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PREFACE

In the following pages I have attempted an exposi-
tidn of the events leading to the establishment of
the exchange standard and an examination of its
theoretical basis.

In endeavouring to treat the historical side of
the matter I have carefully avoided repeating what
has already been said by others. For instance, in
treating of the actual working of the exchange
standard I have contented myself with a general
treatment just sufficiently detailed to enable the
reader to follow the criticism I have offered. If
more details are desired they are given in all their
amplitude in other treatises. To have reproduced
them would have been a work of supererogation ;
besides it would have only obscured the general
trend of my argument. DBut in, other respects I
have been obliged to take a wiler historical sweep
than has been done by other writers. The existing
treatises on Indian currency do not give any idea,
at least an adequate idea, of the circumstances
which led to the reforms of 1893. I think that a
treatment of the early history is quite essential to
furnish the reader with a perspective in order to
enable Niim to judge for himself the issues involved
in the currency crisis and also of the solutions offered.
In view of this I have gone into that most neglected
period of Indian currency extending from 1800 to

v



vi PREFACE

1893. Not only have other writers begun abruptly
the story of the exchange standard, but they«have
popularized the notion that the exchange standard is
the standard originally contemplated by the Govern-
ment of India. I find that this is a gross error.
Indeed the most interesting point about Indian
currency is the way in which the gold standard came
to be transformed into a gold exchange standard.
Some old but by now forgotten facts had therefére
to be recounted to expose this error.

On the theoretical side there is no book but that
of Professor Keynes which makes any attempt to
examine its scientific basis. But the conclusions he
has arrived at are in sharp conflict with those of
mine. Our differences extend to almost every pro-
position he has advanced in favour of the exchange
standard. This difference proceeds from the funda-
mental fact, which seems to be quite overlooked by
Professor Keynes, that nothing will stabilize the rupee
unless we stabilize its general purchasing power.
That the exchange standard does not do. That
standard concerns itself only with symptoms and
does not go to the disease : indeed, on my showing,
if anything it aggra,vates the disease.

When I come to the remedy I again find myself
in conflict with the majority of those who like myself
are opposed to the exchange standard. It is said
that the best way to stabilize the rupee is to provide
for effective convertibility into gold. I do not deny
that this is one way of doing it. But I think a far
better way would be to have an inconvertible rupee
with a fixed limit of issue. Indeed, if I had any
say in the matter I would propose that the Govern-
ment of India should melt the rupees, sell them as
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bullion and use the proceeds for revenue purposes
and €ill the void by an inconvertible paper. But
that may be too radical a proposal, and I do not
therefore press for it, although I regard it as essen-
tially sound. In any case the vital point is to close
the Mints not merely to the public, as they have
been, but to the Government as well. Once that is
done I venture to say that the Indian currency, based
ofl gold as legal tender with a rupee currency fixed
in issue, will conform to the principles embodied in
the English currency system.

It will be noticed that I do not propose to go back
to the recommendations of the Fowler Committee.
All those who have regretted the transformation of
the Indian currency from a gold standard to a gold
exchange standard have held that everything would
have been all right if the Government had carried
out in toto the recommendations of that Committee.
I do not share that view. On the other hand, I find
that the Indian currency underwent that trans-
formation because the Government carried out those
recommendations. While some people regard that
Report as classical for its wisdom, I regard it as
classical for its nonsense. For I find that it was
this Committee which, while recommending a gold
standard, also recommended and thereby perpetuated
the folly of the Herschell Committee, that Govern-
ment should coin rupees on its own account accord-
ing to that most naive of currency principles, the
requirements of the public, without realizing that
the lafter recommendation was destructive of the
former. Indeed, as I argue, the principles of the
Fowler Committee must be given up if we are to
place the Indian currency on a stable basis.
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I am conscious of the somewhat lengthy discus-
sions on currency principles into which I have
entered in treating the subject. My justification of
this procedure is twofold. First ob all, as I'have
differed so widely from other writers on Indian
currency, I have deemed it necessary to substantiate
my view-point even at the cost of being charged with
over-elaboration. But it is my second justification
which affords me a greater excuse. It consists in
the fact that T have written primarily for the benefit
of the Indian public, and, as their grasp of currency
principles does not seem to be as good as one would
wish it to be, an over-statement, it will be agreed,
is better than an under-statement of the argument
on which I have based my conclusions.

Up to 1913 the Gold Exchange Standard was not
the avowed goal of the Government of India in the
matter of Indian Currency, and although the Cham-
berlain Commission appointed in that year had
reported in favour of its continuance, the Government
of India had promised not to carry its recommen-
dations into practice till the war was over and an
opportunity had been given to the public to criticize
them. When, however, the Exchange Standard was
shaken to its foundations during the late war, the
Government of India went back on its word and
restricted, notwithstanding repeated protests, the
terms of reference to the Smith Committee to recom-
mending such measures as were calculated to ensure
the stability of the Exchange Standard, as though
that standard had been accepted as the last word
in the matter of Indian Currency. Now that the
measures of the Smith Committee have not ensured
the stability of the Exchange Standard, it is given
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to understand that the Government, as well as the
public, desire to place the Indian Currency System
on a sounder footing. My object in publishing this
study at this juncture is to suggest a hasis for the
consummation of this purpose.

I cannot conclude this preface without acknow-
ledging my deep sense of gratitude to my teacher,
Prof. Edwin Cannan, of the University of London
(School of Economics). His sympathy towards me
and his keen interest in my undertaking has placed
me under obligations which I can never repay. I
feel happy to be able to say that this work has
undergone close supervision at his hands, and
although he is in no way responsible for the views I
have expressed, I can say that his severe examination
of my theoretic discussions has saved me from many
an error. To Professor Wadia, of Wilson College,
I am thankful for cheerfully undertaking the dry
task of correcting the proofs.






FOREWORD

By Proressor Epwin CANNAN

I am glad that Mr. Ambedkar has given me the
opportunity of saying a few words about his book.

As he is aware, I disagree with a good deal of his
criticism. In 1893 I was one of the few economists
who believed that the rupee could be kept at a fixed
ratio with gold by the method then proposed, and I
did not fall away from the faith when some years
elapsed without the desired fruit appearing (sce
Economic Review, July 1898, pp. 400-403). I do
not share Mr. Ambedkar’s hostility to the system,
nor accept most of his arguments against it and its
advocates. But he hits some nails very squarely
on the head, and even when I have thought him
quite wrong, I have found a stimulating freshness
in his views and reasons. An old teacher like myself
learns to tolerate the vagaries of originality, even
when they resist ‘‘ severe examination ” such as that
of which Mr. Ambedkar speaks.

In his practical conclusion 1 am inclined to think
he is right. The single advantage offered to a
country by the adoption of the gold-exchange system
instead of the simple gold standard is that it is
cheaper, in the sense of requiring a little less value
in the shape of metallic currency than the gold
standard. But all that can be saved in this way
is a trifling amount, almost infinitesimal beside the
advantage of having a currency more difficult for

xi
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administrators and legislators to tamper with. The
recent experience both of belligerents and neutrals
certainly shows that the simple gold standard, as we
understood it before the war, is not fool-proof,’ but
it is far nearer being fool-proof and knave-proof
than the gold-exchange standard. The percentage
of administrators and legislators who understand the
gold standard is painfully small, but it is and is likely
to remain ten or twenty times as great as the per-
centage which understands the gold-exchange system.
The possibility of a gold-exchange system being
perverted to suit some corrupt purpose is very con-
siderably greater than the possibility of the simple
gold standard being so perverted.

The plan for the adoption of which Mr. Ambedkar
pleads, namely that all further enlargement of the
rupee issue should be permanently prohibited, and
that the mints should be open at a fixed price to
importers or other sellers of gold, so that in course
of time India would have in addition to the fixed
stock of rupees a currency of meltable and exportable
gold coins, follows European precedents. In eigh-
teenth-century England the gold standard intro-
duced itself because the legislature allowed the ratio
to remain unfavourable to the coinage of silver:
in nineteenth-century France and other countries
it came in because the legislatures definitely closed
the mints to silver when the ratio was favourable
to the coinage of silver. The continuance of a mass
of full legal tender silver coins beside the gold would
be nothing novel in principle, as the same thing,
though on a somewhat smaller scale, took place in
France, Germany, and the United States.

It is alleged sometimes that India does not want
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gold coins. I feel considerable difficulty in believing
that gold coins of suitable size would not be conveni-
ent in a country with the climate and other circum-
stances of Indfa. The allegation is svspiciously like
the old allegation that the ‘‘ Englishman prefers
gold coins to paper,” which had no other foundation
than the fact that the law prohibited the issue of
notes for less than £5 in England and Wales, while
In Scotland, Ireland, and almost all other English-
speaking countries notes for £1 or less were allowed
and circulated freely. It seems much more likely
that silver owes its position in India to the decision
which the Company made before the system of
standard gold and token silver was accidentally
evolved in 1816 in England, and long before it was
understood : and that the position has been main-
tained not because Indians dislike gold, but because
Europeans like it so well that they cannot bear to
part with any of it.

This reluctance to allow gold to go to the East is
not only despicable from an ethical point of view.
It is also contrary to the economic interest not only
of the world at large, but even of the countries
which had a gold standard before the war and have
it still or expect soon to restore it. In the immediate
future gold is not a commodity the use of which it is
desirable for these countries either to restrict or to
economize. From the closing years of last century
it has been produced in quantities much too large
to enable it to retain its purchasing power and
thus be a stable standard of value unless it can
constantly be finding existing holders willing to hold
larger stocks, or fresh holders to hold new stocks of
it. Before the war the accumulation of hoards by
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various central banks in Europe took off a large part
of the new supplies and prevented the actual rise of
general prices being anything like what it would
otherwise have been, though it was §erious enough.
Since the war the Federal Reserve Board, supported
by all Americans who do not wish to see a rise of
prices, has taken on the new ‘“ White Man’s Burden ”
of absorbing the products of the gold mines, but just
as the United States failed to keep up the value o}
silver by purchasing it, so she will eventually fail
to keep up the value of gold. In spite of the opinion
of some high authorities, it is not at all likely that
a renewed demand for gold reserves by the central
banks of Europe will come to her assistance. Expe-
rience must gradually be teaching even the densest
of financiers that the value of paper currencies is
not kept up by stores of ‘‘cover” or * backing”
locked up in cellars, but by due limitation of the
supply of the paper. With proper limitation enforced
by absolute convertibility into gold coin which may
be freely melted or exported, it has been proved by
theory and experience that small holdings of gold are
perfectly sufficient to meet all internal and inter-
national demands. There is really more chance
of a great demand from individuals than from the
banks. It is conceivable that the people of some of
the countries which have reduced their paper cur-
rency to a laughing stock may refuse all paper and
insist on having gold coins. But it seems more
probable that they will be pleased enough to get
better paper than they have recently been accus-
tomed to, and will not ask for hard coin with
sufficient insistence to get it. On the whole it
seems fairly certain that the demand of Europe and
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European-colonized lands for gold will be less rather
than greater than before the war, and that it will
increase very slowly or not at all.

Thus on the whole there is reason to fear a fall in
the value of gold and a rise of general prices rather
than the contrary.

One obvious remedy would be to restrict the pro-
duction of gold by international agreement, thus
conserving the world’s resources in mineral for future
generations. Another is to set up an international
commission to issue an international paper currency
so regulated in amount as to preserve an approxi-
mately stable value. Excellent suggestions for the
professor’s classroom, but not, at present at any
rate nor probably for some considerable period
of time, practical politics.

A much more practical way out of the difficulty is
to be found in the introduction of gold currency
into the East. If the East will take a large part of
the production of gold in the coming years it will
tide us over the period which must elapse before
the most prolific of the existing sources are worked
out. After that we may be able to carry on without
change or we may have reached the possibility of
some better arrangement.

This argument will not appeal to those who can
think of nothing but the extra profits which can be
acquired during a rise of prices, but I hope it will
to those who have some feeling for the great majority
of the population, who suffer from these extra and
wholly unearned profits being extracted from them.
Stability is best in the long run for the community.

EDWIN CANNAN.
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THE
PROBLEM OF THE RUPEE

CHAPTER 1

FROM A DOUBLE STANDARD TO A SILVER
STANDARD

TRADE is an important apparatus in a society based on
private property and pursuit of individual gain ; without it,
it would be difficult for its members to distribute the
specialized products of their labour. Surely a lottery or
an administrative device would be incompatible with its
nature. Indeed, if it is to preserve its character, the only
mode for the necessary distribution of the products of
separate industry is that of private trading. But a trading
society is unavoidably a pecuniary society, a society which
of necessity carries on its transactions in terms of money. In
fact, the distribution is not primarily an exchange of products
against products, but products against money. In such a
society, money therefore necessarily becomes the pivot on
which everything revolves. With money as the focusing-
point of all human efforts, interests, desires, and ambitions,
a trading society is bound to function in a régime of price
where successes and failures are results of nice calculations
of price-outlay as over against price-product.

Economists have no doubt insisted that ‘ there cannot
. . . be intrinsically a more insignificant thing than
money,”” which at best is only ‘“a great wheel by means
of which every individual in society hes his subsistence,
conveniences and amusements regularly distributed to him

1
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in their proper proportions.” Whether or not money values
are the definitive terms of economic endeavour may well
be open to discussion.! But this much iscertain, that without
the use of money this “ distribution of subsistence, con-
veniences and amusements,” far from being a matter of
course, will be distressingly hampered if not altogether
suspended. How can this trading of products take place
without money ? The difficulties of barter have ever
formed an unfailing theme with all economists, including
those who have insisted that money is only a cloak. Mongey
is not only necessary to facilitate trade by obviating the
difficulties of barter, but is also necessary to sustain pro-
duction by permitting specialization. For who would care
to specialize if he could not trade his products for those
of others which he wanted ? Trade is the handmaid of
production, and where the former cannot flourish the latter
must languish. It is therefore evident that if a trading
society is not to be out of gear and is not to forgo the
measureless advantages of its automatic adjustments in the
great give-and-take of specialized industry, it must provide
itself with a sound system of money.2

At the close of the Moghul Empire, India, judged by the
standards of the time, was economically an advanced
countriy. Her trade was large, her banking institutions
were well developed, and credit played an appreciable part
in her transactions. But a medium of exchange and a
common standard of value were among others the most
supreme desiderata in the economy of the Indian people
when they came, in the middle of the eighteenth century,
under the sway of the British. Before the occurrence of
this event the money of India consisted of both gold and
silver. Under the Hindu emperors the emphasis was laid
on gold, while under the Mussalmans silver formed a large

1 Cf. W. C. Mitchell, “The Rationality of Economic Activity,”
Journal of Political Economy, 1910, Vol. XVIII, pp. 9% and 197;
also “The Role of Money in Economic Theory,” by the same, in
the American Economic Review (Supplement), Vol. VI, No. 1, March
1916.

2 For the whole of this discussion, cf. H. J. Davenport, The
Economics of Enterprise (1913), Chapters II and III
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part of the circulating medium.? Since the time of Akbar,
the founder of the economic system of the Moghul Empire
in India, the units of currency had been the gold mohur and
the silver rupee. ,Both coins, the mohur and the rupee, were
identical in weight, i.e. 175 grs. troy,? and were * supposed
to have been coined without any alloy, or at least intended to
be s0.” 2 But whether they constituted a single standard
of value or not is a matter of some doubt. It is believed
that the mohur and the rupee, which at the time were
the common measure of value, circulated without any
fixed ratio of exchange between them. The standard,
therefore, was more of the nature of what Jevons called a
parallel standard ¢ than a double standard.® That this
want of ratio could not have worked without some
detriment in practice is obvious. But it must be noted
that there existed an alleviating circumstance in the curious
contrivance by which the mohur and the rupee, though
unrelated to each other, bore a fixed ratio to the dam, the
copper coin of the Empire.® So that it is permissible to hold
that, as a consequence of being fixed to the same thing, the
two, the mohur and the rupee, circulated at a fixed ratio.

In Southern India, to which part the influence of the

1 Prinsep, J., Useful Tables, Calcutta, 1834, pp. 15-16.

2 Robert Chalmers, History of Colonial Currency, 1893, pp. 336,
340.

3 Dr. P. Kelly, The Universal Cambist, 1811, p. 115.

¢ Money and Mechanism of Exchange (1890), p. 95.

8 Dr. P. Kelly’s view is that they circulated at their market
ratio (loc. cit.). On tho other hand, Sir R. Temple says: ‘“In
ancient and medixval India the relative value of the coins of each
metal was fixed by the State, and all were legal tender virtually
without any formal limitation’ (‘ General Monetary Practice in
India,” Journal of the Institute of Bankers, Vol. II, p. 406). On
another occasion he said: ¢ The earliest Hindu currency was in
gold with a single standard. The Mohammedans introduced silver,
and in Jater times up to British rule there was a double standard,
gold and silver ” (bid., Vol. XV, p. 9). In contrast to this it may
be noted that the Preamble to currency Regulation XXXV of 1793
and other currency Regulations of early date make it a point to
emphasize that under pre-British régime there was no fixed legal
ratio between the mohur and the rupee.

¢ Cf. Prof. 8. V. Venkateswara, on ‘ Moghul Currency and
Coinage ” in the Indian Jowrnal of Economics, July, 1918, p. 169;
and F. Atkinson, The Indian Currency Question (1894), p. 1.
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Moghuls had not extended, silver as a part of the currency
system was quite unknown. The pagoda, the gold coin
of the ancient Hindu kings, was the standard of value and
also the medium of exchange, and continued to be so till
the time of the East India Company.

The right of coinage, which the Moghuls always held as
inter jura Majestatis,* be it said to their credit was exercised
with due sense of responsibility. Never did the Moghul
Emperors stoop to debase their coinage. Making allowance
for the imperfect technology of coinage, the coins issued from
the various Mints situated even in the most distant parts of
their Empire? did not materially deviate from the standard.

Weight | Weight
Name of the Rupee. in pure | Name of the Rupee. in pure
Gis. ] Grs,
Akabari of Lahore . | 1750 | Delhi Sonat . . .| 1750
» of Agra . .| 1740 | ,, Alamgir . .| 1750
Jehangiri of Agra . | 1746 || Old Surat . . .| 1740
' of Allahabad | 173-6 | Murshedabad. . . | 1759
v of Kandhar | 173-9 || Persian Rupec of 1745 | 1745
Shehajehani of Agra . | 1750 | Old Dacca . . 173-3
» of Ahama- . Muhamadshai . . | 1700
dabad. | 174-2 | Ahamadshai . . . | 1728
" of Delhi . | 174-2 | Shaha Alam (1772) | 1758

" of Delhi . | 1750 |

vy of Lahore | 174-0 |

1 According to the Mohammedan historian, Khafi Khan, it
enraged the Emperor Aurangzeb when the East India Company
in 1694 coined some rupees at Bombay ‘‘ with the name of their
impure king™ (Imperial Gazetteer of India, Vol. IV, p. 515).

2 It is stated in the Imperial GQuzetteer of India (Vol. IV., p. 514),
that in the early days of the Moghul rule there was only one Mint—at
Delhi—which struck the Imperial coins. The Emperor Sher Sha
was the first to introduce a plurality of Mints for coinage purposes
—a practice continued and extended by the later emperors until
between the reigns of Akbar and Bahadur Sha II the Mints
numbered about 200. From the East India Moral and Material
Progress Report Jor 1872-73 it is clear that not every Mint was open
to the coinage of all three metals, gold, silver, and copper ; but that
some Mints coined only gold, others silver, and the rest copper (see
Report, pp. 11-12).



CHAPTER ONE 5

The table on p. 4 of the assays of the Moghul rupees
shows how the coinage throughout the period of the Empire
adhered to the standard weight of 175 grs. pure. !

So long as the Empire retained unabated sway there was
advantage rather than danger in the plurality of Mints, for
they were so many branches of a single department governed
by a single authority. But with the disruption of the
Moghul Empire into separate kingdoms these branches of
the Imperial Mint located at different centres became
independent factories for purposes of coinage. In the general
scramble for independence which followed the fall of the
Empire, the right to coinage, as one of the most unmistakable
insignia of sovereignty, became the right most cherished by
the political adventurers of the time. It was the last privi-
lege to which the falling dynasties clung, and was also the
first to which the adventurers rising to power aspired. The
result was that the right, which was at one time so religiously
exercised, came to be most wantonly abused. Everywhere
the Mints were kept in full swing, and soon the country was
filled with diverse coins which, while they proclaimed the
incessant rise and fall of dynasties, also presented bewilder-
ing media of exchange. If these money-mongering sovereigns
had kept up their issues to the original standard of the
Moghul Emperors the multiplicity of coins of the same
denomination would not have been a matter of much
concern. But they seemed to have held that as the money
used by their subjects was made by them, they could do
what they liked with their own, and proceeded to debase
their coinage to the extent each chose without altering
the denominations. Given the different degrees of debase-
ment, the currency necessarily lost its primary quality of
general and ready acceptability.

