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GOLD AND SILVER COMMISSION.

ROYAL COMMISSIONS.

1.

VicToriA R.:

Victoria, by the Grace ol God of the United Kingdom of Great Brit-
ain and Ireland Queen, defender of the faith. 'To our right trusty
and well beloved Councillor Arthur James Balfour, our secretary
for Scotland; our right trusty and well-beloved Councillor Joseph
Chamberlain; our trusty and well-beloved Charles William Freman-
tle, esquire, companion of our most houourable order of the bath
(commonly called the Ilonourable Charles Witliam Freemantle); our
trusty and well-beloved Sir John Lubbock, baronet; our trusty and
well-beloved Sir Thomas Henry Farrer, baronet; our trusty and well-
beloved James Richard Bullen Smith, esquire, companion of our most
exalted order of the Star of India; our trusty and well-beloved David
Miller Barbour, esquire; our trusty and well-beloved John William
Birch, esquire; our trusty and well-beloved TLionel Louis Cohen,
esquire; our trusty and well-beloved Leonard ITenry Courtney, es-
quire; and our trusty and well-beloved William Henry Honldsworth,
esquire, greeting.

Whereas it has been represented unto us that it is expedient that a
commission should forthwith issue to inquire into the recent changes in
the relative values of the precious metals shown by the decrease in the
gold price of silver.

Now know ye, that we, reposing great trust and confidence in your
knowledge and ability, do by these presents authorize and appoint you
the said Arthur James Balfour, Joseplh Chamberlain, Charles William
Fremantle (commonly called the Honourable Charles William Fre-
mantle), Sir John Lubbock, Sir Thomas Henry Farrer, James Richard
Bullen Smith, David Miller Barbour, John William Birch, Lionel Louis
Cohen, Leonard Henry Courtney, and Walliam Henry Houldsworth to
be our commissioners for the purpose of said inquiry.

And we do hereby enjoin you, or any five or more of you, to investi-
gate the causes of the said recent (,h.umvs in the relative values of the
precious metals, and especially to inquire whether the said.changes are
due (1) To the depreciation of silver ; or (2) To the appreciation of gold;
or (3) To both these causes.

It you should find the said changes to be due to the deprocmtmn of
silver, you will then inquire whether such depreciation arises from in-
crease of supply or diminution of demand, or from both, and you will
endeavor to ascertain the proportions in which these different causes

have operated. -
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If you should find the changes to be due Lo the appreciation of gold,
you will inquire whether the appreciation arises from the diminution of
supply or from increase of demand, or from both, and you will endeavor
to ascertain the proportions in which these diffierent causes have ope-
rated.

Iaving regard to these different causes and their respective effects,
you will nextinquire what has been the bearing of the changes in the
alue of the precious metals on the following matters of practical busi-
ness :

1. India.—(a) Upon the remittances of the Government of India: (1)
For payments on old or fixed contracts; (2) For payments on new or
current contracts. (b) Upon the persons in India who have to make
remittances home in zold. (¢) Upon the producers, merchants, and
tax-payers of India. (d) Upon merchants and manufacturers at home
who trade with India.

I1. The United IWingdom.—(«) Upon the trade of the United Kingdom
with other silver-using countries. (b) Upon the foreign trade of the
United Kingdom generally. (¢) Upon the internal trade and industry
of the United Kingdom.

If youshould come to the conclusion that the aforesaid changes in the
valucs of the precious metals are causing permanent or important evils
or inconveniencies to any of the interests above referred to, it will be
your duty then to mmquire whether it is possible to suggest any remedies
within the power of the legislature or the Government, by itself or in
concert with other powers, which would be effectual in removing or
palliating the evils or inconveniencies thus caused without injustice to
other interests, and without causing other evils or inconveniencies
equally great.

Lastly, if your are of opinion that this is possible, you will state the
precise form which such remedies should take, and the manner in which
they should be applied.

And for the better etfecting the purposes of this our commission, we
do by these presents give and grant unto jou, or any five or more of
yvou, full power to call before you such persons as you shall judge likely
to afford you any information upon the subject of this our commission ;
and also to call for, have aceess to, and examine all such books, docu-
ments, registers, and records as may afford you the fullest information
on the subject; and to inquire of and concerning the premises by all
other Jawful ways and means whatsoever.

And we do further by these presents authorize and empower you, or
any five or more of you, to visit and personally inspeet such places in
our United Kingdom as you may deem expedient for the more effectual
carrying out of the purposes aforesaid.

And we do by these presents will and ordain that this our commis-
sion shall continue in full force and virtue, and that you, our said com-
missioners, or any five or more of you, may from time to time proceed
in the execution thereof, and of every matter and thing therein con-
tained, although the same be not continued from time to time by ad-
journment.

And we do further ordain that you, or any five or more of you, have
liberty to report your procecdings under this our commission from time
to time, if you shall judge it expedient so to do.

And our further will and pleasure is that yon do, with as little delay
as possible, report to us, under your hands and seals, or under the hands
and seals of any five or more of you, your opinion upon the several mat-
ters herein submitted for your consideration.
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And for the purpose of aiding you in such matters we hereby appoeint
our trusty and well-beloved George ITerbert Murray, esquire, to be sec-
retary to this our commission.

Given at our court at St. James’s, the twenticth day of September,
one thousand eight hundred and eighty-six, in the fifticth year of our
reign.

By Her Majesty’s command.

HENRY MATTHEWS.

II.

Vicroria R.

Victoria, by the grace of God of the United Kingdom of Great Britain
and Ireland Queen, Defender of the Faith. To our right trusty and
well-beloved Councillor Farrer, Baron Herschell: our right trasty and
well-beloved Councillor Joseph Chamberlain; our right trusty and
well-beloved Councillor Sir Louis Mallet, Knight, Companion of our
most honourable Order of the Bath; our right trusty and well-beloved
Counciilor Arthur James Balfour; our right trusty and well-beloved
Councillor Henry Chapling our trusty and well-beloved Charles Will-
iam Fremantle, esquire (commonly called the Hounourable Charles
William IFremantle), companion of our most honourable Order of the
Bath; our trusty aud well-beloved Sir John Lubbock, Baronet; our
trusty and well-beloved Sir Thomas Henry Farrer, Baronet; our trusty
and well beloved David Miller Barboar, esquire, companion of cur
most exalted Order of the Star of India; our trusty and well-beloved
John William Birch, esquive; our trusty and well-beloved Lionel Louis
Cohen, esquire; our trusty and well-beloved Leonard Henry Court-
ney, esquire; and our trusty and well-beloved William Henry Houlds-
worth, esquire, greeting:

Whereas we did, by warrant under our royal sign manual, bearing
date the twentieth day of September, one thousand cight hundred and
eighty-six, aunthorise and appoint our right trusty and well-beloved
Councillor Arthur James DBalfour, our then secretary for Secotland, to-
gether with the several gentlemen therein mentioned, or any five or more
of them, to be our commissioners to inquire into the recent changes in
the relative values of the precious metals shown by the decrease in the
gold price of silver:

Now know ye, that we have revoked and determined, and do by these
presents revoke and determine, the said warrant, and every matter and
thing therein contained.

And whereas we have deemed it expedient that a new commission
should issue for the purposes specified in sach warrant of the twentieth
day of September, one thousand eight hundred and eighty-six :

Further know ye, that we, reposing great trust and confidence in your
ability and discretion, have appointed, and by these presents nominate,
constitute, and appoint you, the said Farrer, Baron Herschell, Joseph
Chamberlain, Sir Louis Mallet, Arthur James Balfour, Henry Chaplin,
Charles William Fremantle (commonly called the Honourable Charles
William Fremantle), Sir John Lubbock, Sir Thomas Henry Farver, David
Miller Barbour, John William Birch, Lionel Louis Cohen, Leonard Henry
Courtney, and William Ienry Houldsworth, to be our commissioners
for the purposes of the said inquiry. .

And we do hereby enjoin you, or any five or more of’ you, to investigate
the canses of the said recent changes in the relative values of’ the pre-
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cious metals, and especially to inquire whether the said changes are
due—(1) To the depreciation of silver, or (2) to the appreciation of gold,
or (3) to both of these causes.

If you should find the said changes to be due to the depreciation of
silver, you will then inquire whether such depreciation arises from in-
crease of supply or diminution of demand or from both, and you will
endeavour to ascertain the proportions in which these different causes
have operated.

If you should find the changes to be due to the appreciation of gold,
you will inquire whether the appreciation arises from the diminution of
supply or from increase of demand or from both, and you will endeavour
to ascertain the proportions in which these different causes have eper-
ated.

Having regard to these different canses and their respective etfects,
you will next inquire what has been the bearing of the changes in the
value of the precious metals on the following matters of practical busi-
ness:

I. India.—(a) Upon the remittances of the government of India. (1)
For payments on old or fixed contracts. (2) Ifor payments on new or
current contracts; (b) upon the persons in India who have to make
remittances home in gold; (¢) upon the producers, merchants, and tax-
payers of Indiaj (d) upon merchants and manufacturers at home who
trade with India.

11. The United Kingdom.—(a) Upon the trade of the United Kingdom
with other silver-using countries; (6) upon the foreign trade of the
United Kingdom generally; (¢) upon the internal trade and industry
of the United Kingdom.

If you should come to the conclusion that the aforesaid changes in
the values of ‘the precious metals are causing permanent or important
evils or inconveniences to any of the interests above referred to, it
will be your duty then to inquire whether it is possible to suggest any
remedies within the power of the legislature or the (Government, by
itself, or in concert with other powers, which would be effectual in re-
moving or palliating the evils or inconveniences thus caused, without
injustice to other interests, and without causing other evils or incon-
veniences equally great.

Lastly, if you are of opinion that this is possible, you will state the
precise form which such remedies should take and the manner in which
they should be applied.

Aud for the better effecting the purposes of this our commission
we do by these presents give and grant unto you, or any five or more
of you, full power to call before you such persons as you shall judge
likely to afford you any information upon the subject of this our com-
mission; and also to call for, have aceess to, aud examine all such books,
documents, registers, and records as may afford you the fullest informa-
tion on the subject, and to inquire of and concerning the premises by
all other lawful ways and means whatsoever,

And we do further by these presents authorise and empower you, or
any five or more of you, t visit and personally inspect such places in
our United Kingdom as you may deem expedient for the more effectual
carrying out of the purposes aforesaid.

And we do by these presents will and ordain that this our commis-
sion shall continue in full foree and virtue, and that you, our said com-
missioners, or any five or more of you, may, from time to time, proceed
in the execution thereof, and of every matter and thing therein contained,
although the same be not continued from time to time by adjournment.
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And we further ordain that you,or any five or more of you, have lib-
erty to report your proceedings under this our commission from time
to time, if you shall judge it expedient so to do.

And our farther will and pleasure is, that you do, with as little de-
lay as possible, report to us, under your hands and seals, or under the
hands and seals of any five or more of you, your opinion upon the sev-
cral matters herein submitted for your consideration.

And for the purpose of aiding youin such matters, we hereby appoint
our trusty and well-beloved George Herbert Murray, esquire, to be see-
retary to this oar commission.

Given at our court at 8t. James’s, the sixth day of May, one thousand
eight hundred and cighty-seven, in the fiftieth year of our reign.

By ller Majesty’s command.

HENRY MATIHEWS.

II1.
Vicroria R.
Vietoria, by the grace of God of the United Kingdem of Greal Britain
and Ireland Queen, Defender of the Faith.  To our trasty and well-
beloved Samuel Montagu, esquire, greeting:

Whereas we did, by warrant under our royal sign manual, bearing
date the sixth day of May,one thousand eight hundred and eighty-
seven, appoint our right trusty and well-beloved Conucillor JFarrer,
Baron Herschell, togethier with the several gentlemen therein men-
tioned, or any five or more of them, to be our commissioners to inguire
into the recent changes in the relative values of the precious metals
shown by the decrease in the gold price of silver.

And whereas one of our commissioners, so appointed, namely, Liouel
Louis Cohen, esquire, has since deceased :

Now know ye, that we. reposing great confidence in you, do by these
presents appoint you, the said Samuel Montagn, to be one of our com-
missioners for the purpose aforesaid, in the room of the said Lionel
Louis Cohen, deceased, in addition to and together with the other com-
missioners whom we have already appointed.

@Given at our court at St. James's, the twenty sixth day of July, one
thousand eight hundred and eighty-seven, in the fifty-first year of our
reign.

By her Majesty’s command.

HoNrYy MATTIEWS.

[NoTE.—~The Right Hon. Joseph Chamberlain resigned in September,
1887,
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FINAL REPORT.
PART 1.

To e QUEEN'S MosT EXCELLENT MAJESTY.

May it please Your Majesty, we, the undersigned Commissioners ap-
pointed to inquire into the recent changes in the relative values of the
precious metals, desire humbly to submit to Your Majesty our final re-
port upon the several matters which we have been directed to investi-
gate.

2. The recent changes above referred to have been of a twofold char-
acter:

I. There have been extensive fluctuations in the relative values
of gold and silver,
1I. There has been a considerable fall in the gold price of silver.

3. Weare directed to inquire whether these changes have been caused
by (a) the depreciation of silver, or (b) the appreciation of gold, or (¢) a
combination of both these causes; and further whether such deprecia-
tion or appreciation has been caused by («) an increased supply of, or
diminished demand for, silver, (b) a diminished supply of, or increased
demand for, gold, or (¢) a combination of two or more of these causes.

4. We are then directed to investigate the hearing of these changes
upon the general interests of the United Kingdom and India; and
finally, if we are satistied that such changes have been prejudicial to
any of those interests, we are to suggest any remedies likely to remove
or modify the evils which may be found to exist, withont injustice to
other interests, and without cansing other evils eqnally great.

5. From the commencement of our inguiry we have been profoundly
impressed with the extreme complexity of’ the questions submitted for
our consideration.

The statistical information relating to the subject is very imperfect,
and there is hardly any fact connected with it on which there are not
considerable differences of opinion.  When we proceed from facts to in-
ferences these differences naturally become more marked.

Iiven if the facts themselves were admitted, there would still remain
an element of doubt caused by the uncertainty as to whether we had
taken into con~ideration all the factors necessary to enable a conclusion
to be formed ; and in addition to this, the influences which affect prices
and the relative value of the precious metals are so subtle and various,
that it is difficult, if not impossible, to assign to each of them its due
weight.

6. In view therefore of the difficulties which necessarily attach to
such an inquiry, we think that the best service which we canrender is,
m the first instance, to set out at some length the facts to which our at-
tention has been called, with the arguments and opinious expressed ou
either side, leaving for a later portion of our report the conclusions at
which we have ourselves arrived.

11
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We feel that our report will be of greater value if we are able to pre-
sent in a concentrated form the nature of the problems involved and
their bearing on one another, with the opposing arguments, so as to en-
able those interested to form their own judgment, than if we limited
ourselves to a statement of the conclusions to which our own investi-
gations have led us.

We desire to take this opportunity of expressing our acknowledg-
ments to the several witnesses who gave evidence before us, and also
to those gentlemen in foreign countries who were good enough to for-
ward written answers to our questions. These answers, which were
appended to our second report, will, we think, be found to contain much
valuable information on the subject of our inquiry.

7. We have already indicated the nature of the changes to which we
understand the terms of Your Majesty’s Commission to refer, namely, (a)
the fluctuations which have taken place in recent years in the relative
values of gold and silver, and (0) the general tendency of those fluctua-
tions, which has been in the direction of a fallin the gold price of silver.

But before entering upon an examination of the changes which have
occurred in recent years, it may be useful to give a brief sketeh of the
main facts with regard to the relative value and production of the
precious metals in periods anterior to those to which our attention is
specially directed.

In the history of the production of the precious metals the two prin-
cipal features are the large discoveries of silver in South America and
Mexico which marked the middle of the sixteenth century, and the
large discoveries of gold in California and Australia which marked the
middle of the nineteenth century. IPrior to 1545 the average annual
production of gold appears to have been (in weight) about one-tenth of
the production of silver. ¥rom the date of thediscovery of the Potosi
mines there was a rapid increase in the production of silver, so that by
the beginning of the seventeenth century the relative proportions were
about 98 per cent. of silver and 2 per cent. of gold. This proportion
gradually altered during the seventeenth and carlier part of the eight-
centh century until in 1750 it became 95.5 per cent. of silver to 4.5 per
cent. of gold. For the next fifty years the production of gold fell off
relatively to silver, and towards the beginning of this century the pro-
portion reverted to about 98 per cent. of silver to 2 per cent. of gold.
The output of gold then began to increase, at first slowly, and after 1848
more rapidly, until the proportion in 1850-’55 was 81.5 per cent. of silver
to 18.5 per cent. of gold; but owing to the alterations in the supply
since that date, the proportion is now about 95.5 per cent. silver to 4.5
per cent. gold.

Notwithstanding these variations in the production, the relative value
of the two metals, as represented by the gold price of silver, has, at
least during the last two hundred years, been subject to much less fluct-
uation. At the beginning of the sixteenth century the relative value
of silver to gold was as 11to 1. During that century silver depreciated
slowly, and during the first half of the seventeenth century more rap-
idly, until in 1670 the ratio was about 15 to 1, near which point it re-
mained till shortly after the middle of the eighteenth century. About
this time there was a considerable discovery of gold in Brazil, and the
ratio became about 143 to 1. Silver then again became slightly depre-
ciated, and from the beginning of the present century down to 1873 the
ratio did not materially vary from 153 to 1.

It will thus be seen that from the middle of the seventeenth century
the relative value of the two metals did not vary much more than 3 per
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cent. in either direction until the recent divergence began to manifest
itself in 1873.

8. From a table presented by one of our earliest witnesses, Mr. Pix-
ley, it will be observed that from 1833 to 1872 the annual average price
of bar silver on the London market was never lower than 59 3,d. per
ounce nor higher than 62 };d., showing a range of 23d. during the forty
years in question.

Mr. Pixley has been good enough to furnish us with a continuation
of this table down to the end of 1837, from which it appears that in the
years from 1873 to 1887, both inclusive, the highest annual average was
594d. (in the first year of the period) and the lowest 443d. (in the last
year), showing a variation of 143d.

The highest actual quotation between 1833 and 1873 was (23d., in
July 1859 ; and the lowest 583d. in February and March 1833, showing
a variation of 4d.

In the later period the highest actnal quotation was 5932d. in Febrau-
ary, 1873, and the lowest 42d. in July and August, 1886, showing a va-
riation of 17}2d.

During the current year the price has undergone a further decline,
dating from about the end of February. On the 19th of May the quo-
tation was 41§d., the lowest yet recorded, and for some weeks after-
wards it scarcely rose above 42d.

As will be seen from the dates given the general tendeney of the silver
market since 1873 has been downwards, there being only three years
(1877, 1880, ai:d 1884) in which the average price forthe whole year was
higher than in the year preceding.

CAUSES OF TIE FLUCTUATIONS AND THE FALL IN THE GOLD PRICE
OF SILVIER.

9. On these facts the question arises whether the wider range of the
fluctuations in the later period and the fall in the gold price of silver
are due:

I. To some change which has affected silver, or
I1. To some change which has affected gold, or
I11. To changes which have operated upon both metals.
We will proceed to state the arguments brought forward under cach

of these heads.
1. CAUSES AKFFECTING SILVER.

10. The first point to be noticed is the increased supply of silver from
the mines, especially those of the United States.

11. But before entering upon the statistics relating to the production
and consumption of the precious metals, we desire to express our ac-
knowledgments to the recent work of Dr. Soetbeer,* which contains so
much valuable information on this and many other points connected
with monetary questions.

Throughout our report we shall frequently refer on all statistical
questions to the figures compiled by Dr. Soetbeer. Ile explaius very
fully in all eases the sources of his information and the methods which
he has adopted in compiling it; and we have not met with any other
figures which appear more deserving of general acceptance.

We have been so much impressed by the value ot the work in ques-
tion, that we have appended a translation of it to this report.

* Materialion zur E;lai.i—t.erdung \11-1(1—-3(‘;:1&;55;1113 der wirtschaftlichen Edelmetallver-
hiltmsse und der Wihrangstrage. Berlin, 1886.
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We are also indebted for some useful information to tie independent
inquiries of Sir Hector Hay and Mr. Pixley on certain branches of the
subject.

12. The following table reproduces Dr. Soetbeer’s estimate of the—

Production of silver since 1851.

Total production (annunal | | Production in the United

averago). States (annual average).
Period. - S S
| |
Weight. | Value. | Weight. ; Value
——— ! — ! - — —
{ |
; Kilograms. :
1851-"'65 ... £8, 019, 350 8,300 | £75,100
1856-'60 . 8, 235, 450 +6,200 | 56, 400
9, 965, 400 174, 000 | 1, 574, 700
11, 984 800 301, 000 2, 693, 050
564, 800 | 2, 000
. , 100 980, 672 | 7 647, 000
1881-'85 [ ‘ , 861, 709 21,41}8, 000 | 1,137, 478 J 8, 521, 450
i

The weight of silver anmmlly raised from the mines may therefore be
said to be at the present time considerably more than double what it

was twenty years ago; and it has increased nearly 50 per cent. during
the last two qumquonnml periods.

It should Le added that in the above table the value of the silver pro-
duced has been estimated according to the actual gold price in the
several periods specified.

13. In addition to the supply from the mines, the amount of silver
placed on the market was further increased by that portion of the de-
monetized German silver which was offered for sale. The quantity so
sold is stated at 3,552,000 kilograms, and the amount realized was
upwards of £28,000,000.

The following figures show the proceeds of tlie sales in each year from
1873 to 1879, and the average price realized :

Average
price (in
Year. Pm::‘c:ﬂ‘s of pence) per
. ounce
standard.

£464, 834 59,%
3,056, 783 583
910, 422 57k
4,600, 824 52§
11, 521, 211 54,5
6,310,192 | 52
1, 396, 720 50

L RN 28, 356, 986

The effect of this supply must, however, have been of a very tempo-
rary character; and little, if any, silver has been sold by the German
Government since 1879.

14. Coupled with this increased supply there has also been, it is al-
leged, a decrease in the demand, arising from the following causes: (a)
The cessation of the free coinage of silver in Germany, the Latin Union,
and Holland, and (b) A diminution in the quantity requuul for trans-
mission to ludm.

15. The statistics of the coinage throw very little light upon the real
extent of the demand for new metal. But we append such statistics as
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we have been able to procure of the total coinage of silver in the princi-
pal countries of the world since 1851, in the following table :

Nominal value of silver coinage.

Period.
Europeandthe

| \
United States. | British India. | Total.
' N

1

1851-'55... £22,879,000 | £.2,409, 000 £45, 288, 000
1856-'60 46, 114, 500 ; 48, 593, 000 0#, 707, 500
1861-'65 35,371, 500 | 44, 591, 000 79, 962, 500
1866-'70 58, 609, 000 36, 987, 000 | 95, 596, 000
1871-'75 69, 395, 400 ]4 803, 000 ! 84, 198, 400
1376~'80 86 9"') 000 | 42, ‘66 000 l"‘i 691, 000
1881~'85

56, Ul.) 600 | 24, 843, 000 B.)8,600

It will be observed that previous to the period 1881-85 the coinage
greatly exceeded the total production. This is due to the large quan-
tity of silver which is recoined, and which therefore appears more than
oncein the returns. At many of the Continental mints no record is
kept of the origin of the metal coined, and it is therefore impossible to
say what proportion of the amount issued by the mints was newly raised
from the mines and what proportion was old silver recoined.

16. The diminution in the Indian demand for silver is aseribed pri-
marily to the increase in the amount of the bills drawn by the secretary
of state for India upon the government of India.

The following table gives the net import of silver into India (in tens
of rupees) and the amounts received by the Home Government for bills
drawn upon India (in sterling) for each year since 1851 :

| |
| Amounts l } Amounts

recerved by | received by
Not imports | the Home Not imports | the Home
Official year. of mlver | Government Oflicial year. of mlver | Government
into India. for bills into India. for bills
drawn on drawn on
Inda. India.
Rx & Rz, £

lBaO—'ﬁl 2,117, 225 3,236, 458 || 1870-'71 941, 924 8, 443, 500

. A 805, 357 2,777, 623 || ]X'll ’71 6, 520, 316 10, 310, 339

4 605, 024 3,817, 122 ; 1872-"73 715, 144 13, 939, 095

‘.’, 305, 744 3,850, 565 | 1873-'74 2, 495, 824 13, 285, 678

29, 600 3,669, 678 || 1874-'75 . - 4, 642, 202 10, 841,615

Average ....... 2,384, 590 3,370, 269 Average 3, 063, 082 11, 364, 047

185506 . 8,194, 37¢ 1,484, 040 || 1875-'76 1, 555, 365 12, 389, 618

1R56-57 . 11, 073, 247 2,819,711 || 1876-"77 7,198, 872 12, 695 799

1857-'58 12,218, 948 628, 499 || 1877-"78 14, 676, 335 10, ]34 455

1858-"50 . 7,728, 342 25,901 || 1878-'79 3, 970, 694 13, 948 565

1859-"60 11, 147, 503 4,694 || 1870-'80 %I, 869, 742 15 261, 810

Average ....... 10, 072, 495 992, 569 Average . 12, 886, 048

1860-"61 5,328, 009 797 || 1880-'81 15, 239, 677

1861-'62 . 9, 086, 450 1,193, 729 || 1881-'82 18, 412,420

1862-63 . 12, 550, 157 6,641, 576 | 1882-'83 15, 120, 521

1863-'64 . 12,796, 119 8,079, 521 || 1883-'84 17, 599, 805

1864-'65 10, 078, 798 6,789,473 || 1884-'85 7, 245, 631 13, 758, 908
)

Average ....... 9,068, 028 4, 721, 019 Average ....... 6,080,527 | 16,026,268

1865-'66 ....... careons 18 668 613 ¢, 098, 899

6,963, 103 5,613, T46 ||

5, 593, 962 4,137, 285 | 1885-'86 . 11, 606, 629 10, 202, 692

8,601, 022 3,708, 741 | 1886-'87 . 7,155, 738 12,136, 279

'7 318, 144 6, 590, 122 || 1887-'88 .. 9, 218, 751 15, 858, 977

Averago ...... 9,428, 981 I 5,487,159
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These figures, it is contended, show that, whilst the sterling remit-
tances of the Indian government have increased, the exports of silver
to India have decreased ; and this for the following reasons:

(1) The drawings of the home Government represent an export from
India, for a great portion of which no commercial equivalent is received,
and which consequently diminishes the purchasing power of the country.

(2) The bills drawn upon India represent a competing remittance with
silver ; and as, owing to the necessities of the case, the bills must be put
on the market at whatever price they may fetch, and can not be held
over, except within certain limits, to await the opportunity of a favora-
ble market, the demand for silver as a means ot remittance is propor-
tionately reduced and its price depressed.

(3) The bills are not placed on the market in the ordinary course of
trade arising from the balance of international indebtedness upon the
commercial transactions of the two countries. They may be offered
largely for sale at a time when they are not required for purposes of re-
mittance. This has the effect of lowering their price, and experience
shows that the price at which they are sold influences the market for
silver. If their price falls, the silver market is immediately depressed.

17. The Indian demand for silver has been further aftected by other
circumstances independent of the mere increase in the drawings of the
home Government.

For some years before the commencement of the fall in the value of
silver there had been special reasons inducing a flow of that metal to
India. This was due mainly to the following causes: (1) The American
cotton famine, which stimulated the export of cotton from Indiaj; (2)
the construction of the Indian railways and other public works, which
necessitated the expenditure of a large amount of capital in that coun-
try ; and (3) the muatiny, which compelled the Government to reduce its
drawings on India for the time and even to make remittances in silver.
It may also be added that the gold discoveries set free for export to the
East large quantities of silver formerly required for purposes of cnr-
rency in Europe. All these causes tended to promote the export of sil-
ver to India and to diminish the amount of remittances to England.
The full effect, therefore, even of the comparatively small demands of
the home Government, was scarcely felt until about the year 1871723
and since that date, as will be seen from the table above given, they
have largely increased.

It has also been said that owing to the uncertain value of silver in
recent years and the tendency of gold to rise in value, the latter metal
has taken the place of silver to some extent in India for purposes of
hoarding. The figures showing the increased demands for gold are
given in section 37.

18. An argument of a somewhat different character ascribes the fall
and fluctuations in the gold price of silver to the removal of an influ-
ence which formerly tended to keep its value steady in relation to gold
irrespective of the considerations to which we have already alluded.

From 1865 to 1873 the mints of the States forming the Latin Union,
namely, France, Belginm, Italy, Switzerland, and Greece, were ready to
convert into coin all silver brought to them, such coin being legal ten-
der to any amount in the several States ot the Union at a fixed ratio
with gold.

Tn France a similar law had been in force since 1803, and the princi-
ple of a legal ratio had been adopted insthat country at a much earlier
date.

The existence of this bimetallic law was, it is contended, sufficient to
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maintain a permanent relation between gold and silver quite independ-
ent of the actual quantity of either metal which was brought for coinage
or raised from the mines. Any person possessing silver, and knowing
that by taking it to the mints of those countries he could obtain in re-
turn for it coin which would be there available for the discharge of
debts in the proportion of 153 of silver to 1 of gold, would not part with
it for any purpose except at a price approximating to that ratio.

In other words, the ratio established by law between the two metals
practically controlled and regulated the market ratio.

19. In support of this view it is pointed out that while the relative
value of the production of the two metals was subject to considerable
changes in the first seventy years of this century, the extreme variation
in their market value scarcely exceeded 3 per cent. in either direction,
as shown in section 7; while, if the average value over a series of years
is taken, the variation is hardly perceptible.

These facts are hrought out more clearly in the following table, com-
piled from Dr. Soetbeer’s estimates of the production of the two met-
als:

Relative value of production and market price of gold and silverin lhe under-mentioned

periods.
Value of production (an- | . .
nual I‘;“‘l'“ﬂu)- Proportion | Averago | Ratio of
Period. of silver to ipnceolh:u‘ market value
— e wold Em]vm'(per i (smlver to
Silver i Gold ‘ ounce). gold).
S I i
I i
! Pence |
1801-"10 . 600 | £2 480, 000 | 1 1 | 15.61 {o 1
1811-'20 . 4, 866, 900 1, 596, 600 | 1] 15.51 to 1
1821~30 , 075, 900 1,983, 100 2055 to 1 15.80 to 1
1831-'40.. 5, TR, 600 2,830,200 | 1865 to 1 | 15.75 to 1
1841-50 . 6, 867, 600 LE99 1o 1! 15.83 to 1
1851-'55.. 8,019, 300 288 to 1 15.41 to 1
1856-'60.. 8, 235, 400 | L2902 10 1 ' 15.30 to 1
1861~'65. . 9,065,400 ' 27 386 to 1 | 15.40 to 1
1866-'70..... 440 (o 1] 15.55 to L

11, 984, 800 } 27, 206, 900

20. In 1873, however, large quantities of the silver which had been
withdrawn and sold in consequence of the monetary changes in Ger-
many were brought to the French and Belgian mints. Upwards of
£6,000,000 worth of silver in France and upwards of £4,000,000 in Bel-
gium were coined in that year, and serious apprehensions were excited
in both countries. The result was the contention of January, 1874, be-
tween several States of the Latin Union, which limited the coinage of
5-frane pieces in the Union during the year 1874 to the following
amounts, namely : France, 60,000,000 francs ; Italy, 40,000,000 ; Belgium,
12,000,000; and Switzerland, 8,000,000; and this limitation was con-
tinued (subject to a slight alteration in the amount) until the coinage
of full legal-tender silver was finally suspended in all the States of the
Union in November, 1878.*

21. The effect of these measures was, it is said, not only to depress
the price of silver by limiting the actual use of that metal, but to de-
stroy the controlling power formerly exercised by the legal ratio; and

* The nominal value of the subsidiary silver coins issucd from the mints of the Latin
Union in the years 1878 to 1887, inclusive, was £3,610,328; but the greater part of
this value represents recoinage. The millesimal fineness of these coins is 835, that
of the 5.franc pieces being 900, and the former are legal tender only for sums not ex-
ceeding 50 francs.

S. Mis, 34——2
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as this change, in itself one of great importance, occurred simultane-
ously with a great devolopment of silver mining in America, and as the
supply of silver relatively to gold has increased, while the demand for
it relatively to gold has diminished, the natural result of a fall in the
gold price of silver has ensued.

The full effect of the change is shown in the following continuation of
the table given above.

Valuo of production (an-

nual average > Average Ratio of
Period 8- oltrgm?rxox 1pnmoi (bar | market value

. I l old. \ silver (per (sxlver to

| silver. ] Gold. | | ounce). gold).
SRS (S A [ .
| l
N Pence.

£17,232,450 | 224,260,300 | .710 to 1 59, 15.97 to 1
10,703,100 | 24,052,200 | .794 to 1 5215 17.81 to 1
21, 438, 000 ‘ 20, 804, 900 f 1.030 to 1 \ 50§ 18.63 to 1

It will be observed that in the latter table an increase of 45 per cent.
in the ratio of production was met by a diminution of 16 per cent. in the
market value; whilst in the former table the diminution of 86 per cent.
in the ratio of production between 180110 and 1866-"70 coincides with
a rise in the market value which is scacely perceptible.

22. 1t is contended, on the other hand, that the fall in the gold price
of silver has not been due to any causes solely or chiefly affecting silver.

1t is pointed out that the increased supply from the mines is not saf-
ficient to aceount for a fall of 25 or 30 per cent. in the value of silveras
compared with gold, when it is remembered that the annual supply of
the precious metals is not consumed within a given limit of time, as is
the case with most otber commodities, but is added to a stock represent-
ing many times the annual production.

The value of the silver produced in the world from the end of the
fifteenth century to the present time is estimated by Dr. Soetbeer at
upwards of £1,951,000,000. If an allowance be made of one-fourth for
loss and wear the annual supply, even at the present rate, represents an
addition of less than 13 per cent. to the existing stock.

23. In reply to this it is urged that, owing to the legislative changes
described in section 20, the market has, since 1873, become much more
sensitive to variations of supply, and that in such circumstances an ad-
dition of 1 per cent. to the existing stock might produce a result al-
together out of proportion to its intrinsic importance.

24. With regard to the alleged decrease in the demand, it is urged
that the actnal employment of silver even for purposes of coinage has
not diminished since the period when the fall in its value commenced.

Any falling off in the quantity required for use in Kurope has been
more than counterbalanced by the comparatively new demand created
in the United States.

Down to the year 1873 there had been free coinage in that country
for both gold and silver, and both metals were legal tender at a ratio of
16 to 1. But during the civil war, and for some years afterwards, the
amount of silver coined was very small; the average value of the coin-
age in the ten years ending June 39, 1874, did not amount to $2,000,000
a year.

* By the United States coinage act of 1873 the free coinage of silver was
st:spend_ed and gold was made the sole Jegal tender for sums oxceeding
9y



GOLD AND SILVER COMMISSION. 19

The law of February 28, 1878 (genecrally known as the Bland act, or
more correctly the Allison act) directed the monthly coinage of not Tess
than $2,000,000 or more than $4 000,000, and made them fall. legal tender
for any amouut in the absence ot specml stipulation to the contrary.

The total coinage under that act in the ten years during which it has
been in operation 1s upwards of $300,000,000, the whole of Whlch prac-
tically represents a new demand. '

It also appears from a table put in by Mr. Giffen that (Jhma, which
formerly exported silver, has since 1875 become an importing country.

As regards the alleged falling off in the Indian demand, it is pointed
out that the dlmmutlou in recent years only becomes apparent if it is
contrasted with the years 185670, a period which is admitted to have
Deen one of abnormal demand in India.

In the twenty years preceding 1856 the average net imports of silver
into India scarcely exceeded Rx. 1,750,000 a year; in the fifteen years
187185, the average was I3x. 5,400,000; while in the years 1885-'86 to
1887-7388 the average rose to Rx. 9,327,000.

The figures given in section 16 show that in the period between 1856
and 1870 the net imports of silver into India slightly exceeded the total
quantity produced in the world, and the Indian demand must conse-
quently have been largely met from the currencies of the bimetallic
countries.

The failure of the supply from this source since 1873 is, it iy said,
sufficient to balance a material increase of production from the mines.

25. The allegations concerning the influence of the Indian council
bills upon the silver market are also disputed. It is said that while
the Indian council bills may have an immediate and temporary effect
in preventing silver from going to India and in thus checking the de-
mand for it, yet that in the end it is the value of silver which must de-
termine that of the bills; that if there is a sufticient demand silver will
flow to India, whatever the amount of the bills; that they can only
check the export of silver to India in the same way and to the same
extent in and to which they check the export of other goods; and that
as the imports of goods into India have largely increased, notwithstand-
ing the increased drawings of the Government, the imports of silver
can not have been seriously checked by those drawings.

£26. While, therefore, it is not denied by those who take the above
view with regard to the demand that, but for the monetary changes in
the Latin Union and Germany, the demand for silver might have been
considerably greater than at present, it is contended that on the whole
there is no evidence of any such diminution in the use of silver as would
be sufficient to account for a fall of from 25 to 30 per cent. in its value
when compared with the years preceding those changes.

27. It is also argued—

(@) That if the fall in the value of silver was due to some canse affect-
ing that metal alone, and that consequently it had fallen not only against
gold but against commodities, there would have been an increased ex-
port of silver to countries where it is legal tender to an unlimited ex-
tent, resulting in a general rise of prices and wages in those countries.

There is, howey er, no evidence of any such phenomen having taken
place. On the contrary, as will be seen from the figures given in sec-
tions 15 and 16, neither the imports of silver into India nor the coinage
of that metal hav shown any tendency to increase in such a manner as
would support this theory.

(b) That the demand for a metal which is used as the standard is nec-
essarily unlimited as to quantity in the country in which it is so used ;
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that the strength of that demand is shown by the quantities of commod-
ities for which a given weight of the metal will exchange; and that as
silver will at the present time buy as much produce in India as before,
it follows that the allegation of a falling off in the Indian demand for
silver can not be maintained.

(¢) That silver has not flowed to India in greater quantity because
there is no great surplus of silver in the market which could be thus
disposed of.

The additional amount of silver thrown on the market outside the
United States in recent years is shown by the following figures, com-
piled from Dr. Soetbeer’s tables:

| |
Average annual | |
production | Net export from | ooy (annual
Years. of silver outside | UNited States | verage)
Uuite(i States. |(annual average). | average).
i " |
A M S
Kilos. Kilos. i Iilos.
1866-'70... 1, 038, 085 320, 888 1,367,973
1871-'75. 1, 404, 625 | 519, 000 | 1,923, 625
1876-'80 1, 469, 580 | 221, 444 1, 691, 024
1881-'85. 1,724,231 | 248,111 1,972, 342
1876-'85. 1,596, 906 | 234,777 | 1, 831, 683
1871-'85. 1,532,812 | 329, 518 ( 1,862, 330

Thus it appears that the average yearly amount of new silver to be
absorbed between 1876 and 1885 was actually less than the average of
187175, and that the excess amount to be absorbed in the period 1871~
’87, compared with the average of 1866-"70, was only 494,357 kilos. yearly,
or less than four and a half millions sterling at the old ratio of 1 to 153.

(d) That whatever influence the increased drawings of the Indian
council and the absence of any special demands such as those referred
to in section 17 may have exercised on the value of silver, an additional
demand must have been created in recent years by the development of
the country, the increase of population, the construction of railways,
the opening of the Suez Canal, the lowering of the cost of transport,
and other similar causes.

28. According to another view, the flow of silver to India which
might have been expected from the fall in its value in Europe has been
connteracted or prevented by the heavy fall in the gold prices of many
commodities exported from Europe to India, which has resunlted in in-
creased exports of those commodities in lien of silver, the prices of
such commodities having fallen more than the price of silver.

The following table, in illustration of this argument, shows (1) the
total imports into India of merchandise and treasure; * (2), the imports
of merchandise only (excluding gold) ; and (3) the net imports of silver:

Total imports,

includig Imports of mer- Imports of
Period. the precious | chandise only silver (annual
metals (annual average). average).

(annual average).

Rz. Rez. Rz.
1866-'70.cuuuee s 47,067, 000 32,652,200 | 9, 429, 200
1871-'75.. 99, 078,700 | 33, 698, 700 | 8, 065, 500
K1876-'80 .. 47,020, 800 | 30, 352, 600 | 7, 054, 200
1881-'85 ..... 63, 855, 100 } 53, 061, 600 : G, 080, 500

*The net imports of treasure have been taken,
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29. In reply to this argument, it is urged that no diminution in the
cost of producing cominodities exported from Europe to India could
affect the demand for silver in India so long as that metal would buy
as much produce in India as before.

30. The fact of the steadiness in the relation between the two metals
during the maintenance of the bimetallic system in France is explained
as being accidental and not necessarily attributable to the working of
that system. At the time when the large discoveries of gold might
have been expected to destroy the efficacy of the legal ratio, France
happened to be in possession of a considerable stock of silver, for
which, owing to exceptional circumstances, shé® was able to find a
market elsewhere; and when, in its turn, the production of silver in-
creased, there happened to be a large stock of gold in the country.

The causes of the steadiness in the relative value of gold and silver,
and the extent to which this steadiness was due to the maintenance of
the bimetallic standard in France, will be fully dealt with in another
portion of our report, and we nced not, therefore, at this point state
the argument at greater length.

11.—CAUSES A¥FECTING GOLD.

31. The view which ascribes the divergence in the value of the two
metals to causes primarily affecting silver alone was that which received
the largest amount of support when the fall in its value as compared
with gold was first brought to the notice of the public.

As soon, however, as the corrections suggested by experience came
to be applied to theory, it was suggested that this explanation of the
phenomenon was scarcely consistent with some of the known facts of
the situation; and it was then urged, even by those who did not admit
the effects ascribed to the dissolution of the bimetallic ratio in the Latin
Union, or accept the theory of a fall in the value of silver owing to
an excessive supply of that metal as compared with the demand, that
an explanation should be sought in the hypothesis that the change
which had taken place was due to circumstances which had affected
gold and not silver.

32. This theory, that gold is scarcer both absolutely and relatively to
the work which it has to perform, aud that consequently it bears a
higher relative value to both commodities and silver (so far as the latter
is to be considered as a commodity) than it did formerly, is supported
by its advocates both on a priori grounds and by appeal to facts.

33. It is pointed out in the first place that there has been a dimin-
ished supply from the mines.

The tollowing table gives Dr. Soetbeer’s estimate of the total produc-
tion of gold since 1851 :

Total production (annual av-

Period. S
Weight. Value.
Kilograms.

1851-1855 199, 388 £27, 815,400
1856-1860 .. - 201,750 | 28, 144, 900
1861-1865. . . 185, 057 25, 816,
1866-1870. .. 195, 026 27, 208, 900
1871-1875... 173, 904 24, 260, 300
1876-1880 172,414 24, 052, 200
1881-1885 149, 137 20, 804, 900
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These figures, though they do not of course pretend to absolute
accuracy, are in substantial agreement with those compiled by other
authorities. In the evidence given by Sir Hector Hay and Mr. Pixley
will be found the results of independent inquiries instituted by them.
The actual quantities given by the ditferent authorities for each period
do not always coincide ; but the result, so far as it establishes a pro-
portionate diminution of supply, is practically the same in all cases.

34. Concurrently with this diminished supply it is contended that
there has been an increased demand for gold on the part of the United
States, Germany, Italy, Holland, and the three Scandinavian kingdoms.

35. Of the above-n#éntioned countries the demand for the United
States is undoubtedly the most important,

Its extent will be best understood from the following figures :

The consumpteon of gold in the United States.

Annual average value of —

" - R e — Actnal
Period.
consumption.
Iiomteil?l}-.ndum Net oxports. | Net imports.
1806-1870 £10, 602, 000 £8,069,000 | ... I £2, 533, 000
1871-1875 8, 300, 200 8,594,000 |....... [ 203, 800
1876-1880 8,916, 840 £2, 468, 000 11, 384, 840
1881-1885. ... 6,708, 080 4,425,000 | 11,133, 080

From these figures it appears that during the ten years, 1866-"75,
the United States absorbed a total value of £11,196,000, and during
the ten years 1876’85, a total value of £112,589,600.

The United States first began to draw gold from Europe in 1878, and
since that date the imports of gold have exceeded the exports in every
year except one.

This demand was originally created by the anticipated resumption of
specie payments on January 1,1879; and its maintenance is due both
to the very rapid growth of the trade and population of the country
in recent years, and to the increasing demand for gold for industrial
and currency purposes. A large amount is also accumulating in the
Treasury, owing to the growing surplus of revenue over expenditure,
and the protective system of the country which, it is said, leads to an
export of gold thither in lieu of commodities.

This large accumulation of gold in the Treasury is a distinctive
feature in the United States. In other countries the store of gold con-
stitutes the reserve of the principal banks, and is the foundation on
which the commerce of those countries is based. In the United States,
however, the amount held by the Treasury, except so far as it is repre-
sented by notes.or gold certificates, is practically hoarded and with-
drawn from commercial use altogether.

36. The extent of this demand for the United States in its effect
upon the supply available for other countries is further illustrated by
the following table ;
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Available supply of gold in countrics outside the Uniled Stales.

Annual average value of the—

Period. Production \ Net exports | Not imports |
outside the from the | to the

Total.
United States. ‘ United States. | United States. !

|
|
\

1806-1870 £16, 604, 900 | £8, 069, 000 .. . £24, 673, 900
1871-187 lo 960, 100 ! 8,594,000 | ... eee | ’4,054 100
1876-108 15, 135, 360 0()() 12, 667, 360

1881-1885

14, 096, 820

|
|
| 4 ’.> 000 | 9,671,820
|

L

37. There was also a slight increase between 1830 and 1885 iu the
Indian demand for gold which, however, has nvt been maintained
since that date.

Net imports of gold wto India.

Period Annual
: average value.

Lz
18661870 4 985,528
1871-1875H . 2,330, 080
1876-1880 . 614, 988
1881-1885 . 4,712, 689
1880-1888 2, 043, 057

If then we deduct from the total prodaction the quantities absorbed
by India and the United States we arrive at the following results :

1
Total |
Deriod. production of

the world.

Absorbed by
India and the
Unted States.

Surplus.

1876-'75 .. .
B

£357,336,000 | £47,771,600 | £209, 565, 000
224, 285,000 | 139, 220, 000 85, 036, 000

38. The demand in Germany has arisen from the substitution of a
gold for a silver standard simultaneonsly with the withdrawal of a con-
siderable quantity of notes of small denominations, necessitating a cor-
responding addition to the metallie eirculation.

The gold coinage was first authorized by a law of December, 1871,
but the single gold standard was not actually introduced until Jul),
1873, by a law which also prohibited the issue by the Imperial Bank of
Germauy of notes of a less value than 100 marks.

The amount of gold actually coined by Germany since 1871 is up-
wards of £98,000,000; and of this sum about £80,000,000 is estimated
to represent the new demand.

The greater portion of this coinage (upwards of £50,000,000) was ex-
ccuted in the years 1872 and 1873; and the bulk of the metal required
was drawn either directly or indirectly from Irance. The following
figures will afford some indication of the movement of gold towards
Germany during those years:
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Value of gold bullion and specie exporied to Germany in the under-mentioned ycars.

Year. Great Britain. France. Belgium. Total.

£8, 488,000 £4,585,000 £1, 766, 000 £14, 849, 000
8, 152, 000 853, 000 ." 414, 000 8,919, 000
7, 263, 000 7,040,000 | *41,323,000 55, 626, 000

23, 903, 000 11,978, 000 43, 513, 000 79, 894, 000

*Entered in the returns as ‘‘ in transit from France.”

These figures are taken from the trade returns of the three countries
above mentioned, the German returns themselves being obviously in-
complete; but it must be observed that in nearly all countries the re-
turns of the import and oxport of the precious metals are more liable
to error than is the case with other commodities ; and we do not there-
fore think that these figures afford much indication of the real facts of
the case.

39. Another demand was created by the action of Italy in 188183,
with the view of reswming specie payments. For this purpose a loan
was raised of £16,000,000, about £12,000,000 of which was drawn from
countries outside Italy ; but the gold coinage actually executed in Italy
since 1881 does not appear to have exceeded £6,500,000.

In the Netherlands a bimetallic system of currency had been in
force until 1847, when a single silver standard was introduced. The
coinage of silver was, however, temporarily suspended for short periods
between 1872 and 1875. By a law of 6th June, 1875, the adoption of a
gold coinage was aunthorized, and the coinage of silver was perma-
nently suspended ; the silver, however, still remaining legal tender at
its nomnal value. The gold coinage since 1875 has amounted to about
£6,000,000.

By a convention originally made in 1872, but unot finally ratified by
all the parties until 1876, the three Scandinavian kingdoms, Norway,
Sweden, and Denmark, adopted a common system of currency based
on the single gold standard ; that previously in use having been silver.
The amount of gold coined in the three countries since 1872 is about
£7,000,000.

40. It should, however, be remembered that all the demands for the
several Buropean countries above mentioned must not be considered as
having had a cumulative effect, some of the gold required baving been
only temporarily withdrawn from other countries to which it afterwards
returned in the ordinary course of trade.

In this respect the European countries stand on a different footing
from the United States and India, which have on balance absorbed gold
almost continuously throughout the last ten years.

41. In addition to the above demands, which relate chiefly to the use
of gold for monetary purposes, allegations are made that the amount
required for industrial purposes has increased ; but very little evidence
has been adduced in sapport of this view. Any statistics on the sub-
Ject must necessarily be of a very uncertain character, as there are no
means of ascertaining either the quantities agtually used for such pur-
poses or the extent to which the supply is obtained from new metal or
from metal previously used, or the extent to which metal previously
used is melted down and recoined.

Dr. Soetbeer’s estimate of the total quantity of gold annually re-
quired for industrial purposes at the present time (after deducting the
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old material used) is 90,000 kilograms, equivalent to about £12,250,000
But this estimate is considered by some authorities as too high

Sir Hector Hay’s estimate of the amount used in this country is
about £2,300,000, of which about £1,750,000 is from new material.

The only country in which any systematic attempt appears to have
been made to estimate the quantities used over a series of years is the
United States. :

The inquiries of the Director of the Mint in that country have resulted
in the following figures :

Value of gold used for indusirial purposes in the United Stales in the under-mentioned
years.

1
. From coin and I
Total \ >
Year. consumption. | ther ‘ From bars.
|
|
|

0
old materials.

£1, 799, 000 } £651, 000 | £1,148, 000

2,101, 000 816, 000 | 1, 285, 000
3,012, 000 1,525, 000 1, 487, 000

2, 323, 000 1,024, 000 | 1,298, 000

None of the estimates, however, throw much light on the increase or
decrease of the use of gold in recent years.

42. It is further stated that the unsettled relation which has subsisted
between the two metals since 1873, as well as other causes, have pro-
duaced a tendency on the part of both individuals and governments to
accumulate or hoard gold rather than silver.

The facts on this point which relate to India have been noticed above
in section 37. It is also known that the German Government has a
sum of about £6,000,000in gold stored in the fortress of Spandau, which
is practically withdrawn from the stock available for commercial or in-
dustrial purposes.*

TFurther evideuce pointing in the same direction may be found in Dr.
Soetbeer’s estimate of the value of the gold contained in the national
treasuries and the principal banks of the world, which gives the fol-
lowing figures:

1877 oo e, £144,500,000 | 1882, ... oeenenenneennnns £203,500, 000
1878 il - 7142, 500, 000 ‘ - 230, 000, 000
1879 . 175,000, 000 oo 234,000,000
1880 ..o . 189,500,000 | 1885 oo iereeeeien . 252, 000, 000
188lee o 195, 000, 000

It is also said that the State banks on the Continent generally facili-
tate the importation of gold, but place difticulties in the way of its ex-
portation. For example, it has been remarked that the Imperial Bank
of Germany has at times attracted gold by making advances for short
periods on exceptional terms on condition that gold is imported for the
purpose of repaying such advances. On the other hand pressure is
brought to bear on merchants and bankers to prevent the exportation
of gold from that country.

The Bank of Fraunce, while objecting to part with gold except in small
quantities for internal purposes, charges a premium on bar gold when
required for export.

* It should, however, be noted that * Reichskassenscheine ” or treasury notes have

been jssued by the Government to the extent of about 140,000,000 marks, which may
be considered as to some extent secured by the reserve above mentioned.
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43. The above are all the arguments which we think it necessary to
notice in support of the alleged appreciation of gold as deduced from
the facts relating to the supply of and the demand for that metal.

44, On the other hand it is contended—

(a) That, while the supply of gold from the mines has undoubtedly
fallen off, the effect of such a diminution has been inappreciable, owing
(as was pointed out with regard to silver in section 22) to the magnitude
of the stock already in existence. :

Dr. Soetbeer’s estimate of the production of gold since the end of the
15th century is £1,553,415,000; and an annual supply of £20,000,000
would consequently De about 11} per cent. on that stock, while the act-
ual diminution in the supply which has taken place during the last fif
teen years would only amount to one-fourth per cent. per annum.

() That the insignificance of this diminutionr is demonstrated by the
fact that, for all purposes for which it is required, gold is as plentiful
as ever. In support of this view the figures given in section 42 are
quoted. And it is pointed out that the allegation noticed in section 41
with regard to the increased use of gold for industrial purposes would,
if true, tend to show that the demand for gold for monetary purposes
was adequately met.

(¢) That the rate of discount has been both lower and less subject to
fluctuation than in previous periods.

The rate of discount, it is said, is conclusive evidence as to the ex-
tent of the supply of gold for monetary purposes, for it is the price
paid for the temporary command of that metal, or at any rate for the
command of something which depends upon and varies directly with
the supply of the metal, and must consequently be an accurate indica-
tion of the relation subsisting between the demand for and the supply
of gold at the time when it is fixed.

