the decision on it was
given by the Chkemteilain Ccmmission whkich kad by then
been appointed.

5. The Chamberlain Commissien (1913),

This Commission was appointed under the Chairman-
ship of Mr. Joseph Austin Chamberlain in 1913 to enquire
into the metbods of maintaining exchange and the location
and use of the reserves and balances and to report whether
the existing practice was conducive to the interests of India.
Obviously enough, it was precluded from recommending a system
other than the one exsstang, and in fact supported it.

The Commission said that the belief of the Committee
of 1898 was that a gold currency in active circulation is an
essential condition of the maintenance of gold standard in
India, but the history of the last 15 years shows that gold
standard has leen firmly tecured without this condition. It
added that the people of India nesther desire nmor need any
considerable amount of gold for circulation as cutrency,
and the currency more generally ‘suitable for the needs
of India consists of rupeces and notes. Under the
citcumstances, it was natural it concluded that a gold
mint was neither required nor considered necessary for
India. But it added if Indian sentiment genuinely demand-
ed it and the Government of India was prepared to incur the
expense, there was no objection to it provided that the coin
minted was sovereign or half-sovereign. The other
recommendations of the commission were in connection
with the gold standard and paper currency reserves.

Arguments advanced sn fovcur of a yold exchange standard.
(1) To a great extent the system evolved by the Government of
India is the result of a series of exzersments, and hence it can
not but be the most suitable for the country.
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(2) The establiskment of tke exchange value of the
rupee on a stable basis has been and is of the first importance
to India, and as this has been achseved under the system evolved:
by the Government of India, it cannot but ke extremely sound.

(3) The system evolved has close affinsties with other
currency systems in some of the great European and Asiatic
countries, e. g., Folland, Russia, Austria-Hungary and Japan.
In these countries, as in India, gold actually in circulation is
of secondary importance, and the internal medium of exchange,
whether it be a silver coin or a paper note, depends for its
value in exchange not on its own intrinsic worth, but on the
maintenance in resetrve of gold ot rerources readily convertible
into gold, and in the case of Russia and Japan, at any rate,,
large portions of gold resources arz held not at home but in
London, Paris and other monetaty centres, just as India’s gold
standard reserve is held in London.

(4) It is desitable 1o educate the peorle in the use of more:
economical forms of currency than gold.

Sir James Begbie, a member of the Commission, did not
support this standard.

Arguments advanced agasnst goid in circulation. (1) Most
people believed that gold circulation was calculated in the
long run to strengthen exchange. But the Majority of the
Commission did not agree wslh this view. 1t said that there
was, first of all, a belief that if gold were to be used in India
to the same extent as say, in the United Kingdom or Germany,
the exchange problem would be largely simplified. But this
was erroneous. The stability of exchange depended in those
countries in fact on the central reserves or the banks of these
countries with their influence on otler banks and the money
market. If, however, the people thought that gold in cit-
culation should be used to a very great extent as for example in.
Egypt, it would necessitate the reduction of note-issve to a
comparatively insignificant fosition, and withdrawal from
circulation, at large expense, .of a considerable part of rupees.
This would sutely result 1 the performance of gold og the
function of strengthening exchange successfully. Instead of @
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‘wholesale introduction of gold, there was also a possibility of
its gradual introduction. But gold must, under the citcums-
tances, continue to occupy for many years to come a subsidiary
position in the currency, and exchangé would not benefit
materially theteby. Finally, there was the question of the
soutce from which gold was to come, and if it was to take the
place of rupees, profit on coinage would be stopped and the
very source of the gold standard resetve would be chocked up ;
and if it was to take the place of notes, there would be deple-
tion of the paper currency reserve which serves as a substantial
aid to the gold standard resetve.

(2) Gold is a far more formidable rival 10 moteissus
than to rupees, and to habituate a people to the use of sovere-
igns is almost certain in the long run to militate against the
use of notes which is not a desirable goal. Notes constitute a
more desirable form of currency than gold coins.

(3) Many people believed that gold currency was a
necessary step towards what may be regarded as the ideal

‘currency, vis., paper backed by gold in resertve. The Majority
did not subscribe to this need.

(4) It was argued by some that the Indian system was
artificial and hence bad. But the Majority déd not subscribe to
this view as well.

(5) The Majorsty also regarded gold in circulation as
wasteful, because of the wasteful habit of hoarding prevailing
in India. Tt held that this habit was sanctioned by the

experience of centuries in India and by religious and racial laws
and customs.

(6) The Majority also concluded that India neither
demanded nor rejuired gold coins for currency- This statement

was quite wrong in view of the experiences of the past several
yeats.

Sir James Begbie argued differently in respect of all these
points,

Summary of the resommendations of the Camberlain
Commission.
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(1) The gold exchange standasd is suited to India.

(2) The gold standard reserve be strengthened.

(3) No limit be placed o0 the amount of the gold!
standard reserve. All profits on coinage be credited exclusively
to it.

(4) A much larger portion of the gold standard reserve
be held in actual gold- It should be raised, as opportunity
offers, to £15 million, and thereafter one-half must be held in.
gold.

(5) The rupee branch be abolished, rupees being handed’
over to the paper currency reserve in exchange for gold.

(6) The proper place for the location of the gold
standard reserve is London.

(7) 'The Government of India should undertake to sel}
bills in India on London at the rate of 1s. 338d. per rupee,
whenever called upon to do so (in case of a fall in exchange).

(8) The paper currency system of India be made more:
elastic. The fiduciary portion of pote issue be increased at
once from Rs. 14 crores to Rs. 20 crores, and thereafter fixed'
at a maximum of the amount of notes held by the Government
in the Reserve Tieasuries plus §1d of the net circulation.

(9) 500 rupee mnotes be universalised and greater
facilities given for the encashment of paper currency.

(10) Temporary advances be made out of the fiduciary
portion of the paper currency reserve to the Presidency Banks
on prescribed terms to relieve seasonal stringency.

(11) It would not be to India’s advantage to encourage
increased use of gold and gold currency is not necessary fos
India.

(12) A gold mint is not necessary for India. But if
Indian sentiment genuinely demands it, and the Government is
ptepared to incur the expenses, a mint may be opened for the
coinage of Britith sovereigns and half-sovereigns. If however,
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this is not done, the notification of the Government’s readiness
to receive refined gold in exchange for rupees or notes at the
Bombay mint be renewed. [The notification of 1893 had beea
withdrawn in 1906)-

(13) The Secretary of State should continue to sell Council
bills if he can,” so long as there is a demand for them but at
‘rates never below par.

6. Break-down of gold exchange standard in India

Before the recommendations of the Chamberlain Commis-
sion could be given effect to, the Great War came on, and the
Indian curreacy system was oncé again left to the will of the

executive,

Amongst other effects of the war, the first was the
weakening of exchange. It was met by the proved expendient
of offering reverse Councils on London. Between 6th August,
1914 and 28th January, 1915, they were sold to the extent of
£8,707,000. In February, 1915, demand for Council bills
gevivede There arose a slight weakness again in 1915-16 and
between November 1918 and April 1919. But this was tide
.over on these two occasions as well by resorting to the sale of
reserve Councils.

Therte arose at the end of 1916 acute complications in the
sphere of Indian currency and finance, and these resulted finally
in the break down of gold exchange standard which had received
the praise and approval of the Chamberlain Commission., We
know that there was one defect in the fizxation of the value of
rupee at 1s. 4d., viz., rhat the rupee melting point had not beea
.considered. When the price of silver rose to mote than 43d.

er ounce, it could not be possible to continue selliag bills at
1s. 4d. for which one rupee had to be paid by the Government
of India and which cost more than 1s. 4d. We shall discass
it in a greater detail in the next chapter.

2They were to be sold so long as there was a need for trans-
ference of public funds from India to Eangland. whether in the goli
standard reserve or paper curreacy reserve or governmeut balagces
and they could be paid in India,
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SUMMARY

I, Asa result of the recommeandations of the Fowler Commis-
sion Indian Act No. XXII of 1399 was passed making sovereigns
and half-sovereigns legai tender in [ndia. Steps were also taken to
open a mint for the coinage of gold in this country and to use gold
<oins as a medium of exchange  But soon a divergence was made
from the Fowler's Scheme. First of all. coinage of rupees had to
be resumed in [900. Nexd, on 1he return of gold coins from ocircula-
tion because of the peculiar conditions then existing in the country,
1t was concluded thar the people did not want gold coins and the
experiment of purting them in circulition again was not repeated
after 1900, Thirdly. the ide1 of a gold mint had to be dropped in
t902. Fourthly, the form, location and use of the gold reserve which
was established in pursuirce of the recommendations of this
Commis<ion were chinged. Fifthly, quite coatrary to the wishes of
the Commission gold was not allowed to flow into India by issuing
‘Council bills in London to an unhimited extea:.

2. Gold exchange standard though not adopted first in this
country was adopted iu its complete form here. The Secretary of
State prevented rate of exchange from.:rising}above 1s. 43d by
isuing Council bills t» aa unlimited extent at this rate and the
Government of India preveated it from falling below 1s, 3§gd. by

issuing reverse councils. The Council bills were paid in India out
of the rupee reserves held partly in the paper curreacy reserve,
partly in the gold standard reserve and partly out of the cash
balances of the Goverament of [ndia. Reverse conncils were. on the
other had. paid in London out of the sterhing balances held 1 two
reserves and cash bailances with the Secretary of State.

3. The Mechanism of gold exchange standard consisted of the
council bills and reverse councils and the two reserves anu cash
balances.

4. During the period from 1909 to 13, first of all, gold standard
reserve went on rising: Next, a lengthy correspond ace passed
between the Secretary of State for India and the Government of
l1ndia regarding the future of Indian currency.

5. Asa result of above correspondence Chamberlain Commis-
sion was appointed in 1913 to enquire into the methods of maintaining
exchange and the location and use of the reserves and balances and
1o report whether the existing practice was conductive to the interests
of the country. This in its turn, gave an unequivocal support to gold
exchange standard, singing songs of its praises and denouncing gold
currency standard. Its othar recommzndations were regirding the
actual working ot the system and popularising and minagemeat of
note currency.



48 INDIAN CURRENCY AND FiNANCE

6. But beforo the recommendations of the Chamberlain
Commission could be given effect to, the war ot 1914-18 broke out,
Amongst other things, the first was the weakening of the exchange
rate. But this was maintained by the device ol issuing reverse
councils. At the end of 1916, arose acute complications in the sphere
of Indian Currency and finance which resulted in the break-down
of gold exchange standard.

TEST QUESTIONS

1, What important deviations were made by the !Government of
1ndia from the recommendations ,of the Fowler Commission after
the year 1900 ? Give a brief discussion of these,

2. When and why did 1India adopt gold exchange standard ?
Name thbe authority responsible for its maintesance indicating the
methods adopted by such authority for this purpose,

3. Why and bow was gold exchange standard established in
India ? (Delhi),

4, What part did gold play in Indian Currency system before
the war of 191418 ?

5. What arguments were [advanccd by 1he Chamberlain
Commission 1n support of a gold exchange stancard and against gold
in actual circulation ?

6. What were the findings of the Chamberlain Commission b
Mention in brief their various recommendations,



CHAPTER VI
THE PERIOD 1914-19 (WAR AND ITS EFFECTS)

The history of Indian currency during the war may well
be divided into two parts :—

Period I. The first period ends with the completion of
the year 1916. During this period there was general dislocatien
of trade ard Lusiness as a tesult of the first shock of the war,
with its attendant effects.

Period II. The second period begins with 1917 and
continues up to 1919. This is the period of an abnormal rise
$n the rate of exchange and consequent difficulties.

1. Period I (dislocation of trade and business)

The outbreak of war caused a panic which led to a
dislocation of trade and business of which .the principal symp-
toms were as follows :—

(1) Weakening of exchange.

(2) Withdrawal of savings bank deposits, and bank
deposits.

(3) A demand for the encashment of notes.
(4) A run on Indian gold stack.

Bemedial measures. (1) The remedial measures in
connection with the weakening of exchange have already been
mentioned (the offering of the reverse councsls). The Chambes-
lain Commission had strongly approved of this measure.

(2) Net withdrawals of savings bank deposits in the
first two months of the war amounted to Rs. 6 crores, and
subsequent withdrawals during the year 1914-15 amounted to

4
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abount Rs. 2 crores. But continuous payment restored confidence.
and in the following years there was a net increase (in 1917-18,
however, thete was a fall by Rs. 1 lakh). The amounts out-
standing at the end of the years 1913-14, 1914-15, 1915-16,
1916-17, 1917-18, 1918-19, and 1919-20 were in lakhs of rupees
2316, 1489, 1532, 1659, 1658, 1882 and 2134 respectively.
There was also a run on banks, but this proved of short
duration.

(3) Net encashment of notes during the year 1914-15
and specially after the outbreak of the war amounted to
Rs. 601 lakhs. But after this, there was an sncrease in active
esrculation. At the end of the years 1914-15, 1915-16, 1916-17,
1917-18, 1918-19 and 1919-20, it was in lakhs of rupees 4396,
5319, 6708, 8430, 13358 and 15378 respectively.

(4) There arose a keen demand for gold 'in exchange
for notes, and the Government derised to meet it to restore
confidence. Between the 1st and 4th of August, 1914, it
lost about £1,800,000 worth of gold. From 5th August,
the offer to private persons had to be suspended .

The loss of confidence also gave a set-back to trade and
business. But after sometimes this also revived.

2. Period 1I (abnormal rise in the rate of exchange and
consequent difficulties)

The most serious effect of wat came to be felt from
theend of 1916, During the period following, there was
witnessed a rapid rise in the price of silver ; and it became
increasingly difficult to supply it t0 meet the heavy demand
for coinage of rupees in India. This high price of silyer
together with its dearth made it extremely difficult to maintain
the currency system and the exchange rate.

The dificulties arose because of the following reasons.
(1) Favourahle balance of trade- India had usually a fav-
ourable balance of trade. But this went on rising during
the war years.
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Year Exports Impotts Favoursble
£ £ balance

191415 ... 121,061,100 ... 91,952,600 ... 29,108,500
1915-16 ...5131,586,800 ... 87,500,200 ... 44,026,600
1916-17 .. 160,591,200 ... 99,748,000 ... 60,843,200
1917-18 ... 161,700,000 ... 100,280,000 ... 61,420,000
1918-19 ... 169,230,000 ... 112,690,000 ... 56,540,000

The reasons of the inctease in the favourable balance
of trade were mainly two. (1) India could not import much
from foreign countries, as they were engaged in war and
whatever production they had, it was for the immediate
need of the battlefeld. The slight increase was due to a
rise in prices. The quantity fell (2) Exports from India
increased both in bulk and price, as they were in great
demand in belligetent countties which required more raw
materials and foodstuffs than before, not only for home
consumption, but also for carrying on the war.

The large balance of trade indebtedaess in India’s
favour resulted in the sttengthening of exchange aand
heavy demand ‘on the Sectetary of State for Council bills
and on the Government for home curtency. )

(2) Exzceptional disbursements. India formed the base
of military operations in the Eastern theatres of war, and
the Government of India had to pay the soldiers and meet
civil expenditute of the occupied territories on behalf of
the British Government. Total amount in this coanaction
reached the figure of £240 million. It was, of course, recover-
able. But in the meantime, it had to be paid in homs curren-
cy. Inaddition, purchases were made in India on behalf of
certain Dominions and Colonies.

(3) Heavy decline in smports of precious melals. Ordi-
narily, India imported a huge amount worth of precious
metals. But these could not be brought during the war period
because of the war-time export restrictions in foreign countries
and transportation difficulties.
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(4) Absorption of rupees. There was a great absor
tion of rupees because of above reasons. Besides, tracs:
and business were on an increase and this naturally created 2
demand for currency. The annual average for five years
preceding the war, and during the war, of the absorption of
rupees, was in lakhs of rupees 878 and 2208 respectively.

(5) Rise in price of silver. Besides the rise in India’s
demand for silver, there was alsoa rise in its demand from:
other countries. Most countries used silver in absence of
gold. Demand from China also came up. Before 1917, it
was a seller, but since that year it became a competitive
purchaser. On the other hand, the world production of
silver, during this period, decreased heavily due to political
disturbances in Mexico which was a principal silver producing
country of the world. This resulted in an unprecedented rise:
in its prices as is evident from the following figures :—

Yeats. Prices per standard ounce.
1915 271d.

1916 (April) 354d.

1917 (August) 434,

1917 (September) 55d.

1919 (May) 58d.

1919 (Decembes) 78d.

The rise after the war 4., duringthe year 1919 was
due to the fall of the sterling dollar exchange rate. 'The price
of silver is determined by U. S. A. as that of gold, and hence
a fall in the value of sterling in terms of dollars meant a fall
in its value in terms of silver as well, which was the same
as a rise in the prices of silver. During the latter years of
war, sterling remained pegged with dollar, but just after, it,
the arrangement was cancelled.

Demand for rupees could not be met due to an
sbnormal rise in the prices of silver. Besides, st became:
profitable for Indsans to melt rupess when the price of silver
went above 43d. per ounce or Re. 1 pertola. Finally, the
Secretary of State for India could mot contsriue selisng bslls at
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1s. 48d , for the obvious reason that while he received only this
qmuch for a rupee, the Governmeat of India had to give in
‘home currency silver worth more than this amount.

Steps taken by the Secretary of State and the Government of
India. (1) Control of erchange. The Secretary of State had
to put a limit to the sale of Council bills in London on India,
or else the convertibility of notes which wete issued in India
would have been endangered. This resulted in a divergence
between the market rate of exchange and the bills were sold.
Next, the bills were sold only to the importers of materials
necessary for the prosecution of war.

(2) Raising the rate of exchange. When the price of
silver rose above 43d. per ounce, it was not possible to sell
Council bills at 1s. 4§d. and make payment in rupee coins
which cost more than this sum. As notes were convertible
into rupees, payment could not be made in notes as well.
There was always a need for the maintenance of a sufficient
amount of rupees for their encashment. Hence, the rate of
exchange at which Council bills were sold was raised with a
1ise in the prices of silver.

Date of change Minimum rate for immediate T. Ts.
3rd January, 1917 1s. 41d.

28th August, 1917 1s. 5d.

12th April, 1918 1s. 6d.

13th May, 1919 1s. 8d.

12th August, 1919 1s. 10d.

18th September, 1919 2s. 0d.

22nd November, 1919 2s. 2d.

12th December, 1919 2s. 4d.

It may be pointed out that there was a marked rise in the
rate of exchange in the year 1919. This was due to the fact
that the prices of silver also rose during this year because of
the cancellation of the agreement by which sterling dollas
exchange rate had been pegged during the latter period of the
war.
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(3) Purchase of silver. To meet the demand for rupees,
the Secretary of State for India purchased silver for coinage.
But the demand was so enormous that the otdinary market
could not satisfy it and an approach had to be made to the
Government of U. S. A. for asale of silver. In April, 1918,
U. S. A. Government passed the Pittman Act authorising sale
of silver from their reserve and the government of India
purchased 20 crores of fine ounces. 1t was the timely arrival.
of this silver which enabled the Government to avert a serious
curtency crisis in this country.

(4) Eazclusion of private buyers from the silver market.
With a view to avoid the competition of the Secretary of State
with Indian public in purchasing silver in foreign markets,
an import of silver into India on private account was prohibited
from the 3:d of September, 1917.

(5) Acquisition and use of gold. The shortage of silver
Jed the Government to acquire and use gold. An Ordinance,.
issued on the 29th of June, 1917, required all gold imported
into India to be sold to the Government at a price based on the
sterling exchange value of the rupee. A branch of the Royal'
Mint for the establishment of which sanction could not be
treceived on previous occasions was opened in August, 1918.
Pending the establiskment of the Mint, a gold mohur, a I5-
rupee comm of the same weight ard finemess as soveresgn was
msnicd. The branch of the Royal Mint opened and was closed.
in April, 1919,

(6) Sole of gold. We knmow that the tale of gold was
stopred immediately after the outbreak of the war (5th
{mguet, 1914). After the armistice, on the removal of war--
time restrictions on the export of gold from belligerent
countries, the Government of India bought it in Lendon,.
U.S. A. and Australia, and made it available to the people..
The immediate effect of these sales was a fall in the price of
English bar gold from Rs. 32-12 per tola on the 15th August,
1919 to Rs. 27 per tola on the 22nd September, 1919.

(7) Prohibition of the use of silver or gold coins for other
shan currency purposes. Silver and gold coins had begun to
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fetch a higher value as metal than as coins. Hence, their use
for purposes other than currency was declared illegal from June
19, 1917. Besides, their melting and exporting was also
declared illegal from 31d September, 1919.

(8) Issue of mickel coins and Rs. 23 and Re. 1 notes.
With a view to economise silver, eight-anna, four-anna
and two-2sna bits were made of nickel instead of silver,
and Rs. 23 and Re. 1 notes were issued to supplement rupee
coins.

(9) Increase of motesssue. In spite of the run for
encashment of notes made from time to time their gross
circulation went on increasing. On 31st March, 1914, while
it was Rs. 66'12 crores, on 31st March, 1919, it was Rs. 153'46
crores, and on 30th November, 1919, Rs., 179°67 crozes.

(10) Increase in the fiduciary sssue. On the commence-
ment of the war the fiduciary issue amounted to Rs. 14 crores.
But by the end of the year 1919, it had reached the stupendous
figure of Rs. 120 crores. Restrictions were imposed on their
encashment as well, and the result was a small discount or
butta on them in many parts of the country.

(11) Financial measures. Other measure taken by the
Government, were {0 keep down expenditure as low as possible.
Additsonal tazation was levied, and eztensive borrowing was
resorted to from 1917 onward, yielding about Rs. 130 crotes.
From October 1917, short term Treasury Bills were issued
which brought in nearly Rs. 65 crores. During the year
1917-18, gost office cash ceytificates were also introduced.

3. Babington Smith Commission

All the difficulties enumerated above, and specially that
of securing the convertibility of note-issue led to the appoint-
ment of a{resh commission in May, 1919, presided over by
Mr. Babington Smitk. It was required to examine the effects
of war on Indian exchange and currency system and practice
and upon the position of Indian notesissue, and to consider
whether, in the light of this experience and of possible future
variations in the price of silver, modifications of system in
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practice may be required, and if so, to make recommendations
as to such modifications and generally to the policy that should
be pursued to meet the requirements of trade, to maintain a

satisfactory monetaty circulation, and to easure stable gold
exchange standard.

As the terms of reference definitely asked the Commission
to make recommendations fo ensure gold exchange standard
after going exhaustively into all the facts of currency and
exchange during the war, it made recommendations to ensure
gold exchange standard and not any other standard.

Conclusions drawn from war history. The Commission

went through the war history very ably, and drew following
conclusions :—

(1) The system built up since 1893 wortked well, and
was beneficial to India. It had supplied suitable media for
internal circulation, provided means for a settlement of the
balance of trade, secured stability between rupee and sterling,
and prevented a fall in the value of rupee below 1s. 4d.

(2) But the system was not a proof agatnst & great rise
7 the value of silvey. In framing it, this contingency had
Dot been taken into account. Hence, when the unexpected
happened, it threw the currency system out of gear.

Stabilisy of exchange ¢s 'desirable. The Commission
fr.e%lardc. the stability of exchange desirable because of the
ollow

1ng reasons ;—

. (D) It is 4 necessary condstion for a free investment of
orélgn capital in Iandia, as well as for a protection of capital

altca'dy In existence, and this was at that time the most
required.

. (2 It facilitates fres movement of funds to and from
India, his  was necessary for assisting commercial
fingnce,

(3) The evils and inccnveniences 9:’ instability are
greater if brought about by administrative acts and not
Y economic ‘causes. The commercial community is pre-
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pared to deal with fluctuations of exchange resultin
rom economic causes, but it caanot deal with them i
they are brought about by administrative acts as thsy
tfutroducc an clement of mnceriainty which is beyond reckon-
ing.

(4) A stable exchange gives ‘the most healthy condition
Sfor productian and trade.

. The case for a hsgher ratio. The Majority praferred
a higher ratio for rupees specially because of the following
reasons :—

(1) The price of silver was bound to continus te be high
and f rupee was to be fixed at a higher ratio, it would coantinue
to be a token coin and thus enable the Government to control
and regulate the amount of currency in circulation.