The evils consequent upon such a situation may well be
imagined. When the contents of the coins belied the value
indicated by their denomination they became mere merchan-
dise, and there was no more a currency by tale to act as a
ready means of exchange. The bullion value of each coin
had to be ascertained before it could be accepted as a final

! Prinsep, J., op. cit., p. 18.
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discharge of obligations.! The opportunity for defrauding
the poor and the ignorant thus provided could not have been
less? than that known to have obtained in England before the
great re-coinage of 1696. This constant weighing, valuing,
and assaying the bullion contents of coins was, however,
only one aspect in which the evils of the situation made
themselves felt. They also presented another formidable
aspect. With the vanishing of the Empire there ceased to
be such a thing as an Imperial legal tender current all
through India. Inits place there grew up local legal tenders,
current only within the different principalities into which
the Empire was broken up. Under such circumstances
exchange was not liquidated by obtaining in return for
wares the requisite bullion value from the coins tendered
in payment. Traders had to be certain that the coins were
also legal tender of their domicile. The Preamble to the
Bengal currency Regulation XXXV, of 1793, is illuminating
on this point. It says:—

“The principal districts in Bengal, Behar and Orissa,
have each a distinct silver currency . . . which are the
standard measure of value in all transactions in the districts

in which they respectively circulate.
* * * * %*

“ In consequence of the Ryots being required to pay their
rent in a particular sort of rupee they of course demanded
it from manufacturers in payment of their grain, or raw

1 Tt was this necessity for ascertaining the true bullion value of
the debased coins which gave rise to that class of money-changers
known as Shroffs, who specialized in the business of evaluating
the coins at their proper discount from the standard purity by
means of the dates and other characteristics engraved upon them.

2 It is stated that Dr. Roxburgh, who was an eye-witness, was
80 much impressed by the sufferings of the poor owing to the bad
state of the currency that he urged upon A. Dalrymple in a letter
dated June 30, 1791, to give prominence to the evils by inserting
a paper in his Oriental Repertory (2 vols., London, 1808) ‘“ on the
current coin in circulation over the Company’s Territories which
might be productive of the most solid and lasting advamtage to
the Governing and the Governed,” and added, * You may be able
to correct the evil, by which you will certainly go to heaven, if the
prayers of the poor avail, and I may get a step nearer paradise.”
Observations on the Copper Coinage wanted in the Circars, by A.
Dalrymple, London, 1794, p. 1.
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materials, whilst the manufacturers, actuated by similar
principles with the Ryots, required the same species of rupee
from the traders who came to purchase their cloth or their
commodities.

“The various’sorts of old rupees, accordingly, soon
became the established currency of particular districts, and
as a necessary consequence the value of each rupee was
enhanced in the district in which it was current, for being
in demand for all transactions. As a further consequence,
every sort of rupee brought into the district was rejected
feom being a different measure of value from that by which
the inhabitants had become accustomed to estimate their
property, or, if it was received, a discount was exacted upon
it, equal to what the receiver would have been obliged to
pay upon exchanging it at the house of a shroff for the rupee
current in the district, or to allow discount upon passing it
in payment to any other individual.

* * * * *

“ From this rejection of the coin current in one district
when tendered in payment in another, the merchants and
traders, and the proprietors and cultivators of land in
different parts of the country, are subjected in their com-
mercial dealings with each other to the same losses by
exchange, and all other inconveniences that would necessarily
result were the several districts under separate and inde-
pendent governments, each having a different coin.”

Here was a situation where trade was reduced to barter,
whether one looks upon barter as characterized by the
absence of a common medium of exchange or by the presence
of a plurality of the media of exchange ; for in any case, it is
obvious that the want of a ‘“ double coincidence >’ must
have been felt by people engaged in trade. One is likely to
think that such could not have been the case as the
medium was composed of metallic counters. But it is to
be remembered that the circulating coins in India, by reason
of the circumstance attendant uponthe diversity in their fine-
ness and legal tender, formed so many different species that
an exchange against a partlcula,r specles did not necessarily
close the transaction ; the coin must, in certain circumstances,
have been only an intermediate to be further bartered against
another, and so on till the one of the requisite species was
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obtained. This is sufficient indication that society had sunk
into a state of barter. If this alone was the flaw in the
situation, it would have been only as bad as that of inter-
national trade under diversity of coinages. But it was further
complicated by the fact that although the denomination of
the coins was the same, their metallic contents differed
considerably. Owing to this, one coin bore a discount or a
premium in relation to another of the same name. In the
absence of knowledge as to the amount of premium or
discount, every one cared to receive a coin of the species
known to him and current in his territory. On the
whole the obstacles to commerce arising from such a
situation could not have been less than those emanating
from the mandate of Lycurgus, who compelled the Lace-
demonians to use iron money in order that its weight.
might prevent them from overmuch trading. The situation,
besides being irritating, was aggravated by the presence of
an element of gall in it. Capital invested in providing
a currency is a tax upon the productive resources of the
community. Nevertheless, wrote James Wilson,! no one
would question

‘““that the time and labour which are saved by the
interposition of coin, as compared with a system of barter,
form an ample remuneration for the portion of capital
withdrawn from productive sources, to act as a single
circulator of commodities, by rendering the remainder of
the capital of the country so much the more productive.”

What is, then, to be said of a monetary system which
did not obviate the evil consequences of barter, although
enormous capital was withdrawn from productive sources,
to act as a single circulator of commodities ? Diseased
money is worse than want of money. The latter at least
saves the cost. Put society must have money, and it must
be good money, too. The task, thercfore, of evolving good
money out of bad money fell upon the shoulderg of the
English East India Company, who had in the meanwhile
succeeded to the Empire of the Moghuls in India.

The lines of reform were first laid down by the Directors

! Capital, Currency and Banking, 1847, p. 16.
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of the Company in their famous Despatch, dated April 25,
1806,! to the authorities administering their territories in
India. In this historic document they observed :—

“17. It is an,opinion supported by the best authorities,
and proved by experience, that coins of gjold and silver
cannot circulate as legal tenders of payment at fixed relative
values . . . without loss; this loss is occasioned by the
fluctuating value of the metals of which the coins are formed.
A proportion between the gold and silver coin is fixed by
law, according to the value of the metals, and it may be on
the justest principles, but owing to the change of circum-
stances gold may become of greater value in relation to
silver than at the time the proportion was fixed, it therefore
becomes profitable to exchange silver for gold, so the coin
of that metal is withdrawn from circulation ; and if silver
should increase in its value in relation to gold, the same
circumstances would tend to reduce the quantity of silver
coin in circulation. As it is impossible to prevent the
fluctuation in the value of the metals, so it is also equally
impracticable to prevent the consequences thereof on the
coins made from these metals. . . . To adjust the relative
values of gold and silver coin according to the fluctuations
in the values of the metals would create continual difficulties,
and the establishment of such a principle would of itself
tend to perpetuate inconvenience and loss.”

They thercfore declared themselves in favour of mono-
metallism as the ideal for the Indian currency of the future,
and preseribed :—

“21. . . . that silver should be the universal money of
account [in India], and that all . . . accounts should be
kept in the same dcnominations of rupees, annas and
pice. . . .” '

The rupee was not, however, to be the same as that of

the Moghul Emperors in weight and fineness. They proposed
that

“9. ... thenewrupee . . . be of the gross weight of—
Troy grains . . . . . . 180
Deduct one-twelfth alloy . . . 15

An contain of fine silver troy grs. . . 165"

1 H. of C. Return 127 of 1898.
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Such were the proposals put forth by the Court of Directors
for the reform of Indian currency.

The choice of a rupee weighing 180 grs. troy and containing
166 grs. pure silver as the unit for the future currency system
of India was a well-reasoned choice.

The primary reason for selecting this particular weight
for the rupee seems to have been the desire to make it as
little of a departure as possible from the existing practice.
In their attempts to reduce to some kind of order the dis-
orderly currencies bequeathed to them by the Moghuls
by placing them on a bimetallic basis, the Govern-
ments of the three Presidencies had already made a great
advance by selecting out of the innumerable coins then
circulating in the country a species of gold and silver coin
as the exclusive media of exchange for their respective
territories. The weights and fineness of the coins selected
as the principal units of currency, with other particulars, may
be noted from the summary table opposite.

To reduce these principal silver units of the different
Presidencies to a single principal unit, the nearest and the
least inconvenient magnitude of weight which would at the
same time be an integral number was obviously 180 grs., for in
no case did it differ from the weights of any of the prevailing
units in any marked degree. Besides, it was believed that
180, or rather 179-5511, grs. was the standard weight of the
rupee coin originally issued from the Moghul Mints, so that
the adoption of it was really a restoration of the old unit
and not the introduction of a new one.! Another advantage
claimed in favour of a unit of 180 grs. was that such a unit
of currency would again become what it had ceased to be,
the unit of weight also. It was agreed? that the unit of
weight in India had at all times previously been linked up
with that of the wnrincipal coin, so that the seer and the
maund weights were simply multiples of the rupee, which
originally weighed 179-6 grs. troy. Now, if the weight of the

1 Cf. The Despatch, op. cit., par. 8.

# Cf. pars. 26-28 of the letter from James Prinsep to the Calcutta
Mint Committee, printed in the Appendix to the Indian Tables by
John Muller, Calcutta, 1836.
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principal coin to be established was to be different from
180 grs. troy, it was believed there would be an unhappy
deviation from this ancient practice which made the weight
of the coin the basis of other weights and measures. Besides,
a unit of 180 grs. weight was not only suitable from this
point of view, but had also in its favour the added conveni-
ence of assimilating the Indian with the English units of
weight.!

While these were the reasons in favour? of fixing the
weight of the principal unit of currency at 180 grs. troy,
the project of making it 165 grs. fine was not without its
justification. The ruling consideration in selecting 165 grs.
as the standard of fineness was, as in the matter of selecting
the standard weight, to cause the least possible disturbance
in existing arrangements. That this standard of fineness
was not very different from those of the silver coins recog-
nized by the different Governments in India as the principal
units of their currency may be seen from the com-
parative statement on p. 13.

It will thus be seen that, with the exception of the Sicca
and the Benares rupees, the .proposed standard of fineness
agreed so closely with those of the other rupees that the
interest of obtaining a complete uniformity without con-
siderable dislocation overruled all possible objections to its
adoption. Another consideration that seemed to have
prevailed upon the Court of Directors in selecting 165 grs.

1 Jbid., par. 28. How the English and the Indian systems of
weights were made to correspond to each other may be seen from
the following :—

Indian. English.
8 ruttees = 1 massa = 15 troy grs.
12 massas = 1 tola (or sicca) = 180 ,, »
80 tolas =1 seer = 2, pounds

40 seers = 1 maund {or mun) = 100 ,, ’

? Attention may be drawn in this connection to the dissenting
opinion of Captain Jervis on the project of 180 grs. troy as the
unit of weight for the rupee. Cf. his most exhaustive treatise
called The Expediency and Facility of establishing the Metrological
and Monetary Systems throughout India on a Scientific and Permanent
Basis, grounded on an Analytical Review of the Weights, Measures
and Coins of India . . ., Bombay, 1836, pp. 49-64.
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TABLE II

DEVIATIONS OF THE PROPOSED STANDARD OF FINENESS FROM
THAT OF THE PRINCIPAL RECOGNIZED RUPEES

Silver Coins recognized as | Standard | More valuabla | Less valuable
Principal Units and their | Fineness | than the Pro- | than the Pro-
Fineness. of the | posed Rupee. | posed Rupee.
sIl’lroposlgd
Its Pure Silver Ru-
Name of the Coin. | Contents. |  pee. (; n By GIn By
Troy Grs.|Troy Grs.| GT. p.c. rs. p.c.

Furrukabad R. | 166-135 | 165 1-135/ -683
Benares Rupee | 169-251 165 4-251( 2-511

Surat Rupee |16474 | 165 | — | — | 26 | 157
Arcot ,, 166-477 165 1477 887 — —_
Sicca ., |175927| 165 |109276211| — | —

as the standard of fineness was that, in conjunction with
180 grs. as the standard weight, the arrangement was
calculated to make the rupee eleven-twelfths fine. To
determine upon a particular fineness was too technical a
matter for the Court of Directors. It was, however, the
opinion of the British Committee on Mint and Coinage,
appointed in 1803, that ! ‘‘ one-twelfth alloy and eleven-
twelfths fine is by a variety of extensive experiments
proved to be the best proportion, or at least as good as
any which could have been chosen.” This standard, so
authoritatively upheld, the Court desired to incorporate in
their new scheme of Indian currency. They therefore
desired to make the rupee eleven-twelfths fine. But to
do so was also to make the rupee 165 grs. pure—a content
which they desired, from the point of view stated above,
the rupee to possess.

Reviewing the preference of the Court of Directors for
monometallism from the vantage-ground of latter-day
events, one might be inclined to look upon it as a little
too short-sighted. At the time, however, the preference
was well founded. One of the first measures the three
Presidencies, into which the country was divided for

1 Cf. The Despatch, op. cit., par. 9.
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purposes of administration, had adopted on their assum-
ing the government of the country was to change the
parallel standard of the Moghuls into a double standard
by establishing a legal ratio of exchange between the mohur,
the pagoda, and the rupee. But in none of the Presidencies
was the experiment a complete success.

In Bengall the Government, on June 2, 1766, determined
upon the issue of a gold mohur weighing 179-66 grs. troy,
and containing 149-92 grs. troy of pure metal, as legal tender
at 14 Sicca rupees, to relieve the currency stringency causgd
largely by its own act of locking up the revenue collections
in its treasuries, to the disadvantage of commerce. This
was a legal ratio of 16-45 to 1, and as it widely deviated from
the market ratio of 14-81 to 1, this attempt to secure a
concurrent circulation of the two coins was foredoomed to
failure. Owing to the drain of silver on Bengal from China,
Madras, and Bombay, the currency stringency grew worse,
so much so that another gold mohur was issued by the
Government on March 20, 1769, weighing 190-773 grs. troy
and containing 190-086 grs. pure gold with a value fixed at
16 Sicca rupees. This was a legal ratio of 14-81 to 1. But,
as it was higher than the market ratio of the time both in
India (14 to 1) and Europe (14:61 to 1), this second effort to
bring about a concurrent circulation fared no better than the
first. So perplexing seemed to be the task of accurate rating
that the Government reverted to monometallism by stopping
the coinage of gold on December 3, 1788, and when the
monetary stringency again compelled it to resume in 1790
the coinage of gold, it preferred to let the mohur and the
rupee circulate at their market value without making any
attempt to link them by a fixed ratio. It was not until
1793 that a third attempt was made to forge a double
standard in Bengal. A new mohur was issued in that year,
weighing 190-895 grs. troy and containing 189-4037 grs. of
pure gold, and made legal tender at 16 Sicca rupees. This

1 F. C. Harrison, *The Past Action of the Indian Government
with regard to Gold,” in Economic Journal, Vol. III, p. 54 et seq.
Also Minute by Sir John Shore, in Bengal Public Consultations,
dated September 29, 1796.
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was a ratio of 14-86 to 1, but, as it did not conform to the
ratio then prevalent in the market, this third attempt to
establish bimetallism in Bengal failed as did those made
in 1766 and 1769.,

The like endeavours of the Government of Madras ! proved
more futile than those of Bengal. The first attempt at
bimetallism under the British in that Presidency was made
in the year 1749, when 350 Arcot rupees were legally rated
at 100 star pagodas. As compared with the then market
ragio this rating involved an under-valuation of the pagoda,
the gold coin of the Presidency. The disappearance of the
pagoda caused a monetary stringency, and the Government
in Deccember, 1750, was obliged to restore it to currency.
This it did by adopting the twofold plan of causing an import
of gold on Government account, so as to equalize the mint
ratio to the market ratio, and of compelling the receipts and
payments of Government treasuries to be exclusively in
pagodas. The latter device proved of small value ; but the
former by its magnitude was efficacious enough to ease the
situation. Unluckily the ease was only temporary. Between
1756 and 1771 the market ratio of the rupee and the pagoda
again underwent a considerable change. In 1756 it was
364 to 100, and in 1768 it was 370 to 100. It was not till
after 1768 that the market ratio became equal to the legal
ratio fixed in 1749 and remained steady for about twelve
years. But the increased imports of silver rendered necessary
for the prosccution of the second Mysore war once more
disturbed the ratio, which at the close of the war stood at
400 Arcot rupees to 100 star pagodas. After theend of the
war the Government of Madras made another attempt to
bring about & concurrent circulation between the rupee and
the pagoda. But instcad of making the market ratio of
400 to 100 the legal ratio it was led by the then increasing
imports of gold into the Presidency to hope that the market
ratio woyld in time rise to that legally established in 1749.
In an expectant mood so induced it decided, in 1790, to
anticipate the event by fixing the ratio first at 365 to 100.

1 H., Dodwell, ‘ Substitution of Silver for Gold in South India,”

in the Indian Journal of Economics, January, 1921.
C



16 THE PROBLEM OF THE RUPEE

The result was bound to be different from that desired,
for it was an under-valuation of the pagoda. But instead of
rectifying the error, the Government proceeded to aggravate
it by raising the ratio still further to 350 to 100 in 1797,
with the effect that the pagoda entirely went out of circula-
tion, and the final attempt at bimetallism thus ended in a
miserable failure.

The Government of Bombay seemed better instructed in
the mechanics of bimetallism, although that did not help
it to overcome the practical difficulties of the system. On
the first occasion when bimetallism was introduced in that
Presidency ! the mohur and the rupee were rated at the ratio
of 15-70 to 1. But at this ratio the mohur was found to be
over-rated, and accordingly, in August, 1774, the Mint
Master was directed to coin gold mohurs of the fineness of a
Venetian and of the weight of the silver rupee. This change
brought down the legal ratio to 14-83 to 1, very nearly,
though not exactly, to the then prevailing market ratio of
15 to 1, and had nothing untoward happened, bimetallism
would have had a greater success in Bombay than it actually
had in the other two Presidencies. But this was not to be,
for the situation was completely altered by the dishonesty
of the Nawab of Surat, who allowed his rupees, which were
of the same weight and fineness as the Bombay rupees, to
be debased to the extent of 10, 12, and even 15 per cent.
This act of debasement could not have had any disturbing
effect on the bimetallic system prevalent in the Bombay
Presidency had it not been for the fact that the Nawab’s
(or Surat) rupees were by agreement admitted to circulation
in the Company’s territories at par with the Bombay rupees.
As a result of their being legal tender the Surat rupees,
once they were debased, not only drove out the Bombay
rupees from circulation, but also the mohur, for as rated to
the debased Surat rupees the ratio became unfavourable to
gold, and the one chance for a successful bimetallic system
vanished away. The question of fixing up a bimetallic

1 Report of Dr. Scott on the History of Coinage in the Bombay
Presidency, with Appendices, Public Consultations (Bombay, dated
January 27, 1801).
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ratio between the mohur and the rupee again cropped up
when the Government of Bombay permitted the coinage of
Surat rupees at its Mint. To have continued the coinage of
the gold mohur according to the Regulation of 1774 was out
of the question. One Bombay mohur contaiuned 177-38 grs.
of pure gold, and 15 Surat rupees of the standard of 1800
contained 247,110 grs. of silver. By this Regulation the
proportion of silver to gold would have been %‘%7,7’13-1; , 1.e
139 to 1. Here the mohur would have been much under-
valued. It was therefore resolved to alter the standard
of the mohur to that of the Surat rupee, so as to give a ratio
of 149 to 1. But as the market ratio was inclined towards
155 to 1, tho experiment was not altogether a success.

In the light of this expcrience before them the Court of
Directors of the East India Company. did well in fixing upon
a monometallic standard as the basis of the future currency
system of India. The principal object of all currency
regulations is that the different units of money should bear a
fixed relation of value to onc another. Without this fixity
of value the currency would be in a state of confusion, and no
precaution would be too great against even a temporary dis-
turbance of that fixity. Fixity of value between the various
components of the currency is so essential a requisite in a
well-regulated monetary system that we nced hardly be sur-
prised if the Court of Directors attached special importance
to it, as they may well have done, particularly when they
were engaged in the task of placing the currency on a sound
and permanent footing. Nor can it be said that their
choice of monometallism was ill-advised, for it must be
admitted that a single standard better guarantees this fixity
than does the double standard. Under the former it is
spontaneous ; under the latter it is forced.