In further illustration of this view, it is pointed out that any dimi-
nution of the bank reserves below their normal limit is almost invaria-
bly followed by a rise in the rate of discount, which in its turn tends
to replenish the reserves; while any material increase in the reserves
is followed by a lowering of the rate, and that these results are pro-
duced with such uniformity as to establish a casual connection between
movements in the available supply of gold and in the rate of discount.

The average rate of discount at the banks of England, France, and
Germany, with the number of changes of the rate, in quinquennial
periods from 1861 to 1885, is as follows:

- —-
Bank of Engln,n\l

Bank of France. Bank of Germany.

Average “ Total Average J Total Average “ Total
rate i number of | rate I number of Tate number of
per cent. | changes. | per cent. | changes. | per cent. ] changes.
! s

Period.

1861-1865 . 4,90 69 . 47 ] 12

1866-1870 3.62 36 | 3.07 12 4.67 l 16

1871-1875 3.75 73 4.86 8 4.50 17

1876-1880. 287 | 29 2.65 7 4.1 | 27

1881-1885 3.48 4.23 | 12
i

! |

From these figures it is inferred that less difficulty has been found in
recent years in maintaining and replenishing the stock of gold in the
reserves of the principal banks; and it is only through the state of
these reserves that the supply of gold for monetary purposes produces
any effect upon the transactions of commerce.
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(@) That even admitting the increased demand for gold in some coun-
tries, and the decrease in the annual supply from the mines, the total
mass available for commercial purposes (which as stated in (a) is the
more important consideration) has not diminished but increased.

All that can have been effected by the increased demand is a differ-
ent distribution of the stock of gold from that which formerly obtained;
and the proportion in which the stock is distributed among the differ-
ent countries of the world is immaterial.

Each country will, so far as its financial position allows, secure such
a share of the stock as is required by, and is appropriate to, its indi-
vidual necessities. :

However great that share may be in one country, and however little
in another, the general level of prices over the whole area and in the
long run will be uniform.

(e) That from a variety of causes, some of which have only recently
begun to operate, and others of which have operated with greater ef-
fect since 1873 than before, the quantity of gold required for the com-
mercial transactions of the world has diminished, and what is actually
required is enabled to do its work more rapidly and more economically.
It can not, therefore, be said that, for practical purposes, the available
supply of gold has been diminished.

Among the causes which are said to have contributed to this in-
creased economy in the use of gold may be mentioned the great in-
crease in the number of branch banks in this country, the larger use of
checks, postal orders and other instruments of credit, the creation of
telegraphic transfers, and the extension of banking accommodation and
of the clearing system on the Continent.

(f) That the effect of the new demands referred to in sections 34 to
39 upon the available stock of gold has been much exaggerated. The
real demand has been less than the apparent demand owing to the con-
sumption being, in some cases, eounted twice over. Gold having been
coined in one country is cxported to another and appears in the returns
of both. .

Further, it is stated that a considerable proportion of the gold re-
quired for the fresh demands has been taken from hoards (especially in
France) and other sources where it was practivally withdrawn from
use.

45. On the other side it is rejoined—

(¢) That neither the apparent abundance of gold, nor its increased
use for other than monetary purposes, can Qf theniselves indicate that
gold has not appreciated, since the prices ol commodities must always
accommodate themselves to the supply of gold. It is of the essence
of a monetary standard that it should absorb all the metal of the stand-
ard which is not required for other purposes. The demand for the metal
of the standard is therefore necessarily unlimited ; the strength of that
demand, or the value of the metal, for the time being, is represented
by the general level of prices. Whatever quantity of the metal is re-
quired at that value for non-mounetary purposes is absorbed, and the
balance is taken into the currency. Any fluctuation in the demand for
the metal will be exhibited in the increase or decrease of its purchasing
power ; and as the purchasing power of gold has increased in recent
years, 1t can not be said that the demand for gold for currency purposes
18 satisfied.

The increased use of gold for non-monetary purposes does not prove
that gold has not appreciated, inasmuch as its use for those purposes
is affected by increase of population, of wealth, and especially of sav-
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ings, as well as by fashion, and its increase in value relatively to silver
may lead to its being hoarded in incredsing quantities.

(b) That the supply of gold in such institutions as banks and national
treasuries is no test of its scarceness.

The reserves in banks are affected by many other considerations be-
sides those depending upon the supply of the metal. An increase in
the reserves may simply represent an increased tendency to hoard, with
the effect of increasing the demand for, and consequently the value of
gold ; or it may be due to an increase in the amount of business, or to
a change in the mode of doing business.

It is impossible to assume that the banks in question hold more gold
than is considered desirable, and as they show a decided tendency to
accumulate gold and an unwillingness to part with it, the fact that their-
reserves have increased can not be urged as an argument in favor of
the alleged abundance of gold. Much of the accumulation shown in
the figures above given may also be explained by the increasing tend-
ency to replace a metallic by a paper circulation. A larger amount of
specie is therefore found in bank reserves and a smaller amount in the
hands of the public.

The following table, for example, of the average note circulation of
the Bank of France, and the average amount of bullion held against it,
shows an increase since 1860-’64 of upwards of £81,000,000 in the for-
mer item and upwards ot £80,000,000 in the latter.

Noto circula-| 5 1.
tion. i Ballion.

Period.

Period. Note'cllrcu]zu; Bullion.

1860-'64 .....
1880-'84

. |£115, 700,000 | £86, 050, 000
112, 650, 000 94, 900, 000

£30,020,000 | £14,460,000 || 1885
- l 109,110,000 | 78, 490, 000 || 1886 -
\

(¢) The connection above stated between the rate of discount and the
supply of gold is disputed. The rate of discount, it is said, depends
upon many causes which are quite independent of the supply of gold.
Fluctuations in the amount of gold in the bank reserves may produce a
temporary effect upon it; but its permanent level, or its average level
during a series of years, will be settled Ly other considerations. Those
who hold this view contend that the rate of discount represents not the
price paid for the use of gold, but the price paid for the use of floating
capital ; and as one effect of a scarcity of gold is, through falling prices,
to check enterprisg and speculation, the demand for capital would natur-
ally e diminished, and the rate of discount would fall with it. The rate
of discount, in fact, depends largely upont he briskness or slackness of
business.

So far, therefore, from a low or uniform rate of discount proving the
existence of an adequate supply of gold, it is not only consistent with, but
the necessary concomitant of, a scarcity of that metal.

Expericnce further shows that during periods when both the produc-
tion and the stock of gold were large, the rate of discount was frequently
very high.

(d) That the chief demand for gold in recent years has come from the
United States, and the effects of a reduced supply of gold, relatively to
the wants of the community, would ordinarily be experienced in the first
instance in that country.

If such want of gold caused prices to fall in the United States, or kept
them lower than they would otherwise have been, the influence on prices
would be transmitted to all other countries with which the United
States had commercial intercourse, through the operations of the inter-
national trade.
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(e) That there is no foundation for the assertion that an increased
demand for gold merely causes a different distribution of the metal, and
has no effect upon its value. If a change in the distribution of go]d
among the different countries of the world is immaterial, it is impossi-
ble to explain why so much trouble is taken to prevent gold from flow-
ing from one country to another. A proper distribution of the precious
metals, so far from being immaterial, is essential to the efficient perform-
ance of their functions; and gold, if it is hoarded or accumulated beyond
the point necessary for the transaction of current business and the main-
tenance of credit (as would now appear to be the case in many countries),
is practically withdrawn from use.

(f) That the effect of the methods for economizing gold referred to in
the preceding paragraph, so far as they relate to a period since 1373,
has been much exaggerated.

Mr. Bagehot stated, in 1873, that the period from 1814 had ¢ been al-
most marvelous in its banking development,” and there is no evidence
of any remarkable progress since that time. The arguments drawn from
the extension of the use of postal notes, and from the increase in the
number of small checks, fail to indicate the amount of the economy or
gold effected in this away, and no attempt is made to show how far such
economy of gold, if any, is balanced by sunch causes as the increased de-
mand for gold due to increase of population, or by the growing tendency
to pay cash instead of running up bills.

There has no doubt been a large increase in the number of postal-
notes issued yearly, but the economy of gold effected by this means de-
pends not on the aggregate amount of such notes issued in a year, but
on the average number outstanding at one time. The number outstand-
ing at one time represents about £270,000; of this, about £70,000 repre-
sents sums so small that they could never have been paid in gold. The
balance, £200,000, represents the maximam possible economy of gold,
but the real economy is evidently much less, as postal-notes have, to a
large extent, merely taken the place of postal money-orders, and proba-
bly other means of remittance.

{g) That the inconclusive nature of the evidence respecting the alleged
economy in the use of gold, founded upon the development of crediv and
the extension of banking accommodation, is shown by the fact that the
country which has absorbed most gold in recent years is the United
States of America, though there isno country in which so great adevelop-
ment of credit and banking has taken place.

(h) That there is no evidence as to the amount of gold which was
drawn from hoards in order to satisfy the new demands; that it is un-
likely that the habit of hoarding was finally abandoned in 1873; and
that the amount then withdrawn has probably since been replaced.

46. Those who maintain the view that gold has become scarce in pro-
portion to the work which it has to perform further adduce a class of
arguments drawn, not from the facts relating to the supply of and de-
mand for the metal, but from the quantity of other commodities for which
it will exchange.

The prices of commodities are, it is said, the value of those commodi-
ties expressed in terms of gold; they represent the relation for the time
being between gold ou the one hand and commodities on the other;
and that relation will be determined from time to time by the quantity
of commodities offered on the market in exchange for gold, and the
quantity of gold offered in exchange for commodities. A fall of gold
prices is therefore sy nonymous with a scarcity of gold.

Starting from these premises, it is urged that there has been a general
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fall of prices measured in gold, while prices in countries where a silver
standard prevails have not risen, and have in some cases even fallen.

47. The principal evidence adduced in support of this view is that
derived from the system of index nambers.

This method of comparing the general level of pricesin different periods
is obtained in the following manner :

Certain articles are selected for the purpose of comparison; the price
of each at a given date is represented by a standard number, say 100;
the variations in price in each subsequent year are noted, and a propor-
tionate addition to or subtraction from the standard number is made.

By adding together the numbers so obtained a general view of the
rise or fall of prices is obtained.

48. Several tables of prices constructed on this prineciple have been
compiled in recent years. The best known are:

(1) The table annually published by the Economist newspaper, which gives the
wholesale prices of twenty-two of the principal articles on the London market, the
basis of comparison being the average prices for those articles in the five years
1845-"50.

(2) A table prepared by Mr. A. Sauerbeck, which deals with the London prices of
forty-five wholesale commodities, the périod {aken as the basis of comparison being
the ten years 1867-'77, and his record of prices extending as far back as 1837,

(3) Tables prepared by Mr. Inglis Palgrave for the Royal Commission on the Depres-
sion of trade, taking the period 1865-’69 as the basis of comparison. These tables
deal not only with prices in England, but in France and India; and in framing them
regard has been had to the relative importance of the soveral articles included in the
list.

(4) Dr. Soetbeer’s tables, which take the period 1847-"30 as the basis of comparison
and deal with the prices of one hundred articles on the Hamburg market, and with
fourteen of the principal articles exported from the Umited Kingdom,

(5) Tables prepared by Mr. Giffen from the Trade Returns of the United Kingdom,
going back to 1840 in the case of exports and to 1854 in the case of imports.

49. The following statement shows in a concise form the results ar-
rived at by these several methods:

For explanation of columns 1 to 7, see note Ifor explanation of columns 1 to 7, see note
at foot of table. at foot of table. .
E - R P — :g ————- - P —
- o B IS o
KA .| 2. | 3. 4. | 3. | 6. | 7. & . 2. \ 3. 4. | 5. 6. | 7.

124 | 128 o4/ 100
15| 121| 87| 95
00| 1171 76 82
15| 122 87| 89
108 121 81| 93
Ul| 122 83| 87
107 | 122 ‘ 79| =8
00| 14| 75| 80
95| 109 70| 78
92 104 | 69 3
94| 103| 70| 73
101 | aeene 75 [eenen

Explanation of numbers in above table:
(1) Economist. Twenty-two wholesale commodities in England. 100 ==average of 1845-'50.
f(i!)ul)r.’ Soetbeer. One hundred Hamburg articles and 14 articles of British export. 100=average
of 1847-'50.
(3) Economist. (Similar to 1, but re-arranged on basis of 100 = average of 1865-'69.
(#) Mr. Palerave (Siumilar to 1, but assigning to each article its relutive importance.) 100 =aver.
ago of 1865-'69.
(5) M. Sauerbeck. Forty-five English pricos. 100 := average of 1867-'77,
(6) Mr. Gitfen. Prices of British exports. 100= prices of 1854.
(7) My. Giffen.  Prices of British imports, 100 = prices of 1854,
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We also annex a diagram showing a comparison of the results arrived
at io columns 1, 2, 4, and 5.

50. To the above may be added the following re-arrangeme Mr.
Sauerbeck’s Yigures, showing the average prices for each perio®f ten
years since 1837, by which method the general tendency of the move-
ment is more readily seen, and the effect of temporary fluctuations is
eliminated, )

Average index nwmbers of prices for ten years.

|
|

o | [ o N @
3 | ., P | N &3
Year. g8 f Year. B2 Year. 2 Year. 58
- b | v A
< | <" <
1837-46 . 93 || 1848-'57 89 |} 1859-'68 1869-'76 ... 99
1838-'47 . 93 || 1819-'58 80 || 1860-'69 . 1870-'79 .. 97
1839-'48 oL || 1850-'59 .. 92 || 186170 .. 1871-'80 96
1840-'49 88 || 1851-'60 ... 9¢ || 1862-"TL 100 || 1872-'8L 95
1841-'50 86 |i 1852-'61 .. 06 || 1863-'72 1873-'82 93
1842-'51 83 |} 1853-'62 .. 9) | 1864-'73 | 187483 90
1843-'52 2 || 1854-'63 100 || 1865-"74 | 1875-'84 87
1844-'53 83 || 1855-'64 100 | 1866-'75 1876-'85 85
1845-'54 85 || 1856- 100 1! 1867-'76 .. | 1877786 . 82
1846-'55 86 \ 1857-'66 .. .. 100 || 1868-"77 | 1878-"87 cocevnnnnt ki)
1647-'56 . ... 88 | 185867 ..... ... 99 !

51. The general result to Le derived from a comparison of these in-
vestigations shows, it is contended, a rise in prices from the date of the
Australian and American gold discoveries to the year 1873, and an al-
most continuous fall since the latter date, which bas reduced prices to
a lower point than at any previous period in this century.

52. It is at the same time pointed out that no such change in the
level of prices is observable in countries using a silver standard. The
statistics on this point are necessarily imperfect, relating as they do to
prices in India only.

As regards that country we have been furnished with the result of
investigations made by Mr. O’Conor, assistant secretary to the govern.
ment of India in the department of finance and commerce, into the prices
of the staple food-grains in different parts of India, and of the principal
articles of export.

Tt is, however, very difficult to draw any useful or reliable conclusions
from these figures. The couditions of the country, the habits of the
people, the isolation of markets owing to want of communication, the
constant variations owing to the influence of the seasons, and many
other causes, make it impossible to treat the records of Indian prices as
of equal value with those referred to in the preceding sections of this
report. 1t may, however, be safely said that there is no evidence of a
rise in prices in India; and there is a general agreement among the
witnesses whom we have examined on the point, that the purchasing
power of the rupee in that country has not fallen.

53. It is contended that these results, namely, the general if not uni-
form fall in gold prices, and the absence of any corresponding rise in
silver prices, support the view that the changes observed are due to a
relative scarcity of gold as compared with all other commodities, includ-
ing silver,

54. Another method of determining the difference from time to time
in the purchasing power of the standard of value is described in Pro-
fessor Nicholson’s evidence. The investigations which he has conducted
by this method lead him to doubt whether the decrease in the value of
gold, which is nsually attributed to the period follawing the great gold
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discoveries, was as great as is usnally supposed; but he finds that in
the period from 1875 to 1885 there is evidence of a rise in the value of
gold similar in character, though differing slightly in degree, from
that MMicated by the system of index numbers.

‘We are unable to express any opinion upon the value of the corrobo-
rative evidence which these investigations are said to supply.

55. Attention is also called to the stationary character of the revenue
produced by the income tax since the year 1873,

The produce of each penny of the tax imposed, together with the
gross amount of property assessed per head of population, in the under-
mentioned years was as follows:

Gross || -’ Gross
amount of amount of
Produce of | property Produce of | property
Year ended April 1— |each penny of | and profits | Year ended April 1— |each penny of | and profits
: ncome tax. | assossed | income tax. | assessed
per head of per head of
population. population.
| £ s £ s
£1,119,470 | 11 6 || 1875. £1, 945, 260 17 6
1,123, 454 | 11 6 | 1876 1,978, 084 17 7
1,162, 027 12 1 1877, 1, 904, 770 17 2
1,193, 783 12 2| 1878, 1, 909, 005 17 3
2 | 1879. 1,879,073 17 1

1,312,725
1, 380, 362
1,415, 709
1,428, 215 i
1, 435, 87 o 2016785 17 6
Average, 1865-'69 |.............. 0
o 1,476,297 4 2,002,222 17 5
1,50‘1.37_;0 f; 1,080,393) 17 3
1,654, 276 : ¢l 1,970, 00
1,741, 088 16 1| 1887-eeenicoceenn on Ul Estimated.S 171
= 1 1854 644 17 1
Average, 1870-"T4.|............. 15 5|

*Provious to tho year 1876-'77 incomes under £100 were exempted, and on incomes botween £100
and £300 an abatement of £80 was allowed.

From the year 1876-'77, inclusive, the lhnit of total exemption was rased to £150, and on incomes
between that amount and £400 an abatement of £120 was allowed.
The result of these two measures is estimated 1o produce a loss of between £50,000 and £60,000 per

penny.

As production has been rapidly inereasing during thie whole of this
period, it is argued that taxable income per head of population should
have increased in a somewhat similar proportion.

56. The rate of interest ou permanent investments is also declining,
for reasons, it is urged, similar to those which have been described above
as affecting the rate of discount. When gold is scarce and commercial
activity is checked by the resulting fall of prices, the demand for per-
manent investments increases, and the price of such securities rises.
Owing either to the actual or the apprehended scarcity of gold there is
a tendency to invest in securities bearing a fixed interest payable in
gold, which raises their price and reduces the net return obtainable
trom them.

57. Further evidence is adduced {from the fall in the price paid for
many kinds of labor.

1t is stated that there has been alarge and general fall in the rate of
wages paid to agricultural laborers, and a somewbhat less severe fall in
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wages paid for the lower class of skilled labor in the manufacturing dis-
tricts; that even where the rate of wages has been fairly maintained
employment has become both scarcer and more irregular, and that
strikes against the reduction of wages have become more frequent, show-
ing increased friction in the labor market; that after making due al-
lowance for the imperfect character of the statistical evidence with
regard to wages, and for special causes which have affected the rate of
wages in particular trades, there is sufficient evidence to support the
conclusion that a general fall of wages is in progress, that i¢ has proba-
bly not yet reached its limit, and that no influences are visible which
are likely to prevent or reverse the fall.

58. Much controversy has taken place both with regard to the fact
above alleged of a general fall in prices and with regard to the cause
to which it is ascribed.

Before dealing with these questions, however, we must notice a pre-
liminary objection which traverses the assumption that there is any
necessary relation Letween the general level of prices and the scarcity
or abundance of gold.

Because the prices of commodities are expressed in terms of gold, it
has been assumed that a transaction of sale or purchase is in substance
what it purports to be in form, namely, an exchange of commodities
against gold, and this assnmption, it is said, necessarily underlies all
the arguments with regard to the supply of gold which are drawn from
considerations affecting the prices of commodities.

But 1t is pointed out—

(1) That in any one area the nominal value of the transactions is
always enormously greater than the quantity of gold available, and that
it would therefore be impossible for all the transactions pending at any
one moment to be actually carried out in the terms in which they are
expressed.

(2) That, as a matter of fact, gold actually passes in only an infinites-
imal number of transactions.

(3) That in all other transactions the consideration which passes from
the purchaser to the seller is really not gold, but a promise to pay gold.

(4) That the prices of commodities will consequently be regulated,
not by the quantity of gold, but by the gunantity of such promises, which
will be received in the discharge of debt as equivalent to gold.

(5) That the quantity of such promises to pay, or in other words the
volume of credit, has, no doubt, some connection with the quantity of’
gold, but that the relations between the two are very complex and ob-
scure, vary in different countries and different states of society, and
can not be reduced to any defiuite rule.

(6) That the connection between the supply of gold and the prices of
commodities is consequently not direct, but indirect, acting through the
medium of credit, and that a rise or fall in the general level of prices
may therefore prove nothing as regards the supply of gold, since it may
be due to a diminution or expansion of the volume of credit without any
corresponding alteration in the amount of gold.

59. To these arguments it is replied— ’

(1) That a distinction must be drawn between that portion of the sup-
ply of gold which is actually circulating as coin and is used in the smaller
transactions of commerce, and that portion of the supply which is held
in reserve by banks and similar institutions as a basis for the credit
which they create. -

(2) That between gold in the latter form and the quantity of credit
there is a direct arithmetical relation, which may vary in different coun.

8. Mis, 34—3
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tries and in different states of society, but which in any one country or
any one state of society will be tolerably uniform.

(3) That whatever proportion the volume of credit may bear to the
quantity of gold on which it is based, the value of the former must in
the long run conform to the value of the latter.

(4) That the supply of gold also operates directly npon the prices of
commodities by its effect upon the rate of discount.

(5) That in face of the fact of an alteration of 30 per cent. in the
relative value of gold and silver in recent years, and a corresponding
relative alteration in the gold and silver prices of the commodities in-
terchanged between the gold-using and the silver-using countries, it is
impossible to deny that the standard of value is intimately connected
with prices. .

‘We shall discuss the several arguments here raised at alater period ;
for the present it will be sufficient to state them in this concise form.

60. Returning now to the conclusions drawn from the system of index
numbers, it is contended —

(a) That to prove a general rise or fall of prices it is necessary to in-
clude in the investigation a much wider field than is covered by the
tables of index numbers.

They are confined almost entirely to the wholesale prices of raw ma-
terials, and do not take into account the prices of finished manufact-
ures or of retail trade.

Moreover, they make no reference to such important items as land,
bhouses, and other descriptions of property either in this or other
countries, salaries and wages, or the price of services geunerally. Such
tables, it is said, to be complete, should include everything which is
bought or sold with money.

The number of articles selected, which is only twenty-two in the
tables of the Economist and Mr. Palgrave, has been exteuded to forty-
tive by Mr. Sauerbeck, and to ore hundred and tourteen by Dr. Soet-
beer; but it is argued that even the latter number is far too small to
afford a satisfactory basis for any general conclusions.

(b) That while the selection of the several articles does not appear
to be based on any definite principle, the addition of one item or the
omission of another will produce widely divergent results.

(¢) That though the general features of the course of prices in all
the tables bear some similarity to each other, there is sufticient varia-
tion in detail to throw grave doubts on the accuracy of the conclusions
which it is sought to draw from them.

(d) That general conclusions drawn from averages are always liable
to be fallacious, because the same average result will be produced by
a number of 1mstances near the mean as by one instance at either ex-
treme, while the conclusions to be drawn from these results would
differ materially.

(¢) That when, as in the present case, there may be at work a general
cause, such as the scarcity of gold, affecting all prices, and a number of
specific causes, such as mcreased or diminished facilities of production,
affecting different articles differently, any conclusion drawn from aver-
ages concerning the operation of the general cause must be fallacious,
unless it be assumed that the different specific causes are opposite in
their effects, and balance one another. This is obviously not the case
here. The different specific causes affecting each article are all, or
almost all, causes which operate in the direction of lowering prices.

(f) That the tables of index numbers fail in not giving due weight to
the relative importance of the different articles included in the calcula-
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tion. A fall of 20 per cent. in one article produces as great a difference
in the final result as a fall of 20 per cent. in another; but the impor-
tance of the fall in each case must necessarily depend upon the impor-
tance of the article, relatively to others, in the general consumption.

(¢9) That the qualities and descriptions of articles vary so much from
year to year and period to period as to make it very doubtful whether
the price quoted represents a similar article of similar quality through-
out the whole period.

61. The above criticisms are directed chiefly against the method
adopted 1n the tables of index numbers.

The conclusions drawn from those numbers are also disputed on the
following grounds:

It is asserted—

(¢) That ‘here is no evidence of any general fall of prices such as
would be necessary to support the conclusion that the fall is due to an
alteration in the value of gold. Any such cause would operate with
tolerably uniform effect over the whole range of prices; whereas, in
point of fact, while some prices have fallen, others have risen, and
others have remained stationary.

For example, the one hundred articles included in Dr. Soetheer’s
tables are divided into seven classes: (1) Agricultural produce; (2)
apnimal food; (3) fruits, oil, and wine; (4) colonial produce; (5) min-
eral produce; (6) textile materials; (7) miscellaneous.

If the average index numbers for each of these classes in 1881-°85
are compared with the corresponding numbers for the period 1851255,
when the gold production was at its highest, it will be found that there
is a rise in classes 2, 3, and 4, a fall in classes b, 6, and 7, while the 1st
class bas remained almost stationary. Or, again, if 1881-°85 is com-
pared with the period 1866—'70 which immediately preceded the com-
mencement of the alleged scarcity of gold, a similar result is obtained ;
clagses 2 and 3 rose, classes 1, 5, G, and 7 fell, and class 4 remained
almost stationary.

(b) That apart from any influence affecting gold, suflicient explana-
tions on independent grounds can be given of the movements in the
price of each article in question, whether those movements have been
in one direction or another; aud thatin the case of those articles which
have remained stationary in price, or which have risen, it is incumbent
upon those who maintain that there has been a gencral fall to show
why those articles have proved exceptions to the rule.

(¢) That in addition to the circumstances affecting each article sep-
arately, several causes have been in operation which might have been
expected to produce a fall in price without reference to the standard of
value itself: (1) the increased severity of competition, which has become
much more intense since the date to which the commencement of the
fall of prices is ascribed ; (2) the immense increase in the quantity of
commodities produced, coinciding with (and in part resulting from) a
diminution in the cost of production ; (3) increased facilities of, and re-
duction of charges for, transport and communication, which operate in
the same direction as a diminution in the cost of production; (4) the
increase in the productive power of the world, due to the absence of
any great European wars such as in the 20 years preceding 1873 peri-
odically occasioned the destruction of a large amount of capital, to-
gether with the remarkable development of America since her recovery
from the effects of the civil war; (%) the increased efficiency of capital,
owing to the improved organization of credit; (6) the fallin the value
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of silver, which has a tendency to lower the gold price of commodities
produced in or exported to countries using a silver standard, and also,
through these commodities, the prices of others not directly affected by
the value of silver. Silver-using countries are content to take for their
produce the same silver price as before the fall, which means a lower
gold price. They can not, therefore, give more silver for European
produce than they did betore. Consequentiy the gold prices of both
classes of produce fall, and with them all other gold prices. This argu-
ment, which is also used by some of those who maintain the view that
gold has itself become scarcer, will be noticed at greater length in an-
other portion of our report. It is adduced in this context as an inde-
pendent explanation of the fall of prices.

(d) That the fall of prices shown by the index numbers has attracted
attention chiefly because it occurred after a period of exceptionally
high prices. Tho year 1873 was the culminating point of the upward
movement in prices which had been in progress for some years previ-
ously ; and that date happened also to coincide with the great changes
in the monetary policy of Germany and the Latin Union. 1t is not un-
natural, therefore, that the subsequent fall in prices should be aseribed
to the effects of those changes; but it is pointed out that the circum-
stances of the years immediately preceding 1873 were very peculiar, and
likely to have been productive of economic disturbance, apart from any
question of the supply or consumption of gold. Large accumulations
of capital, owing to the depression of trade in 1865-°69, abundant har-
vests, and a continental war creating a great demand for manufactured
goods, all contributed to produce a period of genecral excitement and
speculation. 1t is therefore urged that the abnormal circumstances of
the years 1871-73 make that period an unsound basis for comparison.

(e) That periods of inflation, such as that of 1871-73, are naturally
followed by corresponding periods of depression ; and that the excess-
ive duration of the depression in the present instance is due to the ex-
coptional rapidity and intensity of the previous inflation.

(.f) That fluctuations of cqual range have taken place in prices in
previous periods when the abundance or scarcity of gold was not in
question.

(9) That the fall, so far as it is proved, has taken place in wholesale
trade, in the transactions of which little or no gold is used, and not in
retail trade, where the direct effect-of a scarcity in the circulating me-
dium might have been expected to make itself felt.

62. In reply to these criticisms it is suggested—

a) That the results obtainable from systems of index numbers. if)
like all other averages, they are not absolutely accurate 1n every detail,
are sufficient to indicate the tendency of the course of prices.

(b) That the range of articles covered by the several tables is suffi-
ciently extended for all practical purposes, including as it does in the
case of Dr. Soetbeer’s investigations, no less than 114 articles, and in
Mr. Sauerbeck’s all those articles the value of which in the United
Kingdom, whether produced athome orimported, exceeded £1,000,000.

(e) That the relative importance of the different articles has been
allowed for in Mr. Palgrave’s and Mr. Saunerbeck’s tables, and that the
corrections thus introduced, though important, do not invalidate the
conclusions formed from a comparison of all the tables.

(d) That the totally distinet method of measuring the purchasing
power of gold employed by Professor Nicholson gives very nearly the
same results as the index numbers.

(¢) That the index numbers of recent years are conclusive as regards
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the fact of an increase in the purchasing power of gold in the case of,
at least, a very large number of important commodities.

The fact of there being some variation in detail in the different
tables does not throw any doubt on the general conclusion to which all
the tables point; absolute agreement could only be expected if the price
of each article from time to time depended solely on the appreciation
or depreciation of the standard, or if all other influences which tend to
alter price acted always with the same force and in the same direction
in the case of every commodity.

(f) That the assumption that the fall in the average level of tho
prices of these commodities can be completely explained by the cheaper
production of one, or of a considerable number, of them is unwarranted,
because (1) it does not necessarily follow that the lowering of the cost
of production of even alarge number of articles would have the effect
of lowering the average level of prices, as the saving so effected
would create a demand for and so raise the prices of other articles; (2)
a diminution in the cost of transport may tend to lower the price of such
articles as are bulky in relation to their value in the country to which
they are exported, but would tend to raise the price in the place of
origin, and could only have a very remote effect upon the general level
of prices; (3) it is not proved that there has been a greater proportion-
ate increase in the gquantity of commodities since 1873 than in any pre+
vious period of equal duration.

(9) That the universality of the fall, at least in recent years, is a
strong argument in support of the view that it is due to the general
cause above indicated.

Of the forty-five principal articles with which Mr. Sauerbeck deals,
not one showed a rise in price in either 1885 or 1886 as compared with
the average of 1867-77, though the figures for 1887 may possibly show
a different result in one or two instances. When Professor Jevons ex-
amined the course of prices after the gold discoveries the number of
instances which were opposed to the conclusion he then formed was
seven out of thirty-six.

(h) That it is not necessary to prove a fall in all gold prices in order
to show that there has been an appreciation of gold. 1f gold has not
appreciated because all gold prices have not fallen, it may equally well
be argued that as all silver prices have not risen, silver has not depre-
ciated, and that conscquently the two metals retain the relation which
they had before 1873.

(k) That the question is not simply whether gold has appreciated or
not, but whether the alteration in the relative value of gold and silver
is due to the appreciation ot gold or depreciation of silver, and that
those who hold that there has been no appreciation of gold, and that
the change in the relative value of the precious etals is entirely due
to depreciation of silver, should be prepared to point out in the silver-
using countries a general rise in the silver prices of commodities (over
and above what is due to the ordinary laws of demand and supply)
bearing some proportion to the extent to which silver is said to have
depreciated, and to explain, on grounds peculiar to each article, why
50 many articles in silver-using countries have not risen in price or have
even fallen.

(1) Thateven if it be assumed that retail prices have not fallen as much
as wholesale prices, and that gold is more used in retail than in whole-
sale dealings, it does not follow that a scareity of gold would not affect
wholesale prices sconer than retail prices, and that whatever the cause
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may be which 18 lowering prices, it always affects wholesale sooner and
more largely thau retail prices.

(m) That no doubt the qualities and descriptions of articles may vary
from period to period, but that these who prepared the index numbers
bave tried as far as possible to insure that the yprice taken should
always be for an article of the same quality, that there would be a tend-
ency for errors arising from variations of this character to cancel each
other in the general average, and that, as on the whole the quality of
articles tends to improve, this cause probably leads to the fall in prices
being understated rather than overstated.

(n) That the figures given in section 35 show that there has been a
largely increased demand for gold in the United States, while that is
the only article of which the production in the United States has
actually fallen off; and that if there had been anincrease 1 the supply
of gold suflicient; to meet that new demand and the new demand for

rermany and the Scaundinavian Kingdoms, prices in other countries
would probably be very different from what they now are.

(0) That there is ordinarily some correspondence in intensity and
duration between periods of inflation and depression, which appears to
be absent in the present case.

III.—CAUSES AFFECTING BOTH METALS.

63. We have now stated the principal arguments which refer the di-
vergence in the values of gold and silver to causes affecting one or other
of those two metals.

It remains to point out those which ascribe the change in question
to a combination of causes affecting both metals.

They may be divided into two classes: (1) Those which ascribe the
change to the operation of the ordinary laws regulating the supply of
and the demand for the two metals. (2) Those which lay stress on the
operation on the bimetallic system in the Latin Union down to 1874,
and which ascribe the change which has since*taken place to the de-
struction of the relation theretofore subsisting between the two metals.

64. The former class of arguments has been sufficiently explained in
the earlier portion of our report, and at this point we need not do more
than point out the cumulative eftect of combining the arguments in
sections 12-17, which relate to the supply of and the demand for silver,
with those in sections 31-42, which deal with the supply of and the de-
mand for gold.

The facts set out with regard to the increased supply of and diminished
demand for silver, coupled with the decreased supply of and increased
demand for gold are, it is contended, sufficient to account for the facts
of the present situation.

65. On the other hand it is urged that changes quite as great in the
relative supply and consumption of the precious metals have taken place
in former periods without producing any of the results now observed ;
and that a wholly new element has been brought into prominence since
1873 in the destruction of the connecting link between the gold and the
silver standard.

Up to that date, it is alleged, there were always one or more countries
in which the two metals were linked together as the standard of value,
and in which payments could be made at the option of the payer in either
metal at a fixed ratio. The independent use of gold and silver as stand-
ards of value is consequently an entirely new experiment.

The effect of the existence of this link was, as pointed out in section
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18, that the market ratio was controlled and regulated by the legal ratio;
and the relative value of the two metals remained steady, notwithstand.
ing variations in the relative production more marked than those which
have taken place since 1873. So long as the two metals were by law
legal tender to any amount at a fixed ratio the price of silver measured
in gold could not and did not vary materially from that ratio.

From the moment however that the free coinage of silver was sus-
peuded this action of the bimetallic system ceased to have its effect,
and the relative value of the two metals was left to be settled by the
independent action of supply and demand.

Those who maintain this view therefore ascribe the divergence in
the relative value of the two metals primarily to the repeal of the leg-
islation which up to 1873 confined the divergence within the very narrow
limits shown in section 8.

66. It is further urged that the conditions of the supply and demand
of the precious metals since 1873 do not support the theory that the
change in their relative value is due solely to depreciation of silver.

There has been in recent years a great absorption of both gold and
silver by the Uunited States, and the figures given in section 36 show
that the supply of new gold to countries outside the United States has
fallen off in recent )efxrs by £15,000,000 sterling as (,ompa,red with the
annual supply in 1866-"7 Wlule the figures in section 27 (¢) show that
the supply of silver to the same countrles bas only increased by
£4,500,000 yearly, it silver be valued at the old ratio of 1 to 153, and
by considerably less if silver be valued at its market price, and that the
supply of silver to these countries is very little greater than in 1871275.
As regards the question of the demand for silver in those countries it
is pointed out that wherever silver was demonetized gold was substi-
tuted, and that so far the increased demand for the one meta! equaled
the reduced demand for the other.

67. It is further pointed out that silver is still the standard of the
greater portion of the human race, but that there has been no such in-
crease in the supply of silver to silver-standard countries as would be
sufficient to raise prices by the extent to which gold and silver have
altered in relative value; that no marked tendency to an unusual rise
in wages in the silver-standard countries can be discovered, nor any
such change in silver prices in comparison with cost of productlon as
to justify the belief that they have risen from causes primarily affecting
the standard; that the theory that gold prices have fallen, say, 28 per
cent. from (,heaper production. of commodities, or from 100 to 72, and
that the increased supply of silver has counteracted this tendency in
the case of silver prices can not be maintained, as it involves the as-
sumption that there has been such a supply of silver as to raise silver
prices from 72 to 100, or by nearly 40 per cent., and that neither the
statistics of the supply and of demand for silver, nor of prices and wages
in silver-using countries, afford any support for so extreme an hy-
pothesis.

EFFECTS OF THE DIVERGENCE IN THE RELATIVE VALUE OF THE
TWO METALS,

68. We have now enumerated the principal allegations which have
been made with regard to the <cuuses of the changes in the relative
value of the precious metals.

‘We are next directed to inquire into the bearing of these changes
upon certain matters of practical business affecting the interests of
India and the United Kingdom respectively.
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As we have already pointed out in section 2, these changes have been
of a twofold character; there have been fluctuations in the relative
value of the two metals, and there has been a fall in the gold price of
silver; and as the effects of these two kinds of change are in some re-
spects distinct it will be convenient to consider them separately.

1. EFFECTS OF FLUCTUATIONS.

69. The main importance of the fluctuations consists in their effect
upon the exchanges between countries using a gold and countries using
a silver standard. A transaction between two countries in which the
same metal is actually in use as standard is of course arranged without
difficulty in terms of that standard, the value of which can only vary
between the two countries by an amount not exceeding the expense in-
volved in transporting the metal from one country to the other and
coining it there.

But in the case of a transaction between two countries having differ-
ent standards, the matter becomes more complicated.

There is no common measure of value; the metal composing the
standard in one country is little more than merchandise in the other;
and many ot the advantages of money as a means of facilitating trade
are thus curtailed.

70, This inconvenience is reduced to a minimum or disappears alto-
gether if the value of the two metals is comparatively stable; but it
is urged that if to the difference in standard is added the uncertainty of
variations in the relative value of the two metals, a serious impediment
to trade is established. Every transaction is subject to the risk of an
alteration in the value of the metal in which payment is to be taken or
made. The trader must either run this risk himself or take steps to in-
sure himself against it; and either alternative involves a certain burden
at some time or other.

Trade, it is said, is thus rendered not only less profitable, but more
speculative, and more irregular; it is diverted from its natural chan-
nels; and its volume is influenced by the rise or fall in the value of the
precious metals.

71. So far as vhe actual risk arising from fluctuations is concerned, it
is said that the mechanism supplied by the exchange banks enables the
merchant in general to insure himselt against actual loss.

Before he makes his bargain in produce, or simultaneously with it,
he can, as a rule, arrange with a bank to buy or sell the necessary re-
mittance. :

This accommodation must, however, be paid for, and constitutes to
that extent a real burden upon, and hindrance to, trade.

It is said, moreover, to fall with greater severity upon small traders,
who are less able to protect themselves from risk, and who are more
hampered by the loss when it does occur than those whose transactions
are more extensive. Cowpetition is thus limited, and the trade tends
more and more to become the monopoly of the large capitalists.

It is stated also that there have been times when, owing to great un-
certainty, this accommodation has either been withdrawn altogether by
the banks refusing to enter into future contracts on any terms, or 8o re-
stricted as, in either case, to bring business to a stand-still for the mo-
ment.

72. The trade with China and Japan is said to be even more prejudi-
cially affected by exchange difficulties than that with India. The nat-
ural flow of trade between Europe and India is such as to render the
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above method of avoiding risk more readily available in the case of that
trade than in the case ot trade with other silver-using countries. The
large amount of the Indian council bills, and the advantage of having
this alternative mode of remittance, also enable the merchant to secure
better terms. Butthe exchange with other countries in the East is sub-
ject to somewhat greater fluctuations by reason of the less uniform
currents of trade; while, owing to the less severe competition among
themselves, the dealers in exchange are able to exaet higher rates;
the difficulties of obtaining accommodation and the rate paid for it are
consequently increased. The same remark applies to the silver-using
countries in South America.

Again, breaches of contract by any of the parties to a transaction
which would, under other cireumstances, involve little or no inconven-
ience to those concerned, become of real importance when the loss or
inconvenience is aggravated by exchange difficulties. When the ex-
change is subject to fluctnation from day to day, the failure of a few
hours in carrying out a bargain may, by enabling a purchaser to repu-
diate a contract or claim (ompensa‘tion for non-fulfillment, convert an
anticipated gain into a loss, and a new element of speculation and un-
certainty is thus introduced which is wnknown in trade between coun-
tries using the same standard. Agmmt losses of this class no method
of insurance is practicable.

73. On the other hand, it is contended that the evils above described
have been much cxu-ggemtcd, and that the real burden on trade caused
by the difficulties in question is insignificant.

1t is pointed out that in all transactions, whether between countries
having the same or different standards, the rate of exchange is one of
the elements whieh the merchant must necessarily take into considera-
tion; that similar difficulties arise in trade with countiies having an in-
convertible paper currency, where the fluctuations must generally be as
great as, or greater than, in the case of silver; that though the difficul-
ties in the case of trade with silver-using countries may be greater in
degree than those involved in trade with gold-using countries, they are
the same in kind; and that the insurance provided by banking arrange-
ments practxca,lly reduces the inconvenience to a minimum.

74. To the argument that, however much the risk may be diminished
by such arrangements, it must still be borne by somebody, and must
consequently be paid for by somebody, it is replied that, taking the
whole mass of transactions between any two countries there is no real
risk to be ﬂuardul against, the losses on some tmubactmns being bal-
anced by the gain on others.

If a particular fluctuation in the exchange involves a loss on an ex-
port transaction from this country to the east, it must simultaneously
give rise to a corresponding gain on an export transaction in the oppo-
gite direction. To the merchant engaged in both the export and import
trade any loss will therefore Le balanced by a gain; while as regards
others, it is the business of dealers in exchange to balance these losses
and gains, and their charges for their services will, by competition
among themselves, be reduced to the lowest pOSblb]e rate, the burden
of which will practically be inappreciable.

Another method of avoiding any loss which might arise from uncer-
tainty of exchange is to make simultaneous bargains in respect of all
the elements necessary to complete a transaction. This can now be
readily done by means of the telegraph. A merchant buys produce in
India and sells it in Europe almost at the same moment, fixing at the
same time the rate of exchange and the charge for frelght The whole
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transaction is therefore based on a rate of exchange as fixed as if there
were no difference of standard to be considered.

75. Besides hampering or preventing trade between gold-using and
silver-using countries, the uncertainties of exchange have, it is said,
tended to encourage the trade between silver-using countries them-
selves, to the exclusion of gold-using countries. In a transaction be-
tween countries using the same metal as standard, the element of
uncertainty arising from the use of two metals, with the consequent
fluctuations in their relative value, is eliminated. Trade between two
such countries can be carried on with less risk and less inconvenience
than between two countrics using ditferent standards, as in the latter
sase the uncertainty enters into every transaction, and adds to the ex-
pense of the machinery by which trade is carried on.

The tendency of silver-using countries under existing conditions will
consequently be to trade with other silver-using countries.

76. In support of this view attention is called to the increase in the
number of cotton mills in India, and in the export from that country of
cotton yarn and piece goods, which are sent almost exclusively to silver-
using countries.

The following table shows the number of cotton mills, spindles, and
looms in India, together with the quantity of the cotton yarns and piece
goods exported since 1876-"77:

Year. Mills. | Spindles. | Looms. | Cotton yarn. Cotzu;;ldgi.ecn
Pounds. Yards.

1876-'77... 47| 1,100,112 9,139 7,927, 000 15, 544, 000
53 | 1,260,706 | 10,633 | 15,600,000 17, 545, 000
68 | 1,436,464 | 12,083 | 21,332,000 | 22,617,000
58| 1,470,830 | 13,307 | 25,862, 000 43, 800, 000

b8 | 1,471,730 13,283 26, 901, 000 30, 424, 000
62 | 1,550,944 14, 386 30, 786, 000 29, 911, 000
62 | 1,654,108 15,116 45, 878, 000 41, 583, 000
74 | 1,895,284 16, 251 49, 876, 000 55, 613, 000

81| 2,037,055 | 16,475 | 63,807, 000 47, 968, 000
86| 2,110,847 | 16,455 | 78, 241, 000 51, 577, 000
04 | 2,261,561 | 17,456 | 93, 804, 000 533, 405, 000
100 106 91 1,058 243

77. On the other hand, it is pointed out that the exports of similar
goods from the United Kingdom to silver-using countries in the east
have not increased in anything like the same proportion ; and it is sug-
gested that some portion of the trade has becen diverted from the United
Kingdom to India.

The following table shows the exports of cotton yarn and piece goods
from the United Kingdom to China, Hong-Kong, and Japan from 1877
to 1887:

Quantities of cotton yarn and piece goods exported from the United Kingdom to China,
Hong-Kong, and Japan.

Cotton piece
goods.

Cotton pieco

Year. Cotton yarn. goods.

Year. Cotton yarn.

Pounds. Yards.

33, 499, 000 415, 956, 000
38, 856, 000 439, 937, 900
33, 061, 000 560, 839, 000
20, 924, 050 490, 451, 000
35,354,000 | 618, 146, 000

Pounds. Yards.

33,086,000 | 394, 489, 000
36,467, 000 | 382, 330, 000
38, 861, 000 23, 921, 000
46, 426, 000 | 509, 099, 000
47,479,000 | 587,177, 000
84,870,000 | 554, 048, 000




GOLD AND SILVER COMMISSION. 43

78. In reply to these arguments it is contended that the growth of the
Indian export trade in cotton yarns and goods is due to causes wholly
independent of exchange difficulties, and was anticipated before those
difficulties had existed in their present form.

The natural advantages of the country for the manufacture of certain
kinds of cotton goods must, it is urged, have resulted sooner or later
in a considerable development of her trade in this article.

‘When trading with neighboring countries in the east, the Indian
manufacturer has advantages, as compared with his European com-
petitors, in the cost of transport of the raw material, the cost of labor,
and the cost of transporting the finished article to market.

As an illustration of the advantages which accrue to an industry estab-
lished in close proximity to the place where its raw material is produced
and where the finished product is sold, the following figures are quoted
showing the recent growth of the cotton industry in the Southern States
of the American Union:

Sonthern States. ’ India.
Year. — e — —
Spindles. | Looms. | Spindles. | Looms.
187980 . ceeeeeeesemmnnemsnennnneennennnennsnannmnnnnns 650,220 | 12,820 | 1,461,500 | 13,502
1886-'87 1, 213, 346 27,963 1 2,421,200 18, 536
Inerease Per Cont ....oueemieevenaeceerasersaraananecenans 117 127 65.6 } 373

In the following table the consumption of raw cotton in the Southern
States, the Northern States, and in India is contrasted :

Cotton delivered to mills.

1830-'81. 1886-'87. | Iuciease.

Bales. Bales. Per cent.
The Southern States . . 206, 000 308, 000 94
Inda.ooooennioaiiaoa. . 379, 000 726, 000 91
The Northern States . 1,710,000 | 1,727, €00 1

79. The view above given of the relative advantages of England and
India is, however, disputed ; and estimates have been laid before us
which tend to show that the Indian manufacturer, if unassisted by ex-
change considerations, would be unable to compete with the English
manufacturer successfully in any market.

The technical character of the questions involved in these calcula-
tions makes it very difficult to pronounce an opinion on the subject ;
but we underséand that a committee of the Manchester Chamber of
Commerce has been carefully considering the question, and that their
conclusions, which on such a point will have a special value, will shortly
be made public.

80. It is further pointed out that the alleged growth in the Indian
trade with silver-using countries is true only with regard to the two
itewns of cotton yarn and goods.,

If the total trade of India with gold-using and silver-using countries
respectively is examined, there does not appear to be any contirmation
of the view that trade with Earopean countries is subject to any special
disadvantage.
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The following table shows the value of Indian exports of merchan-
dise (})3to gold-using countries and (2) to silver-using countries since
1872273:

‘Exports to | Exports to Exports to | Exports to
Years. gold-using | silver-using Years. gold-using | silver-using
countries. countries. countries, countries.
Millions Rz. | Millions Rz. Millions Rz. | Millions Rzx.
.| 85,456,000 | ~ 19, 780, 000 .|~ 47,980, 000 26, 551, 000

1872-'78. evaene

X 35, 786, 000 | 19, 175, 000
36,314,000 | 19, 998, 000
37,983,000 | 20,062, 000
39, 186,000 | 21,775, 000
42,363,000 | 22,823, 000
36,082,000 | 24, 811, 000
40,972,000 | 26, 201, 000

56, 395, 000 25, 597, 000
58,191,000 | 25,210, 000
63, 274, 000 24, 847, 000
58,330,000 | 24, 862, 000
58,539,000 | 25, 289, 000
60,698,000 | 27,731,000

Comparing the average of the first and last quinquennial period in
each case, it will be found that the exports to gold-using countries in-
creased by 62 per cent. and those to silver-using countries by 27 per
cent.

81. Nor again does the trade between the United Kingdom and India
appear to have been much affected in this way.

Our trade with India has increased both absolutely and relatively to
that with other countries, as will be seen from the following figures
placed before the commission by Mr. Waterfield :

Trade between India and United Kingdom.

Percentageof Percentage of

Imports | Exports I‘;"; d: t‘gl&; Imports | Exports 123?:’&:?1};

Yeoars. mto from | o e Years. into from | L RO ade
India. India. of the Umted Indsa. India. | of the United

Kimgdom. Kingdom.
1874-'75 .. 100 100 8.5 127 125 9.2
1875-'76 96 101 8.5 135 127 9.8
1876-"77 110 105 8.5 145 132 9.9
1877-'78 132 110 8.9 147 121 9.7
1878-'79 93 101 8.5 146 124 9.3
187980 108 99 7.8 154 126 10.5
1880-'81 .. 132 h8b ) 8.9

82. It is further pointed out that if the trade of the United Kingdom
with the principal silver-using countries since 1873 is compared with
the total trade with all countries, the increase will be found to be pro-
portionately greater in the former case than in the latter, as will be seen
from the following table:

Total trade | Trade with prin-

Years. of the United [cipalsilver-using
Kingdom. countries.”
£682,000, 000 £93, 000, 000
668, 000, 000 94, 000, 000
656, 000, 000 98, 000, 000
632, 000, 000 94, D00, 000
647, 000, 000 102, 000, 000
Average ......... meeatesseasusansesassnneneianncrasernntanns 657, 000, 000 96, 000, 000

*India, China, Japan, Ceylon, Straits Settlements, Mauritius, Mexico, Contral America.
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Total trade | Trade with prin-
Years, of the United |cipal silver-using
Kingdom. countries.”

£90, 000, 000

694, 000, 000 104, 000, 000
720, 000, 000 109, 000, 000

. 667, 000, 000 98, 000, 000

1. 52 per cent. 2.1 per cent.

732, 000, 000 110, 000, 000

686, 000, 000 104, 000, 000

642, 000, 000 99, 000, 000

619, 000, 000 98, 000, 000

643, 000, 000 99, 000, 000

Average 664, 000, 000 102, 000, 000

g
Compared with previous period —0. 45 per cent. | 4. 08 per cent.

*India, China, Japan, Ceylon, Straits Settlements, Mauritius, Mexico, Central America.

83. On the other hand, it is contended that the growth of trade be-
tween India and the gold-using countries has been stimulated by causes
which have not affected in an equal degree the trade between India and
the silver-using countries, such as the opening of the Suez Canal; and
that the proportion of the total trade of England which is carried on
with India might be expected to increase more rapidly than the trade
with other countries which impose heavy import or export duties.

It is further pointed out that if, from tho total Indian exports to sil-
ver-using countries, we exclude opium, which is subject to special condi-
tions, it will be seen that the exports from India to silver-using countries
have increased as rapidly as the exports to gold-using countries.

Exports from India 1o silver-using counlries (opium exrcluded).

Official year. Rx. Official year. Rx. “ Oflicial year. Rx.
. e
1872-'73. 8,362,000 || 1877-'78 10,451,01)0‘ 1882-'83 13,729, 000
1873-"74 7,844,000 || 1878-'79. .| 11, 818,000 || 1883-'84. .. 13, 553, 000
1874-"75 8. 064, 000 || 1879-"80. | 11,877,000 || 1884-'85 . 13,979, 000
1875-"76 8,922, 000 || 1880-'81. -{ 12,956, 000 || 1885-'86. ... 14, 554, 000
1876-"77.- 9,305,000 || 1881-"82. . .| 1) 073, ouui 1886-"87 16, 653, 000

84. It is also stated that the uncertainties caused by fluctuations in
exchange tend to discourage the investment of capital in silver-using
countries, and that the latter consequently suffer through the want of
proper development. Such countries are in themselves usually poor;
and the capital required for their development must generally be at-
tracted from gold-using countries; but the capitalists in the latter coun-
tries are deterred from investing in securities, the interest on which is
payable in silver, owing to the uncertainty as to the return which they
will receive.

The flow of capital is therefore diverted from ifs natural channels,
and its most profitable employment; and the development of the regions
where it is urgently required is impeded.

85. On the other hand, it is painted out that the increasing competi-
tion of the Indian cotton mills, to which reference was made in section
76, would appear to show that capital was forthcoming when any good
opening presented itself; that the uncertainties of exchange affect only
the capital which bears a fixed rate of interest payable in silver; and
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that some compensation is afforded by the increased stimulus given to
industrial enterprise and the consequent demand for capital in the sil-
ver-using countries themselves, owing to the fall in exchange.