(2) The existing rate was high and sts lowering
was bound to result in riséng prices and thus cause hardship to
the poorer classes.

. (3) A high ratio was advantageous to Indian producerss
as it was expected to keep the cost of materials and machinery
.down in terms of rupees.

(4) Tt was not expected to discourage exports, as the
wosld shortage of raw materials and food-stuffs was expected
to continue aad give India a monopoly in its trade.

. (5) Government finances were to gain enormously by a
saving in the remittance of home charges.

Distinction betwean gold erhange standard and sterling
exchange standard. This Commission was the first to draw
a distinction between a gold exchange standard and a sterling
exchange standard. Sterling had been always considered as a
synonym to gold. But during the war, the former had depre-
ciated in terms of the latter, and hence a distinction was
necessary. The main argument in favour of a sterling exchange
standard was that, as the larger part o the trade of India was
with sterling-using couatries, rupeesterling exchaage would
be advantageous to India. During the year 1918.19, Indian’s
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trade with such countries amounted to 40 per cent for
exports and 48 per cent for imports, and with gold-
using countries (Japan and America) to 25 pet cent for exports
and 30 per cent for imports of total exports and imporsts.
The Commission admitted tke weight of the argument but
beld that o fiuctuatang exchange would: not hamyer trads with
the Unsted Kingdem and India, provided trade requirements
for remittance were met freely and fully. Next, the Com-
mission thought that sterling would soon be yestored to gold.

The arguments in favour of a gold-exchange standard
were as follows :—

(1) Sterling being a depreciated currency had many sncon-
weniences. 'To link Indian currency to a depreciating currency
was to invite all those inconveniences.

(2) It was necessary to maintain the token character of
the rupee. If it was to be fixed in terms of sterling, and the
Iatter was to depreciate still further, there was a possibility
that this token character of the rugee would be seopardssed.

(3) To avoid the difficulty mentioned in (2) it was possible
10 fix ot in terms of steylsmg at a very high value. But the
Commission feared that if in the course of the next few years
stesling once more became equivalent to gold, rupeesterling
sxchange msght be found to be very high.

(4) The Commission fecommended that gold sovereigns
Lo made unlymsted legal tender along with rupees. Hence, it
was essential that the relation of rupee should be fixed with
gold.

Hence, the Commission preferred a gold exchange standard.
Certain witnesses wanted {o post1one the decision on the plea that
the conditions then existing were abnormal and it was difficult
to sscertain how things would take their turn in future. But
they were not listened to. The Commission, of course, admit~
ted that the existing circumstances were abnormal ; but as it
was anxious to ensure a stable gold exchange standard
immedistely, it said it could not wait any longes.
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Summary of recommendation of the Majority. (1) Rupee
be made stable, and automatic working of Indian currency be.
re-cstablished.

(2) Exchange value of rupee be fixed in terms of gold
rather than sterling.

(3) The rate between rupee and gold be fixed at Rs. 10
to 2 sovereign or rupee one for 11'30016 grains of fine gold
or 23. both for foreign exchange and for internal purposes.
Sovereigns should continue to be unlimited legal tender, but
at the new rate, and a mint be opened at Bombay for theit
coinage. The recommendation to fix the exchange value of
rupee at 2s. gold was qualified by the following remark: 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
a[;_xtices, then it might be necessary to consider the problem

resh.

(4) The obligations of the Government to give rupees
for sovereigns be withdrawn.,

(5) The embargo on the import and export of gold be
<cncelled.

(6) The prohibition on the import of silver be removed
but that on the export of silver be continued. Ihe duty om
its imports be also withdrawn.

(7) No limit be fixed to the amount of the gold standard
reserve.

(8) The gold standard reserve should contain a consider-
able proportion of gold.

(9) 1he balance of the gold standard reserve be kept
in secutities issued by governments within the British Empire
(other than the Government of India) and having a fixed date-
of maturity of not more than 12 months.

(10) A portion of gold, nor exceeding one half, be kepx
ndi‘.
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(11) Though there was no obligation on the Sectetary
of Sta.te to sell council bills, and a settlement of the balance of
trad.e in favour of India could be made by export of gold to
India, Council bills be sold so long as possible at rates varying
with the cost of shipping gold to India.

. (12) The 'Government of India should announce its
readiness to sell reverse Councils as soon as the rate of exchange
-shows a tendency to weaken.

(13) The fiduciary portion of the paper currency reserve
be fixed at not more than 60 per cent of the gross circulation.

(14) An emergency currency of Rs.5 crores be issued
to the Presidency Banks on the security of export bills having
3 maturity not exceeding 90 days.

.(‘15) The permissive maximum of Rs. 120 crores of
securities be retained for a limited period.

(16) The holding of the Government of India securities
should not exceed Rs. 20 crores.

(17) The balance of the fiduciary portion should consist
of securities of other governments within the British Empire
redeemable at a fixed date, of which all except Rs. 10 crores
worth should be short-dated maturing within one year.

(18) The metallic portion of the paper currency reserve
be held in India except for transitory purposes.

Conclusion of the Minority. The Minority consisted of
the only Indian member Mr. Dadiba Merwanji Dulal. He
concluded as follows :—

(1) The legally established money standard of India was
the sovereign with rupees related to each other at 1:15.
Fowler Commission had recommended this and the Government
of Tndia had accepted it. Of course Chamberlain Commission
had recommended a gold exchange standard, bat this had not
even been considered because of the outbreak of war Gold
erchange standard had no validity. Neither had it been clearly
and explicity definsd. The authorities used wide discretionary
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powers in managing it. The endless issue of token coins,.
much in excess of what is needed for intermal exchange pur--

ses, amount to a form of taxation on the money of the-
public, Indians are compelled to be fond of precious metals
to seek value for their token currency. The standard broke
down at a time when India enjoyed a large measure of
prosperity.

(2) There was no need of raising the rats of exchange
on the plea of a rise in prices of silver which could have been .
prevented by removing the embargo on its exports from India:
after the signing of the armistice. The prices of silver rose
very high only after the ending of the war, He maintained
that India could easily have spared silver for exports. This
would have been beneficial to her and would have prevented'
the great rise in prices. The Pittman Act had compelled the
Government of U. S, A. to replace all the silver which she had
given to other countries, and American production alone was
not sufficient for this. Hence, it was expected that a rise in.
the prices of silver would be continued. Had Indian silver
been made available, this would not have been so.

(3) A rise in exchange ratio would cause setback to-
several Indwan indusiries and bsg losses to Indian ez ports.
It would also involve enotmous loss to India on account of
revaluation in terms of rupees of reserves invested in sterlin
securities and of gold held as part of the metallic reserye
against note-issue.

Besides, he took a strong objection to the interference
of the Secrstaoy of State for India on matters of Indjan.
cutrency and finance. He held that there was no need for
the sale of the Council bills at a rate more than 1s. 43d., when.
the prices of silver had risen. The Secretary of State should
have allowed the trade balance to be settled in other ways,
¢.g., import of gold or sovereign, and this would have resulted’
in the avoidance of unprofitable coinage of rupees. The one
advantage claimed of the circulation of rupee was that it was
more economical than gold. But it had ceased 10 be so,.
because of a rise in the prices of silver. Hence, there was no
need of sis ciyoulation.
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SUMMARY

3. The history of Indian currency during the war of 1914-18
may be divided into two periods. During the grst which lasted till
1016, there was a general diclocation of trade and business with its
attendant (tfects. The cutbreak of war caused a panic, the principal
symptoms of wh:ch were (1) weakening of exchange, (2) withdra-
wal cof saving< bark and bank deposits, (3) a demand for encashment
of notes and (4) a rur on Indian gold stock. But soon confidence
was restored and the situation improved,

2. The most serious effect of the war came to be felt from the
erd of 1916, and <pecially because of a rapid rise in the prices of
silver, There was, at that time, a demand for more and more of
gupees because of India’a favourable balance of trade, exceptional
disbursements of the Government in the country, heavy decline in the
imports of precious metal: and increase in trade and business. This
could not be met because of a rise in the prices of silver brought
about by a number of causes. The steps taken in consequence of
this were contiol of cxchange raising the rate of exchange,
purchase of silver from the Government of U.S. A. exclusion of
private buyers from the silver market, acquisition and use of gold,
sale of gold after the signing of the armistice, prohibition of the
use + f gold and silver coits for other than currency purposes, issue
of nickel comns and Rs 23 and Re. 1 notes, increasc of note-issue
and ot the fiduciiry issue. keeping down expenditure as low as
possible, levying of additional taxes, borrowing and introducing post
office cath certificates.

(4) The difficulties mentioned above and specially that of secur-
ing the convertibility of note-ssue led to the appointment of the
Babington Smith Commission. The termsof reference precluded it
also to recommend any other standard than the gold exchange stan-
dard. Hence, it recommended the same, It went for this purpose,
very ably 1hrough the war history of Tndian currency and pointed
out the merits and demerits of the system. According to the Com-
mission, it suffered orly from the defect of not being a proof against
a great rise in the value of silver anca to avoid this and certain other
difficulties 1t recommended ultimately a higher ratio for the rupee,
viz., 2s. gold. The Commission also drew distinction, for the first
time, between gold exchange standard and stering exchange standard
and 1ecommended the fomer. [ts other recommendations were in
connection with removing the difficulties exnerienced and restriction
imposed during the war period. The Minority consisting of the
only lndian member Mr. Dalal differed from the view takea bg' the
Magority. He took a strong objection to the interference of the
Secretary ot State for India on matters of Indian currency and
finance.
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TEST QUESTIONS

1. What difficulties were exoerienced during the first period
-of the war of 1914.18 and what steps were taken to alleviate them ?

2. Account for the break-down of gol1 exchange standard dur-
ing the war of 1914-18 menttoning the causes in detail,

3. What steps were taken by the authorities to meet the situa-
ion which had arisen during the latier period of the war of 1914 18 ?
Discuss these as elaborately as you can.

4. Trace the causes of the break-down of gold exchinge stan-
dard in India during the last Great War, and give a brief survey of
the measures adopted by the Government to preveat an uader-
appreciation of exchange.

5. Account for the violent fluctuations in the rupee-sterling
exchange during 1he the 1st Great War,

6. Examine the effects of the rise in_the value of silver in
1914-18 on 1ndia’s trade, industries and the State.

7. Discuss the strong and weak points of gold exchange stan-
dard as it prevailed in India before the war of 191418 (Puajab-

.

8. Why did the Babington Smith Commission recommend 2s.
gold ratio ? Mention in this connection the arguments advanced
by them in favour of the stability of exchange, adoption of a higher
rate than what prevailed bafore the war and gold exchangs standard
as opposed to sterling exchange standard.

9, What were the important recommendations of the Babington
‘Smith Commission ? Mention in this gonnection the criticism by the
Minority.



CHAPTER VII
POST-WAR I DEVELOPMENTS (1920-27)

The Government accepted tte recommendations of the-
Babington Smith Commission, and modified the currency
system accordingly embodying them into various notifications.

(1) It was notified that Council bills and telegraphic
transfers would be sold weekly at competitive prices with a
minimum rate varying with the cost in sterling of shipping
gold from London to India. Similarly, reverse Councils would
be sold in India on London whenever exchange would show a
tendency to fall below 2s. gold.

(2) The Government of India had begun selling gold in
September, 1919. When the recommendations of the Babing-
ton Smith Commission were accepted in 1920, it still command-
ed a high premium over the price recommended. Hence, the
Government announced in February that during the next siz
months, st would sell a minimum of 16 msillion tolas of gold.
But this programme was extended by further sales in August and’
September.  After selling a large quantity at an average rate of
Rs. 22 per tola, gold sales were stopped in October, 1920. In
the meantime by an Otdinance of 21st June, 1920, soveyeigns
and half sovereigns were declared to have ceased to be legal
tender. But as they bad been used as currency for long, a
Provssion was made for thesr accepiance by the Government at
the ratio of Rs. 15 during a moratorium of 21 days, on the
expity of which tke restrictsons on imporis of Briiish gold cosns
were also withdrawn. Then, in pursuance of the recommenda~
tions of the Babington Smith Commission, sovereigns and half-
sovereigns were made unlimiled legal 1ender at Ks. 10 and Es. &
respecinely. But matket- price remained higher than this,.
and bence they did not come in circulation. Neither was
there sny chance for tendering gold for mintage, and tence

the sdea of ogening a gold mint in Bombay was also dropyped.
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(3) In February, 1920, the prohsbition on ths smport of
silver was wsthdrawn. The smpors duty of four annas per ounce
was also aboléished. Similarly, the prohibstion of the use of gold
and sslver coins for other than curremcy purposes was also
cancelled. The price of silver had begun to fall on the very
day on which the report of the Babington Smith Commission
was tendered, and hence rupees had, since May 1920, begun to
come out of hoards. In June, restrictions on behalf of the Govern.-
ment were accordingly wsthdrawn.

1. Breakdown of gold exchange standard (1920)

From the beginning, it was apparent that there was little
chance for the maintenance of the new ratio. Mr. D. M. Dalal
had been against it. Even the Majority of the Babington
Smith Commission, while recommending it, had remarked that
1t msght be necessary to conssder the problem afresh, if contrary
to expectations a great and rapid fall in world prices were to
take place and if costs of production in India fail to adjust
themselves with equal rapidity to the lower level of prices.
When Government sssued the notification regarding the sale of
reverse Councsls, market price of rupee was higher than 2s. gold.
There was thus absolutely no necessity to sell them. But this
was done and it aggravated the situatjon.

(1) The Government sold reverse Councils. The
exporters in India, who had to receive sterling in London also
sold their export bills. There was thus a competition between them
and the rate of exchange went up to 2s. 83d. sterling. On
February 2, sterling fell in terms of dollar and hence gold.
This brought the rupee-sterling rate at 2s 103d. But after
this the tide of the exporters anxious to sell the bills ebbed.
The exporters had sold the bills fearing that a depreciation of

sterling in terms of gold im future would give them less rupees
as they were now linked with gold.

(2) As the rupeesterling rate rose, there arose a keem
demand for a remittances to London. First of all there were
genuine Indjan importers. They sent money in advance, lest it
might fetch less of sterling in future. Nezt, foreign businessmen
and firms in India found this' the most profitable time for
zemitting their profits to England, Thirdly, huge war profits

5
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had also led to a boom in company promotion, and those
wishing to impost machines remitted in advance the payment for
them. Finally, there were speculators who believed that
the Government would not be able to maintain a high rate
like the 2s. gold rate, and they remitted their money to England
in the hope of bringing it back after exchange fell sufficiently,
thereby making large profits.

(3) From Januaty to June 1920, the favourable balance of
trade diminished gradually. Imports increased owing partly
to the increased demand for those articles specially piece goods
—which had not been imported during the war and whose
stock had run low by this time, and énttly to the stimulating
effect of the rise in exchange on demand. Exports, on the
other hand, declined owing to a combination of adverse
circumstances. First of all, Japan, an important market for
Indian cotton, failed to purchase her usual amount owing to
an internal financial crisis. Secondly, Central Europe which
used to buy a fairly large amount of Indian goods, stopped
purchases for want of purchasing power brought about by
political and economic troubles caused by the war. Thirdly,
demand for Indian juee, tea and hides fell off partly owing to
the accumulation of their large stocks in England and partly
to the general uncertainty prevalent at the time in the inter-
national market. Finally, the rains of 1920 failed, and food
and raw materials could not be continued to be exported.

As a result of the above, there arose a demand for
reverse Councils. The Government provided them at 2s. gold.
At this rate, the price of gold ought to have been Rs. 15-14
per tola. The market price was about Rs. 22-4 per tola.
This meant that the Gevernment undertook to provide gold
at a lower rate than available ¢n the market. Such a great
disparity could not obviously be continued. But the Govern-
ment persisted. Babington Smith Commission, as has already
been observed, had realised that there was a possibility of the
failure to maintain the rate and had provided for its reconsi-
deration. It was the least pardonable of the errors of the
Government to have ignored this warning.

Various atiempis to raise exchange. The Government
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made serious efforts in various directions to pull up the
exchange.

(1) It sold reverse Council at rates determined by the
fall in the value of sterling in terms of gold less expenses
for the shipment of gold during the early months of the year
1920 as follows :—

January £5,394,000
February ... £11,000,000
March £9,988,000
April £7,000,000

From the 29th April, the amount of reverse Councils
offered weekly was reduced to £1 million and this amouant was
continued to be offered weekly up to 23rd June.

(2) Finding that the rate could not be maintained at
2s. gold the Government tried to muntain it at 2s. sterling on
the plea that it would become 2s. gold when sterling would
reach the parity. Hence, from 24th September, the rate
adopted was 1s. 1133d. But by the end of September, it had
become evident that even this rate could not be maintained.
Hence, the sale of reverse Councils was altogether stopped.

(3) Beside the sale of reverse Councils, the Goverament
continued the sale of gold. In all 53 million ounces wete
sold, but this had no effect on its premium.

(4) The Government also tried to contract curtency with
a view to raise the exchange value of rupee. When revesse
Councils were sold, currency notes and rupee coins were
received in their stead. The currency was thus® caacelled.
The reverse Councils were paid out of the paper currency
reserve, and to the extent the currency notes were cancelled,
the paper currency reserve was reduced.

Withdrawal of support (September 1920). At the end
of September, 1920, the sale of reverse Couancils was stopped

1 There were two other methods of contraction of currency,
vig., (1) selling of the metallic portion of the reserve (the coins
were melted and silver sold in the market). and (2) selling of the
rupee bills from out of the reserve. They were also resorted to by
the Goverument from time to time,
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and the Government regarded the battle to be lost. Left
to itself, the exchange adjusted according to the forces of”
supply and demand, and in December reached 1s. 5d.
sterling.

Sacrifices snvolved in the attempts to raise the exchange
rate. The sacrifices involved in the attempts to raise the
exchange rate were tremendous. An enormous loss was.
caused to the Indian Exchequer and industrialists and:
traders.

(1) Inall reverse Councils to the extent of £55,382,000
were sold to maintain the rate of exchange. They were
aid in London out of the sterling securities and Treasury
Eills. These had been acquired at Ks. 15 fora pound, but
sold at Rs. 7 to Rs. 10 per pound. The difference was a
heovy loss borme by the Inmdsan exchange. It amounted to
about Rs. 40 crores.

(2) “The collapse of exchange within 12 months from
the level of 2s. 4d. prevailing in April 1920 to below 1s. 3d.
was cre'ical jor smyorters many of whom had ordesed:
goods when exchange was high twithout fixing their
exchange and who were unable or unwilling to settle at
the low rate when the goods arrived. At the close of the
year Indisn ports remained congested with imported piece-

goods, motor cars and other articles of which delivery had
not been taken.»

(3) Ezyporters found themselves loaded with produce
for which thete was no foreign demand. Prices went down
in the country and they had to suffer.

(4) Besides, deflation of currency brought the peopls in
difficulty. In the first place, it made the money market
tight and raised the baok rate of interest on loanable money ;.
and in the second place, it tended to lower down the already
lowering down prices. Company promoters did not get
capital, the already existing concerns did not get market
for theit produce, and the agriculturists could not realise in:
fuany cases even their expenses of production.
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2. The Policy of Masterly Inactivity (1921.25)

In 1921, balance of trade was still against India. The
rate of exchange which had fallen to ls.” 5d. in December
1920, fell still lower to ls. 23d (under Is. gold) in March,
1921, In 1922, the balance of trade began to turn favour-
able to India, and the rate of exchange reached pre-Wat
level of 1s. 4d. in January, 1923. By October, 1924, it reached
1s. 6d. (about Is. 4d. gold).

Th: revival of the export trade was due to good
‘hatvests and an improvement in the purchasing capacity
of the European countries consequent upon the reconstruction
-of their carreacies. .

The rate of exchange strengthened owing parttly
to the revival of expotts and partly to the contraction
of currency. Some of the writers say that the Goverameat
followed during this period a policy of masterly inactivity
but this is not true. As Dr. Jain says, ‘the szchange was
not, as i3 sometimes supposed, left to look after itself. But st
was managed on erpedients different from those adopted before.
Reverse Councils were not sold, but in their stead currency
awas contracted. According to an official statement currency
was contracted to the extent of Rs. 31,58,00,000 in the
year 1920-21 and it continued to be so in the years 1921-22
and 1922-23 by the transfer of sterling securities held in
London to the Secretary of State's cash balance and by
‘the discharge of Indian Treasury bills held in the reserve.
“The net contraction affected during 1921.22 and 1922-23 was
11 1lakhs and 569 lakhs respectively.

A rise in exchange rale above 1s. 6d. sterling was
prevented by tha Government by sniroducing the practice of
.purchasing sterling in Indsa. The purchase of sterling in
Indsa has the same effect as the sale of Council bills in
London.

Advantages of sterling - purchase over sals of Counoil
bills. The advantages claimzd for sterling purchase are as

follows :—
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(1) Initiative in making remittance of sterling to
London is transferred to the Government of India to whom
it should rightly belong.

(2) Purchases of sterling can be regulated with reference
to the conditions of Indian exchange market and heavy
fluctuations in exchange rate avoided.

The system of sterling purchase has gradually displaced
since 1924 the sale of Council bills. At present, as we shall
see later on, this is the main weapon adopted for the

prevention of the rate of exchange to rise above the maximum
of 1s. 6d.

3. Hilton Young Commission

In April 1925, sterling was restored to gold and U. K.
adopted what was known as 2 gold bullion standard. The
rupee-sterling rate which was at that time at 1s. 6d. also
became rupee gold rate. 1In August, 1925, a2 Commission.
was appointed under the chairmanship of Mr. Edwatd
Hilton Young to ezamine and report on Indian exchange
and currency system and practice and to consider whcthqr
any modifications were desirable in the interests qf India-
and to make recommendations.

The report of the Commission was published in 1926.
First of all, it pointed out the defects with which Indian
exchange and currency system as prevailing at that time
suffered and then it made its own recommendations.

Defects of Indian exchange and currency system _as
prevelent sn 1926. The Commission pointed out the following
defects :—

(1) The system is far from simple, and’ the basis of
the stability of rupee is not readily intelligible to the
uninstructed public. Ths currency consists of two tokens -
sn  circulatson, weth the umnecessary excrescence of a third:
Jull value coin® which does not circulate at all One form.

2 Rupee coins and notes,
3 Sovereign,
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of token currency* into which there is an unlimited obli-
gation to convert the other® is highly expensive, and is
liable to vanish if price of silver rises above a certain
level.

(2) Thete is a cumbrous duplication of reserves,® with
an antiquated, and dangerous division of responsibility for
the contrcl of credit and currency policy.

(3) The system doss not not secure automatic expansion
and contraction of currency. Such movements are too
wholly dependent on the will of the currency authority.

(4) The system is snelastic. The utility of the pro-
vision for elasticity made on the recommendation of the
Babington Smith Commission is affected by the methods’
of financing Indian trade.

Recommendations. The Commission made the following
1ecommendatjons :—

(1) Gold bullion standard he adopted as the system of
currency. Gold coins should not be introduced into
circulation but an obligation should be imposed by law on
the currency authority to buy and sell gold in the form
of gold bars without limit in exchange for rupees and
currency notes. The legal tender characteristic of sovereigns
and half-sovereigns should be withdrawn. There should be
no legal obligation on the Government to give rupees for
cuttency notes.

(2) The control aud management of currency should
be entrusted to a central bank to be established.

(3) The rate of exchange should be stabilised at 1s. 6d.

4 Rupee coins.
5 Nnotes.
6 Gold standard reserve and paper currency reserve,

7 Indian trade is financed on the basis of cash credits and not
on that of discounting bills, and emergency currency can oaly arise
through the latter process.
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(4) One-rupes notes should be re-introduced as unlimit-
ed legal tender. Notes of higher denominations be made
convertible into notes of smaller denominations or rupee coins
at the option of the currency authority.

(5) The paper currency reserve and the gold standard
teserve  should be amalgamated. The constitution of the
combined reserve was laid down.