These recommendations of the Court of Directors were left
to the different Governments in India to be carried into effect
at their discretion as to the time and manner of doing it.
But it was some time before steps were taken in consonance
with these orders, and even then it was on the realization of
those parts of the programme of the Court which pertained
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to the establishment of a uniform currency that the efforts
of the different Governments were first concentrated.

The task of reducing the existing units of currency to
that proposed by the Court was first accomplished in Madras.
On January 7, 1818, the Government issued a Proclamation?!
by which its old units of currency—the Arcot rupee and the
star pagoda—were superseded by new units, a gold rupee and
a silver rupee, each weighing 180 grs. troy and containing
165 grs. of fine metal. Madras was followed by Bombay
six years later by a Proclamation 2 of October 6, 1824, which
declared a gold rupee and a silver rupee of the new Madras
standard to be the only units of currency in that Presidency.
The Government of Bengal had a much bigger problem to
handle. It had three different principal units of silver
currency to be reduced to the standard proposed by the
Court. It commenced its work of reorganization by a system
of elimination and alteration. In 1819 it discontinued 2 the
coinage of the Benares rupec and substituted in its place the
Furrukabad rupee, the weight and fineness of which was
altered to 180234 and 165-215 grs. troy respectively.
Apparently this was a step away from the right direction.
But even here the purpose of uniformity, so far as fineness
was concerned, was discernible, for it made the Furrukabad
rupee like the new Madras and Bombay rupees, eleven-
twelfths fine. Having got rid of the Benares rupee, the next
step was to assimilate the standard of the Furrukabad rupee
to that of Madras and Bombay, and this was done in 1833.4

Thus, without abrogating the bimetallic system, substantial
steps were taken in realizing the ideal unit proposed by the
Court, as may be seen from the table on opposite page.

Taking stock of the position as it was at the end of 1833,
we find that with the exception of the Sicca rupee and
the gold mohur of Bengal, that part of the scheme of the
Directors which pertained to the uniformity of coinage was
an accomplished fact. Nothing more remained to carry it

1 Cf. Fort St. George Public Depart. Consultations, No. 19, dated
January 7, 1818.

¢ Cf. Bombay Financial Consultations, dated October 6, 1824.

3 Bengal Regulation XI of 1819.

¢ Bengal Regulation VII of 1833.
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TABLE III
UNIroRMITY OF COINAGE AT THE END OF A.D. 1833

Tssued by Silver _Colns. Gold Coins.

the Gov- Legal
h ' Ratio.
ernment off Denomination. | Weight.| Fineness. | Denomination. | Weight. [Finencss. .

Sicca Rupeco | 192 | 176 or Mohur |204-710[187-651| 1 tol5
Bengal{

Furrukabad | 180 | 165 or — — | = | =
Rupee 1
Bombay| Silver Rupec| 180 | 165 or | Gold Rupce| 180 | 165 or|1to15
i 1
M¥dras | Silver Rupeo| 180 ]6.']Slor . » 180 165zor 1to15
1 %3

to completion than to discontinue the Sicca rupee and to
demonctize gold. At this point, however, arose a conflict
between the Court of Directors and the three Governments
in India. Considerable reluctance was shown to the demonet-
ization of gold. The Government of Madras, which was the
first to undertake the reform of its currency according to
the plan of the Court, not only insisted upon continuing
the coinage of gold along with that of the rupee,! but
stoutly refused to deviate from the system of double legal
tender at a fixed ratio prevalent in its territories,? notwith-
standing the repeated remonstrances addressed by the
Court.? The Government of Bengal clung to the bimetallic
standard with equal tenacity. Rather than demonetize
the gold mohur it took steps to alter its standard4 by
reducing its pure contents® from 189-4037 to 187-651 troy

1 The Court of Directors were willing to permit the coinage and
circulation of gold unlinked to the rupee, for they had observed in
their Despatch :—

“16. Although we are fully satisfied of the propriety of the silver
rupee being the principal measure of value and the money of account,
yet we are by no means desirous of checking the circulation of gold,
but of establishing a gold coin on a principle fitted for general use.
This coin in our opinion should be called a gold rupee and be made
of the same standard as the silver rupee.”

® Cf. Fort St. George Public Consultations of August 19, 1817,
particularly the letter of the Accountant-Gencral entered thereon.

3 Cf. The Public Despatches to Madras dated March 6, 1810;
July 10, 1811; and June 12, 1816.

¢ Preamble to the Bengal Regulation XIV of 1818.

& It, however, increased its weight from 190-895 to 204-710 troy
grs.
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grs., so as to re-establish a bimetallic system on the basis of
the ratio adopted by Madras in 1818. So great was its
adherence to the bimetallic standard that in 1833 it under-
took to alter ! the weight and fineness of the Sicca rupee to
196 grs. troy and 176 grs. fine, probably to rectify a likely
divergence between the legal and the market ratios of the
mohur to the rupee.?

But in another direction the Governments in India wanted
to go further than the Court desired. The Court thought a
uniform currency (i.e. a currency composed of like but inde-
pendent units) was all that India needed. Indeed, they
had given the Governments to understand that they did not
wish for more in the matter of simplification of currency and
were perfectly willing to allow the Sicca and the mohur to
remain as they were, unassimilated.? A uniform currency
was no doubt a great advance on the order of things such as
was left by the successors of the Moghuls. But that was not
enough, and the needs of the situation demanded a common
currency based on a single unit in place of a uniform currency.
Under the system of uniform currency each Presidency coined
its own money, and the money coined at the Mints of the other
Presidencies was not legal tender in its territories except at
the Mint. This monetary independence would not have been
very harmful if there had existed also financial independence
between the three Presidencies. Asa matter of fact, although
each Presidency had its own fiscal system, yet they depended
upon one another for the finance of their deficits. There
was a regular system of “ supply ”’ between them, and the
surplus in one was being constantly drawn upon to meet
the deficits in others. In the absence of a common currency
this resource operation was considerably hampered. - The
difficulties caused by the absence of a common currency
in the way of the ‘““supply” operation made them-
selves felt in two different ways. Not being able to use
as legal tender the money of other Presidencies,ach was

1 Bengal Regulation VII of 1833.

* It may be that this alteration was also intended to make the
Sicca rupee eleven-twelfths fine.

3 Cf. Despatch to Bengal dated March 11, 1829.
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obliged to lock up, to the disadvantage of commerce, large
working balances in order to be self-sufficient.! The very
system which imposed the necessity of large balances also
rendered relief from other Presidencies less efficacious. For
the supply was of necessity in the form of +he currency of
the Presidency which granted it, and before it could be
utilized it had to be re-coined into the currency of the needy
Presidency. Besides the loss on re-coinage, such a system
obviously involved inconvenience to merchants and embar-
rassment to the Government.?

At the end of 1833, therefore, the position was that the
Court desired to have a uniform currency with a single
standard of silver, while the authorities in India wished for
a common currency with a bimetallic standard. Notwith-
standing these divergent views, the actual state of the
currency might have continued as it was without any
substantial alteration either way. But the year 1833 saw
an important constitutional change in the administrative
relations between the three Presidential Governments in
India. In that year by an Act of Parliament?® there was set
up an Imperial system of administration with a centraliza-
tion of all legislative and executive authority over the whole
of India. This change in the administrative system, perforce,
called forth a change in the prevailing monetary systems.

! The Accountant-General of Bengal, in a letter to the Calcutta
Mint Committee, dated November 21, 1823, wrote :—

“Par. 32. The amount of the balance must also necessarily depend
upon the state of the currency. If the Madras, Bombay, and Furru-
kabad rupees instead of differing in weight and intrinsic value were
coined of one standard weight and value bearing one inscription
and in no way differing, the surplus of one Presidency would at
all times be available for the deficiency of another, without passing
through the Mint, and the balance of India might be reduced in
proportion to the increased availability of currency for the dis-
bursements of the three Presidencies’ (Bombay Financial Con-
sultations, February 25, 1824).

* The evil of the system had already made itself felt in Bombay,
where the Government had been obliged by & Proclamation dated
April 9, 1824, to declare the Furrukabad rupee of 1819 standard
as legal tender within its territories on a par with the Bombay
rupee, in order to facilitate the supply operation from Bengal. Cf.
Bombay Financial Consultations dated April 14, 1824,

* 3 and ¢ Will. IV, c. 85.
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It required local coinages to be replaced by Imperial coinage.
In other words, it favoured the cause of a common cur-
rency as against that of a mere uniform currency. The
authorities in India were not slow to realize the force of
events. The Imperial Government set up by Parliament
was not content to act the part of the Dewans or agents of
the Moghuls as the British had theretofore done, and did
not like that coins should be issued in the name of the
defunct Moghul emperors who had ceased to govern. It was
anxious to throw off the false garb! and issue an Imperial
coinage in its own name, which being common to the whole
of India would convey its common sway. Accordingly, an
early opportunity was taken to give effect to this policy.
By an Act of the Imperial Government (XVII of 1835) a
common currency was introduced for the whole of India, as
the sole legal tender. But the Imperial Government went
beyond and, as if by way of a concession to the Court—for
the Court did most vehemently protest against this common
currency in so far as it superseded the Sicca rupee?—
legislated *that no gold coin shall henceforward be a legal
tender of payment in any of the territories of the East India
Company.’’®

That an Imperial Administration should have been by
force of necessity led to the establishment of a common
currency for the whole of India is quite conceivable. But
it is not clear why it should have abrogated the bimetallio
system after having maintained it for so long. Indeed,
when it is recalled how the authorities had previously set
their faces against the destruction of the bimetallic system,
and how careful they were not to allow their coinage reforms
to disturb it any more violently than they could help,
the provision of the Act demonetizing gold was a grim
surprise. However, for the sudden wolfe-face displayed
therein the Currency Act (XVII of 1835) will ever remain
memorable in the annals of Indian history. Itemarked

1 Cf. the sentiments of Tucker in his Memorials of Indian
Government (ed. by Kaye), 1853, pp. 17-19.

2 Of. their Financial Despatch to India, No. 9, dated July 27,
1836.

8 Section 9 of Act XVII of 1835.
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the culminating-point of a long and arduous process of
monetary reform and placed India on a silver monometallic
basis with a rupee weighing 180 grs. troy and containing
165 grs. fine as the common currency and sole legal tender
throughout the country.

No piece of British Indian legislation has led to a greater
discontent in later years than this Act XVII of 1835. Inso
far as the Act abrogated the bimetallic system it has been
viewed with a surprising degree of equanimity. Not all its
critics, however, are aware ! that what the Act primarily
decreed was a substitution of bimetallism by monometallism.
The commonly entertained view of the Act scems to be that
it replaced a gold standard by a silver standard. But even
if the truth were more generally known, it would not justify
any hostile attitude towards the measure on that score.
For what would have been the consequences to India of the
gold discoveries of California and Australia in the middle
of the nineteenth century if she had preserved her bimetallic
system ? It is well known how this increase in the production
of gold relatively to that of silver led to a divergence in
the mint and the market ratios of the two metals after the
year 1850. The under-valuation of silver, though not very
great, was great enough to confront the bimetallic countries
with a serious situation in which the silver currency, including
the small change, was rapidly passing out of circulation.
The United States 2 was obliged by the law of 1853 to reduce
the standard of its small silver coins sufficiently to keep them
dollar for dollar below their gold value in order to keep them
in circulation. France, Belgium, Switzerland, and Italy,
which had a uniform currency based on the bimetallic model
of the French with reciprocal legal tender * were faced with

1 To mention only one, c¢f. S. V. Doraiswami, Indian Currency,
Madras, 1915, passim.

* Laughlin, J. L., History of Bimetallism, New York, 1886, pp.
79-83.

3 The oultural influence of France had led the other countries
of Latin origin to adopt the French monetary system. The political
independence acquired by Belgium in 1831 was followed by &
change in her monetary system. By the law of 1832, Belgium
from & monetary point of view became a satellite of France. By
that law she adopted in its entirety the monetary system of France,
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similar difficulties. Lest a separatist policy on the part of
each nation,! to protect their silver currency and particularly
the small change, should disrupt the monetary harmony
prevailing among them all, they were compelled to meet in a
convention dated November 20, 1865, which required the
parties, since collectively called the Latin Union, to lower,
in order to maintain them in circulation, the silver pieces
of 2 francs, 1 franc, 50 centimes, and 20 centimes from a

standard of 200 fine to 835 and to mako them subsidiary
1000 1000 ¢

coins.? It is true that the Government of India also came
in for trouble as a result of this disturbance in the rclative

and even went so far as to give to the French gold pieces of 20 and
40 francs and to the French silver 5-franc pieces the power of legal
tender in Belgium. In Switzerland, Art. 36 of the Constitution of
1848 had vested in the Federal Government the authority to coin
money. The law of May 7, 1850, adopted the French monetary
system for Switzerland: Art. 8 declared ‘‘that such foreign
silver coins as were minted in sufficiently close proximity with the
French system might be granted a legal status as regular media
for the payment of debts in Switzerland.” The various Italian
States, prior to unification, had, like the Swiss Cantons, each its
own currency. But with the desire for uniformity of coinage con-
sequent upon unification there arose a problom either of selecting
one of the old systems or of adopting a new one which would be
common to the whole country. Some form of a grateful memorial
to France was uppermost in the minds of the Italians for the help
the French gave in the matter of theirindependence, and the adop-
tion of the French monetary system for Italy was deemed to serve
the purpose. Fortunately Sardinia already possessed the French
system, and the law of August 24, 1862, extended it to the whole
of Italy, with the lire as the unit, and also conferred Tegal-tender
power on the coins of France, Belgium, and Switzerland. Cf. H. P.
Willis, History of the Latin Monetary Union, Chicago, 1910, pp.
15, 27, 36-37.

! Switzerland was the first to reduce the amount of silver in her
small coins in order to keep them in circulation. But these Swiss
coins of reduced fineness crossed the national frontier and, as they
were legal tender in other countries of Latin origin, began to dis-
Place their dearer coins of similar denominations which contained
more silver but which passed current at the same nominal value.
This brought forth a decree in France (April 14, 1864) which revoked
the legal-tender power of these debased Swiss coins in French terri-
tory. This, of course, compelled resort to a conecerted action on
the part of all the Latin countries concerned.

* For more particulars of the Latin Union, cf. Laughlin, op. cit.,
pp. 146-9,
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value of gold and silver, but that trouble was due to its own
silly act.! The currency law of 1835 had not closed the
Mints to the free coinage of gold, probably because the
seignorage on the coinage of gold was a source of revenue
which the Government did not like to forgu. But as gold
was not legal tender, no gold was brought to the Mint for
coinage, and the Government revenue from seignorage fell
off. To avoid this loss of revenue the Government began to
take steps to encourage the coinage of gold. In the first
place it reduced the seignorage 2 in 1837 from 2 per cent. to
1 per cent. But even this measure was not sufficient to
induce people to bring gold to the Mint, and consequently
the revenue from seignorage failed to increase. As a further
step in the same direction the Government issued a Proclama-
tion on January 13, 1841, authorizing the officers in charge
of public treasuries to receive the gold coins at the rate of
1 gold mohur equal to 15 silver rupees. For some time no
gold was received, as at the rate prescribed by the Proclama-
tion gold was undervalued.® But the Australian and
Californian gold discoveries altered the situation entirely.
The gold mohur, which was undervalued at Rs. 15, became
overvalued, and the Government, which was at one time
eager to receive gold, was alarmed at its influx. By adopting
the course it did of declaring gold no longer legal tender,
and yet undertaking to receive it in liquidation of Govern-
ment demands, it laid itself under the disadvantage of being
open to be embarrassed with a coin which was of no use
and must ordinarily have been paid for above its value.
Realizing its position, it left aside all considerations of
augmenting revenue by increased coinage, and promptly
issued on December 25, 1852, another Proclamation with-
drawing that of 1841. Whether it would not have been
better to have escaped the embarrassment by making gold
general legal tender than depriving it of its partial legal-
tender power is another matter. But, in so far as India
was saved the trials and tribulations undergone by the
bimetallic countries to preserve the silver part of their

1 Cf. H. of C. Return, East Indian (Coinage) 254 of 1860.
8 Ibdd., p. 8. 8 Ibid., p. 10.
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currency, the abrogation of bimetallism was by no means a
small advantage. For the measure had the virtue of fore-
arming the country against changes which, though not seen
at the time, soon made themselves felt.

The abrogation of bimetallism in India accomplished by
the Act of 1835, cannot therefore be made a ground for cen-
sure. But it is open to argument that a condemnation of bi-
metallism is not per se a justification of silver monometallism.
If it was to be monometallism it might well have been gold
monometallism. In fact, the preference for silver mono-
metallism is not a little odd when it is recalled that
Lord Liverpool, the advocate of monometallism,® whose
doctrines the Court had sought to apply to India, had
prescribed gold monometallism for similar currency evils
then prevalent in England. That the Court should have
deviated from their guide in this particular has naturally
excited a great deal of hostile comment as to the propriety
of this grave departure.? At the outset any appeal to ulterior
motives must be baseless, for Lord Liverpool was not a
“gold bug,” nor was the Court composed of *silver men.”
As a matter of fact, neither of them at all considered the
question from the standpoint as to which was a better
standard of value, gold or silver. Indeed, in so far as that
was ab all a consideration worth attending to, the choice
of the Court, according to the opinion of the time, was
undoubtedly a better one than that of Lord Liverpool. Not
only were all the theorists, such as Locke, Harris, and Petty,
in favour of silver as the standard of value, but the
practice of the whole world was also in favour of silver.
No doubt England had placed herself on a gold basis in
1816. But that Act, far from closing the English Mint to
the free coinage of silver, left it to be opened by a Royal
Proclamation.? The Proclamation, it is true, was never
issued, but it is not to be supposed that therefore Englishmen

* The author of 4 T'reatise on the Coins of the Realm was ofnticipated
by Sir John Shore, the Governor of Bengal, in his Minute, op. cit.,
par. 55.

* Cf. H. M. Dunning, Indian Currency, 1898, passim ; also S. V.
Doraiswami, op. cit., passim.

* Cf. Dana Horton, The Silver Pound, 1887, p. 16l.
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of the time had regarded the question of the standard as a
settled issue. The crisis of 1825 showed that the gold
standard furnished too narrow a basis for the English
currency system to work smoothly, and, in the expert opinion
of the time,! the gold standard, far from bei.g the cause of
England’s commercial supcriority, was rather a hindrance
to her prosperity, as it cut her off from the rest of the world,
which was mostly on a silver basis. Even the British
statesmen of the time had no decided preference for the
gold standard. In 1826 Huskisson actually proposed that
Government should issue silver certificates of full legal
tender.2 Even as late as 1844 the question of the standard
was far from being settled, for we find Peel in his Memoran-
dum ? to the Cabinet discussing the possibility of abandoning
the gold standard in favour of the silver or a bimetallic
standard without any compunction or predilection onc way
or the other. The difficulties of fiscal isolation were evidently
not so insuperable as to compel a change of the standard,
but they were great enough to force Peel to introduce his’
famous proviso embodying the Huskisson plan in part in
the Bank Charter Act of 1844, permitting the issue of notes
against silver to the cxtent of one-fourth of the total issues.*
Indeed, so great was the universal faith in the stability
of silver that Holland changed in 1847 from what was
practically a gold monometallism5 to silver monometallism
because her statesmen believed that

‘it had proved disastrous to the commercial and industrial
intercsts of Holland to have a monetary system identical
with that of England, whose financial revulsions, after its

! Cf. the evidence of A. Baring (afterwards Lord Ashburton)
before the Committee for Coin (1828), H. of C. Return 31 of 1830.

2 See his Memorandum to the Cabinet printed by Gibbs, 4
Colloguy on Currency (1894), Appendix, p. xlvii.

3 For which, see Andréadés, History of the Bank of England,
Supplemgnt 1.

¢ For the original purpose of this defunct proviso, see Peel’s
Speech on the Bank Charter Act, dated May 20, 1844, Hansard,
Vol. LXXIV, pp. 1334-35.

8 In theory Holland had adopted bimetallism in 1816. But
the legal ratio of 15-873 to 1 had undervalued silver so much that
it had made gold the chief circulating medium of Holland.
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adoption of the gold standard, had been more frequent and
more severe than in any other country, and whose injurious
effects were felt in Holland scarcely less than in England.
They maintained that the adoption of the silver standard
would prevent England from disturbing the internal trade
of Holland by draining off its money during such revulsions,
and would secure immunity from evils which did not
originate in and for which Holland was not responsible.” ?