It has also been stated in evidence that the English banks keep as
small an amount of their capital as possible in India, and thereby di-
minish their power of giving accommodation.

86. There is farther an increasing tendency in the case of silver-using
countries to do business on a cash basis, owing to the inconvenience of
having transactions open for long periods. This curtails eredit and di-
minishes the trade of the countries concerned.

II. EFFECTS OF THE FALL IN THE GOLD PRICE OF SILVER.

87. Turning next to the effects of the fall in the gold price of silver
we find that one of the effects most prominently put forward is the
general fall of gold prices alluded to in section 46.

This fall of gold prices is connected by two distinet lines of argument
with the divergence in the relative value of the precious metals, and the
monetary changes to which that divergence is attributed.

It is said that—

() The fall in the gold price of silver has had a direct effect in low-
ering other gold prices.

(b) The greater demand for gold and the increased work thrown
upon it in the monetary systems of the world have caused a general
contraction of the currency in gold-using countries, which has increased
its purchasing power, or, in other words, caused a fall of prices.

Greaterimportance is attached by some to the operation of the former
cause than of the latter.

The arguments urged in relation to it have already been alluded to
in section 61 (¢); but it will be desirable to state them rather more fully
at this point.

88. The ratio between the level of gold prices and the level of silver
prices must, it is said, ultimately conform to the ratio between the value
of gold and the value of silver,if any change in the ratio has occurred
owing to causes affecting primarily one or both metals. In other words,
gold and silver prices will vary about as much as the value of gold and
silver.

If there is any change in the relative value of gold and silver, which
is not itself merely a consequence of a prior dssturbance in the general
levels of gold and silver prices, that change will show itself sooner or
later in the gold and silver prices of commodities respectively.

In the present instance there has been a fall in the gold price of sil-
ver, due to one or more of the causes set forth in the earlier part of
this report; the necessary adjustment in the levels of gold and silver
prices will therefore follow, and will be effected cither by increased ex-
ports of goods from silver-using countrics to gold-using countries, caus-
ing a fall of gold prices, or by increased exports of silver to silver-
using countries, causing a rise of silver prices.

It 1s also pointed out that to produce the fall of gold prices here in-
dicated, it is not necessary that the goods should be actually exported
from the silver-using countries. A depressing effect of the same kind
would be caused by the mere knowledge of the fact that a large supply
of goods would come upon the market if any symptom of a rise in the
gold price manifested itself.

89. One theory which was generally accepted, when attention was
first directed to the divergence in the value of the two currencies, was
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that the adjustment would be carried out by the exportation of silver
to the Past until its value in the West and prices in the East were so
affected as to make this operation no longer profitable.

It is now suggested that instead of a rise in silver prices, or a recov-
ery in the gold price of silver, the fall in the value of silver has pro-
duced a corresponding fall in gold prices, the level of prices in the Eaat
remaining unaltered.

Silver prices are, it is said, less subject to alteration, through causes
affecting the currency, than gold prices. The immense volume of silver
in eastern countries, the conservative habits of the people, the absence
of banking facilities and other commercial conveniences, all contribute
to this result.

The adjustment, therefore, takes the line of least resistance and re-
sults in a fall of gold prices in western markets in conformity with the
alteration in the gold price of silver.

In India the cost of labor, the land revenue, and other similar
charges have remained the same. The Indian producer therefore, so
long as he can get the same silver price for his produce as before, re-
mains in as favorable a position, and he is forced by competition to ac-
cept the same silver price as before the gold price of silver fell; but the
same quantity of silver can, after the fall, be obtained for a less qnan-
tity of gold. The maintenance of the silver price is therefore equiva-
lent to a lowering of the gold price. Consequently a fall is established
in the gold price of all commodities exported from silver-using coun-
tries to gold-using countries.

On the other hand, as the Indian producer only obtains the same sil-
ver price as before, or a Jower gold price, he can not give more silver for
European produce than before. The IKuropean producer must there-
fore, in order to find a market for his produce, accept the same silver
price or a lower gold price. Hence arises a fall in the price of all the
produce exported from gold-using to silver-using countries; and the
altered relation of silver to gold thus affects directly the gold prices of
all articles comprised in the trade between those countries.

90. 1t alse affects indirectly the gold prices of articles exchanged be-
tween, or eonsumed in, the gold-using countries themselves. So far as
these articles are the same, or serve the same purpose, as those which
are directly affected, their prices are necessarily forced down by com-
petition ; the remainder, or a considerable proportion of them, are af-
fected by the diminution in the cost of production generally, arising
from the fall in the prices of the other articles, many of which are staple
commodities or necessaries ot life having a direct bearing upon the cost
of production.

91. It isalso argued generally that the relative prices of commodities
must be adjusted o as to maintain (other things remaining the same)
the same relative values, and thus that an established fall, through
varying causes, of the prices of any important groups of commodities
will be transmitted through other groups by industrial competition. A
fall, for example, in the price of agricultural produce will (methods of
production, ete., remaining the same) give a less money income to land-
lords, farmers, laborers, and all depending on land, and they will not
be able to pay so much for other things, whilst at the same time labor
and capital will tend to flow into other industries so long as prices in
those industries remain relativély high, and thus in both ways those
prices will tend to fall.

It would have been impossible for a fall in proportion to the gold
price of silver to have been established in the case of all the great
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staples of trade between gold and silver-using countries without indi-
rectly affecting other commodities.

92. In reply to these arguments it is contended—

(@) That the level of prices in gold-using countries can only be af-
fected by changes in the relation between the volume of the currency
irrthose countries and the work which it has to do; and not by a change
in the value of the metal forming the standard of value elsewhere.

(b) That a sufficient explanation of the fall of gold prices can be de-
duced from causes affecting directly the volume of the currency in gold-
using countries, and the nature and extent of the business transactions
in which it is used.

(¢) That the assumption of greater stability in Indian than in Euro-
pean prices is unwarranted. Such statistics as are availabie show that
there has been as much variation in Indian prices as in European prices,
and that the fluctnations in the prices of the same article at the same
places in different years, or at different placesin the same years, are far
greater than any which can be observed in Europe.

It is therefore urged that there is no foundation in such statistics for
the theory that gold prices tend to accommodate themselves to silver
prices more than silver prices accommodate themselves to gold prices.

(d) That the gold price of silver is constrained to move in accordance
with the ratio between the level of gold prices and the level of silver
prices, and that an increased supply of silver in gold-using countries
would result in a flow of silver to silver-using countries until the equi-
librium had been restored.

(e) That, again, there has been no decrease in the export of goods
from gold-using to silver-using countries such as would be caused, other
things being equal, by such a divergence, but rather the reverse.

(f) That the volume of the currency and the methods of using it re-
maining unchanged, a fall in the prices of goods that enter into Oriental
trade would be more likely to raise than to lower the prices of goods that
are not connected with it, because it would leave more money free to
do business in them. For instance, during the period in which wheat
was the chief element in the expenditurs of the working classes, it was
notorious that a fall in the price of bread led to an increased money de-
mand for other commodities and a rise in their price.

(9) That so far as statistics of trade go, they are inconsistent with the
arguments which trace the fall in gold prices to the fall in the gold price
of silver and to the effect of silver prices on gold prices. The immediate
effect of any such ehange would be to reduce the gold prices of articles
exported to silver-using countries, and consequently the exports to those
countries, and to stimulate the exports to gold-using countries. But no
such effect can be traced in the trade returns. On the contrary, the ex-
ports from the United Kingdom to silver-using countries have increased
more rapidly than the exports to other countries.

93. The allegation of a general fall of gold prices has already been re-
ferred to in section 46, where it was adduced as corroborative evidenee
in support of the view that gold had become scarcer; but it is necessary
to recur to thie subject at this point in order to examine the bearing
which the general fall of prices, assuming it to be proved, may have had
upon the several interests which we are directed to consider.

1t must, however, be observed that this question only enters within
the scope of our inquiry if, and so far as, the fall of prices is due to
causes directly connected with the precious metals.

In considering, therefore, the effects ot a fall in the general level of
prices, we shall, for the purpose of the present argument, assume the
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soundness of the reasons connecting it with cirecumstances affecting the
precious metals and their relation to one another, which were adduced
in the earlier portion of our report.

94. Those who lay stress on the evil effects arising from a fall of prices
urge— .

(@) That an appreciating standard of value can not properly perform
its most important functions.

The metal which serves as the standard has to act as (1) a medium
of exchange; (2) a measure of value; (3) a means of storing value; and
(4) a standard for deferred payments or contracts extending over a long
period.

In the two first of these eases variations are of less importance. The
ordinary transactions of commerce are seldom open for more than a few
months at a time; allowance can therefore be easily made for a change
in the value of the currency in which these transactions are expressed,
and such a change can seldom be sufficiently marked or sufficiently
sudden to cause any substantial loss or gain to cither party. The second
use of the standard is important mainly on account of its connection
with statistical and other similar inquiries. Dut in the third, and to a
still greater extent in the fourth, case the inconvenience of such changes
in the standard of value is especially great, and material inconvenience
and hardship is caused by any alteration.

(b) That in respect of these two cases an appreciating standard causes
more inconvenience and hardship than a depreciating standard, because
it imposes a greater burden upon the debtor class; and it is asserted
that borrowers are those on whose enterprise the industrial interests of
the country principally depend.

(¢) That an appreciation of the standard creates uncertainty as to the
profit to be made from commercial transactions, checks enterprise, and
therefore impairs the productive capacity of the world.

The depression caused by falling prices is due partly to material and
partly to sentimental causes.

Falling prices will, if other things remain the same, involve a reduc-
tion of profits and a consequent indisposition to continue producing;
but this reduction is to a certain extent only apparent. In so far as the
profits, though smaller, have the same purchasiug power as before, the
person who receives them is, no doubt, in the same relative position as
before; but he is more impressed with the decrease in their nominal
amount than with the maintenance of their purchasing power. The de-
pressing effect thus produced by falling prices tends to curtail business
and discourage enterprise. Further, so far as his production is carried
ou with borrowed capital, for which he has to pay a fixed rate of interest,
or is subject to any permanent charge from which he can not at once free
himself, he sustains a real loss, because his outgoings remain nominally
the same, but are really more onerous, while his returns are diminished,
owing to the fall in the selling price of his produce.

Moreover, it is found that wages, which must necessarily form a large
proportion of the total cost of production, fall less rapidly than prices.

For all these reasons the necessary adjustment in the cost of produc-
tion, which, to maintain real profits at their normal rate, should be going
on pari passu with the fall of prices, is always deferred, and is frequently
deferred to a point at which production ceases to be remunerative.

95. In reply to these arguments it is said—

(@) That, if the question lies between rising and falling prices, the
latter are the lesser evil, since they tend to a more equal distribution of

S, Mis, 34—4
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wealth and benefit the consumer as such, and more particularly the
wage-earning classes, whose real wages, on the hypothesis above men-
tioned, are increased.

(b) That when prices are falling trade is carried on with greater cir-
cumspection and maintained in closer correspondence with the real
wants of the community than in times of great inflation and excite-
ment. In illustration of this it is pointed out that the great commercial
crises and disturbances of trade rarely occur in times of so-called de-
pression,. but are usually the result of the great stimulus to production
and specnlation caused by a general rise in prices.

(¢) That times of falling prices are nsnally more fertile in inventions
and other means of diminishing the cost of production or economizing
the use of capital; and that the stimulus to improvement so created re-
sults in a material benefit to the community, thus affording compensa-
tion for any diminution in production caused by loss of profits.

(d) That the transfer of value from one class of the community to
another can not be a national loss; and that, as regards the country at
large, a clear gain can be shown, owing to the large investments of
British capital made in foreign countries at a time when prices were
high. With every fall of prices the real return on this capital increases
and the country gains.

(¢) That « fall in profits is to some extent compensated by a fall in
the rate of interest on borrowed capital vequired for production, and
that this compensation extends to all exeept the few producers who are
unable to take immediate advantage of this element in their tavor.

96. To the foregoing arguments the following rejoinder is made:

(@) That as regards labor, the apparent advantage of higher real
wages is (1) onuly temporary, as it will disappear whenever the final ad-
justient is made, and will be converted into a loss whenever the move-
ment of prices turns in the opposite direction; (2) more than neutralized
by the uncertainty and irregularity of employment, which is inseparable
trom depression of trade, and which frequently resalts in an actual and
serious loss of real wages.

(b) That a fall in prices benefits the capitalists who have lent money
for fixed periods at a fixed rate of interest, and in such cases a smaller
share ot the product of labor 1s left to be divided between the producer
and the wage earning classes. It is ditficult to suppose that the latter
can for any length of time receive larger real wages out of the smaller
share of the gross product of labor which is divisible between themselves
and the producer.

(¢) That the methods of economizing labor which, as stated above,
are more readily devised in.times of depression, can not but produce
temporary inconvenience and hardship among the laboring classes,
owing to the difficulty which they find in accommodating themselves
to the altered conditions of mdustry.

(d) That if times of falling prices are more fertile in inventions and
other means of diminishing the cost of produaction, this can only arise
from the hardship caused by the fall in prices compelling producers to
put forth greater exertions, and does not differ in natore from what
would be produced by the imposition of any additional burden, such as
increased taxation, on the same class.

(¢) That the friction in the labor market produced by constant at-
tempts to lower wages in correspondence with a fall in prices engenders
much discontent and social disturbance.

(f) That the laboring classes are rarely able to obtain the full ben-
efit of a fall in prices, such as would compensate them for the disad-
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vantages mentioned above, much of it being intercepted by other
classes before it reaches them.

(9) That if a check to production from a fall in prices be admitted,
the actual wealth of the world must necessarily be diminished, and that
no redistribution of what remains can alter this fact.

(k) That an active trade with a high rate of interest, even if accom-
panied by occasional crises, is preferable to the depression which results
from falling prices.

(k) That a loss caused by the transfer of value from one class of the
community to another may be a national loss, and that the alleged gain
to the country at large from investments of capital in foreign countries
at a time when prices were high has been greatly exaggerated. 1t has
sometimes been assumed that this gain is realized on all the payments
made by foreign nations to this country which are not made directly in
exchange for commodities ; but thisisnot the case. IFor example, there
is no such gain on the payments to this country on account of treights
earned by British ships, noron account of investments of capital abroad
in industrial enterprises; payments on account of such investments
may even be reduced by the fall in prices affecting profits. The only
gain is in connection with loans made in gold at fixed rates of interest,
and the total gain from this class of investments should be reduced by
the loss on similar investments made in silver or other currency which
has depreciated in comparison with gold. A large portion of this gain
is made at the expense of British colonies and dependencies such as
India, and does not acerue to the country at large, but to a very limited
class,

97. In section 88 we have dealt with one effect of the fall in the gold
value of silver upon the international trade between gold and silver
using countries, and with the process by which the adjustment between
the levels of prices in those countries respectively is carried out.

It would appear to be admitted by almost all witnesses that when
the adjustment has been completely carried out, the conditions of inter-
national trade will Le precisely the same as before the divergence be-
iween the values of the two currencies oceurred.

‘When the exchange between the two countries has reached a stable
point, and the level of prices in each has accommodated itself to the
altered state of things, no further disturbance of prices will occur so
long as the equilibrium of the exchange is preserved.

98. In the mean while, however, trade, it is said by some, may be di-
verted to a considerable extent from its natural channels; and the proc-
ess of adjustment above described may extend over a long period, and
must necessarily continue until the par of exchange between the two
currencies becomes comparatively stable.

In the present instance, the instability has continued for upwards of
fourteen years, and there is no sign of the permanent restoration of
equilibrinm.

The complete adjustment of prices to the altered value of the cur-
rency has therefore been continually deferred, and this has, it is said,
resulted in a stimulus to exportation from silver using countries and a
corresponding check to exportation from gold-using countries.

99. Reasons have already been given in suppori of the view, that as
it is easier for prices to fall than té rise, the necessary adjustment would
more propably be carried out by a fall of gold prices than a rise of
silver prices.

If prices in silver-using countries have not risen, the cost of produc-
tion and all other charges remain the same, and the producer can make
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the same rate of profit if he can get the same selling price in silver as
before. The fact that the silver selling priee is equivalent to a lower
gold price does not affect him.

The producer in the gold-using country, on the other hand, who ex-
ports produce to the silver-using country, receives the same amount of
silver as before, but reduced in value when converted into gold. Un-
less, therefore, the cost of producing the commodity is reduced to the
same extent as the gold value of the silver which he takes in exchange,
he will sustain a real loss.

But it is urged that the cost of production does not accommodate
itself readily, much less simultaneously, to the fall in the selling price.
Fixed charges of all kinds and the wages of labor will fall but slowly ;
and until the adjustment is complete the loss will continue.

In the present case it is pointed out that the process of adjustment
has been going on since the fall in the value of silver first manifested
itself, but that as the fall has been in the main continuous, and shows
no symptom of having reached its limit, the process can not have been
completed, and the loss is therefore for the time being irremediable.

The advantage thus gained by the producer in the silver-using
country extends, it is said, not only to those who produce articles ex-
ported to gold-using countries, but to those who produce articles for
the home market in competition with producers in gold-using countries;
and similarly the disadvantage attaching to production in gold-using
countries extends not only to those engaged in the export trade to
silver-using countries, but to the producers of all commodities which
compete with the produce of silver-using countries.

The illustration most commonly brought forward in support of these
argunents is the export of wheat from India, which it is said competes
successfully with that grown in England or imported from America
and other countries.

As silver prices remain stable, the apparent cost of producing wheat
in India is not greater than before the fall in silver. No larger number
of rupees are paid for rent, taxes, wages, or carriage; no smaller
number of rupees are received by the producer in return; and that
return will enable him to satisfy all his wants to the same extent as
before.

If, when the gold price of wheat is 40s. a quarter, the rupee is worth
2s. in gold, the Indian producer will receive 20 rupee\s for a quarter of
wheat. If the gold price of wheat then falls 25 per cent. to 30s. a
quarter, and the gold value of the rupee falls 25 per cent. to 1s. 6d.,
the Indian producer will still receive 20 rupees for a quarter of wheat,
and will pay the same amount as before in rent and wages.

The producer in the gold-using country, on the other hand, will receive
10s. less on each quarter of wheat, owing to its price having fallen
from 40s. to 30s.; but the cost of production has not fallen to the same
extent, though rent and wages have fallen slightly; taxation and many
other compulsory charges have not fallen at a]l and their burden is
therefore heavier.

‘Where the producer both owns and cultlvates the land himself, and
where consequently neither rent nor wages enter into the calculation,
the disadvantage to the English producer is said to be even more
apparent.

The cost of production in either case remains practically the same;
but the difference in the return is very great.

The Indian producer will still receive, as has been shown, 20 rupees
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for his quarter of wheat; and these rupees will buy as much as they
bought before, because prices in India have remained stationary.

The English producer receives only 30s.instead £2, and it ean not be
contended that the purchasing power of 30s. is equal to that of the £2
which he formerly received, except on the hypothesis that the prices of
a}} cotgmodities here have fallen in the same proportion, which is not
alleged.

No adjustment in regard to rent or wages can in this case restore the
balance, because neither rent nor wages are paid; and the difference
between the purchasing power of the 30s. which he receives at present,
and the £2 which he formerly received, is the precise measure of the
loss which the Eunglish grower suffers as compared with his Indian
competitor.

If, therefore, the English and the Indian producers were, before the
fall in prices, competing on equal terms, the result of the fall will be
to leave the Indian producer where hie was, and to reduce the profits of
the English producer.

100. These circumstances, it is said, account, to a large extent, for the
increased export of wheat from India, which appears to have synchro-
nized with the fall in the value of silver, for the serious decline in the
price of wheat and the corresponding depression in agriculture in this
country.

India already exports a qnantity which is quite sufficicnt to mate-
rially influence the market price, and the effects of depression are shown,
it is urged, in (a) the diminished profits of landlord and farmer; (b) the
extent of land which has already been thrown out of caltivation, and
the consequent reduction in the annual produce of material wealth in
the country; and (¢) the injury sustained by the agricultural laborer,
owing, in some cases, to the total loss of his employment, and in others
to a considerable reduction in wages. .

The following table gives the value and quantity of wheat exported
fromn India during the last ten years, with the average rate of exchange:

Average Average
Yﬁ”&?iﬂ:ﬁed Quantity. Value. |rate of ex- Y&ﬂ:ﬁn‘;‘{m Quantity. Value. | rate of ex-
oh ol change. : e change.
Owts. L. 8. d. Cuwts. Ix. 8. d.
5, 687,000 | 1,958, 000 1 85 1883..cnnas 14,194, 000 | 6, 089, 000 1 7.52
6,373,000 | 2,874, 000 1 879 || 1884 21, 001,000 | &, 896, 000 1753
1,057, 000 520, 000 1 7.79 |} 1886. 15,851,000 | 6, 316, 000 1 7.31
2,202,000 | 1,124, 000 1 7.96 || 1886. 21,069, 000 | 8, 005, 000 1 6.25
7,444,000 | 3,278 000 1 7.95 || 1887 8, 626, 000 1 b5.44
19,901,000 | 8, 870, 000 1 7.89 5, 562, 000 1 4.8

101. Anpother illustration may, it is said, be found in the growth of
the Indian cotton trade, both for home consumption and for export to
the silver-using countries of the East. The stimulus to the Indian and
the disadvantage to the English manufacturer are of the same nature
as has been indicated above with regard to wheat. If the selling price-
in India of Manchester goods has undergone no alteration, the Indian
manufacturer is in precisely the same position both as to cost of produc-
tion and profits as before; but, gs in the case of the Manchester manu-
facturer the gold price of goods has fallen, and he has not been able to
effect a similar diminution in the cost of production, he is in a worse
position.

The figures showing the growth of the Indian cotton trade are given
in section 76, and need not therefore be reproduced here.
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102, On the other hand it is contended—

(a) That international trade is in substance only barter, an exchange
of commodities for commodities, and that the conditions ot such a trade
can not be affected, except to a very slight extent, by alterations in the
value of the metals in which transactions are expressed. If those met-
als fall in value, more of them will be required in exchange for a given
quantity of commodities; if they rise in value, less will be required.
But the real value of the commodities, relatively to other commodities,
will remain the same, or will be governed by independent consideration.

(b) That consequently the levels of prices in two countries having
carrencies of different values must adjust themselves to the relative
value of the two metals, and that, at any rate, no appreciable difference
can be permanently maintained.

(¢) That until a relatively uniform level is reached in the two coun-
tries, there may be a certain advantage in trade in one direction or an-
other, but that this is much less than is commonly supposed, and that
its effects very soon disappear.

(d) That if the disturbance of the trade between Xngland and India
had been of the kind suggested, it would have resulted in a falling off
of exports of goods to the latter country, and an increased export of
silver in their place. But there is no evidence of either of these move-
ments having taken place.

(¢) That the arguments used above with regard to the effect of a
change in the value of two metallic currencies are equally applicable
to the case of a metallic currency and an inconvertible paper currency,
in which the changes are frequently greater; and that consequently, if
the reasoning be sound, the export trade of a country would be bene-
fited by excessive issues of such paper.

(/) That any permanent, bounty arising from a fall in exchange is
impossible. As soon as prices have adjusted themselves to the altered
condition of the currencies, any gain which might appear to be made
in one direction will be balanced by a loss in another.

(9) That though the fall of gold prices does increase the burden of
fixed charges on the Linglish capitalist producer, and makes it difficult
for him to secure the same rate of profit, yet this cffect is independent
of his having to meet the competition of producers in silver-using coun-
tries, and would exist equally if Eugland had no foreign trade.

(k) That after taking account of the slight advantage obtained by
the Indian producer owing to (i) the fall in exchange having been al-
most coutinuous, and (ii) the fact that the same nominal taxation does
not in his case impose any heavier burden, and of the more serious dis-
advantage to which the Kuglish producer is put by his inability to re-
duce the cost of production in the same proportion as the selling price
of his produce, the increase in the export of wheat from India can be
sufficiently acecunted for by the diminution in the cost of sea and land
transport, the large area of production which has been made available
by the extension of railways, and recent improvements in the methods
of adapting the wheat for the English market.

The growth of the Indian cotton trade has been already dealt with in
section 78,

(k) That if, as alleged, the Indian producer, while still receiving 20
rupees for his whbeat, can purchase as much of other commodities as be-
fore, the price of such of those commodities as are capable of export to
this country must have fallen in nearly the same proportion as the gold
price of silver.

(!) That the English producer, or wage-earner, is only injured by the
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fall in the price of his produce so far as other commodities have not
fallen to the same extent, and that so far as this general fall has taken
place he is in the same position as the Indian producer.

(m) That if the fall in the gold value of silver is due to a cause affect-
ing gold, then it is to that cause and not to the divergence between gold
and silver that the fall in gold prices is due.

But if the fall in the gold value of silver is due to causes affecting
silver, then the effect of the fall must have been to keep up silver
prices. Consequently if no such fall had taken place, the value of sil-
ver in silver using countries would have been greater, and silver prices
would have been lower than they are; and the gold prices of articles
of trade with silver-using countries would have been affected by silver
prices just as much as they have been, with the difference that the
change would have been exhibited in a fall of silver prices instead of
in a fall in exchange.

(n) That the statistics of the export of wheat from India and the ex-
port of cotton goods from Eungland do not support the theory that the
volume of either trade is materially affected by the fall in the gold price
of silver.

The export of cotton goods to India has steadily increased during the
period in which the exchange has been falling; nor does it appear to
have met with any check in the years when the fall in exchange was
most marked.

The increased export of wheat from India during the same period may
appear to give some support to the theory ; but the variations from
year to year are so great, and correspond so little with the course of
the exchange, that other causes must bave operated to a much greater
extent ; and the variations obviously arise largely from favorable or
unfavorable seasons.

(o) That Indian wheat forms but a very small proportion of the total
supply in the gold-using markets of the world, and is not sufficient in
quantity to control the price in those markets.

IIL — Effect upon India.

103. We now pass from considerations which are of general applica-
tion to the commercial relation of all countries having different stand-
ards to the special case of India. The exceptional position of that
country causes it to be affected in a special manner which we propose
to treat separately.

‘While the metal forming its standard of value is silver, its political
and, for the most part, its commercial relations are with a country hav-
ing a gold standard.

Whilst its taxes are collected in silver, a substantial portion of its
outgoings, including the payments which have to be made in this coun-
try, are necessarily disbursed in gold.

104. Of the above circumstances, the most important is the fact that
the government of India has every year to convert a large portion of its
receipts from silver into gold in order to meet its liabilities in England.

In practice this operation is effected by selling in London for gold
bills payable in India in rupees. As these gold payments are, for the
most part, fixed in amount, any fall in the value of silver necessarily
compels the government to sell a larger quantity of bills, or, in other
words, to pay a larger quantity of silver. It is this which constitutes
its chief difficulty, for (a) it is always uncertain what additional namber
of rupees will be required in any one year, and all calculati
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enue and expenditure are therefore open to serious modifications be-
tween the date when they are made and the date when they are realized ;
() it is extremely difficult, on political grounds, to increase the existing
taxation ; and (c) the increased amount of silver now required to dis-
charge its gold liabilities imposes a burden upon the Indian taxpayer
in respect of a considerable proportion of those payments.

105. The bulk of the gold payments which the government of India
is under obligation to make fall under one or other of the following
heads: (1) interest on debt, (2) interest on the stock of the gnarantied
railway companies, (3) expenses on account of the British forces main-
tained in India, (4) pensions and non-effective allowances payable in
England, (5) the cost of the home administration, and (6) stores pur-
chased in England for use or consumption in India. In order to show
the effect of the fall in exchange upon the total amount of these remit-
tances Mr. Waterfield has divided them into two classes according to
the distribution laid down in our order of reference, namely (a) pay-
ments under old or fixed contracts, and () payments under new or cur-
rent contracts.

106. As regards old or fixed contracts the actual sterling (net) pay-
ments in 187475, the last year in which the average rate of exchange
was above 1s. 10d., were £11,704,953, and the number of rupees re-
quired to discharge this liability was 12,67,88,727. In 1885-’86 the
actual sterling (net) payments were £11,321,979, and the number of
rupees required was 14,88,58,141. At the rate of exchange current in
1874775, the same amouunt in gold could have been provided by an ex-
penditure of 12,26,40,330 rupees, and the additional number of rupees
required owing to the fall in exchange was consequently 2,62,17,811.

Under new or current contracts the sterling (net) payments in 187475
were £3,339,968, equivalent at the then rate of exchange to 3,61,78,726
rupees. Owing to large payments received from railway companies in
1885-'86, the expenditure under this head in the latter year was less
than the receipts by a sum of £311,996. Apart from these receipts the
actual payments were £4,331,074, which would have required 5,69,43,722
rupees; at the rate of exchange of 187475, the ,same payment would
have been liquidated for 4,69,14,443 rupces, showing an increased charge
owing to the fall in exchange of 1,00,29,279 rupees.

Owing, however, to the receipts above mentioned the actual sterling
payments under the two heads together were only £11,009,983, and the
number of rupees required was 14,47,56,107. d

To provide the same amount of gold in 1874-’75 would have required
11,92,60,770 rupees, showing a difference due to the fall in the exchange
of 2,564,95,347 rupees.

The effect on the finances of the government of India will perhaps be
seen more clearly by considering that a fall in the value of the rupee
from 1s. 6d. to 1s. 5d. would in the year 188687 have made it necessary
for the government of Iundia to find an additional sum of at least
11,000,000 of rupees. A fall from 1s. 5d. to 1s. 4d. would have had a
greater effect, and a fall from 1s. 7d. to 1s. 6d., a somewhat less effect.

107. It is, however, pointed out—

(@) That the real burden of the increased charge shown to have been
imposed on the Indian exchequer by the fall in exchange is limited to
that portion of it which represents payments contracted to be made
before the fall in exchange commenced, or when the fall was not so
great as it has since become. -

. &b,)»’.l‘hat consequently no loss can properly be said to arise from the
bulk of the payments which fall under the head of “new or current
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contracts.” If a larger number of rupees is required to represent a
given quantity of gold, that quantity of gold will purchase a larger
quantity of commodities than before. In the case of many commodities
required by the government of India the gold price has fallen even
more than the gold price of silver; and in such cases the same number
of rnpees will purchase a larger quantity of commodities than before.

(¢) That even in the matter of payments under ‘“old or fixed con-
tracts,” the position of India is no worse than that pf any other country
which has contracted a permanent gold debt. The fall of gold prices,
if due to a scarcity of gold, has increased the burden of all contracts to
pay a fixed quantity of gold; and it is immaterial whether the gold has
t(t)' bpl purchased by a larger quantity of commodities or a larger quantity
of silver.

(d) That in the case of India there can be little doubt that this debt,
the burden of which is complained of, has been incurred for useful pur-
poses, and has increased the productive capacity and the wealth of the
country, thus making it as well able to bear the burden of taxation as
it was before the fall in the value of silver took place.

108. The difficulties of the government of India consist, however, not
only in the additional number of rupees which it is compelled to find
from year to year in order to discharge its gold liabilities, but in the
uncertainty caused by the fluctuations in the rate of exchange, which
makes it impossible to forecast with any accuracy its future expenditure.

The following table shows the rate of exchange estimated in the
budget, the rate actually rcalized, and the additional expenditure
caused, or the saving effected Ly the divergence, since 1874-"75:

|
ull{t;? l Diflerence. li i Differcence.
change |Rate act~ ~— ~— — — — - i — e e —
Year. esti- | uallyre- ‘ i | Year | - |
mated | ahizod- | gy ceas. | Saving " | mated | Bacoss. | Saving.
Dbudget. | | i “ j budeet | | |
e e Ty T e
s d. (s d. | Rupees. | Rupees. || j.& a s d | Rupees. | Rupees.
1874-'75....| 1 10.375 1 10.156 15, 91, 764 ORIER F: B SO I i1 ;-‘.»......
1876-"76....1 1 9.875/ 1 9 026; 1y, 57,917 .. oL 1882-'83 L1 R {1
1 85 |1 8508, 1 36, 1883-'n¢ .11 75 |1
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4108 17 956; 4 2 Ll 188788 .. 1 5% ‘ 14808 71,90, 007
| ! i

It will be observed that during the above period the actual rate ex-
ceeded the estimated rate in only three years, and that on the whole
the effect of the fluctuations was to cause a considerable increase in ex-
penditure over what had been anticipated wheun the financial arrange-
ments of the year were made. )

109. Reference has been made in a previous paragraph to the diffi- .
culty of attracting capital to silver-using countries, owing to the re-
luctance of capitalists to invest in securities, the return on which they
are unable to calculate with certainty.

This consideration applies with special force to the case of the gov-
ernment of India, with whom it necessarily lies to take the initiative in
any scheme of public works for the better development of the country.

The form of investment which native capital has adopted from time
immemorial is hoarding, and though there may be some tendency to
invest in the securities offered by the government, it has made but slow
progress, and since the divergence between the value of gold and silver
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tirst manifested itself the inducement to hoard the more valuable metal
has rather increased.

In former times, when the relative value of the two metals was more
stable, the government were able to raise loans, both capital and in-
terest being payable in silver; and the terms on which they were raised
were about the same in Calcutta and London. The price of 4 per cent.
rupee paper in 1873 varied between 101% and 1053 in Calcutta, while
the price of the 4 per cent. sterling stock in London was from 101 to
106.  But in 1837 the former security was from 95} to 993, while the 33
per cent. sterling stock in London varied between 1004 and 104, or but
very little below the 4 per cent. stock fourteen years before.

110. Of the three sources of embarrassment to the government which
we have indicated above, perhaps the most serious is the uncertainty
which must necessarily attend all the calculations on which their finan-
cial arrangements for the future are based.

Apart from any question of exchange, both the revenue and expendi-
ture in India are from various causes, it is said, more subject to flucta-
ations and uncertainty than is the case with European states generally.

But in addition to these contingencies an unexpected fall in the
value of silver may involve a loss of revenue which could not have been
foreseen when the financial arrangements of the year were made, and
this difficulty would be aggravated in the case of arrangements extend-
ing over many years. The extent of the inconvenience thus caused
may be inferred from the figures given in section 108.

Kven if the precise limits of the fluctuations could be foretold with
greater accuracy, neither revenue nor expenditure could be made to
accommodate itself to variations of such magnitude. For it would be
difficult to impose and remit taxation from year to year without causing
great discontent among a population who are unaccustomed to changes
in their fiscal arrangements, and to whowm it would be difticult to explain
the circumstances which had rendered the changes necessary.

111. Grave objections are also entertained to progressive increases
of taxation to meet either unexpected fluctuations or a continued fall in
exchange. A large portion of the revenue generally is inelastic and
not easily increased. The land revenue, from which source is derived
nearly one-half of the net receipts of the government, has been fixed on
a silver basis, in some cases in perpetuity and in others for long terms
of years.

The salt tax has been increased since the commencement of our in-
quiry, and we are told that it would be difficult to raise much additional
revenue from this source. The opium recéipts are of a very precarious
nature, and have shown a tendency to fall off in recent years; and it is
stated that it would be difficult to find any available branch of the
Indian revenue which could be relied upon to bring any large addition
to the exchequer.

112. Another interest to which our attention has been directed is that
of the European employés of the government of India. They receive
salaries paid in silver, and calculated with some regard to the cost of
living in India, and to the necessity imposed upon them of remitting
home a certain proportion of their incomes. So far as their incomes
are spent in India or are devoted to the purchase of commodities, the
gold price of which has fallen as much as that of silver, they do not
sustain any loss. But on a large proportion of their remittances to
Europe they derive no benefit from the fall of gold prices, as the fall
has affected wholesale more than retail prices, and has not affected at
all many of the prices in which they are interested.
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In reply to this it is pointed out that the loss sustained by the
gervants of the government in connection with their remittances is a
matter for discussion and settlement between themselves and their em-
ployers. If the salaries of the Indian officials do not represent as much
real remuneration as before, the government will ultimately be com-
pelled, by the same forces which settle the market value of all other
commodities, to increase their salaries.

113. The above allegations relate to matters affecting only the gov-
ernment of India as a government and its employés. The country in
its commercial intercourse with other countries is subject to the same
disadvantages and disturbing influences which affect the international
trade of silver-using countries generally with gold-using countries, and
which have been described above.

On the other hand it is urged—

(a) That with the exception of the European employ¢s of the gov-
ernment no class in India can be shown to have suffered by the fall in
exchange; that, on the contrary, those interested in exports would ap-
pear to have gained some advantage by the stimulus given to their
several industries, and those interested in imports have secured the
benefit of the fall of gold prices which has taken place in Kurope.

Y)) That consequently the people of India are as well, if not better,
able to bear the increased burden of taxation rendered necessary by the
fall in the value of their currency.

(¢) That if and so far as silver bhas fallen, silver prices are higher
than they would have been without that tall, and in that case the fall
in silver, if it has added to the sum which the Indian government have
to raise by taxation in order to pay their gold debt, has lightened the
burden which, but for that fall. would have rested on the Indian tax-
payers.

REMEDIES PROPOSED FOR EVILS ABOVE DESCRIBED.

114. We have now enumerated the principal allegations which have
been made with regard to the evils or inconveniences resulting from
the disturbance in the relations between the two precious metals.

115. Reserving until a later portion of our report the expression of
our own opinion as to the magnitude and importance of these evils, we
will next proceed to state the remedies which have been proposed to
meet them, and we shall for our present purpose assume that they have
been proved to be of a sufficiently serious nature to require a remedy.

A reference to the preceding paragraphs of our report will show that
the element of disturbance on which the principal stress is laid in con-
nection with all the evils which have been alleged is the want of fixity
in the relation between the two precious metals.

The remedy which has been put before us most prominently and as
most likely to remedy the evils complained of to the fullest extent
possible is that known as bimetallism.

BIMETALLISM.

116. A bimetallic system of currency, to be completely effective, must,
in the view of those who advocate it, include two essential features:
(@) An open mint ready to coin-any quantity of either gold or silver
which may be brought to it.. (b) The right on the part of a debtor to
discharge his liabilities, at his option, in either of the two metals at a
ratio fixed by law.
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It is urged that, though such a system might under certain condi-
tions be established in one or more countries independently, the maxi-
mum amount of advantage would not be derived from it, unless it were
adopted by international agreement between the princip 1 commercial
countries of the world.

117. We propose to consider the subject under the following heads:

I. The effects which would be produced by such an arrangement
if carried out.
II. The possibility of carrying it out as proposed. ]
III. The consequences which will result if no steps are taken to
restore stability in the relative value of the two metals.

L

118, It is asserted tbat if a sufficient number of the principal com-
mercial nations of the world were to agree upon an arrangement such
as that described above, a stable relation of value between the two
metals would be secured, or that at any rate the variations in that re-
lation would be confined within very uarrow limits.

If the possessor of any quanfity of silver could, by taking it to the
mints, have it converted into coin available as legal tender at a fixed
ratio with gold, he would never part with it except at a gold price
closely approximating to the value represented by thatratio. The varia-
tions in the gold price of silver would therefore be scarcely appreciable.

119. On the other hand, it is contended that inasmuch as the supply
of each metal, the demand for non-monetary purposes, and the cost of
production, vary from time to time, and the relative value of the two
metals must depend in the main upon the action and rezction of these
factors, no conventional arrangement such as that suggested could pre-
vent their operation. Ixperience proves that if twe metals or two
kinds of money are available for the discharge of debt, the metal which
is relatively cheaper will be preferred, and the metal which is relatively
dearer will disappear from circulation.

If, for example, in a particular country the relative value at which gold
and silver exchanged in the open market was as 20 to 1, and the legal
ratio were fixed at 153 to 1, no gold would be taken to the mints. Those
who possessed gold would sell it for silver at the market rate and bring
the silver to the mints for coinage; all the gold in the form of coin
would be melted down for use in ()ther ways, and the currency of the
country would consist of silver alone.

If the same legal ratio were fixed in several important commerclal
countries, the eﬂcct would be the same, though less in degree; and the
effect could only cease if all the commercial countries of the world
adopted complete bimetallism,

120. To this it is replied that, on the assumption of an international
agreement between the principal commmercial countries, the effects of a
bimetallic system so established would be universal, and there could not
be any appreciable difference between the relative value of the metals
in the open market and their legal ratio. On this hypothesis the de-
mand for gold for purposes of currency from the other countries of the
world could not be considerable; and _consequently the only purpose for
which the gold could be requu'ed in considerable quantities would
be for industrial use or for hoarding; and the demand for these pur-
poses when compared with the annual producnon and the existing
stock of the metal would not be sufficient to cause it to disappear from
circulation.
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121, It is forther urged that the proportion between the existing
stocks of the two metals and the probable conditions of their future
production are such as to render it extremely unlikely that gold wounld
ever cease to circulate,or that any serious disturbance of the equilibrium
would occur at any ratio which is likely to be adopted.

122. It is admitted that no international arrangement would be likely
to include all the countries of the world; but it is pointed out that on
the assumption that the principal commercial countries were parties to
it, the countries outside the Union could only withdraw gold from those
inside it by sending commodities in exchange for it, and that the inter-
national trade with such countries would not be of sufficient importance
to make it reasonable to expect that any substantial impression could
be produced in this way on the stock of gold existing within the bi-
metallic area.

123. In support of the view that a fixed ratio can be effectively main-
tained over a long period, attention is called to the steadiness in the
relative value of the two metals which was maintained from the begin-
ning of this century down to the date when the coinage of silver was
suspended by the Latin Union in 1874. Since 1874, on the other hand,
the price of silver has on the whole fallen considerably, and has also
been subject to constant variations.

In sections 19 and 21 figures are given showing the relative value of
the gold and silver produced over a considerable number of years prior
to 1874, together with the relative value of the two metals in the mar-
ket; and sumilar information for the period since that date. These fig-
ures, it is urged, show that the existence of the legal ratio in France dur-
ing the first seventy years of the century was sufficient to maintain the
market ratio in conformity with it, notwithstanding very large varia-
tions in the quantities of the two metals raised from the mines; but
that when the operation of the legal ratio ceased to have its cffect, a
change in the relative market value of the two mectals speedily mani-
fested itself.

124. On the other hand, it is contended that the stability which was
maintained during the first seventy years of the century was due to acei-
dental causes, which enabled the bimetallic system to be maintained;
and that the final result would not have been materially different had no
bimetallic law been in existence.

It is said that—

(a) Down to the time of the great gold discoveries the conditions of
the supply of, and demand for, the two metals were such as would of
themselves tend to keep their relative value nearly uniform.

Had silver been produced in increasing quantities in the earlier part
of the century the ratio would have been powerless to prevent its fall-
ing in value, as there was no gold in the country which could have
given place to the increased supplies of silver ; and the operation of the
ratio can ouly be effective in maintaining the relative value of the two
metals when there is, within the bimetallic area, a sufficient stock of
both. Down to the year 1846, therefore, the ratio was maintained by
causes independent of the bimetallic law.

(b) At the time when the increased supplies of gold began to be placed
on the market the French currency had ceased to be bimetallic, and
practically was composed of silver only. The large influx of gold al-
tered the relative values of the two metals; gold became overvalned
in the ratio and silver undervalued. The latter metal was consequently
withdrawn from France for export to the east and other places, and
the deficiency in the French currency was supplied by the overvalued
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gold. To this extent the bimetallic system prevented a serious fall in
the valueof gold which could not otherwise have been avoided. Butit is
pointed out that this result was mainly due to the fact that the French
currency was not, at the time when the disturbance in the ratio was
threatened, on a bimetallic but on a monometallic basis. France, in-
stead of having a stock of both metals circulating at the legal ratio,
had a large stock of the undervalued metal only, and the overvalued
metal was poured in to take its place. If she had had a large stock of
the latter already in the country the operation of the bimetallic system
could not have taken place. Conversely, when the supply of silver be-
gan to increase, her currency was almost exclusively composed of gold,
which she was able to dispose of in order to meet the demands of Ger-
many and other countries, replacing it again with the cheaper metal,
which at this time was silver.

Thus, her monetary systew, instead of being bimetallic, happened,
whenever the compensating action of the ratio was called into play, to
consist almost entirely of the metal which was the cheapest for tlu, time
being.

]n support of this view the followmfr figures are quoted :

Coinage of gold and silver in France between the years 1816 and 1830,

7

\ Gold. ‘ Silver.

Years. i Gold Silver. Years
! .

|
N |

[ £63, 346,000 | £7, 159, 000

. ]08 0’7 000 d dll 000

58,000 | £4,970,000 .| 1851-"55
p 4.’.0 000 | 17, 632,000 1 1854-"6
70,000 | 25,160,000 | 1861-'65

1816-"20 ...

38, Jd7 000 | 875, 000

J131, 000 | 32, 681,000 ! 1866-"T0 47,733,000 | 17,010, 000
1836-'40 49,000 | 15, 241,000 || 187175 . 12,376,000 | 13,704, 000
1841-'45 " 797,000 | 15,166, 000 | 1870 '80 ... 25,819,000 | 2, 838, 000

5

72, 000 | ’1,55(;, 000 ‘i
|

It will be observed that from 1816 to 1820 the coinage of gold exceeded
that of silver, that from 1821 to 1850 the coinage of silver exceeded that
of gold, and that since the latter date gold has again been the metal
chiefly brought to the mints.

(¢) The stability of the ratio was only nominal, as one of the two
metals was, in actual practice, generally at a premium.

From 1820 to 1847 there was constantly a premium on gold, which
was nearly always as much as 1 per cent., and occasionally rose to
as much as 2 per cent. Any increase in the supply of silver would
of course have increased this premium.

125. To this it is replied that the premium never exceeded very small
proportions and only applied to a limited number of transactions in
which gold was required for special purposes, such as export; that for
the ordinary transactions of the country there was always a sufficient
supply of either material ; that as matter of fact both gold and silver
were brought to the French mint and coined * in every year except in
1871 and 1872, when no gold was coined ; that throughout the period
in question, gold and silver coins were accepted for all practical pur-
poses at the ratio fixed by thelaw ; and that the etﬁcacy of the bimetallic
ratio is proved by the fact that an immense increase in the supplies of
gold produced no sensible disturbance in the relative value of the two
metals.

126. It is also pointed out that at the present mowment in the United

* In the year 1860 no 5-franc pieces were comed but silver coins of other denomi-
nations were issued to the value of £321,00
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States upwards of £55,000,000 of silver dollars or silver certificates are
circulating side by side with gold and are accepted in payment of all
debts as equivalent to gold, though the intrinsic value of the silver
dollar is not more than 70 per cent. of the value of a gold dollar.

Similarly in Holland, where the standard is gold and the coinage of
silver is suspended, a currency of about £30,000,000 is maintained at a
gold value, concurrently with a gold circulation.

These two cases, it is said, are proofn of the possibility of maintaining
a legal ratio between the two metals as coin, permanently differing
from the market ratio, without the dearer metal being driven out of
circulation, or commanding a premium,.

127. On the other hand, it is contended that the illustration is in both
cases rendered inapplicable by the limitation of the coinage of silver.
In the Upited States no more than $48,000,000 can be coined in the
year, and as matter of fact the coinage lms not amounted to more than
$30,000,000 annually during the last tu) years; while in Holland there
has been no silver coined since 1875.

The silver coins circulating in both countries are, therefore, for prac-
tical purposes, only tokens. 1t they could be coined to an unlimited
extent they could not fail to drive out the gold, which would be taken
by foreign countries.

It is also said that the condition of the currency in the United States
is only possible because the course of trade has induced a flow of gold
to that country, and that if the ow of gold were in the other direction
that metal would soon be at a premium.

128. In reply to this it is pointed out that, on the hypnthesis of an
international agreement for bimetallism, the silver would be equally
available for export, and that in such a case no reason would exist for
a drain of gold rather than a drain of silver.

129. It is argued that as the production of silver has increased of
late years, and the production of gold diminished, notwithstanding the
increased value of the latter relatively to the former, the process is
likely to continue, and that therefore it would become increasingly
difficult to maintain a fixed ratio, even if the existing market ratio
were adopted, as the effect wounld be to stimulate the production of sil-
ver, and to discourage the production of gold.

The result would be in a short time to drive gold out of circulation,
and to leave silver as the only metal available for currency throughout
the world ; while if a ratio of 154 or 16 to 1 were adopted, the stimulus
to an increased production of silver would be far greater and the main-
tenance of the ratio more difficult, thus accelerating the period when
silver alone would be found in circulation.

130. In reply to this it is said—

(@) That there are no grouunds for supposing that in any period,
however remote, the relative value of the twc metals in the market, as
compared with the legal ratio, conld be so different as to drive out of
circulation the whole of the gold now existing as coin or used for
monetary purposes. Such a hypothesis would involve the absorption
for other purposes of the existing stock, roughly estimated at £900,-
000,000, and the annual production of about £20,000,000. On the other
hand, those who consider that gold might, under these circumstances,
cease to be used for circulation, do not contemplate that it wouald be
demonetized, and it might therefore still be held by Governments and
by banks as a reserve.

() That if such a hypothesis were admissible, it would follow that
if the metals continue to be used as standards of value separately,
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very great divergence in the relative value must occur; that such di-
vergence would involve greater evils than the disappearance of one of
the metals from the currency under a bimetallic system; and that the
disappearauce of one of the metals from the currency of the world
under a bimetallic system would not of itself be productive of any
serious evils.

(¢) That the economic laws which regulate the production of other
commodities do not appear to operate to the same extent in the case of
the precious metals. Their production is of a specially speculative
character, and is {requently commenced or continued with very doubt-
ful prospects of a profitable return. The quantity of either metal pro-
duced appears to depend much more largely on the accident of the
discovery of new sources of supply; and it is to be observed that the
supply of gold has fallen off throughout the last few years when its
purchasing power was rapidly increasing, while the supply of silver
has continued to increase, notwithstanding the fall in its value rela-
tively to gold.

131. It is stated by the opponents of bimetallism that the question
is argued as if’ the only demands for gold and silver were demands for
the purpose of currency, and that this is very far from being the case.
Statistics are confessedly imperfect, but, so far as they go, it appears
that the demands on the precious metals for purposes of ornament, of
industry, or of hoarding already absorb something like half of the
annual production, and are increasiug constantly. Over these demands,
it is said, mint legislation can exercise no influence. 1f they stood
alone, no one, it is urged, would think it possible to restrict their natu-
ral operation by any artificial tie between the two metals; and as mat-
ters really stand, any effect which such an artificial tie might have
would, it is said, be liable to be defeated by the demands for other pur-
poses.

132. To this it is replied—

(@) That industrial demands for gold and silver existed during the
period anterior to 1873, during which period there was no material dis-
turbance in the relative value of gold and silver.

(b) That an increased demand for one metal for non-monetary pur-
poses of any kind would simply produce the same effect upon the ratio
as a diminution in the supply of that metal from the mines, or an in-
creased supply of the other.

(¢) That currency demands still preponderate over other demands,
and are likely to do so.

(d) That so far as experience goes, the increased demand of late
years for purposes other than currency has been for gold rather than
silver, the effect of which the adoption of bimetallism under present
circumstances would tend to counteract. ’

133. Itis alsourged by the opponents of bimetallism that it attaches
too much importance to the law of legal tender, and too little to the
habits and feelings of maukind; that the adoption of gold as the sin-
gle standard of value and as the chief material of currency is not the
result of arbitrary legislation; but that it has originated in natural
convenience, in voluntary preference, and in habit, and that it has con-
sequently been sanctioned by legislation. It is further urged that
under such circumstances it is quite possible that men of business may,
notwithstanding a law making silver as well as gold legal tender, re-
quire contracts to be made in gold exclusively, and thus give gold a
practical value very different from the legal ¥atio. The mode in which,
according to Lord Liverpool, our own gold standard was introduced ;
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the history of the adoption of gold by the United Sta.es, Germany,
France, and Ttaly; the example of California and of gold contracts
often made with paper-using countries, all points in this direction.
Legislation, it is said, which is contrary to the general current of human
dealings Is not likely to be successful.

134. To this it is replied by bimetallists that men’s dealings tend to
conform to their interests; that under a legal system of bimetallism it
would not be to the interest of either debtors or creditors to insist upon
paying or receiving one metal rather the other, except under special
circumstances not likely to be of frequent occurrence ; that the instanees
of supposed natural preference for gold have been misstated or misap-
prehended ; that Lord Liverpool was not a contemporary witness of the
change from silver to gold to which le refers, and that his account of
the causes which led to that change was contradicted by Ricardo, in
1816; and that a great mistake has been made by modern legislators,
who have forced gold upon the people to the exclusion of silver, where
under earlier and more wholesome systems both metals would have
been equally available.

135. We have so far dealt with the views held as to the eflect which
would be produced on the relative value of the two metals themselves
by the establishment of a bimetallic system of curreney.

It remains to consider whether and bow far such a system, if' carried
out, would remedy all or any of the evils which are said to be caused
by the existing relations between the two metals.

For this purpose it must be assumed that one effect of a bimetallic
system would be, as claimed by its supporters, to preserve a fixed ratio
between gold and silver, if not permanently, at least for a long period
of time, or to confine the variations in their relative value within such
narrow limits as practically to make them of no consequence.

136. It may be convenient here to repeat that the evils which aro
gaid to result from the existing relations between the precious metals
are of a twofold character.

There are inconvenient fluctuations in their relative value, and there
has been a considerable fall in the gold price of silver.

It is contended that all the evils now caused by Auctuations in the
relative value of gold and silver would be removed.

The par of exchange between gold-using and silver-using countries
would again become stable, as it was prior to 1873, and the inconven-
iences which are inseparable from trade carried on between two coun-
tries having different metallic standards would be reduced to a mini-
mum.

Trade would, it is said, return to its natural channels, and cease to
be subject to the abnormal influences which now affect it prejudicially.