The minority again consisting of only one Indian
member, viz., Sir Purshottamdas Thakurdas differed on most
of the points. According to him the change from gold
standard to gold exchange standard in the past was in
absolute contravention of the currency policy officially
adopted in 1899, binding on the Government and the
country. He agreed with the recommendation regarding
the adoption of gold bullion standard, but wished that
there should be wno snterference with the free inflow of gold
into India except with due publicity and the concurrence
of the Legislature. Tn his opinjon, demonetisation of
soversigns and half-sovereigns as recommended by the Majority
was unnecessary.

He was in favour of developing Imyperial Bank of Indsa
#nto a central bank as far as possible.

He was against the stabilisation of rupee at 1s. 6d.
He recommended 1s. 4d.

Alternative standards. The standatds alternative to
gold bullion standard wete (1) sterling exchange standard,
(2) gold exchange standard, and (3) gold currency standard.
The first two were rejected by the Commission on general

grounds. The objecisons to gold currency standard .were the
following :—

(1) ‘A large extra demand for gold from India would
cause increased compstition for gold among the countries of the
world and lead to a substantial fall in gold prices and a subs-
stantial curtailment of credit> Credit is based upon gold,
and a fall would cause its shortage.

(2) The actual demand for gold canmot be estimated. It
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is possible that people may begin to prefer gold coins to notes.
The fear of a fall in the status of rupee may also cause theig
conversion into gold coins.

(3) The fall in the demand for silver because of the
adoption of a gold currency standard would .reduce its price.
This would involve a loss to the Indian Exchequer on the
sale of the surplus silver. Tt would also lower down the value
of the savings of the poorer Tndian people who invest them
in silver otnaments. :

(4) The adoption of gold currency standard by India
might lead to demonetisation of silver by China as well. This
would raise the price of gold and thus result in the difficulties
mentioned in (1). It would also raise the price of silver and
thus raise the difficulties mentioned in (3).

(5) India would not get gold without the co-operation
of Great Britain and U. S. A. and these countries are agasnst the
adoption of gold currency standard by India.

(6) The scheme would prove costly. It might mean Rs. 3
crotes a year for about 10 years.

Then, there were certain other general objections.
i

(7) Gold in circulation s expensive, while gold in resetve
is more useful for bringing about stability in exchange.

(8) Gold currency standard is a sign of backwardness-
Many countries returning to gold standard after the war did
not return to its gold currency form.

(9) The bulk of transactions in India involve small
payments and hence gold in circulation is not required for
them.

Merits of gold currency standard- But India had for
long been in favour of gold currency standard. The following
were the advaatages claim:d for it : —

(1) 1t is an automatic standard.

But it was difficult to say whether it would have bzen
so in India. If the imported gold wzre hoarded by the people
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and thus sterilised, prices would have remained the srme, and
the automatic wotking of gold currency standard checked.

But this contingency was possible only when the hoarding
habit of the people would have persisted even after the intro-
duction of gold currency.

(2) The introduction of gold currency would discourage
uneconomic habit of hoarding gold. The assurance that all
other forms of currency would be convertible into gold curren-
cy would render them as good as gold.

But the Hilton Young Commission thought mete intro-
duction of gold currency would not result in the abandonment
of the habit of hoarding.

(3) Gold currency standard would inspire confidence which
no other standard can do to the same extent.

(4) India wants gold currency in circulation as is evident
from the heavy importation of sovereigns and half-sovereigns
during 1900-1914. Besides, the weight of good academic
opinion is in favour of gold curtency. ‘This is pre-eminently
a question in which Indian sentiment should prevail’.

(5) Gold curiency standard is a stage through which Indis
must pass to attain the ideal, s.e., gold bullion standard.

Gold lullion standard as recommended for India. But
gold bullion standard as recommended for India by the Com-
mission was different from that adopted in Great Britain.

(1) While in Great Britain pound sterling retaired its
pre-war gold pasity, s.e., 113°0016 grains gold, rupee in India
was recommended 'to be linked to a new goid parity. s.e.,
840512 grains gold instead of the pre-War gold parity, i.e.,
7'5334 grains gold. Rupee had a statutory gold parity, of
1130016 grains gold a&e: 1920, but that parity had been
inoperative.

(2) Bank of England was under a statutory obligation to
buy gold in unlimited quantities at the rate of £ 3.17s. 9d.
per standard ounce (11.12th fine) and to sell gold without
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limit, but in quantities of not less than 400 ounce fine at £3.17s.
1034 a. per standard ounce. But in India, the currency authority
was to be under obligation to purchase as well only 1n quantities
not less than 400 ounces. But in the succeeding Act, this limit
of purchase was reduced to a minimum of 40 tolas or 14 ounces
of gold. In India the conditions as well which were to govern
the sale of gold by the curtency authority were to be so farmed
as to free it sn normal circumstances from the task of supplysag
gold for nonmonetary purposes. In order to achieve this object
proposals were made for fixing the selling prices of gold.
Finally in the succeeding Act, the option was given to the
curréncy authority to sell gold for delivery at Bombay or
sterling in London.

(3) Sovereigns and half Sovereigns were met demonetised in
Great Britam. Butthey were s0 done in India. But with a
view to make gold standard visible to the ordinary public,
it was proposed to offer ‘on tap’ savings certificates redeemable
in three or five years in legal tender money or gold at the
option of the holder. But this was never embodied in a law.

(4) All silver coins in Great Britain continued to be legal ten-
der up to 40 Shillings only. In the Indian system rupee coins wese
to continue to be unlimited legal tender. This was, however,
not a defect as pointed out previously. But they wete not to-
be coined until their circulaticn was reduced to the amount
required {or small change, the object being to -bring them to-
the same position as silver coins in Great Britain.

(5) 1n India, a distinclion was proposed to be made between
old notes and mnew notess QOld notes were to continue to-
be converted into silver rupees. But new notes were to be
convertible only into gold bars. In Great Britain, all notes
were convertible into gold bars. In the Act, however, no such
distinction was made.

From the above, it is obvious that the Commission did
not recommend for India a full-fedged gold bullion standard,
and an examination of the law that was subsecuently passed.
embodying these recommendations, reveals that jnasmuch as
the curtency authority retained and actually exeicised the optiom
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of selling, in return for internal currency, sterling for delivery
in London, the standard adopted in this country was shilling ez-
change standaird. But so long as sterling was convertible into
gold, it was actually gold erchinge standard It may be point-
ed out that both these standards had been discarded by the
Commission.

Ratio questione As we know the Commission recom-
mended a 1s. 6d. ratio. The arguments advanced in its favour
may briefly be stated as follows : —

(1) At the existing ratio, price in India have attained
a substantial measure of adjustment with world prices and any
change in the rate would mean a difficult period of adjustment,
involving widespread disturbances.

(2) Wages have also adjusted themselves to the prices at
the existing exchange rate of 1s. 6d.

(3) As regards contracts least injury will 'be caused by
adhering to 1s. 6d. It is true that land revenue, etc.,, were
settled when the ratio was 1s. 4d, but owing to the rise
of prices since then, the incidence has not increased—rather
it has become lighter. Coatracts settled after 1918 have been
settled on the basis of higher rates. TChey will not at all
be affected.

(4) As regards the contention that the then existing
deptession in jute industry and cotton mill industry could be
done away with by adopting a lower ratio the Commission
thought that the depression in qusstion was due to
causes which ths manipulation of exchange rats could mnot
remedy.

The arguments against reverting to 1s. 6d. ratio as
advanced by the Commission were as follows :—

(1) Though ls. 6d. rate has been described as the ‘natural®
-rate, it is difficult to understand sn  what senss it can be
0 described. If Indian exchangs were left to itself, there would
w=nsue wide fluctuations in it, and it would be impossible to
determine a ‘natural® rate.
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(2) Tt was argued that 1s. 6d. rate was approached
through Government mansipulation. The Commission pointed
out that the question of the means by which a particular
rate has been arrived has no bearing on the extent or
violence of the economic disturbances which would result
from an alteration in the rate.

(3) It was said that 1s. G6d. ratio would accentuate
the fall of piices in India resulting from the fall of world
gold prices. But the Majority held that such a fall én
prices was not lLikely to take place.

(4) A reversion to 1s. 4d. would affect the ludget very
much adversely. It was estimated that the loss per annum to
the Indian Exchequer would be near Rs. 6 crores.

(5) A reversionto ls. 4d. would mean a general rise
in prices. This would affect the consumers in general,
and will mean an arbitrary reduction of the real wages of
labour.

(6) The effect of a reversion to 1s. 4d. would be
immediate on foreign trade. The sudden fall might create
a boom which would be followed later by a slump.

(7) Tt has been suggested that the stabilisation of
rupee at 1s. 4d. will raise the price of gold and check its
abnormal import into India for being hoarded. But smport
of gold is due to causes which cannot te removed merely by
adopting a lower ratso.

The Minority’s arguments against 1s. 6d. were as
follows :—

(1) 1s. 4d. ratio was a de facto ratio. It had been
disturbed during the war, because of abnormal conditions.
Even then the Secetetary of State should have ceased
selling Council bills when he could not sell them at the
legally fixed ratio sather than sell them at higher rates
as he did. The Babington Smith Commission deliberately
threw it out and fixed an upnatural ratio of 2s. gold
which could pot be maintained. But when the attempt
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to stabilise it at 2s. gold was abandoned, and rupee was
allowed to adapt itself to the market conditions, it reached
approximately 1s. 4d. gold the de facto rats in September,
1924. But it was not stabilised at that. Subsequently,
when in April, 1925, pound sterling reached gold parity,
the Government fixed it at 1s. 6d. gold. Hence, 1s. 6d.
-gold sate was achieved in April 1925 and not in September,
1924. In September, 1924, it was 1s. 4d. gold or 1s. 6d.
sterling.

(2) From the above, it is obvious that 1s. 6d. gold
rate had been in existenczc only since April 1925. As
the discussions were being made in 1926, it was argued
that the new rate had had no time to allow ths adjustment of
prices, wages, and contracts. The main argument of the
Majority had been that they had adjusted, and a reversion
to 1s. 6d. rate would cause a considerable disturbance.

(3) There was no gain to the Government by the adop
tion of 1s. 6d. ratio. No doubt, it meant a saving in the
payment of Home charges. But thete was bound to be
a loss, on the other side, in receipts in connaction with
customs on exports which were sure to decline. Besides,
the adoption of 1s. 4d. rate would have brought about a
reduction under bounties to certain industries given on
the rise of exchange to 1s. 4d.. Then, there was Income-
Tax and Corporation Tax which would have increased as
a result of impetus given to industries by the adoption of
1s. 4d.

(4) Tt would be possible to maintain the currency
system of the country with a lesser reserve in gold aad
sterling ir the rate were to be fixed at 1s. 4d. rather than
if it were to be fixed at 1s. 6d. The question was whether i:
was right to fix a ratio that would require larger resources
to maintain if the fixing of the ratio could bz avoided.

(5) A change to 1s. 6d. would hit ths larger bulk of the
debtor class to the benefit of the credit class, and thsre
was no justification to give the latter aa uncarned iacrement
at the expense of the former.
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(6) The Majority had argued that 1s. 6d. rate had no
adverse effect on Indian trade with other countries. The
Minority replied that export had not fallen sn the meantims
only because of good harvests and low holding power of Indian
agriculturists, and imports had not gone up only because of ths
fall sn the purchasing power of the masses.

(7) This raising of rate from 1s. 4d. to ls. 6d. would
give the foreign erporters a bounty to the extent of 1237,
and thus be detrimental to the interests of Indian indus-
tries.

4. Government Action on the Report

The report was published in 1926, Three bills
embodying the rscommendations contained therein were
introduced in the Indian Legislative Assembly on 25th
January, 1927. They were (1) the Cucrency Bill, (2) the
Gold Standard and Reserve Bank of India Bill, and (3) the
Imperial Bank of India (Amendmeat) Bill. Of these only
the first was passed into an Act.

The currency Act (1927). (1) The currency notes, the
silver rupee, the half silver rupee, all remained legal tendsr
without limit, and open to issue at the will of the Govern-
ment. The parity of exchange was fired at ‘847512 grains
troy of gold which was at that time equivalent to 1. 6d.
per rupee.

(2) @old coins did mot remain lejal tender, but could
be received at any Government Treasury and Currency
Office as bullion at the rate of 847512 grains fine gold per
rupee.

(3) The Government was obliged to purchase gold
at Bs 21-3-10 per tola in the form of bars of not less than
40 tolas 15 ounces) of gold at the Bombay Mint.

(4) The Government was obliged to sell gold for
delsvery at the Bombay Mint or sterling for delivery in
London in amouats of not less thaa 1065 tolas (400 ouaces)
of fine gold os the equivalent amount of sterling) at the
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option of the Controller of Currency. Calcutta, or the
Deputy Controller of Currency, Bombay st Rs. 21-3-10 pet
tola of fine gold or as much sterling as was required to
purchase one tola of fine gold in London at the rate at
which Bank of England was bound by law to give sterling
in ecxchange for gold after deduction therefrom of an
amount representing the normal cost per tola of transfer-
ring gold bullion in bulk from Bombay to London, including
interest on its value duting transit. As this was bound to
fluctuate, the Governor General had to notify from time to
time the rate determined as above in the Gazette of India,

SUMMARY

1. The recommendations of the Babington Smith Commission
were accepted by the Government and steps were taken to give effect
to them. When Government 1ssved the noufications regarding the
sale of reverse Counails, the market price of rupee was higher than.
2s, gold, lhere was thus abcolutely no recessiy for it to sell them.
But the Government did so, The ¢xporters also sold their bills as
1bey were at1aid lest a depreciation of sterl'ng interms of gold in
Juture would give hem less r1upees. as they were then linked with
gold. There was thus a competition between reverre Councils and
exchange 1n the market went up to 2s, 103d. DBut scon export bills
were exhausted, With a m:e in the rupee sterliag rate there arose,
on the other hand, a keen demand tor remitt:nces 10 London
Besides, from January to June 1920, tavourable balance of trade
diminished snd this also aggravated the situation. The Government
1rovided reverse Councils at 2s, gold rate, At this rate, price of gold
cught to have been Re, 15-4.0 per tola, This meant 1hat the Govern-
ment undertcok to provide gold at a lower rate than that available
in the narket. The Commission had realised that there was a possi-
bility of 1he tailure to maintain the rate and had peovided for 1ts
1econsideration. But the Government persisted. It made various
avtempts 1o raise the rate, Firct ot all, it cortivued selling reverse
Councils at 2s, gold rate and then at 2s. sterhing rate. Next. it
continued selling gold, Thiurdly. 1t contracted currency. At the end
of Septehiber, 1920, however. sale of reverse Courcils was stopped.
ln the atempt 10 maintain 1he rate of course. huge sacrifices had to
invclved. Fust of all, sterhing securities which had been acquired.
at Rs. 15 per round hac to be told at Rs. 7 to Rs. 10 per pound. The
difterence was a heavy loss beire by tbe Indian Exchequer. Nexts
the ccllepse of excharge was critical for importers. Thirdly, expor-
ters cculd ret find maiket for 1heir exports at such a huge exchange

rate. Fourtbly and finally, deflaticr ot curtency brought the people
in difficulty,
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2. Frcm Scptenber 1920 coward, the rate was left to find its
owp level. By Marcb, 1921, it reached 7s. 2 7/¢d. sterling (under
1s gold). 1n 1922 1he balance of trade, however, turned favourable
and the rate reached in Junuary 1923 to 1s. 4d, 2nd in October 1924
to 1s.td (abcut 1s. 4d. gold). This was due to the revival of trade
and also contracticn of currency. Herce, it is wrcng to say that
dvringthe period the Government followed a policy of masterly
iractivity. Finally the rise in the rate beyond 1s. 6d. was checked
by introducing the policy of s erling purchase by the Government
which was advantageous to that of seling Council bills by the
Secretary of State,

3. In 1925 Hilten Young Cemmissicn was appoiated. This
Ccmmission unlike the two previous Commissions, was free to recome
mend 2ny standard. The report was published in 1926, It pointed
out the adefects of exchange standard as prevalent at the time, The
recommendaricns included 1he establishment of a gold bullion sian-
dard and of a central bank to control credit‘and currency, 1s. 6d. rate
of exchange, reintroduction of one 1upee notes, and unification of
gold standard and paper currency reserves. The minority though
welcoming the establishrent of gold bullion standaid, neither wanted
any interference with the free inflcw of gold into India, nor demo-
nestisation of gold coint us recommended by the Majority. Tt also
wanted Imperial Bank to be develcped as a Central Bank restoration
of rupee to 1s. 4d. The Ccmmission examined the alternatives to
a gcld bullicn stendard, 2nd rejected gold currency standard. Gold
bullion standard as reccimmended by the Commission differed in
certain essentials from that prevailing in England and did not
ultimately prove to be different from sterlinrg or gold exchange stan-
dard. There was a good deal of differerce of opinion between the
Majority and Minority regarding the adoption of the exchange rate.
In fact, the rcccmrmendation of the Majority in this copnection
provided tbe main theme of criticism in the fcllowing years,

4. The Goveinment in its turn introduced in the Indian Legis-
lature three bills embodying the reccmmendations of the Majority.
But of thete cnly one, v1z., the Currency Bill was passed mato an Act.
71his Act fixed the exchange parity at 847512 grains of gold coins,
and made it cbligatory upcn the Goveroment to purchase gold at
Re. 21 3-10 per tola in the form of bars of wot less than 40 tolas at
the Fombay mint exd to sell gold for delivery at the same place
or sterhing for Celivery in Lordon in amounts of not less than 1065
tolas of fire gold or sterling of an cqual amount at the opticn of the
Controller ot Cutrercy at Rs, 21-3-70 per tola of fine gold or as much
of sterlirg as was .required to purchase one tola of fine gold in
Lordcn after deduction therefrom of an amount representing the
normal cost per tola of transferring gold from Bcmbay to London
ircluding irterest durirg transit. As this was bound to fluctuate it
was notified from time to time in Government Gazette.

6
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TEST QUESTIONS

1. What notifications were issued by the Government of India
§n consequence of the recommendations of the Babington Smith
Commission 7 Give detailed explanation of these,

2. What were the effects of the policy of the Government to
maintain zs. gold rate as recommended by the Babington Smith
Commission and what steps had to be taken in consequence thereof ?
‘Also please mention in this connection the sacrifices involved.

3. <The period from 1921 to 25 was a period of masterly inacti-
vity in connection with Indian currency and exchange,’ Comment.

4. What were the advantages of the system of sterling purchase
over that ol the sale of Council bills ?

5. What were the defects of the existing Indian curreacy
system as pointed out by Hilton Young Commission ? Mention also
the defects of a gold currency standard as pointed out by them.

6. What were the recommendations of Hilton Young Com-
mission ? Mention in this connection the points of difference bet-
ween gold bullicn standard as recommended by them for India and
as prevalent in Eogland ?

7. What were the recommendations of the last Royal Com-
mission on Indian Currency and Finance and how far were they given
effect to ?

8. Distinguish between gold exchange standard and gold
pullion standard as proposed by Hilton Young Commission., State
your views on the latter as a scheme of currency arrangemeat for
the country. (Punjab—B. A.).

9. What were the arguments advanced by the Majority of the
yilton Young Commission in support of1s. 6d. rate and against 1s, 4d.
Tate ? Menuon 1n this connection also the arguments advanced
by the Minority against is, 0d. rate.

10. What were the main clauses of the Indian Currency Act
of 1927 ? Give your own Opinion on the clause relating to the sale
of gold and sterling as contained therein.



CHAPTER VIII
CURRENCY FROM 1927-1939

Duting the period under teview, agitation cenired
at first magniy round erchange ratio , and then round exchange
ratio and gold exports both. Besides, there occurred a crisis
in 1931, which brought out the real characteristic of
Indian currency. The standard adopted in 1927 was fairly
elastic. It was sterling exchange standard as the Govern-
ment really exercised its option of giving sterling for
delivery in London in exchange for Tndian currency.
But so long as sterling was in parity with gold, as has
already been said, this was gold exchange standard as well.
Finally, if Government chose to exercise the other option
open to it of offering gold in exchange for rupees, it could
be, in point of fact, if, not in law, gold bullion standard.
Since the occurrence of the crisis referred to above, it
became, however, only stetling exchange standatd as we shall
see presently.

1. Controversy regarding exchange ratio
(April 1927 to September 1931)

From April 1927 to September, 1931, trade conditions
in India were favourable, both exports and imports regis-
tering a rise. This improvement in trade, it was pointed
out by the supporters of 1s. 6d. rate, clearly showed that
an adjustment had been brought about and the new rate
did not affect business at least adversely. But the fact
is that the improvement in question was in a large mea-
sure the counterpart of much greater improvement in
wotld trade. The supporters of 1s. 4d. rate held that
a lower ratio would have commuicated the tmproveme:it to
Indsan trade sn a greater measure.

Next, during the whole of this period, the Government
had to resort to artificial devices to strengthen the exchange
fate. First of all, it raised the rate at which it was pre-
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pated to lend emergency cutrency to Imperial Bank.
Secondly, the Govercment sold treasury bills and thus
contracted currency. Thwrdly, it sold sterling bills and
met the sales by transfers from gold standard reserve and
paper currency reserve.

After September, 1929, India became involved in worid
trade depression. There was a crisis in America from
where it blew over to other countries of the world. Prices
of commodities and secutities collapsed everywhere, and
in India also they shared the same common fate. There
arose a natural reluctance on the part of the investors under
the circumstances to invest money. In India this was
accentuated by a strong political agitation that’ was then
going on. ‘l1he Government also continued resorting to
artificial devices referred to previously with a view to
strengthen the exchange rate, and the contraction of currency
that was brought about as a result of this made the matter still
worse. Prices fell here in a greater measure than anywhere else
and balance of trade declined.

2. Crisis of 1931 (Divorce between sterling and gold
and its reactions in India)

Britain had adopted gold standard in 1925 with the
same parity as it had before the War, while most of the
other countries had done this with a lower parity. The
consequent result of this was that the cost and prices in
the former country remained higher in terms of gold than
in the latter countries. It may be said that all through
the period from 1925 to 1931, the British Government had
to labour hard. Thete was, on the one hand, an unfavourable
balance of irade and on the other, wunemployment and
depression in indusiries. The task of balancing the budget
had been, under the circumstances, made difficult. Ovet
and above this, there had been the effects of the 1929 crisis
also which accentuated the flight of gold from the country.
First of all, attempts wete made to meet the situation by
raising credits in France and U.S. A. But in the end,
there was no way left except that of the abandonment of
gold standard. This was done on September 21, 1931. The
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.obligation placed on the Bank of England by sub-section
(41) of section I of the Gold Standard Act of 1925 to give
gold bars in exchange for internal carrency at fixed rates
was removed, and sterling was allowed to find its equiva-
lent by the forces of supply .and demand. From this date,
it began to fall, and this went on so long as it was not pegged
again to American dollar.

Rupee had been linked to gold by the Currency Act of
1927, but an option had been given to the Government to
offer its equivalents in sterling as well. The question arose
at this stage, when stetling was divorced from gold, whether
the Government should in futute offer oaly gold or sterling.
There was no legal equivalent of sterling in terms of gold.
Hence, it could offer only one at fixed rates. The
Governor-General coald not take any decision without
consulting the Secretary of State. The Legislature was
sitting, but he did not think it proper to refer the matter to it
Hence, an Otrdinance had to be promulgited which rep:alad
Section 5 of the Curtency Act, 1927 aad relievad ths Govzrnm:nt
of the obligation to ssll gold or sterling at fized rates. The
following three days were also declared as baak holidays to
prevent speculative activities in exchange. The Secretary of
State on the same day, 4. e., on the 2lst September, 1931, made
a statement before the Fed 'ral Structure Sub-Committe: of the
Indian Round Table Confereac: informinz then that it had
been decided to maintain the praseat standard oa sterling
basis. On 24th September, 1931, rtherefore the previous
Ordinance was repealed and a new Ordinince, namely, the Gold
and Sterling Siles Regulitson Ordinance 1931, was promul-
gated. It imposed restriztioos on the sales of gold' and
sterling to geauine trade purposes and resonable personal
tequirements. The rules made und:r the Ordinaace laid dowa
£25,000 as the maximum amount to be sold to aay recogaized
bank, The object underlying all this was to maintain the
sterling value of rupee at Is. 6d. Inits absence, it was feared

1]t does not mean that it linked rupee with gold. It onmly
allowed the Executive to sell gold or-sterling ; and as the Executive
sold only sterling, it was sterling exchange staadard, ani rupec
remaian divorced from g»ld.