But stability was not the ground on which either the Court
or Lord Liverpool made their choice of a standard metal o
rest. If that had been the case, both probably would have
selected silver. As it was, the difference in the choice of the
two parties was only superficial. Indecd, the Court differed
from Lord Liverpool, not because of any ulterior motives, but
because they were both agreed on a fundamental proposition
that not stability but popular preference should be the decid-
ing factor in the choice of a standard metal. Their differences
proceeded logically from the agreement. For on analysing
the composition of the currency it was found that in England
it was largely composed of gold and in India it was largely
composed of silver. Granting their common premise, it is
easy to account why gold was selected for England by Lord
Liverpool and silver for India by the Court. Whether the
actual composition of the currency is an evidence of popular
preference cannot, of course, be so dogmatically asserted
as was done by the Court and Lord Liverpool. So far as
England is concerned the interpretation of Lord Liverpool
has been questioned by the great economist David Ricardo.
In his High Price of Bullion, Ricardo wrote :—

“ For many reasons given by Lord Liverpool, it appears
proved beyond dispute that gold coin has been for near a
century the principal measure of value ; but this is, I think,
to be attributed to ‘he inaccurate determination of the mint
proportions. Gold has been valued too high ; no silver can
therefore remain in circulation which is of its standard
weight. If a new regulation were to take place, and silver
be valued too high . . . gold would then disappear, and
gilver become the standard money.” 2

t Report of the U.S. Silver Commission of 1876, p. 68.
* Works, p. 271.
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And it is possible that mint proportions rather than popular
preference! could have equally well accounted for the
preponderance of silver in India.?

Whether any other criterion besides popular preference
could have led the Court to adopt gold r.onometallism
is a moot question. Suffice it to say that the adop-
tion of silver monometallism, though well supported at
the time when the Act was passed, soon after proved to
be a measure quite inadequate to the needs of the
coyntry. It is noteworthy that just about this time great
changes were taking place in the economy of the Indian
people. Such a one was a change from kind economy to
cash economy. Among the chief causes contributory to
this transformation the first place must be given to the
British system of revenue and finance. Its effects in shifting
Indian society on to a cash nexus have not been sufficiently
realized,® although they have been very real. Under the
native rulers most payments were in kind. The standing
military force kept and regularly paid by the Government
was small. The bulk of the troops consisted of a kind of
militia furnished by Jageerdars and other landlords, and the
troops or retainers of these feudatories were in great measure
maintained on the grain, forage, and other supplies furnished
by the districts in which they were located. The hereditary
revenue and police officers were generally paid by grants of
land on tenure of service. Wages of farm servants and
labourers were in their turn distributed in grain. Most of
its officers being paid in kind, the State collected very little

1 Mr. Dodwell, in his otherwise excellent article, op. cit., seems
to convey that silver was substituted for gold in Southern India
a8 a result of the natural preference of the people for the former
metal. So eager is he in meeting the contentions of writers like
Mr. Doraiswami that he fails to see how his own facts controvert
his own thesis.

* The total coinage of India from 1800 to 1835 was, according
to Mr. F. @ Harrison’s estimate in the Calcuita Review, July, 1892 :—

Gold . . . 3,845,000 ounces
Silver . . . 3,781,250,000 ,,

N.B.—In the case of sxlver, Tupees are converted into ounces for

comparlson

* Cf. the article “‘ The Silver Question as regards India,” in the
Bombay Quarterly Review, April, 1857.
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of its taxes in cash. The innovations made by the British
in this rude revenue and fiscal system were of the most
sweeping character. As territory after territory passed
under the sway of the British, the first step taken was to
substitute in place of the rural militia of the feudatories a
regularly constituted and a well-disciplined standing army
located at different military stations, paid in cash ; in civil
employ, as in military, the former revenue and police officers
with their followers, who paid themselves by perquisites
and other indirect gains received in kind, were replaced by
a host of revenue collectors and magistrates with their
extensive staff, all paid in current coin. The payments to the
army, police, and other officials were not the only payments
which the British Government had placed on a money basis.
Besides these charges, there were others which were quite
unknown to the native Governments, such as the ‘“ Home
Charges >’ and “ Interest on Public Debt,” all on a cash basis.
The State, having undertaken to pay in cash, was compelled
to realize all its taxes in cash, and as each citizen was bound
to pay in cash he in his turn stipulated to receive nothing
but cash, so that the entire structure of the society underwent
a complete transformation.

Another important change that took place in the economy
of the Indian people about this time was the enormous
increase of trade. For a considerable period the British
tariff policy and the navigation laws had put a virtual check
on the expansion of Indian trade. England compelled
India to receive her cotton and other manufactures at nearly
nominal (2} per cent.) duties, while at the same time she
prohibited the entry of such Indian goods as competed with
hers within her territories by prohibitory duties ranging
from 50 to 500 per cent. Not only was no reciprocity
shown by England to India, but she made a discrimination
in favour of her colonies in the case of such goods as competed
with theirs. A great agitation was carried on ag&inst this
unfair treatment,! and finally Sir Robert Peel admitted

1 Cf. Debates at the East India House on Duties affecting Indian
Commerce, vide the Asiatic Journal and Monthiy Register for British
and Foreign India, China and Australia (London, New Series, Vol.
XXXVII, January, and Vol. XXXVIII, May, 1842).
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Indian produce to the low duties levied by the reformed
tariff of 1842. The repeal of the navigation laws gave
further impetus to the expansion of Indian commerce.
Along with this the demand for Indian produce had also
been growing. The Crimean War of 1854 cut off the Russian
supplies, the place of which was taken by Indian produce,
and the failure of the silk crop in 1853 throughout Europe
led to the demand for Asiatic, including Indian, silks.

The effect of these two changes on the currency situation
is ebvious. Both called forth an increased demand for cash.
But cash was the onc thing most difficult to obtain. India
does not produce precious metals in any considerable
quantity. She has had to depend upon her trade for
obtaining them. Since the advent of the European Powers,
however, the country was not able to draw enough of the
precious metals. Owing to the prohibitions on the export
of precious metals then prevalent in Europe,! one avenue
for obtaining them was closed. But there was little chance
of obtaining precious metals from Europe, even in the
absence of such prohibition ; indeed, precious metals did
not flow to India when such prohibitions were withdrawn.?
The reason of the check to the inflow of precious metals was
well pointed out by Mr. Petrie in his Minute of November,
1799, to the Madras Committee of Reform:3 until their
territorial acquisitions the Europeans

‘ purchased the manufactures of India with the metals of
Europe : but they were henceforward to make these pur-
chases with gold and silver of India, the revenues supplied
the place of foreign bullion and paid the native the price of
his industry with his own money. At first this revolution
in the principles of commerce was but little felt, but when

! For the history of those imposed by England, cf. Ruding, Annals
of Coinage, 3rd ed., Vol. I, pp. 3534, 372, 376, 386-7; Thomas
Violet, A¢r Appeal to Casar, London, 1660, p. 26.

* The following figures of the export of precious metals to India
from England are interesting :—

1652-1703 . . £1,131,653 (from Mr. Petrie’s Minute).
1747-1795 . . £1,619,65¢ ,, » s ’»

® For the Proceedings of the Committee, see India Office Records,
* Home Miscellaneous ** Series, Vol. 456.

D



32 THE PROBLEM OF THE RUPEE

opulent and extensive dominions were acquired by the
English, when the success of war and commercial rivalship
had given them so decided a superiority over the other
European nations as to engross the whole of the commerce
of the East, when a revenue amounting to millions per annum
was to be remitted to Europe in the manufactures of the
East, then were the effects of this revolution severely felt in
every part of India. Deprived of so copious a stream, the
river rapidly retired from its banks and ceased to fertilize

the adjacent fields with its overflowing water.”
.

The only way open when the prohibitions were with-
drawn to obtain precious metals was to send more goods
than this amount of tribute, so that the balance might bring
them in. This became possible when Peel admitted Indian
goods to low tariff, and the country was for the first time
able to draw in a sufficient quantity of precious metals
to sustain her growing needs. But this ease in the
supply of precious metals to serve as currency was
short-lived. The difficulties after 1850, however, were
not due to any hindrance in the way of India’s obtain-
ing the precious metals. Far from being hindered, the
export and import of precious metals was entirely free,
and India’s ability to procure them was equally great.
Neither were the difficulties due to any want of precious
metals, for, as a matter of fact, the increase in the precious
metals after 1850 was far from being small. The difficulty
was of India’s own making, and was due to her not having
based her currency on that precious metal, which it was easy
to obtain. The Act of 1835 had placed India on an exclusive
silver basis. But, unfortunately, it so happened that after
1850, though the total production of the precious metals
had increased, that of silver had not kept pace with the
needs of the world, a greater part of which was then on a
silver basis, so that as a result of her currency law India
found herself in an embarrassing position of an expanding
trade with a contracting currency, as is shown on the
opposite page.

On the face of it, it seems that there need have been no
monetary stringency. The import of silver was large, and
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80 was the coinage of it. Why then should there have been
any stringency at all ? The answer to this question is not
far toseek. If the amount of silver coined had been retained
in circulation it is possible that the stringency could not
have arisen. India has long been notoriously the sink of
the precious metals. But in interpreting this phenomenon
it is necessary to bear in mind the caution given by Mr.
Cassels that
“its silver coinage has not only had to satisfy the require-
ments of commerce as the medium of exchange, but it kas
to supply a sufficiency of material to the silversmith and the
jeweller. The Mint has been pitted against the smelting-
pot, and the coin produced by so much patience and skill by
the one has been rapidly reduced into bangles by the other.” *

Now it will be seen from the figures given that all the
import of silver was coined and used up for currency pur-
poses. Very little or nothing was left over for the industrial
and social consumption of the people. That being the case,
it is obvious that a large part of the coined silver must have
been abstracted from monetary to non-monetary purposes.
The hidden source of this monetary stringency thus becomes
evident. To men of the time it was as clear as daylight
that it was the rate of absorption of currency from
monetary to non-monetary purposes that was responsible
as to why
“ notwithstanding such large importations [to quote from
the same authority], the demand for money has so far
exceeded . . . that serious embarrassment has ensued, and
business has almost come to a stand from the scarcity of
circulating medium. As fast as rupees have been coined
they have been taken into the interior and have there dis-
appeared from circulation, either in the Indian substitute
for stocking-foot or in the smelting-pot for conversion into
bangles.”” 2

The one way open was to have caused such additional
imports of silver as would have sufficed both for the monetary

1 Minute on Gold Currency for India, dated December 8, 1863,
in the Report of the Bombay Chamber of Commerce, 1863-64. App. I,
p. 189.

2 Minute on Gold Currency for India, dated December 1, 1863.
Report, op. cit., p. 184.
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as well as the non-monetary needs of the country. But
the imports of silver were probably already at their highest.
For, as was argued by Mr. Cassels,

““ the annual production of silver of the whole world does
not exceed ten million sterling. During the :ast few years,
therefore, India alone has annually taken, and to a great
extent absorbed, more of the metal than has been produced
by the whole world. It is clear that this cannot long con-
tinue without producing serious embarrassment. Either
the European markets will be unable or unwilling to supply
us, or the value of silver will rise to an extravagant extent.
Under such circumstances it is not difficult to foresee that
the present crisis must continually recur, and the commerce
in this country must be periodically, if not permanently,
crippled by the scarcity of the circulating medium.” 1

Had there been any credit media the contraction of
currency might not have been felt as severely as it was.
But there was no credit money worth the name. The
Government issued interest-bearing Treasury notes, which
formed a part of the circulating medium of the country.
But, apart from being insignificant in amount,? these Treasury
notes had

‘ proved a failure, owing, firstly, to the condition that they
would not be received in payment of revenue for twelve
months ; secondly, they would be paid off or received only
where issued, so that as the issues were confined to Calcutta,
Madras and Bombay, their use and employment for purposes
of circulation were limited to those cities . . . and lastly,
because their amounts were too large and their period of
running at interest too short.” ?

! Report, op. cit. p. 189.

? Amount of Indian Treasury notes outstanding:—
On April 30, 1850 . £804,988

»oowoow 1881 80%,038) prtracted from Table No. 2 of
*? »oo» : ’ the Return relating to East
» » s 1853 . 850,432 India R to.. Parli

' . 1884 . 850627| India Revenues, etc., Parlia-
? nrow ’ mentary Paper 201, VIII, 1858.

»» » s 1856 . 889,875
7 » s 1856 . 967,711
3 How to Meet the Financial Difficulties of India, by A. C. B.,

London, 1859, p. 13. This is in many ways a most remarkable
pamphlet which suggested many of the later roforms in Indian

currency and banking,
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Nor was banking so widely developed as to satisfy the
currency needs of commerce. The chief hindrance to its
growth was the attitude of the Court. Being itself a com-
mercial body largely dealing in exchange, the Court was
averse to the development of banking institutions lest they
should prove rivals. As this traditional policy of hostility
continued even after the Court had ceased to be a body of
merchant princes, banks did not grow with the growth of
trade. Indeed, as late as 1856 banks in India numbered few
and their issues were small, as shown in the table en
opposite page.

The insufficiency of silver and the want of credit currency
caused such an embarrassment to trade that there grew up a
change in the attitude towards the Currency Act of 1835, and
people, for once, began to ask whether, although it was well
to have changed from bimetallism to monometallism, it would
not have been better to have preferred gold monometallism
to silver monometallism. As more and more of gold was
imported and coined the stronger grew the demand for
giving it a legal status in the existing system of Indian
currency.! All were agreed on the principle of a gold
currency : whatever difference there was, was confined to
the method of its adoption. The introduction of gold on a
bimetallic basis was out of the question, for the Government
refused to make what it deemed to be the ‘“hopeless attempt ”’
to fix the value of gold and silver and compel their acceptance
at that value.2 The projects which the Government was will-
ing to consider ® were: (1) to introduce the ¢ sovereign >’ or
some other gold coin and to let it circulate at its market
price from day to day as measured in silver; (2) to issue
a new gold coin, bearing the exact value of a given number of

! The matter was first broached by the native shroffs and mer-
chants of Calcutta in April, 18569, in a letter to the President of the
Bengal Chamber of Commerce. Both agreed to urge ypon the
Government the necessity of a gold currency in India. Cf. Papers
relating to the Introduction of a Gold Currency in India, Calcutta,
1866, pp. 1-3.

3 Ibud., p. 6.

? Cf. Minute by the Rt. Hon. James Wilson, dated December
25, 1869, ibid., p. 23.
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rupees, and make it a legal tender for a limited period, when
it might be readjusted and again valued, and made a legal
tender for a similar period at the new rate ; (3) to introduce
the English sovereign as a legal tender for Rs. 10, but
limited in legal tender to the amount of Rs. 20 or two
sovereigns ; or (4) to substitute a gold standard for the
silver standard.

Of these projects the first three were evidently unsafe as
currency expedients. Fixity of value between the various
components of the currency is an essential requisite insa
well-regulated monetary system. Each coin must define a
fixed value, in terms of the others realizable by the most
untutored intellect. When it ceases to do so it becomes a
mere commodity, the value of which fluctuates with the
fluctuations of the market. This criterion ruled out the
first two projects. To have introduced a coin as money,
the value of which could not be vouched for—as would have
been the case under the first project—from one day to
another, apart from the trouble of computing and ascertain-
ing the fluctuations, would have been a source of such
embarrassment that the Government, it must be said, acted
wisely in not adopting it. There wasno saving grace in the
second project to recommend its adoption in preference to
the first. If it had been adopted the result would have been
that during the period that a rate was fixed, gold would
have been forced into circulation supposing that its market
value was lower, and at the end of the year, if it was known
that the rate would be revised and the value of the coin be
reduced in conformity with the fall of gold, a general struggle
to get rid of the overrated gold coin and shift the inevitable
loss to the shoulders of others would have certainly ensued.
The third was a somewhat strange proposal. It is possible
with a low-priced metal to strike coins of less than full
value for the purposes of small payments and limit their
tender. But this is not possible with a high-priced“metal,
the raison d’étre of which is to facilitate large transac-
tions. The objections to the plan could hardly be concealed.
So long as gold was undervalued it would not circulate at
all. But once it became overvalued owing to changes in
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the market ratio the rupee would go out of circulation,
and shopkeepers and traders would remain possessed of a
coin which would be of no use in liquidating large trans-
actions.

The only project free from these faults was .he adoption
of a gold standard, with silver as a subsidiary currency.
The strongest argument the Government could oppose to
this demand was that ““in a country where all obligations
have been contracted to be paid in silver, to make a law
byswhich they could forcibly be paid in anything else would
simply be to defraud the creditor for the advantage of the
debtor, and to break public faith.””! However sound the
argument might have been, it was hopelessly inadequate to
meet the growing demand to place the Indian currency on
an expanding basis. Indeed, it cannot be said that the
Government was really serious in its opposition to a gold
currency. For the strength of its position it relied not so
much on the soundness of its arguments against gold, but
on its discovery that a better solution than a gold currency
existed at hand. If what was wanted was a supplement to
the existing currency, then the remedy proposed by the
Government was unassailable. Gold would have been
uneconomical and inconvenient. Silver backed by paper
would make the currency economical, convenient, and
expansive. Indeed, the advantages were so much in favour
of the official alternative that this first attempt against the
silver standard resulted not in the establishment of a gold
standard, but in the introduction of a Government paper
currency to supplement the existing silver standard.

None the less, the desire for a gold standard on the part
of the people was too great to be altogether ignored, though
the demand for it was supposed to have been met by the
alternative measure. The paper currency, as originally
conceived by Mr. Wilson, was a complete counterblast to
the gold agitation. But his successor, Mr. Laing, differed
from him in what he regarded as the ‘‘ barbarous * exclusion
of gold from Indian currency. He therefore introduced two
important provisos in the original Bill, when the task of

! Ibid., p. 26.
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carrying it through fell upon him, owing to the untimely
death of Mr. Wilson. One was to raise the lowest denomin-
ation of notes from Rs. 5 to Rs. 20. The other was

““ to authorize the Governor-General in Council from time
to time to direct by order to be published in the Gazettes of
Calcutta, Madras and Bombay, that notes to an extent not
exceeding one-fourth of the total amount of issues repre-

sented by coin and bullion . . . be issued in exchange for
gold coin . . . or bullion computed at rates to be fixed
by such order. . . ” .

The Act which afterwards embodied the Bill adopted the
second proviso % toto, and the first after being modified so
as to fix Rs. 10 as the lowest denomination of notes to be
issued. Although its general tenor is clear the immediate
aim of the second proviso does not become quite clear from
a perusal of the official papers. The Select Committee on
the Paper Currency Bill seems to have held that the proviso
was innocuous if not good. It thought

“that on special occasions and in particular transactions
it might be a great advantage to the mercantile community
to know that gold could be made available as money at a
fixed rate. If, on the other hand, at the rate fixed gold did
not enter into circulation it would prove that silver, with a
secure and convertible paper currency, gave perfect con-
fidence and answered all the wants of the trade and of the
community, and the enactment would remain a dead letter
and be perfectly harmless.”

But there is no doubt that Mr. Laing looked upon it as
an easy means of making a transition to the gold standard.
In his Minute on Currency and Banking, dated May 7, 1862,
he wrote :

““ The object of this proviso was simply to leave the door
open for cautious and tentative experiments with regard
to the future use of gold. The importation of gold already
exists and is increasing, and the metal is much appreciated
by the native population as generally to command a
premium. . . . Thus, after a time, if the use of gold
becomes more general, and its value more fixed, some
further step might be taken.”
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And such seems to have been the impression of the
Secretary of State at the time, for he understood the force
of the recommendation in favour of issuing notes against
gold was that it would “ effectually contribute to the intro-
duction of a gold currency in India.”!

But whether conceived as a relief to the mercantile
community or as an avenue for introducing a gold currency
the proviso was not put into effect. The Secretary of State
objected 2 to any action being taken with regard thereto.
Inethe meantime the paper currency did not prove the
panacea it was avowed to be. The extent it reached and the
economy it effected were comparatively insignificant.

TABLE VI
ExtENT AND Economy OoF PAPER CURRENCY

Value of
. . . . Go t )

Presidencies. Bullion. Coin. Sg::fﬁz?:? C}jgli:ﬁlgn.
Calcutta on Oct.

31, 1863 . —_— 1,84,55,922 |1,10,44,078 | 2,95,00,000
Madras on Oct.

31, 1863 . — 73,00,000 — 73,00,000
Bombay on Jan.