137. In the second place, it is urged that the maintenance of a fixed
ratio would tend to prevent any further general fall in prices. To
whatever extent the fall of gold prices is due to the displacement of
silver by gold, or to the diminished production of the latter metal rela-
tively to the demands upon it, it would be counteracted by the re in-
statement of silver in those countries where its nse as a standard metal
has been abandoned. Prices would consequently tend to rise, or at
any rate cease to fall.

if the ratio adopted were higher than the existing market ratio, then,
in so far as the causes above mentioned have operated on prices, the
effect of the change would be proportionately greater. The rise would
be more certain and more considerable,

8. Mis, 34——5
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138. 1f, and in so far as, the gold prices of commodities produced in
or exported to silver-using countries have been reduced by the fall in
the gold price of silver, as maintained in the argument developed in

section 88, the establishment of a fixed ratio between the two metals
would provent further changes from the same cause if the existing
market, ratio were adopted; but the existing situation and the fall
already produced would not necessarily be affected. If theratio adopted
were that in force prior to 1873, the prices of these commodities would
tend to rise to the extent to which they have been depressed by the
canse above referred to; and the evils which have flowed from such fall
in prices, and which are described in section 94, would be removed.

139. But itdoes not follow, even on the hypothesis that the gold prices
of commodities have been reduced by the fall in the gold price of silver,
that they would regain their former level, as they would always be
subject to influences of the same nature originating in countries with
a depreciated paper currency.

The suggestion is that the fall in the gold price of silver has, through
the more advantageous position of the producer in silver-using countries,
caused a fall in the price of the commodities which he produnees, and
that o similar process would take place in the case of any country with
a paper currency depreciating in relation to gold, and thus the compe-
tition of producers in these countries might prevent the gold price of
counmodities rising, notwithstanding a rise in the gold price of silver.

For example, the production and export of Russian wheat has, it is
said, been greatly stimulated by the same cause which has operated upon
the production and export of Indian wheat, namely, the depreciation
relatively to gold of the currency of the country, which, in the case of
Russia, is inconvertible paper, now about; 35 per cent. below its nominal
value.

If the gold price of Indian wheat is affected by the fall in the gold
price of silv er, the gold price of Russian wheat must, it is said, follow
the fall of t]u, paper rouble; and no fixity in the rel: lthll l)etwe(,u silver
and gold would affect the prices which depend upon an inconvertible
paper currency.

It the paper rouble continued to fall it would tend to lower the me-
tallic price of the Russian wheat exported, and consequently the price
of all other wheat.

So, again, if the gold price of the goods exported from Lancashire to
India has been lowered by the fall in the value of silver, owing to the In-
dian purchaser being able to give only the same silver price (or a lower
gold price) for them, then if the gold price of Indian produce did not ad-
vaneepari passu with the advance effected by the establishment of a fixed
ratio, neither would the gold price of the commodities exported to India
s0 advance.

140. If, and in so far as, an appreciation of the gold standard has
arisen from the disuse of silver, the evils arising from the disturbance
of contracts extending over a period commencing prior to the changes
which we have been considering would be counteracted hy the restora-
tion of silver at the old ratio to its former position as a standard metal;
but, on the other hand, all contracts made for a term of years since the
appreciation commenced would be disturbed to the same extent.

141, The advantages which would flow from a standard possessing
the maximum amount of stability would, it is said, be secured by hav-
ing the two metals linked together at a fixed ratio. Any variation in
the value of cither metal, instead of operating as at present on that
metal alone, wounld, on the bypothesis of a bimetallic currency, operate
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upon the whole mass. The effect of the variations would therefore be
much less intense.

It isimprobable that the variations in the supply of either gold or sil-
ver would be simultaneously in the same direction. An increase in one
might often be accompanied by a decrease in the other ; and the volume
of the currency would thus be maintained in equilibrium.

142, It is also suggested that a bimetallic system would facilitate the
resumption of specie payments by countries such as Russia, Austria,
and Chili, whose currency largely consists of incontrovertible paper
based on silver. .

143. In preceding paragraphs we have stated the extent to which, in
the view of its supporters, the proposed remedy would counteract or
modify the evils of the existing systems.

Those, on the otber hand, who are in favor of maintaining the status
quo in this country contend that the proposed remedy would itself
cause other evils which are demonstrably equal to, or greater than,
those which have been proved to exist.

Their objections divide themselves into two classes, (i) those relating
to the adoption of the bimetallic system in principle, (ii) those which
are directed against one or other of the several ratios recommended for
adoption.

144. Under the first head it is asserted—

(@) That the United Kingdom, and more particularly London, is, and
has been for many years, the financial center of the world. Transac-
tions having no other relation with the actual commerce of the country
are settled by means of agencies in London, which thus derives great
pecuniary benefit from this position.

This supremacy arising, it is maintained, in a great measure from the
knowledge that a debt payable in London will be discharged in a defi-
nite qunantity of a certain metal which can always be readily obtained
there by those entitled to it, would be endangered by the adoption of
bimetallism with the uncertainty necessarily accompanying any system
which allows to a debtor a choice of alternatives for the discharge of
his liabilities.

On the other hand, it is denied that this supremacy would be endan-
gered by the adoption of bimetallism, inasmuch as a sufficient explana-
tion of England’s position is to be found m the confidence imparted by
her insular position, her comparative immunity from wars and other
political troubles, the magnitude of her commerce, and the reputation
of her merchants and baunkers.

It is also said that, so long as a debt payable in London could be dis-
charged in metal freely coined into money throughout the world, Eng-
land’s position as a financial center could not be injuriously affected.

(b)#That the actnal uncertainty caused in the present by an important
monetary change would be enhanced by the apprehension of further
changes in the future; and that there are scarcely any material ad-
vantages which would compensate for the evils arising from the want
of confidence which would thus be engendered.

To this it is replied that with the exereise.of proper care and a con-
viction on the part of the public that the change was well counsidered
and final, no apprehension need be excited; and that in any case the
disturbance so caused would Le of a temporary character.

(¢) That injustice would necessarily be done to ereditors if a debtor
were allowed to select one of two metals in which to discharge his debts.
He would naturally choose the metal which happened for the moment
to be depreciated, and would therefore gain an advantage which could
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not be contemplated or allowed for at the time wheun the liability was
incurred. Euglaud, also, as a creditor country, would suffer specially
by the change, and other countries would benefit at her expense.

To this it is replied that a bimetallic system, if adopted internationally,
as proposed, would preclude the possibility of either metal becoming
depreciated relatively to the other, except within such very narrow lim-
its as to be practically unimportant.

(d) That silver, owing to its greater bulk and weight in relation to
its value, has disadvantages as compared with gold, both as a medinm
of exchange and as a meaus of storing value.

To this it is replied that, under the existing systems of the principal
commercial countries, but a small proportion of payments is made in
either gold or silver; and that under a bimetallic arrangement trans-
actions would Dbe carried on, as at present, by means of checks, bank
notes, and other substitutes for coin. Gold apd silver would probably
continue to pass current much as they do now, and if there should hap-
pen to be a large excess of silver coined as compared with gold, notes
of smaller denominations might be issued to meet the difficulty.

In many countries all debts can at the present moment be discharged
in silver or gold at the option of the debtor; but no practical inconven-
ience arises from this fact.

The opponents of a bimetallic system rejoin that, on the hypothesis
of a serious depreciation in the value of one metal, the other might be
driven out of circulation altogether and cease to be available for the
purposes for which it is now required and used; and they point out
that in the countries where the debtor may now pay his debts in either
gold or silver, a complete system of bimetallism does not existy as the
mints are not freely open to both metals.

145. Finally, it is alleged that the arguments on the subject of bimet-
allism being founded on various hypothetical premises which in the
present state of our knowledge are unverified and incapable of verifica-
tion, the conclusions and practical results must also be extremely un-
certain; and that this uncertainty is in itself a sufficient reason for not
making a fundamental change in things so delicate and so important as
currency and the standard of value.

To this it is replied that, though the conditions at the present time
may not be precisely the same, sufficient experience has been acquired
by aninvestigation of the working of bimetallism prior to 1873 to justify
a conclusion as to the etfect which would now be produced by the adop-
tion of such a system.

It is also said that as changes of some sort appear to be inevitable,
it is desivable that they should be made deliberately, and that the dif-
ferent nations interested should act in concert.

146. Passing next to the objections which are connected with the par-
ticular ratio that might be adopted, it is contended that if the ratio
actually existing in the market between the values of the two metals
were adopted, or some ratio approximating thereto, most of the evils
which are alleged to have been caused by the fall in the value of silver
would be perpetuated, and that in the case of India such a measure
might create a serious obstacle to the prosperity of the country, owing
to the increased burden of its gold debt being made perinanent.

On the other hand, {t is urged that, so far as the general interests of
India are concerned, the advantages to be gained trom stability and the
increased certainty which would attend the financial arrangements of
the Government would amply compensate for any evils arising from the
cause above indicated.
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147, 1t is further argued that even if the adoption of the existing
ratio did not produce any permanent effect upon prices, it might, by
inducing the belief that it was likely to result in an expansion of the
currency, cause a temporary rise; and that if it stimulated the produe-
tion of silver, unless at the same time it discouraged the production of
gold, it would tend to raise prices permanently, and so act injuriously
upon the interests of creditors and consumers.

To this it is replied that the settlement of the relations between gold
and silver used as standards of value is of such importance as to justify
some sacrifice being incurred, if necessary, for that purpose. If silver,
when freely coined into mouvey throughout the world, will so depreciate
as to produce injurious cousequences, it will depreciate still more if
used only in a limited number of countries, and the probable attempts
of these countries to change from the silver to the gold standard would
aggravate the mischief and give rise to evils of still greater magnitude.

148, If the ratio of 154 to 1 were adopted, which is that in force in
the Latin Union, or that of 16 to 1, which is the ratio in the United
States, it is apprehended that there would be a flow of silver from the
countries which now held stocks of that metal, an@ that the mints of the
other countries forming the Bimetallic Union would be flooded with it,
while the countries possessing silver would benefit at their expense.

It is however denied that there are any considerable stocks of silver
which would be available for this purpose, those already in existence
being used and required for purposes of currency in the countries in
which they now are.

149. Itis urged that if; in consequence of deficiency in the supply of
gold, or of new demands upon the existing supply caused by the legisla-
tion of other nations, gold has appreciated and the prices of goods have
fallen, Kngland as a country to which large gold debts are due must be
deriving advantage from the change, since she must receive from other
countries in paywment of interest on her gold debts a larger quantity of
goods, or money which will buy more goods, than she would otherwise
have received, and that if under these circumstances a change were in-
troduced which tended to cause the depreciation of gold or the raising
of gold prices, a serious injury would be done to the general interests of
the country.

The rejoinder to this argument will be found in section 96 (k).

150. Any advantage now gained by some classes in the country owing
to the fall of prices wounld also, it is said, be neutralized. Prices would
rise, and since, as has been already pointed out, wages do not respond
immediately to movements in the level of prices, the wage-earning
classes would suffer. The process of adjustment, which has been going
on since the fall in prices commenced, would begin in the opposite direc-
tion, and all the friction produced by it would be repecated.

To this it is replied that wages respond more readily to upward than
to downward movements in the level of prices, and that, until a real sta-
bility of the standard is attained, the process of adjustinent and the con-
sequent friction among the different interests concerned must be going
onin one direction or another, and that the advantages of a stable stan-
dard would amply compensate the country for either the temporary
friction necessary for the final adjustment, or the permanent loss of the
profit which is said to arise from the debts due to it by foreign nations.

151. Theextent to which the adoption of a ratio making silver more
valuable'as compared with gold than at present would affect priees, is a
question which depends upon the view taken ofthe effect of the volume
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of the currency upon prices, and the argumentset forth in sections 58
and 59.

But it is said that, even if those who entertain the view that mon-
etary changes have been the most potent factor in produeing the fall of
prices in recent years be mistaken, the fact that such a belief is enter-
tained by a large number of persons would be likely to foster specula-
tion, and thus produce, if only temporarily, a rise of prices which might
attain a high level.

152. 1f, and so far as a rise of prices resulted from the restoration of
silver to its former relation with gold, debtors would benetit atthe ex-
pense of ereditors, and, on the assumption that the rise of wages would
be slower than the rise of prices, the wage-earning classes would suffer
most; but it is suggested as probable that there would not be a long
interval between the rise of prices and an upward movement in wages.

1t isurged that it would be unjust to make a deliberate change in the
conditions of all existing contracts by a direct act of the legislature,
and 8o give an advantage to one class in the country at the expense of
another.

153, To this it is replied—

(a) That those who have gained by the changes in the value of the
precious wetals have gained by accident, and not from causes due to
their own foresight or calculations.

(b) That the injury caused by the change would be of a temporary
character ounly, while the change would itself produce permanent bene-
fits of much greater extent,

(¢) That the right of the State to make alterations in its currency
laws can not be disputed, and that all contracts must be assumed to
have been made subject to this risk.

(4) That if the change is necessary in order to place the currency of
the country on a satisfactory basis, the State is justified in making it,
even though incidentally it may have an injurious effect upon the in-
terests of some individuals or classes, and that such disadvantages are
of less moment to the community at large than the adoption of a stand-
ard_of valae possessing the maximum of stability.

154. To revert to the former ratio wounld also, it is said, have a spe-
cially prejudicial effect in the case of India.

1t the effect of bimetallism at.that ratio should be to appreciate sil-
ver and cause silver prices to fall, or if the gold price of Indian prod-
uce did notrise to the same extent as the gold value of silver was raised,
the Indian producer would for the same amount of produce receive less
silver, whilst he wounld, subject to the reduction of taxation which would
be caused by the advantage guined by the Government as regards its
gold payments, have to pay the same amount of rent and taxes as he
now pays. In this way a burden would be thrown on the Indian pro-
ducer.

He would also be deprived of the advantage which the continued fall
in exchange is alleged to give him in competing with other countries.

It is also said that, if it be true that the gold price of the commodities
produced in India has fallen in response to the fall in the gold price of
silver, it does not follow that the reverse process can be counted on.
‘Where there js an increasing production of any commodity and competi-
tion for ity sale, the process of reducing price is more easy than that of
raising it. It is possible, too, that in competing for the sale of produce
with Rissia, or any other country whose currency depreciates, the In-
dian producer might, in order to secure a sale, be compelled to take the
same gold price as at present, This would be equivalent to a lower
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silver price, and might, it is alleged, produce serious results to the trade
of the country.

155. On the other hand, it is urged that it is very improbable that the
gold price would not rise if the volume of currency in the gold-using
countries was increased by the restoration of silver to its former rela-
tion with vegard to gold; and that in so far as prices fell in India, con-
sumers and the wage-earners (3o far as they are paid in money) could
obtain those .xdv'mntageq which are said to have accrued to the corre-
sponding classes in England from the fall in gold prices. .

II.

156. We will pass next to the questions which have been raised as to
the practicability of (@) inaugurating and (b) maintaining such an
agreement as that which is proposed between the chief commercial na-
tions of the world.

It is said on the one hand that France and the United States would
be unwilling to agree to an arrangement based on the ratio at present
subsisting between the market value of the two metals, on aceount of
the large amount of silver which is held by those countries, and which
has been coined at the rate of 153 to 1 in the casc of France and of 15
to 1 in the case of the United States.

If a ratio greatly differing from this were adopted, the standard silver
coins of those countries must either become admittedly token coins or
pass current at a large reduction from their nominal value.

1567. On the other h‘md it isurged that the interest of these countries
in securing a stable raﬁlo between the two metals for the future is so
great that they would probably agree to such an arrangement rather
than be left in their present position, with the posmblhty of o still
further fall in the gold price of silver.

It is argued also that the inconvenience in the case of the United
States, or of France, if the ratio, say of 20 to 1, were fixed would not
be serious. There is no reason why the silver existing in the form of
coins at the ratio of 154 or 16 to 1 should not continune to circulate and
be received concurrently with a new coinage at the altered ratio, aud
why people should not continue to receive them as readily as they do
now. It may be said that there would be a danger of the manufacture
of imitations of the existing coins. But this danger is as great at pres-
ent, when the gold price ot silver differs so much from the legal ratio;
and as regards the silver certificates which circulate to so large an ex-
tent in the United States, representing-silver at the ratio of 16 to 1, if
25 per cent. of the existing quantity were converted into a tiduciary
issue, which might be done without difficalty or public inconvenience,
,the position of the United States Government would be unaltered.

158. As an alternative arrangement, the adoption ol the former ratio
of 15% or 16 to 1 is suggested ; and it is contended that if such a ratio
were adopted by England, the United States, the Latin Union, and
Germany, all the other commercnl countries of the world would join
the union; and that whether they joined or not, the effect of such an
arrangement would be to maintain that ratio.

159. The position of India in view of any such combination would,
however, it is said, be very difficult. On the one hand the amount of
her gold liabilities makes a stable relation between the two metals a
matter of the first importance to her; and on the other, any serious
rise in the value of silver would, it is said, produce the evils already
pointed out.
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160. As regards the maintenance of the bimetallic arrangement, if
once established, it is asserted that it would be to the interest of all the
contracting parties to adhere to it, and that there would be no induce-
ment to any power to secede. The seceding power would, it is urged,
cause more inconvenience to its own subjects than to any one else, and
no sufficient motive for secession can be suggested.

161. On the other hand, it is pointed out that the action of a nation
is not always regulated by a wise regard for its own interests alone.
Its policy s sometimes mistaken, and sometimes actuated by other
motives than self-interest.

The adoption of a gold standard by Germany is cited as an instance
of a currency change made without any advantage commensurate with
its cost.

To this it is replied that the currency change made by Germany took
place at a time when the effects of such a change were unknown and
unforeseen, and that with the experience gained since 1873 no similar
change need be apprehended in the future, if an understanding be-
tween the chief commercial nations were arrived at.

162. One probable cause for any failure of the bimetallic arrange-
ment would, it is said, be found in the necessity for the suspension of
cash payments and the issue of a large amount of inconvertible paper
in any one of the contracting countries.

This measure, however, it is said, would not affect the stability of the
legal ratio in other countries. The only result of the establishment of
an inconvertible paper currency in a bimetallic country would be that
its specie, whether gold or silver, or both, might ow to other countries
and increase the circulation of the rest of the world. The principle of
the bimetallic system would remain intact, though it might cease to be
practically operative in that country.

If a bimetallic arrangement were in force, the effect of such a step
would, as regards the flow of the precious metals from the country sus-
pending cash payments, be precisely the same on other countries as at
present, whilst its distribution might be so altered as to cause Jess dis-
turbaunce.

163. In reply, it is contended that though the suspension of cash
payments in any one country might not deteat the operation of the bi-
metallic arrangement in other countries, it would materially restrict the
benefits supposed to flow from that system, both by limiting the area
within which it would operate, and by pouring into other countries the
stock of metal, whether gold or silver, previously held by the country
suspending cash payments.

164. It is further urged that there is a growing tendency among all
commercial nations in favor of the use of gold rather than silver for
currency purposes, and that the fear of holding too much of the less
popular metal in their reserves would induce governments and bank-
ers to seek to get rid of it and increase their store of gold. A struggle
for the possession of gold might thus be brought about which would
prove a severe strain upon the bimetallic arrangement.

This motive, again, would be intensified by a seunse of the precarious
nature of the arrangement, by apprehensions that other nations would
depart from it, and by a desire on the part of each nation to protect
itself, as far as possible, from the mischievous consequences which
would result from such departure, if it were left with a large stock of
the less esteemed metal.

Further, if it should prove that, for any of the reasons mentioned
above, any of the nations should not adhere to the arrangement, the



GOLD AND SILVER COMMISSION. 73

position of England, if she adhered to it, would be seriously com-
promised. The whole arrangement depends upon leaving {ree scope to
commercial motives; and in this respect England is less likely to inter-
fere than foreign governments with the free commercial distribution of
the precious metals.

165. In reply it is asserted that the sentiment in favor of a gold
standard is based merely on the convenience of that metal as a circu-
lating medium for certain purposes; that the tendency of the more ad-
vanced nations is towards the use of paper or other substitutes for
coin; that s0 long as the different nations maintained the unlimited
coinage and full legal tender of silver, the hoarding of gold would be
found unprofitable and perhaps impossible; and that if the legal ratio
fixed approximated {o the market ratio, and the arrangement were for
an indefinite and not a fixed period, there would be much less ground
for any of these apprehensions.

. IIL.

166. In addition to the arguments stated above, the advocates of Li’
metallism urge in support of their proposals that far greater difficulties
will arise if the hope of establishing a stable ratio between silver and
gold is finally abandoned.

1t is asserted—

(a) That even if the countries of the world were divided permanently
into gold-using and silver-using nations there would be continual fluct-
uations in the relative value of the two standards, with the evils which
necessarily flow from such a state of things, and that as this state of
things never prevailed in the past before 1873, it is probable that it
might give rise to unsatisfactory results, beyond those of which we
have experience.

(b) That it is impossible to devise any satisfactory prineiple on
which the permanent division of the countries of the world into gold-
using and silver-using nations could be based, and that, if such a prin-
ciple could be devised, it would not be found possible to apply it in
practice.

(¢) That no settlement of the relations between gold and silver
money of a satisfactory nature and affording a prospect of permanence
is probable or possible without the acceptance of the principle of the
unlimited coinage and full legal tender of both gold and silver at a
fixed ratio.

(d) That in the absence of such a settlement every nation using
either gold or silver as its standard will remain liable to disturbances of
its standard of value from time to time, which might have very serious
consequences.

(¢) That the existing situation presents no elements of finality and
no reasonable ground for anticipating any definitive solution of the diffi-
culties with which it is now surrounded. On the contrary, a further
fall in the gold price of silver, to even half the extent of that which
has taken place since 1873, would dangerously affect the financial posi-
tion of the Government of India; would still further disorganize our
commercial relations with that and other silver-using countries, and
would materially aggravate the depression which has affected so many
branches of trade and industry-

FURTHER REMEDIES.

167. The system of currency which we have dealt with in sections
116-166 is that which is usnally known under the name of bimetallism.
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We have examined it at length, partly on account of the weight of
authority by which it is supported, and partly because, if the serious
nature of the evils described in sections 69-113 be admitted, no other
proposal which has been submitted to us appears to apply so complete
and practical a remedy.

_Two schemes have indeed been suggested for attaining the end in
view.

According to one proposal, the standard coin would be composed of
both metals in certain specified proportions. This could be effected
either by fusing the two metals and forming an amalgam coin or by the
insertion of a small disk of gold in the center of a silver coin.

The practical difficulties in the way of both the manufacture and the
use of such a coin appeared to us so great that wé did not subject either
form of the proposal to a minute examination.

168. A plan presenting fewer difficulties has been submitted to us by
Professor Marshall. 1lis suggestion is that the eurrency should consist
of paper issued against deposits of the two metals in certain defined
proportions. Any person bringing to the issue departinent the re-
quired quantity of gold and silver bars would receive the equivalent i
currency. -

The principal advantage claimed for this plan is that the currency
would be really bimetallic, that is to say, it would necessarily always
consist of the two metals in the prescribed proportions, and not of that
one alone which happened to be for the moment most easily procured.

1ts effeet upon the production of the two metals would, it is said, also
be beneficial, as it would encourage the production of the metal which
was being produced at the greatest cost, instead of the reverse, which
wonld be the case under what is erdinarily known as bimetallism.

On the other hand, if the supply of one metal was materially re-
daiced, a contraction of the currency would not be avoided; and to in-
sure the effective operation of the scheme it would be necessary that
all the important silver-using countries, and especiaily India, should be
included in the arrangement.

To this proposal, also, we have not thought it necessary to give a
prolonged consideration. Any scheme which involves so great an al-
teration in our system of currency would be so opposed to the traditions
and prejudices of the people of this country that we think some con-
siderable period of time wmust elapse before it will have gained that
amount of support among the public which will entitle it to be consid-
ered as a practicable proposal.

169. A third suggestion is that the system now in foree in the Latin
Union, the United States, and Holland, namely, the maintenance of
both metals as legal tender to any amount with free coinage for gold
alone, and a large, though limited coinage of silver, shouid be extended
to all countries.

Trom the experience of those countries it is urged that a considera-
ble amount of silver can be kept in circulation side by side with gold
at a rate greatly exceeding its market value; and it is contended that
if their practice were generally carried out a great additional demand
for silver would be created, and its use would be so extended as to keep
its value relatively to gold at a more uniform level.

170. We may here refer to certain proposals of a somewhat similar
character which arose out of the proceedings of the international con-
ference on the monetary question held at Paris, 1881,

1t was then suggested that the fall in the value of silver might be
alleviated if the Bank of England would undertake to make use of the
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power which it possesses under the provisions of 7 and 8 Vict., cap. 32,
of holding one-tifth of its bullion reserve in silver, such an undertak-
ing being coupled with a pledge that the Governments of the United
States and of the countries forming the Latin Union would re-open
their mints to the free coinage of silver.

The directors of the bank, having been consulted on this proposal,
pointed out in reply that they were compelled by law to pay all their
notes in gold, and that they could not therefore take any step which
was likely to infringe this principle ; but that if the mints of other
countries returned to such rules as would insure the certainty of con-
version of gold intosilver and silver into gold, they saw no reason why
they rhould not exercise the discretion intrusted to them of holding a
portion of their reserve in silver, without interfering with the obliga-
tion imposed on them by law of receiving gold in exchange for notes
and paying notes in gold on demand.

171. In the early part of 1882 a further suggestion was made by the
Italian Government that, failing a bimetallic arrangement, an iuter-
national agreement might be arrived at on some such basis as the fol-
lowing :

The states of the Latin Union to undertake for a fixed period, say five years, to
coin silver annually to the amount of at least half a franc per head of population ;

The United States of America to coin at least 3,000,000 silver dollars a month dur-
ing the same period;

The Government of India to maintain the unrestricted coinage of silver;

The Government of the United Kingdom to raise the legal-tender limit of silver
from 40s. to £20; to coin & minimum amount of £500,000 in silver anuunally ; and the
Bank of England to hold one-fifth of its reserve in silver;

The Government of Germany to nundertake not to sell any silver for five years, and
to substitute silver coins for the gold five-mark pieces and some of the smaller de-
nowinations of notes.

No definite answer appears to have been given to these proposals,
and up to the present date they have not been acted upon.

172. A further suggestion for promoting the more extended use of
silver, as well as economizing gold, is that the half-sovereigns circulat-
ing in this country should be called in and notes to the value of 10s.
and 20s. each should be issued against silver in place of them.-

173. Complaints are also made that the use of silver for industrial
purposes is much restricted, owing to the duty of 1s. 6d. per ounce
which is levied on silver plate manufactured in this country or imported
tfrom abroad. .

The duty is said to bear with special severity upon those branches
of Indian industry which are engaged in the manufacture of silver
plate or ornaments.

Not only does the duty (which now amounts to upwards of 40 per
cent. on the value of the raw material) restrict the demand for manu-
factured silver, but, owing to the Hall-mark regulations, only silver of
the authorized standard can be introduced into this country for pur-
poses of trade, the importation of lower grades being prohibited ex-
cept for private use; and the rupee standard in India is slightly be-
low the standard required by the Hall-mark regulations in this coun-
try, its millesimal finenesss being 916 as against 925.

The repeal of the duty has been repeatedly urged by the Govern-
ment of lndia in the interests of those engaged in the industry in that
country ; and the amount of revenue:which is now raised from 1t (be-
tween £50,000 and £60,000 per annum) is 8o small that it could be sur-
rendered without creating any serious disturbance of the financial
equilibrium.
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The main difficulty which is understood to stand in the way of the
repeal of the duty is the question of the drawback to be granted on
the plate now in the manufacturers’ hands which has already paid the
duty; but the concession of the drawback might be limited to a mod-
erate period, say three years, and this difficulty ought not to be an in-
superable obstacle in the way of a desirable reform.

174. One common object 6f all the proposals above described is to
meet the difficulties and inconveniences of the existing situation by pro-
moting the more extended use of silver.

Suggestions have also been made for avoiding the existing pressure
upon the stock of gold in the world by still further economizing its use.

The most practical proposal from this point of view is that for the in-
troduction of a fiduciary issue of £1 notes in this country. -

Such a measure would, it is said, set free a sum estimated at from
£8,000,000 to £20,000,000, which would be available to meet the large
demand for gold in Awmerica and elsewhere.

Any result, however, which could be produced by the release of this
amount of gold would be very transitory in its effects, even if it be as-
sumed that it would have any influence upon the level of prices or the
commercial interests of the world.

Considering the many serious questions with regard to our financial
policy, and other matters notimmediately connected with our inquiry,
which would be raised by such a incasure, and the very slight effect it
might have upon the relative value of the precious metals, we have not
thought it necessary to give a prolonged consideration to the proposal
or to pronounce a decided opinion upon it.

175. 1t has further been suggested that the difficulties of the govern-
ernment of India, so far as they arise from the difference between the
standard of value in that country and the United Kingdom, might be
removed or modified by the adoption of a gold standard in India, while
retaining the existing silver currency. The first step towards such a
measure would be to raise by artificial means the gold value of the rupee
to any point which might be decided on, either by stopping the free
coinage of silver in India or by imposing such a seigniorage as would
raise the cost of a silver rupee to its gold value; while at the same time
British or Indian gold coin would be made legal tender for all payments
to the government concurrently with the rupee at the fixed rate.

176. A. proposal of this character was submitted by the government
of India to the home Government in 1878, and was referred for consid-
eration to a departmental committee, who reported that they could not
recommend the proposal for adoption.

The principal objections which are urged against it are—

(@) That by enacting a gold standard without a gold currency it would
be practically equivalent to the establishment of an inconvertible token
currency.

This difficulty, it is said, would only be of importance if gold was re-
quired for export; and the flow of the standard metals is at present, and
is likely to remain,in the direction of India. Ifor internal use the cxist-
ing rupee currency would be sufficient.

(D) That the closing of the only mint now open to the free coinage of
silver might have so serious an effect upon the market value of the metal
that it would be impossible to maintain the rate of exchange fixed upon.

(¢) That it would not meet the'real difficulty of the present situation
in India, which is that, owing to the fall in all gold prices, a larger
amount of produce has to be exported in payment of gold debts; and
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that consequently any apparent gain to the government of India would
be balanced by a corresponding loss to the people of that country.

(d) The danger of illicit coinage, which would be greatly increased if
th(i exchange value of the rupee were raised much above its intrinsic
value.

To this it is replied that the danger, such as it is, already exists not
only in Ingland, but ou the Continent, but it is not believed that any
serious amount of illicit coinage takes place.

177. Another proposal of a similar character is to make gold legal
tender in Indiaat arate tobe fixed by the Government from time to time.
Such a measure would, itis urged, bring into use for currency purposes
the large hoards of gold which are known to exist in the country; and
the ratio, which would at first be fixed according to the market value of
the two metals, would graduoally tend to approximate to that which sub-
sisted before the recent divergence.

CONCLUSIONS AS 10 TIIE CAUSES OF THE DIVERGENCE IN THE REL-
ATIVE VALUE OF THE PRECIOUS METALS.

178. We will now proceed to state the conclusions to which we have
been led by a consideration of the several arguments set forth iu the
previous pages.

179. We have pointed out that the phenomena with which we had to
deal were (@) extensive fluctuations, and (b) a considerable fall in the
gold price of silver, which have manifested themselves sice 1873,

Forforty years preceding that date there was a difference of only 2%d.
between the highest and lowest annual average price of bar silver in
Loudon. Between 1873 and 1887 the difference was 14§d.

Not only have the variations in price covered this greatly extended
range during the later period as compared with the former, but the
fluctuations from time to time in the course of a month, or even of a few
days, have been much greater.

180. The first point which naturally invites attention as an explana-
tion of the fall in the gold price of silver in recent years is the large in-
crease in the production of silver, coincident with some diminution in
the production of gold.

The annual average production of the former metal, aceording to Dr.
Soetbeer’s estimate, has inereased from 1,339,085 kilograms, valued
at £11,984,800, in the five years 186670 to 1,969,425 kilograms, val-
ued at £17,232,450, in the five ycars 1871275, and to 2,561,709 kilo-
grams, valued at £21,438,000, in the five years 1881-'85; thus show-
ing an increase between the first and last periods mentioned of upwards
of 100 per cent. in quantity and nearly 80 per cent. in value,

Oun the other hand, according to the same authority, the annual pro-
duction of gold, which averaged 195,026 kilograms, equivalent to
£27,2006,900, {from 1866 to 1870, fell off to 173,904 kilograms, or
£24,260,500, from 1871 t01875, and to 149,137 kilograms, or £20,804,900,
between 1881 and 1885, a diminution of nearly 25 per cent.

181. 1In addition to changes in tho relative production of the two
metals during the last fifteen years, there appears to be ground for the
allegation that therc has been during that period both increased use of
gold and diminished use of silver for currency, resulting from changes
which were made in the carrency systems of various countries immedi-
ately before or during that period.

182, The amovnt of gold actually coined in Germany since 1871 has
been upwards of £98,000,000, of which about £80,000,000 is said to rep-
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resent the new demand. But a considerable proportion of this new de-
mand appears to have been satistied prior to or in 1872 and 1873, as the
German coinage in those two years amounted to £50,000,000; and there
seems reason to believe that some portion of this gold was taken from
hoards of that metal in France which were not previously in circulation.

It is also to be observed that while in the years 1866-"70 the United
States retained on an average £2,533,000 a year out of their own home
production, in the period {rom 1871 to 1875 they exported nearly
£1,500,000 in excess of the quantity produced in the country in those
years.

The force of the United States demand did*not begin to make itself
felt until the middle of the year 1877; but since that date the use of
gold in that country has increased very largely, the value of the metal
absorbed during the ten years 1876-'85, having been £112,589,600, as
against £11,196,000 in the ten years immediately preceding.

There has also been a certain demand, though of a less important
character, owing to the requirements of Italy, Holland, and the three
Scandinavian countries.

On the whole there can be very little doubt that there has been a con-
siderable increase in recent years in the use of gold for purposes of eur-
rency.

183. Turning next to silver, it is very difficuls to estimate the extent
to which the use of' this metal has diminished in Europe and America
owing to currency changes.

No doubt the adoption of a gold standard in Germany diminished the
demand for silver in that country ; but on the other hand there has been
a very large coinage of silver in the United States during the last ten
years, amounting to upwards of $300,000,000, while in the ten years pre-
ceeding 1873 the currency in that country was paper and but very lit-
tle silver was coined.

When all the facts are taken into account it seems doubtful whether
there has been on the whole any great diminution in the use of silver
for currency purposes.

184. The silver placed on the market by Germany since 1873 is another
clement which must be taken into account. The amount actually sold
and thus added to the supply available for the use of the world was not
very large, but the mere fact of the sale and demonetization even of the
amount in question would probably tend to discredit silver, and pro-
duce an effect upon the market disproportionate to the amount which
was actually sold, if the latter were regarded merely as an addition to
the supply. Thesales of the German silver, however, practically ceased
in 1873 or 1879, and this influence has therefore probably ceased to op-
erate directly since that date, though apprehensions of further supplies
being thrown upon the market may have exercised a depressing effect.

185. It can not be doubted that in the circumstances to which we have
called attention, as marking the period since 1873, we see causes at
work which would tend to render siiver less valuable as compared with
gold, and so to diminish its gold price. But it is very ditficult to meas-
ure the force of this tendency, especially when we regard not merely
the changes in the relative production and use of the two metals, but
the ratio which the increased production of silver on the one hand, or
the diminished production of gold on the other, bears to the existing
stock of those metals respectively.

186. It must be borne in mind that in the case of other commodities
the effect of changes in the supply and demand is both more marked
and more immediate, . These commodities are generally produced for the
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purpose of consumption at an early date or within a comparatively short
period. The supply at any time available for the market, or capable
of being placed on it at short notice, is therefore a very important ele-
ment in the process by which its value is fixed.

The precious metals, on the other hand, are but to a slight extent con-
samed, and the available supply counsists of the accumulations of pre-
vious years.

1t follows, therefore, that in their case a diminution or an increase in
the new supply is of less importance than in the case of consumable
articles, and that an inerease or diminution in demand has also a smaller
eftect. The important consideration with regard to them at any one
moment is rather the relation between the total stock then in existence
and the then existing demands upon it.

187. When we examine the marked contrast which the period prior
to 1873 presents to later periods, and the extensive changes in the rela-
tive production of the two metals which took place during the earlier
period, it seems impossible to conclude that the circumstances connected
with the supply sufficiently account for the altered conditions in the
relative value of silver and gold since that date.

In the forty years between 1833 and 1873, which include the period of
the great gold discoveries, and the consequent increase in the available
supply of that metal, but little change in the gold price of silver can be
observed.

In the ten years from 1831 to 1840 the proportion which the value of
the silver produeed bore to that of the gold was as 1.86 to 1.  In the five
years trom 1851 to 1855 the proportion had fallen to .288to 1. Yet the
market value of silver only varied between 15.75 to 1 in the former
period and 15.41 to 1 in the latter.

On the other hand, if we compare the five years 1871 to 1875 with the
five years 1876 to 1830 we find that the proportion borne by the pro-
duction of silver to that of gold was .710 to 1 in the first period and
794 to 1 in the latter. DBut this change, almost insignificant when com-
pared with those to which we have called attention above, coincided
with a fall in the market value from 15.97 to 1 to 17.81 to 1.

188. Iixamining the figures a little more closely, and taking the statis-
ties of production for each year which were laid before the select com-
mittee of the House of Commons on the depreciation of silver by Sir
Hector Hay in 1876, we find that from 1861 to 1872 the annual produc-
tion of gold had been diminishing from £22,760,000 to £19,910,000,
while that of silver had increased from £8,540,000 to £13,050,000, and
that this important change took place without any great variation in
the gold price of silver. The average price of bar silver in the former
year was 60}id. and in the latter 60-5d.

1t is true that since 1872 the changes in the demand for the two
metals have taken place which we have dwelt upon above; but an
increase or diminution of demand would not be likely by itself to have
a greater effect upon the relative value of the two metals than an in-
crease or diminution of supply to the same extent.

189. Looking, then, to the vast changes which occurred prior to 1873
in the relative production of the two metals without any corresponding
disturbancein their market value,itappears tous difficult toresist the con-
clusion that some influence was then at work tending to steady the price
of silver.and to keep the ratio which it bore to gold approximately stable.

190. There is another fact, to which we have already drawn attention,
pointing decidedly in the same direction. Prior to 1873 the fluctuations
in the price of silver were gradual in their character, and ranged within
very narrow limits.



80 GOLD AND SILVER COMMISSION.

Thus in the year 1872 the margin between the highest and lowest
quotations in each montb was as under:

Pence. Pence.
January.............. per ounce. . 3 | July e aees per ounce.. %
February ..ceevveeaeennnns. do.... # | Angust coeeeiiiiiiiaanl ot do....
March «oooooiiiiiiiiii do.... %+ | September ---do.... 3
April oo do. £ | October.... ...do.... 3
May . . do... v | November . ...do.... %
JUNO coiiir i ceee iaaee do.... % | December.......coaeeaanans do.... ¥

While in the year 1886 the corresponding figures are as follows :

Pence. Pence.
January .o.o..oo.o.. Yo [ July oo e iemeeeees perounce.. 2y
February .. do.... V5 | August ..o ool do.... &
Mareh - oooiee it .- s | September -eedo.... 2B
April ... 4% | October... eeedoo... 13
May ... .- 1} | November ......cccoceeenn. do.... 1%
JUNE weecee i e 1% | December.....cocoeeenn... do.... 1§

It will be observed that the maximum variation in the former year
was id. and the average not quite -%d., while in the latter year the
maximum was 2£d. and the average nearly 11d. It has not been, and
indeed hardly could be, suggested that this difference can be accounted
for Ly changes in the relative production or actual use of the two metals.

191. The explanation commonly offered of these constant variations
in the silver market is that the rise or depression of the price of silver
depends upon the briskness or slackness of the demand for the purpose
of remittance to silver-using countries, and that the price is largely
affected by the amount of the bills sold from time to time by the secre-
tary of state for india in council.

But these causes were, as far as can be seen, operating prior to 1873
as well as subsequent to that date, and yet the silver market did not
display the sensitiveness to these influences from day to day and month
to month which it now does.
© 192. These considerations seem to suggest the existence of some
steadying influence in former periods, which has now been removed,
and which has left the silver market subject to the free influence of
causes, the full effect of which was previously kept in cheek.

The question therefore forces itself upon us: 1s there any other cir-
cumstance calculated to affect the relation of silver to gold which dis-
tinguishes the later period from the earlier ¢

Now undoubtedly the date which forms the dividing line between
an cpoch of approximate fixity in the relative value of gold and silver
and one of marked instability is the year when the bimetallic system
which had previously been in force in the Latin Union ceased to be in
full operation; and we are irresistibly led to the conclusion that the
operation of that system, established as it was in countries the popula-
tion and commerce of which were considerable, exerted a material in-
fluence upon the relative value of the two metals.

So long as that system was in force we think that, notwithstanding
the changes in the production and use of the precious metals, it kept
the market price of silver approximately steady at the ratio fixed by
law between them, namely, 153 to 1.

When once the conclusion is arrived at that this was the case, the
circamstances on which we have dwelt as characterizing the period
since 1873 appear amply sufficient to account for the fall in the price of
silver, tending as they all do in that direction; and the fact that on any
particular day the supply of silver and of council bills may be large
while the need for 1emittances is small, and vice versa, would explain
the constant fluctuations in the price of silver which have manifested
themselves in recent years.
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193. Nor does it appear to us @ prior: unreasonable to suppose that
the existence in the Latin Union of a bimetallic system with a ratio of
153 to 1 fixed between the two metals should have been capable of
keeping the market price of silver steady at approximately that ratio.

The view that it could only affect the market price to the extent to
which there was a demand for it for currency purposes in the Latin
Union, or to which it was actually taken to the mints of those countries
is, we think, fallacious.

The fact that the owner of silver could, in the last resort, take it to
those mints and have it converted into coin, which would purchase com-
modities at the ratio of 153 of silver to one of gold, would, in our opin-
ion, be likely to aftect the price of silver in the market generally, who-
ever the purchaser and for whatever country it was destined. 1t would
enable the seller to stand out for a price approximating to the legal
ratio, and would tend to keep the market steady at about that point.

194, It has been urged that during the earlier of the two periods,
which we have been contrasting, the conditions which existed from time
to time were favorable to the maintenance of the legal ratio; that the
great influx of gold towards the middle of this century found France
with a large stock of silver, and that this silver, owing to exceptional
circumstances, had a ready outlet to India.

But we do not think this affords an adequate solution of the problem
without taking into account the existence of the bimetaliic system. It
may be true that the circumstances referred to were couditions which
helped to make the bimetallic system operative. DBut, as we have
observed before, circumstances and conditions of a like nature have
DLeen more or less operative both before and since 1873, and yet the effect
on the relative value of the two metals has been very ditferent.

195. It is said that the altered circumstances since 1873 would have
rendered it impossible to maintain silver at the former ratio, even if the
Latin Union had not abandoned the free mintage of silver, and that
sooner or later the bimetallic system must have broken down and its
steadying influence have ceased.

To estinate the force of causes without adequate experience of their
effects in the past is a matter of extreme difficulty. But even if it
were true that the Latin Union would not have been able down to the
present time to preserve silver from falling below the legal ratio, this
does not prove that the views which we have propounded as to the
causes of the former stability of the gold price of silver and of its pres-
ent unstable condition are incorrect.

‘Whether silver would ultimately have fallen to its present price, and
whether the Latin Union could now, by reversing its action and re-open-
ing its mints, restore silver to its former gold value, and re-establish
the former condition of stability, are questions very material to another
part of the case, but the determination of which 1s not essential to the
particular point with which we are now dealing.

196. It is also said that such eftect as the bimetallic system has had
in keeping the relative value of gold and silver steady was due to the
accidental circumstance that, at the time of the gold discoveries, France
was saturated with the appreciating metal silver; and that if the dis-
coveries had been of silver and not of gold, France, having no gold to
part with, could not have kept down the silver price of gold or have
kept up the gold price of silver. To this onr answer is that we are for
the moment concerned with what nas actually happened, and that for
our present purpose we need not consider what might have happened
had the circumstances been different.

197. 1t has been suggested that the fall in the price of silver is to be

S. Mis. 34——6
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accounted for exclusively by the appreciation of gold in relation to all
commodities, arising from increased demand for that metal, or, as it is
put by some advocates of the view, owing to a contraction of the cur-
rency, which has caused all prices to fall.

We shall have to discuss hereatter the questions of the suggested
appreciation of gold and contraction of the currensy ; but dealing with
them now only as an explanation of the fall and fluctuations in the
gold price of silver, we have no hesitation in saying that, in our opin-
ion, they can not be regared as of themselves adequate to account for
the phenomena we have witnessed.

If gold be now appreciated, in relation to commodities generally,
owing to diminished production, it is equally clear that it was depre-
ciated in relation to commodities at the time of the large gold discov-
eries of thirty or forty years ago; and yet the gold price of silver did
not then rise with that of many other commodities. Why, then, even
assuming the appreciation of gold in relation to commodities gener-
ally, should the reverse process take place now, unless some condition
existed then which is absent now?

If the active maintenance of the legal ratio in the Latin Union had
the etfect which we are disposed to attribute to it, the difference between
the two epociis would, even on the assumption with which we are now
dealing, be accounted for.

198. To sum up our conclusions on this part of the case, we are of
opinion that the true explanation of the phenomena which we are
directed to investigate 1s to be found in a combination of causes, and
can not be attributed to any one cause alone. The action of the Latin
Union in 1873 broke the tink between silver and gold, which had kept
the price of the former, as measured by the latter, constant at about
the legal ratio; and when this link was broken the silver market was
open to the influence of all the factors which go to affect the price of a
commodity. These factors happen since 1873 to have operated in the
direction of a fall in the gold price of that metal, and the frequent
fluctuations in its value are accounted for by the fact that the market
has become fully sensitive to the other influences to which we have called
attention above.

199. Down to this point we have been able to maintain an agreement
among ourselves as to the terms of our report; but in considering our
conclusions on the question to what extent the fall in the gold price of
silver has taken the form of an appreciation of gold or a depreciation
of silver, as well as on the remaining guestions submitted to us, such
a divergence of opinion manifested itself’ that we have found ourselves
under the necessity ot stating our opinions in the separate documents
which follow.

Before, however, we pass from our statement of the conclusions upon
which we are agreed, we desire to express the sense which we all enter-
tain of the high value of the services rendered to the commission by the
secretary, Mr. G. H. Murray. His zeal and ability have greatly assisted
us in our labors.

All which we humbly submit for Your Majesty’s gracious consideration.

HERSCHELIL. T. H. FARRER.

Lours MALLET. W. . HOULDSWORTH.
ARTHUR JAMES BALFOUR. D. BARBOUR.

HrNrY CIAPLIN. J. W. Bircn.

J. W, I'REMANTLE, LEONARD H. COURTNEY.
JOUN LUBBOCK. SAMUEL MONTAGU.

GEo. H, MURRAY, Secretary.
OCTORER, 1888,
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PArT IL

1. The question whether the change in the relative value of gold and
silver is due rather to appreciation of gold or depreciation of silver is
so much involved in the consideration of the fall of prices, whica is said
to Le connected with that changed relation and with the eircumstances
which have led to it, that in order to avoid repetition we have thought
it convenient to defer the discussion of this question to a later part of
the report. Our conclusions with regard to it will be found below in
sections 47 and 71.

CONCLUSIONS AS TO THE EVILS SAID TO HAVE RESULTED FROM THE
CHANGES IN THE RELATIVE VALUE OF THE PRECIOUS METALS.

2. We will now proceed to consider the evils which are said to have
resulted from the recent changes in the relative value ot the two metals.

‘We have already drawn attention to the fact that the phenomena
observable have been that constant fluctuations in the value of gold
and silver have taken the place of approximate fixity, and that there
has been on the whole a considerable fall in the gold price of silver.

3. Itis alleged that both the fluctuations and the fall have been fol-
lowed by serious and embarrassing consequences.

In dealing with this part of the case we shall, as far as possible, treat
separately the evils which are traced to the fluctuating character of the
relation between the two metals and those which are alleged to have
their origin in the fall in the gold price of silver, or in circumstances
which have affected or are affecting the two metals and their relation
to one another. It is not easy, and indeed not always possible, to pre-
serve this distinction, as the consequences alleged to flow from these
causes touch at 80 many points and are so closely connected.

I. EVILS RESULTING FROV FLUCTUATIONS.

4. We will consider, first, the effects of the change from a fixed to a
fluctuating relation between thie two precious metals; for we are here
on less debatable ground, and the views presented to us differ rather
in their estimate ot the extent and inportance of the effects produced,
than as to the existence of the effects.

5. The most obvious of these is the inconvenience which arises in the
exchange between gold-using and silver-using countries.

This is no doubt reduced to a minimumn by the action of exchange
banks and telegraphic transfers. Where the currents of trade in op-
posite directions between the two countries are more or less constant
and uniform, the risk to the exchange banksin undertaking these trans-
actions is but small, however frequent the fluctuations. They are there-
fore able and willing to undertake them without any very burdensome
cost to the trader.

Where, however, the counter-currents of trade are less constant, as
is said to be the case between this country and China, the burden im-
posed on commerce is no doubt at times somewhat greater.

6. It must be borne in mind that the fluctuations in exchange, even
i a single day, have of late years often been considerable, and inas-
much as it is not always possible to close the transaction on both sides
and make the settlement of the exchange simultaneously, some risk to
the merchant is at times inevitable,
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Beside this, it is said that the exchange difficulty tends to limit trade,
and to restrict it to those cases in which a contract of sale and pur-
chase can be made in the two countries at the same time.

It has been stated that in the trade between Chili and England there
has been a tendency, owing to exchange difficulties, to diminish trading
upon credit, and to substitute cash transactions, and that this has the
effect of contracting the commerce between the countries within nar-
rower limits than would otherwise be the case.

Chili has a depreciated paper currency, but the fact is used as an
illustration of the commercial disadvantages arisiug generally from
fluctuations in exchange between gold-using countries and those pos-
sessing a currency which is depreciating in relation to that metal.

7. 1t must also be remembered that there are certain risks which arise
from, or are aggravated by, the fluctuations of exchange, and against
which a merchant can not practically protect himself by any of the ex-
pedients to which we have referred.

Obstacles, for example, sometimes arise to prevent a contract being
carried out at the appointed time; and there are cases in which this
would be of comparatively little moment if the cxchange were stable,
but in which the merchant may be subjected to a serious loss if, with
a heavy fall of exchange in the meantime, the purchaser is enabled to
refuse to receive the goods.

8. Some witnesses representing the trade of Lancashire have deposed
that when a heavy fall in the exchange takes place the trade m cotton
goods is sometimes brought for a short time almost to a stand-still.

Statistics do not appear to afford evidence 1 support of the view
that trade between this country and India has been diminished {from
this cause.

The exports to India have increased at a greater rate than those to
gold-using countries. This statement is, however, open to the criticism
that this expansion of trade is partly due to obvious causes, such as
the development of railways and the removal of import. duties in India,
and the operation of protective tariffs in certain foreign countries, and
that it would have been greater still if the exchange had remained
steady.

It must further be admitted that there has not been a similar expan-
sion of the exports from this country to China.

It must be borne in mind, however, that this is to some extent ac-
counted for by the growing competition of Indian exports of cotton
goods to China, and of Indian with- Chinese tea in the English markets,
which would both tend to diminish the export of goods from this country
to China. And it must be noted that there has been of late a large in-
crease in our exports of cotton goods to that country.

9. However much opinions may differ as to the extent of the evil
arising from the increased difficulty which a tluctuating exchange inter-
poses, we do not think its reality is open to question.

We are not ourselves disposed to regard it as having hitherto limited
or burdened to any very serious extent the commerce between this coun-
try and those having a silver standard. Nevertheless, everything which
hampers complete freedom of commercial intercourse between two coun-
tries, or which imposes on it any additional burden, is undeubtedly an
evil to be avoided or removed if possible.

10. If, therefore, a remedy could be devised to accomplish this end,’
without involving the risk of other disadvantages, there can not be two
opinions that it would be worth while to apply such a remedy.

Whether it is serious enough, taken by itself, to render it advisable
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to apply any remedy from which some risk is inseparable must depend
on the nature of the particular remedy, and our estimate of the severity
of the risks it would entail, as compared with the gravity of the existing
evil. Our views upon this point will appear when we come to discuss
the expediency of adopting the remedies which have been snggested.

11. Two other evils of a general character are also attribured to fluc-
tuations in the gold value of silver, though, as regards one of these,
the prejudicial effects are said to have affected gold-using countries
more particularly.

1t is alleged that an unstable exchange between gold and silver has
tended to foster trade between countries having the same standard to
the prejudice of-those having a different standard.

12. 1t can not be denied that the trade between two countries having
the same standard (or, what is practically the same thing, having dif-
ferent standards maintaining a stable relation to each other) is free from
an obstacle, and to some extent a burden, to which trade is subject be-
tween countries having different standards, varying in their relation to
one another; and it may reasonably be assumed that whenever inter-
national trade is simplerin its operations and less burdened, it will have
a tendency on that account to make better progress, and this to the
detriment, it may be, of countries less favorably circnmstanced.

It is alleged that practical proof of this is afforded by the growth of
the trade in cotton yarns between India on the one hand and China
and Japan on the other in receut years as compared with our trade in
that commodity with the latter countries.

This result is, however, attributed, even by those who attach weight
to the argument, more to the fact that the Huctuations have on the
whole been downward in their direction than to the mere fluctuations
themselves.

We will therefore defer the consideration of this point until a later
period, merely observing that though the difficulty of an unstable ex-
change may have a tendency to foster trade between countries having
the same standard, as against trade in the same commodities between
countries whose standards bave not a fixed relation, we do not think,
all other things being equal, that its effect iu this direction is likely to
be very considerable.