86 MOWEY CURRENCY AND PINANCE

that rupee would seek conversion into foteign currencies in
large quantities causing exchange weakness. In Bombay, in
the first ten minutes after business opened and before the
market was aware of the issue of the Ordinance, demaad for
425,0000 pounds sterling were received. But after some time
exchange restrictions did not appear necessary and as a consequ-
ence the second Ordinance was also repeualed on 30th January,
1932. Since then, the Currency Ac? of 1927 came into force. But
as the Executive sold only stetling, it is only sterling exchange
standard and not gold exchange standard or gold bullion
standard. Rupee remained thus divorced since September,
1931, from gold only because of Ezecutive will.

The action of the Government in linking rupee with
sterling was perhaps the best under the circumstances. But
it was subjected to adverse criticism partly because Indian
Legislature which was sitting at that time was not consulted

in the matter, and partly because the ratio was not
revised.

The alternatives to a link with sterling were a link with
gold and a free rupee. If rupee had been linked with gold,
at 8°47512 grains or 3°53344 grains, it would have become
difficult to maiatain it. We know that all currencies had to
be divorced from gold or linked with it at a much lower
figure. In fact, nowhere in the world effective gold standard
was maintained. To leave rupee free also would have caused
much inconvenience both to the people and Government
because of their relations with the wotld outside India.

Arguments advanced by Government .spokesmen against
the linking of rupee with gold., The following were arguments
advanced by Government spokesmen against the linking of
rupee to gold.

(1) If rupee had been linked to gold strong gold reserves
would have been necessaty to maintain the link. The com-
bined gold reserves of both the gold standard and paper
currency reserves at that time amounted to £324 million
sterling, according to 8'47512 parity.

(2) To maintain the convertibility of rupee into gold
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at a time when there was rush for gold in other countries,
deflation might have become necessary. This would have
worsened the position of Indians.

(3) A fixed ratio in terms of gold would have meant
a fluctuating ratio in terms of sterling so long as sterling
remained fluctuating rather depressing in terms of gold. A
fluctuating sterling rate would have reacted adversely on India’s
trade with Britain and other countries which had their
currencies linked to stetling.

(4) 1f Is. 6d. sterling rate was regarded as unduly high,
1s. 6d. gold rate oreven alower gold rate would have been
still more objectionable.

Consequences of stabilisation in terms of sterling. (1)
Rupee was tied to sinking boat of sterling and thus the fate
of India was linked with that of Great Britain.

(?) The depreciation of rupee consequent upon the
depreciation of sterling reduced Indian prices in terms of gold,
and hence tended to stimulate exports to countries having
their currrencies based on gold and to discourage imports
from them. In actual practice, the stimulus to exports was
neutralised by declining world prices and high import
duties and other restrictions on imports in them. In connec-
tson with imports as well, it may be said that the effects were
neutralised by declining prices.

_ (3) This, however, did give a preference to British exports
in this country over exports from other countries, and specially
from those which maintained gold standard. But gradually
this was also neutralised, as other countries also gave up
gold standard or devalued their currencies.

(4) It enabled the Government and the people to

meet t':heir sterlsng obligations without embarrassment or
uncertainty. .

(5) The most important effect of this action was the
export of gold from India in huge quantities. This was
bound to happen, as sterling and rupee fell in relation
to gold which means the same thing as a rise in the prices
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of gold. The prices of gold would have, however, not
risen, had rupee been kept linked to gold at the old ratio.
But then, the position of Indians would have worsened
still, and as a result, they would have been compelled to
sell gold to make their both ends meet. The Government
could have, of course, purchased most of it. But it did
not interfere. We shall take up this question in greater detail
presently.

3. Gold Exports (1931-1940)

India imported gold and silver on a large scale under

Moghul Kings. This was due to the character of her balance
of trade.

India’s balance of trade was even under British rule in
her favour. But there was* a Burden of Home Charges—a
charge to the tevenue of India, a drain of profits from
important industrise which were a monopoly of, or con-
trolled by foreign capital, as tea, copper; rubber, petroleum,
jute, coal, etc., and invisible imports in the shape of services
of foreign shippers, bankers and commission agents, etc.
These made her balance of payments turn unfavourable or
less favourable than what it would otherwise be. Never-
theless, in normal years, she had even then something to
receive. Below is a summary of net receipt of silver and
gold by India from 1900-01 to 1939-40.

* Since 194647 as well she has been receiving these metals
in smaller and larger quantities.
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Before the outbreak of World War 11, as is obvious
from the statistics given above, exports of silver had ceased
but those of gold had not abated. It is said that ezports
of gold were due to a rise in sts prices. The value of
gold is fixed in dollars by U.S. A. which, being the
country holding the largest stocks of precious metals, is
in a2 _monopolistic position. With the abandonment of gold
standard, sterling fell in terms of dollar and hence gold,
and as rupee was linked to sterlling this also fell in terms
of dollar and gold. After some time dollar was also devalued.
Bence, ever since the pegging of sterling in terms of dollar,
sterling or rupee has not appreciated in terms of gold.
Depreciation of a currency in tetms of gold means the same
thing as a rise in the prices of gold. The prices of gold
would have not risen had rupee been kept linked to gold at
the old parity.

The first question in connection with the export of
gold is whether, it was ‘distress gold’ or ‘investment gold.>
Truly speaking it was both. Gold was sold to make both
ends meet, as far as poor people were concerned. But it

was  sold to take profit as far as rich people were con-
cerned.

Advantages of gold exports. (1) Gold exports enabled
the country to maintain a favourable balance of accounts, and
their quantity was small compared to i1he vast reservoir of
gold built up in years preceding 1931.

(2) They enabled the Government to obtain largs quantities
of sterling and to pay off the sterling debt of £15 million
which matured on January 1, 1932.

(3) They also enmabled the Government to meet Homs
charges and to reduce the fisating debt of India in London.

(4) The credit of the Government was improved io
foreign markets because of the facts mentioned in (2).and
(3) and the rates at which it could borrow were substantially
lowered.

(5) Less of gold enabled the canceilation of sterling debt
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which had been accumulated at a time when more of gold
‘would have been required to pay it off.

(6) The position of the reserves was strengthened. As
a result of the exports of gold, balances in the paper curcency
reserve had mounted to enormous figutes even before the
war.

(7) They strengthened the rupee sterling erchange in
particular and sterling in general.

(8) They stimulated the foreign trade of the country.
Imports of gold were enabled to bave increased® putchasing
power, which they utilised® in purchasing Indian goyds and
this stimulated the expotts of the country. TIndian sellers
of gold were also enabled to have increased putchasing power,
which they utilised in putchasing foreign goods and thus
stimulated their imports.

(9) They allowed the sellers of gold to get higher prices
which they used in tiding over temporary financial difficulties.
Those using the proceeds for investment purposes supplied
capital to Indian industries.

(10) It was also pointed out that the future price of gold
was uncertain. It might fall* at any time. But sterling
appreciated.” Hence, wnvestment in sterling was betler than
investment in gold.

Disadvantages of gold exports. (1) India parted with an
appreciating metal for a depreciating currency, and the loss
thus incurred was far in excess of aay interest that was earnzd
due to investments. This is trus both of the iandividuals and

2 Itis doubtful whether import of gold into America increased
the purchasing power of the people in America, Go!d importe!
into America was sterilised, and not used as the basis of iacreas.d
«currency,

3 During this period foreigners tried to place ‘restrlctions on
their imports It is doubtful if they utilised theic increased purchas-
ing power if any in purchusing foreign goods.

4 The prices of gold have never fallen since then.

5 Sterling has been depreciating again and agaia.
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the Government. The individuals acquired rupee Which lost
in value. The Government acquired sterling.

@ King Gold was not dethroned for ever. Even in the
preseat cursency system it has its high place. During World
War II Resetve Bank of India purchased it at a very high
price.

Possible remedy. The possible remedy, under the circum-
stances, was acquisition of gold by the Government. It could
have parted with as much of it as was necessary to meet sterling
obligations and retained the rest. This would have increased
the gold reserves of the country.

4. Government’s sales of silver

Though nothing was heard of exports of silver in compati-
son with those of gold since the abandonment of gold stan-
dard, the figures given above show that 'the former were also
enormous.  The cause in this case was also the same, and there
was no abatement of exports of silver so long as its prices did
not fall. But exports of silver were not alarming in com-
parison to its sales by the Government from 1927. Sales of
siiver were undertaken in pursuance of the recommendations of*
Hilton Ycung Commission. It had recommended the notes
to be declared inconvertible into rupee coins’ and hence
also ended the need for the maintenance of big silver
reserves.  We know, however, that no legislation was passed
declaring notes inconvertible into rupee coins. But the Govern-
ment began selling silver, and upto 31st March, 1934, had sold
a little over 196 million fine ounces or about 57 crores of

rupees. Sales of silver depressed the price of silver and also
caused deflation of currency.

In July of 1933, there was made an International Stlver
Agreement which bound the Government of Indja to sell not
mote than an average of 35 million ogs. annually for fouy
years, i.e., from Ist January, 1934 to 31st December, 1937. On
the cther hand, the governments of U. S. A. Australja,
Canada, Mexico and Peru promised to purchase an equivalent
amount. weut a step metallic further in 1935. It undertook to
buy silver until its silver stacks constituted Y5% of its
teserves and uatil the price of silver touched 64d. per ounce,.
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i.e., about Re. 1/8 per tola, Immediately after the passing of
the Act, when the Government commenced operations,
the price rose to 36°25d. per ounce. Had this policy been con-
tinued, the effect would have been to bring rupee to a melting
point. China, finding it difficult to maintain her silver curren-
¢y, had to give up silver standard. The Government of India
also got one tupee notes printed to provide for the contiagency.
But the occasion for putting these into circulation did not
arise, as the Goverament of U. S. A. reversed its policy, and
the price of silver receded back to the low level of 20d. in
1936 and tremained between 16d. and 233d during 1936-41.
‘The Government of India, ho vever, continued selling silver
from time to time both in Bombay and London.

5. Exchange rate during 1931 to 1932

We know that prices had begun to fall in India as every.
where else in 1929. This had its effects upon her balance of
trade as well. India’s exports consisting mostly of agricultaral
commodities and imports mostly of manufactured goods, it
declined greatly. 1In 1933-34 there was a slight improvement.
But next year again there was a deterioration. Theaq, for two
subsequent years again there was an improvement. But the
year 1937-38 again witnessed a change. Since 1938-39, again
the position improved. During the fitst year of war, there
was of course a fall in both exports and imports, but the
balance of trade was not affected. Since the second yeat, how-
ever, both expotts and imports and balance of trade as well
improved.’

It may be pointed out that the fall in the Ualance of trade
had the tendency to weaken the exchange rate. But this was
maintained because of the continued erports of precious metal
and specially ygold. From April 1938, however, the effects
of falling exports and increasing imports began to be visible ;
and the exchange rate began to fall and reacheda point lower
than 1s. 6d. in the first week of June of that year. On June 6,
the Government issued a communique notifying its determina-
tion and capacity to maintain the exchange rate and this had

1 This is true only as far as the value is concerned and not
quannty.
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a steadying effect. But the rate did not rise higher than 1s.
5}§d. for the time being. In December, forward exchange
rate weakened and the Government again issued a communique.
During the last quarter of 1938-39 thete was an improvement
in the balance of trade and exchange rate which went up to
1s. 584d. in March, 1939,

The demand for a lower exchange rate had been pressed
since 1931. The arguments advanced in this connection may be
btiefly stated as follows :—

(1) When after the T war, the cutrencies of different countries
were reorganised, their value was fixed at or below the pre-
war level. But unfortunately in the case of Indian currency,
it was fixed above it. It is said so often that the United
Kingdom had to face industrial and financial setback during
the years betweea 1925 and 1931 only because it had restored
sterling at the prewar level. At the end, it had ultimately
to decline it as it could not bear the burden any ;Jonger. India
being no exception, het industrial and financial position was
hit to the most due to this over-valuation. Consequently, it
gave a setback to her industries and employment figures conti
nued swelling.

(2) Prior to September, 1931, maintenance of rate had been
made possible only by resorting to artificial devices and then
uptill the out-break of the World War II gold ezports helped
the Government to maintain it.

(3) Thete is no doubt that after the divorce of sterling
from gold, rupee was also devalued in terms of latter and
other currencies to the same extent as the former. But the
weightiest reason for the devaluation of rupee, viz, undoing
of the injustice done to rupee by fixing it above the pre-war
level after the I war temained untemoved. Besides rupee
yemasned overvalued in terms of sterling, and most of India’s
trade being with sterling countries, she suffered in competition
with them.

(4) Of course 18d. ratio became as sacrosanct as 16d. ratio
after being in force for a very long time and prices, wages and
contracts had all adjusted to it in the meantime. But there was
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no harm in causing disturbance to these, if it was expected to
be beneficial as a whole. The main ground on which the
question of ratio should be decided must in all fairness be
dependent upon the fact whether a particular ratio will be
beneficial to the countyry in the long run or mot.

(5) It was pointed out by those, opposed to devaluation that
devaluation of rupee would lead to competitive devaluation. This
was really very strange. France bad devalued her currency at least
thrice without caring for others. What is India or rupee in
the scheme of world finance that others should have taken
notice of it ? Even if they would have done so, where was
the harm ? India did not check them from doing what they
had liked in the past.

(6) The upholders of 18d. ratio said that the advantages
of devaluation was bound to be only temporary. The answer
to their argument is, but that would have been enough for
the countty.

(7) 1t was also said by some that devaluation could not
help exports as foreigners would have imposed high tariffs
against them. But people abroad are not so foolish. India’s
exports wete largely in demand in manufacturing countries of
the world and surely they were only too happy to get their
requirements. Even countries importing our manufactured
goods would not have done so as they had no industries to
protect. Besides, the main aim of devaluation s ot to encour-
age exports but to discourage imports, and if that was achieved
any setback to the former could not be felt because of the
increased demand of the country itself.

It was expected that devaluation would result in giving
stimulus to both the country’s internal and external trade and
manufacturing and agricultural industries. This would have
surely solved the question of umemployment. In May, 1938, the
Chief Ministers of the Congress-governed provinces resolved
to secure the co-operation of all the provinces to send tepre-
sentations to the Government of India for devaluation of rupee.
This was a significant move. Tbe matter was taken by the
Indian National Congtess as well, which passed a comprehen-
sive resolution on the subject on December 14, 1938.
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SUMMARY

1, During the period 1927-39 agitation centred at first mainly
round exchange ratio and then rcund exchange rates and gold
exports both. Besides, the crisis of 1931 brought out the real
characteristic of Indian currency, From 1927-29 trade conditions
in India were favourable, and the supporters of 1s. 6d. rate pointed
out that the country did not suffer on_account of this, But those
against it pointed out that a lower ratio would have communicated
the mmprovemert to Indian trade in., a greater measure. Nexr,
during this period the Government had to resort to artificial devices
to strengthen the exchange rate. After 1929, India became involved
in world trade depression. The contraction brought about duripg
the previous period to maintain the exchange rate made the matters
still worse.

2. Britain had adopted after the I war gold standard at a
pre-war parity, and this tactor alone was in the absence of any other
responsible tor the deterioration in the condition of its itrade and
industries. The crisis of 19:9 made the matters still worse, 1In
the end, 1n September 1941, it had to give up gold standard, In
India also there arose the question whether she should remain on
gold stardard or adopt sterling exchange standard. The Executive
after a suspension of four days decided in favcur of the latter,
The alternative to a link with sterling in consequence of the adop-
tion of sterlirg exchange standard were a link with gold and a free
rupee and both of these positions would have provea to be detri-
mental to 1he interest of the country, Coupled.with other con:e-
quences of the step ,taken, the most important was the continued
export of gold. It was only after the outbreak of the World War
11 that thes abated due to the imposition of war-time restrictions
and other causes.

3. India had always been in normal years prior to 1931 import=
irg precious metals. Since September 1031 till the outbreak of
World War 11 it bad, however, been exporting them and specially
gold. The immediate cause of this situation was a rise in their
prices. The Government and some of the people also claim that the
export of gold was to the advantage of the country, But the fact
is 1hat it would have been better had the Government purchased a
considerable portion of it instead of allowing the whole to be

exported.

4, The continued sales of silver as well by the Government
was not in the interests of the country.

5. During the period 1931-39 also the exchange rate could be
maintained cnly because'of the exports of precious metals;and special-
ly gold. Demard for a lowerieachange rate continued 0 be pressed
all through this period as well. Arguments advanced in this con-
nection were that it gave a setback to Indian industries, that it could
be maintaired only because of the continued exports of gold, that

7
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rupee remained overvalued in terms of sterling in ccmparison
with pre-war level, that the question of ratio should be decided
mainly upon the ground whether a particular ratio will be beneficial
to the country in the long run or not, that India should not care for
what other nations would say if she devalued her currency, that she
did not mind even if the advantages of devaluation were to bs only
temporary. and finally that she wanted this not to encourage exports
put to discourage imports,

TEST QUESTIONS

1. What arguments were advanqed by the supporters of 1s. 6d,
ratio and its opponents during the period 19:7:3t in consequence of
the conditions existing in this country at that time ?

2 What were the reactions of the divorce between gold and
sterling in India ? Do you think that the step “taken thereupon was
a right course ? Give arguments for your answer.

3. What arguments were advanced by the Government and its
spokesmen -against the ‘linking of rupee to gold' ? Mention the
consequences of its stabilisation in terms of sterling.

4, What led to the exports of gold during the years 1931-39 ?
Do you justify them ? If not, suggest your alternative.

5. Was there any sanction for the sale of silver by the Govern-
ment of ;lndia after . the recommendation of the Hilton Young
Commission ? What is your own opinion on this step ?

6. What was the gonditioa of the exchinge rate during 1931-

39 ? Examine the case of 13d. exchinge value of rupea as against
16d. exchange value,

7. Write a short essay Inotjexceeding four pages of your
answer book on Indian currency during 1931, to 1939.



CHAPTER IX

PAPER CURRENCY IN INDIA

Indian paper curtency has a loag history behind it, datiag
as far back as the 18th century. We have, of course, made
a passing reference in the previous chapters of some of the
steps taken in this connection. But there is a nsed of dis-
cussing it here in a greater detail and in a coherent manner.
This can be done by dividing the whole period into certain
distinct stages, each with its owa characteristics and leading

to the other.
1. Period I (up to 1861)

Up to the year 1861, notes were issued by the three
Presidency Banks and a few othsr private banks. Their cir-
culation was practically confined to the three Presidency
towns. They were not legal tender. By far the most im-
portant of these were those of oaly the Presidency Banks
whice were allowed by their charter to issue notes in  all up
to the maximum amount of 5 crores of rupees against which
they were to hold one-fourth in specie. The causes of their
limited circulation were firstly absence of legal teader charac-
teristic in them and secondly absence of facilities for their
conversion into rupees at a distance from the Presidency towas.
It was perhaps not thought proper at that time to make them
legal tender, as ths Government could not tike any responsg-
bility of their conversion. Besides, facilities of their payment
into specie or coins was not available because of the dificulties
of communications.

2. Period II (1861 to 1941)

In the year 1861, after a good deal of hesitation and care-
ful consideration the Government by vittue of an Act passed
in 1861 deprived all binks of the right of note-issue and
provided for the issue of a paper curtency through a Govern-
ment department by means of notes payable to bearer on
demand. It divided the whole country into three circles of
£ssus, vis., Calcutta, Madras and Bombay and notes issued from
the headquarters of any of these circles were legally encashible
oanly at their respective headquarters. Later on, as paper
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currency increased in circulation more circles® were created,
the total number reaching seven at the end. For the accom-
modation of the public, however, the notes of other circles
could be encashed at any paper currency office at any Govern-
ment treasury, provided such encashment could be done with-
out any inconvenience. In the first instance, they were,
therefore, made legal tender as well within the area of their
respective circles. Had the notes been made universal legal
tender but only encashable at the headquarters of their respec-
tive circles, they would have been placed at a discount at
certain times of the year and this would have impaired their
popularity.

The Act also tequired that a metallic resetve, called the
paper currency reserve, be kept against the whole of the notes
issued, with the exception of such amount not exceeding
4 crores of rupees as might be fixed by the Governor-General-
in-Council with the consent of the Secretary of State for India.
This amount was to be invested in Government securities.
This was, in fact, an imitation of the principle of the English
system oOf Fiduciary Issue System or Currency Principle of
note issue.

The first notes issued were of the denominations of Rs. 10,
202, 50, 100, 500, 1,00 and 10,000,

Subsequent changes. The subsequent changes during the
period under review wete as follows :—

(1) Increase in gross circulation. In the beginning the
gross circulation of notes was small, but gradually it increased.
The average of 1862-63 was Rs. 369 croses ; that of 1890-1,
Rs. 1577 crotes ; that -of 1900-1, Rs, 28'88 crores ; that of
1906-7, Rs. 45714 crores ; that of 1911-12, Rs. 57°37 crores ;
and that of 1912-13, Rs. 65°69 crores.

(2) Introduction of 5 rupee motes. 5 rupee note was in-
troduced in 1891. It became suitable for payment of small

1 Additional circles were those of Rangoon, Karachi, Kanpur
and Lahore.
.2 _Rs. 20 notes could not be very popular, and hence, were
discontinued in 1910,
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sums, It was perhaps on this account that the average gross
circulation increased after this very rapidly.

(3) Universalisation of motes. The circle system greatly
restricted the normal expansion and popularity of notes. The
fisst step was, thetefore, taken ia 1903 to abolish ¢, when
5 rupee note was made universal legal teader except in Burma.
In 1909, it became so in the latter place as well. Ian 1910,
notes of the denominations of Rs. 10 and 50 were similarly
universalised, and power was taken to universalise notes of
higher denominations by Executive order. In 1911, according-
1y, Rs. 100 note was universalised. This also had its effects
upon the increase in gross circulation.

(&) Increass sn fiduciary portion. Changes were also
made injfiduciary portion. Additions were made in 1881 to
the extent of Rs. 2 crores ; in 1891, to Rs, 1 crore ; in 1892,
to Rs. 1 crore; in 1897, to Rs. 2 crores ; in 1905 ; to Rs, 2
crores, and in 1911, to Rs. 2 crores. Adding to these Rs. 4

croses allowed by the Act of 1861, the total reached Rs. 14
crozres,

(8) Investment of fiduciary portion in sterling securities.
Of the fiduciary portion mentioned in (4) a sum of Rs. 2 crores
was allowed to be invested in sterling securities in 1905 and of
another Rs. 2 crores in 1911,

(6) Changes in the metallic portion and éts location.
Before the closing of mints to free coinage of silver, the
metallic portion of the paper currency reserve was held in
silver coins, (1) By the Act of 1893, currency notes were issued
in exchange for gold coins or bullion to any amount, and hence
the metallic portion of the paper cusrrency reserve also began
to be held in silver coins and gold coins and bullion as well.
{2) By the Gold Note Act of 1898, notes were also allowed
to be issued against gold deposited in London with the Secretary
of State. This was intended as a temporary measure to
remove the stringency in the money martket. In 1902 it was
made permanent. Finally, the 1905 Act allowed the metallic
portion of the pap:r currency reserve to be held in rupees,
gold coins and bullion either in India or London and fiduciacy
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portion in rupee and sterling securities (the latter only to the
extent nf Rs. 2 crores).

(7) Changes in the use of paper currency reserve. Paper
currency reserve was originally meant for the encashment of
notes. Jn the Gold Note Act of 1898, however, there
was included a clause authorising the Government to use
gold held in the paper cutrency teserve for the purchase of
silver for coinage. ‘This was in the beginning intended to be a
temporaty measure. but was made permanent at last in 1902.
From 1905 gold held in London and sterling securities held
there also began to be used for the support of exchange and
severse councils issued in India began to be paid out of both
the gold standard reserve and paper currency reserve without
any distinction of any sort. Oan the other hand, both paper
currency reserve and gold standard reserve (its rupee branch)
wete used for the purpose of conversion of notes into rupees
as well. It was because of these arbitrary uses without keep-
ing any distinction in mind for the purposes for which the
two reserves were kept that the Hilton Young Commission
recommended their unification which was ultimately brought
about by the transference of the note issuing business to the
Reserve Bank of India in 1935.