4, 1864 . . |1,17,00,000 {1,19,00,000 — 2,36,00,000

Total . . |1,17,00,000 |3,76,55,922 (1,10,44,078 | 6,04,00,000

As was pointed out by Mr. Cassels 3 the currency notes,
after three years, had been taken only to the extent of about
6 per cent. of the whole metallic currency, which was then
estimated by Mr. Wilson to be £100,000,000 in sterling, and
that they had actually fulfilled their primary object of
relea.sing. the reproductive capital of the country only to

1 Par. 59 of the Secretary of State’s Despatch, No. 158, dated
September 16, 1862.

3 See par. 64 of his Despatch, supra.

3 Cf. his letter to the Government of Bombay dated January 1,

1864. Vide Papers, etc., on the Introduction of Gold in India, pp.
51-69.
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the extent of a million sterling or 1 per cent. of the whole.
On the other hand, the demand for currency grew apace.
Owing to the demand for Indian cotton in the Liverpool
market to take the place of American cotton, the export of
which was stopped during the Civil War, the growing foreign
trade assumed enormous proportions. And as the paper
currency gave no relief the entire stress fell upon silver.
The production of silver, however, was not increasing much
faster than it did previously, and its absorption by India
had not slackened. The inadequacy of a currency mediam
therefore continued to be felt as acutely as before, notwith-
standing the introduction of a paper currency. This in-
adequacy was made good by increased imports of gold.
Not only was gold imported in large quantities, but was
employed for monetary purposes, although it was not legal
tender. The fact was brought to the notice of the Govern-
ment of India by the Bombay Chamber of Commerce ! in a
memorial praying for the introduction of a gold currency in
India, in which it was pointed out

“ that there is an increasing tendency to the creation of a
gold ingot currency, by the natives of this country, as a rude
remedy for the defects of the existing silver one,”

and

“ that gold bars, stamped with the mark of Bombay banks,
are for this purpose circulated in several parts of the
country.”

This led to an agitation for requiring the Government to
give effect to the proviso in the Paper Currency Act,*and the
movement assumed such dimensions that it forced the hands
of the Government. On this occasion the plan for effecting
the change was boldly conceived. Sir Charles Trevelyan

1 Report of the Bombay Chamber of Commerce, 1863—64,’ App. 1,
. 2086. ¢

P * This time the Government was memorialized by all the Chambers
of Commerce—Bengal, Bombay, and Madras. Action was also urged
by the Bombay Association and the Manchester Chamber of Com-
merce. But the movement derived its greatest strength from the
support of the Government of Bombay, particularly by Sir William
Mansfield’s famous Minute on Gold Currency for India.
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saw through the weak point of the proviso on which the
Government was called upon to act. He argued that the
currency notes were payable only in the current coin of
the country, which in India was the silver rupee, and to hold
a portion of the reserve in gold which could not be tendered
in payment of the notes was seriously to endanger their
convertibility in times of political distrust or commercial
panic.! He therefore ventured beyond the scope of the
agitation, and pronounced that instead of allowing gold a
back-door entry into the currency system it ought to“be
made the standard of value in India. He did not agree with
Mr. Wilson that the substitution of gold for the silver
standard would be ‘““to break faith with the creditor.”
Nor was he much deterred by the fact that before the silver
currency could be reduced to a subsidiary position the
introduction of gold in India would give rise to a double
standard for the time being ; for he argued that *‘ all nations
must pass through a transition stage of a double standard
before they arrive at a single standard.” Accordingly he
proposed that (1) sovereigns and half-sovereigns of British
or Australian standard should be legal tender in India, at
the rate of one sovereign for Rs. 10 ; and that (2) Govern-
ment currency notes should be exchangeable either for
rupees or sovereigns at the rate of one sovereign for Rs. 10,
but that they should not be exchangeable for bullion.

His proposals were accepted by the Government of India
and were communicated to the Secretary of State 2 for his
sanction. But the Secretary of State, impatient and
intolerant of any deviation from a monometallic system,
whittled down the whole project with scant courtesy. His

1 Cf. his Minute dated June 20, 1864. Vide Papers, etc., on
Gold in India, p. 147 et seg. He was even opposed to holding silver
bullion in the paper currency reserve, for this involved on the
Currency Department the obligation to get the silver coinéd, which
was a matter of time having regard to the limited capacity of the
Indian Mints at the time, while the notes issued were payable in
coin on demand. There was a run on the Paper Currency Depart-
ment, which found itself short of coin.

2 Cf. Government of India’s Despatch, No. 89, dated Simla,
July 14, 1864.
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reply 'is a grotesque piece of reasoning and terribly shallow.
He was unwilling to allow the measure, because he felt
satisfied that the rate of Rs. 10 to a sovereign underrated
the sovereign too much to permit its circulation. Here he
was on solid ground. The cost of producing a sovereign at
a Mint in India was estimated 2 at the time to be Rs. 10-4-8 ;
while the cost of importing it to Calcutta from England was
estimated at Rs. 10-4-10, and from Australia at Rs. 10-2-9,
Whichever was the proper rate, it was certain that sovereigns
could not circulate at the rato of Rs. 10 to 1. It was a pity
that Sir Charles Trevelyan did not propose a higher ratio 3
so as to make the circulation of the sovereign an assured
event. But the Secretary of State would have been averse
to the measure just the same even if the ratio had been
favourable to the sovercign. To the Secretary of State, the
measure, based as it was on an unfavourable ratio, was
useless. But if based on a favourable ratio it was none the
less pernicious, for it portended the possibility of what he con-
sidered as the most vicious system of double standard, how-
ever temporary it might have been. The mere contingency
of giving rise to a bimetallic system was enough to frighten
the Secretary of State into opposition to the whole measure,
for he refused to admit that ‘“it may be for the public
advantage to pass through a period of double standard in
order to change the basis of the currency from silver to
gold.”

The only concession that the Secretary of State was willing
to make was to permit ‘ that gold coin should be received

! Financial Despatch from the Secretary of State, No. 224, dated
September 26, 1864.

* Cf. Letter from the Hon. Claud Brown to the Hon. Sir C. E.
Trevelyan, dated Calcutta, May 28, 1864. Vide Papers, etc., on
Gold, p. 285.

3 The reason why he preferred the ratio of 10 to 1 was that that
was the prevalent market ratio in India. His argument was that
‘“ the sovereign must be rated for circulation in India, not with
reference to its English, but to its Indian price estimated in silver.”
Probably he was unwilling to overrate the sovereign because of
his fear that ‘‘ the existing Indian currency would be rapidly revo-
lutionized and creditors would receive much less than their due.”
Cf. his Minute dated November 23, 1864. Vide Papers, etc., on
Gold in India.
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into public treasuries at a rate to be fixed by Government
and publicly announced by Proclamation ”’ without making
it a general legal tender in India. It will be recalled that
this was a revival of that foolish measure which was aban-
doned in 1852 for having embarrassed the Government. To
offer to receive coin which you cannot pay back is to court
trouble, and it was to obviate the too-well-known danger
inhecrent in the project that this more complete measure
was proposed. But the currency stringency was so great
that the Government of India, rather than obstinately cling
to their view, consented to avail themselves of the suggestion
of the Secretary of State, and issued a Government Notifica-
tion in November, 1864, which proclaimed that

‘“ sovereigns and half-sovereigns coined at any authorized
Royal Mint in England or Australia of current weight, shall
until further notice be received in all the Treasuries of
British India and its dependencies in payment of sums due
to Government, as the equivalent of 10 and 5 Rs. respec-
tively ; and that such sovereigns and half-sovereigns shall,
whenever available at any Government Treasury, be paid
at the same rates to any person willing to receive them in
payment of claims against the Government.”

The real par, however, was somewhat above Rs. 10 to the
sovereign,! and the notification was therefore inoperative.
The currency situation, on the other hand, continued to be
as acute as ever, and the Government of India was again
moved in 1866 by the Bengal Chamber of Commerce to take
steps to make the circulation of gold effective. This time
the Chamber insisted on the institution of a Commission of
Inquiry “ as to the expediency of introducing gold into the
monetary system of India.” But the Government of India
held 2 that “instead of a gold a paper currency has been
introduced, in the expectation that it would prove a more
convenient and acceptable circulating medium thén either

1 Cf. Appendix A to the Minute by Sir William Mansfield on Gold
Currency for India, H. of C. Return 79 of 1865.

* Resolution in the Financial Department dated February 3,
1866, in the Fort William GQazette of the same date, under Notification
No. 592.
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of the precious metals,” and consequently it must be
shown that paper has not proved and is not likely to prove a
circulating medium adequate to the wants and suitable to
the habits of the country before an endeavour is made to
introduce gold in supersession of, or in additivn to, paper.”
A commission was therefore appointed to inquire into the
“ operation of the existing currency arrangements which
were established under Act XIX of 1861,” and to report as
to ‘““ what may be the advantage, as based on expediency,
of ¢he introduction of the legal tender of gold into India, in
addition to that of silver.¥ After an exhaustive investigation
the Commission came to the conclusion! that owing to
several causes the paper currency had failed to establish
itself among the circulating media of the country, but that
gold was finding a larger place in the transactions of the
people. The Commission ended by urging upon the Govern-
ment ‘‘to cause a legal tender of gold to be a part of the
currency arrangements of India.” Now it was the turn of
the Government to give effect to the recommendation. But,
curiously enough, it did not go to the extent of adopting
the recommendation of the Commission which it had itself
appointed. Instead of making gold legal tender, as advised
by the Commission, the only action the Government took
was to issue another Notification on October 28, 1868, which
simply altered the rate of the sovereign to Rs. 10-8 without
doing anything further to avoid the evil consequence
attendant upon that one-sided measure. Fortunately for
the Government, even this correction of the rate did not
induce any flow of gold into the circulation of the country.
The currency troubles had by then subsided, and as no new
pressure was exerted upon the Government this proved the
last of two abortive attempts the Government made to
introduce gold into India.

For the time being the problem was solved by the natural
course of events. But, as subsequent events showed, the
change to a gold standard would have been better for India 2

1 For the Report of the Commission, see H. of C. Return 148 of 1868.
* It is true Prof. J. E. Cairnes was against the introduction of
a gold standard in India; but later he withdrew his objections.
Cf. his Hssays in Political Economy (London, 1873, pp. 88-90).
E
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and would have been welcomed ! in the interest of Europe,
which was then suffering from high prices due to the super-
fluity of gold. At this particular juncture the Government
of India was really at the crossing of ways, and could have
averted the misfortunes that were to befall it and its people if
it had sided with the forces of change and replaced the silver
standard by a gold standard, as it could most easily have
done. That those in charge of Indian affairs should have
thrown the weight of their authority against the change was
no dishonest act deserving of reproach,? but it does furnish
one more illustration of those disastrous human ways which
often lead people to regard the situation in which they live
as most secure just when it is most precarious. So secure
did they feel about the currency situation that in 1870, when
the Mint Law came to be revised and consolidated, they were
content, as though nothing had happened or was likely to
happen, to allow the silver standard of 1835 to continue pure
and unsullied by any admixture of gold.?

Alas! those who then said 4 that they were not called
upon to take more than a ¢ juridical ’ view of the Indian
currency question knew very little what was in store for
them.

1 Cf. J. R. McCulloch, Dictionary of Commerce, Ed. 1869, p. 1131.

2 Mr. H. B. Russell says that they retained the silver standard
because they profited by it on their remittances. Cf. his Inter-
national Monetary Conferences, 1898, p. 32.

3 The original mint and coinage bill contained clauses embodying
the notification of 1868, compelling the Government to receive
sovereigns at Public Treasuries. Cf. Gazette of India, Part V, dated
July 23, 1870. But such was the degree of indifference shown that
they were afterwards dropped by the Select Committee, which
preferred to leave the matter to the discretion of the Executive.

¢ Cf. the speech of the Hon. Mr. Stephen on September 6, 1870,

introducing the coinage and mint bill. Vide Supreme Legislative
Council Proceedings (abbreviated into S.L.C.P.), Vol. IX, p. 398.



CHAPTER II

THE SILVER STANDARD AND THE
DISLOCATION OF ITS PARITY

Itis clear how the evolutionary process with respect to the
Indian currency culminated in the establishment of a silver
standard and how the agitation for a gold currency ended in
the silver standard being supplemented by a paper currency.
Before proceeding to inquire into the working of such a
mixed system, it would be useful to review briefly the nature
of its framework.

The metallic part of it was regulated by Act XXIII of
1870. The coins authorized and legalized thereunder were
as shown on p. 50.

The Act made no innovations either in regard to the
number of coins issucd by the Mints or their legal-tender
powers. Identical though it was with the earlier enactments
in the matter of coins,?! its juridical provisions were designed
to perfect the monetary law of the country as had never
been done before. The former Acts which it repealed were

1 This may be seen from the following :—

(a) GQold Coins. (i), (ii), and (iii) were authorized by Section VII
of Act XVII of 1835. Only (iv) was an addition made by this
Consolidating Act of 1870.

(b) Silver Coins. (i), (ii), and (iii) were authorized by Section 1
of Act XVII of 1835. This Act had also authorized the issue of
& silver goin called ‘‘ Double Rupee,” but this was discontinued by
Section of Act XIII of 1862, which substituted in its place the
silver coin No. iv.

{c) Copper Coins. (i), (ii), and (iv) were first authorized by Sec-
tion I of Act XXI of 1835, which, however, restricted their circu-
lation to the Presidency of Bengal. They were afterwards univer-
salized for the whole of India by Act XXII of 1844. Coin No. (iii)
was first introduced by Section II of Aet XI of 1854.
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very sparing in their recognition of the principle of mint
“yemedy ”’ or “toleration,” as it is called. The point has
been largely deemed to be one of mere mint technique.
That is so; but it is not without its monetary significance.
When the precious metals were current by weight the
question of a mint toleration could not possibly have arisen,
for it was open to every one to ascertain the same by weighing
the value of his return. But since the invention of coinage,
when currency came to be by tale, every one has trusted
th&t the coins contained the value they were certified to
contain. The actual value of the coin cannot, however,
always be in exact agreement with its certified valuo.
Such differences are bound to exist, and even with all the
improvements in the art of coinage it would be difficult to
avoid them. What matters is the extent of the deviation
from the true mint standard. The mint laws of all countries,
therefore, contain provisions which declare that coins shall not
be legal tender at their certificd value if they err from their
legal standard beyond a certain margin. Indeed, to make
coins legal tender without prescribing a limit to their tolera-
tion is to open a way to fraud. In so far as the Act laid
down a limit of toleration to the coins it authorized to be
issued from the Mint, it was a salutary measure. It is to
be regretted, however, that the Act instituted no machinery
with which to ascertain that the coinage conformed to the
law.! Another important improvement made by the Act was
the recognition of the principle of free coinage. The principle,
though it has not received the attention it deserves, is the very
basis of a sound currency in that it has an important bearing
on the cardinal question of the quantity of currency necessary

1 This machinery is provided in England by what is known as the
“Trial of the Pyx.” Tor a history of this institution and the way
it functions, cf. H. of C. Return 203 of 1866. During the time of
the Easty India Company the maintenance of the standard purity
of the Indian coins always formed a most anxious concern of the
Court of Directors. The coins of Indian mintage were regularly
required to be sent over to England, where they were tested at &
special Trial of the Pyx and the verdict reported back for the future
guidance of the Mint Masters in India. Cf. H. of C. Return 14 of
1849. Since the winding-up of the Company there is no machinery
to bring the Mint Masters to book.
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for the transactions of the community. Two ways may be
said to be open by which this quantity can be regulated.
One way is to close the Mint and to leave it to the discretion
of the Government to manipulate the currency to suit the
needs. The other is to keep the Mint open and to leave it
to the self-interest of individuals to determine the amount of
currency they require. In the absence of unfailing tests to
guide the exercise of discretion nccessary in the case of
closed Mints, the principle of open Mints has been agreed
upon as the superior of the two plans. When every individual
can obtain coin for bullion and convert coin into bullion,
as would be the case under open Mints, the quantity is
automatically regulated. If the increasing demands of
commerce require a large amount of circulating medium, it is
for the interest of the community to divert a larger quantity
of its capital for this purpose ; if, on the contrary, the state
of trade is such as to require less, a portion of the coin is
withdrawn, and applied as any other commodity for purposes
other than those of currency. Because the Act of 1870
expressly recognized the principle of open Mint, it is not to be
supposed that the Mints were closed before that date. Asa
matter of fact they were open to the free coinage of both gold
and silver, although the latter alone was legal tender. But,
strange as it may secem, none of the earlier Acts contained a
word as to the obligation of the Mint Master to coin all
the metal presented to him—a condition which is of the
essence of the open mint system. The provisions of the
Act on this point are unmistakable. It required :—

¢ Section 19. Subject to the Mint-rules for the time being
in force, the Mint Master shall receive all gold and silver
bullion and coin brought to the Mint :

“ Provided that such bullion and coin be fit for coinage;

“ Provided also that the quantity so brought at one time
by one person is not less, in case of gold, than fifiy tolas,
and, in the case of silver, than one thousand tolas.

“Section 20. A duty shall be levied at the rate of one rupee
per cent. at the Mint on the produce of all gold bullion and
on all gold coin brought for coinage to the Mint in accordance
with the said Mint-rules.
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“Section21.  Allsilver bullion or coin brought for coinage
to the Mint, in accordance with the said Mint-rules, shall
be subject to a duty at the rate of 2 per cent. on the produce
of such bullion or coin, and the amount of such duty shall
be deducted from the return to be made to the proprietor.

“Section 22. A charge of one-fourth per mille on gold
bullion and coin, and of one per mille on silver bullion and
coin, shall also be levied for melting or cutting such bullion
and coin so as to render the same fit for receipt into the Mint.

¢ Section 23. All gold and silver bullion and coin brought
te the Mint for coinage, and which is inferior to the standard
fineness prescribed by this Act, or which, from brittleness
or other cause, is unfit for coinage, shall, in case it is refined,
be subject, in addition to the duty and charge aforesaid,
to such charge on account of the loss and expense of refining
as the Governor-General in Council prescribes in this behalf.

“Section 24. The Mint Master, on the delivery of gold or
silver bullion or coin into the Mint for coinage, shall grant
to the proprietor a receipt which shall entitle him to a
certificate from the Assay Master for the net produce of
such bullion or coin payable at the General Treasury.

“Section 25. For all gold bullion and coin, in respect of
which the Assay Master has granted a certificate, payment
shall be made, as nearly as may be, in gold coins coined
under this Act or Act No. XVII of 1835 ; and the balance
(if any) due to the proprietor shall be paid in silver, or in
silver and copper, coins current in British India.”

In the matter of paper currency the Government, it is to be
noted, did not proceed upon the principle of freedom of issue
which then obtained in the country. There prevails the erro-
neous view that before the introduction of the Government
paper currency the right of note issue was confined to the
three Presidency banks in India. As a matter of fact there
existed in India what is called the free banking system, in
which every bank was at liberty to issue its notes. Itistrue
that potes of the Presidency banks enjoyed a status slightly
superior to that enjoyed by the notes of other banks in
that they were received by the Government to some extent
in payment of revenue —a privilege for which the Presi-
dency banks had to submit to a stringent legislative control

' Cf. F. C. Harrison, Economic Journal, 1891, Vol. 1, p. 726.
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on their business,! from which other banks whose issues
were not so privileged were immune. But this disadvantage
was not sufficient to discourage other banks from indulging
in the right of issue which was left open to them by law.
However, this freedom of issue does not seem to have been
exercised by any of the banks on any very large scale, not
even by the Presidency Banks,? and was taken away from
all in 1861,3 when there was established a national issue for

1 The reasons for such control are to be found in the peculiar
relationship that subsisted between the Government and the Prasi-
dency banks. Prior to 1862, as a safeguard against their insol-
vency, the Presidency Bank charters restricted the kind of business
in which they were to engage themselves. Put very briefly, the
principal restrictions imposed prohibited the banks from conducting
foreign-exchange business, from borrowing or receiving deposits
payable out of India, and from lending for a longer period than
six months, or upon mortgage, or on the security of immovable
property, or upon promissory notes bearing less than two independent
names, or upon goods unless the goods or title to them were deposited
with the banks as security. The Government held shares in the
banks and appointed a part of the Directorate. In 1862, when
the right of note issue was withdrawn, these statutory limitations
on the business of the banks were greatly relaxed, though the Govern-
ment power of control remained unchanged. But, the banks having
in some cases abused their liberty, nearly all the old restrictions of
the earlier period were reimposed in 1876 by the Presidency Banks
Act, Government, however, abandoning direct interference in the
management, ceasing to appoint official directors, and disposing of
its shares in the banks. Some of these limitations have been incor-
porated in Act XLVII of 1920, which amalgamated the three Presi-
dency banks into the Imperial Bank of India. Banks other than
Presidency banks have been entirely immune from any legislative
control whatsoever, except in so far as they are made amenable to
the provisions of the Indian Companies Act. Cf. in this connection
Minutes by Sir Henry Maine, No. 47, and the accompanying note by
W. Stokes. The control of these banks is one of tho important
problems of banking legislation in India.