It must be noted that alterations in the supply of one or other of the
precious metals which, when no bimetallic link exists between them,
cause or intensify fluctuations of exchange bLetween gold and silver
using countries, might, il the relations between the metals were fixed,
operate, though by a process slower and less severe, upon prices, and
thus affect contracts or engagements to be performed or fulfilled at a
future time.

13. The second evil upon which stress has been laid is that a fluctu-
ating exchange is alleged to disconrage investment by gold-using coun-
tries in silver-using countries, from which both sustain injury, the gold-
using country losing an outlet for its surplus capital, and the silver-using
country being deprived of that development which the employment
there of such capital would produce.

There are many, it is said, who are unwilling to invest money except
when it yields a fixed or approximately fixed return, and, owing to the
apprehensions of fluctuations in-the relative value of gold and silver,
this class of persons do not invest in India or China.

This again is closely connected, by those who urge the point, with the
circumstance that the fall in the gold value of silver aggravates the
evil, and renders the person having capital to employ less willing to in-
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vest it there. It is said, too, that the Government of India are unwilling
for the same reason to undertake public works to the extent to which
they otherwise would.

‘We think there is truth in the view thus presented, though it is very
difficult to gange the extent to which a real influence is exerted in hin-
dering investment in silver-using countries; especially having regard
to the fact that English capital has been invested in the Indian mills
whose competition is complained of, and that a large amount of English
capital has been and is being invested in South America.

14. In addition to the evils of a general character to which we have
drawn attention, there is one specially affecting the Government of India
which deserves the most careful attention. -

We allude to the effect upon the Indian finances of the obligation of
the Government of that country to pay every year the interest on their
gold debt, as well as to meet other fixed gold charges, while all their
taxes are imposed and received in silver. )

15. 1t is obvious that a fluctuating exchange must in consequence be
the cause of serious embarrassment to the financial policy of the Indian
Government. The estimates of receipts and expenditure may be pre-
pared with the utmost care and accuracy, and yet an estimated surplus
may become a deficit by a sudden fall in the exchange.

So long as these tuctuations continue it is impossible to count in any
year upon a financial equilibrinm; and the peculiar circumstances of
our position in India render it specially difticult to make constant
changes in the taxation imposed upon the people. The difticulty is of
course intensified when the ultimate or general tendency of the ex-
change is continuously downwards, and the revenue can only be made to
balance the expenditure by increased taxation, which it is very ditlicult
to devise.

Even if the assumption be well founded that the change is due to a
fall in the value of silver, and that, the taxes in India being payable in
rupees, a fall in the value of silver is in fact a diminution of taxation,
and is therefore a relief to the people of India, it nevertheless consti-
tutes a difticulty for the Government itself.

16. Putting aside the difficulty which has already arisen from a fall
in the past, there can be no doubt that the uncertainty created by the
want of a fixed ratio, the apprehension of a further fall, and the impos-
sibility of determining to what point that fall may reach, do make the
task of the Government of India a very difticult one, and constitute a
real and very serious evil.

We have been very much impressed by the views which have been
urged upon us by the Government of India. 'We understand that they
regard the re-establishment of a fixity of ratio between gold and silver
as of even greater moment than the restoration of silver to its former
value as compared with gold.

We fully share their view as to the great importance of the subject,
and the great advantage that would result to the Indian Government,
with whose safe administration of the affairs of thar great Empire the
interests of this country are so intimately connected, if a stable ratio
between gold and silver could again be relied upon.

1I. EVILS CONNECTED WITIT TilE CIIANGED RELATION OF SILVER TO GOLD.

17. We have next to consider the evils attributed to or connected
with the altered relation of silver and gold, other than those which re-
sult from fluctuations in exchange between gold and silver using
countries.
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These evils are, first, the effects upon the commerce of the country,
and the relation of debtor and creditor, alleged to be due to the fall in
the price of commodities; and secondly, the special difficulties which
have arisen in connection with the finances of Iudia, owing to the fall in
the gold price of silver.

18. Two explanations have been offered of the connection between
the fall in the price of commodities and the altered relation ot gold and
silver.

One is that which attributes the fall in the price of commodities di-
rectly to the fall in the gold price of silver; the other is that which
connects the fall with the appreciation of gold, which, it is suggested,
has arisen in recent years from the diminished production of that mefal,
and its increased use owing to the currency changes which have oe-
curred during that period, as well as to an mercase of demand for it
caused by, and indirectly due to, the results of those changes.

19. We will deal first with the latter point.

There can be no question that the gold price of many, and probably
of most, commodities has fallen during the last fittcen years,  In rela-
tion to these commodities it may, no doubt without maccuracy, be said
that gold has appreciated. That is another mode of expressing the
fact that their priceis lower. It may, however, also without inaccuracy,
be said that in relation to gold these commodities have depreciated.
‘Which is the more aceurate expression in any particular case will de-
pend upon whether the altered relation of the commodity to gold has
arisen from some change which has affected gold, such as a dimimshed
supply, or some increase of demand owing to its use for purposes for
which it was not formerly employed, or whether this altered relation is
connected with a change affecting the commodity, such as inereased
supply or diminished demand. It may, however, have arisen partly
from onesand partly from the other, so that the true explanation of the
fall in price may be that there has been both appreciation of gold and
depreciation of the commodity.

20. It is only in so far as the fall in price is due to ¢ircumstances
affecting the standard of value that it comes within the scope of our
inquiry. A fall in the price ot commodities which results from an in-
crease in their supply or a diminution in the cost of their production or
transit does not appear to us to be of itself” an evil, and if it were so it
is one foreign to the subject which is referred to us for consideration
and report.

21, There are indeed some who think that in an ideally perfeet system
of currency, whatever may have been the eause of an alteration in the
relation of the standard to commodities, the standard ought to adjust
itself to this variation, so that prices should remain constant.

They point out that otherwise contracts to pay money at a future date
are affected to the prejudice either of the creditor or the debtor by the
change in the purchasing power of the standard; that the obligation,
which ought to remain constant, varies in reality with its greater or less
purchasing power.

It may be questioned whether the strict idea would not require that
the constaney of obligation aimed at should be to render the same labor
rather than to transfer the same commodities, so that the sacrifice of
toil in repaying an obligation should be the same as that which was in-
volved in its creation; but apart from this abstract criticism of an ab-
stract theory there are practical difticulties opposing 1t.

The view presented would not be without its force 1t all commodities
and services changed in their relation to the standard simultaneously
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and pari passu, but this never has been, and practically never can be,
the case, where the change arises from circumstances operating upon
the different commodities themselves.

Even if it were practicable to adjust the standard in correspondence
with an increase in the supply of any class of commodities or services,
the result would be to alter its relation to things not comprised within
that class the supply of which either had not been increased, or not to
the same extent, and thus to bring about the very evil which it was
sought to remedy.

In our opinion, therefore, we must dismiss this theory from considera-
tion, and devote our attention exclusively to the question how far the
fall in the price of commodities is due to currency changes.

22. Reliance is placed, by those who contend that the lower prices
which now prevail are due to the appreciation of gold, upon the index
numbers which have been prepared by different authorities to indicate
the general course of prices.

We have already drawn attention in sections 60 and 61 to the reasons
which enforce caution in the use of this method of generalization; but
we may in addition draw attention to the fact that, taking Dr. Soetbeer’s
table, the index numbers for the years between 1874 and 1883 were,
with the exception of that of 1879, in each case as high as, or higher
than, those of the years 1858 to 1861, inclusive, and that the number
for each of the years 1880, 1882, and 1883 differed by less than 1 per
cent. from those of the years 1865, 1868, 1869, and 1870.

1f, however, we turn from these general index numbers and examine
the index numbers of the several commodities which have been taken
into account in arriving at the general index number for the year, it
can not be doubted that a fall has taken place, especially in the most
recent years, in the majority of the commodities in common use, and
that in some cases the fall has been very heavy.

23. The index numbers, as has been observed, take no account of the
price of labor or services, or of the rent of homsos or lands.

The facts with regard to wages, even in this country, are very difficult
to ascertain.

The report of the royal commission on the depression of trade (1886),
in referring to the last twenty years, states (paragraph 83) that while
during that period wages have risen, profits have fallen, and (paragraph
81) that “there is no feature in the situation which the commissioners
have been called to examine so satisfactory as the immense improve-
ment which has taken place in the condition of the working classes
during the last twenty years.”

These conclusions, formed after a long and patient inquiry, though
they deal with real rather than nominal wages, and relate to a period
dating back to 1866. are scarcely consistent with the conclusion that
the money wages of the laboring classes in general have been seriously
diminished by the monetary changes which took place in and subse-
quently to 1873.

Since the date of the report in question there has in this country no
doubt been further depression, especially in the employment of agri-
cultural labor, and this depresswn has tended to depress other branches
of the labor market.

But although nominal wages have undoubtedly fallen in certain de-
partments of industry, we have no evidence to show that they are
generally lower than they were fifteen years ago; and the reports of
the labor correspondent of the board of trade show that during the
past twelve months there has been a steady improvement in the skilled
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labor market, both as regards the rate of wages and the numbers em-
ployed.

‘We have no statistics of retail prices, but there can be little doubt
that though they have fallen considerably, the fall has not been so great
as in the case of wholesale prices. This again points to the fact that
wages have not fallen to anything like the same extent as the wholesale
price of commodities, for the wages of labor are an important, if not the
most important, element in determining the difference between whole-
sale and retail prices.

There does not appear to be any evidence that the salaries of clerks
and others, ontside what may be termed the wage-earning classes proper,
have decreased, and although some house rents have fallen, it seems
questionable whether, except as regards the more expensive class of
houses which are inhabited by the wealthy, there has been any general
diminuntion of house rent.

24. At the outset of our investigation we were confronted by the fact
that the fall in prices has been neither universal nor uniform. It will
be seen that it did not commence as regards all commodities, even
approximately at the same time, nor has it proceeded at the same rate
or to the same extent.

A fall of prices arising from the appreciation of gold alone must,
other things remaining the same, ultimately be both universal and
uniform.

But it has been pointed out by some economists, and notably by I’ro-
fessor Cairnes, that alterations of price due to a change in the standard
(he was speaking of the depreciation of gold after the great gold dis-
coveries) do not and are not to be expected to affect all commodities at
the same time. In the case of the depreciation of gold arising from the
gold discoveries, a most potent factor in the raising of prices was found
to be the mise in wages which was bronght about, with its consequent
effect upon the prices of commodities in the production of” which labor
was one of the clements. Reasons were also suggested why the rise of
price was not uniform in the case of all commodities. It was pointed
out that the price of animal would be affected at an earlier date than
that of vegetable products, inasmuch as the latter could be increased
in quantity to meet an increased demand with greater rapidity than
the former.

In the case of the suggested appreciation of gold, which we are now
considering, the fall in the price of commodities has certainly not come
about from a fall in the cost of labor, and the various products have
not been atfected in the same order.

We have had no sufficient explanation offered of the phenomena
which have manifested themselves, assuming them to be entirely due
to appreciation of the standard. It has not been shown why its effect
upon the various commodities has been so different in point of time and
of extent; and a careful survey of the varying prices of commodities
at once suggests that, even if there has been an appreciation of the
standard, some other causes must have been at work affecting particular
commodities, 5o as to depreciate them in relation to gold.

‘We have in section 61 of the foregoing report.drawn attention to the
fact that if the period from 1881 to 1885 is compared with the period
1866 to 1870, which shortly preceded the occurrences alleged to have
resulted in the appreciation of gold, the classes which include animal
food and fruits, oil, and wine, rose in price, while colonial produce re-
mained stationary, a fall being exhibited in agricultural and mineral
produce and textile materials. Again turning to Mr. Sanerbeck’s classi-
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fication of his index numbers we f{ind that while, with the exception of
the years 1877 and 1878, the fall in the price of vegetable food products
was coutinuous from 1873 to 1885, and in the latter year was very rapid,
the price of animal food was, with the exception of 1879, as high or
higher in every year between 1872 and 1883 than in 1872, and the fall
has only manifested itself since the latter date, and that not to an
extent at all comparable to the fall in the price of vegetable tood.

There has recently been arise in the price of many important com-
modities, and also in freights, which certainly receives no adequate
explanation from any change in the supply of or demand for gold. It
can not be contended that there has been of late anything to cause a
substantial depreciation of that metal.

25. We do not think that the causes, other than those relating to the
standard, which have been operating to produce a fall of price are far
to seek. When we examine the case of individual commodities we sce
factors at work which fully account for a fall in their price, even it the
standard had remained, so far as it was itself’ concerned, stable.

Take for example the case of wheat. Theincrease in the supply dnr-
ing recent years in many parts of the world, but especially on the
American continent and in India, has been enormous.

This has been due in a great measure to the fact that vast territories,
consisting in some cases of virgin soil, have been opened up by the
construction of railways, and becomwe the means of creating suppiies
largely in excess of the needs ot those engaged in their production.

In addition to this the cost of transit from these countries to other
parts of the world has very muaeh dimimished. The development of
railways to which we have alluded has proceeded with striking rapidity
during the last fifteen years,* especally in America and India, and in
the latter case the opening of the Suez Canal has exercised a great in-
fluence-in the same direction.

The diminished cost of transport is also partly due to inercased com-
petition for the carrying of goods.  Ship-building has at times proceeded
at a greater rate than the increase of the commodities to be carried.
Not only so, but the same quantity ot wheat can now be carried, owing
to improvements in machinery, with less expenditure of fuel and the
employment of considerably less labor.

All these things contribute to enable the markets of the world to be
stocked at much less cost, and the wheat thus to be sold at a Jower price.

26. What has been said with regard to wheat may also be said in
varying degrees with reference to many other commodities. The total
output of coal and mineral ores, for example, has exhibited a remark-
able increase, and in the case of metals, invention has conduced enor-
mously to economy in the cost of production. 1t is true that the ouput
of coal in this country has in the last two or three years been arrested
or diminished; but this may be attributable to increased economy in
the use of coul for industrial purposes, and to the restrictions placed by
many foreign countries upon the importation of coal and iron (which
largely affects coal); and these causes have tended to aggravate the
decline in prices.

It has been said, and it may be with truth, that the development of
machinery was as great in the fifteen or twenty years which preceded

*Down to tho end of 1573 about 70,250 miles of ruilway huad heen coustructed in
the United States. Irom a table in the Lcovomist of January 21, 1883, it appears
that during the last fourteen yoars ending 1887, no less than 80,300 iniles have been
added. In India there were about 5,400 miles of railway in March, 1873, while on
the 31st of March, 1887, there were no less thau 13,390, aud on the 3lst of March,
1888, 14,383 miles.
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1574 as in the subsequent years, and that steam transport had been
also largely developed in the earlier period. DBut not only has the
actual extension of railways and the cheapening of land and sea freight
been greater in the subsequent years, but the effect of railways which
had been previously made has been more felt.

As above noticed, large new districts of great natural fertility and
rich in minerals have been opened up, and consequently civilized coun-
tries have been furnished with an unprecedented qmmtlfy of raw vege-
table and mineral pwduch«

The rise in the price of raw produets during the period preceding
1875 exceeded the average rise of the prices of all commodities, while
the fall in the prices of raw products since 1875 has been above the
average fall. Comparing, therefore, the earlier with the later period,
the lower cost of manufacture was in the earlier period counteracted by
the higher cost of raw materials, while in the later period not only was
this not the case, but the cost of the raw materials has decreased simul-
taneously with the diminished cost of manufacture.

27. 1t way be well here to point out that the fall in wages which has
oceurred, as we have stated, in certain industries in this country 1s, in
soe cases at least, largely accounted for by the fall in the price of the
produet of labor.

Take for example agricultural wages. There can be no doubt that,
even it other circumstances were equal, the wheat-growers of this coun-
try compete at a great disadvantage with those whose conditions of soil
and climate are better, and when the price of wheat falls and their
margin of profit is dimnished, or even disappears, they resort neces-
sarily to an economy in their expenditure upon labor, and inasmuch as
some land goes ont of wheat cultivation altogether, and the labor

market lwcome\ overstocked, there is the less difticulty in their forcing
wages down. .

It may be noted, too, that this again would react upon prices, espe-
cially upon the prices of some kinds of food and textile fabries used
for ¢lothing. The diminution of wages means a diminution in the pur-
chasing power of the wage-carning classes, and therefore operates in
this direction.

28. Other causes which have contributed to the fall of prices are
referred to in scction 61 (¢). To these we may add the increasing ten-
deney in late years to do business in a more direct manner than for-
merly, and to dispense with the services of middle-men and intermediate
agencies of all kinds, thus effecting great economies in the cost of dis-
tribution.

Another cause, too, which has tended to lower certain prices in the
open markets, from which the index numbers of prices are taken, has
been the increase in protective taritfs. Those tariffs, by enabling man
ufacturers to demand high prices at home, have in so doing enabled
them to throw their productions at an unnaturally low price upon for-
eign markets. In the case of bounties, e. g., those on sugar, the opera-
tion of protection upon prices has been more direct, and even in pro-
tected countries, while the first effect of protection has been to raise
prices. the ultimate effect has been in many cases to produce a glut and
make it difficult for the protected industries to get rid of their stocks.

29. 1t is asserted by some that if the circumstances affecting each
commodity the price of which has fallen were separately considered,
the fall which has taken place would be amply accounted for.

We do not think it necessary to pursue the examination into the case
of each commodity the price of which has been depressed in recent
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years. It will be sufficient for the moment to say that it can hardly be
disputed that causes altogether apart from the currency have unques-
tionably been at work, tending to diminish prices.

‘We may refer to the extraordinary development of the productive
and industrial resources of the United States which has taken place
since the conclusion of the civil war. The cessation of that struggle
set free the energies of the people, and enabled them to devote them-
selves without impediment to increasing the productive and industrial
resources of their country.

‘We may add, too, that, as compared with previous periods, there has
been a remarkable freedom from the absorption of the people of the
continent of Europe in operations of war. Their energics have thus
been turned instead to industrial and commercial pursuits, which has
led to an increase in their power of production.

30. It is argued that a fall in the price of one article arising from the
increased or cheapened production of that article would be followed by
a rise in the price of other articles, since those who save money in one
direction have more to spend on other commodities.

But we do not think this would necessarily be the case to any consid-
erable extent. When a commodity becomes cheaper it may fall within
the reach of some who were unable to procure it at all before, and to a
far greater extent there is likely to be an increased consumption on the
part of those who were obliged to be content before with a smaller quan-
tity. Many, therefore, may spend on the article, cheaper though it be,
as much as they did before, and have no more to spare for other com-
modities. Cheaper bread and tea and clothing, for example, have cer-
tainly led, on the part of the masses of the people, to increased con-
sumption. Lf it be said that there are some whose needs were before
fully supplied, their number would not be great in proportion to the
whole population, and in their case the money set free would probably
either result in accumulation or in an increased expenditure upon lux-
uries. And there seems reason to believe that of late years such aceu-
mulations, as well as expenditure upon luxuries, have increased.

But besides this there can be no doubt that a fall in the price of one
article often induces a fall in the price of another for which it may be
substituted. Prices thus react on one another. And a simultaneous
fall in the price of many important articles of consumption tends to
check speculation and thus to cause a further and more general fall,

31. We oughtalso to notice that the years immediately preceding 1873
were a time of great speculative activity. The prices of some commod-
ities, e. g., coal and iron, rose rapidly to an abnormal height. And the
large loans to foreign states during the period in question, though much
of the money subscribed may have been intercepted by speculators, led
to a considerable demand for materials for the construction of railways
and other industrial undertakings. As soon as further loans were
checked by doubts as to the security offered by the borrowing states,
these demands naturally diminished or ceased.

Experience, too, shows that a period of excessive speculation is always
followed by a period of exceptional depression. The observation, how-
ever, is a fair one that in the present case the depression has lasted
Ionger and been more severe than was to be anticipated from the expe-
rience of former occasions when depression has been the’ outcome of
overspeculation.

32. We may observe in passing that it may fairly be asked of those
who deduce, from the evidence afforded by variations of price, the con-
clusion that the standard has appreciated, how they explain the fact
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that in the case of some articles there has been no fall of price at all.
The onus would appear to be on them to show how it has come about
that the price of these articles has, on their hypothesis, so greatly risen.
We do not think any complete answer has been given to this inquiry.

33. Those who maintain the view that there has been an appreciation
of gold do not, however, limit themselves to the evidence afforded by
the fall of prices with which we have been dealing. They assert that,
owing to the diminished production of gold and its extensive use in
countries formerly having a silver currency, there must have been an
appreciation of that metal.

But it must be remembered that, it these circumstances have been
working iu the direction of appreciation, there have been other influences
operating in a contrary direction also at work.

‘We allude to the economies of gold which must have resulted from the
development of the banking system which has taken place in France
and from the institution of a great clearing-house system in Germany,
as well as from the extension in our own country of branch banks, and
the great increase in the use of checks in place of gold, especially for
small amounts. The employment of postal orders has to some small
extent operated in the same direction, and in a more important degree
the use of telegraphic transfers. Economy of gold, too, has resulted
through the use of the telegraph rendering the accumulation aud trans-
port at times unnecessary where, but for this, it must have taken place.

In connection with this we may also meution the great diminution in
the time necessary for the transport of gold from one part of the world
to anotber, which enables the same amount of metal to do much more
work. We believe, too, that there has been an incereased use of securi-
ties for the purpose of discharging international indebtedness, thus
contributing to the settlement of accounts without the necessity for the
transmission of bullion.

It is diflicult, and indeed impossible, to estimate the relative forces
of these tendencies which have thus been acting in opposite directions;
but they must both be borne in mind in considering the question whether
there has been an appreciation ot gold.

34. Those who assert that the economies of gold have not balanced
the additional demands upon it point also to the rise in prices which
took place during aund atter the period of the great gold discoveries,
and contend that the conditions being reversed the reverse process has
now taken place.

We bhave, however, already drawn attention to the consideration,
sometimes lost sight of, that there has been no dimnution in the supply
of the gold which exists for the use of the world. The stock of gold has
not diminished, and indeed still increases, though the annual addition
to the stock has somewhat diminished of late years.

This fact is of vital importance. Suppose, for instance, that the pro-
duction of gold and of wheat were, in any given year, mcreased in the
same ratio, say that they were both doubled. The result would be that
the stock of wheat would be doubled or more, while that of gold, on the
other hand, would ouly be tractionally greater. If, then, the wheat and
the gold were compared with some third article, say iron, of which the
demand and supply had remained the same, it is evident that while the
ratio of iron to gold would have undergone little chunge, that ot iron
to wheat would have greatly altéered.

35. 1t is to be observed, further, that the fall of prices before the gold
discoveries was not so great as might have been expected if the volume
of the standard metal had as direct an effect upon prices as has been



94 GOLD AND SILVER COMMISSION.

suggested. The period of peace from 1820 to 1850 was marked by a
great increase of population and a vast development of trade, and, con-
sequently, of the use of money, while the annual increment to the stock
of gold was so small that one would have anticipated a far greater de-
pression of prices than was actually manifested.

A similar observation may be made with regard to the movement of
prices upwards which followed the great gold discoveries. When the cir-
cuwstances which accompanied the latter are borne in mind, they amply
account for a rise in prices, apart from the mere inerease in the volume
of the metal of which the currency consisted. The gold was discovered
in distant and undeveloped countries, and obtained often in large
amounts with little expenditure of labor. The men in those countries
thus found themselves easily possessed of a commodity immediately ex-
changeable against all other commodities, and so creating an additional
demand for the latter. They were willing to give much of the metal to
supply their wants, aud the price of labor and of commodities, many of
which could only be obtained from a distance, rose very high. Multi-
tudes, too, were attracted to the spot in the hope of acquiring wealth.
Many industries were stimulated, speculation was rife, and all the ele-
ments which, other circumstances remaining the same, go to produce
higher prices were at work.

36. We have now to consider the mode in which it is suggested that
the appreciation has taken place, and here we enter upon an inquiry
of extreme difficulty, namely, what is the nexus between prices and the
metal which forms the standard of value. 1t can not be questioned
that an increase in the quantity of that metal which, as we have pointed
out, is directly exchangeable against all commodities, increases the vol-
ume of purchasing power which is in the market seeking commodities,
and so tends to raise prices.

We may observe also that a rise in the price of certain commodities
may react upon other prices. Those who receive more for the ¢om-
modities which they possess can aftord to 0‘]\'6 more for those which
others have to dispose of.

37. If no one would part with his property except in exchange for the
standard metal, there can be no doubt that the effect of a material in-
crease or diminution in its production would be in direct relation with
such increase or diminution. In that case the proposition of the econo-
mists that prices are determined by the ratio which commodities bear to
the money (using that term in its most limited sense) seeking com-
modities would be strictly accurate. But with an elaborate system of
banking and credit, such as exists more or less in all civilized countries,
the problem becomes much more complex. It is not money only that
men will take in exchange for their goods; indeed the transactions
which take place in this country in a single day probably exceed in
amount the stock of money that exists in the country, and they are
often settled with the employment of a very small amount of coin.

We have, of course, been using the term money as applicable only
to coined metal, or metal which is available for immediate coinage.

38. It is admitted by all economists that the existence of the banking
system has resulted in great economy in the use of money. The trans-
fer, by means of checks, of the right to the possession of gold has, to a
vast extent, taken the place of the transfer of gold itself, and it can
not be doubted that every day the payments which are made by means
of checks exceed greatly the amount of gold which exists available to
meet the checks if every holder were to insist upon receiving the gold
which he is entitled to claim,



GOLD AND SILVER COMMISSION. 95

The purchasing power of the people consists, it appears to us, not only
of the actual gold which they possess, or of that which their bankers are
possessed of and can immediately command, but, to use a popular ex-
pression, of the money which they have at their disposal at their bank-
ers, which greatly exceeds the amount of gold which either they or
their bankers could at any given time at once command. Indeed this
is an understatement of the case, for the credit which customers can
obtain from their bankers may have as potent an influence upon prices
as their cash balances.

S0 long as those who possess commodities are as ready to take checks
for them as they would be to take gold, the balance which a man has,
or can have at his bankers influences prices to the same extent as if he
were possessed of that amounyt of” gold. .

Gold has come now to be much more a measure of the comparative
value of commodities than an actual medium of exchange, although it
still remains the basis of all transactions, and of course enough gold
must be beld by bankers to prevent the apprehension that it could not
be obtained if required.

39. 1t may be that it was from losing sight of this fact that the an-
ticipations of eminent economists, who predicted a much greater rise in
prices as the result of the gold discoveries than was actually experi-
enced, were not realized.

It is indeed said that although an extended system of credit effects
an economy in the use of gold, the volume of credit bears an exact ratio
to the volume of the metal on which 1t is based, so that if the amount
held by bankers for their customers were now say ten times the amount
of gold in their tills, or in the banking reserves, the addition of £1,000,000
of gold would at once add £10,000,000 to the amount of banking credit,

We can not see that there is any evidence that this is trae in poiut
of fact, nor do we see that it would necessarily be the case. The cash
balances held by Lankers for their customers have greatly risen in re-
cent years, while there seems reason to believe that the amount of’ gold
held against them, even if it has increased, has not done so in the same
proportion.

40. 1t is of course impossible to diminish beyond a certain point the
amount of gold which bankers must hold or have at command, but so
long as enough exists to sustain credit it is difticult to see how it could
produce any substantial eflect upon prices at any rate, whether more or
less were held.

This, of course, must be guarded by the gualification that an increase
or diminution in the amount of gold exercises a direct influence upon
the rate of discount, and a rise or fall in that rate tends immediately to
affect the price of stock exchange and other securities, but we are dis-
posed to think that it exercises a less direct and sensible effect on the
price of commercial products.

41. How then does an expansion or contraction of the metallic cur-
rency affect prices?

The volume of the currency is eertainly not one of the elements which
parties consciously take into account in ordinary commercial transac-
tions when fixing the price of sale and purchase.

‘Where then does it come into contact with and exert its influence upon
prices? This is a question of extreme complexity and difficulty, and
though various suggestions have been made, there is no common agree-
ment upon the answer to be given to it.

42, Oue explanation propounded is that a diminution or increase in
the supply of the standard metal affects prices directly in those less-
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developed countries where the transactions of commerce consist in the
actual exchange of commodities for the metal itself, and that the prices
in those countries re-act on prices elsewhere.

Without disputing that this may be the case, we do not see any ovi-
dence of these conditions existing to an extent sufticient to produce any
very sensible effect upon general prices.

43. Another explanation suggested is that when appreciation of gold
is anticipated, the possessors of it are unwilling to invest in commod-
ities, owing to the expectation that its appreciation will depress prices,
and consequently employ their money instead in the purchase of securi-
ties bearing a gold interest which the appreciation of the standard will
render increasingly valuable. This, it is said, tends of itself to depress
the price of commodities.

It may be that these effects would be produced if the fact that the
standard was likely to appreciate were so generally seen and realized
a8 to induce the suggested action on a large scale. But we do not think
there has been any general recognition of the fact that appreciation
was probable or in progress, or that this has been consciously the basis
of action to any material extent. .

44. The most obvious mode in which the appreciation of gold oper-
ates upon prices is as pointed out in section 40, through the rate of dis-
count. Amny increase 1n the supply of gold to this country, unless used
for industrial purposcs, would flow ultunately to the Baunk of England,
and thus tend to lower the rate of discount, whilst a diminished supply
would have the contrary tendency. And no doubt prices might be af-
fected by these changes.

‘When, however, we compare the rate of discount during the period
we are counsidering with that prevailing in former periods, we do not
see any evidence that the depression of prices, which has distinguished
recent years, was initiated by a high rate of discount arising from a
scarcity of gold.

It has indeed been pointed out that the rate of discount from 1871 to
1874, which covered the period of the German demand for gold, was
som ewhat high, and it is suggested that we see in this both evidence
of the appreciation of the mctal and the first impulse towards lower
prices.

But it is to be observed, in the first place, that the rate of discount
during those years had its parallel, or was even bigher, in previous
epochs when 1t can not be suggested that appreciation of the metal
was the cause, and when no lasting depression of prices resulted. We
may cite as examples the years 1855 to 1853, and 1863 to 1866. Sec-
ondly, the teatures which charactetized the years from 1871 to 1874 were
quite sufficient to account for a high rate of” discount. 1t was a period
of feverish speculation, when high prices were indueing men to embark
largely in new enterprises. Added to this, the financial operations re-
sulting from the Franco-German war and the payment of the war in-
demmty to Germany produced also, no doubt, an exceptional and very
sensible effect upon the discount market.

45. But, in addition to these considerations, we must remark that
those who maintain the theory that the low prices which have prevailed
have resulted from the appreciation of gold, trace that appreciation as
much or more to the United States demand than to the German.

1t is certain that there was a greater diminution in the annual supply
of that metal during the years of the United States demand than during
the time when the German supply was procured; yet we {ail to see any
evidence of the appreciation ot gold in the records of the rate of dis-
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count between 1878 and the present time. The rate has been both lower
and less subject to fluctuations than before.

We fully admit that where the accminulations of capital are great,
and speculative enterprise swinall, as is not unlikely to be the case with
falling prices and a diminished margin of profits, however caused, a
low rate of discount may be accounted for consistently with the faet
that there has been some appreciation of the standard. DBut if there
had been a serious scarcity of gold, which had cansed prices to fall, we
should have expected to see some marked indication of 1t in the state
of the discount market sufficient to account, at all events, for the initial
depression.

46. In snmming up our observations on this head, we wounld observe
that it is one upon which it seems scarcely possible to arrive at any cer-
tain conclusion. The causes which contribute to affect prices are so
subtle, and the information which we possess so imperfect, that we can
do no more than hazard a statement as approximately accurate.

47. We do not think that there is any conclusive evidence of a sub-
stantial appreciation of gold to be derived, either from a review of the
variations in prices or of the circumstances relating to the production
and use of that metal; at the same time we are far from denying that
there may have been and probably has been some appreciation, though
we think it absolutely impossible to determine its extent.

‘When we look at the character and times of the fall in the prices of
commodities which has exhibited itself, and the variations which we
have pointed out above in section 22, we think the sounder view is tha.
the greater part of the fall has resulted from causes touching the com-
modities rather than from an appreciation of the standard.

48. In the above remarks we have dealt with the tall of the gold price
of commodities generally, and have come to the couclusion that the
greater part of the {all has resulted from causes touching the commod-
ities, rather than from causes specially affecting gold; but here we are
met with the question whether this is true of silver as well as of other
commodities. ~

‘We have already referred to the striking fact that, whilst gold prices
have undoubtedly fallen, silver prices in silver-using countries have not,
80 far as we can learn from the imperfect statistics of those prices, risen
to the same extent. 1t appears, at any rate, to be true, that the adjust-
ment of prices between gold and silver using countries has taken the
direction of a fall in gold prices rather than a rise in silver prices.
These facts would seem prima facie to indicate that, whilst gold, as com-
pared with commodities, has risen in value, silver has, comparatively,
retained its position; and they have been relied on as pointing to the
conclusion that, as between gold and silver, it is gold which has appre-
ciated, rather than silver which has depreciated.

49. But this conclusion is by no means certain or necessary. It is
quite possible, consistently with the observed facts, that both silver and
commodities may have fallen in value together, as compared with gold;
and that the result of this concurrent fall may have been to prevent a
fall in silver prices, which would have taken place if it had not been
for the concurrent fall in the gold value of silver. If this is what has
really happened, silver prices in silver-using countries, if not higher,
or even it lower than they formerly were, must now be higher than they
would have been but for the fall in the gold price of silver.

Having these two alternatives to choose from, viz, an appreciation of
gold on the one hand, and a depreciation of commodities, coupled with
a depreciation of silver, on the other, it becomes important to consider

8. Mis. 34—17
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with some care what are the special causes which have tended to lower
the value of silver, and what effect they have had.

50. The first and most obvious of these is the increase in the annual
supply which has occurred during the period of the fall in the gold
price of silver, and, concurrently with this increase, the diminution in
its use, owing to the currency legislation of Germany, the Latin Union,
and other uropean countries.

It is remarked, and no doubt plausibly, that if these elements alone
be regarded, the reverse phenomena in the case of gold afford as much
ground for the assertion tbhat it is by the appreciation of that metal
that the changed relation of the two has been brought about, as for the
allegation that it has arisen from the depreciation of silver.

ol We shall have occasion hercafter to dwell upon certain other
circumstances which must be taken into consideration in estimating
whether the causes at work have been sufficient to account for a depreci-
ation of silver so great as that represented by the fall in its gold price.

But it appears to us most important to bear in mind, at the outset, a
marked distinction between the position of the two metals so soon as
the rupture of the bimetallic tie was complete.

Silver, as we have pointed out, loosened from its artificial tie to gold,
became in the West as well as in the United States a mere commodity
and freely subject to all the influences, which in the case of other com-
modities affect their market price.

It may have felt the impulse of causes previously in operation which
the existence of the bimetallic ink had held in check; and, independ-
ently of a diminution of its use in the countries forming the Latin
Union, the circumstance that it had in those countries become a mere
commodity and could no longer be converted at the will of the posses-
sor into ¢oin, would be calculated to depress its value.

But apart from this, the very fact that apprehension as to the future
value of silver had induced the action of the Latin Union, the fear of
further depreciation, the stock of metal thrown on the market by Ger-
many, and the anticipation of further sales by that country—all these,
with other circumstances that might be named, would be manifest as
clements aftecting the price to be given for silver, and would be likely
to lead to its depression. And there would not necessarily be any cal-
culable relation between these causes of depression and the extent to
which the price of the metal fell.

For it appears certain, not only that what may be termed sentimental
considerations play a large part in determining market prices, but that
causes which can logically Le shown to be inadequate, or at least can
not be proved to be adequate, may, nevertheless, be the true explana-
tion of a fall in the price of a commodity. A depressed market, in the
absence of some new stimulus, generally tends to further depression.

Every element, then, calculated to lower the price of silver, would
produce a direct and immediate effect, and one in excess, it may be, of
what would reasonably be anticipated trom a consideration of altera-
tions in its supply and monetary use alone.

52. With gold, on the other hand, the case is entirely different. To
it the mints of all the important eivilized countries of the world are
open, and these and the great banking establishments are the markets
to which it finds its way. It can not be said to have a market in the
same sense as silver.

It is argued, and we admit with truth, that gold is a commodity at

Jalcutta just as silver is in London. But while London is the great
gilver market of the world, and the price in that market fixes the gen-
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eral price of the metal, no one can pretend that the same is true of Cal-
cutta in relation to gold.  The latter metal has no central mariket where
it is disposed of by sale, and where the daily quotations of price influ-
ence men’s minds as to its value and their judgment as to its prospects.

On the assumption, then, that appreciation of gold has been going on -
owing to altered conditions in the sapply and use of that metal, these
causes would operate more slowly and less direetly than would the like
causes operating upon the silver market, when once it has become fully
sensitive to them. The progress of appreciation would not invite at-
tention at the time, and would bo seen only in its ultimate effect upon
prices. And, in the case of gold, the effects would be accurately meas-
ured by the strength of the causes at work, free from, or at all events
scarcely affected by, the sentimental L()Il\](l(‘ rations L() which we have
alluded.

Even assuming the alterations in the supply and use of the two
metals to be of equal potency, we should not be surprised to find that
owing to the difference in circumstances on which we have been insist-
ing, a greater depreciation of silver than appreciation of gold was
manifested.

53. There is another consideration of equal or even greater impor-
tance to be borne in mind.

We have already in section 33 dwelt upon the fact that the circum-
stances tending to the appreciation of gold have been counteracted or
kept in check by other influences operating in the contrary direction.

But in the case of silver there have been no such connter influences
at work. Iconomies in the use of metallic money which have tended
to diminish the appreciation of gold, so far as they have had any influ-
ence at all in the case of silver, must have tended to intensify and in-
crease its depreciation.

54. But the changes in the supply and use of silver need to be con-
sidered in connection with the special circumstances under which they
have taken place, to some of the most important of which we have yet
to allude.

It is in Europe and in America that these changes have oceurred ; it
is the Iuropean and American market for silver which would in the
first place be aftected by them; and it is through that market that their
eftect must reach the great silver-using countries of the East.

55. It is therefore desirable to consider in the first place the effect of
these changes on the silver market in America and Europe, and atter-
wards to consider the relation of this market to the silver markets of
the East.

‘We have no estimate of the quantity of silverin Earope and America
used in the arts. But it is the monetary supplies ol the precious metals
with which we are more immediately concerned, and of these we have
estimates which, though rough, ave sufticient for our purpose. Dr.
Soetbeer’s estimate of the monetary supply of the precious metals in
those countries at the end of the year 1885, is as follows, viz:

0 T R £668, 200, 000
Silver 392, 150, 000

The subsidiary silver being estimated 1n these figures at the value
assigned to it by law, 4. e., d»li a. value cousiderably “above its value as
silver bullion.

Most, if not all, of this gold constitutes a partof the aggregate stock
of gold upon which supply and demand operate, and which has to be
taken into consideration when we desire to learn the effect of the di-
minished annual supply of gold or of the increased demand for it.
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56. But this is not the case with the silver. The subsidiary silver
coinage, to which an artiticial gold value is given by legislation, con-
stitutes much the larger part of the silver money of Europe and
America ; and this portion of the above amount forms no part of the
stock in the open market, the value of which is affected by demand and
supply. The above stock of monetary silver was distributed as follows,
aceording to Dr. Soetbeer’s estimate:

Great, Britain. ... .. oooos oo it ieeet i ieaaaann £21, 600, 000

British Colonies (mthont Indi 3, 300, 000
Netaerlands ..... 13, 450, 00V
Latin Union. - 160, 000, 000
Gormany -......ceeceann. 44, 600, 000
Scandinavian countries... - . - £, 100, 000
United StabeS oo o. coie o oo et to e cie et temees tmeeenbiaee e eaaann 64, 000, 000

0 309, 650, UUO
RS8R e ettt it i et et e cmee et e e aaeas 14, 000, 000
Austro-Huangary 18, 500, 000
Other countries in Enrope and Amer 50, 000, 000

B0 0 ) 82, 500, 000

Out of these amounts all or nearly all of the stock of Great Britain
and her colonies, Holland, the Latin Union, Germany, Scandinavia,
and the United States consist of subsidiary silver maintained at an
artifictal gold value, and these subsidiary coinages with an artificial
value must therefore be deducted from the total monetary stock ot sil-
ver in Europe and America before we arrive at the amount of such
stock which can be aftfected by an increase in the annual supply of sil-
ver. The remainder, as will be seen, amounts to considerably less than
£100,000,000 in value.

It 1s this portion alone, so far as mouney is concerned, which has to be
taken into consideration when we desire to learn the etfect of the in-
creased annual supply, or of the diminution, if any, in the demand.

57. An increase in the supply of silver of the value of £10,000,000%
a year, such as has taken place during the last fifteen years, though
comparatively unimportant when considered as an addition to the whole
stock of silver in the world, or to the whole stock of silver money in
the world, or even to the whole stock of silver money in Europe and
Aimerica, becomes very important when considered as an addition to a
stock considerably under £100,000,000.

Liven this is an overstatement of the stock of silver subject to these
influences. In many of the countries in which it is to be found, the
existence of a forced paper currency and the absence ot free minting
operate so as to prevent its having an ordinary market value.

58. In considerxing, therefore, the effect of an addition to the annunal
supply we must look to the proportion which it bears to the stock of
unmanufactured silver and of coins circulating at their full value,
rather than at its relation to the total existing stock of the metal.

Even if it should be thought that, in order to arrive at the amount
of silver which is aflfected by the increased supply, we ought to take
into consideration the silver nsed in the arts as well as the monetary
stock of silver, the small proportionate amount of the monetary stock
still remains & most important factor; and it must be remembered that
the value of manufactured silver has been enhanced by the cost of manu-
facture to an extent largely exceeding its bullion value—a fact which
diminishes the probability of its coming into the market as bullion.

*See figures in Part I, section 12.
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It is also a material consideration that while there is evidence of the
increased demand for gold for use in the arts in Europe and America,
there is, according to Dr. Soetbeer, no such evidence in the case of Sll-
ver.

59. So far, therefore, as Europe and America are coucerned, the stocks
cf silver upon which an increased supply or a diminished demand, can
operate are proportionately small, and the increase of annual supply is
proportionately large; whilst as luvmd\ demand, the actual use of silver
in Europe and Amem:u, whether ior monetary or for other purposes,
has either decreased, or if it has increased, has mereased very little.
For the reasons to which we have referred in section 51 a comparatively
small addition to the supply may produce an effect upon the market
quite out of proportion to the extent of the ad.lition.

1f, then, we consider Europe and America alone, there appear to be
a,mplu causes to acconnt for a large fall in the gold vulu(, of silver, aris-
ing from causes affecting silver.

But it is of course to the East, and to the relation of the Kast to the
West, that we must turn for a more complete answer to our question.
It is Asia, and India m particular, which always has been, and is, the
great absorbent and user of silver; and it is in the trade with Asia-
tic countries that the divergence between gold and silver is most appa-
rent, and its effeets most strongly felt.

It is obvious, therefore, that the Bast in general, and India in particu-
lar, whose mints are freely opened to silver,ought to be the privcipal
factors in absorbing any inercase of supply, dll(] in preventing any con-
siderable lowering of the gold price of silver; and thisis in nm what
economists expected when silver first began to fall.

If we can find any cause or causes which have interfered with the
operation of the Eastern demand, which have checked the flow of silver
from the over-supplied market of the West to the East, or which have
lowered the value of the Indian silver currency when measured in gold,
we shall have done much to show that the fall in the gold price of silver
is, like the fall in the gold price of other commodities, due in the main
to causes affecting silver.

60. Oue of the difliculties of the question has always been to know
why a larger demand for silver in the East has not followed on its fall
and cheapened cost in the West.

‘When silver first began to fall, it was said that the East, whose mints
and markets stood open to silver, would take the surplus silver, as it
did at the time of the gold discoveries, and that the gold price of
silver would be thus kept at or near its former level.

‘When it was found that this did not happen, the changes in the rela-
tive values of the two metals were attributed by many to the apprecia-
tion of gold. Tor this, it was said, would account for a fall in the gold
price both of silver and of commodities, but would not necessarily
cause any flow of silver from the West to the East; and it was conse-
quently alleged by those who held this view that this appreciation of
gold was the cause both of the lower gold price of commodities and of
the lower gold price of silver.

But it is obvious, on cousideration, that the same effect would be pro-
duced on the flow of silver to the Kast by a fall in the gold price of
commodities and of silver, whether that fall was due on the one hand
to the appreciation of gold, or on the other to causes which affected com-
modities and to similar causes which simultaneously affected silver,

Let it be assumed that goods have fallen in gold price from causes
affecting goods, and that silver has fallen in goid price in Europe from
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causes affecting silver. It is obvious that as regards articles imported
into Europe from the East, the English importing merchant would make
no new profit by exporting the cheapened silver and importing Eastern
goods, if for the goods he imports he were to receive a gold price as
much lowered as the gold price of silver had been lowered. And as
regards articles of export to the East, there would be no greater profit
in buying and exporting the cheapened silver than in buying and ex-
porting other English articles, such as cotton goods and iron, which
have fallen in gold price as much as or more than silver.

In examining the relation of commodities to gold, we have come to
the conclusion that the greater part of the fall in the gold price of com-
modities in general, and among them of  the great articles of trade with
the Bast, is due to causes touching the commodities rather than to an
appreciation of gold. .

If, then, we are right in this conclusion, the fall in the gold price of
commodities arising from these eanses isitself the reason why the silver
in Europe, though cheapened for its gold price {from causes affecting sil-
ver, has not been exported to the East, and why such export has not
maintained or restored the former gold value of silver.

The calcalations which were founded on a notion that a fall in the
value of silver in the West must send silver to the Bast, and redress
the divergence between gold and silver, have proved erroncous, not be-
cause silver has not fallen, but beeause other things have fallen as much
as or more than silver. It was assumed that other things would be
equal, and they have not been equal.

61. The above reasons go far to explain why the increased supply of
silver in the West has not been drained off” to the great reservoirs of
the Last.

But another cause which has probably prevented India from taking
silver, and which has depressed the silver currency of India in terms
of the gold currency of England,is, we think,to be found in the in-
creased indebtedness of India to England on current account, in other
words, on the balance of liquidation between the two countries, the
operation of which on the gold value of the rupee is no longer checked
by any bimetallic tie between the two currencies.

62, We have all of us come to the conclusion that the dissolution of
the tie between silver and gold created by the bimetallic system of
France and the Latin Union distingaishes the period subsequent to 1873
from former times, and has left other causes ot demand for, and supply
of, gold and silver free to act.

So long as the ratio between gold and silver remained approximately
stable, the two metals might practically be considered one; and the
relations of exchange betweeira country with a gold standard, such as
England, and a country with a silver standard, such as India, did not
differ in any essential particular from the relations of exchange between
two countries with a gold standard, such as England and the United
States, or England and Australia. A quasi par of exchange was estab-
lished between the sovereign and the rupee, which, though not absotute,
as in the case of coins of the same metal, luctuated within narrow
limits.

The peculiarity in the case of England and India is, that, independ-
ently of the fluctuating balance of trade or indebtedness arising out of
current commercial or financial transactions, there is a constant flow of
the precious metals, and especially of silver, from America, as the coun-
try of production, and from England, as the great market for the pre-
cious metals, to India and the East.
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The result of this peculiarity is that alterationsin the transport of the
precious metals, which, between two countries having eqnal access to
them, would be reciprocal and alternate, show themselves in the case
of India in a greater or a less flow of silver to India, and only in a very
extreme case in the entire stoppage or reversal of the flow.

63. In the ordinary case of two countries having the same currency,
the exchange is regulated by the current state of liquidation between
the two countries.

If England owes more than usual to the United States on account of
bad harvests at home and an excessive import of corn, or if England
has to make unusual remittances to Australia on account of large loans
and advances for railways or other purposes, the effect is at once seen
in the exchange, which ajters in favor of the United States or of Austra-
lia. Bills drawn in London on New York or on Sydney are at a pre-
mium. Bills drawn at those places on London are at a discount.  But
this premium or discount can never exceed the cost of sending gold
from London to those places. 1If there is a normal tlow of gold from
those places to England it will be checked, and may be stopped or
reversed. The same thing would happen in the opposite direction, if
these exports from the United States or Australia fell off, and if the
payment of interest on money advanced by lingland caused the balance
of liquidation to turn the other way. But in either case, it is the cost
ot remitting gold which limits the alteratgn in exchange.

64. Now, on the assumption that we are right in our view of the
operation of the bimetallic tie, the relations of lngland and India in
regard to exchange were, during the operation of that tie, substantially
the same as those of England and the United States, or of England and
Australia.

Gold and silver were, for purposes of exchange, one metal ; the vary-
ing balance of liquidation between the two countries would have the
same effect on the exchange as it has in the case of countries having the
same currencies; and its ettect would be limited in the same manner,
viz, by the cost of transmitting bullion, which m this case was silver,
and which always, or almost always, as we have seen, traveled in the
same direction, viz, from Engiand to India.

1f India became more indebted to England upoun current transactions,
i. €., if she had larger remittances than usual to make to Xngland, the
effect would be seen in an alteration of the exchange in favor of Eng-
land. The rnpee would fall and the sovereign would rise. Dut as the
two metals were tied together, this rise or fall would, as in the case of
England and the United States, or of England and Australia, be limited
by the cost of transporting bullion. If the Indian exchange had fallen
beyond a certain point it would have paid the Indian merchant better
to export silver to England than to pay the premimm.  As a matter of
tact the flow was always from England to India, and theretore the effect
of an extreme fall in exchange was to check or stop the flow, not to
reverse it. But it was the cost of transport which formed the limit
of the fall of exchange. The ounce of silver being always capable of
employment at a certain gold value in France, it would always be more
advantageous to send silver to France or to keep it there, than to pay
an excessive premium on exchange.

65. But when the bimetallic tie was dissolved this state of things was
altered.

If the current indebtedness of India increased, if there were more re-
mittances to be made by India to England than by England to India,
the exchange would alter as before in favor of England, but there would
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be no such limit as before to the fall in the gold value of the Indian
currency.

The exchange might alter with the balance of liquidation until an in-
crease in Indian exports, or other alterations in the conditions of trade,
had satisfied the liability, and every increase in the balance against
India would show itself by a fall in the gold value of the rupee.

66. 1t is not possible to state a complete account Letween any two
countries so as to show, with certainty and accuracy, the balance of
liguidation. All that can be done is to give certain known items, and
in the case of India these known items are so important, when compared
with the unknown, as to justify some confidence in the result.

The following would be the principal items in a complete account:
Liability of India:

1. Imports of merchandise.
2. Imports of gold and silver.
3. Freights on exports, minus expenses incarred in India.
4. Private remittances of money and securities from India.
5. Balance of remttances on Government account.
Means of payment :
6. Exports of merchandise.
7. Exports of gold and silver.
8. Private remittances of money and securities to India.

Of these items, those numgbered 3, 4, and 8 can not be procured at
all; but they are probably unimportant, as compared with the others,
and there is no reasou for thinking that they would materially alter the
balance.

As regards the other items, it is to be remembered that in taking
those numbered 1, 2, 5, and 6 from the Indian statistics, we include ex-
ports to and imports from silver-using countries, as well as to and from
England and other gold-using countrics.  But considering the compara-
tive magnitude of the trade of India with England, and the importance
of the item numbered 5 (viz, council bills), these considerations will
probably not affect the general results indicated by the figures in the
following table:

Statement showing approximately the balance of trade between Indic and foreign countries.

Items. | 187071 | 187172, \ 187273, | 1873-74

|
‘ ;__,., | — e —
' !

R |
5, 63, 209 000 | 53, 2 vl 000 ' 54, ‘.}9(» 000 | ]
;01 000 &, 000 79 000 266, 000

Exports of—
Merchandise
Gold

Rz.
58, 091, 000
291, 000

b‘ilvcr.u.:. . 1,720, 000 | 1,468, 000 l, ‘.!l‘J, 000 * 1,648,000 1, 4l1) 000 1, 909, 100
Total caveneniinnnnean. 57, 537,000 | 64, 685, 000 | 5(5, 549, 000 I 56, 910, 000 } 57, 984, 000 | 60, 291, 000
it Ehdie i o e
Imports of— l t
Merchandise ~e-| 34,469,000 3 2,000 | 31, 875,000 ¢ 33, 820, 000 | 36,222,000 | 38, 892, 000
Gold vevnen.n ‘.:, 783, 000 000 .’, h.:.:, 600 | 1,648,000 | 2,089, 000 1, 836, 000

73,
2, 662, 000 L8 000, 000 , 3,934,000 | 4,144,000 | 6052000 | 3 464, 000

39, 914, 000 | 43, 665, 000 , 36,431, 000 | 3, 612, : 44, 192, 000

Net exports of merchandise.

Net imports of gold ..
Net unports of silver

Excess of exports. ... 17, 298, 000

Rupes paper enfaced for

havmun. of 1t t in
ngland ......

-|~-4, 366, 000 ’ —165,000 | - -256, 000 767, 000 361,000 | —1,737, 000
13, 277, 000 ‘ 20, 855, 000 l ].) %2 000 | 18, l)ﬁa, 000 | 13,982,000 | 14, 362, 000
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Statement showing approximately the balance of trade, elc.—Continued.

Items.

REMITTANCES BY THE GOV-
ERNMENT:

Payments in Tndia for
bills and transfers
drawn (o de¢
charges .