Chamberlain Commassion. Chamberlain Commission point.
ed out that Indian paper currency system was inelastic.
It recommended the following for making it more elastici:—

(1) The fiduciary poriion should be raised at once to
Rs. 20 crores and thereafter be fixed at a maximum of the
amount of notes held by the Government in the Reserve
Treasuries plus one-third of the net circulation.

(2) The Government should take power to make tem-
porary snvestment out of the fiduciary portion mentioned both
in India and London. The practice of thus lending money
temporarily would result, it held, in the following advantages:—

(a) Such temporary loans would help the money matket and
relieve the seasonal monetary stringency specially in India.

(b) The Govetnment would be able by such loans to earn:
a considerable profit,
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(c) It would te able, as the note circulation would inctease,
to add to the fiduciary portion without any legislation. This
was because of tke adoption of the petcentage system as
recommended in (1).

(d) The temporary investment in London would help the
Secretary of State to sell council bills against paper cutrency
reserve in anticipation of silver purchased without causing any
loss of interest as in the cate when gold is ‘earmatked’ by him
for that purpose. In fact, the Commission did not favour the
holding of gold in -paper currency freserve in London ear-
marked for the purchase of silver.

Besides, the Commission wanted to popularise notes, and
for this purpose it recommended the granting of extra facilities
for the encashment of notes. It recommended the universal-
isation of 500 rupee note as well.

The Commission also recommended that the gold held in
India in the paper currency reserve should be made available
in normal times to the public in exchange for notes. But
when exchange fell, it was to be made available only on con-
dition that it would be immediately exzported out of the country
to meet trade requirements.

The Secretary of State was according to it not to hold
gold worth mote than £5 million in the paper cusrrency
teserve. This along with its sterling securities would, it
was pointed out, serve as a final source for securing the
convettibility of notes in an internal crisis in India. More-
over, it was also expected to be used as a second line of
defence in case exchange showed any sign of weakness.

But before the Government cculd take any action on
their recommendations the war broke out and everything else
was postponed.

3. Period Il (War I and Babington Smith Commission)
(1) It has, already been said that during the first few

months of the outbreak of war, the active circulatian of notes
FJell dow n but after some time ¢ Legan 1o inorease and reached
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a very high figure. The total note issue was almost trebled
by 1920.

(2) The difficulty of obtaining sufficient quantities of
ptecious metals as backing for the issue of additional notes
made it necessaty to ¢ncrease ths fiducsary portion of the
reserve. By various Ordinances and Acts of the Legisla-
ture, the limits were raised from Rs. 14 crores prior to war
to Rs. 120 crotres by December, 1919,

(3) Of the fiduciary portion, Rs. 6 crores were invested
in  British Treasury Bills according to an Act passed in
1916. This was raised to Rs. 100 crores by the end of
December, 1919.

(4) Prior to the war, steps were being taken to give
greater and greater facilities for the encashment of notes.
But the policy had to be reversed from 1916 owing to the
shortage in metallic reserve and silver for coinage pur-
poses. As a result the facilities for the encashment of
notes at district treasuries were ina large degree withdrawn.
The transmission of rupee coins by rail or river steamer
or post office was also prohibited. In connection with the
supply of coins a sort of ratsoning system was also resorted
to. The net effect of all this was a discount in notes of as
high as 19 per cent in several places.

(5) To encourage the use of notes in small payments,
Bs. 2/8 notes were introdused in 1917 and Re. 1 notes sn 1918.
In fact, it was because of this step taken by the authorities
that the active circulation of notes iacreased specially during
and after 1917.

Babington Smiith Commission. The essence of the recom-
mendations of the Babington Smith Commission as that
of the Chamberlain Commission was to give greater elasticity
to note issue. But the question of the composition of
the paper currency reserve also being under discussion
rec?mmendations of the Commission related to this as
well.

(1) It recommended the adoption of the Banking principle
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of note-issue in place of the currency principle so tar adopted.
The fiduciary portion was not to exceed 60 per cent of the
gross circulation in any case.

(2) With a view to meet the seasonal demand for addi-
tional currency, it recommended the issue of Rs. 5 crotes
worth of notes to the three Presidency Banks on the secutity
of export bills having a maturity not exceeding 90 days.
Something like this had been recommended by the Cham.
berlain Commission as well. But there was one important
difference, viz., while according to the recommendations of
the Chamberlain Commission, this additional issue was to
form a part of the fiduciaty portion laid down, according
to the recommendations of the Babington Smith Commission,
(tihis was to be over and above the fiduciary postion laid
own.

(3) It allowed the retention of the securities to the
extent of Rs. 120 crores in the fiduciary portion of the
paper currency teserve only temporarily. But ultimately
this was to be in accordance with the recommendations con-
tained in (1).

(4) Of the fiduciary portion in the paper currency reserve,
the holding of securities issued by the Government of India
could not exceed Rs. 20 crores. The remainder was to
consist of securities of other governments within the British
Empite, redeemable at a fixed date of which all except
Rs. 10 crores worth were to be short-dated securities maturing
within one year.

(5) The metallic portion of the reserve was required fo
be held in India except for transitory purposes-

4. Period IV (1920-1935)

As soon as the report of the Babington Smith Commission
came out, and reverse Councils began to be sold in order to
maintain the rate of exchange secommended by it, the
Secretary of State felt the need of making their payment
out of the proceeds of the sterling securities in the paper
currency teserve. But in accordance with the existing
legislation, rupee securities could not be held in India for
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a larger amount than already permitted, and hence it would
have become necessaty to cancel the notes to the same
extent. To avoid this, a temporary legislation was ypassed
in March, 1920, continuing the then existing figute of
Rs. 120 ctores as the limit of permissible investment, bat
abo lishing the restrictions as to the location of the invest-
ments and their sterling or rupee character. The Act
temained in force up to the 1st October of the year, when
it was replaced by the Indian Paper Currency Amendment
Act of 1920.

Indian Paper Currency Amendment Act of 1920. This
Act provided for the issue of currency notes against gold coins
and bullion at the new rate. Besides, it accepted the banksng
principle of note-issue in place of the currency principle
followed till then. According to it the metallic portion of
the resetve was to be not less than 50 per cent of currency
potes in circulation instead of 40 per cent as recommended by
the Babington Smith Commission. Of this, gold held by the
Secretary of State could not exceed Rs. 5 crores. As regards
the fiduciary portion, it laid downithat the Government of
Indija rupee securities held at that time to the extent of Rs. 85
croses could be held only for a transitional period. Inthe
end, however, they could not be held for more than Rs. 20
crozes. Then, inasmuch 8s a result of the revaluation of gold
coins and bullion and sterling securities at the new rate, there
was bound to be caused a huge loss to the paper currency
reserve, it was allowed to be made up by the issue of a special
cteation of the Government of India rupee securities which
were christianed as ‘created’ or ‘ad hoc' securities. But they
could not be permanently held for an amount exceeding Rs. 12
crores which was also to form a part of the permissible limit
of the Government of India rupee securities. The revaluation
was to result in a loss of more than this amount, and hence,
it was enacted that as long as the ‘created® securities exceeded
Rs. 12 crores, they could be held as a part of the fiduciary
postion of the reserve and that too of the permissible limit of
the Government of India rupee securities and gradually they
weze to be written off out of the interest derived from the
securities in the reserve with effect from the 1st April, 1921.
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The interest on securities held in the gold standard resetve and:
profits on coinage also were to be utilized for the same
purpose when the gold standard reserve reached £40 million.
It may be said that during the years that followed, the pro-
vision of utilizing the interest on securities in the reserve
towards writing off created securities was suspended. Finally,
they were reduced by valuation at 1s. 6d. after the acceptance
of the recommendations of the Hilton Young Commission to
that effect.

The Act also provided for the issue of emergency currency
against bills of exchange. It laid down that loans be given to
Imperial Bank of India only when the bank rate riscs to 6 per
cent., and when the bank rate is below 7 per cent., a maximum
of Rs. 4 crores be used, when it is 7 per cent, another Rs. 4
crores and when it is 8 per cent., another Rs. 4 crores be used.
During 1921-24, there was made contraction to strengthen the
rate of exchange. This was, bowever, met by issuing an
emergency currency as laid down above. Finally, in September,.
1924, an announcement was made changing the rules under
which loans were made to Imperial Bank of India from cus-
rency so as to make it possible for the Bank to borrow Rs. 4
crores when the rate was at 6 per cent and Rs. 8 crores when
it was 7 per cent,, instead of Rs, 4 crores at each rate from
6 to 8 per cent.

Pager Currency Amendment Act of 1525. This Act in-
creased the permissible limit of the Government of India
rupee securities from Rs. 85 to Rs. 100 crores provided that

the total amount of ‘created’ securities did not exceed Rs. 50
Crores.

Withdrawal of Rs. 2/8 and Re. 1 notes. Rs. 2/8 note was
never popular, and its issue along with that of Re. 1 note was
discontinued from January 1, 1926.

Hilton Young Commission 1926. Along with other ze.
commendations, it made also those in connection with paper
carrency. So far, currency was conttolled by the Government,
and credit, as far as it was controlled, by the Imperial Bank of
India. This Commission recommended the establishment of
the Beserve Bank of India with (1) the sole right of note issue
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and (2) the power to impose upon the country a judicious
-credit policy.

As regards the paper currency reserve, it favoured the
proportional reserve system for the country and laid down for
the separation of the Issue and Banking Departments of the
proposed Reserve Bank of India.

In the light of esperience of other note-issuing banks
which ate working this system, it recommended the provision
of gold and gold securities in the reserve to be not less than
40 per cent of the liabilities as a minimum which were to
include the notes in issue plus Rs. 50 crores set aside as
provision against conversion of the hoarded-rupees into gold.
Of this, gold was ultimately to be at least 25 per cent of liabi-
lities (to be attained by stages in 10 years) with a minimum of
of Rs. 30 crores. As regards the remainder, rupee securities
not moze than 25 per cent liabilities with a minimum of Rs. 50
crores. Then, thete were rupee coins to the extent of Rs. 85
ctores. The Commission recommended their reduction to
Rs. 25 crores in due course. It has already been said that it
did not recommend the conversion of new notes into rupee
.coins and hence it thought that the demand for them would
after some time be considerably reduced.

We already know that the Commission had recommended
the conversson of only old notes snto rupes coins. New notes
wete to be redecmable only in notes of smaller denominations
—one rupee notes were also to be issued. But this does not
mean that the notes were to be inconvertible. The whole of
the Indian curtency was made convertible into gold bullion by the
Hilton Y oung Commission.

The recommendations of the Commission regarding paper
-currency could note be given effect to till the year 1935. In
the meantime, gold securities in the paper currency reserve were
tevalued at the new rate.

Unisversalisation of Rs. 500 and Bs. 1000 notes. Rs. 500 and
Rs. 1,000 notes wete universalised during 1931-32.

5. Period V (1935—up to date)
Establishment of Bessrve Biank,K of India and changes
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sntroduced in Indian paper cnrrency system. Reserve Bank
of India was established by the Reserve Bank of India Act
1935, and it began functioning from 1st April 1935, on which
date it took over the management of the Currency Department of
the Government of India by the erection of a special department
called the Tssue Department. 7The assets of the gold standard
reserve and the paper currency reserve were combined and
transferred to the extent of the liahilities assumed by it in
respect of the notes issued” in the forms in which it was
required to hold them in pursuance of provisions in the Act
constituting it. The Bank 2lso took over the duty of
supplying the Secretaty of State with sterling for his London
requirements and maintaining the exchange rate. Besides, it
holds all the balance of the Government of India,
State governments and schedvled banks of the country and is a
banker to all of them.

Since the taking over of the management of the Currency
Department of the Government of India by the Reserve Bank,
we have got bank issue of notes in this country instead of the
Government issue which had been in vogue here since 1861.
At the time of the commencement of the note-issuing function,
however, the Bank did note issue its own notes. The notes of
the Government of India issued and in existence at that time
became the notes of the Reserve Bank of India. The Bank
made in the meantime arrangement for the issue of its own
notes and they were completed in 1938, in which year it issued
them in denominations of Rs 5, 10, 100, 1,000 and 10,000. In
view of the fact that the circulation of Rs. 50 and Rs. 500
notes was negligible, it did pote issue its own notes of these
denominations, though Government of India notes of these
denominations continued to be legal tender. The notes of the
Reserve Bank of India ate legal tender throughout the country
and guaranteed by the Government.

The liabilities of the Issue Department of the Reserve

sThe recommendation of the Hilton Young Commission that the
assets should consist ofthe liabilities of the notes issued plus Rs- 50,
crores in lien of the lower intrinsic value of rupee coins in circulation
was not evidently accepted,
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Bank of India consist of the notes in circulation and those
‘held in the Banking Department.

The assets in the paper currency reserve consist of gold
«coins and bullion and since India has become membsr of
I. M. F,, the secutities of the member countries of the
same and before it oanly sterling securities, rupee coins,*
rupee secusities of the Government of India and bills of
.exchange and  promissory notes which the Bank is
allowed to deal in. Of these till 1956 gold coins and bullion
and foreign securities could note be less than 407, of the total
with a provision that gold coins and bullion could not be held
to the extent of less than Rs, 40 crores valued at 8,47512
grains per rupee at any time. In 1957 it was decided to change
the system. Gold was revalued at the legal parity, de., Re 1
equal to. 186621 grammes of gold and it was laid down thas
it shall not be worth less than Rs 115 crores. Foreign
securities were to be worth not less than Rs 400 crotes which
figure was by a latter Act reduced to Rs 200 crores. The rest
is allowed to be held in prescribed Government of India rupee
securities, rupee coins and notes and prescribed bills.

Improvement effested by the above changes Asa result of
the issuing authority of notes from the Government to the
Bank, the supply of currency can be kept more in accordance
with its demand than it could be kept previously. The Bank,
being in intimate contact with the money market, is in a posi-
tion to know constantly more accurately and more quickly the
day-to.day demand for it than the Government machinery
being slow by nature could not be expected to move in this
direction rapidly even if it could know the requirements so
cotrectly and accurately. Moteover, Government policy of
note-issue is guided by political considerations rather than by
trade requirements. Bank’s policy of note issue, on the other
hand, is not guided by any other motive. But so far as the

Reserve Bank of India is under the control of the Government,
there is still a fear of this.®

1 Since June 1940, rupec coins include ane rupee notes as well-

5 In fact note circulation increased far in excess of trade
requirements during World War II, and this resulted in a
tremendous rise of prices as well,
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Formerly there were two reserves maintained by the Govern-
ment of India, viz, (1) the gold standard reserve and (2) the
paper currency reserve. But in practice, thete was, no demar-
cation between their fuactions. Hence, their unification had
been recommended by the Hilton Young Commission. It was
brought about only with the establishment of Reserve Bank.
Of course, the Commission had recommended the holding of
Rs. 50 crores in reserve over and above the liabilities of the
Issue Department in lieu of lower iatrinsic value of rupee
coins in circulation. But this was not laid down in the pro-
visions of the Reserve Bank Act, and hence the reserve is main-
tained only to the extent of the liabilities in the Issue Depart-
ment. At the time of the transference of the assets of the
Issue Department of the Bank from the Curtency Department
of the Government, the whole stock of gold in the paper
currency reserve and the gold standard reserve was transferred
to the Issue Department of the Bank. Besides, Section 36 (1)
of the Banks® Act requires Government to pay full legal tender
value for surplus rupees returned by the Bank under the pro-
visions of that section. To meet this obligation the silver
redemption reserve amounting to Rs. 10 crores was constituted
by the Government with effect from 1st April, 1935.

The changes in the composition of the paper currency
reserve have also brought out an improvemeat in the paper
currency system in so far as it is more elastic now than it was
previously. The Government of India could issue emergency
currency on the recommendations of Imperial Bank of India
oaly to the extent of Rs. 12 crores on the security of bills of
exchange. The Bank, on the other hand, can issue it now to
a much greater extent. This has not only made it elastic but
also automatic. When notes are issued on the security of bills,
money flows out of the Bank, but when they get matured it
comes back to it.

Finally, before the establishment of Reserve Bank of India
a portion of the paper currency reserve was held in England
for purchase of silver. This discouraged the silver market of
the country. With the establishment of the Reserve Bank,
no portion is kept in England for this purpose and it was
hoped that ell silver purchases would be made in this country
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if need be. But since silver currency is not issued now the
question of the purchase of silver does not arise for the present
or future.

Beforms still necescary. Paper cutrency is exchangeable
into rupee coins or mnotes of small denominations including
those of 1upee ore since June, 1940. This means that one
token currency is convertible into another or say it is wholly
inconvertible. But this is the care all over the world.

Reserve Bank of India Balance Sheet Issue Depit.

Liabilites Rs.
Notes held in the Banking Deptt. 1078,07,000
Notes in circulation 1540,25,29000
Total Notes issued 1551,(,136,000—
Total Liabilities 1551,01,36,000
Assets Rs.
A. Gold Coin and Bullion :—
(a) Held in India 117,76,03,000
(b) Held outside India Nil
Foreign Securities 245,53,81,300
Total of A 363,29,84,000
B. Rupee Coin 130,19,24
Govt. of Jndia Rupee secutities 1056,82,28000
Internal B/E, etc. Nil

Total Assets 1351,01,36,000.
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SUMMARY

1. History of paper currency in India can be divided into
diflerent period. The first lasted up ull 1861, During this period
nctes were issued by the three Presidercy Bauks and a few other
private banks. They were not legal tender. The total i1ssue of the
three Presidency Banks was restricted to Rs. 5 crores only and one-
four:h of this was to be kept in specie. They could not be made
legal tender, as the Government could not take any responsibility of
their conversion, and they could not be converted at all places due to
the difficulties of communications.

2., In 1861, the Government assumed the mcnopoly of note
iscue. The whole country was divided into three circles which were
later on increa<ed to seven., Notes ot one circle were legal tender
only in that circle and convertible only at their respective head-
quarters of the particular circles. It was at first a fiduciary sysiem
of icsue Gradually, there was an increase in note circulatior The
lcwest denomination of the rotes in the beginning was Rs, 10.
Rupces five notes were introduced in 1891, Rs 5 notes were univer-
salised in 1903, Rs. 10 and Rs. 50 in 1910, and, Rs. 100 in 1911, The
fiduciary issue was also increased from Rs. 4 crores to Rs. 14 crores
between 1861 and 1911. Of the fiduciary portion mentioned above a
sum of Rs, 2 crores was allowed to be invested in sterling securities
in 1905. The remaining was to be invested only in Government of
I: dia rupee securities. The Act of 1893 allowed the metallic portion
10 be held in gold coirs and bullion as well 1n addition to silvercoins.
In 18-8, the location of gold was allowed to be in London as well.
The Paper currency reserve was in the beginning meant only for the
convertibility of notes. but gradually, it began to be used for the
purchase of silver for coinage and support of exchange as well.
The Chamberlain Commission raised the fiduciary portion of Rs. 20
crores and gave the Government power to make temporary invest-
ments as well out of this in both India and London, DBesides, it
rccommended the granting of extra-facilities for the encashment of
notes. and universalisation of Rs. 500 notes as well. It also recom-
mended for the giving of gold to the public in normal times in
exchange tor notes and when exchange showed a4 sign ot weakness
only on condition that it would be exported in payment to foreign
countries. A limit was also placed upon the holding ot gold by the
secdretary of State in London. But the war broke out nothing could

¢ done.

3. During the third period after a temporary fall, total note
circulation increased tremendously. Along with 1t there was also an
increase in the fiduciary porticn, A part was also allowed to ba
invested in British Treasury Bills, The policy of giving tacilitics
i1¢1 the encashment ot notes was reversed. Rs. 2/6 and Re. 1 notes
were also issued. The Babingion Smith Commission recommended
the banking principle of vote1ssue. It also recommended the 1ssue

8
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of notes so meet seasonal demaands against bills Other recom-
mendations of the Commission were of 4 temporary nature,

4, The fourth period begaa with the passing of a tamporary
legislation in pursuance of the Comussiois recom nenlatiors of a
temporary nature, Finally. Indin Paper Ciarceacy Am:aim:at Act
of 1920 was passed. 1t legalised the Commission’s recommoandations
of permanent nature with small changes. Rs. 28 and Re 1 notes
were withdrawa from January 1, 1920, Papar Curreacy Amendment
Act, 1925, authorisel a larger holdig of the Governmeut ot India
rupee securities, Hil.on Young Commission recom nended. (1) Bink
issue, (2) Proportional rescive sysiem, (3) Uaification of the paper
currency and gold standard reserves, and (4) Cnavarsion of new
notes into notes of smaller denominations and of tne waole currency
into gold bulliou. Rs. 500 aand Rs. 1,000 notes were uaiversalised ia
1931-32.

5. Reserve Bank of India was established in 1935 and took
over the moaopoly ot note-issue busiaess on Aoctl 1 of that year.
On that date unification of the two reserves was also brought about.
and the as:ets in the paper currency reserve were acquired i1n the
form required by the Reserve Bauk of india Act. A nunber of
improvement have been affected by the transfereice of th: busiaess
of note issue to the Reserve Bank,

TEST QUESTIONS

1. Give a short history of Indian Paper Curreacy system
from 1861 to 1914. (Delhi).

2. What do you mean by elasticity ? How far did the recom-
mendations of the Chamberlin Commission and Bab:ngtoa Smith
Commisston try to secure it ?

3. Bring out the special features of Iuadian paper currency
system during the war of 1915-18. Wha: important decisions were
reached by the Babington Smiuh Commission 1n this respect ?

4. What was the system of note issue:lin India up to 1935 2
What changes were introduced by the Reserve Bank of India Act
and why ?

5. What do you understand by elasticity of currency ? Briefly
indicate to what extent elasticity has b:ea secured in Indiaa
currency system in consequence of tbe establishment of the Reserve
Bank.

6. Describe briefly the changes introduced in Indian paper
currency system with the ectablishment of the Reserve Baink of
India, indicating the improvements effected by such changes, Is
avy reform still necessary in your opinton ?

7. Dascribe the existing system of papzr carretcy in Iandia,
explaining the miin 1tems appearing 1a the weekly sctatement of the
Issue Department of the Reserve Bank of Iadia.



CHAPTER X
EFFECTS OF WORLD WAR 1I (1939—1945)

The commencement of the World War Il on Septem-
ber 3, 1939, brought about inevitable dislocation in many
spheres in India as well. We can study it under two
heads, viz., (1) immediate effects of war, and (2) permanent
effects, and steps taken thereon.

1. Immediate effects of war (September 1939
to March, 1940)

First of all, commodity prices took an upward trend
owing to the belief that the intensification of economic
warfare meant brighter prospects for industries and agri-
culture. Calcutta index number of wholesale prices (1914
=100) advanced sharply from 100 in August, to 137 in
December, 1939, being the highest since 1929. But in the
following month, there was a fall owing to a general feeling
that the initial rise had been over-done. It also became
more generally realised with the publication of the Excess
Profits Tax Bill that war profits would be objected to
taxation.