3 It should, however, be noted that in 1860 the circulation of
notes of the three Presidency banks was larger than their current
accounts, as is evident from the following :—

Accounts Notes in
Name of the Bank. Current. Circulation,
Bank of Bengal . £1,254,875 £1,283,946"
,» Bombay . 438,459 765,234

» Madras . 161,959 192,291

(Bankers’ Magazinse, April, 1893, p. 547.)

* For a summary of the controversy re Bank issue ». Government

issue, see Report of the Bombay Chamber of Commerce for 185960,
Appendix L, pp. 284-318.
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the whole of India entrusted to the management of a Govern-
ment Department called the Department of Paper Currency.
But if private interest was not allowed to play the same
part in determining the quantity of paper currency as was
the case with regard to metallic currency, seither was any
discretion left to the Government Department in the
regulation of the paper currency. The Department of Paper
Currency had no more discretion in the matter of paper
currency than the Mint Master had in the matter of metallic
cumrency.

The Department’s duty was confined by law ! to the issue
of notes in exchange for the amount thereof : (1) in current
gilver coin of the Government of India; (2) in standard
silver bullion or foreign silver coin computed according to
standard at the rate of 979 rupees per 1,000 tolas of standard
silver fit for coinage ; (3) in other notes of the Government
of India, payable to bearer on demand of other amounts
issued within the same circle; and (4) in gold coin of the
Government of India, or for foreign gold coin or bullion,
computed at such ratio and according to such rules and
conditions as may be fixed by the Governor-General,
provided that the notes issued against gold did not exceed
one-fourth of the total amount of issues represented by coin
and bullion. The whole of this amount was required by law
to be retained as a reserve for the payment of notes issued
with the exception of a fixed amount which was invested
in Government securities, the interest thereon being the only
source of profit to the Government. The limit to the sum
to be so invested was governed * by the lowest amount to
be estimated to which, according to all reasonable experience,
the paper currency might be expected to fall.” Estimating
on this basis, the limit to the investment portion was fixed
at 4 crores in 1861,3at 6 crores in 1871,4and at 8 crores in
1890.5 _ But notwithstanding the growing increase in the
investment portion, never was the fiduciary issue based

1 Sect. IV of Act XIX of 1861.

2 Cf. Sir Richard Temple’s speech introducing the Paper Currency

Bill, dated March 25, 1870. Supreme Legislative Council Proceed-

ings, Vol. IX, pp. 151-52.
» Act XIX, Sec. X. ¢ Act III, Sec. 16. & Act XV. See. I.
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thereon so great! as to abrogate the essential principle of
the Indian Paper Currency Law, the object of which was to
so regulate the volume of paper currency that it should
always preserve its value by contracting and expanding
in the same manner and to the same extent as its metallic
counterpart.

Such was the organization of the mixed currency that
existed in India before it underwent a profound change
during the closing years of the ninetecnth century. Though
of a mixed character, the paper portion formed a cem-
paratively small part of the total. The principal reasons
why the paper currency did not assume a large proportion
are to be found in the organization of the paper currency
itself.2 One such reason was that the lowest denomination
of the notes was too large to displace the metallic currency.
By the law of 1861 the denomination of notes ranged upwards
from Rs. 10 as the lowest to Rs. 20, 50, 100, 500, and 1,000.
In a country where the average range of transactions did
not’ exceed R. 1 and were as low as 1 anna or even lower, it
is impossible to expect that paper currency could to any
great extent figure in the dealings of the people. Even Rs. §
notes, the issue of which was first sanctioned in the year
1871,® were not low enough to penetrate into the economic
life of the people. The other impediment to the increase of

! The following table shows the distribution of the paper cur-
rency reserve at three different periods :

Percentage of each
Note Composition of the Reserve. Rgggg‘éﬁ“&g&fg&
Period. Circula- Circulation.
tion. |_
sitver. | Gold. | STt | motal, | stiver. | Gowa. | Seeurt-

1862-1871 . 7-63 | 480 | 0:03 | 280 7-63 63 —_ 37
1872-1881 . | 11-82 | 5.98 —_ 584 | 11-82 51 — 49
1882-1891 . | 15:74 | 9-64 — 6:-10 | 15:74 61 -, 39

* For a clear and concise sketch of the organization of the paper
currency in India, see the Note of the Government of India in the
Report of the U.S. Director of the Mint, Washington, 1894, pp.
231-33.

* Sec. 3 of Act IIIL
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paper currency was the difficulty of encashing notes. One
of the infelicitous incidents of the paper currency in India
consisted in the fact that they were made legal tender
everywhere within a circle, but encashable only at the
office of issue. For such a peculiar organization of the paper
currency in India, what was largely responsible was the
prevalence of internal exchange ! in the country. It raised
a serious problem for the Government to cope with.
If notes were to be made universally encashable it was
feared that merchants, instead of using notes as cur-
rency, might use them as remittance on different centres to
avoid internal exchange, and the Government be obliged
to move funds between different centres to and fro lest it
should have to suspend cash payments. To undertake
resource operations on such a vast scale between such
distant centres when facilities for quick transport were so
few was obviously impossible,? and the Government therefore
decided to curtail the encashment facilities of the notes it

! Tt may be pointed out that although the Presidency banks
had ceased to issue notes, yet under the agreements made with
the Government in virtue of Act XXIV of 1861 the banks were
employed by the Government * for superintending, managing and
becoming agents for the issue, payment and exchange of promissory
notes of the Government of India, and for the carrying on the busi-
ness of an agency of issue ” on a remuneration of § per cent. per
annum “on the daily average amount of Government currency
notes outstanding and in circulation through the agency of the
bank.” In the conflict that ensued between the Government of
India and tho Secretary of State as to the propriety of thus employ-
ing the banks, the former was in favour of the plan because it believed
that it would help the extension and popularization of the notes,
while the Iatter disliked the arrangement because it seemed to him
to compromise the principle of complete separation between the
business of issue and the business of banking. Neither of the two,
however, grasped the fact that the profit on remittances on different
centres owing to the prevalence of internal exchange was so great
that the commission allowed to the banks was an insufficient induce-
ment to cause them to promote the circulation of notes by pro-
vidingafacilities at their branches for the free encashment of them.
So high was the internal exchange, and so reluctant seemed the
banks to popularize the notes, that Government finally discharged
them from being their agents for paper currency from January 2,
1866. See House of Commons Return, East Indian (Paper Money)
216 of 1862.

* Cf. the speech of the Hon. Mr. Laing on the Paper Currency
Bill dated February 16, 1861, S.L.C.P., Vol. VII, pp. 73-74.



58 THE PROBLEM OF THE RUPEE

issued. For the purposes of the paper currency the Govern-
ment divided the country into a number of circles of issue,
and each currency circle was further subdivided into
sub-circles,! and the notes issued bore on their face the name
of the circle or sub-circle from which they originated.
Notes issued from any agency of issue situated in the
territory comprised within a circle of issuc were not legal
tender in the territory of any other currency circle, nor
were they encashable outside their own circle. Nay more,
the notes issued from sub-circles subject to the same cHlef
circle were legal tender in one another’s territory, but were
not encashable except at their office of issue or at the issue
offico of their chief circle. The sub-circle notes could thus
be cashed at two places, but the notes of the issue office of
the chief circle, though legal tender in the entire territory
covered by it, were encashable nowhere except at its own
counter, not even at any of its own sub-circles.? This want
of universal encashability, though it saved the Government
from the possibility of embarrassment, proved so great a
hindrance to the popularity of the notes that it may be
doubted whether the paper currency could have made a
progress greater than it did even if the lowest denomination
of the notes had been lower than it actually was.

It must, however, be borne in mind that it was not the
intention of the Indian Legislature to make the Indian
currency as economical 3 as was desired by the Executive
Government. The Legislature was no doubt appealed to by
the original author of the paper currency to turn India into
a new Peru, where as much currency could be had with as
little cost,* but the Legislature showed a rather prudent
reserve on the matter of aiding the consummation of such a

1 Each sub-circle had within it a number of agencies of issue ;
but the agencies were centres not of encashment but only of issue.

* For the inconveniences of the * circle *’ system and the yarious

measures contemplated by Government to facilitate the encashment
of notes, see Report of the Bombay Chamber of Commerce for 1868-69,
Appendix X, pp. 309-16.

* Cf. the whole speech of the Hon. Mr. Sconce dated September
22, 1860, S.L.C.P., Vol. VI, p. 1143 et seq.

* Cf. the speech of Mr. Wilson, the originator of paper currency
in India, dated March 3, 1860, where he says: ‘* In short, to abstract
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policy. As the centres of encashment were so few, and the
area included within each so large as to separate the furthest
point in a circle by a distance of about 700 miles from the
centre of encashment of the circle, it viewed with dread
the authorizing of notes of smaller denomina#.on which the
poor could not refuse and yet could not cash.!  Besides the
hardship involved in the want of encashability in the notes,
the Legislature feared they would prove a ‘‘fugitive treasure”
inthe hands of the Indian peasant. Not being able topreserve
them from rain and ants, he might have had to pay a heavy
discount to be rid of the notes he could have been forced
to accept.? So opposed was the Legislature to the economiz-
ing clauses of the Paper Currency Bill as contrived to drive
out metallic currency that it gave the Government an option
to choose between legal-tender notes but of higher denomina-
tion and lower-denomination notes but of no legal-tender
power.> And as the Government chose to have legal-tender
notes, the Legislature in its turn insisted on their being of
higher denomination. At first it adhered to notes of Rs. 20
as the lowest denomination, though it later on ylelded to
bring it down to 10, which was the lowest limit it could
tolerate in1861. Not till ten years after that did the Legisla-
ture consent to the issue of Rs. 5 notes, and that, too, only
when the Government had promised to give extra legal
facilities for their encashment. On the whole, the desire
of the Indian Legislature was to make the Indian currency
safer, rather than economical, and such it undoubtedly was.

8o much coin from the mere mechanical purpose of the circulation,
supplying its place with convertible paper, would be exactly the
same in effect as if suddenly, in the centre of the Maidan, & rich
gilver mine had been discovered which produced silver at little or
no cost.” Supreme Legislative Council Proceedings, Vol. VI, p. 250.

1 Cf. tho spoech of the Hon. Mr. Forbes, dated September 22,
1860, ibid., p. 1154.

* Cf. the speech of the Hon. Mr. Forbes, dated July 13, 1861.
Suprem?® Leguslative Council Proceedings, Vol. VII, p. 768.

3 Cf. the spooch of the Hon. Mr. Sconce, September 22, 1880,
S.L.C.P., Vol. VI, p. 1151

¢ For such extra legal facilities, and measures adopted to material-
izo them, cf. the interesting speech of the Hon. Sir Richard Temple
on the Paper Currency Bill dated January 13, 1871, S.L.C.P., Vol.
X, pp. 22-25.
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How did the currency system thus constituted work ?
Stability of value is one of the prime requisites of a good
currency system. But if we judge the Indian currency from
this point of view we find that there existed such variations
in its value that it is difficult to escape the conclusion that
the system was a failure.

Taking the rate of discount as an evidence of the adequacy
of currency for internal commerce, it was the opinion of such
a high financial authority as Mr. Van Den Berg that the
unexpected contortions and sudden transitions in the Indian
money market were unparalleled in the annals of any other
money market in any other part of the world.! India is
pre-eminently a country subject to seasonal swings.2 Mid-

1 The Money Market and Paper Currency of British India, Batavia,
1884, p. 3.

2 It should be noted that the slack and the busy scasons are not
uniformly distributed over the whole surface of tho country. The
distribution is roughly as follows :—

Eastern India. Western Northern Indla.
India. | Southern
Months. Bombay India.
Rangoon. | Calcutta. Kn::c‘%lee. Cawnpore. | Lahore. Medras,
Busy . .| Smonths | 4months | 6 months | 6 months | 9 months | 6 months
Slack . .{9 , 8 6 ” 6 3 » 6 ,
Jan. . | Busy Slack Busy Slack Busy Slack
Feb. . ’ o ' Busy » Busy
March ” ”» ”» ” ” ”»
APl'il Slack 9 3 ” » s
May . »» » Slack Slack » ’
June . ”» ” ” ”» ” ”
July . ” ”» ” ” slack ”
Au8~ [ ” BUSY ” » ”» Slack
sept- . ’”» ”» (1) BUS)’ » ’”
Oc‘;- . ’” » ” ” Bllsy ”
Nov. . ”» ”» BuBy ” 2 ”»
Dec. . ’» Slack » Slack o ”»
Busy .| Jan.to | Aug to | Nov. to | Feb.to | Aprilto | Feb. to
March Nov. April April June July
Slack . | Aprilto | Dec. to | May to | May to | July to | April to
Dec. July Oct. Aug. Sept. Dec.
Busy . — — — Sept. to | Oct. to —_
Nov. March
Slack . —_ — —_ Dec. to — —_
Jan
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summer is naturally a period of diminished activity, while
autumn brings renewed vigour in all activities of social
and economic life. Not production alone is affected by
seasons. On the side of consumption Indian social life is
also subject to seasonal variations. There are marriage
seasons, holiday seasons, and holy seasons. Even dis-
tribution has assumed in India quite a seasonal character.
The practice of paying rents, wages, dividends, and settling
accounts at stated intervals has been gaining ground as a
resalt of contact with Western economic organization. All
these generate a kind of rhythm in the social demand for
money, rising at certain periods of the ycar and falling at
others. Having regard to the seasonal character of the
economic and social life, the fluctuations caused by the
discount rate soaring high during busy months when it
should have heen low enough to liquidate the transactions,
and falling low during slack months when it should have been
high enough to prevent the market from being demoralized,
are unavoidable. But what made the contortions of the
Indian money market so obnoxious was the circumstance
that the seasonal fluctuations in the discount rate were so
abnormal.!

The explanation for such a market phenomenon is to be
sought in the irregularity of the money supply of the country.
In order that money may be had at a uniform price, its
supply should be regulated according to the variations in
the demand for it. It is well to recognize that the demand
for money isnever fixed. But it will avail nothing until
it is realized that the changes in the demand for money

1 The rate of discount of the Bank of Bengal for private paper
running thirty days and aftor was altered—
In 1876 16 times, with 6} per cent. as minimum and 13} per cent. as

maximum.

» 1877%1 » w T3 » ” » » 143 »
,» 1878 10 ,, w BF s » » 111 ”»
, 187915 ,, » 6% »» » » 113 »»
» 1880 8 ’” ”»” 5* 11 2 ’” 2 9* ”
’” 1881 9 ’” »»” 5} ” i1 1] » 10* 144
” 1882 9 ” ” 6} ” ” ” ” 125 ”
»” 1883 14 ” ’” 7* ”» s 2 loi

(Van Den Berg, l:c cit.)
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which take place from year to year with the growth of
population, trade, etc., belong essentially to a different
category from the fluctuations in the demand for money
which occur within the course of a year owing to seasonal
influences. In any well-regulated currency it is necessary
to distinguish these two categories of changes in monetary
demand, the one requiring steadiness and expansibility and
the other elasticity. On a comparative view it seems more
than plausible that a metallic money is as especially adapted
to furnish this element of steadiness and stability as pasper
money is to furnish that of elasticity. Indeed, so appropriate
seem to be their respective functions that it has been insisted !
that in an ideal system these two forms of money cannot
interchange their functions without making the currency
burdensome or dangerous. The proof of the soundness of
this view, it may be said, is found in the fact that, excluding
the small transactions which take place by direct barter,
the purchasing medium of any commercially advanced
country is always a compound of money and credit.

On the face of it the Indian currency is also a compound
of money and credit, and as such it may be supposed that
it contained provisions for expansibility as well as elasticity.
But when we come to analyse it we find that it makes no
provision whatever for elasticity. Far from allowing the
credit part of it to expand and contract with the seasonal
demands, the Paper Currency Act placed a rigid limit upon
the volume of its issue regardless of any changes in the
volume of the demand. Here, then, is to be found one of
the causes for the * convulsions” in the discount rates
prevalent in the Indian money market. As was pointed
out by Mr. Van Den Berg:—

“ The paper currency established by the Indian legislator
fully answers th2 purpose, so far as business requires an
easier means of exchange than gold or silver coin ; Jbut no
connection whatever exists between the issue of the fiduciary
currency and the wants of the public to have their bills or

1 Cf. Prof. R. P. Falkner in 4 Discussion of the Interrogatories of
the Monetary Commission of the Indianapolis Convention, 1898,
Publications of the University of Pennsylvania in Political
Economy and Public Law, No. 13, pp. 25-26.
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other commodities converted into a current medium of
exchange . . . and this is the sole cause of the unexpected
convulsions and sudden transitions in the money market so
utterly detrimental to business to which the British Indian
trade is constantly exposed.”’?

It may, however, be objected that such a view is only
superficial. The Indian Paper Currency Act is a replica of
the English Bank Act of 1844 in all its essentials. Like
the English Bank Act, it set a definite limit to the fiduciary
issup of notes. Like it, it separated the Issue Business from
the Banking Business,? and if it made the banks in India
mere banks of discount it is because it copied the Bank
Charter Act, which deprived banks in England, including
the Bank of England, from being banks of issue. And yet
it cannot be said that the English money market is affected
by such ‘“ convulsions and sudden transitions * as has been
the casc with the Indian money market. On the other hand,
it was the considered opinion of Jevons? that ‘‘the Bank of
England and bankers generally have just the same latitude
in increasing or diminishing their advances now (i.c. under
the Act of 1844) as they would have under a[n un]restricted
system ”’; for, as he clsewhere argued, if the limitation
on fiduciary issue is arbitrary, and if people want more
money, ‘‘it is always open to them to use metallic money
instead. The limitation is imposed not upon money itself,
but upon the representative part.”* What, then, is the

1 Op. cit., p. 7.

* Tho Indian Paper Currency Act carried the principle of separation
further than did the English Bank Charter Act. It not only provented
the Issue Department being conducted under the wgis of & Banking
Department, but also disallowod the two being housed under the
same roof. Such an ideal of separaticn was held out by Sir Charles
Wood during the debate on tho Bank Charter Act. Cf. Hansard
Parliamentary Debates, Vol. LXXIV, p. 1363. Though he was then
disappointe, dhe did not fail to realize his ideal when he became the
Secretary of State for India.

3 Cf.whis Essay on the * Frequent Autumnal Pressure in the
Money Market and the Action of the Bank of England,” Investiga-
tions in Currency and Finance (ed. Foxwell), 1884, p. 179. Italics
by Jevons. There is, however, an apparent misprint in the original,
which' at the close of the quotation reads ** as they would have under
& restricted system.”

¢ Money and the Mechanism of Exchange, Kegan Paul, London,
1890, p. 225.

F
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reason that the Indian Paper Currency Act should produce
the evils which its English prototype did not ? A priors
there need be no such convulsions in a money market
subject to such a law. The Act, by limiting the issue of
notes, did seem to leave no choice but to use metallic money
even for seasonal demand. This would be true if notes
were the only form in which credit could be used. As a
matter of fact, this is not so. Credit could take the form
of a promise to pay issued by a bank as well as it could take
the form of an order on the bank to pay, without making
any difference to the social economy of the people who used
them. Consequently, if under the provisions of the Act
banks are restricted from issuing promises to pay, it does not
follow that the only way open to them is a resort “ to use
metallic money instead,” for they are cqually free to consent
to honour as many orders to pay as they like. Indced, the
success or failure of the Act depends upon which of the two
alternatives the banks adopt. It is obvious that those who
will submit to the ruling of the Act and resort to metallic
money will have to bear the ““ convulsions,”” and those who
will circumvent the Act by utilizing other forms of credit
will escape them. The chief reason, then, why the Act has
worked so well in England and so badly in India is due to
the fact that, whereas English banks have succeeded in
implanting the order or cheque system of using credit in
place of the note system, Indian banks have unfortunately
failed. That theyshould have failed was, however, inevitable.
A cheque system presupposes a literate population, and &
banking system which conducts its business in the vernacular
of the people. Neither of these two conditions obtainsinIndia.
The population is mostly illiterate, and even were it other-
wise it could not have availed itself of the cheque system,
because Indian banks refuse to conduct their businessin any
other medium but English. Besides, the growth. of the
cheque system presupposes a widespread network of banks,
a condition which is far from being fulfilled in India. In
the absence of banking, a cheque is the worst instrument that
could be handled. If not presented within a certain time
a cheque may become stale and valueless, and is therefore
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inferior to a note as a store of wealth. Insuch circumstances
as these it is no wonder that in India cheques did not come
into being on a sufficiently large scale to amend the inelas-
ticity of the notes.