Bills drawn on Ind
interest on
rapee paper

|
-7, |

Excess of snrplus exports
over remittances by Gov-
ernment

Excess of romittances by
Government over surplus
exports

187071, | 1871 187273, | 1873 T | 1874775 | 1875-76.
[ J— —_— e |—— - SUS P P _—— - ! IR
|
Rr Rx. Rex. Rx. Rz. Rz
9,706,000 | 9,956,000 | 15,058,000 | 14,264,000 | 11,939, 000 | 14,504, 000
820,000 | 679,000 | 610,000 [ 02,000 | 610,000 659, 000
668, 000 609, 000 |

15,

14, 866, 100

2,749,000 110, 220,000 |

| s d.
l ]U 49 11
|

4,

194, 000

3,199,000 | 1,373,100

5,163, 000

Ttems L ONT6-17T

— e — =] — - — - —_— . =

Exports of— . Lz %l e, R,
Merchandise. 1 6!, nn 000 \ 65, 222, 000 4,581,000 | 81, 961, 000
Gola.. 1,237,000 | L 111,000 |2 17, 000 13, 000
Silver 2,708,000 | 1, ltlu, 000 l b.l oo 1, 7.,.) 000 |1, 423, 000 1, OK7, 0u0

|

Total .ovievnann | 64,919, OII(I | ( 41 0()() 76, 021, 000 83, 068, 000
b - ) E i - R

Imports of—
chandise

37,441, 000

A1, 464, 000 | 37,

800, 000

-ﬂ 166, 000

53,117,000

e
i

19,113, 600

Total .aeenn o

ceeeeen |
Net exports of merchandise |

Net imports of gold ..
Net imports of sitver ..

Excess of exports. ...
Rumnce papev entaced for
ayment ot
ngland ..

nterest in

| 48, 877, 000

1,444,000 | 1,579,000 ) 1,464,000 | 2,050, 000 672, 000 ,N 7, 000
9, 992, 000 | 15,776,000 | 5, .'L’M,OOU ') 605,000 {5,316, 000 6, 4(>h [y
b, 000 | 4, 5‘.’, . '1 000 6‘_’, l(la’ Ull()

408, 000 |

14, 676, 000 1

7 16 ‘| 000 ol

857, 000

96, 7()!)
471, 00u

71,750, 000 |
7, 870, 400

1130

REMITTANCES BY THE GOV-
ERNMENT :

Payments in Tndia for
bills and transfers
drawn to defray home
charges

Bills drawn on India for
interest on  enfaced
Tupgo paper .....

000 | ¢

Excess of surplus exports
over remittancoes by Gov-
OrNMENt vovner.unens

Excess of Temittances by
Government over surplus
oxports

Average rate of exchango

978, 000

8 d. 8 d. I
185 18.79

RN S . —

m, 167,000 | 8,611, 000 000 16, 426, 000
1,443,000 | 1,248 000 | 5,598,000 | 2,834,000 702,000
17,610,000 | 9, 962,000 | 8, 660, 000 | 19,260,000 | 14, 618, 000
14,494,000 | 10,323,000 | 17,465,000 ; 17,992,000 | 18,206, 000 | 22, 128,000
| |

502,000 | 617,000 | 808,000 | 727,000 | 799,000 839, 000
1, 086, 10, 940, 000 19, 005, 000 | 22, 967, 000
2,524,000 |.eurennennn. ceeeeneeeee] 1,531,000
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Statement showing approrimalely the state of trade, elc.—Continued.

Ttoms. 1882-"83. 1883-'84. 1884-'85. 18¢5-'86. 18-6-"87. 1887-'88.
Exports of— Iex. Rz, Lx R R, Rz,
Merchandis 83,485,000 | 88, 176 0()0 83, 255,000 | 83, 881,000 | 88,470,000 | 90, )44 000
Gold 164, 000 106, 000 329, 000 657, 600 , 0

Silver . 878,000 | 1, oox ooo 1, 865, 000 780 000 | 1,064, 000

Total .. 84 527,000 | 89, 186, 000 | 85, 226, 0(10 84, 990, 0Ill) 0[) 191, 000
Tmports of— T T T
Mer thuldlse 52,006,000 | 55,279,000 | 55,703,000 | 53, 656,000 | 61,777.000 | 65, 005, 000
Gold . 5, 095, 000 5, 469, 000 4,778, 000 3, 092, 000 2, 834, 000 3, 232, 000
Silver . 8,358,000 | 7,409,000 [ 9.110,000 | 12,386,000 | & 220,000 | 10,580, 00
Total .cooovinanian 6 549, 000 | 68, IJT 000

"xﬂl ()li(i [ 71,134, 000 ™, 817, 000

Net oxports of merchandise. ;

3 Hm 0(10

Net imports of gold ........ 4, 931, 000 |
Net imports of silver........ 7 480, 000
Excess of exports ..... 19 978, 000 | 21, 0 | 56, i 13, 331, 000
Rupee paper entaced for
payment of interost m
ngland ......ooooo.os 412,048,000 | —110,000 --270, 000 | - 1,100,000 - 500, 000 1,744, 000

16, 860, 000 | 15, 075, 0(70

| 15,

REMITTANCES BY THE GOV-
KRNMENT
Payments in 1
bills and
drawn 10 ds
charges .
Bills drawn on India for
mterest on  onfaced |
TUPEO PAPE! oanne ... 901,000 | K68, 000 871,000 830, 000 796, 000 806, 000

.| 18,896, 000 | 22, 838, 000 | 16,029,000 | 14,403,000 | 16,738,000 | 20, 818, 000

17, h 51 l4 ()U(i

19‘ 797, 000 | "1 7"(} 000 | 16, 900, 000

Excess of surplus exports |
over remittances by Gov- 1
ernment ......ieeenanaan. 1, 229, 000
Txcess of remittances by
Government over aurplun

eXports . . 2, 807, 000
n 8 d.
Average rate of exchange. 17.03

67. These figures show that, so far as we can judge from the items
comprised in them, the balance of liquidation has, since 1870, been con-
stantly, though not regularly, against India; and if the abovu reason-
ing is correct, they give a reason why the silver currency of India has
become depreciated in terms of English currency, or, in other words,
why the rupee has fallen in gold value. They thus furnish an additional
reason why the demand of India for silver has not been such as to coun-
teract its fall in gold value in Europe, and why the flow of silver to the
East has been checked.

It must not be supposed that India stands alone in respect of the
change which we have pointed out in the growing balance of liquidation;
but we refer to it here as bearing upon the demand for silver for the
purpose of remittance to that country.

68. If our view is correct, it illustrates the real effect of the Indian
council bills, which undoubtedly compete with silver as a mode of remit-
tance, and thus have an immediate effect on the silver market. These
bills indicate an increased demand for remittances from India to Eng-
land, and tend to make the demand for such remittances exceed the
demand for remittances from England to India. This excess is con-
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sequently shown in a fall in the exchange value of the rupee, not now
limited, as heretofore, by the bimetallic tie between gold aud silver.

G9. It is not to be expected, especially with the imperfect data at our
disposal, that the connection between the fall in exchange, the balance
of liquidation, and the different items constituting the balance can be
traced m detail in the statistics. The various items which help to cre-
ate the balance of international liquidation are too many and too un-
certain to make such a process possible. DBut there is enough in the
above figures to show that the balance against India has been and is
on the increase, and that the demands on India have not been completely
counteracted by inerease in her exports.

70. Nor must it be supposed that the increase in the balance of liqui-
dation, as shown in the exchange value of the rupee, indicates any per-
manent impoverishment of India. 1t only shows that for the moment
the balance of liquidation is against her.  Snch aresnlt would, in fact,
be produced if the growing wealth of India enabled her to repay the
capital of her gold debt with increasing rapidity. The causes which
have led to the existence of an adverse balance of liquidation may, in-
deed, well have been such as to conduce to her essential prosperity, and
enable her to discharge the balance with greater ease.

71. The above are reasons for thinking that the greater part of the
fall in the gold value of silver has been due to causes affecting silver
rather than to causes atfecting gold, and this conclusion fortifies, and is
fortified by, the conclusion to which we have already come, that the
fall in the gold price of commodities is in the greater part due to causes
which affect those commodities rather than to causes which affect gold.

72. So faras the fall in prices represents an appreciation of the stand-
ard, undoubtedly we are 1n presence of an evil resulting partly from
currency changes and partly from c¢hanges in the quantity of the pre-
cious wmetals produced.

It is of the essence of a good standard that it should be as stable as
possible, and should not in itself be subject to causes aftecting its rela-
tion to commodities. We have in the carhier part of the report pointed
out the cffect of such instability on the relative position of debtor
and creditor, and this is specially immportant in the case of industrial
enterprises where the same interest has orten to be paid upon borrowed
capital, even though, owing to the fall in the price of the industrial
product, it represents a greatly increased burden.

73. The arguments which have been adduced as to the effect on trade
and enterprise of falling prices are not without their weight. We do
not notice at this point the effects alleged to be directly produced upon
prices and industry in this country by the changed relations of silver
to gold, although they are by some attributed to the appreciation of the
latter metal. .

There are others who deny or doubt the appreciation of gold, but
trace the same effects directly to the altered relation of silver to gold.

It will be more convenient, therefore, to defer the discussion of this
part of the'case until we have dealt with the allegation that the fall in
the gold price of silver has directly affected the prices of commodities
produced in or exported to silver-using countries.

74. Before proceeding to do this we must remark that any conse-
quences arising merely from an appreciation ot the standard would be
but temporary, thongh not necessarily limited to a short space of time.
They would continue, indeed, to operate upon all engagements to pay
a fixed sum at a future date, so long as those engagements were cur-
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rent. But as svon as all prices had adjusted themselves, as ultimately
they must, to the new conditions, the evil would disappear.

75. We pass on to consider the view which has been presented to
us that the fall in the gold price of silver has resulted in a correspond-
ing fall in the gold price of commodities produced in India, and of
those which are exported to that country from gold-using couniries.

A full in the gold price of silver haviug taken place, due to the com-
bination of causes pointed out in section 198, it is obvious that a corre-
sponding adjustent in the gold and silver price of commodities was in-
evitable.

It is impossible that there could be, for more than a short period, a
greater dilference between the silver price of a commodity used in and
exchangeable between silver and gold using countries and the corre-
sponding gold price than would be represented by the cost of transfer-
ring the commodity from the silver to the gold using country, or vice
versa.

Whenever, then, a fall takes place in the gold value of silver, ¢ither
the gold price of these commodities must fall or the silver price must
rise, or the adjustinent must be brought about by both these operations
combined.

76. 1f, however, concurrently with the fall in the gold price of silver,
there were a fall in the gold price of commaodities, then 1t is possible
that, while gold prices fell, silver prices would reman stationary, or that
a fall would result in both gold and silver prices, and that the adjust-
ment would be arrived at by a commensurate difterence in the amount
of the fall; and in the present instance this would seem to have been
the case.

77. It is not ecasy to arrive at an accurate estimate of Indian prices.
They have, of course, varied much as regards particular commodities.
The price of wheat, for example, has, owing to the failure of crops and
other influences, risen greatly at times, and 1t has, trom local causes,
varied in different parts of the country. Dut there seems reason to be-
lieve that on the whole the silver prices in India are at the present
time a little, though not greatly, lower then they were.

78. In the case of some important commodities, in the production of
which India competes with gold-using countries, the fall in the gold
price has exceeded the fall in the gold price of silver; but the gold
price of other commodities produced in India, which are less subject to
the competition of other countries, has not fallen to the same extent as
that of silver.

79. 1f the entire fall in the price of both commodities and of silver
had resulted from the appreciation of gold, the problem would be sim-
ple enough.

In that case both silver and commodities must nltimately fall to the
same extent, but we have already stated our reasons for thinking that
the altered relation of gold to commodities and silver has not arisen
aloue or chiefly from the appreciation of gold.

It follows that in so far as silver prices in India have remained sta-
tionary or fallen less than gold prices, other causes afiecting the rela-
tion of commodities and silver respectively to gold must have been ig
operation.

80. It is alleged that there is an intimate connection between the fall
in the gold price of silver and the corresponding fall in the price of
commodities produced in and exported to India, and that the fall in the
gold price of commodities has beea brought about directly by the fall
in the gold price of silver. ’
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More than one witness has stated that such a fall has been followed
invariably in experience by a fall in the gold price of wheat, and it has
been alleged that the two are connected as cause and effect in the man-
ner we have already indicated in section 75.

81. The growth of wheat has largely increased in India and elsewhere,
and thus competition has beecome keener.  Under these circumstances
it is said that the Indian producer, whose charges are payable in silver,
and who therefore receives the same margin or profit so long as the
silver price remains the same, can afford, notwithstanding the fall in
the gold price of silver, to sell at the former silver price (which, of
course, means a lower gold price), and will not stand out for a higher
silver price.

82. We think that, when supplies of wheat are increasing and the
competition of producers to dispose of it is keen, this tendency will ex-
ist, but it is impossible to determine its force and effect with any aceu-
racy.

It must be remembered that Russia, which largely supplies the wheat
market, has a currency which is greatly depreciated, and if the fall in
the gold price of silver tends to Jower the price of wheat, it is not easy
to see why the great depreciation of the paper ruble should not bave
the same tendeuncy.

83. One witness, who has had great experience in the wheat trade
and who favors the view that a fall in the price of silver tends to de-
press the price of wheat, has himself pointed ont that it is only occa-
sionally that the price of Indian wheat can be said to rule the market.
This must depend upon the extent of the supplies from other wheat-
producing countries, as compared with those coming from India, as well
as upon other circumstances. During the past year, for example, it is
said that, owing to an abundant crop, Russian wheat has been the prin-
cipal factor in determining the market price, and it is manifest that,
apart from other circumstances, an unusually good harvest in America
might have the same effect.

We think, therefore, that it is easy to exaggerate the influence which
the fall in the gold price of silver has exerted upon prices, even assum-
ing it to have had any such operation as is suggested.

84, Wehave already, in sections 25-31, dwelt upoun the reasons which
satisfied us that other causes have largely conduced to a fall in the
price of wheat, as well as of other commodities.

Bven then, if the view we are discussing be well founded, we think
it would be a mistake to attribute more than a very limited portion of
the fall of price to this cause.

85. Even it it be admitied that it has had some operation, we think
it by no means follows that a rise in the gold price of silver would re-
verse that operation to the same extent.

So far as it has acted, it has been a cause working in the same direc-
tion as competition and in connection with it, and it does not follow
that, when acting in the opposite direction and against the force of com-
petition, it would have an equally extensive effect in the other direc-
tion,

We have used the case of wheat as an illustration; but, so far as the
same circumstances exist in relation to other commodities, the effect
would be the same.

86. We pass on to consider the prejudicial consequences which are
alleged to have resulted from the fall in the price of Indian produce,
especially of wheat, both by those who attribute this fall to the appre-
ciation of gold and by those who connect it directly with the fall in the
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gold price of silver. 1t i asserted that its effect has been to create a
bounty upon the production of wheat in India, and thas to act prejudi-
cially upon other wheat-producing countries.

87. We do not think the term bounty is in any view properly appli-
cable. If the silver price of wheat in India is no higher than it was, its
growth can be no more profitable, and there is, therefore, nothing to
stimulate increased production.

A5 the same time, it must be admi‘ted that the Indian producer is
for the time in a somewhat more favorable position than his English
competitor.

The elements which go to make up the cost of production in India
being payable in silver, and not having materially increased, the Indian
producer, supposing him to obtain the same silver price, is in substan-
tially the same position as before, even although the gold price of sil-
ver has greatly fallen. The gold price of his produce has fallen, but so
has the cost of production as measured in gold.

The English wheat-grower, on the other haud, who receives the cor-
responding gold price—that is, & lower price than before—is in a worse
position; except so far as he can reduce the cost of production in the
same ratio as the price of the produet. That is to say, unless there is a
tall in rent, taxes, wages, and the other elements of which the cost of
production is made up proportionate to the fall of price, he is at a dis-
advantage as compared wich the Indian producer, and, as it can hardly
be contended that this adjustiment has as yet completely taken place,
there can be no doubt that the Enghsh wheat-grower is for the present
placed at some disadvantage.

88. In our opinion, it is only to a limited extent that prices can have
been affected by, or that the low price of agricultural produce can be
due to, the fall in the gold price of silver or the appreciation of gold.

The depressed condition of agriculture is at least largely due to the
other causes to which we have ia the earlier part of the report called
attention, and it must not be forgotten that it is only in one important
description of agricultural produce that India competes with this
country.

89. We have next to discuss the allegation that the price of com-
niodities produced in this country and exported to silver-using coun-
tries, has been affected by the fall in the gold price of silver.

It is said that inasmuch as the Indian producer gets no higher silver
price than before, and the ryot is paid tie same silver wages, they are
not in a position to give more silver than before for the prodace which
they buy, and therefore can not purchase as much as before, unless
the manufacturer is willing to sell at the same silver price—that is to
say, a lower gold price—and the result, of this must be either a dimin-
ished sale of these imported goods or the supply of an inferior article
or the sale of the same article at a lower gold price.

Very serious complaints have been made of the consequences which
are said to have ensued, especially to the trade and manufactures of
Lancashire.

90. We do not deny that fluctuations in the rate of exchange do con-
stitute to a certain extent an impediment to trade; nevertheless it
appears that the trade between this country and India has increased
largely in volume.

But it is said that as the gold price of silver has continued to fall, so
the price of Lancashire goods exported to India and China has fallen
in correspondence with it.

Inasmuch as it appears to be the tact, whatever be the true explana-
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tion of it, that the Indian producer receives, notwithstanding the fall
in the gold price of silver, no more silver for his produce than before
and the wage-earner no higher wages, we think that these circum-
stances, other things remaining the same, would have a tendency to
reduce either the quality or the price of the goods cxported to silver-
using countries, or perhaps both.

The increased volume of trade may be accounted for by an increase
in the number of wage-earners and the purchasing power of the coun-
try consequent upon its increased prosperity and the growth in its own
export trade. The opening up of the country by means of railways
and the development of agricaltural industry would no doubt enable a
larger number of persons to purchase the imported commodities.

91. But we think it would be wrong to attribute the whole or anything
like the whole fall in the price of Lancashire goods to such a cause as
that above described, even if it has had any substantial operation.

Many other factors have been at work. The cost of the raw mate-
rial has diminished, and so has the expense of conveying the goods to
their destination, and considerable economy has been effected, by im-
proved machinery, in the cost of production. A given number of
workers can now turn out a greater product.

All these changes have conduced to enable the manufacturer, without
any alteration of his position, to sell to the Indian purchaser at a con-
siderable reduction in price.

92, In addition to this,"those who have most loudly complained of the
disastrous eflect upon Lancashire industries of the fall in the gold price
of silver themselves attribute the unfavorable position of these indus-
tries in part to other causes, and notably to the enormous development
of competition due to the large increase in the number of mills, which
they allege has arisen from the working of the limited liability acts.

93. Even if it be admitted that the depression of prices may possibly
have been intensified by the changed relation of silver to gold, we
think that it is mainly attributable to other causes; and it must be
remembered that if the conclusion we¢ have expressed as regards the
depreciation of silver be well founded, the fall in the silver price of im-
portant Indian produets would, but for the fall in the gold price of sil-
ver, have been considerably greater than it has been; and if so, the
producer has, by reason of that fall, received more silver for his prod-
uce than he otherwise would, and has, therefore, been able to give
more silver for imported goods than if no such fall had taken place.

94. We have already pointed out that even upon the hypothesis we
have been discussing m the preceding sections, it must not be assumed
that a rise in the gold price of silver would be followed by an equal rise
in the gold price of Indian commodities; and if it were not, the Indian
producers would reeeive less silver for the same amount of produce, and
it would not therefore necessarily follow that they would be able to pay
a higher gold price for the goods they purchased.

95. So far as the fall in prices can be connected with the currency, it
can not be denied that it is attended with great inconveniences.

It must tend to diminish the margin of profit, or even to cause it to
disappear altogether, and this necessarily results in an effort on the
part of the manufacturer to economize the cost of production by redue-
ing the wages of the operatives.

Even if the manufacturers could succeed in reducing wages sufficiently
to maintain their former position, this could only be done atter consid-
erable struggles and an amount of friction very undesirable.

1t is true that real wages depend not on their nominal amount, but on
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their purchasing power, and that the wage-earning class may be in the
same position as before, although they receive lower nominal wages.

But this is not immediately obvious, and does not prevent the dis-
turbance of trade and the ill-feeling which result from an effort to re-
duce wages.

Further, it seems by no means clear that there has been a fall in the
price ot all that the wage-earner needs, and upon which his wages are
expended, equivalent even to the reduction of wages which has, in fact,
taken place.

96. Here again, however, we must beware of exaggeration.

There is always a temptation to refer all the phenomena which are ob-
served to a single cause; but, both lower wages and want of employ-
ment, which depend on the state of the labor market, must have been
affected by other causes Dbesides the special one we are considering.
All labor-saving inventions and the displacement of labor from other
branches of industry, such as agriculture, must have tended, for a time
and until a complete adjustment has taken place, to lower the rate of
wages.

97. It is not only in the manner which we have been discussing that
the trade of Lancashire is said to have been affected. Complaints are
also made, as we have scen, that a part of that trade has been lost ow-
ing to the competition of cotton mills in India, and especially at Bombay,
which, it is alleged, have been unduly fostered by the advantage offered
them through the lower gold price of silver. -

We need not repeat the facts relied on, which are to be found in section
76 of our main report, where we have pointed out that the question is of a
very techmical character, and is still under consideration by experts.
Under these circumstances we are not prepared to pronounce any judg-
ment upon it.

93. In concluding the expression of our views upon this part of the
case, we would observe that the character and mode of operation of the
influence which the currency exerts upon prices are matiers of extreme
complexity, and have been the subject of extended discussion.

Extremely different views have been maintained and adhered to with
equal tenacity by able and painstaking cconomists. Treatises of con-
siderable length have been written expounding these different views.

We feel that it is quite impossible, without extending this report to
an unreasonable and inconvenient length, to exhaust the discussion of
the subject. All that we can do is to indicate the conclusions at which
we have arrived, alluding briefly to the arguments which have been
most prominently put forward.

We are strongly impressed with the conviction that the materials do
not exist, and that the time has not arrived for the expression of a con-
tident opinion upon these points. We ofter our conclusions as at best
but an approximation to the truth, and not as logical deductions rest-
ing upon the assured basis of ascertained facts.

99. We may summarize our conclusions upon this part of the case as
follows: We think that the fall in the price of commodities may be in
part due to an appreciation of gold, but to what extent this has affected
prices we think it impossible to determine, with any approach to ac-
curacy.

We think, too, that the-fall in the gold price of silver has had a ten-
dency operating in the sawme direction upon prices ; but whether this
has been effective to any, and if so to what extent, we think equally
incapable of determination,

We believe the fall to be mainly due, at all events, to circumstances
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independent of changes in the production of, or demand for, the precious
metals, or the altered relation of silver to gold.

As regards the fall in the gold price of silver, we think that, though
it may be due in part to the appreciation of gold, it is mainly due to the
depreciation of silver.

100. We have hitherto been dealing with the effects which currency
changes are alleged to have produced upon the commerce of this country
and of India generally. R

We now turn to certain special evils which are said to affect the finan-
cial position of the Indian government. Iere we are onfirmer ground.
It is not necessary to make any detailed statement of the considera-
tions bearing upon this part of the case, as they are fully set forth in
section 103 and the following sections of our main report.  We have al-
ready made some allusion to them in the discussion of the results which
have flowed from the fluctuating relation between gold and silver.

101. There can not be two opinions as to the very serious effect which
the continued fall in the gold price of silver has had on the finances of
the government of India.

Unless expenditure be diminished every additional fall in the value
of the rupee renders additional taxation necessary if” a deficit is to be
avoided ; and even if it be true that India has upon the whole benefited
by the fall in the gold price of silver, that the condition of her agricult-
ural industry has improved, and that commercial enterprises have
prospered, this does not obviate the difticulties of the government.

Even if, in conscquence, additional taxation might in some quarters
be well borne, it is not easy, it indeed it be possible, to devise means by
which such additional taxation should impose a burden only on those
who are able to bear it.

102. We are fully impressed with a sense of the difficulties which sur-
round the Indian government, and of the serious questions to which
any proposed additional tax must give rise.

1t is not only the embarrassment which has already been caused to
the government of India that has to be borne in mind, but the impos-
sibility of foresecing to what extent those embarrassments may be in-
creased and their difficalty augmented, by a further depression in the
value of silver.

We have no hesitation, then, in expressing the conclusion that the
changes in the relative value of the precious metals are causing impor-
tant evils and inconvenience to the government of India, which are
well worth the endeavor to remedy them, it a remedy can be devised,
which could be adopted without injustice to other interests, and with-
out causing other evils or inconvenlences equally great.

It must be remembered, however, that it the view be correct that
there has been a substantial fall in the value of silver which has pre-
vented the silver prices of Indian produce being as low as they other-
wise would have been, then to that extent the Indian taxpayer has es-
caped theincrease of his burdens which would have resulted, assuming
the taxes imposed to have remained the same.

CONCLUSIONS AS TO THE REMEDIES WIIICH HAVE BEEN SUGGESTED.

103. We turn now from the consideration of the evils attributed to
the altered relation of gold and silver and to currency changes, to in-
quire whether any remedy can be fonnd which would remove these evils
without bringing with it others, as great or greater, in their place.

S. Mis, 34——S8



114 GOLD AND SILVER COMMISSION.

No measure has been suggested that claims to be anything like so
complete and thorough a remedy as the adoption of the system known
as bimetallism.

Objection has been taken to the use of this term on the ground that
it does not accurately describe the nature of the system. It is unneces-
sary to discuss the justice of this criticism, as the term has been so gen-
erally employed to describe the arrangement which prevailed in the
Latin Union prior to 1873, that it would only cause confusion if we were
to adopt any other expression.

104. We have deseribed in section 116 of Part I, what are the essen-
tial elements of a bimetallic system of currency.

Before proceeding to discuss the merits and demerits of such a system
we would observe that we shall do so on the basis that this country
would not be prepared to entertain the uestion of its adoption at all,
unless as part of an international arrangement to which the leading com-
mercial nations of the world were parties.

No one has seriously proposed that England should, except as a party
to such an arrangement, abandon her present gold standard and sub-
stitute a bimetallic one, and although some have maintained the posi-
tion that if the Latin Union alone were to revert to their former practice
it would be effectual to achieve the object in view, the advocates of
bimetallisin are generally agreed that the true basis to be sought is such
an international arrangement ax we have indicated.

We should, however, point out that they are not agreed as to the in-
clusion of India in any such arrangement. Its exclasion would be a
singular anomaly. Tts inclusion would provoke fresh and grave diffi-
culties.

Nor bave we any means of ascertaining what view would be taken by
Australia and other of our colonies with reference to the formation of a
bimetallic union.  As large producers of gold they might naturally
take objection to it, and it wonld be @ serious matter to introduce a dif-
ferent; system of coinage n the mother country and our lurger colonies.

105. We would further observe that if’ the question is to be enter-
tained at all, it appears to us that it should only be on the basis of a
ratio, between silver and gold, approximating to the present market
ratio of the two metals.

It would not of course be practicable for obyious reasons to adopt, as
the basts of the arrangement, what happened to be the market ratio at
the date fixed for its commg into operation. It would probably be
thought desirable to take the average ratio for two or three years. .

We will state hercafter our reasons for thinking that ic would be
highly inexpedient to adopt a ratio differing very materially from that
ruling in the market, and that to revert to the ratio of 153 to 1 for-
merly in force in the Latin Union would be fraught with serious dan-
ger, not to speak of injustice.

We shall for the present pursue the inquiry upon the assumption that
an international agreement could be arrived at, ander which the United
Kingdom, Germany, the United States, and the Latin Union should be
parties to the adoption of a bimetallic system with a ratio approximat-
ing to the market ratio.

106. The first question that arises is, how far would such a scheme
remove the cvils to which we have drawn attention?

The proved evils we take to be the following: The inconvenience and
burden to which the commerce between gold and silver using countries
is subject, owing to fluctuations in the relative value of these metals;
and, further, the difficzlties in which the Indian government jsmvolved,




GOLD AND SILVER ‘COMMISSION. 115

owing not only to the fluctuations in the relative value of the metals
forming the standard in this country and in the Indian Impire, respect-
ively, bat also to the fall which has taken place in the gold price of sil-
ver, as well as the uncertainty and apprehension due to the impossibility
of forecasting the future position of that metal, and the extent to which
its gold price may yet fall.

There are other evils complained of—such as the fall of prices at-
tributed to the appreciation of gold, the alleged tendency in the fall of
the gold price of silver to depmbs the prices of commodities produced
in and exchangeable between gold and silver using countries, and the
further tendency attributed to this fall, to favor mulul_\' the competition
of India as against this country, alike in its internal commeree and in
that with silver-using countries. These are, no doubt, worthy of grave
consideration, as possibly arising from alterations of the currency, and
of the relation of the precious metals to one another, but we do not
consider them as by any means proved.

107. The first step towards answering the inquiry we have proposed
to ourselves is to determine the subsidiary question whether a bimetal-
lic arrangement could create and maintain a stable ratio between silver
and gold. .

We have alveady so fully set out the opposing views held on this
point that it will be suflicient, without examining them at any length,
o state the conclusions at which we have oursclves arrived.

We think that in any conditions fanly to be contemplated in the
future, so far as we can forecast them from the experience of the past,
a stable ratio might be maintained if the nations we have alluded to
were to accept and strictly adhere to bimetalhsm, at the suggested
ratio. We think that it in all these countries gold and silver could be
freely coined, and thus become exchangeable against commodities at the
fixed ratio, the market value of silver as measured by gold would con-
form to that ratio, and not vary to any material extent.

We need not enter upon a detailed explanation of our reasons for
entertaining this view, since they will be gathered from what we have
already stated when discussing the causes of the divergence in the
relative value of the two metals, and will be seen to resalt, in our judg-
ment, as well from @ priori reasoning as from the experience of the last
halt ¢entury.

108. We do not deny that it is conceivable that these anticipations
might be falsified by some altogether unprecedented discovery of one
or other of the precious metals, and that the maintenance of a stable
ratio might, then pecome difficalt.  Bat for practical purposes we think
we may put this aside and reasonably act on the assumption that no
such grave disloeating cause is likely to arise.  We have already drawn
attention to the fact that, during the time covered by the great gold
discoveries, the production of silver continued undiminished, and that
of late years, when gold is said to have been appreciating, bhe produace-
tion of silver has increased.

109. We pass on then to the next point, namely, assuming such a
stable ratio to be secured, what efiect would it have upon the (,Vll\ with
which we have to deal?

Fluctuations of exchange between countries having a different stand-
ard, so far as they depend upon the varying relation of silver to gold, would
cease, and the perplexities and difficulties which now so severely beset
the Indian government would be at an end, subject to this qualification,
that so far as the burden on the Indian c;chuluer is due to the fall
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which has taken place in the gold price of silver, that burden would
continue permanently.

But it must be remembered that in the view of the Indian govern-
ment, and upon this point we agree with them, this would involve less
danger and evil than the continuance of the present state of uncertainty
with the risk of a future fall.

110. As regards the other evils which we have classed as possibly or
probably due to monetary changes, rather than as conclusively proved
to result from them, the adoption of bimetallism would not be without
its effect.

In so far as the fall in prices which has occurred is due to the appre-
ciation of gold, we think its adoption would tend to check and dimin-
ish, if not to prevent, further depression of prices from appreciation of
the standard.

If in any degree the fall in the price of commodities produced in and
exchangeable between gold and silver using conntries, respectively, has
resulted from the fall in the gold price of silver, this canse would cease
to operate, and no further depressing influence could ensue frow it when
once a stable ratio between the two metals was established.

Finally, if it be true that a fall in the gold price of silver unduly
favors Indian manufacturers in their competition for trade at home and
with silver-using countries, there would be no extension of this foster-
ing influence.

111. We may point also to an advantage of a different character which
might perhaps arise from the adoption of bimetallism.

There scems reason to believe that the production of gold has been
diminishing, and it is uncertain whether this diminution has reached its
lowest point.

On the other hand, there is some reason to suppose that the use of
that metal in the arts is likely in the future to increase. There can be
no doubt too that the population and commerce of natious having a gold
standard may be expected to increase largely.

Under these circamstances it may be open to argument that the vast
superstructure of credit, which vests upon a gold basis, would run the
risk of being disturbed if the standard were found to be appreciating.
If, on the other hand, credit were founded on a bimetallic nstead of a
gold standard the base upon which the fabric rests might be enlarged,
and the danger to which we have alluded might be diminished.

112. We have yet to consider whether the adoption of the bimetallic
system, even if it did effect a cure of all or some of the evils at present
experienced, would Dbe itself productive of mischief as great or greater.

We have already pointed out that so far as the finaunces of India bave
suftered from the fall in the gold price of silver, the burden due to this
cause would then become permanent.

1t is also obvious that if; and in so far as the gold price of commodi-
ties has fallen owing directly to the fall in the gold price of silver, that
fall would, other things remaining the same, be permaneut, also, and the
chance of some rise in these gold prices, due to a rise in the gold price
of silver, would be lost.

But if, on other grounds, the adoption of bimetallism were deemed
expedient, we should not regard this as a fatal objection, or as counter-
balancing the advantages to be obtained from it.

113. There are other reasons against its adoption deserving of far
more serious counsideration.

1t is alleged that the position of England as the financial center of
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the world depends greatly upon the fact that she has, and has for a
long time enjoyed, a gold standard.

This is no doubt strenuously controverted, and it is asserted by other
authorities that the financial position of England is in no way bound
up with the circumstance that she is monometaillic, and that her standard
is a gold one.

We need bardly dwell upon the fact that the financial position which
this country occupies is a matter of immense importance; that the risk
even of interfering with it, or of taking any course which could reason-
ably be expected to affect it, is not to be lightly encountered ; and even
those who do not entertain grave apprehensions of a disturbance of
existing financial conditions, it we were to depart from monometallism
and accept the bimetallic standard, can not dispate the fact that the
existence of snch apprehensions is not to be treated as a trivial cirenm-
stance or one to be lightly regarded.

The danger may be enbanced by the circnmstance that the mere fact
of one change having been made would lead to the apprehension that
others might follow.

114. It bas not been suggested by the advocates of bimetallism that
we ought, if that system were adopted, to prohibit contracts requiring
performance by the payment specifically of one or other of the precious
metals; and in the present state of financial opinion and practice it
seems by no means certain that such contracts, it permitted, would not
be common.

The result of this might be not only to cause some strain upon the
bimetallie ratio, but to send gold to a preminm, and to produce consid-
erable financial disturbance.

115. A farther danger to be apprehended is that the nations who were
parties to the bimetallic arrangement might not continue to adbere
to it.

Jt may be diffienlt to suggest any motives which should make it their
interest to secede; and it may be capable of proof that any country
violating the international compact would subject. itself and its people
to loss and serious inconvenience; but, unhappily, enlightened self-in-
terest is not the only motive of the political action of nations, nor is
self-interest always enlightened. A desire to inflict injury may often
exercise as potent an influence as self-interest, and the idea that the
financial position of one country might be endangered with a resulting
advantage to other countries might well aftord a sufticicnt motive for
action.

Any such departure from an international compact might indeed set
this country free again to act as she chose, but if the result were to
compel her to revert to the system she had abandoned, she would un-
doubtedly find herself in a position worse and fraught with greater
evils than if she had maintained her existing standard.

At present the action of this country is unfettered and not dependent
upon the course taken by any other power. This condition of freedom
would cease as soon as she became a party to an international agree-
ment.

Dangers arising from this cause would be aggravated if it were found
necessary, as we think it would be, to embody in an international agree-
ment detailed stipulations with regard to the coihage, eurrencey, or in-
ternal financial arrangements of the several countries joining in it.

116. Another serious consideration is that the governments, as well as
the banks and financial institutions of particular countries, might, not-
withstanding the existence of a bimetallic systém, seek to accumulate
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gold. It may truly be deseribed as at present the more esteemed metal
of the two. There has certainly been a tendencey of late years to sub-
stitute it for silver as the standard, and to use it to an increased extent
for currency purposes thronghout the commercial world. With the
single exception of the Bland act in the United States, all recent
changes in currency legislation have been in the direction of using gold
rather than silver for currency purposes.  This fact shows, at any rate,
a sentiment in favor of gold which may not be without its influence;
and indeed, beyond the mere sentiment, the superior convenience ot
that metal for monetary purposes may tell in the same direction.

117. In addition to this, the apprehension that the bimetallic arrange-
ment could not be relied ou as permanent, and the fear of secession
from it, might operate strongly to induce hankers and financiers to hold
as large a stock as possible of gold rather than silver.  This might cause
a struggle for the possession of gold with consequent financial disturb-
ance, and with the result that nations who ave accustomed to the use
of gold for the actual purposes of currency, and who have enjoyed its
superior advantages for that purpose, owing to its bulk being less in
proportion to its value, might not be able easily to acquire or rotain all
that its people needed for these purposes.

118. In this conncection the experience of Frauece is, we think, very
instructive. The table given in section 124 of the main report shows
the coinage in that country trom 1816 to 1880.

It will be observed that from 1330 to 1815 the coinage of gold was
almost replaced by that of silver, and from 1546 to 1865 that of silver
again, to a great extent, by that of gold. The continnance for a few
years longer of the conditions which prevailed up to 1845 would ap-
parently have resnited practically in the entire cessation of gold coin-
age in France. Bven as things were, the result led to the existence of
an agio on gold coins; and it seems probable that the most extended
international agreement would lead from time to time, in some of the
countries included in it, to the existence of a premium on either the
cold or the silver coins; and it can rot be denied that an agio on any
part of the coinage would be a serious evil.

119. Apprehensions have been expressed that if a bimetallic system
were adopted gold would gradually disappear from cireulation. It,
however, the arrangement included all the prineipal commercial nations,
we do not think there would be any serious danger of sneh a resalt.

Such a danger, if it existed at all, must be remote. 1t is said, indeed,
by some that if’ it were to happen, and all nations were to be driven to
a system of silver monometallism, the result might be regarded without
dissatisfaction.

We are not prepared to go this length, but, at the same time, we are
fully sensible of the benefits which would acerue from the adoption of
a common monetary standard by all the commercial nations of the
world, and we are quite alive to the advantage of the adoption by
these nations of an uniform bimetallic standard as a step in that di-
rection.

120. We have thus pointed out the advantages and disadvantages to
be anticipated as the result of entering into the bimetallic compact
suggested.

We have now to weigh the advantages against the disadvantages,
and to answer the question whether in our opinion the result of the
change would, upon the whole, prove beneficial.

It is comparatively easy to estimate with substantial accuracy the
extent and force of evils or inconveniences of which we have had
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experience. To weigh with just and accurate balance the possible
dangers and evils that might resnlt from a change is a very different
matter. They must be lar w«l\ the subject of conjecture. The opinions
of econowmists and men of experience in financial matters with respect
to them have differed, and are likely to differ. Even if not prepared to
rate them as high as some have :lom we can not question their reality.

The change proposetl is trcmeudolm, and we can not but feel that to
a great extent it would be a leap 1n the dark.

The public mind certainly is not prepared for it at present, and the
very novelty of the proposal would excite apprehensions whicli, in
themselves, might not be without their danger.

We speak of the novelty of the proposal because, though it has been
for some years publicly advocated with great (nlnhrv and earnestness,
it bas not found anything like general acceptance, and those accus-
tomed to the existing system ha\‘e often been disposed to put it aside
as a chimerical proposal, unworthy of scrious consiuderation,

Under all these cirenmstances, whilst fully impressed with the diffi-
culties of the present situation, and more especially with those which
affect the government of India, we are not prepared to recommend that
this country shonld proceed to negotiate with other nations a treaty
embodying a bimetallic arrangement.  We feel that the matter needs
much more discussion and consideration in the financial world, and by
practical men, than it has yet received, and that we are not in a posi-
tion to advise with any confidence that the change could be made safely,
or without the risk of creating evils exceeding those which we at pres-
ent experience.

121. We have hitherto diseussed the subject on the assumption of a
bimetallic ratio approximating to the present market value of the metals.

We have now to state our objections to the proposal that this country
should agree to a bimetallic arrangement with the old ratio of 154 to 1,
which differs so widely from the present market ratio.

It is said indeed by some of the advocates of bimetallism that this is
the only ratio at which an international agreement could be secured.
‘We do not think it falls within the scope of the reference to us to express
any opinion upon the point; norhave we the materials for forming one.

But though we appreciate the difficulties there might be in inducing
some nations to concur in any other ratio, it does not appear to us clear
that when all the circumstances were considered, and futare possibili-
ties taken into account, they would necessarily reject a bimetallic ratio
much more nearly approximating the present market ratio, if there
were no hope of securing the result they desired.

22, Reverting to our objeetions to the. ratio of 153 to 1, we would
observe that doubts may be entertained whether it would be possible to
restore and maintain pcrm.umutlv a ratio 8o much at dwer%ncc with
that which at present exists in the market.

Even if it be admitted that, supposing the Latin Union had continued
acting as they did before 187 3, silver would never have fallen to its
present gold price, it does not necessarily follow that the divergence
having arisen, and men’s minds having been affected by it, a recurrence
to the free coiuage of silver, even within a more extended area, would
necessarily restore the former conditions.

We do not, however, dwell upon this point, and will assume for the
sake of argument that a stable, ratio of 154 to 1 could be maintained.

123. We will treat of the effect of a bimetallic system at such a ratio,
first, upon the interests of this country, and next ‘of India.

If the effect of the currency changes made by other nations within
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the last twenty years, coupled with the changes in the production of
the precious metals, have produced an appreciation of gold resulting
in a fall of prices, the result of adopting bimetallism at the suggested
ratio would be to cause a rise in the price of these commodities, and
thus, by an act of the state, to alter the relation of debtor and creditor,
and of those who have entered into commercial contracts.

This rise might be sharp and serious, and lead, as such rises not un-
frequently do, to serious commercial confusion and disaster. It might
also diminish the purchasing power of wages without, for a time at any
rate, increasing their nominal amount.

124, Such a measure would be manifestly unjust. It may be said that
it would only be reversing the process which has been going on; but
those whose position has been altered by the fall of prices are not the
same persons as those whose position would be affected by the rise;
and it is one thing to have to submit to conditions which are the result
of causes entirely outside the action of the state, and another to be
called upon to endure loss resulting from its interposition.

125. We do not dispute that all monetary relations and liabilities are
entered into and incurred snbject to such alterations of the carrency of
the country as the public advantage may demand, and that to any in-
convenience, resulting from a change dictated Ly those motives, the
subjects of every country must be hable.

But so far as this' change is advoeated, as it is by many, on the very
ground that it is caleulated to raise prices, we should object strongly to
state interference with the currency with any such object, and should
think such artificial raising of prices an evil, even if the change were
made for other reasons.

If currency chauges need to be made for the public weal, inasmuch
as they must involve inconvenience or loss to some, it appears to us
that justice requires that the change should in nowise transcend the ne-
cessities of the case, and that the loss or inconvenience should be ren-
dered as small as possible.

126. Even those who are not disposed to attribute the fall in the price
of commodities which has marked recent years entirely, or to any great
degree, to monetary changes must admit that such an alteration as that
proposed would be likely for a time, if not permanently, to cause a se-
rious disturbance of prices. The very fact that many people anticipate
a great rise of prices from such a change would of itselt tend, for a time,
to bring about that result.

127. Another consideration, which we think deserving of great weight,
is this: if such a ratio were adopted, all the dangers to which we have
drawn attention, as possibly connected with the adoption of a bimetallic
system, even at the existing market ratio, would be much increased.
The risk of a struggle for gold, of endeavors to accumulate that metal,
of a temptation to break away from the agreement, and of the other
causes of financial disturbance upon which we have dwelt, would be
greatly intensified. .

128. It must be remembered, too, that this country is largely a creda'gor
country of debts payable in gold, and any change which entailed a rise
in the price of commodities generally, that is to say, a diminution of the
purchasing power of gold, would be to our disadvantage.

129. The interests of our Australian and other gold-producing colo-
nies, at which we have already glanced, must also be considered. Their
deposits of gold are one of their principal sources of wealth, and any
measure which tended to check gold-mining or to depreciate that metal
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would, in all probability, injuriously affect the prosperity of the colonies,
and re-act upon the trade of the mother country with them.

130. Turning next for a moment to the special dangers to India, which
might result from adopting this ratio, we would remark that although
the government of India would undoubtedly be a gainer, in so far as
the burden of its gold debt would be diminished, yet there would be at
least a serious risk of substantial mischief to the people of India.

If there be any truth in the theory that the fall in the gold price of
silver has depressed gold prices, the silver price remaining stationary,
we have pointed out our reasons for believing that it by no means fol-
lows that a rise in the gold price of silver would create an equal rise in
the gold price of commodities. And if the gold price of commodities
produced in India did not rise to the same extent as the price of silver,
the Indian producer would receive a lower silver price for his commod-
ities, while he would remain liable to the same taxes and charges as
before. This would be the case also, if the view we have indicated be
correct that the fall in the gold price of silver is due mainly to the de-
preciation of silver.

Any change having the effect of lowering silver prices, while taxes
and charges remained unaltered, might occasion serious discontent, and
if it were seen to be a consequence of political action, it might create
political dangers as grave as any that are likely to result from a continu-
ation of the present conditions.

TFurther, if it be true that cotton manufactures in India have been
fostered and stimulated by the fall in silver, it wounld be a serious mat-
ter, and certainly likely to engender great discontent, if by an act of the
State the manufacturing industry thus created were seriously hampered,
if’ not destroyed.

131. We have already intimated our doubts whether the advantages
to Indian producers or the disadvantages to English producers, alleged
to arise from recent currency changes, have been proved ; and our still
greater doubts whether, if they do exist, they would be removed by tak-
ing measures to return to the status quo. But on the assumption that
they would be so removed, we desire to express our opinion that, so far
as the measure in question has this objectin view, it would be question-
able, in point of justice and policy, for this country to take from India
by legislation any benefits the latter may have derived from changes in
the value of precious metals, which are in nowise due to such legislation.

132. Although we have not felt ourselves able to recommend that this
country should enter into negotiations with the view of establishing a
bimetallic system of currency, we have indicated that we are fully sen-
sible of the considerations which have been urged by the govornment of
India; and we think that every proposal which seems calculated to di-
minish these difficulties, and to ease the existing situation, is deserving
of véry careful consuleratlon, and that an earne% endeavor should be
made to adopt any which should appear to promise substantial advan-
tages without the risk of greater evils.

133. We have already given our reasons for thinking that some of the
proposals presented to us, such as those discussed in sections 167 and
168 of Part I, are impracticable, and it is not necessary to dwell fur-
ther upon them.

The proposition to establish a gold standard in India is deserving of
more serious consideration, but it can not be disputed that there are
formidable difficulties in the way of its adoption.

We think, however, that in the consideration of this or any other
proposal of Indian legislation for remqving the difficulties of that gov-
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ernment, the interests of India should alone be consulted. While we
can not recommend that the mother country should run any serious risk
in altering its system of currency in order to assist the dependency, we
think that the government of the latter should be allowed a free hand
to deal with the problem as it considers best in its own interest.

134. Before passing on to other proposals there is one which we
recommend for adoption without hesiration. .

We refer to the abolition of the duty on silver plate, to which we
have drawn attention in section 173. We do not suggest that it is likely
to have any very extensive result, but, so far as it operated, it would be
beneficial and a step in the right direction.

135. We pass now to other proposals of a practical character.

In our opinion it might be worth while to meet the great commercial
nations on any proposal which would lead to a more extended use of
silver, and so tend to prevent the apprehended further fall in the value
of that metal, and to keep its relation to gold more stable.

Such negotiations would probably be in the direction of an agreement
that each nation should annually coin a certain amonnt of silver. It
would not be essential to such a scheme that the amount fixed should
be the same in every country, but the question might, no doubt, be
raised in the negotiations for such an agreement that, in those countries
where silver is not now legal tender to an unlimited amount, it should
be made so to a greater extent than at present. Any such proposal
would have to be considered in relation to the extent of the suggested
increase and the amount of silver agreed to be coined.

136. The real difficulty of the present situation lies in the position of
the Government of India on the one hand and of the foreign nations
whose currency consists in a large part of silver on the other.

The nations forming the Latin Union are large holders of silver, and
are greatly interested in maintaining its value. It is possible, moreover,
that India, in order to obviate the difficulties from which she at present
suffers, may determine, as she has already proposed, to follow the
example of the Latin Union and close her mints, 4 measure which would
still further depreciate the value of silver.

If this course were adopted the States of the Latin Union, as large
bolders of that metal, might be seriously affected ; and it is worthy of
consideration whether foreign governments might not be approached
with a view to ascertain whether they would open their mints to a
greater extent than at presens to the coinage of silver, for a given term
of years, on an undertaking from India that she would not close her
mints during the same period. In order to assist such an arrangement
we think that part of the bullion in the issue department of the Bank
of England might be held in silver, as permitted by the bank act of
1844.

We are aware that a similar suggestion made in 1881 was not aceepted,
but the possibility that India may follow the example of the Latin Union
in closing her mints may render the countries forming that combination
more disposed to entertain the proposal.

137. We think that the best suggestion in relief of the tension of the
existing situation is to be found in the issue of small notes based on
silver. These might become the substitue for the half-sovereign, and if
they came into general use, they would afford a remedy for those diffi-
culties in relation to that coin to which public attention has been prom-
inently called.

Twenty-shilling silver notes might also be issued. If these were put
into circulation they would prebably pass largely into use, withoutany
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alteration of the law of legal tender; and we are inclined to think the
mint or bank might safely be required to issue such notes to some fixed
amount, in exchange for silver bullion taken at the average market
price; or the Government might issue them upon condition of retaining
silver capable of being coined into an equal number of shillings. The
market thus opened for silver might check the decline in price of the
metal, besides producing an economy in the use of gold.

We are quite aware of the objeetion which has been taken to the issue
of small notes on the gound of the great expense which would be in-
curred, if the system at present adopted by the Bank of England with
reference to its existing bank notes were applied to these smaller issues,
and of the danger of forgery if this system were not applied; but when
we consider the enormous note circulation for small amounts current in
the United States, we can not but think that these apprehensions are
excessive, and that the difficulties in the way of issuing such notes can
not be insuperable. The facts with regard to the issue of silver certif-
icates in that country to which we have called attention in section 126
of Part 1 of the report, throw an important light upon the feasibility
of the proposal we have been discussing.

138. Though unable to recommend the adoption of what is commonly
known as bimetallism, we desire it to be understood that we are quite
alive to the imperfections of standards of value, which not only fluctu-
ate, but fluctuate independently of each other; and we do not shut our
eyes to the possibility of future arrangements between nations which
may reduce these fluctuations.

One uniform standard of value for all commercial countries would
no doubt, like uniformity of coinage or of standards of weight and
measure, be a great advantage. DBut we think that any premature and
doubtful step might, in addition to its otherdangers and inconveniences,
prejudice and retard progress to this end.

We think also that many of the evils and dangers which arise from
the present condition of the currencies of different nations have been
exaggerated, and that some of the expectations of benetit to be derived
from the changes which have been proposed would, if such changes
were adopted, be doomed to disappointment.

Under these cirenmstances we have felt that the wiser course is to
abstain from recommending any fundamental change in a system of
currency under which the commerce of Great Britain has attained its
present development.

All which we humbly submit for Your Majesty’s gracious consid-
eration.

HERSCHELL.

C. W. FREMANTLE.
JouN LUBBOCK.

T. 1. FARRER.

J. W. Birem.

LroNarp H. COURTNEY.

GEo. H. MURRAY, Secretary.

OCTOBER, 1888.

In signing this report we must take exception to section 137. No
evidence was taken by the commission with reference to u small note
issue, and numerous questions and doubts oceur to us as to the sound-
ness ot such a scheme.

As the report simply makes the suggestion without entering into
details, we do not consider it expedient that two members of the cow-
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mission should set out the grounds of their dissent. We therefore
confine ourselves to the simple statement that we do not agree with our
colleagues on the above point.

With reference to section 135 we think that, it any change is intro-
duced in the amount for which the silver coinage is made legal tender,
the State should undertake to exchange it for gold, if required.

We feel also grave doubt as to section 107 of the foregoing report.
In Trance, as stated in section 124 of the main report, the coinage of
gold almost entirely ceased in 184145, and that of silver in 1861-65.
The powerful combination known as the Latin Union, and comprising
France, 1taly, Belgium, and Switzerland, have not considered it pos-
sible to keep their mints open to the coinage of silver, and the ratio
has fallen from 154 to 1 to 22 to 1. We must, moreover, consider the
very large use of gold in the arts, estimated in section 4] at upwards
of £12,000,000 a year.

No doubt the adhesion of England, Germany, and the United States
would be a very important addition of strength, and we do not deny
that such a combination might for a considerable time be able to main-
tain the ratio adopted. Having regard, however, to the great uncer-
tainty as to the probable future production of the mines, the large use
of the precious metals in the arts, and to the namber of countries which
would still remain outside the combination, we doubt \\'hether any
given ratio could be permauently maintained.

This doubt seems to be supported by the view expressed in sectlon 118
of the foregoing report.

In considering the expediency of any international agreement, it must
also be borne in mind that our banking arrangements and currency re-
quirements are very different from those of other countries.

JOI1N LUBBOCK.
J. W, BIrCH.

I wish to,add for the sake, not of dissent, but of distinctness, that I
do not believe that the change in the relations between gold and silver
currencies has lowered English prices.

T. H. FARRER.

PArT III.

1. We concur generally in that portion of the foregoing report which
is devoted to a statement of the facts relating to the subject of our in-
quiry, and of the various arguments which have been advanced in con-
nection with them.

2. We also concur in the opinion expressed in sections 192 to 198 of
Part I of the report, that the primary cause of the recent changes in
the relative value of the precious metals is to be found in the abandon-
ment, by the countries forming the Latin Union, of tle free coinage of
both metals into legal-tender money at a fixed ratio.

3. But in considering the extent of the evils or inconveniences which
have resulted from this step, and the possibilities of removing them, as
well as those which may be expected to arise in the future if no remedy
is applied, the divergence of opinion between our colleagues and our-
selves becomes so marked that we have felt it necessary to draw up a
separate statement of the conclusions to which we have been led.
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EVILS ARISING FROM THE CHANGED RELATIONS OF THE PRECIOUS
METALS.