Gold prices were also affected, and they moved erratically
in an upward direction both in England and India. Hence,
London Market had to be closed from the 2nd to the 4th
‘September, 1939, and Bombay Matket from the 4th to the
7th. Oan the 5th September, dealings in gold were prohibited
in the United Kingdom wunder the Dazfence (Finance)
Regulations ; sterling was officially pegged to dollar at 4-92
to 406 and Bank of Eagland fixed its buying price of gold
at 168 S. at which it remained till June 9, 1945, when it
was raised to 172s. 3d. In India, an embargo was placeld
on 1ts exports and imports by an Ordinance of the Government
except on the authority of a license granted by the Reserve
Bank. The prices varied after that mainly on account of
the forces of supply and demand, the net effect beiag a rise
from about Rs. 37 per tola cn the outbreak of war to about
Rs. 100 per tola at the end of 1945.
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Price of silver also rose due to the appreciation of
dollar and speculative buying, ready price touching Rs. 63-
12 on the 2lst September. Price in London also reached
233d. on the 20th September, but the situation was eased
by sales of spot silver for London delivery at 233d.
for account of the Indian Government. In India, owing to-
increased supplies 2ccompanied by a fall in up-country
offtake the price declined to Rs. 56.2 on the 4th October.
With a view to conserving foreign exchange, the British
and Indian Governments announed respectively on the
26th and the 30th October, their decisions to prohibat
smports cof silver except under licemse. Thereafter mainly
as a result of sharp upswing in commodity markets, prices
continued to advance and touched Rs. 664 on the 1st
December, on rumours regarding Goverment’s intention
to suspend the sales of silver for delivery at the Bombay
Mint. [t was announced on the 14th December, that there-
after the sales of silver for delivery ex-mint, Bombay, which
till then had been conducted through London, would be
conducted by the Bombay office of the Reserve Bank of
India. As a result of this and other measures and the fact
that the demand in India wzs more speculative than for
genuine investment purposes there was a reaction and prices
sagged. But finally they began to rise again, and reached
Rs. 137 in Acgust, 1945. After that there was a tise in
prices in U. 8. A. and U. K. as well, and asa result thereof
there was again a rise in India also the new level being
about Rs. 200.

Rise in the prices of commodities was also accompanied:
by an increased demand for them from allied countries.
The result was that the value of exports during the year 1939-40
vose to Rs. 213,67 lakhs as against Rs. 169,35 lakhs of the
preceding year. At the same time the walue of imports
ailso rose dusing this period to Rs. 164,72 lakhs as against
that of Rs. 151,79 lakhs during the previous yeat.

India’s internal trade also récorded am smprovement during
this period, and was the largest since 1933-34 when the
putblication of the statistics regarding it was begun. Asa
zesult of this, railway earnings also rose and wese the highest
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since 192930, while the number of wagons loaded was
the largest recorded since 1928-29,

On the outbreak of war the central government also
delegated to the Reserve Bank authority undet the Defence
of India Ordinance to administer the regulations controlling
dealings in coins, bullion, securities and foreign exchanges.
On the 4th September, the Reserve Bank issued an explanatory
memorandum to the public giving the general linz of the
control of foreign exchange transactions. A4ll dealings in
foragn erchanje were required to be transacted through
authorised dealers and the exchange binks and czrtain Indian
joint stock baanks were licensed as such. No restrictions were
pliced on the purchase and sale of Empire currescses with
the exceptiyn of Canadian, Newfoundland and Hongkong
dollars, while the purchase and sale of mon-Empire currencies
wus restricted to yenuine trade purposes, travelling expenses and
small personal remittances The policy of exchange control
was to ensure that all foreign exchange transactions in India
were done on the basis of the rates quoted by London
Exchange Control combined with the current rapee rate for
sterling and authorised dealers in foreign exchange were
informed that no ousiaess must be done by them outside
these rates.

Finally, as during the war of 1914-18, at the outbreak
of hostilities this time as well, the people began to seil their
Government securities, encash Post Office cish certificates
and notes and withdraw deposits from banks includiagy Postad
Suvings Buinks. This tendency was due to panic and became
widespread soon after the enactment of the Emergency
Powers Defeacz Act by the Government of the Uaited
Kingdom because rumours were current that the Govern-
ment of India contemplated drastic measures for the con-
trol and confiscation of private wealth and property. The
Government immediately and emphatically coatradicted
ahese rumours and public confidence was soon restored.

2. Permaneat effects and steps taken thereon
(Che year 1940 and after)

It has already been said that after a rise in Calcutta
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index number during the first four months of the war,
there had begun to come a fall. But after July. 1940, there
began to be registered a rise again and it reached a mark
of 245 by 1945. A mention has already been made
of the rise in the prices of gold and silver. As
regards foresgn trade as well, it may be said that though
the gains for the beginning were neutralised during the
year 1940-41 specially because of the loss of European
matkets, control of imports and exports and scarcity of
freight, they wete again made up in the following year
and continued to increase—specially the exports. The price
level of both imports and exports rose in almost equal
degree. Tiade with sterling group of countries continued
unhampered by exchange restrictions and recorded a significant
rise alike in respect of exports and imports. The most
striking increase in India’s trade outside the Empire was
with the United States, both the imports and exports regis-
tering a rise. The rapid rise in imports from Japan since
the beginning of the war was stopped by the freezing of
Japanese assets in July 1941.

Government Securities. With the outbreak of hostilities
there atose a desire to sell Government secutities, and their
prices continued to fall for some time with certain interrup-
tions, of course. On the 26th June, 1910, the Board of the
Bombay Stock Exchange had to fiz minimum prices for them’
Next, the Government of India, by an order issued under the
Defence of India Rules on the 2nd March, 1942, had to do the
same. On the 14th March, 1942, the otder had to be extended
to Provincial Government securities as well.

Post Office Cash Certificates. During the first month or
the war, while the repayment of Post Office Cash Certificates
increased enormously, their sales declined sharply. But
gradually the former went down and the latter rose up. Total
amount outstanding, however, went on going down up till the
year 1942-43 as also from the year 1936-37. After 1943-44,
it again went up.

In early June of 1940, however, 10 year Defence Savings
Certificates with a higher yield were introduced. Their net
receipts during 1940-41,1941-42, 1942-43 and 1943-44 amounted.



EEFECIS OF WORLD WAR II (1939—1945) 119

to Rs. 229 lakhs, Rs. 206 lakhs, Rs. 121 lakhs and Rs. 141
lakhs. They were replaced by 12 year National Savings
Certificates from Oct. 1, 1943, their net receipts for 1943 44,
1944-45 and 194Z-46 being Rs. 8,65 lakhs. Rs. 19,54 lakhs
and Rs. 9,032 lakhs respectively.

Encashment of notes. Prior to June, 1940, rush for encash-
ment of notes was not great, it being less than a crore of
rupees per week, but with the collapse of France in that
month it increased and suddenly rose to Rs. 4 crores a week.
In that month, however, freec encashment of notes was stopped
and a sort of rationing system was introduced in important
places. Besides, one rupee notes were introduced, and these
began to be exchanged for notes of higher denominations.

Absor ption of Currency. Absorption of note currency went
on during the war. It was Rs. 35,43 lakhs for the first 7
months, i.e., till 31st March 1940. Since then it was enormous
and reached Rs. 121,654 lakhs (upto March, 1946). Absorption
of rupee coins as well during the first 7 months of war was
Rs. 19,53 lakhs. This was due to encashment of notes and rise
of a new demand because of the impetus given to trade and
industry by war. Since then, it was Rs. 13,934 lakhs including
Government of India rupee notes also upto March, 1946.
Absorption of small coins was also till then for about 70,83
lakhs.

Crase for hoarding rupee coins. Demand for rupee coins
for hoarding increased in January, 1940, and was accentuated
towards the last week of May, 1940, on the news of French
reverses, and turned into a scramble in June when the Reserve
Bank bad to patt with Rs. 15°12 crores of rupee coins; and
from the 15th June to the end of August, there was a record
return of notes to the extent of Rs. 21°93 crores. The
authorities continued to issue coins, and their holding in the
Issue Department of the Reserve Bank which had stood at
Rs. 78°87 crotes on the 1st September, 1939 fell below the
statutory limit of Rs. 50 crores by the 24th March, 1940 and
was further reduced to Rs. 35’1 crores on the 21st June. Some
action was necessary to deal with a situation under which the
mints working at full pressure could not replace the coins
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disappearing from circalation and which involved great in.
convenienee to the public and danger to the community. The
withdrawal from circulation of over 40 crores of units of value
from the credit structure of the country threatened a disloca-
tion of trade and slump in prices.

On the 25th June. therefore, the Government of India
promnlgated a rule under the Defence of [adia Act making it
an offence for any person to acquite coins in excess of his
personal or business requirements. Eatlier on the 10th of
TJune, an amendment of sub-tule (2) of rule 90 of the Dsfence
of Tndia Rules had prohibited refusal to accept coins or notes
in payment of a debt or otherwise. While the notification
of 25th June succeeded in its objective of reducing the total
demand for conversion of notes, its immediate effect also was
to intensify the demand for smaller units of value and a special
measure had to be taken to cope with it. In Bombay, Rs. 50
in rupee coins and Rs. 10 in small coin were regarded as
ordinary individual requiremeats, and indents up to that limit
were met in full, while in Calcutta Rs. 50 for an individual
and Rs. 500 for a business firm were considered as the
maximum to which rupee coins could ordinarily be issued. In
Calcutta, as in Bombay, larger vanks and leading basiness
houses wete supplied with their demands in full. In Bombay,
arrangements were further made with the 30 Schedaled banks
having their offices in the city to give rupee coins and small
coins up to the maximum of Rs, 50 against currency notes.
Special facilities were also offered by the Reserve Bank by
opening 6 small change depots on the 4th July and 4 more on
the 5th at the principal markets. These depots worked till
the afternoon of Saturday, the 13th July, when rash subsided
and demand for coins declined.

Government of India one rupee notes. Scarcity of a unit of
exchange smaller than the lowest denomination of notes was
acutely felt as a result of the hoarding of rupees. Govern-
ment accordingly issued an Otrdinincz on the 24th of July
providing for the issue and putting into citculation of
Government of India one rupee aotes with immsdiate effect.
We know that such notes had been printed in 1935 to provide
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‘for a contingency which, however, did not asise at that time.
Tt may be mentioned that they were also introduced during
‘World War Tia December 1917 with a view to economising
the use of silver, and had attained a considerable popularity.

Reserve Bank of India two rupee notes. Reserve Bank of
India issued two rupce notes as well early in the year 1943
with a view to reduce the demand .for rupee notes and coins
which had been rising very rapidly.

EReduction in the fineness of siver coins. The Indian Coinage

(Amendmeat) Ordinance issued on the 26th July, 1940 reduced
the fineaess of the half rupee, and th Indian Coinage (Thitd
Amendment) Ordinance issued on the 23rd December, 1940,
that of the whole rupee from 11/12 ths of fine silver to one-
half of fine silver. In view of the iacrewsing simultaneous
demand for half rupees and whole rupess, it was felt that it
would be wasteful to turn out large quantities of these coins
of the old fineness. It was also felt that this reduction of
‘fineness would discourage their hoarding as well. The new
rupee coin was milled on the edge with a serrated or upright
milling in the centre of the milled edge, there was shallow
grove with a design iaside in two sections separated by blank
spaces, and the design mside the grove consisted of alternate
beads aad diagonal lines in relief. No rupee coin was minted
between 1922 and 1940. From 19%0 to 1945, approximately
104 crores rupee coin were minted, of these oaly 98 lakhs
being of 11/12th fineness the rest being of 50 per cent fineness.
From 1835 to 1945 approxiately 750 orores of rupee coin were
minted in all.

Withdrawal of silver coins. In exercise of the power con-
ferred by the Indian Coinage (Second Amendment) Ordinance,
promulgated on the 11th of October, 1940, the Finince Depart-
ment Notification called in with effect from the 1st of April,
1941 all rupee and half rupee coins bearing on the obverse the
effigy of Her late Majesty Queen Victoria, and directed that on
and from that date, these coias should cease to be legal tender
except (1) at the offices of the Issue Department of the Resetve
Bank at Bomby and Calcutta uatil further notice, and (2) at any
Government treasury or post office till the 30th September,
1941. Apart from improving the quality of coins in circula-
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tion, an object of the Ordinance was to recover the coins from
uneconomical hoarding. Next, with a view to replace the
silver coins by the King George VI coins with the security edge
in order to minimise the use of silver for coinage putrposes
and also to discourage counterfeiting, the Finance Department
Notification dated the 4th of November, 1941, called for the
King Edward VII rupees and half rupees as well from circu-
lation. They were declared to cease to be legal tender afrer
the 1st of May, 1942, but to continue to be accepted till the
30th of September, 1942 at Government treasuries, post offices
and railway stations and thereafter, until further notice, only
at the Offices of the Issue Department of the Reserve Bank,
Bombay, Calcutta and Madra:. Finally, according to a Noti-
fication of 1942, George V and VI silver coins of 11/12th
fineness were also called for.

For some times past, because of a rise in the price of silver,
it however, became profitable to retain them. In fact, they
began to command a higher value as bullion than as coin, and
hence commanded premium. This is the position even now.

Issue of small coins in a nickel brass alloy. With a view
to meet the demand arising out of wartime activities, the
Government of India issued in Januaty, 1942, 2 new half-anna
coin which economises metal and is convenient to the public.
Further, with a view to economising the use of ni kel, it was
decided to mint the new half-anna piece and the one anna coin
in a nickel brass alloy instead of the cupro-nickel alloy. The
nickel brass is composed of 79% copper, 207 zinc and 17
nickel.

Shortage of small coins. During the later months of the
year 1942, actute shortage began to be felt in small coins in
general and one pice bits in particular. Hence, their hoarding
was declared to be illegal. Besides, the standard weight of
the two-anna, one-anna, half-anna and quarter-acna (or price)
was reduced with effect from January 28, 1943 to Y0, 60, 45
and 30 grains troy tespectively.

Post Office Saving Bank- Withdrawals from and deposits
into Post Office Saving Banks followed war developments.
The amounts outstanding at the end of the years 1938-39,
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1939-40, 1940-41, 1942-43, 1943-44, 194445 and1945.46 were
Rs. 81°94 orores, Rs.78°38 crores, Rs, 59°57 crores, Rs,52.13
ctores, Rs. 52°28 crores, Rs. 64,24 crores, Rs. 80.28 crores and
Rs. 113,93 crores, respectively. With a view to encouraging
people of limited means who wished to invest their savings so
as to assist the war, a new scheme of Post Office Savings
Bank accounts known as the Indian Post Office Defence Savings
Bank was announced and came into operation from April 1,
1941. The principal feature of the scheme was that the
deposits were repayable not on demand but a year after the war,
the rate of interest on them, having been fired at 23} per cent,
free of income tax, 4., per cent higher than the rate on
ordinary Postal Saving Bank accounts. Finaly, its scope was
further extended by a provision in the Indian Finance Act, 1942
under which an option was offered to assessees under the
lowered exemption limit for income tax to deposits in the
Defence Savings Bank one rupee for every Rs. 25 by which his
income exceeded Rs. 750.

Repatriation of sterling debts. Large acquisition of sterling
as a result of the growing favourable balanc: of trade enmabled
the Reserve Bank to put considerable amounts at the disposal
of the Government of India. Desirability of repatriating
sterling debt had been constantly before the Government and
the Reserve Bank, and a beginning had been made in 1927, but
it had to be temporarily discontinued owing to the slackening
of Government’s remittances. However, during this period,
the Government completely liquidated its liabilities on account
Of the Family Pension Funds and transferred to England to the
extent of £9% millions in this connection. Next, as soon as
possible, it took the opportunity provided by the availability
of sterling to reopen the former scheme by which the Reseve
Bank was authorised to putchase non-terminatle Indian sterling
securities in the open market as and when they became
available and tansfer them to the Government for cancellation.
in their place, additional Rupee paper. the 3% and 37, non-
terminable loans, was created up to the same neminal value.
I he first such cancellation was effected on the 15th November’
1939 and it was continued throughout the year. After this,
the scheme for the repatriation of terménable loans was
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announced by the Government on the 22nd of February, 1949
It consisted of the creation of rupee loans as counterparts of the
Indian sterling loans. Then, eatly in 1941 the above scheme was
replaced by a more comprehensive scheme of repatriation ia
-order to accelerate the process with the help of the accumulated
sterling resourcess with the Reserve Bank. On the 8the
February, 1941 Government announced that they had with the
cooperation of the British Government taken ac:don to acquire
the bulk of India’s terminahble sterling debt of the face value
of £84 million and a market value of approximately £90
million. The British Treasury issued on the 7th Februarv,
1941 a vesting order requiring all residents in the United
Kingdom to surrender their holdings of India’s terminablz
sterling loans at prices fixed on the basis of the market
price as on the 7th February, 1941 plus an allowance for
the period necessary to e<amine surrendered documents
before making payment. The Government of TIndia issued
a notification to the same effect on the 8th February, 1941
under the Defence of India Rules, requiring residents ia
British India to surrender their holdings of these stetling
loans, paymeat being offered at their option in rupee counter-
parts or cash. The rupee finance required for the operation
was found by Government from its balances supplemeated
by a ways and means advance from the Reserve Bank and
by the sale of the rupee counterpatts to the Bank. [o
-enable the Bank to hold the additional rupee securities thus
created, the Reserve Bank Act was amended so as to remove
the restriction on the maximum amount of rupee securities
which it could hold in its Issue Department. The option
given to the residents in British India to receive rupee
counterparts in payment of the surrender of their holdings
-of terminable sterling loans was availed of to the extent
of Rs (022 crores. Finally, the Government announced on
-the 24th December, 1941 that it had taken action o acquire
as far as possible the whole of its remaning debt other than
-tailway debenturea and stocks, etc). A year’s notice was
given by the 'Secretary of State to holders of 33% stetling
stock which was to be re-paid on January 5, 1942. There
remmained two more stocks after this and the British Treasury
dssued a Vesting Order on the 23rd December, 1942 requiring
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all residents in the United Kingdom holding either of these
loans to surrender them by the 9th February, 1942 to the
Treasury at prices based on the market prices for the day
plus an allowance for the inevitable delay involved in
examining the scrips before making payment. It was also
announced that payment subject to good delivery would be
made from the 2nd March, 1942, The Government of
India issued a similar order requiring residents in British
India to surender their holdings of these sterling loans at
prices equivalent to those fixed in the U. K. order referred’
to sbove converted into rupees at }s. 6d. The payments
under the British and Indian Vesting Orders commenced
on the 2nd March and continued throughout the year,
sterling payments being eflected by the transfer of sterling
treasury bills from the issue to the Banking Department of
the Reserve Bank and rupee payments by the creation of
ad hoc treasury bills in the Issue Department, which were
gradually cancelled.

The whole of the sterling debt of £276 million or
Rs. 368 crores outstanding at the end of 1936-37 was thus.
wiped off. The Finance Member, during his speech while
introducing the budget for the year 1943-44, truly said
that India had compeleted the transition from a debtor to a
creditor country and extinguished within the brief space
of about 3 years accumulations over decades of its public.
indebtedness to the United Kingdom,

Paper Currency Reserve. With an increase in note
circulation, a corresponding increase was brought about
in the paper currency reserve as well. Besides this, as has
already been observed elsewhere, (1) rupee coins include-
now one rupee notes also, (2) the limit to the holding of
tupee securities to the extent of Rs. 50 crores or 1/4 of the
total reserve which ever was less originally prescribed in
the Reserve Bank Act does not stand, and (3) gold holdings
in London were cancelled by a transfercnce of the gold
holdings of Bank of England with the Reserve Bank to
the paper currency reserve. Finally, the percentage of the
holdings of sterling securities in the paper currency resetrve
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went up due to India’s favourable balance of trade and
purchases made and expenses incurred by the Government
of India on behalf of His Majesty’s Governmeat A portion
was utilised in the cancellation of sterling loans as noted
above. But even then, it increased with a tremendous
rapidity, and become a soutce of embarasment to the country.
As against this, it may be said that with an increase in note
circulation, gold holdings in the reserve being fixed, their
percentage to total note-issue went down. But the point
of satisfaction is that while its market value went up, its
book value stands at the old level, and if we take it up at
the matket value, the percentage rises much above what it
appears to be.

Government of India Defence Loans. The loan ptogramme
of thc Central Government was carried on under the Indian
Defence Savings Movements first announced on the 4th
June, 1940, and took wvarious forms including Defence
Savings Certificates and Post-office ‘Defence Savings Banks
referred to previously. It was, however, not so successful
as it ought to have been mainly because of political reasons.
Further, on May 17, 1943, aa Ordinance was issued,
according to which all except six and two-thirds per cent of
excess profits was usurped by the Government in the form
of loans. Attempts wete also made to raise loans from the
agriculturists as well out of their increased earnings due to
the increased prices of agricultural commodities.

ddditional Tazation. The war brought home the
necessity of additional taxation as well. The Supple-
mentary Finance Bill, 1940 imposed a 25% surcharge on all
taxes on income and increased letter postage, telegram and
telephone charges. After this enchancement of old taxes and

imposition of new ones went on very year till the cessation of
the hostilities.

Bank Deposits. Though in the beginning, heavy withdrawls
of bank deposits were noticed, as time passed on and confidence

was restored, demand and time liabilities of bank weat on
increaaing.
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Exchange Control Restriction Control of foreign exchange
transaction continued to be exercised by the Exchange Control
Department of the Reserve Bank of India through the medium
of the authorised dealers. Stetling atea, however, continud to
expand or contract accoding to war developments. As tegards
hard currencies, i.e,, the currencies of uon- Empire countries
but not those of the eaemies or occupied by them, Bank of
England had fixed rates at which it bought and sold them.
But this was oaly for dealings in the United Kingdom and
other Empire countries Rates in the outside markets for
sterling known as ‘free markets® fluctuated widely and at ome
time, it was quoted at a discount. Now, owing to this discount
oa sterling in New York, it became ultimately more advantage
ous to sell Empire imports to the United States, or to other
‘hard currency’ countries, on a sterling basis than it was to
sell the goods on a foreign currency basis as the foreign impor-
ter was able to buy sterling cheaply for his imports in ‘free’
sterling markets. India also took advantage of this difference
in rates and the bulc of Indian shipments to the United States
for the first few months of the war was financed through the
medjum of sterling bills drawa by the importers in the United
States on London. Hence, tupee-dollar transactioas had to
be forbidden at other than the basis of the official
London rates, and by an agreement with American banks, the
tupee rate in New York was quoted on the same basis as the
dollar in India, and no ‘free’ market in rupzes was allowed to
develop. In order to put a stop to the loss of foreign exchange
caused by the finance of Empire exports in ‘free’ sterling in
other countries, Bank of England introduced at the eand of
March 1940 an export control system covering certain commo-
dities whereby their export to ‘hard carrency’ countrizs was
not allowed ualess the shipper produced satisfactory evidence
that he was receiving ‘hard curreacy’ and not sterling tor the
shipment. Similar restrictions were placed in India and else-
where. In India, the commodities affected were jute and
rubber. Later on their shipment was allowed only if a further
assurance came that the ‘hard curreacy’ so received would be
handed over to the Reserve Bank and through it to the :Bank
of Bagland. In June, 1940, this export control schems was
exteaded to cover all commodities to U. S. A. and Swizerland.
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An intetesting result of the new regulations was a large increase
in the volume of exports financed by bills in foreign currency
and the fall in those financed under London steriing credits.
This was accentuated by the suspension of air mails to London
after the collapse of France. Hence, Reserve Bank of India
announced its decision to purchase foreign currency from Indian
exporters at rates based upon those fixed by the Bank of Eng-
land.

As the war dev-loped and the strain on U. S. dollar re-
sources of the Empire became heavier, further measures were
taken to conseive foreign exchanges. The Government of
1ndia in May, 1940 introduced a system of import control and
licensed the import of certain commodities from certain coun-
tries. ‘Lhis was later on extended to all commodities. Restric-
tions on remittances for other than trade purposes were also
increased In December, 1940, the Government took over
U. S. dollar holdings of all residents in British india and theit
tupee equivalents were paid out by the Reserve Bank. Similar-
1y, on Mazch 10, 1941, the holdings of residents in India of
certain U. S. dollar securities were acquired. Finally, all notes
of Bank of England with 1residents in this country were requisi-
tioned.

With the extension of war to the Near FEast, the Japanese
Government imposed restrictions on the drawing of bills in
sterling or on places west of Bombay against exports from
Japan. Lhe result of this was that importers in the Middle
East were forced to make their purchases of Japanese goods
through Bombay. A large entrepot trade in Japanese goods
thus developed in this country, and measures had to be taken
to ensure that India was not called upon to provide foreign.
exchange for which she received no cortesponding return.

In July, 1941, orders were issued freezing the balances
of all Japanese companses and firms residents in india. Oan the
outbreak of bostilities with Japan, the assets of Japanese com-
panies and firms in India including those of Japanese banks
became vested in the custodian of the enemy property.