But even if Indian banks had succeede? in making use
of credit in a form other than that of notes, they could not
have eased the money market to the same extent as the
English banks have been able to do. One of the incidents
of banking consists in the liability of banks to pay cash on
domand. If all their deposits were received in cash this
liability would involve no risk. As a matter of fact, a large
part of their deposits consists of bills which they make it
their business to undertake to pay in cash. One of the first
things, therefore, that a banker has to look to is the pro-
portion which his cash deposits bear to his credit deposits.
Now, this proportion may be adversely affected either by
an increase in his credit deposits or by diminution in his
cash deposits. In either case his ability to pay cash is pro
tanto weakened by lowering the ratio of his total cash to his
total liabilitics. Against an undue expansion of credit a
banker may effectually guard himself. But, notwithstanding
the development of the cheque system, there is always
lurking the possibility of withdrawal of some cash at some
time or other. A banker must, therefore, provide by
keeping on hand a certain minimum reserve. How large
should be the reserve depends upon what the possibilities
for the withdrawal of cash are. The point is that to the
extent of the reserve the power of the bank to grant credit
is curtailed. If the reserve of the bank is already at the
minimum it must stop discounting or must strengthen its
position by recovering the cash withdrawn from its coffers.
Now it is obvious that if the amount of money withdrawn
is kept in the current of business where the banks can get
at it, $hey of course can strengthen their position again
immediately, and not only always keep themselves well
away from the danger line of minimum reserve, but be
always prepared to meet the needs of the money market.
What was the position of the Indian banks from this point
of view? Owing to the absence of a cheque system the
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possibilities for the withdrawal of cash are great, and the
reserve was required to be large in consequence thereof.
A large part of their funds being thus held for a reserve,
their resources for discounting were small. But there was a
further weakening of their position as lenders by reason of
the fact that the cash withdrawn did not speedily return
to them. The result was the Indian banks were obliged to
curtail their discounts to a far greater extent than were
the English banks, in order to preserve a due proportion
between their cash and their credits. The absence of branch
banking was an important desideratum in this regard. But,
even if there were branch banks, the money withdrawn
could not have returned, for it was not left in the current
channels of business. It was locked up in Government
treasuries whose operations were independent of the banking
transactions of the country. Of course therc could be
nothing inherently wrong in the maintenance by a Govern-
ment of an Independent Treasury, and if its operations were
to have a resultant connection with the operations of the
business community no harm need arise. But the operations
of the Indian Treasury ran counter to the needs of business.
It locked up when it should have released its hoards, and
released its hoards when it should have locked them up.
The causes that ‘convulsed’ the Indian money
market had therefore been the inelasticity of the credit
media and the working of the Independent Treasury
System in so far as they were the prime factors affecting
the money supply of the country (see Chart I). The evil
effects of such convulsions of the discount rate can hardly
be exaggerated.! In an economy in which almost every
business man must rely, at certain seasons if not all the
year round, on borrowed capital, the margin of profit may
be wiped out by a sudden rise or augmented by a sudden
fall in the rate of discount leading to under-trading.r over-
trading. Such fluctuations increase business risks, lead to
higher business expenses and a greater cost to the consumer.
1 For American expericnce, cf. E. W. Kemmerer, * Seasonal

Variations in the New York Money Market,”” in The American
Economic Review, March, 1911.
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They bring about swings in prices, promote speculation, and
prepare for panics. Evils such as these would have in any
other country compelled the authorities to take proper steps
to deal with them. But it is a curious fact that in India
no serious attempts were made to alleviate the sufferings
they inflicted upon the trading community. A reform of
the paper currency or the abolition of the Independent Trea-
sury System would have eased the situation, though a reform
of both would have been better. The general community,
hoWever, was not desirous for a change of the paper cur-
rency,! but was anxious for the abolition of the Independent
Treasury. The Government, on the other hand, refused to
do away with its Independent Treasury System,® and

1 Cf. India in 1880, by Sir Richard Temple, p. 469 ; Sir Charles
Wood’s Administration of Indian Affairs, p. 89; also The Indian
Statesman, January 15 (1884),

2 Tt should, however, be noted that between 1862 and 1876, at some
centres comprising the head offices and branch offices of the
Presidency banks, tho Independent Treasury System was suspended.
By way of compensation for the loss of their right of note issue,
the Presidency banks were given certain concessions by the Govern-
ment under agreements entered into in accordance with Act XXIV
of 1861. Among the concessions one was the use by the banks of
Government balances. The first agreement, that of 1862, conceded
to the banks the following privileges in regard to the Government
balances : (1) The unrestricted use for banking purposes “of all
moneys and balances which but for the agreement would have been
received or held at the Gencral Treasury ”” up to the limit of 70
lakhs in the case of the Bank of Bengal, 40 lakhs in tho case of the
Bank of Bombay, and 15 lakhs in the case of the Bank of Madras.
(2) The option of setting aside the excess over these sums in a
separate strong room for production when demanded, or of investing
it in Government paper or other authorized securities, the power
of investment being subject to the condition that the banks should
be ‘“at all times answerablo and accouniable to Government for
the surplus cash balance for the time being.” (3) The right to
interest from Government on the difference between tho actual
balance and 50 lakhs in the case of the Bank of Bengal, 30 lakhs
in the case of tho Bank of Bombay, and 10 lakhs in the case of the
Bank qf Madras, whenever the balances at these banks fell below
these minima. (4) Permission to the banks to use the Government
balances at their branches on similar terms, suitable limits being
fixed in each case, as in the head office agreements.

A year after the agreements were executed difficulties arose with
the Bank of Bengal, which had locked up the funds to such an
extent that it was unable to meet the demands of the Government
on the public balances it held. Negotiations were therefore opened
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repudiated even its moral obligation to help the business
community on the somewhat pedantic plea that in locking
up currency it did not lock up capital.! Nor is it possible

in 1863 for the revision of the agreements, and the revised agree-
ments came into force on January 2, 1866. They contained the
following provisions regarding the public balances: (1) Under-
" taking by Government to maintain in the hands of the banks at
their head offices an ‘‘ average cash balance ” of 70 lakhs at the
Bank of Bengal, 40 lakhs at the Bank of Bombay, and 25 lakhs
at the Bank of Madras, ‘‘so far as the same may conveniently be
done.” (2) Permission to the banks to use the whole balances for
the time being deposited with them for banking purposes. (3) The
right to interest from Government when the Government balance
at the head offices of the Bank of Bengal, Bank of Bombay, and
Bank of Madras fell below the minima of 45 lakhs, 256 lakhs, and
20 lakhs respectively. (4) Permission to employ ‘the whole of
the balances (at branches) however large for the time being * for
banking purposes, subject to the condition that each branch should
“at all times be ready to meet the drafts of the Government *’ to
the extent of the Government balances at the branch.

These revised agreements were to remain in force till March 1,
1874. In 1874 the question of the revision of the charters of the
Presidency banks was under consideration, and it was the aim of
the Government to continue to the banks the right to use the whole
Government balances. Just at this time (1874) difficulties occurred
with the Bank of Bombay and the Government could not draw
upon their balances. This led to a reconsideration of the policy
of merging the Government balances with the bank balances and
Ieaving them in the custody of the banks. After a somewhat
lengthy discussion the Government of India reverted to the system
of Independent Treasury by instituting what were called Reserve
Treasuries at the headquarters of the Presidencies which held the
Government balances previously held by the Presidency banks.
For a history of this episode see House of Commons Returns 109
and 505 of 1864 ; also J. B. Brunyate, An Account of the Presidency
Banks, Chap. VIIL.

1 In the despatch of May 6, 1875, sanctioning the re-establishment
of the Independent Treasury System, the banks were admonished
by the Secretary of State thus: ‘ Capital supplied by Government,
and not representing the savings of the community, is & resource
on whose permanence no reliance can be placed, and which therefore
tends to lead traders into dangerous commitments. It gives ease
for a time, and produces prosperity which is at the mertly of an
accident. A political exigency suddenly withdraws the adven-
titious resource, and the commerce which trusted to it finds itself
pledged beyond what its own resources can make good.” TUnder
the arrangements of 1876 leading to the establishment of the Reserve
Treasuries, the Government agreed as before to pay interest to the
banks when their balances at the banks fell below certain minima.
The Government entered into no formal undertaking as regards
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to say, since it was not called upon to enunciate a policy,
how far it would have gone to modify the Paper Currency
Act so as to relieve the situation. Before, however, this
controversy could end in a satisfactory solution for imparting
to the currency system that element of elasticity which it
needed, there developed another and a greater evil which
affected its metallic counterpart in a degree sufficient to
destroy its most vital element of steadiness and stability of
value which it was its virtue to furnish. So enormous did
the evil grow, and so pervasive were its effects, that it
absorbed all attention to the exclusion of everything else.
What fixity of value between the different units of its
currency is to the internal transactions of a country, a par
of exchange is to its external transactions. A par of exchange
between any two countries expresses the relative exchange
values of their respective currencies in terms of each other.

maxima, and gave the banks to understand *‘ that the Government
will ordinarily not lIeave with the headquarters of the banks, other-
wise than temporarily, more than the following sums: Bank of
Bengal 100 lakhs, Bank of Madras 30 lakhs, and Bank of Bombay
80 lakhs. But this condition will not be inserted in the contract,
which will impose no obligation upon the Government to leave any
balances whatever with the banks. . . . The Government will not
undertake to give to the banks the exclusive custody of all the
public balances where the Government banks with the banks.”
The question of the amount of balances which the Government
would leave with the banks in the ordinary course being thus settled,
the only way left open to give help to the banks to meet seasonal
demands was to grant loans to the Presidency banks for its balances
held in the Reserve Treasuries. Up to 1900 the Government had
refused to make any loans to the banks. After 1900 it agreed to
make such loans of a limited amount at the bank rate. Up to 1913
only six loans were made, which shows that the terms of such loans
were rather onerous. The Chamberlain Commission of 1913 recom-
mended loans rather than the abolition of the Independent Treasury
system. The war, however, hastened the course of events. It
proved the necessity of co-operation between the Presidency banks
and the Government, and also the need of a large and powerful
Banking Institution. This was accomplished by the amalgamation
of the Presidency banks into an Imperial Bank of India (Act XLVII
of 1920), with the inauguration of which the Independent Treasury
system is again in the process of abolition. For a history of episodes
of the Independent Treasury after 1876, see Appendices to the
Interim Report of the Chamberlain Commsission, Vol. I, Cd. 7070 of
1913, Nos. I and II. .
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It is obvious from this that the par of exchange between
any two countries will be stable if they employ the same
metal functioning as their standard money freely convertible
into and exportable as bullion, for in that case they would
have as a measure of value a common medium, the value
of which could not differ, given freedom of commerce, in
the two countries by more than the cost of its transhipment,
i.e. within specie points. On the other hand, there can be
no fixed par of exchange between two countries having
different metals as their currency standards of value. In
that case their exchange is governed by the relative values
of gold and silver, and must necessarily fluctuate with
changes in their value relation. The limit to the exchange
fluctuations between them will be as wide or as narrow as the
limit to fluctuations in the relative values of the two metals
may happen to be. When, therefore, two countries such as
England and India are scparated by differences in their
metallic standards, theoretically there could be no possi-
bility for a stable par of exchange between them. But, as
a matter of fact, notwithstanding the difference in their
metallic standards, the rate of exchange between England
and India seldom deviated! from the normal 2 rate of 1s. 101d.
for R.1. So steady was the rate up to 1873 that few people
were conscious of the fact that the two countries had
different currency standards. After 1873, however, the
rupee-sterling cxchange suddenly broke loose from this

1 It appears, however, from the chart that the rupeco-sterling
exchange before 1873 was not quite stable. But the fluctuations
in it are to be attributed to quite a different sot of factors. It
should be noted that the rates of exchange used for reducing the
Indian moneys into sterling during the time of the East India Com-
pany had been various : moreover, they had so little relation to the
intrinsic value of the coins exchanged that the actual rates officially
given were far from the actual market rates. As having a bearing
on this interesting subject, consult H. of C. Sessional Paporz 735 11
of 1831-32; Appendix No. 20, Correspondence, etc., relating to the
rates of exchange at which the currencies of India are converted info
sterling ; also Tucker, H. St. George, Remarks on the Plans of Finance,
1821, passim, and Memorials of Indian Government, 1863, by the
same, pp. 382-85.

2 Normal only if 15} to 1 be taken as the normal ratio between
gold and silver, which was the case for nearly seventy years.
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normal parity, and the dislocation it caused was so great
and so disorderly (Chart II) that no one knew where it
would stop.

The rupee-sterling exchange was in reality a reflection of
the gold-silver exchange. When, therefore, it is said that
the rupee-sterling before 1873 was stable at 1s. 103d., it
merely mcant that the gold-silver exchange before 1873 was
stable at the ratio of 1 to 15}; and that the rupee-sterl-
ing exchange was dislocated after 1873 meant that the
gdld-silver exchange lost its old moorings. The question
which therefore arises is why was the ratio of exchange
between gold and silver disturbed after 1873, as it never was
before that year ? Two factors have been appealed to as
affording a sufficient explanation of what then appeared as
a strange phenomenon. One was the demonetization of
silver as the standard money medium by the principal
countrics of the world. This movement in favour of
demonetization of silver was the outcome of an innocent
agitation for uniformity of weights, measures, and coinages.
In so far as the agitation was aimed at such uniformity it
was in every way beneficial. But it also exemplifies how the
pursuit of good sometimes leaves behind o legacy of evils.
At the Great Exhibition held in London in 1851 the great
difficulty of comparing the different exhibits owing to the
differences of weights, measures, and coinages as between
the countries of their origin and other countries was amply
demonstrated to the representatives of the different nations
assembled at that exhibition.! The question of international
uniformity in weights, measures, and coins was discussed
by the various scientific assemblies gathered at this exhibi-
tion, and although nothing tangible came out of it, the ques-
tion was not allowed to be dropped : it was taken up at the
Brussels International Statistical Congress held two years
after. Opinion had so far advanced that the next Statistical
Congress, held at Paris, issued a declaration, which was
confirmed by the Vienna Statistical Congress of 1859,
strongly urging the necessity of bringing about the desired

1 Report of the Royal Commission on International Coinage, 1368,
pP- V.
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uniformity in the weights, measures, and coinages of different
countries.! Encouraged by the action of England, which
had made in 1862 the metric system of weights and measures
optional, the 1863 International Statistical Congress of
Berlin resolved to invite the different Governments *to
send to a special Congress delegates authorized to consider
and report what should be the relative weights in the . .
gold and silver coins, and to arrange the details by which
the monetary systems of the different countries might be
fixed, upon a single unit decimally subdivided.”2 The
significance of this Congress can hardly be overlooked. It
made a departure. At the former Congresses the question
debated was largely one of uniformity in weights and
measures. But at this Congress ‘that phase of it was
subordinated to uniform coinage and was well-nigh laid
aside.”” 2 Though the resolution was a departure it should
not have been fraught with serious consequences if the
reform had been confined to the question of uniformity of
coinage. But there occurred a circumstance which extended
its application to the question of currency. When this
agitation for uniform coinage grew apace the French quite
naturally wished that their coinage system, which had
already been extended over the area comprised by the Latin
Union, should be taken as a model to be copied by other
countries outside the Union in the interest of uniformity.
With this end in view the French Government approached
the British Government of the time, but was told in reply
that the British Government could not consider the sugges-
tion until France adopted the single gold standard.* Far
from being taken aback, the French Government, then so
anxious to cultivate the goodwill of England, proved so
complacent that it felt no compunction in conceding to the
British the pre-requisite it demanded, and indeed went
so far out of the way, when the Conference met in Paxs in

1 Cf. Russell, H. B., International Monetary Conferences, 1898,
pp. 18-25.

* Quoted by Russell, op. cit., p. 25.

3 Russell, loc. cit.

¢ Cf. evidence of Prof. Foxwell, Q. 23,876, Royal Commission on
Agricultural Depression in England, 1892.
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1867, that it actually manceuvred! the Assembly into
passing a resolution ‘‘ that for uniform international coinage
it was necessary that gold alone should be the principal
currency of the world.” So much importance was attached
to the question of uniformity of coinage thr$ those who
passed the resolution seemed not to have noticed what
sacrifice they were called upon to make for its achievement.
Perhaps it would be more correct to say that they did not
know that they were affecting by their decision the currency
system of the world. All they thought they were doing at
the time was to promote uniformity of coinage and nothing
more.? But whatever the extenuating circumstances, the
result was disastrous, for when the resolution came to be
acted upon by the different countries assembled, the real
end of the Conference, namely uniformity of coinage, was
completely lost sight of, and the proposed means eventually
became the virtual end.

The ball once set rolling, the work of demonetizing silver
began to grow apace. First in the field was Germany.
Having vanquished France in the war of 1870, she utilized
the war indemnity in the reform of her chaotic currency 3
by hastening to adopt a gold currency for the United Empire
of Germany. The law of December 4, 1871, authorized tho
change, with the mark as the unit of currency. Silver was
demonetized by this enactment; but the existing silver
coins continued to be legal tender, though their further
coinage was stopped, along with the new gold coins at the
legal ratio of 15} to 1. This full legal-tender power of the
silver coins was taken away from them by the law of June 9,
1873, which reduced them to the position of a subsidiary
currency.* This policy was immediately copiecd by other

1 For which cf. Russell, op. cit., p. 46.

* An honourable exception must be made in the case of Dr. Mees,
the*ropresentative of Holland, who drew attention to the harm
likely to result from this resolution.

* For a history of the movement for the unification of German

currency prior to 1870, cf. H. P. Willis, *“ The Vienne Monetary
Treaty of 1857, " in the Journal of Political Economy, Vol. 1V, p.
187 et seq.

¢ For the toxt of the Laws, see Appendix to History of Bimetal-
lism, by Prof. J. L. Laughlm, Now York, 1886.



74 THE PROBLEM OF THE RUPEE

countries of Germanic culture.! In 1872 Norway, Sweden,
and Denmark formed a Scandinavian Monetary Union,
analogous to the Latin Monetary Union, by which they
agreed to demonetize silver as was done by Germany.
This treaty, which established a gold standard and reduced
the existing silver currency to a subsidiary status, was ratified
by Sweden and Denmark in 1873 and by Norway in 1875.
Holland also followed the same course. Till 1872 she had
a pure silver standard. In that year she closed her Mint
to the free coinage of silver, although the old silver monvy
continued to be legal tender to any amount. In 1875 she
went a step further and opened her Mints to the free coinage
of gold. Her policy differed from that of the Germanic
countries in that she only suspended the free coinage of
silver, while the latter had demonetizedit. Even the Latin
Union was unable to resist this tide against silver. As a
consequence of this exclusion of silver, the Latin Union,
enlarged as it was by additional members, naturally desired
to take precautionary measures against being flooded by
the influx of this depreciated silver. Nor was this fear
unfounded, for the silver tendered for coinage at the Belgian
Mint in 1873 was three times greater than what was tendered
in 1871. Rather than be embarrassed, Belgium, by the law
of December 8, 1873, suspended the free coinage of her
silver five-franc pieces. This action of Belgium forced the
hands of the other members of the Union to adopt similar
measures. The delegates of the Union met in Paris in
January, 1874, and

“ agreed to a treaty supplementary to that originally framed
in 1865, and determined on withdrawing from individuals
the full power of free coinage by limiting to a moderate sum
the silver five-franc pieces which should be coined by each
State of the Union during the year 1874.” 2

»

The respective quotas fixed for 1874 were slightly increased

1 Cf. Report of the Commiattee on the Depreciation of Silver, 1876,
p. xxix.
% Laughlin, op. cit., p. 155.
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in 1875, but were reduced in 1876.! But the actual coinage
did not even reach these small quotas. So greatly was the
Union perturbed by the silver situation that during 1877 the
coinage of silver five-franc pieces was, with the exception of
Italy,? entirely suspended. This action was, h~wever, only
a preliminary to the Treaty of November 5, 1878, by which
the Latin Union agreed to close its Mints to the free coinage
of silver till further action. Though at first sine die, the
closure proved in the end perpetual.® Simultaneously with
th precautionary measures of the Latin Union, Russia
suspended, in 1876, the free coinage of silver except to such
an amount as was necessary for the purposes of her trade
with China,* and the Imperial Decree of November 22, 1878,
directed that all customs duties above 5 roubles and
15 copecks should be payable in gold.5 Austria in like
manner suspended the free coinage of silver in 1879.%

On the other side of the Atlantic an important event
had taken place in the United States. In 1870 that Govern-
ment resolved to consolidate the Mint laws, which had not
been revised since 1837, in a comprehensive statute. Since
the legislation of 1853 the silver dollar was the only coin
which the United States Mints coined freely. But in the
new consolidated Mint Statute of 1873 the silver dollar
was deleted from the list of coins to be issued from the Mint,

1 The quotas fixed at the Conferences for the several members
of the Union were :—
In Millions of Francs.
1874. 1875. 1876.