4. To the enumeration of these evils which is contained in sections 4
to 16 of Part II of the report we have little to add.

They are: (a) The evils arising from fluctuations in the relative value
of the two metals, which (1) hamper the course of trade hetween gold
and silver using countries ; (2) stimulate abnormally the trade between
silver-using countries to the prejudice of gold-using countries; (3) dis-
courage the investment of capital in, and consequently retard the devel-
opment of, silver-using countries. (b) The evils arising from the pro-
gressive and continuous fall in the gold price of silver, which, by its ef-
tects upon the exchange between gold and silver using countries, places
the producers and merchants in the former country at a disadvantage
a8 compared with those in the lutter. (¢) The evils, arising from a fall
in the gold prices of commodities, so far as such fall is due to monetary
causes. (d) The special evils which affect India.

5. From the report of our colleagues wo gather that in their view the
existence of some of these evils may be considered as satistactorily
proved, but that as regards others, while adwmitting the serious charac-
ter of the allegations which have been made, they do not by any means
consider them to be proved, and they are consequently not prepared to
express any decided opinion upon them. ’

‘We can not therefore refrain from recording our conviction that the
gravity of the evils above set forth has been much underestimated in
the foregoing report, and that they do constitute such an impediment to
the material prosperity both of this country and of India as urgently calls
for a remedy.

EVILS ARISING FROM FLUCTUATIONS IN THHE RELATIVE VALUE OF THE PRECIOUS
METALS. .

6. Taking first the evils resulting from fluctuations in the exchange
between gold and silver using countries, we agree in the views ex-
pressed by our colleagues in section 9:

Everything which hampers complete freedom of commercial intercourse between
two countries, or which 1mposes on 1t any additional burden, is nndoubtedly an evil to
be avoided or removed if possible. 1f, therefore, a remedy could be devised to accom-
plish this end without involving the risk of other disadvantages, there can not be
two opinions that it would be worth while to apply such a remedy.

We shall, at a later period, indicate a remedy which, in our opinion,
fulfills the above condition.

EVILS AFFECTING INDIA.

7. We also concur in the view taken by our colleagues of the gravity
of the evils which affect the government of India, and which they sum
up in the following words (section 102):

We have no hesitation, then, in expressing the conclusion that the changes in the
value of the precious metals are causing important evils and inconvenience to the
government of India, which are well worth the endeavor to remedy them, if a remedy
oan be devised which could be adopted without injustice to other interests and with-
out causing other evils or inconveniences equally great.

8. It is, however, under the two remaining heads that the principal
divergence between our colleagues and ourselves arises.

In our view a large proportion of the evil effects which are produced
by changes in the relative value of gold and silver results from their
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action upon the international trade between gold aud silver using
countries.

EVILS ARISING FROM FALL IN THE EXCHANGE BETWEEN GOLD AND SILVER USING
COUNTRIES.

9. Any change in the relative value of the two metals must be ac-
companied by a correspondiug change in the prices of commodities
measured by them.

In the present case there has been a fall in the gold price of silver,
and this has been accompanied by a general fall of gold prices in this
country, where gold is the standard.

In India, on the other hand, where, in the opinion of nearly all the
witnesses whom we have examined, the purchasing power ot the rupee
continues unimpaired, the prices of commodities measured in silver re-
main practically the same.

We have no evidence to show that silver has undergone any material
change in relation to commodities, although it has fallen largely in re-
lation to gold; in other words, the same number of rnpees will no longer
exchange for the same amount of gold as formerly, but, so far as we can
judge, they will purchase as much of any commodity or commodities in
India as they did before.

It is easy to perceive the effect which this fact must have on all
transactions and remittances passing between the two courntries, as well
ason the interests of the producers and exporters of commodities in both.

It is commonly alleged that it gives to the Indian exporter of com-
modities to Bngland an advantage over his competitor in England, which
is said to be equal in effect to a bounty on his exports; while it places
the English exporter of commodities to India at a disadvantage, which
is said to be eqnal to the loss that he would suffer by the imposition of
a corresponding duty on his exports.

We believe that, subject to the qualifications which we afterwards
express, there is much force in both of these contentions.

The most familiar, and perhaps the simplest, illastration of our mean-
ing may be found in the effect of the exchange on the export of wheat
from India and on the relative position of the growers of that commodity
in either country. )

1f, when the gold price of wheat is 40s. a quarter, the rapee, measured
in gold, is worth 2s., the producer of wheat in India will receive 20 ru-
pees for a quarter of wheat.

If the gold price of wheat then falls 25 per cent., to 30s. a quarter,
and the gold price of the rupee falls 25 per cent., to 1s. 6d., the Indian
producer will still receive 20 rupees for his quarter, and they will pur-
chase as much as they did before, because prices in India have remained
practically the same.

The position of the English grower, on the other hand, is materially
changed.

He will only reeeive 30s. instead of £2, and unless all other prices
have fallen in the same proportion he must be a loser, and the precise
measure of his loss will be the difference between the purchasing power
of 30s. at the present time and the purchasing power ot £2 at the former
period.

If, then, the English and the Indian producer were competing upon
equal terms before the fall in the exchange occurred, the result will be
to largely reduce the profits of the former and to leave the latter exactly
where he was before. Ileisable to take the lower price of 30s. a quarter



GOLD AND SILVER COMMISSION. 127

for his produce, instead of 408., without loss to himself, and the market
price of wheat in England is thus unduly depressed.

A similar result ensues in the case of articles which are sent from
England to silver-using countries, as, for instance, in the case of cotton
goods exported from Lancashire to India, where the effect of the fall in
exchauge is equally injurious to the Ell“‘hhll manufacturer.

For example, cotton goods are sent to India, for which, in order to
make a profit, the English exporter wust receive a certain sun, say,
£10,000.

With the rupee worth 2s., £10,000 is realized by the payment of Rs.
100,000,

‘With the rupee at 1s. 6d., Is. 133,333 are required to realize that sum.

‘Will the Indian importer give this greatly-increased price for pre-
cisely the same article as he bought before ?

Obviously not, because prices in India, as we have seen, remain the
same, and the English manufacturer isin consequence obliged either to
take the same silver price as formerly, viz, Rs. 100,000, which means a
greatly lowered gold price, viz, £1,00() or not to sell at all; and in
cither case he nmlvrgoo.s a loss which must be traced directly to the fall
in the gold price of silver.

The industries which have suffered most from the fall in the exchange
are naturally those wlich are most directly connected with the trade
between gold and silver using countiies, such, for example, as the cot-
ton and the agricuitural industries of the United Kingdom.

‘We are not prepared to say, and it is not our view, that the fall in ex-
change can operate permanently as a bounty on Indian exports or as a
protective duty against imports; but it is obvions—

First, that the loss which it occasions to the producer in gold-using
countries, whatever that may be, must continue to operate until there
bas been a general adjustment of the prices of commodities, or, in other
words, until all prices and all the incidents of production have on an
average fallen in the same proportion ;

Secondly, that the measure of that loss is the difference between the
purchasing power of the higher price received for commodities before
the fall and that of the price received at present; and

Thirdly, that the date of such a general adjustment is uncertain, but
will probably be remote, and may be postponed tor an indefinite period
of time.

EVILS ARISING FROM THE FALL OF GOLD PRICES.

10. We have lastly to consider the evils arising from the fall in the
gold prices of commodities.

The fact of a general fall of prices, or in other words, of an increase
in the purchasing power of money in countries using a gold standard,

can hardly be disputed. On this point we need (ml\ refer to the tableb
of index numbers given in section 49 of Part I of the report.

11. Insection 47 of Part LI, our colleagues express the view that ¢ the
greater part of the fall has resulted from causes touching the commodi-
ties rather than from an appreciation of the standard ;” and again, in
section 99, “we believe the fall to be mainly due, at all events, to cir-
cumstances independent of changes in the production of or demand for
the precious metals, or the altered relation of silver to gold.”

From this view we feel bound to dissent. The importance of the ques-
tion whether the incapacity of the existing stock of gold to meet the cur-
rency requirements of the world arises from the fact that those currency
requirements are increasing through the growth of commerce and of
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population, or through the monetary policy of particular nations, may
easily be exaggerated. In our opinion it is almost impossible to distin-
guish between these two sets of causes. A great increase in the pro-
duction of-commoditics means a great increase in wealth, and would
ordinarily be attended with an increased demand for the standard metal.
The prices of some commodities would fall because they were produced
in increasing quantities; the prices of commoditics generally would tend
to fall because there was an increased demand for the standard metal,
and there are no means of saying how much of the alteration in price in
any particular case is due to increased production and how much to in-
creased demand for the standard.

In any case, however, we differ from the view taken by our colleagues,
to which we have above referred, for the following reasons:

In the first place, we tind no proot that the supply of commodities gen-
erally has increased, or that the cost of production has diminished ata
greater rate in the years which have elapsed since the rupture of the
bimetallic par than was the case in periods of like duration antecedent
to that date.

On the contrary, it would seem to be the case that it was immediately
after, and no donbt in consequence of, the great discoveries of science,
such as the inventions of steam, of electricity, the telegraph, ete., that
the most marked advances in prodaction were apparent.

The cost of production was lesscned and the facilities were increased
at that time by the introduction and the aid of machinery in a greater
degree than they have ever been since then, and yet there is no record
of any permanent or general fall in prices similar to that which is the
subject of investigation now.

Secondly, if gold prices have fallen solely owing to increased supply
of commodities, silver prices shonld have fallen to the same extent,
which is not the case. And the possible contention that a similar fall
in silver prices has been averted by increased supplies of silver seems
to us to be inconsistent with the figures given in sections 27 and 36 of
Part 1 of the report, which show that, as regards countries outside of
the United States, while the supply of gold has tallen oft by £15,000,000
yearly since 1866-"70, the annual supply of silver has increased by less
than £4,500,000.

For these reasons we are unable to attach as much importance as our
colleagues to the operation of causes affecting eommodities in produe-
ing a general fall of prices, which is estimated to average about 30 per
cent.; and we think it is incaumbent upon those who take that view to
explain why prices did not fall in a similar degree at the earlier periods
to which we have referred.

We are not insensible to the faet that facilities for production are
habitually increasing, and the cost of production is constantly becom-
ing less. But these factors have always been in operation since the
world began, and while we recognize their tendency to depress the
prices of commodities, they are not, in our opinion, sufficient to account
for the abnormal fall in prices which has been apparent since the rupt-
ure of the bimetallic par, and only since that time.

Moreover, if industrial progress during the last fifteen years has pro-
duced this enormous fall of prices, we ought to anticipate a further fall
of equal magnitude as a consequence of industrial progress during the
next fifteen years. Is this a conclusion which we can accept? And, if
80, can we contemplate it with equanimity ?

Even assuming, then, that it is possible to maintain the distinction
drawn by our colleagues, we are led to the counclusion that, while some
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effect is no doubt due to causes affecting commodities alone, it is to
monetary causes that the larger share of the general fall must be
ascribed ; and a fall of prices fromn these causes we consider, for reasons
given at greater length in section 94 of Part I, to be a serious evil.

In support of this opinion we may refer to the views which were ex-
pressed 1u the final report of the royal commission upon the depression
of trade in the following words, to which we think it desirable to recall
attention :

We expressed in our third report tho opinion that tlhus fall in prices, so far as it has
been caused by an appreciation of the standard of value, was & matter deserving of
the most scrious independent inquiry, and we do not, therefore, think it necessary
to mvestigate at length the causes which have brought it about; but we desire to give
it a leading place in the ennmeration of the influences which have tended to produce
the present depression.

Under an appreciating standard those who are enjoying acquired
wealth benefit, for a time at least, at the expense of those who are ac-
quiring it, and the active and enterprising members of society suffer.
In this way we believe that an appreciating standard of value exercises
an injurious effect on the rate of increase of the total wealth of the
community.

12, There appears to us to be suflicient evidence (to which we shall
refer later on when we deal in detail with the several questions con-
tained in our order of reference) to show that the fall of prices and its
resulting evils have affected all classes of the population (with the ex-
ception of those in the enjoyment of fixed incomes payable in gold),
from the manufacturers and producers down to the wage-earners; but,
in our opinion, it is the latter class which have the most direct and imme-
diate interest in the adoption of any measure which will re-establish the
comparative stability of the standard of value, such as it was before
the recent divergence in the relative value of the precious metals.,

EFFECTS OF THE CHANGES ON CERTAIN SPECIFIED INTERESTS.

13. Passing next to the effects of the changes which we have deseribed
upon the various matters and interests specified in our order of refer-
ence, we are directed in the first place to consider their bearing upon
the remittances of the government of India.

We have already expressed our concurrence with the view taken by
our colleagues of the difficulties arising under this head.

14. As regards ¢“payments under old or fixed contracts,” it is mani-
fest that such coutracts, if dating from a period antecedent to the fall
in the gold prices of silver, Lecome more onerous at each successive
stage of the fall, and that the burden of “new or current contracts”
will increase in the same manner if' the fall proceeds further.

In both cases the uncertainty attaching to the future mast be a matter
of great embarrassment to the government; but it should be observed
that in the case of new or current contracts, such as those for the pur-
chase of commodities, which do not extend over any long period of
time, the evil caused by the fall is mitigated, but only in so far as the
prices of the commodities in respect of which the contracts are made
have fallen as much as or more than the gold price of silver.

15. “Persons in India who have to make remittances home in gold”
have suffered in the same maunnetr and to the same extent as the gov-
ernment. Their remittances, when converted into gold, undergo an ap-

arent loss at the present time of 30 per cent.

The loss is no doubt alleviated pro tanto by any fall in the gold prices

8. Mis, 34—9
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of 'the articles or services for the purchase of which the remittance is
employed ; but we do not think that complete compensation is obtained
in this way, and in comparison with persons receiving fixed salaries in
this country, every person receiving a similar salary in countries where
silver is the standard undoubtedly suffers a loss of about one-third on
all sums whieh he remits home.

Where the remittance is made to cover a fixed charge, or to purchase
commodities of which the gold price has not fallen, the loss is heavy.

When the rupee was worth 2s., a fixed charge of £100 could be met
by remitting 1,000 rupees. At the present time the amount required
would be nearly 1,500 rupees, an increased burden ou the remitter of
50 per cent.

16. We are next directed to consider the position of ¢the producers,
merchants, and tax-payers of India.”

(@) As regards the Indian producer, ke gains through the operation
of the causes set forth in section 9 of this report; and he will continue
to gain until all the incidents of production in gold-using countries shall
have accommodated themselves to the new level of prices. On the
other hand, both the producer and exporter in India must suffer from
the uncertainty of the exchange with gold-using countries, resulting
from variations in the relative vaiue of the precious metals.

(b) The position of the merchant in India does not seem to have been
materially aflected.  So far as the export trade of the country may have
been stimulated by the canses o which we have referred above, he has
benetited. So far as the import {rade may have been hampered by the
i)peruti()n of similar canses 1 the converse direction, he has sustained a
0S8,

But it can not be doubted that, as in the case of the producer, the
constant Huctnations i exchange must have introduced an clement of
risk and uncertainty into trade which has been pro tarto prejudicial.

(¢) Asregards the position of the tax-payer in India, it is obvious that
the necessity of making increased remittances in discharge of gold
debts compels the government to maintain taxation above what it would
be if no fall in the value of the rupee had taken place,

The tax-payer, therefore, considered exclusively as such, is aloser. He
has to pay a larger number of rupees than he would if, instead of 1s. 4d.,
the rupees were worth 1s. 104d. At the present rate ot exchange the
annual burden to India is represented by a sum of about tive crores of
rupees. This amount, constituting as it does about one-tenth of the
total revenue, properly so-called, of the government ot India, might
either, if the rupee were at its former value, be remitted, thus relieving
the people of India from a heavy amount of taxation, or be expended
in the further promotion of public works, education, and other impor-
tant measures for the improvement of the country.

This large sum has been sometimes represented as a loss to the gov-
ernment, but not to the people of India. The distinction is, in our
opinion, untenable. In every country finance is the most important
business of government. DBut in no couitry is it so important as in
India. Yet in India we maintain a system of currency such that, in a
time of comparative peace and growing commerce, its administration
finds itself involved in as many financial uncertainties and embarrass-
ments as if it were engaged in a costly war.

Again, it is sometimes said that the loss to India is nominal, and not
real. Butif, as we believe, the divergence in the values of the precious
metals is due to an increase in the value of gold, the loss to India 1s
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most real. For she has to pay the same quantity of gold as before, and
that quantity is worth more.

We tind in consequence that, after repeated efforts to reduce expendi-
ture, the government ot India have been at last compelled to resort to
fresh taxation of an undesirable kind, in order to restere the financial
equilibrium, and that, unless some improvement in this respect shortly
takes place, it will become indispensable, in order to avert financial dis-
order, to adopt further measures, which are, in their opinion, open to
grave objection, both on financial and political grounds.

We regret to add that however grave the present financial position of
the government of India may be, the future prospect is one which we
can not regard without far more serious apprehension.

We are very far from attempting even to form an opinion as to what
the future relations of the two precious metals may be if they continue,
as at present, without any fixed ratio between them; but it is impossible
to shut our eyes to the possibility of a still further relative depreciation
of silver or appreciation of gold, and a consequent increase ot the diffi-
culties by which the Government is now beset.

17. As regards the merchants and manufacturers at home who trade
with India, we have already indicated in general terms the mode in
which their interests are aftected. :

Both English and Indian producers have had to submit to a lower
gold price in the Bnglish market; but as this lower gold price produces
the same number of rupees as the higher gold price did before, the In-
dian producer has not suffered, while the English producer, from the
causes previously mentioned, has undergone « loss.

To whatever extent this may have been the case, we think that the
trade between the United Kingdom and India has been affected by the
recent monetary disturbance ; but, beyond this, we doubt whether any
very marked effects have been produced by it, except so far as trade
has been checked and restrained from its natural expansion by the un-
certainties and insecurity which have doubtless exerted an unfavorable
influence.

The large increase in this trade daring the period under considera-
tion is often adduced as a proof that no such adverse influence can have
been in operation ; but we think that this is sufficiently explained by
other causes, such as the comparative prosperity of India, the develop-
ment of her railway system, the abolition of import duties, which has
practically made ber a free port, the reduction in transport, and the
facilities of communication with Europe due to the Suez Canal. We
also think that, had it not been for the monetary disturbance, the trade
would have assumed still larger dimensions.

18. Our attention is next directed to the effects of these changes
upon the intcrests of the United Kingdom.

As regards trade with silver-using countries other tban India, we
have only to point out that the views which we have expressed with
regard to India are, so far as they concern trade, of general application
to all silver-using countries; but we observe that, in marked contrast
with our Indian trade, both the import and export trade with other
silver-using countrics appears to have declined in recent years.

* One feature in this general decline of trade deserves special notice
on account of its effect upon the wanufacturing indusiry of Lancashire,

A serious check appears to have been given to the growth of the ex-
ports of cotton yarn to China and Japan, owing to the rapid increase
in the exports from India to those countries. The facts are given in
section 76 of Part 1 of the Report, from which it appears that the ex-
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ports from India increased, between 187677 and 1886-"87, from 7,900,000
pounds to 91,800,000 pounds, or about 1,058 per cent.; and the returns
for 1887-'88 show a still further increase. The exports from the United
Kingdom, on the other hand, to China, Hong-Kong, and Japan, in-
creased steadily between 1877 and- 1881 from 33,000,000 pounds to
417,400,000 pounds; but from the latter year they declined to 26,900,000
pounds in 1886, though they rose again slightly in 1887 to 35,350,000
pounds.

The competition of the Indian spinning mills of course makes itself
felt in the home markets of that country; and there is some evidence
that our trade with the East in coarse yarns has entirely left us.

The natural advantages which India derives from being itself the
country where the raw material is produced, and from her close prox-
imity to the markets afforded by the silver-using countries in the East,
are thus enhanced by the additional advantages derived from a common
standard, free from the fluctnations to which the trade between India
and gold-using countries is subject.

The divergence between the value of gold and silver, therefore, in
practice constitutes an advantage to the producer in India, not only in
80 far as he produces tor the markets of gold-using countries, but in 8o
far as he competes with the manufacturers of those countries in the
nentral markets of silver-using countries.

19. But it is upon the foreign and internal trade of the United King-
dom, and the industrial condition of the country generally, that we
thinll( the recent currency changes have produced the most injurious
resnlts.

We must not, however, be understood as implying that in our opinion
the depression which has affected the trade and industry of the country
in recent years is entirely due to these changes. Other causes have no
doubt been at work; but we think that monetary causes have also
operated to a considerable extent.

20. In our view the magnitude of the evil arising from the existing
relations between the precious metals is due to the facts (a) that the
commerce of the world is now conducted under two distinet standards
instead of one as was formerly the case; (b) that those two standards
have, by being dissociated from each other, lost the important quality
of relative stability ; and (¢) that the effect upon the trade and industry
of the United Kingdom has been that of an appreciating standard of
value, which, for reasons above given, we consider to be a serious evil
to the industrial and working classes. In this respect we are unable
to draw any distinction between the foreign and the internal trade of
the country; the evils of an appreciating standard must obviously ap-
ply equally to both.

21. In regard toour foreign trade we would call attention to the fall-
ing off in value both absolutely and relatively to population.

This reduction of value would, of course, be immaterial if the cost of
production had decreased in the same proportion, and if retail prices
had followed the fall in wholesale prices. But this does not appear to
have been the case.

22. The evidence of the income tax returns given in section 55 of
Part I of the Report points in the same direction. Notwithstanding a
large increase both in population and in the production of nearly all
commodities, the profits which come under the notice of the tax col-
lector are scarcely larger than they were fifteen years ago, and, what is
more important, the rate of increase has materially fallen off.

From 1874 to 1886 the increase in the gross amount of property and
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profits assessed to income tax was not quite 15 per cent. In the pre-
ceding twelve years, from 1862 to 1874, the increase- was 56 per cent.

23. Turning next to the employment of labor, we think that the com-
mission might with advantage have taken more evidence upon this sub-
ject, but we desire to call special attention to the evidence of Mr.
Fielden, who, besides being personally acquainted with the condition of
the laboring classes in the manufacturing districts of Lancashige and
Yorkshire, was able to place before us much valuable information with
regard to the employment of labor in the country at large.

He has obtained statistics from ten of the largest trades unions in
the country with regard to the number of their members out of em-
ployment, and the amount of support given to them out of the society
funds.

The result is, that while the average number of members in these
societies in the years 1871275 was 98,640, the average number out of
work was 2,150, or 2.18 per cent., and the average cost £44,852 per an-
num. In the years 1882-'86, the number of members averaged 139,338,
the number out of work 10,063, or 7.22 per cent.. and the average cost
£162,494 per annum.

24, The general conclusions which we draw from his evidence are, not
only that the rate of wages has fallen, but that the amount actually
earned, even by those who are nominally at work, has, owing to irregu-
larity of employment, fallen in astill greater degree, and that the num-
ber of persons altogether out of employment has distinetly increased
of late years.

The important question for the laborer is not what he earns per day
or per week, but per year.

25. The reduction in profits and wages to which we have above
alluded appears to us to be fully corroborated by the diminution in the
purchasing power of the country shown in the statistics of our foreign
trade.

In 1873 the total value of the imports into and exports from the
United Kingdom was £21 4s. 1d. per head of population. In 1886 it was
£1617s.

If the fall in prices had been cansed solely by the reduced cost and
increased supply, the money demand of the population should, in our
view, have remained the same, and the total value of the trade should
have been maintained.

%6. We may here notice another important effect of an appreciating
standard, which arises from the increased burden of all fixed charges
payable in gold, such as the national debt, perpetual debenture, leases
for long terms of years, annaities, pensions, and other similar charges,
which can not be reduced or terminated. With every rise in the value
of gold the weight of this burden upon the industry of the country
increases.

The loss to the nation at large under this head must be of a most
serious kind, the only class which benefits being the small number of
annuitants, estimated at 250,000,

27. We wish to direct attention also to another consequence which
has resulted from the rupture of the bimetallic par, and the unsettled
relations between the two metals.

We refer to the check which has been given to the free-trade policy,
and tendency to reactionary legislation in favor of protection which
have been manifested in recent years, and to which, we think, the cause
in question has largely contributed.
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A period of falling prices is always unfavorable to the removal of
commercial restrictions and of protective duties; and in the present
case this general depression has been aggravated in the gold-using
countries by the advantages in competition which have been enjoyed
by silver-using countries, in the manner which we have explained in
section 9 of this report. So lorg as unequal conditions of production
and exchange are created and fostered by monetary legislation it will
be difficult to prevent attempts to counteract their effects by protective
or countervailing tariffs.

On the other hand, the financial embarrassment which has been cre-
ated in Dritish India must raise the question of a return, for revenue

. purposes, to the system of import duties which was abolished with such
successful results in 1879 and 1831, and which it was thought was
finally removed from the path of Indian progress.

The interests of any country which is committed to a free-trade policy
are especially and deeply interested in removing, so far as it lies in Tier
power, a cause which operates in making the abandonment of a pro-
tective system more and more difficnlt by other countries, and it appears
to us that the adoption of a common international standard of value is
an essential condition of the tulfillment of this poliey.

28. We think that the above remarks upon the evils affecting both
the United Kingdom and India, if taken in connection with the more
detailed statement in Part 1 of the report, will sufficiently indicate our
view as to their nature and gravity, and that they are largely due to the
currency changes which have taken place in the years immediately pre-
ceding and following 1873,

We think that too much stress can not be laid upon the novelty of
the experiment which has been attempted as the result of the above
changes. That experiment consists in the independent and unregu-
lated use of both gold and silver as standards of value by the different
nations of the world.

We are strongly of opinion that both metals mnst continue to be used
as standard money; the results of using them separately and inde-
pendently since 1873 have been most unsatisfactory, and may be posi-
tively disastrous in the future.

1t can not be questioned that until 1873 gold and silver were always
effectively linked by a legal ratio in one or more conntries.

It is equally indisputable that the relative value of the two metals
has been subject to greater divergence sinee 1874 than during the whole
of the two hundred years preceding that date, notwitstanding the occur-
rence of variations in their relative production more intense and mqre
prolonged than those which have been experienced in recent years,

29. In 1873 and 1874 the connecting link disappeared, and for the first
time the system of rating the two metals ceased to form a subject of
legislation in any country in the world,

The law of supply and demand was for the first time left to operate
independently upon the value of each metal; and simultancously the
ratio which had been maintained, with scarcely any perceptible varia-
tion, for two hundred years gave place to a marked and rapid diver-
gence in the relative value of gold and silver, which has culminated in
a change from 153 to 1 to 22 to 1.

PROPOSED REMEDY.

30. 1t appears to us impossible to attribute the concurrence of these
two events to a merely fortuitous coincidence. They must, in our
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opinion, be regarded as standing to each other in the relation of cause
and effect.

Wc can not, therefore, doubt that if the system which prevailed before

873 were 1-oplacu1 in its integrity most of the evils which we have
ahove described would be removed ; and the remedy which we have to
suggest is simply the reversion to a system which existed before the
changes above referred to were bronght about—a system, namely, under
which both metals were freely coined into legal-tender money at a fixed
ratio over a sufficiently large area.

The effects of that system, though it was nominally in foree only within
a limited area, were felt in all commereial counties, whatever their indi-
vidual systems of currency might be, and the relative value of the two
metals in all the markets of the world was practically identical with
that tixed by the legislation of the countries forming the Latin Unijon.

As regards the possibility of maintaining sueh a system in the futuore,
we need only refer to the conclusion at which our colleagnes have
arrived in section 107 of Part II, and with which we entirely agree,
namely, that—

In any conditions fairly to be contemplaied in the future, so far as we can forecast
them from the experienco of the past, a stable ratio might be mmntained if the na-
tions we have alluded to were to accept and strictly adhere to bimetallism at the
suggested ratio. We think tbat if in all these conntries gold and silver conld be
freely coined, and thus become exchangeable against commodities at the tixed ratio,
the market valne of silver as measured by gokl would conform to that ratio, and not
vary to any material extent.

We also agree generally with the views expressed by our colleagues
in sections 109 and 110 as to the extent to which such a system, if
adopted and majntained, would remedy the evils complained of. And
we would call attention to the additional advantages referred to in sec-
tions 111 and 119 as likely to accrue from the adoptmu of an inter-
national bimetallic system of currency.

31. 1t only remains for us, therefore, to give our reasons for thinking
that our colleagues have attached umluo importance to the several
objections which have been urged against the proposed change. These
objections are as follows:

(1) That “the change proposed is tremendous,” and that its ¢ very
novelty would excite apprehensions which in themselves might not be
without their danger.”

To this we reply that the system of currency which we recommend
was in existence in other countries for many years before 1873, and its
effects practically extended to all the commercial countries of the world.
We are not aware that so long as it was maintaned in its integrity any
evil results ensued. The only novelty 1 onr proposal is that the United
Kingdom should join with the other countries specified below, in section
35, in re-establishing a bimetallic system. We are therefore unable to
understand how, in view of the experience of the past, any ground for
serious apprehension can exist.

(2) That the position of the United Kingdom, and especially of Lon-
don, as the commercial or financial center of the world, would be
endangered.

This. position, it is urged, is due to the fact that the standard of value
in this country is a dchmte quantity of a particular metal, and that per-
sons entering into transactions expressed in pounds sterlmg conse-
quently know with absolute certainty what it is that they will have to
give or receive. This certainty, it is said, would disappear if an option
were given to debtors, as is proposed under the bimetallic system, of
tendering either one of two metals.
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To this we reply—

(@) That the commercial and financial pre-eminence of London dates
back to a period anterior to the establishment of the single gold stand-
ard in this country, and a period when, as a matter of fact, the currency
of the country was bimetallic.

(b) That if the transactions of other countries are now largely car-
ried out by means of bills drawn upon London, it is because London is,
for many reasons, the best market for such bills, and that this fact is
not likely to be affected by our joining with other nations in a common
system of currency.

(¢) That the option conceded to debtors under the bimetallic system
could rarely have any practical effect, inasmuch as if that system were
established and maintained in its integrity there would be no appreci-
able inducement to select one metal rather thaun the other.

(3) That if bimetallism resulted in a fall in the value of gold, England
as a country entitled to receive large gold payments would lose, and
other countries would gain at her expense.

In reply to this objection we need only refer to the arguments stated
in section 96 (k) of Part I of the Report, to which we have nothing to
add.

(4) That the bimetallic system depends for its successful working
upon international support, and that, foradequate or inadequate reasons,
other nations would, sooner or later, cease to adhere to it.

To this we reply («) that no sufficient motive can be suggested for the
secession of any of the contracting powers; (b) that provided the sys-
tem was maintained over a sufficiently large area the sccession of one
or more powers would not be of vital importance; (¢) that in any case
the seceding power would cause more injury to its own subjects than to
those of other countries; and (d) that such an objection applies with
equal force to all international agreements.

(5) That the tendency, which is observable among the more civilized
nations, to use gold rather than silver, would be likely, notwithstanding
the existence ot a bimetallic system, to encoarage the accumulation of
that metal, and the creation of an agio upon it, which would thus dis-
turb the ratio fixed by law between the two metals

To this we reply that the tendency above mentioned is ma,mly the
result of the apprehensions and uncertainty attending upon the exist-
ing relations between the two metals; and that all inducement to accu-
mulate gold would cease with a return to a stable ratio of value between
them.

(6) That there might be a tacit refusal of the people of a country to
accept both metals as legal tender, and that contracts would be largely
made in one of the two metals only.

The question raised in this objection is rather a matter of opinion
than ot argument, and we can only say that we do not share the appre-
hensions of those who foresee any serious difficulty arising from such
a course.

Even if it be admitted that it would be largely adopted we do not
think that, so long as the legal ratio between the two metals continued
in force, any real difficulty could oceur.

But we may point out that the objection appears to assume what has,
of course, never been suggested, that the bimetallic system could be
introduced into a country without the consent of those sections of the
population who would be most interested in the adoption of such a
change. Wae are satisfied that no such measure as the introduction of
the double standard could be passed into law, in this country at least,
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without such an amount of popular support as would practically pre-
vent the possibility of the adoption of such a course as is supposed in
the objection we are noticing.

(7) That if debts contracted in gold could be paid in silver, the claimns
of all creditors would unjustly suffer, and that the adoption of a bime-
tallic system would thus amount to a breach of faith.

This last objection is that which appears to us to call for the most
serious consideration, and we are not disposed to underrate its impor-
tance.

If it be right that a government should adopt and impose upon its
people a legal standard of value, it iy clearly its duty to provide, as far
as possible, that such standard shall not be wanting in its most essen-
tial attribute, viz, that of the greatest attainable stability.

Recent experience has shown that by the monetary policy of Ger-
many, the Latin Union, and the United States, over which this country
had no control, the standard of value in the United Kingdom has been
gravely impaired and its future stability, as well as that of the silver
standard of India, seriously endangered.

In these circumstances it is evident that if the Government, by its
direct action in changing the standard, injured the interests of creditors
and distnrbed existing contracts, it may, by abstaining from action, in-
jure the interests of debtors to an equal or greater extent, and affect
futare contracts.

It appears to us that if it is wrong in a Government to make any
change in its standard of value on the ground that it would disturb the
relations of dobtors and creditors, it must be equally wrong to abstain
from any action which it is in its power to take, by which a disturbavce
in those relations may be averted.

But it is essential to observe that this objection, whatever force at-
taches to it, is not directed against the policy of bimetallism as such,
but merely against the return to the ratio of 154 to 1, or some other
ratio differing much from the current relative value of gold and silver.

It must also be recollected that it can not e urged by those who
have insisted that the fall in prices is due to causes primarily affecting
commodities, and not to the appreciation of gold. If the ruptare of
the bimetallic par has not led to the appreciation of gold and to a fall
in prices, there appears to be no sufticient reason for supposing that its
renewal would affect the value of gold or cause @ rise in prices.

32. For these reasons we do not think that, atter giving due weight
to the foregoing objections. they are such as ought to be allowed to
stand in the way of such a policy as we are prepared to recommend.

Neither metal alone exists in sufficient quantity to serve as a sole
standard without causing such a change in the level of prices as to
amount to a financial and commereial revolution; but we can not doubt
that if a sufficiently wide area of agreement between the leading com-
mercial countries can be secured, this most important result may be
effectually attained and a great international reform successfully ac-
complished.

33. Further, we are strongly impressed with the conviction that what-
ever evils may be expected to flow from a return to the status quo ante,
the evils, both present and prospective, of the existing situation are infi-
nitely more serious. .

Failing any attempt to re-establish the connecting link between the
two metals, it seems probable that the gencral tendency of the commer-
cial nations of the world will be towards a single gold standard.

Any step in that direction would, of course, aggravate all the evils
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of the existing situation, and could not fail to have a most injurious
effect upon the progress of the world.

A farther fall in the value of silver might at any moment give rise
to further evils of great and indefinite magnitude in India, while a far-
ther rise in the value of gold might produce the most serious conse-
quences at home.

34. No settlement of the difficulty is, however, in our opinion, possi-
ble without international action.

The remedy which we suggest is essentially international in its char-
acter, and its details must be settled in concert with the other powers
concerued. .

It will be sufficient for us to indicate the essential features of the
agreement to be arrived at, namely, (1) free coinage of both metals into
legal tender money; and (2) the fixing of a ratio at which the coins of
either metal shall be available for the payment of all debts at the op-
tion of the debtor.

35. The particular ratio to be adopted is not, in our opinion, a neces-
sary preliminary to the opening of negotiations for the establishment
of such an agreement, and can, with other matters of detail, be left for
further discussion and settlement between the parties interested.

We therefore submit that the chief commercial nations of the world,
such as the United States, Germany, and the States forming the Latin
Union, should in the first place be consulted as to their readiness to
join with the United Kingdom in & conference, at which India and any
of the British colonies which may desire to attend should be repre-
sented, with a view to arrive, il possible, at a common agreement on
the basis above indicated.

36. We have indicated what appears to us to be the only permanent
solution of the difficulties arising from the recent changes in the rela-
tive value of the precious metals, and the only solution which will pro-
tect this and other countries against the risks of the future. At the
same time we approve the recommendations of our colleagues in sec-
tions 134-137.

We do not attach much importance to their probable direct effects ;
but their influence at the present time would be beneticial, while their
adoption would place no obstacle in the way of a more satistactory so-
lution at a future date, and might possibly facilitate it.

All which we submit to Your Majesty’s gracious consideration.

Louls MALLET. D. BARBOUR.
ARTHUR JAMES BALFOUR. W. II. HOULDSWORTAH.
HENRY CHAPLIN. SAMUEL MONTAGU.

GEo. H. MURRAY, Secretary.
OCTOBER, 1888,

NOTE BY SIE LOUIS MALLET.

1. I have signed the foregoing report (Part III) Lecause I concur
generally in its conclusions and recommendations, but as it does not
adequately represent the reasons which have led me to their adoption,
and still less the reasons which have obliged e to dissent from the
main conclusions of Part II, I add the following supplementary ob-
servations:

2. The facts as to the recent changes in the relative value of the pre-
cious mretals have been as fully set forth in the general report as the
circumstances of the case appear to require.
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3. In considering their nature and causes three alternatives are pre-
sented in the order of reference:

There may have been (a) a depreciation of silver; (b) an appreciation
of gold; (¢) a combination of both causes.

4. 1 must here observe that it is necessary to distingunish between the
terms “appreciation” and ¢ depreciation,” as applied to the precious
metals in their relation to each other, and in their relation to commod-
ities.

To whatever cause it 18 to be attributed, the relative value of the two
metals to each other had not for many years previous to 1874 been sub-
ject to much variation; and in their relation to commodities they have
therefore risen and fallen together, with a corresponding but converse
fall or rise in the gold and silver prices of commodities.

It has, therefore, been customary, in speaking of the appreciation or
depreciation of the precious metals, to consider their relation to com-
modities, and not to each other.

5. But although any divergence in value between gold and silver
must be represented by an equal divergence between gold and silver
prices, it is evident that in such a case either metal may appreciate or
depreciate in relation to the other, while undergoing no change in rela-
tion to commodities.

It becomes necessary, therefore, from this point of view, in order to
ascertain the effeet of such divergence upon the relation of either metal
or of both to commodities, to consider separately the cause or causes of
the divergence between the two metals ¢ inter se,” and the cause or
causes of the divergence between gold and silver prices.

(. With respect to the relations of the metals infer se, I agree in the
conclusion stated in paragraphs 188-195 of Part I of the report, that
the primary cause of the recent changes is to be found in the abandon-
ment by the countries forming the Latin Union of the free coinage of
boti metals into legal-tender money at a fixed ratio.

7. 1L am unable to believe that the increased supply of silver and the
diminished supply of gold during recent years could have caused the
divergence in value between gold and silver which has taken place if
thaf system had been maintained.

Changes in the supply of the two metals of much greater magnitude
in former times do not appear to have had an important influence in
coutrolling their relative value; and in support of this view I need not
do more than refer to the following figures, taken from section 21 of

>art I of the report.

Relative value of production and market price of gold and silver in the under-mentioned

periods.
t r

lnfio of {!n.luu Rﬂ.tio of ]nmr~ Rugin nfr;'alue R‘r‘l.tio ofiunr-

N of produc- et value - of produe- ot value

Period. tion (silver | (silver to Period. tion (silver | (silver to

to gold). gold). to gold). gold).

1801-'10. . 3,227 to 1 15.61 to 1 || 1861-'65 . .386to1 15.40to 1
1811-"20 . 3.048t0 1 16.51 to 1 || 1866~ 70.. 44 tol 16.55to 1
1821-"50. . 2,055 to 1 15 80 to 1 || 1871-'75.. 70 to1 15,97 to 1
1831-40. .. 1.865 to 1 15.75 to 1 |{ 1876-'80.. LT94 to 1 I7.8lto1
1841-'50. 1.030to1 18.63 to 1
............................... 22 tol

.899to 1 15.83 to 1 || 1881-'85..
L2880 1 15,41 te 1 888
W292t01 15.30to 1

1851-'55.
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It will be observed that during the first seventy years of the century,
although the quantities of the two metals produced varied in relative
value from 3.227 to 1 to .44 to 1, their value in the market varied only
between 15.41 to 1 and 15.83 to 1; but between 1870 aud 1885, with
much less marked variations in relative production, the relative value
of the two metals in the markets fell from 15.55 to1 to 18.63 to 1, and at
the time we write it is nearly 22 to 1.

In the face of these facts it appears to me impossible to attribute the
divergence of value between gold and silver to the comparatively slight
change 1n the conditions of supply, irrespective of the altered conditions
of demand.

DEMAND.

8. The demand for gold and silver largely depends upon their use as
‘“mone)y ” in its several functions. and for this purpose both metals have
hitherto been found, and probably will continue to be found, indispen-
sable, from the diversity of their uses, and also {rom the insufficiency in
quantity of either one, or the other, alone.

The distribution of these two metals between the nations of the world
has been determined by various considerations; but as one of the mnost
important of their uses as money has been to serve as a standard meas-
ure of value with free mintage, or liableonly to a seignorage representing
its cost, it is obvious that the selection of oncor the other for this purpose
has exercised a direct influence on the value of the metal so selected.

Until recently the attempt has never been abandoned, either by the
separate action of particular countries or by a group of states such as
that of which the Latin Union is composed, toneutralize, as far as possible,
the evils and inconveniences of two standards of value with no conneet
ing link between them, by establishing a fixed legal ratio of weight at
which they should always be exchangeable one for the other.

It may be stated geuncrally that during the last century the national
unit of coinage which constituted the standard of value in the privneipal
countries practically rested on both metals, silver beingusually the nomi-
nal standard with gold rated to it, at the discretion of each government.

In the United Kingdom, from 1717 to 1816, this system prevailed, the
ratio of gold to silver having been fixed at 1 to 15.21.

In the United States of America the double standard was originally
adopted in 1786 with a ratio of 1 to 15.25; changed in 1792 to 1 to 15,
and in 1834 to 1 to 16.

In 1803 the double standard, with a ratio of 153 to 1, was definitively
adopted by France, and in 1865 the formation of the Latin Union, ulti-
mately consisting of France, Italy, Belgium, Switzerland, and Greece,
extended and confimed it.

The changes in monetary policy which have taken place during the
last fifteen years, both in Europe and in the United States of Anerica,
have on the one hand largely increased the area in which gold is used
as a standard of value, while diminishing that in which silver is so used,
and on the other, by entirely removing the restraining influence of legis-
lation on the relations of the two metals, have left the law of supply
and demand to operate independently on the value of each, instead of
setting in motion a compensatory or equilibratory action upon both.

The effect has, in my opinion, been to cause an increased demand for
gold and a relatively diminished demand for silver.

9. An examination of the international movements of gold and silver
during recent years appears to support this view.

In dealing with the statistics of the export or import of the precious
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metals it must be recollected that they are necessarily imperfect, and
that no reliance can be placed upon any apparent movements which are
not of considerable magnitude, distincet and well defined, but they never-
theless afford general indications of much significance.

10. It will be convenient to give the first place to the United States.

Average of the financial years— X Lotf ’E:) 3 ts \Y:'f <§me
— I
185155 1 eerar annrsenaran e aameeaaamaneeanaeaaaansaaeeneannarinanns| aanascaaaran ’ $34, 280, 000

1856-"60* ... 49, 204, 000
1861-'63* 19, 498, 000
1864-'70 47, 638, 000
1871-'75 26, 000
1876-"80
1881-'85

* Includes mlver, but to the end of 1860 tho amount was ma.mly gold

The evidence in this case is most remarkable. Up to 1876 the United
States yearly supplied large quantities of gold to the rest of the world.
Since 1876 she has been receiving gold from other countries. The in-
fluence which stopped the flow of gold from the United States, and re-
versed the direction of the current, had its origin in that country. It
was therefore a new demand for gold, and must have tended to raise the
value of gold.

Let us now consider England :

- Net im ortsn Net exports
Averago for tho yoars. of gold. | of gold.

i
IBBB="60 - +e e enemenermemenaeanene e eneeneaantan et aaanaeaannnnannnnns £3,795, 000

1861-'70 . 5,546,000 |..

187176 3,345, 000 l

1877-1 . 1771, 400, 000
1881 ‘ 465, 000
1886 ’ i 391, 450

The evidence in the case of England is just as distinet as it is in the
case of the United States. Up to the end of 1876 there was a large and
continuous flow of gold into the country; since 1876 the supply has
ceased, and England has been losing gold.

Next as to France:

1 Not im N
. — ports | Net exports
Average for the years of gold. of gold.
N
Francs. FPrancs.

318, 435, 000 |..
191, 014, 000

Dr. Soetbeer has given grounds for doubting the accuracy of the
French statistics of the import and export of the precious metals; but,
allowing for the disturbance caused by events in connection wmh the
Franco German war, the flow of bullion is in harmony with what we
pbserve in the case of England, and the features of the change are o
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marked that we may feel sure that though they might be modified, they
would not be obliterated, if more accurate statistics were available.

In the case of Germany the figures given are those of the German
customs district, which are acknowledged not to be complete, but are
nevertheless significant :

Ne’f‘ innlxorts ‘ Net oxports

Averago of years. of gold | of gold.

Marks.
I, a8, 000

1872-'79
1880-'85.

For the other nations it is unnecessary to give tigures in detail, Italy
took special measures to accumulate gold, which has since shown a
tendency toleave that country.  Austria-1Tungary has also accumulated
gold, and so have the Scandinavian countries. In all these cases the
flow of gold was intended to meet anew demand, and its influence would
be in the direction of lowering prices.

Let us now turn to the East, and consider the evidence of the flow of
silver to and from those countries.

11. Mr. Giffen, of the board of trade, has given the following table,
showing the imports and exports of silver into and from China in her
trade with the United Kingdom, France, British India, and the United
States :

Net imports | Net exports ||

|

Net imports | Net exports
of silver. of silver. f
|
|

Year. of silver. of smlver.

2, 064, (00
806, 000

348, 000
3, 264, 000

£2, 508, 000
2, 080, 000
1, 131, 000

3,180, 000
% 967, 000
2,403, 000

43, 000
2,913, 000
3, 627, 000

745, 000

£20, 000
189, 000

1, 581, 000
""" 5, 000

000
o 105, 000

141, 000

It will be seen that the direetion of the curvent was reversed after
1872; China was losing silver up to 1872, and after that year she began
to import it. The change appears to indicate the eftect both of the
reduced demand for silver elsewhere and of its increased production.

The figures of the net imports of silver into India are as follows:

Years. Net imports Years. Net imports Years. Net imports

of silver. of silver, of silver.

Rs.
16, 000, 000
72, 000, 000

(N
187, 000, 000 || 1875-'76 .
70, 000, 000 || 1876-"77 .

Rs.
82,000,000 [| 1865-'66 . ..
111, 000, 000 || 1866-'67.

122,000, 000 || 1867-"68 . 56,000,000 || 1877-'78 . 147, 000, 000
77, 000, 000 || 1868-"69 . 86,000, 000 || 1878-'70 . 40, 000, 000
111, 000, 000 || 1809-'70 . 73,000, 000 || 1879-'80 . 79, 000, 000
63, 000, 000 || 1870-'71 . 9,000,000 || 1880-" . 39, 000, 000
91, 000, 000 || 1871-'72. 65, 000, 000 || 1881 54, 000, 600
126, 000, 000 || 187273 . 7,000, 000 || 1882-'83 . 75, 000, 000
128, 000, 000 i 1873-"74 . 25, 000,000 || 1883-'84 .. . 64, 000, 000

46,000, 000 || 1884~"85 ....c..cun 72, 000, 000

101, 000, 900 l 1874~'75. ..
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It will be observed that there was a distinet falling-off in the imports
of silver between 1870 and 1876 and a subsequent increase, but some
explanation is necessary to show the true significance of the figures.
During a portion of the time for which the figures of import of silver
are given there was an immense increase in the demand for Indian cot-
tou, arising from causes connected with the American war, payment for
which was largely taken in silver. T'here was also heavy borrowing in
England on account of the mutiny and of the extension of public works
by the Government in India, which had the effect of reducing for the
time the remittances {rom India on public account. DBut taking into our
account the ten years immediately preceding 1874 and those which have
followed, it will be found that the average net imports of silver in both
periods is, as nearly as possible, the same, viz,about £7,500,000 sterling.

It may be inferred from this fact that these imports have been larger
than they would have been had not the par been broken, if indeed there
might not have been an export of silver to Europe.

 The continued magnitade of the imports of silver into Indiais in har-
mony with what has occurred in China, and it presents a marked con-
trast to the movements of gold in Turope.

12. It must be borne in mind that the withdrawal of inconvertible
paper in France and the United States during recent years must neces
sarily have had a considerable efiect in contracting the currencies of the
world,and that owing to the change in monetary policy to which we have
adverted, the demand for metallic money caused by these resumptions
of specie payments fell mainly upon gold, instead of falling, as would
formerly have been the case, npon both metals.

13. I think, therefore, that the recent changes in the relative value
of the precious metals inter se, although probably to some extent due
to a diminished demand for silver, are mainly due to an increased
demand for gold. I believe it to be impossible to determiue in what
proportions the two causes have operated.

CAUSES OF CIIANGES IN GOLD AND SILVER PRICES.

14. But the main practical interest of the question we are examining
is derived from the fact that gold and silver are used as standard meas-
ures of value, and that any divergence in their relation to cach other
must be attended by an equal divergence between the things respect-
ively measured by them. The more important part of our inquiry,
therefore, relates to the cause or causes of the divergence between gold
and silver prices. '

15. This divergence may have arisen from cither of the two following |
causes: (@) A divergence between gold and silver solely due to a change |
in their relative value, inter se. (b) A simultaneous change affecting
commodities, in combination with the former cause. ’

For instance, gold and silver may have diverged in value relatively"
to eacli other (say) 30 per cent., from a rise in gold and a fall of silver of
15 per cent. respectively.

But the corresponding divergence in gold and silver prices may have
arisen either from this cause alone, or from a rise or fall in commodities
co-extensive with the rise in gold, or the fall in silver, viz, 15 per cent.

If due to the first cause alone, gold would have appreciated and silver
depreciated, in relation to commatities, 15 per cent., while gold prices
would have fallen and silver prices risen 15 per cent.

Bat if duo to the second cause, or a combination of causes, either gold
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would not have appreciated, nor gold prices fallen, while silver would
have depreciated 30 per cent., and silver prices risen 15 per cent. from
causes afiecting silver, and 15 per cent. from causes affecting commod-
ities, or silver would not have depreciated, nor silver prices risen, while
gold would have appreciated 15 per cent. from causes affecting gold,
and 15 per coent. from causes affecting commodities.

It is therefore necessary, in order to ascertain the operation of these
two sets of causes in the present case, to trace the course of both gold
and silver prices during the period of the divergence.

GOLD.

16. First, then, as regards gold prices. It might perhaps be sufficient
to refer to the conclusions of the royal commission on the depression of
trade, and to the evidence by which they are supported as to the fall in
gold prices in recent years, but an independent examination of the va-
rious estimates by competent statists shows that while differing in some
important respects, and in the evidence which they atford as to the de-
gree and extent of the fall, there is a remarkable concurrence of testi-
mony that the period nnder review has been characterized by a marked
reduction of gold prices affecting most important commodities, and es-
pecially the great staples of wholesale international trade.

Irrespective of these estimates, the statistics of quantities and values
of the imports and exports of the United Kingdom, published by the
board ot trade, appear to me to place the question beyond the reach of
controversy as regards this country, and similar evidence is afforded by
the trade accounts of other countries (France, Germany, United States
of America, and Iltaly).

UNITED STATES.
Summary table comparing the progress of imports and exports as stated in moncy in the
United States with the progress of cntries and clearances of shipping.

Compiled from tables, p. 177 et seq. of appendix to first report of royal commission on trade depres-
sion, continued to date.

Imports per head of ‘{ Eaports per head of | Entries and clearances
population. | population. of shipping.

———| - —

Years. .Inlcrﬁaso | l:llcruus(a lulcruuse
| or docrease or decrease | Tons per| ordecrease
Amount. | previous tAmouut. on previous head. | on previous

period. | period. | period.

I 3 e S J—

£ s d. Per cent. [ £ 8 d Ler cent. Tons. l Per cent.
1856-"60 .aiiiiiiiiaaan 117 8 lieiieeinnnaan 113 Tl .. [
860-'64 . - 11410 — 752 1 7 3 — 18.86 0.47 | + 6.82
1865-'69 118 2 + 9.57 l 13 1 — 13.46 040 | — 14,89
1870-'74 218 7 + 53.491 2 911 -+111, 06 0,57 + 42.50
1875-'79 225 —27.60 | 216 3 + 12,69 0. 62 + 8177
1880-'84 ... 21507 + 8L04| 3 511 + 17.19 0. 08 + .68
1885-'87 (three years only ...} 211 7 — 7.20| 218 0 — 12,01 0.62 — 8.82
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FRANCE.

S,

y table

paring the progress of imports and exports as stated in money in France
with the progress of entries and clearances of shipping.

[Compiled from tables, p. 177 et seq. of appendix to first report of royal commission on trade depres-
sion, continued to date.]

Imports per head of Lxports per head of | Eutrics and clearances
population. population. of shipping,

Years. Increase In‘orenae . Tncrease

or decrenss or decrouso | Tons per | ordecrease
Amount. on previous Amount. on previous head. | on previous .

period. period. period.

£ s d. Per cent. £ 5 d Per cent. Tons. DPer cent.
- 118 4| coeiiniianans I U § O 023 (...,
291 4+ 28.04 ) 211 4 + 22.40 026 F 13.04
. 3 2 8 - 27.67 | 8 211 + 22.57 033 + 26.92
- 315 8 4 20.75 1 315 0 + 19.21 041 + 24.24
4607 4 14.43 | 3 14 11 — 0.11 052 26. 83
ceeel b1 4 + 17.04 | 313 5 —_ 2,02 0. 69 + 32.60
1885-'87 (three years only)...| 4 6 0 — 1513 3 610 — 8.97 0.70 t 145

GERMANY.