Besides several other orders were issued from time to time
with the main object in view, but we cannot make at this stage
a detailed study of all of them.
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Rise in prices and control ezercised by the Government. Tt
has already been observed that the initial rise in prices stopped
in March, 1940. But after some time, there was again a change.
A number of causes are attributed to it but the most important
is ircrease in the supply of currency. Profiteering and specula-
tion only intensified the tendency.

Just after the outbreak of the war, the Government recejved
many reports to the effect that prices of many articles of neces.
sity had gone considerably high. Thete was nothing to justify
this specially in a number of cases. The Defence of India
Osdinance, and the Defence of India Rules drawn up there-
under had empowered the central government to make provi-
sion for controlling the prices at which articles or things of
#ny description whatsoever could be sold. Fusther, these
powers could also be delegated by the central government.
Hence, provincial governments were authorised bv a notifica-
tion dated the 8th September, 1939 to fiz limets to the extent
of the rise of prices at each stage of the productive and distri-
butive process, in the case of necessities and in particular of
medical supplies, foodstuffs, salt, kerosene oil and the cheaper
quality of cotton cloth. The minimum price in each case was
not to be less than 10 above the prices ruling on September

1, 1939. All the provincial governments took immediate
action.

Controllers of Prices were appointed at headquarters of each
district. In the beginning, Deputy Commissioners and Collec-
ters in charge of districts were empowered to act as local con-
trollers. But later on, in many places, there was felt the neces-
sity of the appointment of whole-time staff. Both the Provin-
cial and the District Controllers began to be assisted by
Advisory Boards of Price Control Committees.

Tke Government of India also convened a number of
conferences of the representatives of all provincial governments
and administration in India to discuss questions connected wsih
price control. They were very useful in chalking out program.
mes of common interest,

Bationing of supplies, With a view to make atrangement

9
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for a fair distribution of the necessaries of life a number of
rationing schemes were iatroduced. In certain cases they
proved to be of immense benefit to the people concerned.

Receipt of silver under lease and lend ajresment. Steps
were taken to obtain silver from ths United States Treasury
under I.ease and Lend Agreement on condition of its return on
an ounce to ounce basis within 5 years of the official announce-
ment of the cessation of hostilities.

Sals of Bullion by the Reserve Bank of India. Reserve
Bank of India sold both gold and silver in Indian markets at
different times and different rates mainly with a view to arrest
the expinsion of currency, the sales of gold during the period
1943-44 to 1945-46 amounting to 7'5 million ounces, and those
of silver during the period 193940 to 1945.46 amounting to
18 million ounces

Gold was obtained from South Africa and sold first of
all on behalf of the British Government and later on on behalf
of both the British Government and the South African Govern -
ment. This was, however, objected to very much by responsi-
ble Indians. Gold was commanding a very high premium in
this country, and they said that the Reserve Bank of India was
helping the foreigners in the act of profiteering The best
course was for the Bank itself to purchase gold and sell it ia
India on its own accounts.

Demonetssation ¢f High Denominational Notgq.l With a
view to discouraging black market operation and tax evasioas
the Government of India demonetised in January, 1916, notes
of the denominations of above Rs. 100. It was, however,
provided that a non-scheduled bank could exchange them at
the Reserve Bank or a scheduled bank for value in one hundred
rupee notes or for credits with the Reserve Bank. Similarly,
scheduled banks and Government treasuries could obtain for
them value in one hundred rupee notes or in deposits with the

* Since April 1, 1954 again Re.erve Bank of Tmlia has com-
meunced 1ssuing Rs. 1,000, Rs. 5,200 and Rs. 10 0o denomiuation
potes, ,
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Peserve Bank. Other holdars of these could also get them
exchanged at the Reserve Bank, a scheduled baak or a Govern-
ment treasury on their presentation and a declaration in the
form prescribed within a fixed period. Although the bulk of
the demonetised notes aggregating Rs. 109,66,91,000 were
exchanged immediately applications for cxchanges continued
to be roceived for long. The total value of high denomi.
national not:s exchanged up’to the 31st March, 1946 was Rs.

123,36,52,5000.

Tt may be said that this step of the Goverament of India
was unprecedented. It was a bomoshell. The Times of India
editorially remarked that even the ato nic bomb with all its
applications created less of sensation when n2ws of its detona-
tion first reached India than the first rep:rcassions of the
Demonetisation Ordinances. The Free Press Journal of Bom-
bay wrote that it was opposed to all canons of jurisprudence,
aational and international law and was a blend of blackmail
and day-light roboery, and an act of ganzsterdo n.

The Goverament notification justifiel it by declaring that
the working capital of black market operations was believed
to be held in large m21sure ia the form of high d2aominational
notes and the Governmeat were awirs ol thz prosistent p ablic
demand for effective action against black marketezes who ware
fiest class ensmizs of public welfare. It expected to book them
as well as tax-dodgzrs and thoaght that no 1acoaveaienc: would
b= caused to ordiairy honzst citizens.  Bat this was no: to be.
Black-marketing, rather a nzw kiad of black-narketing in these
very no:es sprang up for soms tims. Tax-dodgars becaase of
the induence they wiclded with the Governnzat offizials and by
offering them bribzs continaed evading taxes quite all right
On the coatrary honest citizens who had their hard-earaed
savings in the form of these notss were put to gredt incoa-
venieace and in certain cases due to the shock administered to
them by this step of the Governmnent sufer=d a loss of moasy
and here and there of their lives as well. The aet effeet of it,
it may be said was loss of faith in_carreacy and a2 rise in the
value of precious metals and hoarding habit.
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SUMMARY

1. FEffects of the war of 1939-1945 can be studied under the
beads of immediate and permanent. Immediate effects lasted till
March, 1940. They included an upward trend in commodity and
bullion prices, increase in the value of both exports and imports and
internal trade as well, exchange control, sale of Government securi-
ties, encashment of post office cash certificates and potes and with-

drawal of deposits from banks including postal saving banks by the
people.

2. Then there are the following permanent effects and steps taken
thereon.

(1) After an initial rise in prices, there was a fallin them. But
after sometime, they began to rise again, and 1his time permanently.

(2) The gains of the beginnirg in the foreign trade were
neutralised during 1940-41. But socn there was a rise specially due
10 the 1ncrease 1n prices and demand from allies.

(3) Fall in prices of Government securities continued, hence
eonircl bad to be exercised.  Mininum prices of the securities of
both certral and the provincial governments had also to be fixed,

(4) Total amount cutstanding of the post cffice cash certificates
eontintied to decline. 10 year Defence Savings certificates were
bhcwever, introduced, though 1bey were not very popular.

(5) Rush for “encashment of notes increased in June, 1940, and
steps bad 10 ke taken 10 disccurage it. Re. 1 notes were introduced

ip tbe szme wen-h. Later ¢n two-rupee notes also came in circula-
tion,

(6) Absorpticn of currency notes, rupee coins (these ncw include
Re, 1 notes as well) and subsidiary coins—continued to be great In
the beginnirg. there develored a craze for hoarding rupee coins.

ence, scon alter, steps bad to be taken to check it, - Ruduction in
the fireness of silver coins had also to be undertzken to ecopomise
the use of silver and discourage hoarding.

(7) With a view to bring about (1) an $mprovemert in existing
curiency, (2) an economy in the use of silver and (3) discourage
hoarding: silver coins of 1/12th fineness were withdrawn gradually
beginning from those bearing the effigy of the Queen Victorja.

They were deprived of their legal tender characteristic with this end
ir view,

(8) With a view

. . Wit to ecorcmise the use of nickel, small coins were:
issued in nic kel-brass

alley snstead of in a nickel-cupre alloy.
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(9) Shortage of smll coins compalled tha Government to daclare
their hoarding as well illegal. Fuc.her, 4 reducuoa was alsh made
in their weight,

(10) The amount outstanding of the post office savings banks
contiaued to fall. A new schems of these, however, k1w 1 the
Indian Post Office Defence Saviags Binks was ananounced. Fucrther,
1ts scope was extended by allowing the assessces under the lowered
exempt:on limit from income tax to depostt in the acc at Re, 1 for
every Rs. 25 by which his income exceeded Rs. 750,

(11)  The scheme of repatriation of sterling debts of the Govern-
ment of India introduced m 1937 but suspended thereafter had to be
revived in order to reduce and check the holding of sterling bilances
of the Reserve Bank of India ia consequence of a great rise in the
country’s favourable balance of trade and in the expeaditure 1n-
curred by the Government of India on behalf of His Majesty’s

Goven;ment in connection with the financing and carrying on the war-
operation,

(12) Changes were brought about in the composition of the
[ndian paper currency reserve by including oae-rupee notes in the
category of rupee coins, withdrawing the hmit to the holding of rupee
securities as laid down in the original Act, and cancelliug gold hold-
ing in London of the issue Department of the Reserve Biak by a
transference of gold holdings i India of thas Baak ot Eigliad to the
vaper currency reserve. It may also b: said thit tha perceniige of
holding of sterling securities in the paper currency resecve want

up in spite of the undertaking of the scheme of repatciation of
sterlingdebts,

(13) New loans were issued by the Government of India te
finance war and check inflation, though they were not as popular as
they ought to have been,

(14) Additional taxation was also levied with these ends in view.

(15) Bank deposits,were on an increase.

(16) Exchange control was exercised more and more vigorously,

(17) Government exercised control over priges with a viqw te
check an warranted rise in them. For this purpose. it appoiated
‘Controllers of Prices, and called a number of confereaces to devise
ways and means to be more successful,

(I8) Rationing of supplies of certain urticles was also unders
taken.

(19) The Government received silver from U. S, A. on the basi
-0f what was known as Lease and Lend Agreement,
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(20) The Reserve Bark cf India scld both gold and silver with
a view 1o arrest nflancr—gold ¢u bebali o1 1be 1oreigners who
made profits at the expense of this country,

(21) High dencminational notes were demonetised in January,
1946 with a view 10 bock black-marketeers and tax dodgers. But the
ohject was rot achieved., Ratber 1t chock confidence in curiency,
increased prices o1 precious metals and encouraged hoardirg.

TEST QUESTIONS

Y. What were immediate effects of 11 War on prices, trade
excharge and people in India ? Discuss these it brief,

2. Give in short the difficulties experienced by the goverrment
and the peorle of this country during II War and the steps taken
thereon to alleviate them,

3. Write short notes on the following ;—repatriation of sterling
debts, exchange control restrictions, price control, hard currencies,
f1ee markets for purchase of sterling and rupees, rationing scheme,
demonetisation of high dencminational notes,



CHAPTER XI
Post-War II Pericd

Tte esrectation that the commodity prices would fall
ard tteir supply weuvld rise uvs scon as the war tcrmlnaFCd
did npot materialise. Tnstead general index number yvhlch
was 944’1 in Avgust, 1045 jote gradually to 4097 by
1950-51,

Causes of Post-War Inflation

1. Ezxgantion of Currency and Credit. The Government
continved srending on behalf of the British Government till
June, 1946, even thovgh tte thostilities had ceased, and
in consequence thereof rnote cursency issved on the strength
of sterling recurities went on increasing day by day. After
June, 1046 as wcll note curtency has Leen ircreasing but
now due to the necessities of the Government itcelf and hence,
without the backing of the sterling securities.

2. Budget dificites. The budgets of toth the Central
snd tle Provircial Governments stowed deficits and hence
tkey tock the refuge of the Resetrve Eapk of India which
met the citvation by issuing more and more of notes.
The cdefcits were due to several causes, e.g. the sehabilitation
problem and tke scarcity of food and raw materials arising
as a result of the partition of tke country, war in Kastmir,
police action in Hyderabad, establistment of embassies in
various countries.

3. Decentrol. After the termination of the war, the
demand for decontsol strengthened. Mahatma Gandhi also
surported it. Hence, in December, 1947 control was lifted
from focd and cloth. The effect was not at all wholesome.
General Index Number of prices rose, and in the end contsol
hzd to ke levied again in October, 1948.

4. Food Scarcity. On the one hand the population had
increased and on the other, the wheat-producing ates of
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Punjab and the rice-producing area of Bengal had been
lost to the country due to the establishment of Pakistaa.
Besides, as a result of the improvement in the economic
condition of thz poor people, they consumed wheat and
rice in place of coarse grains. Hence, these had to be
imported from outside India.

5. Industrial Crisis. After World War II, the indus-
tries of the countiy witnessed a sort of crisis. On the onz
hand the prices of the raw materials rose, and on the other,
the labourers demanded higher and higher wages. Strikes
were being organised all over the country. Again, because of
the over-working of the machines during war period, they
needed renewal and replacemeat which could not be made
possible as they were not available in many countries and
from others they could not be imported as we did not have
the necessary carreacies to import them.

2. Effect of Post-War Inflation

Effect of post-war inflation was different from that of
the war-time inflation During war, though the prices of
all the goods rose, those of the manufactuted goods rose
higher still. The result was that the industrialists and the
traders were very much benefited. The proiit arising out
of the increased prices of agticultural commodities as well
went to the traders rather than to the farmers. The wages
of the labourers did not rise with that rapidity with which
prices rose. Ideace, they fell in difficulty. As against
this, the farmers and the labourers had awakened by the
time the war terminated. The former got the benefit of
higher prices and the latter that of higher wagss. On the
other hand, the industrialists did not get raw materials
and if they got they lost because of the increase in prices,
the scarcity of capital goods, rise in wages, strikes and
control by Government on profits, etc. The condition of
the middle classes was still worse.

3. Attempts at the arrest of Inflation

Finding the situation getting out of hands, the Govern-
ment made attempts at the arrest of inflation. Aftes:
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consulting the industrialists, the banks, the economnists, etc.
of the country in October, 1948 they formulated a disinfla-
tionary plan. This iacladed re-imposition of control on
the prices of food, clothing aad ocher articles of necessities,
balancing of budgets by levying more taxes aad reducing
expenditure, raising production, placing a limit on company
dividends and inspiring inv:stmenr habits amongit  the
farmers and the labourers. All this bore fruit, but Koream
war, stock piling programme of U.S A. and tearmament
programme of European couatries did not allow full control
over the situation. .

4. Beginaing of Slump Period

Even then prices fell near about 1951. This was due
to both national and internitional causes. Amongst intee-
national'causes the main was declatation of truce in Korea.
Besides the period of rearmament programme of Europeam
countries and stock-piling programme of U. S. A. was
extended. An iaternationil raw material conference was
called and steps were taken to solve the problem of non-
availability of raw materials and increase their prodactioa.
Amongst national causes the chief was the revision of import
policy. Import licenses began to be issued easily and
export duties were enhanced. Side by side there was
registered a rise in production in the couatry itself. The
Government budgets also showed surpluses. Bank rate
was increased and the policy of open market operations was
resorted to. This reduced the credit circalation as well.
But sometimes the Government policy changed and thus
prices registered rise, though the net result was a fall in
them.

5. Devaluation of Rupee

In 1949, International Monetary Fund sanctionsd a deva.
luation of pound stecling by 30°5 per ceat. This was
accompanied by currency devaluation in several couatries.
Rupee was also devalued ia gold and dollats to the same
extent. As a result of this, prices rose again for soms time.
Pakistan did not devaluate Pakistani rupee. Heacs, imports



138 MOXEY (TRREKCY AND PINANCE

frcm Fakistan alto teccme dearer. The value of our
stesrling assets also fell and that of our debts from I M. F.
rose in terms of Indian rupees.

Had rupee not been devalued ; Indian exports to sterling
area countries would bhave become dearer and ultimately
dropped. On the otker hand, imports from them would have
become cheaper and kence risen. Of course, Indian exports to
dollar area countries would have remained the same and hence
we would have earned mote dollats. Imports from them
would also bave remained the same. Some people said that
this would have been in the interest of the country. But
things would not have been so smooth, We would have had to
face the competition of impotts in dollar area countries from
sterling area countrics. Besides, we 2re mose dependent on the
covntries of sterling area, and hence we have to go with them.
We should cestainly lessen our dependence on them in future.

When rupee was devalued, our Prime Minister, Pt.
Jawaharlal Nehru declared that the external value of the rupee
fell, it would have po tepercussions on its internal value. But
this was wrong. In consequence of the reduction in imposts
from dollar area countries on the devaluation of rupee it was
nstural for a rise in their prices. Tt can be said that we could
import these goods from sterling area countries but this was
not 0. We could not get them there to our likings. The
rise in the prices of otker goods in sympathy with those of
the goods of dollar area countries was also natural]. Thus
devaluation of rupee resulted in rise in prices., The imports
from dollar area countries becoming deater, they were reduced.
As far as they were required for the establishment of new
industries, this suffered. Some goods were concerned with
our development programmes. But all ttete cffects were
short-lived. The effects of devaluation are always o.

Anti-Congress element of the country took advantage of
the situation. They said that this went to prove that we were
still dependent on U. K. Independence has still to come. But
they were wrong. Had the Government of Jadia so decided,
they would not have devalued rupee. The Government of
U. K. could not force them to do se. Neither they had any
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advantage ir doing this. But even now our economic situation
is such that we have to go along with the U. K. Many other
countries as well are in this position.

Pakistan did not devaluate its currency. They could
show they followed neitber U. K. not Tndia—they were really
independent. But their economic position was such that this
was possible. Their balance of trade was in their favour.

All this resulted in the stoppage of trade between India
and Pakistan. But in 1051, they had to come to an agreement
and Tndia accepted Pakistani rate of evchange. This was
followed by the acceptarce of the same by 1. M. F.

We could, btowever, dcvaluate our rupee less. This
would bave been perhaps more in our interest and had we
done so and consulted Pakistan, peshaps they would have also
acted in the same way. The necessary consequence of devalua-
tion is expansion of currency.

Shri Zahid Hussain, the Grvernor of the State Bank of
Pakistan gave this very argument against devaluation of
Pakistzni rupee. We bed inflation in this country and out
Government made attempts to arrest it but without much
success.

6. Sterling Balances

Though TIndia bad stetling balances for long, but during
war period, they changed in form. Tn the beginning they were
maintained to meet home charges, purchase silver and stabilise
our exchange rate. But during war period, they were main-
tained for different reasons. Now the Govesrnment of India
purchased in this county on behalf of allies and spent in other
ways. ] he payment for all this was made in sterling. Hence,
the Goverpment transferred these stetling assets to the Reserve
Bank of India and took Indian currency in its stead. In conse-
quence of this note currency as well as sterling assets went on
rising day by day. Sterling balances arose out of the following
channels :— (1) Purchases by British Government of Indian
raw materials and foodstuffs, (2) expenditure incurred by
Indian Government according to Defence Expenditure Pro-
gramme, (3) acquisition of dollass arising out of India’s
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favourable balances with U. S. A. in empire dollar pool, (4)
favourable balances of trade of the country, and (5) compulsory
acquisition of other foreign assets in India than dollar and
sterling in empire dollar pool. From the above, it is evident
that a greater part of these acccurnulated as a result of the
political pressure of the British Government over India and
compulsion. Later on, quite a good portion of this was
utilised in redemption of our loans from U. K. or settlement
of our other liabilities to them. But even then, on the
termination of the war, we had quite an appreciable amount
of these to our credit. Hence, arose the problem of their
payment. It may also be said in this connsction that some
British opinion was in favour of repadiation. American
opinion also seemed to favour this. Britain had turnad into
a debtor counrry beciuse of the war. She had lost almost the
whole of her income from overseas investments. Her economy
depends upon imported food and raw matzrials and hence she
mast build up a large export trade which she could nor, if
left to herself spzcially because she had accepted the principle
oi free trade bv agrecing to bscome a mamber of the . M F.
It was, in fact, at the request of the U S. A, that the U, K. had
agreed to join the fund and hence the former thought that it
must help the latter. Sae had granied her aloan and was
prepared to sacrifice a part of her debt provided other creditors
including India also did the same.

As regards the arguments advancad for India’s cancellation
of at least in part of her sterling balances they were as
follows : —(1) the financial settlemeat apportioning war ex-
penditure in India between U. K. and India left off India too
lightly with the result that India, a poor country turned over.
night from a debtor country into a creditor country.
(2) These expenses were incurred as much in the defence
of India as in the defence of U K. (3) India had already undes-
gone sacrifices in their accumulation and it was not fair on
her part to ask for compensation on this account from U. K.
(4) U. K. had purchased her supplies in India at inflationary
prices. (5) Rupee-sterling rate was kept ata very high level
taking into consideration the fall in the internal value of the



POS. -WAR 11 PERIOD 141

turee, and bad this not been done, the accumulation of these
balances would have been considerably lower.

Now as regards (1) the financial settlement, it had been
arrived at between the representatives of the United Kingdom
and India after a careful consideration of all the factors based
specially upon the rececmmendations of Chatfield Commission,
and to say that it was in any way unreasonable to the former
was more than any one could believe. 1f it could be unteason-
able at all, it could be for India whose representatives were
not the representatives of the people. Taking (2) these exp-
enses were incurred as much in Tndia’s defence as in the
defence of U. K., the fact was that India bad already borne
mote than what was necessaty in connection with her defence.
No part of tbe expenditure incurred for the defence of
India was borne by U. K. Rather India provided at all times
a force approximately by strength of one division for
orerations outside her frontiers. She spent in the latter years.
of war as much as Rs. 1 crore per day which was sufficiently
enough taking into consideration her requirements and posi-
tion. As regards (3) the fact of India’s having already under-
gone the sacrifices, it could be said that she had made them
when it was needed of her. Now when she wanted money for
her economic development, she had every right to ask for com-
pensation from the country on whose account they were made.
They meant under-nourishment of her people and deterioration
in their alteady low living standard. Something was to be
done now to raise it, and the least that she expected of the
country on whose account she had to suffer was to help her
by repayment of these in her recovery. Coming to (4) pur-
chases at inflationary prices, it must be understood (1) that
inflation had not been brought about in any way due to India's
economic conditions, and she had to suffer on this account as
much as any other country and (2) that the prices that U, K.
paid were controlled prices and in certain cases much lower
than the prices in U. K. itself for similar commodities and
setvices. Finally, with regard to (5) keeping of the rupee-
sterling rate at a high level, it must be said that the exchange
gate does not depend only upon price levels. Demand for
Indian products being high enough during war, rupee sterling
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exchange rate would have also risen up. In fact, the probabili-
ty is that the cxchange value of the rupee would have been

higher still.

Taking above facts into consideration it may be concluded
that there was no ground whatsoever for the cancellation of
any part of India's sterling balances. The question was what
form this payment could take and when it could be made. As
regards the first, the form of payment, U. K. had neither gold
nor goods. India wanted capital goods immediately and these
U. K. could not offer at that time. India could not accept
consumers® goods. This would have been detrimental to her
industries. But consummers® goods were received and in
several ways they were reduced. They could be repatriated
by U. K’s foreign assets. She had them in India as well. But
this was not to be.

Hence, five agreements were entered into in this connection
one by one, and no problem of payment of stecling balances
remains now.

(1) The first was arrived at in January, 1947. Accordiag
to this, we could meet our requirem:ots from sterling area
countries. But if we required we could get hard currencies
as well.

(2) The second was atrived at in Auagust, 1947. This was,
in the first instance, for the period up to September bat later
‘on it was extended up to the period for Juaz, 1948. Sterling
balances, were now divided bztween two accouats—curreat
and fixed. Current account was opened with a balance of
Rs. 86.6 crores and fixed with that of Rs. 1466.6 crores. The
balance in the current account could be drawn any time. Dollar
and other hard currencies could, however, be secured only to
the extent of Rs. 3 crores. Afterwards, oa the partition of the
country, Pakistan’s share was transferged to her accouats.

(3) Third agreement was arrived at ia July, 1948.
According to this, military stores left in India were purcchased
by Indian Government for Rs. 133 crores. Secondly, an
apauity for payment of the peasions of Britons retired from
Indian Government seryices was purchased for Rs. 224 crores.
Thirdly, the balance in carreat account with a further addition
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of Rs 107 crotes could be drawn within a p:riod of theee
years. How much of this could be drawn in dollars and other
hatd curcencies wis left to the citcumstances in future.
Fourthly sterling securities worth Rs. 267 crores were regarded
as backing for notes issued. Thus sterling balances of Rs. 1040
crores were left.