Franco . . . . . 60 75 b4
Belgium . . . . .12 50 36
Ttaly . . . . . . 40 15 10
Switzerland . . . . . 8 10 7
Greece . . . . . - — 3

120 150 110

In 1874 Ttaly was allotted an extra 20 million francs. Ibid., p. 155.

2 She was allowed to coin 10 millions of them.

3 Ibid., p. 158.

¢ Report of the Direclors of the Mint, Washington, 1893, p. 23.

5 Cf. P. Willis, “ Monetary Reform in Russia,” in the Journal
of Political Economy, Vol. V, p. 291.

® Cf. F. Wieser, ““ Resumption of Specie Payment in Austria-
Hungary,” in Journal of Political Economy, Vol. I, pp. 380-7.
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go that it virtually amounted to suspension of the free
coinage of silver in the United States.! The silver dollars
previously coined continued to circulate as full legal tender,
but that power was taken away by the law of June, 1874,
which declared that ‘‘ the silver coins of the United States
shall be a legal tender at their nominal value for any amount
not exceeding five dollars in any one payment.”

The other factor appealed to in explanation of the dis-
location of the relative values of gold and silver was the
great increase in the production of silver as compared-to
gold.

TABLE IX
RELATIVE PRODUCTION OF GOLD AND SILVER
(OuxcEs)

Annual A "Pr f‘“"Z" N“mbfxr
nnual verage 0~ or Avcrage An-

Total Production. ductiog.g ol progo

Period. tion.

Gold. | Silver. Gold. Silver. Gold. | Silver.

1493-1600 | 24,266,820 | 734,125,960 | 224,693 | 6,797,463 | 100 100

1601-1700 | 29,330,445 [1,197,073,100 | 293,304 (11,970,731 | 130-5| 176-1

1701-1800 | 61,088,215 |1,833,672,035| 610,882 (18,336,720 | 271-8| 269-7

1801-1840 | 20,488,552 | 801,155,495| 512,217 20,028,887 | 227-9| 293-1

1841-1870 1143,186,294 | 931,091,326 4,772,876 |31,038,378 [2,124-1] 456-6

1871-1890 ;106,950,802 (1,715,039,955 5,347,545 185,751,998 |2,375-4 1,261-5
|

The history of the production of the precious metals in
modern times begins from the year 1493, a date which marks
the discovery of the American continent. Reviewing the
results of the production from 1493 to 1893, a period in all
of 400 years, we find that during the first hundred years the

1 This measure was the subject of a strange controversy.
The gold men argued that it was deliberately adopted, while the
silver men decried it as a surreptitious act due to a * combination
of rascally contrivance and rascally connivance.” Prof. Langhlin
has well cleared the mystery surrounding this Act. He shows by
reference to debates in Congress on the legislation of 1853 that
Congress knew that by refusing to alter the ratio between gold and
silver it was placing the country on a gold standard. Too much
consideration, he thinks, has been wasted on the Act of 1873, which
merely took legal notice of the consequences of the Act of 1853. Cf.
his History of Bimetallism, pp. 80 and 93-95.
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production of gold and silver rises at a uniform rate of
progression. Assuming the annual average production of
each during the first century (1493-1600) in the modern
history of their production to be 100, it will be seen that in
the next century (1601-1700) the index n.mber for the
production of gold rises to 130 and that of silver to 176.
This rate of progression is also kept up in the succeeding
century (1700-1800), during which the figure for both gold
and silver approximates to 270, and continues without
much disturbance up to 1840, when the respective index
numbers stood at 228 for gold and 293 for silver. From
this point onwards the relative production of the two
metals underwent a complete revolution. During the
next thirty years (1841-70) the production of gold reached
unprecedented heights, while that of silver lagged behind,
relatively speaking. The index number for silver production
advanced only to 450, but that for gold went up to 2,124.
This revolution was followed by a counter-revolution, as a
result of which the position as it stood at the end of 1870
was well-nigh reversed. The production of gold received a
sudden check, and though it had increased enormously
between 1840-70 it remained stationary between 1870-93.
On the other hand, the production of silver, which was
steady between 1841-70, increased threefold between
1870-93, so that the index number for its average annual
production during the latter period stood at 1,260.

In the controversy which arosc over the reasons which
brought about this dislocation and decline in the value of
silver in terms of gold, there werc parties to whom one of
these two factors was a sufficient cause. One side argued
that had suspension or demonetization of silver not taken
place its value could never have fallen. This position was
vehemently challenged by the other side, which believed in
the ever-supply of silver as the primary cause of its depre-
ciation. Now was the argument from relative over-supply
sufficient to account for the fall in the gold value of silver ?
On the face of it the explanation has the plausibility of a
simple proposition. It is one of the elementary theorems of
political economy that the value of a thing varies inversely
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with its supply, and if the supply of silver had largely in-
creased, what could be more natural than that its value in
terms of gold should fall ? The following were the re-
levant facts which formed the basis of the argument :—

TABLE X
GoLD AND SILVER!

RELATIVE PRODUCTION AND RELATIVE VALUE

Correlation betwgen
Ratio of Relative Production
Produc. | Ratioof | Index Index and Relative Valuo.
tion (by | Value of | Number | number ;
Period. Weight) | Goldto | forthe | “rr¢pe | Relative | pojapive
of Gold | Silver. | Ratioof | Ratio of | EFo4U¢ | Value of
to Silver. | Asl Produc- | “ygiye, tion of Silver.
As 1 Grain to : tion. . Iﬁllﬁr:r. Falls—
Grain to : Rges n Rises 4
1681-1700 318 14-95 100 100 — —_
1701-1720 277 15-21 87 101-7 |-13 - 17
1721-1740 22:6 15-10 71 101 -29 - 10
1741-1760 217 14-70 67 983 |-33 + 1.7
1761-1780 315 14-40 99 963 |- 1 + 37
1781-1800 49-4 15-08 155-6 100-8 |4+556 |— -8
1801-1810 50-3 15-67 158-0 104-8 {+58:0 |— 48
1811-1820 47.2 15-68 148-0 1049 [+480 |- 49
1821-1830 324 15-82 101-9 1058 |+ 19 |- 58
1831-1840 29-4 15-77 92-4 1054 |- 76 |- b4
1841-1850 14-2 15-81 44-6 1058 |-564 |— 58
1851-1855 4-4 15-45 13-8 103-3 |{-862 |- 33
1856-1860 4.5 15-28 14-0 1022 |-860 |— 2:2
1861-1865 59 15-42 18-55 103-1 |-8156 |- 31
1866-1870 6-9 15-52 21-7 103-8 |-783 |- 38
1871-1875 11-3 16-10 35-5 1076 |—-645 |— 76
1876-1880 13-2 17-79 41-5 1190 |-585 |-19-0
1881-1886 17-3 18-81 54-4 1258 |-456 |—-25-8
1886-1890 199 20-98 626 140-3 [-374 |-403
1891-1895 20-0 26-75 62-9 1789 (-371 -1789

The facts thus presented led to two conclusions. Th® first
is that the supposed enormous increase in the relative pro-
duction of silver was an assumption which had no foundation

.1 The table is based on figures of M. de Foville of the French Mint, as
given by Mr. F. B. Forbes in The’ Bimetallist of July, 1897, pp. 125-28.
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in reality. On the contrary, a glance at the figures for
relative production discloses the curious fact that since the
beginning of the eighteenth century silver, instead of rising,
has been falling in proportion. With the exception of
the first quarter of the nineteenth century, silver had
formed, throughout the two centuries covered by the table,
a diminishing proportion as compared with gold.! Indeed,
never was the proportion of silver so low as it was in the
latter half of the nineteenth century, and even when after
1873 it began to grow it did not reach half the magnitude it
had reached in the beginning of the eighteenth century. The
second conclusion which these facts were claimed to sustain
was that the value of silver in terms of gold did not move in
sympathy with its supply relative to that of gold. According
to theory, the value of silver should have been rising because
therelative volume of its production had been diminishing.
On the other hand, a closer examination of the figures of
relative values and relative productions, as given in the fore-
going table, instead of showing any close correlation (see
Chart III) between them, pointed to the contrary. Instead
of supply and value being inverse in proportion, it showed
that as its supply was falling there was also a fall in its value.
Such being the facts of history, it was contended that they
gave no support to those who rested their case on over-supply
rather than on demonetization as a sufficient explanation
for the depreciation of silver.

Apart from such minor points, the issue was considerably
narrowed by the peculiarity of the events of the twenty
years preccding and following the year 1873.2 Compare,
it was said, the period commencing with 1848 and ending

! In view of this, it is & matter of some surprise that such an
eminent cconomist as Prof. W. Lexis should have ceased to be
bimetallist on the ground that the enormous increase of silver
militated against the establishment of a permanently high ratio
witl? gold. Cf. his essay on “The Present Monetary Situation,”
in the Economic Studies of the American Economic Association, 1896,
Vol. T, No. 4, pp. 273-77. The habit of measuring the production
of silver in terms of value is no doubt largely respunsible for this
quite unfounded notion.

2 Cf. H. 8. Foxwell, *“ Bimetallism : Its Meaning and Aims,” in

The (Oxford) Hconomic Review (1893), Vol. III, p. 302.
G



80 THE PROBLEM OF THE RUPEE

with the year 1870 with the period following 1870, and there
emerges the arresting fact that these two periods, though
they have been the opposite of each other with reference to
the relative values of the two metals, were alike with refer-
ence to the changes in their relative supply. The period
between 1870 and 1893 on the side of relative production
was marked by the preponderance of silver. The period
between 1848 and 1870 is an exact parallel to the
above period with respect to changes in the relative
supply of the two precious metals, only in this case it
was gold that had increased in volume. Now, if it is
over-supply that governed the value relations of the two
metals in the second period (1870-93) the same should be
true of their value relations in the first period (1848-70). Was
there, then, a disturbance in the relative values of the two
metals in the first period anything like what took placein the
second period ¢ It wasinsisted that the disturbance in the
ratios of production of the two metals in the first period was
enormously greater than that which occurred in the second
period. Indeed, comparatively speaking, the disturbance in
the second period was nothing to speak of. And yet their
relative jvalue during the first period was well-nigh constant
at the ratio of 1 to 15}, while in the second it fluctuated
between 16:10 and 26-75. Those who argued that the value
of silver fell after 1873 because of its over-supply were thus
faced with the problem as to why the value of gold did not fall
when its supply had become so abundant before 1873. The
whole controversy was therefore centred into the question
as to what could have made this difference in the two situa-
tions ? If the colossal increase in the production of gold
in the first period did not raise the value of silver by
more than 2 per cent., how was it that a comparatively
insignificant rise in the relative production of silver in the
second period led to such an enormous rise in the pric> of
gold ? What was the controlling influence present in the
one case which was absent in the other ? Those who
held that it was demonetization of silver that was respon-
sible for its depreciation argued that, though alike in
every way, the two periods differed in one important
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particular. What distinguished them was the fact that in
the former it was a common practice to define the standard
money of a country as a certain quantity of gold or a
certain quantity of silver. Prior to 1803 the two metals
were rated differently in different countries,! but since that
date the rating of 1 to 15} became more uniform, with the
result that the monetary standard throughout that period
was either 1 gr. of gold or 15} grs. of silver. On the other
hand, during the second period, the ““ or °’ which character-
ized the first period was deleted by the silver-demonetizing
and suspending decrees. Iun other words, the first period was
characterized by the prevalence of bimctallism under which
the two metals could be used interchangeably at a fixed given
ratio. In the second period they could not be so used owing
to the fact that the fixed ratio necessary for interchange had
beenabrogated. Now,could the existence or non-existence of
a fixed ratio be said to be such a powerful influence as to make
the whole difference that set the two periods in such marked
contrast ? That this was the factor which made the whole
difference was the view of the bimetallists. It was said
that, by virtue of the monetary system prevalent during
the first period, gold and silver were rendered substitutes
and were regarded as ‘‘ one commodity of two different
strengths.” So related, the conditions of supply had no
effect upon their ratio of exchange, as would have been the
case in respect of a commodity without a substitute. In the
case of commodities which are substitutes, the relative
scarcity of one can give it no greater value in terms of the
other than that defined by their ratio of exchange, because
by reason of the freedom of substitution the scarcity can be
made good by the abundance of the other. On the other
hand, the relative abundance of one can not depreciate its
value in terms of the other below the ratio of exchange,
becalse its superfluity can be absorbed by the void created
in conscquence of a paucity of the other. So long as they
remain substitutes with a fixed ratio of substitution,
nothing originating in demand or supply could disturb their

t For these ratios, see Appendix, Table B, to 4 Colloguy on Cur-
rency, by H. H. Gibbs.
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ratio. The two being one commodity, whatever changes
take place in the demand or supply of either system beyond
the needs of commerce express themselves in the price
level exactly as though one of them alone was the money
medium ; but their ratio of exchange will be preserved
intact in any case.

In support of this was cited the authority of Jevons, who
said 1:

“Whenever different commodities are thus applicable to the
same purposes their conditions of demand and exchange are
not independent. Their mutual ratio of exchange cannot
vary much for it will be closcly defined by the ratio of their
utilities. Beef and mutton differ so slightly that people
cat them almost indifferently. But the wholesale price of
mutton, on an average, exceeds that of beef in the ratio of
9 to 8, and we must therefore conclude that pcople generally
esteem mutton more than beef in this proportion, otherwise
they would not buy the dear meat. . . . So long as the
equation of utility holds true, the ratio of exchange between
mutton and beef will not diverge from that of 8 to 9. If
the supply of beef falls off people will not pay a higher price
for it, but will eat more mutton; and if the supply of
mutton falls off, they will eat more beef. . We must, in
fact, treat beef and mutton as one commodity of two
different strengths - just as gold at 18 carats and gold at 20
carats are hardly considered as two but rather as one
commodity, of which twenty parts of onc are equivalent to
elghteen of the other.

“ It is upon this principle that we must explain, in har-
mony with Cairnes’ views, the extraordinary permanence of
the ratio of exchange of gold and silver, which from the
commencement of the eighteenth century up torecent years
never diverged much from 15 to 1. That this fixedness of
ratio did not depend entirely upon the amount or cost of
production is proved by the very slight effect of the Aus-
tralian and Californian gold discoveries, which never raised
the gold price of silver more than about 4§ per cent., and
failed to have more than a permanent effect of 1} per cent.
This permanence of relative values may have been partially
due to the fact that gold and silver can be employed for

1 Theory of Political Economy, 4th cd., 1911, pp. 134-36.
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exactly the same purposes, but that the superior brilliancy
of gold occasions it to be preferred, unless it be about 15 or
15} times as costly as silver. Much more probably, however,
the explanation of the fact is to be found in the fixed ratio
of 16} to 1, according to which these metals are exchanged
in the currency of France and some other continental coun-
tries. The French Currency Law of the year XI established
an artificial * equation—

Utility of gold = 15} x utility of silver

1Tt is this artificiality of the bimectallic system which unfortu-
nately befogs the minds of some pcople and prejudices those of
others. Some do not understand why the price determination of
two commoditics uscd as money should be so different from the
price determination of any other two commodities as to be
governel by a ratio fixed by law. Others are puzzled as to why,
if gold and silver are a pair of substitutes, should they require a
logal ratio while other pairs of substitutes circulate without a legal
ratio, morely on the basis of the ratio of their utility. These
difficulties are well explained away by Prof. Fisher thus :

«. .. two forms of money differ from a random pair of com-
modities in being substitutes. Two substitutes proper are regarded
by the consumer as & single commodity. Thus lumping together of
the two commodities reduces the number of demand conditions, but
does not introduce any indeterminateness into the problem because
the missing conditions are at once supplied by a fized ratio of sub-
stitution. Thus if ten pounds of cane sugar serve the same purpose
as eleven pounds of beet-root sugar, their fixed ratio of substitution
is ten to eleven. . . . In these cases tho fixed ratio is based on tho
relative capacities of the two commodities to fill a common need, and
is quite antecedent to their prices. . . . The substitution ratio is fixed
by nature, and in turn fixes tho price ratio.

« In tho single case of money, howcver, there is no fixed ratio of
substitution. . . . We have hore to deal not with relative sweeten-
ing power, nor relative nourishing power, nor with any other capacity
to satisfy wants—no capacity inherent in the metals and independent
of their prices. We have instead to deal only with relative pur-
chasing powor. We do not reckon a utility in the metal itself, but
in the commodities it will buy. We assign their respective desir-
abilities or utilities to the sugars . . . before we know their prices,
but we must inquire the relative circulating value of gold and silver
before we can know at what ratio we ourselves prize them. To us
the ratio of substitution is incidentally the price ratio. The case of
the two forms of money is unique. They are substitutes, but have
no natural ratio of substitution, dependent on consumers’ preferences.

“ The foregoing considerations . . . are overlooked by those who
imagine that a fixed legal ratio is merely superimposed upon & system
of supply and demand already determinate, and who seek to prove
thereby that such a ratio is foredoomed to failure . . . the . ..
analogy . . . is unsound. . . . Gold and silver . . . are not com-
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and it is probably not without some reason that Wolowski
and other recent French economists attributed to this law of
replacement an important effect in preventing disturbance
in the relations of gold and silver.”

But granting that before 1873 the ratio was preserved
owing to the compensatory action of the bimetallic law, can
it be said that it would have been maintained after 1873 if
the law had not been suspended ? To give an uncompro-
mising affirmative as the bimetallists did is to suppose that
bimetallism can work under all conditions. As a matter
of fact, though it is workable under certain conditions it is
not workable under other conditions. These conditions are
well described by Prof. Fisher.! The question under
bimetallism is whether the market ratio between gold and
silver bullion will always be the same as the legal ratio
between gold and silver coins freely minted and possessing
unlimited legal-tender power. Now supposing the supply
of silver bullion has increased relatively to that of gold
bullion, the result will obviously be a divergence in the mint
and the market ratio. Will the compensatory action of the
bimetallic law restore the equilibrium ? It may succeed in

pletely analogous even to two substitutes, because for two forms of
money there is no consumers’ natural ratio of substitution. There
seems, therefore, room for an artificial ratio. . . .”’—Purchasing
Power of Money, 1911, pp. 376-717.

! Elementary Principles of Economics, 1912, pp. 228-29. In the
illustrations given by Prof. Fisher he appears, although he does not
mean it, to make the success or failure of bimetallism hang upon the
question whether or not the two metals are maintained in circulation.
For in the illustration which he gives to show the failure of bimetal-
lism—Fig. 14 (b)—his film f shows gold to be entirely thrown out of
circulation ; while in the illustration he gives to show the success of
bimetallism—Fig. 156 (b)—his film f shows gold to be only partially
thrown out of circulation. But there seems to be no reason to sup-
pose that there cannot be a third possibility, namely, that while the
position of the film fis as in Fig. 14 (b) the level of the gold bullion
and silver bullion may be as in Fig. 15 (b)—a possibility in which
bimetallism succeeds although one of the two metals is entively
pushed out of circulation. For the success of bimetallism it is not
necessary that both the metals should remain in circulation. Its
success depends upon whether or not the compensatory action
succeeds in restoring the relative values of the two bullions to that
legally established between the two coins. If it succeeds in achieving
that, the ratio would be preserved even if the compensatory action
drives one metal entirely out of circulation.
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doing it or it may not. If the increase in the supply of silver
bullion and the decrease in that of gold bullion are such
that a decrease in that of silver caused by its inflow into
the currency and an increase in that of gold caused by
its outflow from currency can restore the.n to their old
levels as bullion, bimetallism would succeed ; in other words,
the market ratio of the two bullions would tend to return
to the mint ratio. But if the increase in the supply of silver
bullion and the decrease in that of gold is such that the
outflow of silver bullion into currency reduces the level of
the silver bullion to the old level, but the outflow of gold
bullion from currency does not suffice to raise the level of
the gold bullion to the old level, or if the outflow of gold
from currency raises the level of the gold bullion to the old
level, but the inflow of silver into currency does not result
in the reduction of the level of silver bullion to its old level,
bimetallism must fail ; in other words, the market ratio of
the two bullions will remain diverted from the mint ratio
legally established between their coins.

Under which of these two possibilities could the circum-

stance