(4) Fourth agreement was atrived at in July, 1949 and was
for the period up to Junz, 1951 According to this, after
deducting Rs. 10.8 crores drawn from the fixed accoant till
then, dollars worth Rs. 66°6 crores could bz drawn each year
for a period of two years. It was also agreed upon that the
payment for food imports for orders placed bzfore July, 1949
would also be made out of this account. Afterwards, oa the
devaluation of sterling, 30°57 less dollars were available,

Thus on February 8, 1952, stecling balances to the tune
of only Rs. 857 crores were left.

(5) Fifth agreem:nt was eatered into in February 1932
for the period till 30th June, 1357. According to this 3'5
crores of sterling, 4.e., ncarly Rs. 46 crores were transferred
each year from the fix:d account to the current account and was
available for expenses. Besides 31 crores of sterling, i,
nearly Rs. 400 crores were transferred from fixed account to
current account to remain as a backing for note cutrency and
to be drawn only in case of emergzazy. After the lapse of
5 years, the balance remaining in the fixed account was pro-
posed to be transferred to the carreat account and this has
since been done.

From the above, it is quite clear that sterling balancas have
almost all exhausted. They have been used in the dsvelop-
ment of the country to oaly a small extent, if any.

7. Sterling Area Doliar Pool

During war period convertibility of sterling in dollars
had been stopped. Hence, it was decided that the dollar in-
come of British Empire countries be pooled into aa Empite
Dollar Pool from which expsnditure could be incurred first of
all in connection with carrying on the war and afterwards
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on the requitements of each country after their carefu}
copsideration. In 1947, it was decided as to what amount
of dollars could te drawn by India Government every year
from this account. It was also decided that in future all their
earnings would be spent by them independently of the Pool.
Consecuent on India becoming a republican country and as
countries outside British Empire are also its members, the
pool is now designated as Stetling Area Dollar Pool instead
of Empire Dollar Pool,

SUMMARY

1. Inflation continued even after the termination of war. Upto
Jure. 1¢46 1y diap Gcverrmert cortirued spending on bebalf of the
British Goverrment, 71his resulted in the increase of both steiling
securities ard note currency. After this defcit budgets could
Ye balanced only cut of expansicn of currercy., In December 1947
cemtrols were hited which also resulted in a rise of prices, One
ot the causes of irflation was food scarcity. Producticn of manu-
factured goods had also gone down.

2. Inflation during war period bad been beneficial to in-
dustrialists and traders. The bencfit arising out of increase in the
prices of agriculiural produce was secured by traders. The wages
cf the likourers as well did nct rice in zccordarce with the rise
in the price-level. PRut post-war irflation benefited 1he farmers;
and 1be labcurers also secured bigher wages, As against this the
profits of the irdustrialists fell; ibe prices of raw materials had
risen; the wage bills of the labcurers had gore up; stnikes were
Yeing organised; machines bad been worn up; devidends bad been
sealed. Middle class people were in a still worse conditicn.

3. In October. 1941, the Goverrment called a ccnference of
indusirialists, banks and economists. It was decided that budgets
be balonced; controls be reimposed; agriculiure and manufactures
sheuld be given a nllip; dividends be sealed; investment habit be
enccuraged amorgst peasants and Jebcurers etc. In comsequence
of 1hese; the price level did fall in 1he first instance, but again
due to Korean war, stock riling fgrcgramme of U.S. A, and
seasmement pregrimne of Europe:n couninies, the price-level
registered rises.

4. In April, 1951 2gain_ prices fell, Scmetimes they rose, but,
vhimately there was a ccntirued fall. Korecan war came to an end
V. S, A’s steck palirg prcgremrme also slackened and rezrmament
pregramme also witnessed a seiback. Irdian Government issued
iwpert hcerses mcre liberally, expert duties were increased, pro-
duction also rose up, budgets | showed surpluses, bank rate was.
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raised, open market operations were resumed, efc,

5. 1949 witne<sed devalvation of sterling in gold and dollar,
Other curiencies related 10 steshrg also fellowmee suig, Rugee was
alo devaiudd 10 1he seme extent  Of course, Pibisn 1uree con-
tinued 10 be «n 1bhe same levele As arestliof ihis. trace berween
these 1wo countries remawned suspunded for reme tine Dev; lua.
tion resulicd in making irports frcm dollar arex counipies secure,
ercouriping exports to them and rise in prices. But all this was
short-lived,

6. India bad her ste1ling b:lorces. But durirg war pericd
they chunged in foom  The c.uces for tbeir nc eose were—(1)
purch: ses by Bintich Governmen' in Indva.  (2) diferce extenditure,
{3) convarubibity of our tuvourible bulances of 1rade wi b U S A,
insterhng (4) favcur:ble b | nes of trade of 1te ccuniry, (5)
converaan of our foreign +¢sets irto dollars ard thep rooling tkem
in‘o Empue Dollar Pool, e'c. Latcr or Irdia’s sterling debis were
repatriated cut of thece. Fven then after the war, there 1emait od
quite a g od amcunt of our sterlng bulanccs, Frem 947 1o 1052,
several ngrecments were arnved ar in connecticn with their payment
and we have been receivirg tham in or e form or the other.

(7) Durirg war peried dollar became hard currency. Asa
restl therecf Binich empire ccunnics jocled therr dollar 1esources
into Emrize Dollur Pcol. Luter on 1t was denigr ated as sterlir g.area
Dcllar Poc), Dallars were givin o each ccuniry after ‘aking into
consideration her roquirements.  Since 1947, we are free to spend
our dollar earnings 1n any way we like,

TEST QUESTIONS

. Y-  Write a note on the causes effects and removal of post-wae
icflation,

2. What led 10 the devaluation of ropee ? Discuss iis effects,

3. Wbhat are steilirg balances ? How did they accumul te ?
Why did Britain not wani to pay them ? y o

4. What effects did sterling accumulations have on India’s
econon ic [)o_sinon ? Diccuss ihe cflects of agreemeants in connec-
tion wiib their rcpayment,

5. What do you understand by Sterlicg Area Dollar Pool ?



CHAPTER XII
Present Situation

The present Indian currency system is based on International
Monetary Fund sytem. This was evolved in Bretton Woods
Conference. This is in vogue in India since 1947.

1. Description of Present Currency System
and its Merits and Demerits

According the present system, India has got an internal
cutrency which is coavertible in foreign currencies with some
control on the basis of a fixed exchange rate with gold. Of
course, the value of this internil currency is fixed in terms of
gold, but it is not exchangeable with it. All the member
countries of . M F. have got the value of their respective
currencies fixed in gold, but none of them is exchangeable
with it. The only advantage of this declaration of gold value
of each currency is that its exchange value with other curren-
cies is fixed. They, however, are convertible with some res-
trictions for the present. In fact, we have to look to our
resources of international funds before we can allow exchanges.

If out resources of a currency fall short we cannot allow
jts uplimited sale and if it is otherwise we cannot allow its
unlimited purchase. Hence, exchange control is necessary.

Our internal cursency consists of both metallic and paper
money. Metallic currency includes rupee coins and small
coins. Of the latter, eight anna, four anna, two anna, one
anna, half anna pice, half pice and pie coins are to continue
only up to March 1960. Ten naya paisa, five naya paisa,
two nava paisa and one naya paisa coins which were introduced
on April 1, 1957 will, however, continue to circulate. 100 naya-
paisas make a rupee. Fifty naya paisa, and twenty-five naya
paisa coins will be minted shortly. Paper currency includes
notes of rupee one, rupees two, five, ten, one hundred, oae
thousand and tea thousand.
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Metallic currency can be minted according to the Currency
Act of 17 February 1947, of any metal. Hence, rupee, eight
anna and four anna coins were made of nickel and two anna,
one anna and half anna coins of nickel and brass alloy. Nickel
and brass alloy consists of 19% copper, 207 zinc and 10%
nickel. Pice, half pice and pie coins were made of bronze.
Ruree coin weighs 180 grains, eight anna 90, and four anna
45, Two anna coin weighs 90 grains, one anna 60, half anna
45 and pice 30 grains. }alf pice and Pie coins have not been
coined for long, their weight being respectively 37} grains and
25 grains. Ten naya paisa, five naya paica and two naya paisa
coins are also cupro nickel, their weight being 5 grams=77.16
grains, 4 grams=61.62 grains and 8 grams=46.29 grains
espectively. One naya paisa is a bronze coin of 1.5 grams
=23.15 grains. New rupee coin, fifty naya paisa coin and
twenty-five naya paisa coins will also be nickel coins of 10
grams, 5 grams and 2.5 grams respectively. All these are
issued by the government through the Reserve Bank of India
on requisition. Similar is the case with one rupee note.

Notes of the denomination of rupees two and above are
issued only by the Reserve Bank of India which has its mono-
poly. The Bank has got its separate Department for this
business known as the Issue Department. The composition
of its Assets and Liabilities have already been discussed in a
previous chapter.

The notes issued by the Reserve Bank of India and curren-
cy issued by the Government ate interconvertible. ‘I he
statutory value of Indian rupee is 0.186621 grams of gold.
Reserve Bank of India exchanges foreign and lndian currencies
at this rate with some testrictionss Ordinarily this business
is transacted by authorised banks, but they can do it with the
Reserve Bank beyond a certain limit.

Merits. (1) Our system is based on an international
system. The currency system of most of the countries is hike
this.

(2) The form of our internal currency is quite convenient.
We have both metallic and paper currency in circulation.
Our metallic currency is not uneconomical,
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(3) Note-issue is done by a central bank. It is elastic-

Denerits. (1) The system is artificial. Hence, it does
not command gencial confidence As a result people have
the tendency to invest their savings in land, house property,
gold and silver. ‘'lhe consequence is that industries and
t1ade do not get sufficient capital.

(2) The value of currency has been falling. This is
also why people have lost confidence in it.

(3) Our currency is token. We cannot realise its full
value from the issuer. Ilts gold value is only a myth. We
caanot get it.

(4) Most of our foreign assets against notes consist of
sterling which is not Leld in 0o mich esteem as dollar. We
cannot purchase goods 1o our liking in foreign countries.

2. Rupee Exchange Rate

As we have seen previously, the valuec of rupee was
loweted in 1949 in terms of dollar and gold. Since then,
this question has always been held in dispute. At times,
the question of the revaluation of tupee is raised afresh.
The following arguments arc generally advanced in this
connectjon :—

(1) Devaluation has made imports from countries outside
sterling area or from countries in terms of whose currencies
this was done, dearer. Revaluation will make them
cheaper.

(2) Revaluation would allow us to get increased currencies
of tle above countries as a result of our exports to them,
We would also get more of Pakistan rupees on this
sccouant.

(3) Price-level would drop in the country as well.

But this w-uld not be so. Foteigners would not allow
us to be benefited. They would increase the cost of their
exports to India. Similarly they may not impost from
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us to the same extent The present tendency of the prices
as well do not warraat revaluation of rupee.

Besides, there are several important points against
revaluation :—

. (1) Tt does not befit us under the present instable condi-
tion in the world to revalvate our currency whenever we so
decide. Fillip to exports can be given in several other
ways.

(2) When tapee was devalued, it was said that this was
being done as most of our trace is with sterling area countries.
Since then the position has not changed.

Our Finance Minister, Shti Chintaman Deshmukh, said
then, “We have at preseat decided not to revalue out
currency and this decision has beea tiken solely ia
our interest. Hence, so long as circumstinces do not change we
must stick to our deci~ira Whenever we feel necessity, we
shall change our decision »

3. International Co.operation

India is a member country of both I M.F. and Bank.
A section in the country was opposed to this. It was said
that no arrangement had been mad: in the pro.isions of the
I. M. F. to solve the problen of our sterling bilances.
Besides, our quota in the L. M F. and the Bunk was not in
accordance with our importanc:. tlence, difficalty would
arise in securing sufficient credits fron them to meet ous
requirements and for the develop nent of the country. Inlia
was also not assigned a permangnc plac: in the Executives.
But at last, we decided to b:conz membder, anl as Russis
decided otherwise we naturally got a permaacnt seat in both
these institutions.

The following advantages have acc-ued to us as a result
of our membership in these institutions : —

I.M.F. (1) Tadia has been obraining foreign currencies
€rom jt to the extent necessary to meet her day-to-day



150 INDIAN CURRENCY AND FINANCH

necds, It gave her dollars several times when we needed
them.

(9) Gold value of rupee having been declased, it is now
independent of sterling.

(3) Tndia is a permanent member of its Executive. Hence,
she takes part in moulding its policy. This has increased
the country’s prestige.

(4) Rupee has teen made convertible into the currencies
of its member countries. ‘This has facilitated India’s foreige
trade.

(5) We get the tenefit of its expert advice whenever we
require it.

4, Decimalisation of Coinage

As we have already seen since April 1957, decimal
coins have been in use It has brought over achange in
our currency system which was formerly baied on quarto
system. Decimal system of coinage, weights and measures
are certainly advantageous. Most of the countries of the
world have them. W: have made a beginning, and we shall
soon have all coins, weights and measures on decimal
system.

SUMMARY

1. Presert system of Indian currency is based on 1. M F.
system. Under i1his the gold valve of 1nternal curiency is fixed, they
are ncttobe nww: Jlv exchmged The gold volue of almiost every
currercy is fixed Herce, shelr nntual value can be e sily determin-
ed. li1dia’s mternal currency and c«ther fore'gn cursencies are
ivier-exch:ngesble -hiough 1he Reserve Bank ot India. Internal
curicicy coisisis of bothnewal ard paper Noies of the denumi-
manions of pnole 'han a supee are irsved by 'he Reserve Bank of
hidia, As:iganstthis it paintzins aseserve whose consatuticn is
accordir g 10 law, Kerenve bark rotes are coirveriible into rupce
cOipr and noics issued by the Govesrment  lndian currercy is token
ard irts full value 1s never rezliced This is its main detect lts
Werits sre that it 1s :hn 10 1be sysiem fcllowed aln.ost all over the
weald, 128 ceuverrent ¢ bardle and nually notes are issyed by &
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bank. Its demerits are that it is artificial which fact fails to in-
spire confidence of the people in its value, Fu her, 1t has been losing
inits purchasitg pcwer and also that the rote currency 1s bac.kcd
largely by sterling which is not freely convertible in bard currencies,

2, The argtments advanced in favour of the revaluation of
rupee are—(1) imports frcm courtries which did not devaluate have
become dearer; revaluiiin would rencer 'hem cheaper. (2) expoits
to 1em will fetch more ot their curiencies, and (3) Price-level
weuld fall Put 2)l th s is not certamn As agamnst this sevalua-
tion does not befit us. The reascms for which rupee was devalued
are still there, Hence, this can be left to fuwure, according as the}
conditions warrant,

(3) India has benefited by the membership of both the I. M, F.
and the Baik. She has been geting hard curiercies frem the former,
rupee is not cependent on sterling, we have our permanent repres
sentation on its executive, rupee is interconverthble with foreign
currencies and its expert opinicn is «lways avail.ble to us,

(4) Sirce April, 1057 we hzve decimal system of coinage in this
country. The same rystem of weight and measure 1s uleo under
introduction.

QUESTIONS

1, Describe the present monetary standard of India pointing
out its merits and demerits.

2. Give a short acccunt of the varicus legal lender money cir-
culating in this country. How is it 1hat tbeir face value is maintaino-
ed higher than that of their intrinsic value ?

3, In what way does the present monetary standard in India
work ? Do you wish o bring any change in it ?

4. Give your arguments for and against the revaluation of rupee.

. 154 FW!;at advantage coes India derive from the membership of

6. What do you understand by decimalisaticn of coinage ?
What staps have recen tly been taken in this respect ?

7. What are the essentials of® a good currency system ? How
far dces 1he Irdian currency system sarisfy the requirements of a
gocd currency system ? (B Ccem Part I—1t5., 1055, 1957 Agra).

8 What are the essentials of a good monetary system ? How
far does the present currency system of India satisfy those condi-
tions ? (B. A. &B. Sc.—1942 Agra).

9. What system of currency exists in India at the present time 2
How does the Government of India maintain the exchange value o
supee ¥ (B.A. & B, Sc. 1943 Agra).



APPENDIX A
ENGLISH CURRENCY SYSTEM

(A Historical Development)

English standard was originallv a silver stindard. During
Anglo-3axon ag: poini weight (Ib) was equl to 4 ouncss,
and money value assigned to a pouni of silver was a moazy
Eound (£). Of course, no pounl cnin wis eninad probably

ccause its weight would have bzen riliculous anl bacinse
money value of cymmodirizs being low there was no n:el of
a coin of a high valus. Shillings were coined, and they bzing
one-twenticth part of a £ contained one-twenticth of an Anglo-
Saxon pound (Ib) of silver, ie, 4 oz. = 20 or % ounces in
weight. These came to be gradually supplemeated with other
silver and bronze coins as well. 1n 1163, a number of gold
coins were also coined with a view to cicculate at 27s. Rut
silver coins being much worn out, they were evchanged
according to weight —sometim:s as many as 30s. being avail-
able for one gold coin. ‘Guinea, as the gold coin was called,
perhaps because gold cane from Guinea Coast, was equal to
30s in clipped and counterfeit coins and not in good money.
There was brought about subsequently a recoinage of silver
and the price of guineas fell to 22.. But the new silver rapidly
disappeared and gold poured into the country.

‘Gresham’s law was in operation in its second form. Gold
was over-rated, and therefoie was driviag silver fron circula-
tion Of course no legal ritio had beea fixed but th: [I'rea-
sury Board had issued jastructions to the tellers ia the receipt of
Exchequer to receive guinzas at 223, each pursuant to the
advertisement in the Gazette.

Sit Issac Newton was asked to give his advice, and he issued
a report in 1717, wherein it was shown that in France,
Holland, lwaly, Germany, Poland, Denmark and Sweden, the
satio between gold and silver did not exceed 15 to 1, and that
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at this ratio the guinea would be worth 20s. 8}d. in silvee.
But in England, the giinca at this time passed at 21s. “d, and
It was, therefore, a profitabl business to send gold to England
aad buy silver with it for export to these countries. Heace,
he thought that the taking off about 10d. or 12d. from the
guinea would serve the purpose. though his recommen lation
in the first instance was for a reduction of only 6d. and find
out bv experience what further reduction would be most coa-
venient for the public. As a result, a Roval proclamation rated
the guinea at 21s.  This should have been the first step oaly
according to Newton, but no further steps were taken although
this reduction was quite inad:quate as ev.nts soon proved.

Thenceforth, gold and silver were by custom, in the absence
of any legislation on the subjsct, legal teal:c to any amount.
The mint was also opza to the free coimige of both, and they
circalate ] at a fixed rati> to exch other as well. This mzans
that there was a pe-fect bimetallism. But no one tendered
silver to the mint to be coinz] bzcause it was worth more as
builion than as monzy. The result was that the amount of
silver coins in circulation went on decrea-ing and what wae
left was much wora out. In 1774, they wece declared for this
reasoq, to be legal tender for sums exceeding £ 25, only by
weight and not by tale at 5s. 2d. an ounce.

Slowly though steadily they telegated to a subsidiary
position, and by an Act of 1816 were mide legal tender only
to the extent of 4)s. Theic metallic contents were also
teduced. From 1817, 1 ounce of silver was contained in 5%
shillings instead of in 5 shillings. So far the standard unit of
account in Eagland did not coingide with the standard unit of
the coinage. Sums had been reckoned in pounds, shillings
and peace ; but pouads had never been coined—a shilling was
only one-twentieth pact of a poind anl gold coin, vis, the
guinea at first circulated at varying cates and chen from 1717
onward at 21s. Hence, paymeats were mad: in guincis.  This
double system was very troubl some; and by the Act of 1816
gold sovereigns of a lower weight and rated at 2)s. cam= to bs
minted. This brought the unit of coinage into coniormity
with the uait of account.
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As a result of the War of 1914-18, there were brought about
two very important changes. Firstly, gold coins went out of
circulation and secondly the alloy in the silver coins was
increased to 50 per cent.

At present, British currency consists of notes issued by the
Bank of England and silver and bronze coins of various deno-
minations silver coins being legal tender up to 40s. and bronze
coins up to ls.



APPENDIX B
HISTCRY OF THE GCLD STANDARD RESERVE

The gold standard reserve was established in 1900. The
Fowler Committee bad 1ecommended 1hat the prefits on the
coinage of rupees should be set zpart and kept in gold as a
special reserve in India. ‘The piincipal ute of the gold reserve
as Jaid down by them was to make it available for foreign
payment whenever the exchange {ell below specie point.

Functions. Rut as scon as the reserve was established, the
profits on coinage were semitted to London and invested in
securities, and sirce then although the original puspose remain-
ed the same, the method of performing its function changed.
In case, there was an unfavourable balance of trade in the
country and exchange tended to fall below tle specie point, the
Secretary of State stopped i:suing council Fills and thus checked
an addition to Indian currency. 1his had the desired effect
of raising the value of rupee by restricting its supply. At
such times, if the Secretary of State needed funds in London,
be could fall back upon the reserve. The Government of India
also sold reverse councils in India on London. The eflect of
doing this was that the internal currency being withdrawn from
circulation its value in terms of sterling tended to rise. Thus,
besides strengthening the exchange rate, it also liquidated the
unfavourable balance of trade, as importers of commodities
purchased reverse councils and sent tiem to their creditors
in London who got payment in gold from the gold standard
geserve on their presentation td the Secretary of State. Thus
it served three purposes,vis., (1) strengthening of the exchange
zate, (2) liquidation of the unfavourable balance of trade, and
(3) meeting of home charges.

Position. It has been observed that the Fowler Committee
had tecommended the reserve to be kept in gold in India,
but this was not done. Instead, it was transferred to London.
and invested in securities, In 1906 came another change.
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The difficnlty in meeting the d:mands for rupees led to the
formation in India of a special resecve for the purpose, out of
gold standard reserve. |his was to be in coined rupees and
was to form a part of the profits on the coinage ot rupees.
Thus two branches of the reserve were formed, (1) Loadon
branch, and (2) the Indian branch in the form of ru pees.

Tn 1907 on the recommendation of a Committee known
as the Mackay Committee, appoiated by the Sccretary of State
to consider the question of Indian railway financz, a sum of
more than a million pounds was transferred from the reserve
to the provision of rolling stock and other improvements on
Indian rail vays, It was also decided that in future one-balf
of any profits on the coimige of rupees would be transferred
for this purpo e until the gold standard reserve reached £ 20
million. It was apparently contemplated that after the total
had b:en reachel, all profit on the rupee coinape would be
diveried from the reserve. But a serious crisis occurred in
the year follo ving, and decision had to be changed. The
reserve was hard hit by this crisis. In all, more than £8%
million were withdrawn from the reserve to meet the reverse
councils for strengrhening the exchange value of the rupee.
There was much public criticism on the location and composi-
tion of the resecve. The Chamberlain Commission appointed
to give its opinion decided many of the points in this connec~
tion  Firstly, it recommendad that no limit was to be placed
on the total reserve and the profits on the coinage of rupees
were to bs exclusively credited to it. In addition, it recom-
mended that (1) a much larger portion of the reserve in which
rupees were held be ablished, and (3) the most suitable place
for the location of the resecve was London. These recom-
mendations were accepted and given effect to with the only
exception that during and after the war the retrerve was held
chiely in securitizs, The recommendations of the Babington
Smith Commission were also to the same effect as those of the
Chamberlain Commissinn with the only exception that it consi-
dered the holdinz of a portion in gold in the reserve in India
as necessaty in order to inspire confilence in the public. In
the years that followe:d the amount of the reserve mouated
up to more than 40 million, at which figure it was kept till its
anification with the paper currency resecve on the establishment
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of the Reserve Bank of India, as proposed by the Hilton Young
Commission.

The Silver Redemption Reserve. It will not be out of place
to mention here the establishment of the silver redemption
geserve consequent upon the, dissolution of the gnld standard
teserve on its unification with the paper currency reserve.
Section 26 (1) of the Bank's Act requites Government to pay
full legal tender value for surplus rupees returned by the
Bank under the provisions of tlat seciion. To meet this
obligation a silver redempticn reserve amounting to Rs. 10
crores was constituted by the Goveinment with effect from
the 1st April, 1935, and held in gold and :ecurities.
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