Summary table comparing the progress of imports and exporis as stated in money in Ger-
many with the progress of entrics and clearances of shipping.

[Compiled from tables, p. 177 et seq of appendix to first. report of royal commission on trade depres-

Imports per head of '

sion, continued to date.]

Exports per head of

Entries and clearances

population. population. of shipping.
— — —_——-- !
Yeours. Inl(-ruusn | n T lnlcreaso
or decrease or decrease |Tons per| or decrease
Amount.| o\ Lrevious | AMOURL | ) Lrevious | head. | on previcus
poriod. period, period.
£ s d Per cent. l £ g d. Der cent. Tums. Der cent.
4 6 3| ... ... t 216 T | el *0. 26
4 G 1 4+ 0107 3 3 0 + 11.34 0.27
R, 3 8 3 _—20.72 | 3 88 + 8.9 0.32
1885-'87 (three yeats only)...| 8 3 9 ! — 65 3 310 — 7.04 10.35
i

'y table g

“ Averago for yonrs 1873 and 1874,

ITALY.

with the progress of entries and clearances of skipping.

[Compiled from tables, page 177 ¢t seq. of appendix to first re
depression, continued to date.

+ Average for two yoars, 1885 and 1886,

ing the progress of imports and erports as stated in money in Italy,

Yort of royal commission on trade

Imports per hoad of Exports per head of | Entries and clearances
population. population, of shipping.

Yoars. Iﬁcmnse ]x:lcreaso . Increase
or decrease or decrease | Tonsper| or decrease
Amount on previous Amount. on previous head. on previous

period. period. period.

Per cent. Tons. Per cent.

0,
1883-"87 coneennns eveen

S. Mis. 34——10
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The following figures from Mr. Giffen’s reports to the board of trade
show that the declared value of our foreign trade in the under-mentioned
years was as follows, the progress of the trade to 1873 having been for
many years almost unbroken:
£626,000,000 | 1885...e.n... e £584, 000, 000

554, 500, 000 || 1886 . -ee 562,500,000
667,000,000 || 1857 .ouerimniinneaaann. 583, 500, 000
623, 000, 000 |

If, however, the trade of the three latter years be valued at the priccs

of 1873, it would Le represented by the following figures:

£711,000,000 | 1885 .. ceeneeeeeeieeoan cnnn £835, 000, 000
#61, 000,000 | 1886 .ummns caene venannnns 858, 000, 000
544, 000, 000 |

The average for the last four years is—

Declared value ... £609,100, 000
Value at prices of 1873 .. .. oo i e 849, 500, 000
showing an average falling off of' £240,400,000, or about 29 per cent.

Even a more striking proof of the deeline in value of Dritish trade
as compared with volume is afforded by the fact that while we have
seen the total value of that trade declined from £626,000,000 in 1873
to £583,641,000 in 1687, the total tonnage employed in carrying it ad-
vanced from 37,034,422 in 1873 to 56,170,447 in 1887,

WAGES.

I think that further evidence might have been taken with advantage
as to the course of wages in this and other countries with a gold stand-
ard, but although there has been no general fall in wages correspond-
ing with the fall in prices, the information collected by the royal com-
mission on trade depression as well as by the present commission,
appears to indicate a reduction in the wages of agricultural labor in
many districts, and, although Jatterly there are indications of improve-
ment, due to greater commercial activity, a manifest tendency in recent
years towards a decline in other important industries.

It is necessary to remark, in reference to this question, that the mere
absence of a fall in wages is not of itself sufficient to prove that there
has been no appreciation of the standard, as this process may, in cer-
tain circamstances, have manifested itself in preventing a rise. In the
present case there is no doubt that the course of wages for a consider-
able period prior to 1873 was in an ascending scale, and that it has
suddenly been arrested, if not to any great extent reversed.

In an important paper by Mr. Giffen, read before the Statistical
Society in 1886, it is shown by ample statistics that the rise in mouey
wages of the working classes in the United Kingdom during the last
fifty years has been between 50 and 100 per cent., and that this pro-
gressive improvement appeared to culminate about 1873, since which
time there hus been little increase, and in some cases a decrease, indi-
cating the presence of some cause of a general kind which had counter-
acted an economic movement due to other causcs which were still in
full or increased operation.

SILVER PRICES.

17. The evidence as to prices measured in silver is much less complete,
owing to the absence of anthentic statistics or estimates by competent
authorities, but it is, nevertheless, in our opinion, sufficient to justify a
general conclusion.
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‘We have not been able to obtain any evidence pointing to a rise of
prices in silver using countries, and the commission has been compelled
to rely on general statements in the absence of well-authenticated and
adequate statistics. In most of these the condition of the currency
renders the compilation of such statements difticult and of doubtful
value; but I think that the magnitade and importance of British India,
combined with the fact of its possessing a sound system of currency
based on a metallic standard, may be considered to give it a represent-
ative character, and to render it a field of useful it not of decisive
inquiry.

1 have therefore sought in the movements of prices and of the precious
metals in that empire for the means of comparison with the gold prices
of the western countries.

For this purpose the commission obtained, both from the India office
and from the government of India, all the available materials for form-
ing an opinion on this subject of Indian prices, and append various
tables.

The imperfection of these materials is apparent on the surface, from
causes which are familiar to all those who are acquainted with the con-
ditions of India, so that it is unnecessary to do more than to refer to the
explanations given on this head both in the written and oral evidence.

But there can be little doubt that during the years succeeding 1873
there is no evidence of a rise in the g,cueml level of prices in India, and
that although there has been in some provinces and districts a rise in
the wages of skilled labor, the general wage level, as indicated by the
wages of unskilled labor, has not as yet risen.

Mr. O’Conor, the assistant secretary to the government of India in
the department of finance and commerce, has prepared at our request
a statement of Indian price and wage levels from 1861 to 1873 and from
1874 to 1887, fromn which we gather the following results: (1) That, on
the whole, the food grains of India have for the last seven years been
cheaper than in the fourteen years immediately preceding them. (2)
That the general level (average) of prices for the fourteen years from
1874 to 1887 is lower, except for wheat and rice, than in the thirteen
years from 1841 to 1873, (3) That iu the case of the principal exports,
wheat, rice, cotton, linseed, the production of which covers vast areas
of land, there has been an increase only in rice. Wheat and cotton
have fallen and linseed is nearly stationary. (4) That of other exports,
jute and shellac alone show any marked increase, while saltpeter, silk,
and sugar have fallen.

These general results correspond in the main with the conclusions to
be drawn trom the returns furnished by the India office, as well as with
the statements of other witnesses; nor is there any evidence atforded
by the returns of silver coined in India during the years under review
which would tend to show that the carrency has undergone any abnor-
mal expansion.

On the whole, we have been unable to obtain evidence that there has
been a rise in the general level of silver prices in India or in other silver-
using countries; on the contrary, it appears to be established that in
several important staples of international trade there has been a decline
in silver prices.

In gold-using countries, where price lists and market quotations are
not available with a view of ascertaining silver prices, it is necessary
to convert the index numbers of the several tabies of gold prices into
figures which represent silver prices according to the gold prices of
silver on the dates to which those numbers refer.
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The result of this comparison shows that since 1873 (the date of the
abandonment of the fixed ratio by the Latin Union) silver prices have
declined as well as gold prices, althongh more slowly, and to a consid-
erable less extent.

18. 1 thus arrive at the conclusion that there is evidence of a very
marked fall in gold prices in so many commodities as to give it a gen-
eral character, and that in silver prices whatever change has taken place
hasrather been in the same direction, although to a far less extent. But
it is essential to observe that in the foregoing remarks I have confined
nyself strictly to a statement of the facts, so far as 1 have been able
to ascertain them, and carefully avoided all reference to the causes of
the recent course of prices.

I agree, therefore, with those who think that the evidence justifies
the conclusion that the period under revision has been one of falling
prices, and that there is nothing in the facts which is inconsistent with
the opinion that to whatever extent these causes may have contributed
to the result, there has been no fall in gold prices attributable to the
appreciation of the gold standard, nor does the recent partial recovery
in the prices of certain commodities and in freights referred to in sec-
tion 24 of Part IT of the Report at all mmlld.tte this opinion.

19. We are now in & position to form an opinion as to which of the
two sets of causes specified in paragraph 15 have operated in the present
case in creating the divergenco between gold and silver prices.

If this divergence had been due to the tirst set of causes solely, viz,
to some change in the relative value of the two metals, that change
must have taken one of the three following forms: (1) An appreciation
of gold; (2) a depreciation ot silver; (3) a combination of both.

But in either of the two latter cases the third factor in price, com-
modities, having been “ex-hypothesi” constant, silver prices must have
risen to the whole extent of the divergence in the first case, and to a
part of it in the second, of which, as we have seen, there appears to be
no evidence.

These two explanations are therefore inadmissible, and if the diver-
gence is due to causes affecting the metals alone, it must be due to ap-
preciation of gold.

But if it be due to the sccond set of causes, viz, & combination of
changes in one or both of the metals and in commodities, the cause
must be either (a) a depreciation both of silver and commodities to the
full extent of the divergence, or (b) a depreciation both of silver and
commodities to the extent of a part of the divergence, with an appre-
ciation of gold to the extent of the difference.

Bither of these hypotheses is consistent with the facts of price giv en
above.

We are then left with three possible explanations, one derived from
the first, and the others from the second set of causes: (1) Apprecia-
tion ot gold, silver and commodities being constant; (2) depreciation
of silver and commodities 1n relation to gold, gold remaining constant;
(3) appreciation of gold, and depreciation of silver and commodities
in relation to gold.

I do not think that the facts before us bear ont either of the two first
of these explanations, although more consistent with the first than the
second.

I can not doubt that cheaper production and transport, corabined
with other causes which have increased the efficiency of labor, have
bad some share in the fall of prices during the last fifteen years; but
these it must be observed would have affected equally both gold and
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silver prices, and can not therefore explain the divergence between
them, except on the assumption that silver also has depreciated to the
same extent in relation to gold, a conterntion which will be examined
further on.

The second explanation requires the belief that the reduction in the
yearly supply of gold to countries outside the United States of £16,770,000
has had no effect on the value of gold in those countries, while the addi-
tion of £4,558,000 to the supply of silver has lowered its value by about
28 per ceunt.; that gold prices have fallen 28 per cent. from cheapening
of production, and that the silver prices of commodities would also have
fallen 28 per cent. had it not been for an increased supply and redunced
demand for that metal which counteracted this fall; in other words, that
silver prices would have fallen from 100 to 72 if it had not been for the
increased supply of silver relatively to the demand, and that the in-
creased supply of silver and reduced demand for it have exercised an
influence on silver prices equivalent to what would be required to raise
from 72 to 100 or by 39 per cent., while a more than proportionate in-
crease in the demand for gold, and a more than threefold greater re-
duction in the supply of that metal has had no effect on gold prices.

An elaborate argument will be found in Part I of the report, sec-
tions 48-71, in support of this second explanation, in which the diver-
gence between gold and silver is mainly attributed to the depreciation
of both silver and commodities.

This contention has been so fully dealt with by Mr. Barbour in his
note, whose views I entirely share, that I have little to add.

1t has been contended that a heavy fall in the gold price of silver
may have been caused by the effect of the increased supplies of the
last few years operating on a stock diminished by the whole quantity
of silver which exists in the form of subsidiary coin in the currencies
of Europe and the United States, and which is kept at a gold value by
legislation estimated by M. Soetbeer at £361,433,333.

But this argument appears to lose sight of the effect on the value of
silver of the withdrawal from the markets ot the world of this large
portion of the stock, which is at present locked up in the currencies of
gold-using countries, and no longer available for export.

Independently of this consideration, however, it must be observed
that if silver has depreciated because the increased supply has operated
on a diminished stock, it would not have depreciated if this canse had
been absent and it had operated on the whole stock.

If, then, as is assumed, the gold standard has not appreciated since
the rupture of the bimetallic par—and silver would not have depre-
ciated except for that rupture—the standard of valuein the West, which
then practically consisted of hoth metals fused for this purpose into one,
would have been unaffected, and the fall of 28 per cent. in the price of
commodities from causes directly affecting them, as is alleged, would
have been manifested both in gold and silver prices, <. e., in prices both
in East and West.

But it is impossible with the same metallic stock of gold and silver,
and the same quantity of commodities in both cases, that there could
be a fall of 28 per cent. in the price of the latter, both when measured
aigainst both metals in combination, and when measured against gold
alone. .

Therefore the gold standard must have appreciated in some degree,
even according to this theory, from causes directly affecting that stand-
ard, viz, the recent changes in monetary legislation.

The question is not whether gold has appreciated from causes directly
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affecting gold, but whether the standard of value in gold-using countries
has appreciated from causes directly aftecting the standard. This dis-
tinction is important.

I also agree with Mr. Barbour in his observations on section 61 of
Part I1 of the Report, on the effect of an alleged increase in the indebt-
edness of India to England on current accounts in checking the export
of silver to India.

In addition to the difficulties enumerated by Mr. Barbour, which must
attend all attempts to draw up a correct statement of international in-
debtedness in the case of India, which have hitherto baftled the most
experienced accountants, I would observe that we can only hope for an
approach to accuracy by extending the account over a very long period
of time, 80 as to inclnde all loaus contracted in this country.

Two general prineiples may, perhaps, be stated: (1) That the excess
value of the net exports of goods over the net import of specie repre-
sents the amount of the home charges, including the interest on debt.
(2) That the excess of remittances over the surplus or net export of
goods represents the annual increase of” capital debt.

But if an attempt be made to trace the operation of these principles
in any limited period, they will often be found more or less at variance
with apparent facts.

The remark in scetion 68 of Part 11 as to the effect of the India coun-
cil bills appear to me, for this reason, to overrate their influence on ex-
change, which can only be temporary in acting as a substitute for silver,
and thus preventing its export to India.

The council bills are merely the mode by which the government of
India pays its obligations to England. If there were no more council
bills there would be no remittance in their place, for there would be no
more obligations to discharge. The export trade of India would be so
much less, and there would be no greater demand for silver than at
present. It is a confusion between canse and effect.

Another reason for rejecting this explanation is the remarkable coin-
cidence in the fall of the gold prices of silver and of commodities, shown
in a separate paper by Mr. Barbour, which is hardly to be reconciled
with the beliet that it can be due to causes independent of each other,
and points rather to a common cause, viz, the appreciation of gold.
But unless this explanation be accepted, the argument of sections 48-71
of Part LI of the report falls to the ground.

It is therefore to the third of these alternatives that I am rather led to
look for an explanation of the phenomena under investigation, viz, the
proposition taat the fall in gold prices is due partly to appreciation of
gold and partly to depreciation both of silver and commodities rela-
tively to gold.

What proportion of the fall is due to each of these causes 1 am unable
to say, but I strongly incline to the belief that it is due in a far larger
measure to the former than to the latter.

My reason for this belief may be shortly stated.

I have said that I did not attach much importance to the change which
has taken place of late years 1n the relative supply of gold and silver in
producing the divergence of value, and that I attributed this rather to
a change in the conditions of demand.

From this point of view it seems probable that as the demand for gold
for currency practically only arises in countries with a gold standard,
while the demand for silver for currency arises both in countries with
a gold and in those with a silver standard, the ncreased demand for
gold due to recent monctary legislation would have had a much greater
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effect on its value than that which any diminisbed demand for silver,
due to those causes, would have had upon the valoe of the latter metal.

To sum up, therefore, my conclusion upon this branch of our inquiry :

It appears to follow from the foregoing reasoning that, as between
gold and silver “inter se,” regarded as standards of value, there has
been an appreciation of gold and a depreciation of silver in unascertain-
able proportious.

But that in considering gold and silver in their relation to commodi-
ties, gold being a commodity in countries with a silver stundard and
gilver being a commodity in countries with a gold standard, and thus
using the terms “appreciation” and “depreciation” of the precious
metals in their popular sense, there has been an appreciation of gold to
the whole extent of the divergence from a combination of causes, and
not only no depreciation of silver, but probably a certain ¢ appreciation”
of this metal also.

The impression left upon my mind by the results of the inquiry is
that if the legislative changes made in 1873, and subsequently, had not
taken place, there would probably have been some appreciation of the
bimetallic standard, 7. ¢., both of gold and of silver, due to causes
directly affecting commodities; but that the eficet of those changes has
been to diminish the relative demand for silver, and to iucrease the de-
mand for gold, both relatively and positively, thus redneing within com-
paratively narrow limits the appreciation of silver, while seriously ag-
gravating the appreciation of gold, and leaving the level of silver prices
with little alteration, while causing a marked fall in the level of gold
prices.

CAUSES OTHER THAN APPRECIATION OF GOLD.

20. Having thus arrived at the conclusion that there has been o dis-
tinet appreciation of gold, due in a considerable degree to causes prima-
rily affecting that metal, it is not necessary to discuss at any length the
reasons and arguments which have been advanced to prove that there
has been none, but so mueh prominence has been given to these con-
siderations, both by several witnesses and in the report of our colleagues,
that some remarks are required.

This view is sustained by two different lines of reasoning.

The one is directed to show that the tall in gold prices, to whatever
extent it is adwmitted, is to be explained by causes directly connected
with commodities.

The second appeals to the effect of the extension of credit, and of
banking and other expedients for economizing the use of gold, which it
is said have operated in neutraliziug any tendency to its appreciation.

21, Much stress has been laid on the fall of prices due to what is de-
scribed as an economic revolution, and a new epoch in the conditions
of produetion, transport, and mechanical and other scientific improve-
ments in manufacture and agriculture; upon the untrustworthiness of
averages between different commodities differing in relative importance;
on the absence of retail and local prices in such averages; and perhaps,
above all, in the omission of wages from the comparisons.

In answer to these objections, it is to be said that those undoubted
causes of a fall in the prices of many commodities may be at once ad-
mitted, without in any way proving that they may not have coincided
with and aggravated the effects of an appreciation of gold, and that
they are insufticient to account for the fall in the gold price of silver;
also that there is no reason to assume that they commenced to operate
in 1873; that, in adopting the system of index numbers, its authors
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were {uily alive to its defects, and that, after making every allowance
for them, the most careful and thoughtful economists, such as Cairnes
and Jevons, both held it to be sufficiently trustworthy to found upon it
practical conclusions with every reasonable confidence; that retail prices
will not immediately correspond with wholesale, although ultimately
adjusted to them ; that wages will probably be the last department which
will exhibit signs of reduction, and that we have received much evidence
that these have way in important branches of industry.

The general argument which is also urged in section 24 of Part II
that there is no evidence of a universal fall, extending to all commodi-
ties, all prices, and all wages, and that an appreciation of the standard
can only be attested by such a result, scarcely appears to me to call for
much remark, as I can not doubt that the operation of a subtle cause
such as this would, from the nature of the case, be gradual, unequal,
irregular, often local, and unattended by any uniform and universal
manifestations.

22. Under the first head, I also think that it would be difficult to show
that the supply of commodities generally has increased, or the cost of
production been diminished, during the last fifteen years in a greater
degree than in various periods of similar length before that date, when
no very general or permanent fall of prices resulted. Those who allow
that prices have fallen since 1873, and deny this to have been the efiect
of an appreciation of gold, must point out something else in the progress
of industry since that date entirely different from and even contrary to
the progress of the preceding period. If it be said that the gold dis-
coveries in 1850 and the succeeding years counteracted the effect on
prices which would have been produced by the increased supply of com-
modities in those years, this only shows how powerful is the influence
of the supply of and demand for the precious metals, and justifies those
who contend tbat the extra demands upon gold, owing to the demone-
tization of silver and the rupture of the bimetallic par, have since 1874
intensified the effect of the development of production and diminution
of cost during the latter period.

23. In the next place, I remark that an increase in the supply of com-
modities involves new demands for the precious metals to be used as
currency aud reserve, for hoarding, for ornaments, and for use in the
arts; so that not merely may the value of commodities fall in relation
to gold, owing to increase of supply, but if the commodities of which
the supply have been increased be of great importance and the number
considerable, the value of gold generally may rise owing to the increased
demand for it.

In no other country have the development of natural resources, the
inerease in production, and the extension of facilities for transport kept
pace since 1813 with the United States, and it is in this country that
the demand for gold has most rapidly increased.

24. Again, admitting an increase of supply at cheaper cost in certain
commodities, and a c¢onsiderable diminution in the cost of transport
since 1874, and as a consequence the fall of the prices of these articles
due to these causes, L am of opinion that the ultimate effect should
have been to have stimulated the demand for other articles, the price
of which would consequently have risen. If so, the fall of prices,
which is a marked charactenstic of the last fifteen years, would not
have occurred at any rate to so great an extent.

25. And finally, if gold prices have fallen solely owing to causes con-
neeted with commodities, silver prices should also have fallen, unless
it can be shown that the fall in silver prices has been counteracted by
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an increased supply and a diminished demand, which is not, I think,
borne out by the facts of the case.

26. With respect to the second line of argument, I must begin by
stating that I do not share the views expressed in I’art II of the report,
as to the effect of credit upon prices. The question is one of such com-
plexity, and has hitherto been so imperfectly investigated by econo-
mists, that it can not be adequately discussed in connection with our
present inquiry, but I believe the operation of credit to be rather that
of adding mecalculably to the number of transactions, as well as to the
circulating medium required to effect them, than of diminishing the
quantity of metallic money necessary to supply the requisite currency.

As a matter of fact I doubt whether, on the whole and in the long
run, it has been found that the development of credit has diminished
the quantity of metallic money required for currency purposes.

I concur in the opinion of Mr.-Jevons, coutained in the following pas-
sage:

While the elasticity of credit may certainly give prices a more free flight, the in-
flation of credit must be checked by the well-defined boundary of available capital,
which consists, in the last 1esort, of the reserve of notes, equivalent to gold in the
banking department of the Bank of England., Prices may temporarily rise or fall in-
dependently of the quantity of gold in the conntry, ultimately they mnst be governed
by this quantity. Credit gives a certain latitude without rendering prices ultimately
independent of gold.

And again, page 176:

It is the aggregate of coin and gold in circulation or reserve, in short, the supply
of gold as compared with the work it has to do, which determines the range of prices,
and which must in the last resort be used to make payments either in an internal or
foreign drain.

But without entering further upon this question, it is enough for our
present purpose to observe that any extension of credit instruments in
the period under review will undoubtedly have taken place rather in
the chief gold-using countries than in those with a silver standard, thus
tending to sustain prices in the former rather than in the latter, and
that it is precisely in the first that prices have fallen, while in the lat-
ter they have been comparatively unchanged.

If, therefore, these agencies are held to affect prices, it is incontesta-
ble that the process which any extension of them would have set in
motion would have been that of a fall in the value of gold, or at least
an arrestation of a rise, and a relative rise in the gold price of silver,
which in countries with a gold standard is a simple commodity, instead
of which the one fact as to which all are agreed is that the gold price
of silver has fallen 28 or 30 per cent.

27. The same remarks are applicable to the effect of any economies
of gold by banking and other expedients, such as postal orders, the
telegraph, and more rapid means of transport, the use of securities, ete.,
referred to in section 33 of Part II of the report, and I must add my
opinion that there seems no sufficient reason for supposing that there
has been any such marked progress in these economies since 1873, as
compared with preceding periods, as to have produced the consequences
ascribed to them.

28. I do not think that the influence of credit or of economies in the
use of gold since 1873 has any material bearing on the question before
us; and I can not therefore admit the force of the argument in section
53 of Part II.

29. In section 36 of that report a reference is made to what is called
the ‘““nexus” between prices and the metal which forms the standard of
value. In the remarks which follow, the difficulty of the question ap-
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pears to me to be complicated by considerations which do not really af-
fect the main issue. .

According to Mr. Mill the price of a thing is its value in money. The
“nexus” therefore between money and anything else for which it is ex-
changed is the same as that between any other two commodities.

If the guantity of gold or of iron increases relatively to the quantity
of anything else for which it is exchanged its purchasing power is di-
minished.

If the quantity of gold or of iron decreases relatively to the quantity
of anything else with which it is exchanged its purchasing power is in-
creased, ’

Whatever may be the effect of what are called “substitutes for gold”
as money, the fact remains that an ounce of gold will at one time ex-
change for ‘'more wheat or iron than at another time, and the ques-
tion which, as T understand it, has been referred for inquiry is whether
at the present time the purchasing power of gold has increased, and, if
80, to what causes such increase is due.

30. Anotber argument to which mueh prominence has been given in
our inquiry is that if there had been any real appreciation of” gold due
to scarcity it would be visible in a dimunition of the bank reserves and
in a high rate of discount.

I do not believe, and in this view I believe that I am in accordance
with most economical authorities, that there is any necessary connec-
tion between the abundance or scarcity of the standard metal and the
rate of interest or discount on money. The value of money in the
money market and in the produce market are two totally different
things. The one is the termn used for the use ot capital, not of gold, ex-
cept so far as it is capital, and the demand for capital on loan has no
necessary relation to the demand for gold in exchange for commodities.

The rate of discount depends on the activity or depression of trade,
and as a matter ot fact it will, I believe, be found that when gold has
been most abundant, as at the time of the gold discoveriesin Australia,
the rate of discount was unusually high. During 1854-1857 the rate
was ounly for a few months below 5 per cent. ; for more than half' a year
it stood at 6 and 7 per cent., and at the end of 1857 it remained for
nearly two months at 10 per cent.; again in 1861 it rose to 6 and 8 per
cent.

On the other hand, in periods of depression, the rate of discount and
interest is low, because there is a diminished demand for money on loan,
business being restricted and enterprise checked when prices are falling,

Tadle of the rates of discount and gold production.
{Showing 'that althongh the prodnction was very much smaller between the years 1844-1852 than be-

tween 1853-1863 the averago rate of discount was lower.

- Average > "
Tear. rate of discount. Production.

|
£ 8 d|
2 10 0 £17, 639, 000
2 13 8| 7 639, 000
3 6 6] 7, 639, 000
5 3 6| 7, 639, 000
3 14 5 7, 639, 000
2 18 17 12, 700, 000
210 1 14, 200, 000
3 0 0 18, 600, 000
3 12 3 10, 211, 000
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Table of the ratcs of discount and gold production—Continued.

Year. Avsri::fg u’;ﬁfe of Production.

£ s d
2 3 0 * £36, 550, 000
3 13 1v 31, 09¢, 000
5 2 3 25, 490, V00
4 17 10 27, 015, 000
6 1 2 29, 520, 000
6 13 38 26, 655, 000
3 4 7 24, 930, 000
2 14 7 24, 970, 000
4 6 4 28, 275, 000
4 3 7 23, 850, 000
5 5 4 22, 760, 000
210 7 21, 550, 000
48 2 21, 390, 000

TWelve Years’ AVOTAEO . cuvuuneeneenceeasiananannnnnanaans 4 4 10 26, 314, 000

Thus, the first eight years show a total production of £81,686,000,
average discount 3.6125.

The second eight years show a total production of £226,220,000, aver-
age discount 4.3841.

Twelve years show a total production of £315,770,000, average dis-
count 4.3437.

The term ‘scarcity of gold” is a misleading expression., It is not
scarcity in the sense of searcity of bread or meat. It seems to me that
if there is less gold less is wanted for currency, except to sustain prices.
This, therefore, does not cause a greater demand for gold which is intended
for new production and not for circulation. On the contrary, when
prices fall business contracts, and production is checked; capital in the
form of gold accumulates in the banks, and the rate of interest and dis-
count falls. )

31. Another theory which has received support from several quarters,
and which attributes the fall in gold prices to other causes than the
appreciation of gold, is that it has been brought about by a fall in the
gold price of silver, acting in the first instance upon the prices of com-
modities exchanged in the trade hetween gold and silver using countries,
and ultimately upon the general level of all prices.

This view has been set out at length in sections 81 and 82 of Part I
of the report, and in section 9 of Part IIT. There is no doubt that soine
color is given to this theory by the remarkable coincidence between the
course of the index numbers of the prices of commodities generally and
the course of the price of silver, but in considering the question it is
necessary to distinguish between cause and eftect.

If the fall in the gold price of silver was due to the depreciation of
silver alone, silver prices would have risen, while gold prices would
.have at first remained the same.

In this case the producer in silver-using countries could not afford to
take a lower gold price, and his competition would not, therefore, have
caused a depression in gold prices.

It is because, as I think, this fall in gold prices is largely, if not
mainly, due to the appreciation of gold, and because silver is not de-
preciated in relation to commodities, that the producer in silver-using
countries has been enabled to sell his produce at a lower gold price.

I, however, think that even upon this assumption it is probable, for
the reasons given in section 81, of I’art I, that the advantages tem-
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porarily given to the producer in silver countries have stimulated the
expoits of certain articles, as, for instance, of Indian wheat, and thus
tended to increase the supply in gold-using countries and beat down
their price, and that this process may have had an appreciable, although
a limited, effect in aggravating the fall of gold prices. This cause, how-
ever, to whatever extent it has operated, I regard rather as collateral
and contributory than as primary in its effect on gold prices.

32. Having thus examined the different causes of the divergence in
value between gold and silver, and their respective etfects upon gold
and silver prices, I add some remarks as to their bearing upon the
matters of practical business, to which attention is directed.

India.—(a) Remittances of Government. (1) For old and fixed con-
tracts. (2) IFor new and current contracts.

The very serious nature and extent of the effects of the divergence
upon these remittances are shown at some length in sections 94 ro 100,
of Part I, and I need not therefore repeat them.

33. But I can not express too strongly my seuse of the injurious, not
to say disastrous, effect of the absence of a common standard between
this country and its greatest dependency.

It is not too much to say that it renders all continuity of financial
policy impossible in a country in which successful government especially
depends upon finance, and in which the financial dificulties of the fa-
ture are grave enough without this additional source of unnecessary
and lamentable weakness.

PRIVATE REMITTANCES.

34. Personsin India who have to make remittances home in gold have
suffered in tho same manner and to the same extent as the Government.
Their remittances, when converted into gold, undergo at the present
time an apparent loss of about 33 per cent., except when this is allevi-
ated by o fall in the gold prices of the articles or services in payment
of which the remittance is made.

The private remittances, as a whole, comprise not only the savings of
Europeans resident in India, both in the service of Government and in
other capacities, but the dividends upon Indian investments due to
residents in England, and remittances by banks and merchants in the
course of commercial transactions.

It is not possible to ascertain their total amount, but when it is con-
sidered that most of the joint-stock enterprises, such as railways and
many agricultural and manufacturing undertakings, have been created
by British capital, it is evident that a large part of their profits must
be remitted to England, and that these must suffer heavily by the fall
in the exchange.

There is, however, this distinction to be noted between the remit-
tances of Government to defray fixed charges and those of private per-
sons who remit their savings or profits. In the case of the first an
additional number of rupees is required to discharge a fixed sterling
obligation. In the secoud case the samne number of rupees is remitted
with a smaller outturn in sterling. The effect, therefore, of the first is
to increase the exports from India, while no such consequence attends
the second.

ON ‘PRODUCERS, MERCHANTS, AND TAX-PAYERS OF INDIA.

356. Before I proceed to deal with the respective interests of these
several classes it may be convenient to state my views with regard to
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the general effect produced upon the international tr=de between a gold
and a silver using country by changes in the relative value of the two
metals. Such changes as I have already pointed ont inust be attended
or followed by proportionate changes in the levels of gold and silver
prices. But while any change in the relative value of the two metals
will take effect simultaneously in both countries, the adjustment of all
prices, including the wages ot labor, to the altered relation is necessarily
not only gradual and unequal, but in regard to existing contracts, the
wages of labor, and all payments regulated by custom, often so slow
and doubtful in its operation as greatly to affect the relative conditions
of production in the two countries. While the adjustment is proceed-
ing the producers in one country may possess a distinct advantage over
those in the other, from the fact that prices.may have fallen in the first
and not in the second, while fixed charges, such as rent, interest on
loans, and wages, remain for a considerable time uua.ltered

‘When the process of adjustment has been completed, and all prlces,
including wages and fixed charges, have aceommodated themselves to
the altered relation ot the standards, the counditious of exchange be-
tween the two countries will, so far as this cause alone is concerned, be
the same as before.

I can not belp thinking that the widely-prevalent opinion that the
divergence in value between gold and silver has operated as a stimulus
to exports from India and other silver-using countries is largely due
to the impression which existed in the earlier period of that divergence,
and which was strengthened by the report of the silver committce of
1876, that it had been caused by a depreciation of silver as a standard
of value against commodities. If this had been the case we should
have expected a marked flow of silver to India in preference to other
commodities, and a temporary increase ot exports from India, thus caus-
ing a stimulus to Indian exports and a check to the import trade in
goods until an equilibrium had been reached. But no such effects need
be produced by a divergenc¢e due to the appreciation of gold which, as
will have been seen by my previous remarks, has been, as I think, the
principal cause ot the recent disturbance.

From this latter point of view the process which has been in opera-
tion would appear to have been of the following nature, contining our
attention, by way of illustration, to the trade between India and the
United Kingdom for the sake of greater clearness.

The appreciation of gold has caused a fall in the price of commodi-
ties in general, including silver, in the United Kingdom as a gold-using
country.

The absence of depreciation of silver in India has left prizes in that
country generally stationary.

The English producer, being unable at once to adjust his fixed charges
and wages to the fall in the price of his prodnet, has been compelled to
forego a part of his profit. The Indian produncer, having escaped a fall
in the price of his product, has remained unaftected by the monetary
disturbance, and has thus and to this extent been placed at an advau-
tage as cothpared with the English producer.

Both English and Indian producers have had to submit to a lower
gold price in the English market, but, as this lower gold price produces
the same number of rupees as the higher gold price did betore, the
Indian producer has not suffered, while the English producer, from the
cause mentioned above, has undergone a loss of profit.

If this loss were caused by any special disadvantage of the Indian
trade, it would, no doubt, have led to a contraction of the exports to
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that country, but as it is equally incurred in other branches of trade,
the effect has probably been to stimulate them with a view of counter-
acting the loss hy larger sales.

The general principles which in the long run control and determine
the course of trade on the occurrence of a divergence in the value of
the two metals between countries with a gold and with a silver stand-
ard appear to be these, and to be in accordance with what would seem
to have been the facts in the present case.

The divergence in value of gold and silver must be attended or fol-
lowed by a proportionate divergence in gold and silver prices. When
this process, which must be gradual and unequal in its operation, has
been completed, and all prices, including wages and fixed charges, have
adjusted themselves to the altered level, the conditions of exchange
between gold and silver using eountries willy so far as this cause alone
is concerned, ve the same as they were before.

But during the process of adjustment, which may extend over many
vears and cause infinite evil, a considerable disturbance in those condi-
tions will probably take place from the very nature of the process. In
what does this process consist? It must consist in a rise of prices in
one country and a fall of prices in the other, or a rise or fall in different
degrees in both, but in all cases the relative effects will greatly depend
upon the extent of the divergence. It seems, however, probable that
those effects will be more marked iu a case characterized by apprecia-
tion of the standard in one country and by depreciation of the otber
than where the movement of prices in both countries 1s in the same
direction, although in different degrees.

In the former case, it appears to me that the real exchange between
two countries tmding with each other must be affected by whatever
affeets their relative conditions ot production, and it must be admitted,
I thinlk, that whatever may be held to be the effect on a country as a
whole of an appreciating or a depreciating standard, as regards the pro-
ducing classes at all events, a country in which prices are rising or are
stationary is at an advantage in its felation to a country in which they
are falling, owing to the fact, already stated, that a considerable time
must necessarily clapse before the fixed charges and the wages of labor
can adjust themselves to the lower scale. This process of adjustment,
when it takes place on a descending scale, is one of infinite loss and difti-
culty to all those who are affected by it, and we attribute much of the
depression of trade and diminished employment of labor and profits on

capital to the operation of this cause.

36. Applying these general principles to the case of India, it seems
probable that if the fall in the exchange had stimulated the export
trade, and thus benefited the Indian prodncer, the same cause would
have checked the import trade; but the trade accounts for the period
under review show that, while there has beén a great growth in the for-
cign trade of India as a whole, the progress ot the import trade has
]wpt pace with that of the export trade.

This remark applies both to the total foreign trade of India and to
that part ot it between India and this country.

The statistics of tho trade are given in the Appendix to our first
report (Tables B and C, p. 338).

These facts are szarcely consistent with the opinion that the Indian
producer has greatly benetfited by the fall in the exchange, but a still
stronger reasoun for the conclusion that no marked effect upon the
Indian producer has been felt is atfforded by the fact, which appears to
be unquestionably established by the tenor of the evidence, that there
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has been no such general rise in the prices of the staple products of
India as to afford ground for thinking that there has been any special
cause at work tending to an abnoy mal increase of production.

I amn not, therefore, disposed to think that the divergence in value of
the preclous metals lnas down to the present time, affected m any marked
degree the general condition of the Indian producers as a class, althongh
there is much evideuce to show, what probably has been the case, thut
at particular moments a fall in the exchange has led to an increased
demand for special products, such as wheat, and temporarily acted as
a bounty upon its export until the fall in the golgd prices of such wheat
in Europe has restored the trade toits former level. This cffect, there-
fore, is rather due to the progressive nature of the divergence than to
the fact of such divergence once for all,

36. I am, bowever, far from thinking that the absence of a common
standard of value between the United Kingdom and ludia, and the
frequent Huctuations which are inseparable from the present absence
of fixity in the ratio between the metals of which they consist, are unat-
tended by evil effects in the long run, even to the producers and mer-
chants of India. However, it may be true that in the long run any
change in the relative value of gold and silver may be followed by cor-
responding changes in the prices of commodities and the wages of labor,
it is notorious that the two things are not identical in point of time, and
that, with respect to contracts and obligations which are either perma-
nent or which extend over many years, the adjustment is either impossi-
ble or slow and gradual in its operation, so as greatly to affect the rela-
tive conditions of production between the two countries. In the present
case we have received evidence that, although it may be true that the
fall of gold prices has been followed and neutralized by a corresponding
fall in the prices of Indian products in Europe, still that, owing to the
fact that the Indian producer has not been affected by any change in
the standard of value, while the producer in Europe lias been obliged
in many cases to accept lower prices, with no corresponding fall as yet
in the fixed charges to which he may be liable, the former has been
placed in a relatively better position and been able to compete under
more favorable conditions than before. To this extent I am, therefore,
disposed to think that the Indian producer may have benefited by the
fall in exchange, and that in this sense he may be said to have received
a bonus or bounty on the exportation of his products; but I am unable
to accept the view, which has been pressed upon us by many witnesses,
that the fall in exchange can operate permanently as a bounty on
Indian exports, holding as I do the opinion that this fall is mainly due
to an appreciation of gold, which must in course of time equally affect
the gold prices of the main articles of Indian export and import.

Nor can I doubt that the Indian producer is distinetly injured by the
unstable nature of the excbange between gold and silver using coun-
tries, which cannot fail to render the conditions of production, so far as
regards the staple exports, more or less uncertain and insecure, as well
as by the unquestionable check which is thus caused to the investment
of British capital in industrial undertakings.

I believe that the present high rate of interest on money in India in
first-class securities, such as mortgages on solid and improving prop-
erty, is largely due to this unstable condition of the exchange, which
necessarily deters western capitalists from such investments, and that
India is thus deprived of one of the great advantages of British rule in
providing her with cheaper capital and improved credit.

37. On the other hand, the apparent stimulus which has been given



160 GOLD AND SILVER COMMISSION.

to the trade of India in some branches (especially to the cotton trade)
with silver-using countries appears to afford a useful illustration of the
disturbance which may be caused .by the unsettled exchange, as it
seems to show that a stable exchange may account for the partial
transfer of a trade from a country where this condition is absent to
one in which it exists.

38. If this be the case, it appears probable that the continuance of
an unstable exchange will tend to operate very unfavorably on the
progress of British trade with the EBast and with silver-using countries
generally, and it mugf be borne in mind that nearly two thirds of the
British export trade in cotton manufactures, both yarn and piece-goods,
is carried on with these countries, on which, owing to the protective
tariffs of most ot the gold-using countries, the British manufacturer has
been compelled more and more to rely. We cannot, therefore, but
regard this aspect of the question under consideration as of great pros-
pective interest.

39. 1 have nothing to add to the remarks in Part 111, section 16, on
the position of the Indian tax-payer, except to observe that, in consid-
ering the future, I cannot but regard as a matter of serious moment the
possibility of a still further relative depreciation of silver or apprecia-
tion of gold. This possibility is indeed so present to the minds of many
of those whose opinion is entitled to mueh consideration that it has
been urged as one of the principal objections to the adoption of rated
oimetallism, from the fear that the excessive production of silver would
drive all the gold out of the currencies of the countries which adopted
it. It seems, therefore, necessary to take it into account in considering
the practical policy to be pursued.

EFFECTS ON UNITED KINGDOM.

40. But it is upon the general trade of the United Kingdom, and the
industrial condition of this country generally, that I think the injurious
effects of the recent currency changes have been chiefly felt.

41. I observe the following paragrapl in the tinal report of the Royal
Commission on the Depression of Trade and Industry :

We expressed in our third report the opinion that this fall iu prices, so far as it had
Leen caused by an appreciation of the standard of value, was o matter deserving of
the most serious independent inquiry; and we do not, therefore, think it necessary to
investigate at length the causes which have broughtit about. But we desire to give
it a leading place in the enumeration of the inflnences which have tended to produce
the present depression.

42. The result of this inquiry has been to produce upon my mind a
similar impression, and if the conclusion at which I have arrived, as to
the nature of the divergence in the relative value of the two metals be
correct, the effect upon the trade and industry of the United Kingdom
must have been that of an appreciating standard of value, I hold, for
reasons which are given at greater length in section 85, of Part I, that
this is a distinet and serious evil, especially to the industrial and work-
ing classes. Absolute stability in the standard of value being unat-
tainable, it is, in my opinion, better in the iuterests of those classes, and
probably in the general interests of society, that the tendency should
be rather towards depreciation than appreciation. Whatever the draw-
backs and inconveniences of this former process, and they are far from
inconsiderable, it at least tends to benefit the commercial and industrial
classes and the general tax-payer, rather than the unproductive classes,
and to improve the condition of the great body of the people.
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The contrary effect is produced by appreciation; in this case, those
who are enjoying acquired wealth benefit at the expense of those who
are in process of acquiring it, and the active and enterprising members
of society suffer.

If the relation of debtor and creditor must be disturbed, it is in the
interest of trade and industry that the change should be favorable to
the debtor rather than to the creditor.

43. The appreciation of the standard of value, so far as it is due to
causes affecting the metal or metals of which it is composed, has been,
in my opinion, primarily caused by the rupture of the bimetallic par.
If this had been maintained there might still have been, if my view is
correct, a fall in prices due to causes affecting commodities, but the
effects of such a disturbance would have been very different; they
would have affected debtors relatively rather than positively, while
they would have left the tax-payer in no worse a condition than before,
although benefiting the annuitant.

44, In the foregoing remarks I have dwelt more especially upon the
evil effects which have been caused by the particular and accidental
form which the divergence between gold and silver prices during recent
years has assumed, viz, that of an appreciation of the gold standard
and a corresponding fall of gold prices: but in placing on record my
view as to the general and permanent evils arising from the absence of
a fixed legal ratio between the two metals, I desire to express very
distinetly the opinion that I attach far more importance to the injurious
effects of constant fluctuations in their relative value, in imparting a
character of uncertainty and insecurity to the international exchanges
between gold and silver using countries, than to a mere alteration in
their relation to each other, in one form or other, whether by a rise or
fall of either metal. It is necessary to give prominence to this view,
because it is sometimes said that a bimetallic standard is advocated
mainly for the purpose of raising prices and benefiting debtors. It is
entirely forgotten by those who entertain this idea, that it the diverg-
ence in the relative value of the two metals had taken the form of a de-
preciation of silver, the adoption of rated bimetallism would have the
effect of lowering prices and benefiting creditors in countries with a
gold standard.

It is moreover essential to remember that this aspect of the question
is not affected by the difference of opinion in the commission as to the
secondary causes of this present divergence.

45. I therefore find that the effects of the divergence have been dis-
tinetly injurious, and that the original cause has been the change in
monetary legislation in the years immediately preceding and following
1873. The present divorce of gold and silver is nothing more nor less
than a great and novel experiment. To speak of a return to a system
which practically prevailed for nearly two bundred years as a ‘tre-
mendous change” and a ‘‘leap in the dark,” as it is described in section
120 of Part II, appears to me to be a great exaggeration.

Unless we go back to a period which affords no ground for useful
comparison we have nothing but the experience of the last fifteen years
to guide us in forming an opinion as to what the consequences may
be, of substituting what has been called ¢ unrated” for *rated” bi-
metallism in “ the world’s” currency, So far that experience is far from
encouraging. Serious inconveniences in international trade have mani-
fested themselves, prices have been greatly disturbed, and no present
prospect appears of an abatement of these evils.

8. Mis, 3411
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46. Bnt it is chiéfly to the future that those who view with anxiety
the present monetary disorder look with apprehension.

For the future there is, and can be, no security whatever. Any large
addition to the stock of either metal, or any large deficiency in its sup-
ply, any change of policy in any important country, dictated by real or
supposed national interest, such as the adoption of a gold standard by
India, a further divergence in the ratio, rendering illicit coinage of
silver in countries where it is kept at an artificial value profitable, might
produce serious embarrassment, and in India a political and financial
crisis.

It may be safely affirmed that no country in the world can be secure
or satisfied with the present state of things. It is neither monometallic
nor bimetallic in the popular sense of the term, and can only be prop-
erly described by the French term as the system of the étalon boiteux.

I concur in the opinion expressed at the Monetary Conference in Paris,
in 1878, by the British delegates, that a further demonetization of silver,
which may be the result ot inaction, might bring about a commercial
and financial catastrophe.

If then there can ever be a case which calls for international concert
this certainly appears to be one.

FUTURE SUPPLIES.

47. Some reference is necessary to the question of the prospect of the
future supplies of gold and silver. I should have been glad if it had
been found possible to receive more evidence on this head, but I doubt
whether any very useful purpose would have been served by it. Asre-
gards the conditions of future production (and on this point there seems
to be a very general concurrence of opinion) it seems probable that
while there will be a continuous supply of both metals in fluctuating
quantity, there is little prospect of any such vast and rapid increase in
the supply of either of them as has taken place on former occasions, and
especially at the period of the Californian and Australian gold discov-
eries, but it appears to me that any opinion on this subject must be so
speculative in its character that it would be unsafe to give an im-
portant place to this element in the problem in deciding on the practical
measures which it is advisable to adopt.

PROPOSED REMEDIES.

48, With regard to the possible remedies for the serious evils which,
in my opinion, have been caused, and will continue to be caused, by re-
cent changes in the relative values of the precious metals, 1 have little
to add to the recommendations of the joint report.

49. Convinced as I am that the primary cause of those changes has
been the final rupture of the bimetallic par maintained by the Latin
Union until 1873, I can not doubt that a remedy should be sought in a
return to the system of a fixed ratio between gold and silver, if it
be possible to establish it over a sufficiently wide area to insure perma-
nent stability.

50. What the extent of the area sufficient for such a purpose would
be is & question on which very different opinions prevail, but I should
hesitate to recommend any course which would conduct Her Majesty’s
Government to the adoption of a bimetallic standard in the United
Kingdom which did not include the principal commercial countries and
groups of countries of the world, such as the United States of America,
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ghg Latin Union, the German Empire, the United Kingdom, and British
ndia.

51, I believe, however, that if an agreement could be arrived at be-
tween these powers by which their mints were respectively open at all
times to the free coinage of both metals into legal-tender money at a
common fixed ratio, such coins being available for the payment of all
debts at the option of the debtor, all future fluctuations in their relative
value would be confined within very narrow limits, and that a common
international standard would be secured, possessed of the greatest at-
tainable degree of stability.

52, This is, however, a remedy the application of which is only pos-
sible by international concert, and I have no means of knowing what
prospect there may be at the present time of the co-operation of the
powers concerned for such a purpose.

53. I can only observe that on the occasion of the Monetary Coufer-
ence of 1881, at Paris, it appeared probable that if the assent of Her
Majesty’s Government could have been obtained such an arrangement
as I have suggested would have been acceptable to the other powers.
I therefore think, that if any {future occasion should present itself which
appears favorable to renewed negotiations with a view to another con-
ference with a similar object, it is one which Her Majesty’s Government
should do all in their power to promote.

It would be useless to enter upon a consideration of the details of
any such arrangement, in anticipation of discussions which can only
possess practical value in connection with an international conference.
The questions involved are of a kind which affect so many interests in
other countries as well as in the British Empire that the materials are
not available for definite and final conclusions as to the precise nature
of any arrangement, except as regards the essential principles to which
I have already adverted.

54. But on one point it is necessary, in anticipation of any interna-
tional negotiations, to state the views which 1 have been led to enter-
tain, viz, the permanent relation which it is desirable to create between
the two metals in the event of the adoption of a fixed ratio under in-
ternational sanction.

55. I so far differ from the opinion of some of my colleagnes as to
think that the expediency of establishing such a ratié should not be
held to depend upon the possibility of its being fixed at the average
market ratio of thelast two or three years. I think that any ratio,
within the extreme limits of that which prevailed prior to 1873 and that
of the present time, would be preferable to none.

56, And while I am far from underrating the objections to an arbi-
trary interference with prices and existing contracts by the creation of
a ratio widely differing from the market ratio, I doubt whether the con-
sequences would affect existing interests so seriously as is sometimes
thought if the change of standard were gradual and prospective and
not immediate in its operation.

57. I also think that in considering the objections to the action of
Government in disturbing the standard of value there is something to
be said against the adoption of a ratio which might prevent any natural
recovery from the present depression of gold prices, and render per-
manent in the case of India the prgsent heavy loss on the Government
remittances which has been caused by the recent divergence,

58. Whether on the balance the general interests of India would be
better served by a return to the former ratio, or by the adoption of one
approximating to the market ratio, is & question on which different
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opinions are held by those entitled to speak with authority, and which
involves so many considerations, both political and economical, that I
think it should be left in a great degree to the decision of the Govern-
ment of India.

59. I wounld, however, observe that while, on the one hand, it is pos-
sible thal a return to the former ratio might, by causing an increased
demand for silver in Europe, check its flow to India, and thereby
tend to lower prices in that Ewmpire, it is difficult to believe that the
opening of the Indian mints to gold would not have an effect in at-
tracting into the currency a portion of the gold which exists in such
large quantities in India in hoards, the accnmulation of which has prob-
ably increased under recent conditions, and which a fall in the value of
gold would probably have a tendeney to diminish.

60. But I think that this is a question which can only be determined
by a conference, at which the interests of other countries, as well as
those of the British Empire, can be fully represented and considered,
and, therefore, that, if such a conference were at any time to be held,
Her Majesty’s Government should enter it, unfettered by any previous
expression of opinion on this important point.

OBJECTIONS.

61. In addition to the objections to this policy which have been enu-
merated in our joint report I would add the following :

() That a bimetallic ratio would probably give a worse rather than
a better standard of value, because the momentary standard is always
the overestimated metal, which would give a constant advantage to
the debtor, and that silver has during the last thousand years fallen
more than gold, and that while both have depreciated in comparison
with corn and the chief raw materials, it is probablo that silver is more
subject to depreciation than gold. The ratio would, therefore, tend to
discourage the production of the dearer metal, which it is desirable to
encourage.

With respect to this objection I would observe that it in no way fol-
lows from the fact that the momentary standard is the overestimated
metal under a bimetallic system, that a worse rather than a better
standard of value would be secured. This will entirely depend on the
cause of the divergence between the two rated metals. If that cause
be the depreciation of one of them in comparison with things in gen-
eral, the effect will be as is supposed, but if the cause be the apprecia-
tion of one of them as against things in general, the overestimated
metal will be the better standard of the two.

Nothing is more impossible than to predict with confidence what the
future relations of the two metals if they remain unrated may be, but
at the present time, if the couclusions at which we have arrived in this
report are sound, it is evident that silver has varied considerably less
than gold in its relation to commodities. .

Although it may be trué that during the last thousand years both
metals have fallen in value in comparison with corn and raw materials,
this has not been the case as regards gold since the early part of the
present century, a period which serves far better for practical purposes
of speculation.

It appears to me, in view of the enormous expansion of trade and
commercial transactions in modern times, and the increased efficiency
given to human labor by improved methods of production and trans-
port, that it is only by the full and free utilization of both metals as
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standards of value that a progressive tendency to appreciation, and
therefore to instability, can be averted.

() The objection, that in the event of a great war in which any one
of the contracting powers were engaged, it might probably be neces-
sary for it to resort to a forced paper currency.

In such a case I see no reason to suppose that one metal more than
the other would be thrown on the markets of the world, thus disturb-
ing the ratio, or that any other effect would be produced, which wounld
not equally follow a similar policy, if there were no convention, viz,
a temporary addition to the currency of the world attended by an infla-
tion of prices which, when specie payments were resumed, would be fol-
lowed by a collapse. This is no doubt an evil, but it appears to me to
be one the effects of which would be more serious if one metal alone
was the general standard of value. It must also be remembered that
the present unsettled relations between gold and silver constitute one
of the main difficulties in the resumption of specie payments, and the
adoption of a metallic currency by countries, such as Russia, Austria,
and several South American States, in which the system of a forced
paper currency still prevails, and that its continuance may compel
them at some future time to resume on gold.

(¢) The answer to the objection derived from an alleged breach of
faith with creditors, must mainly depend upon the view which is taken
of the magnitude of the evils which have already arisen, and may rea-
sonably be expected to arise in future from the absence of any legal
ratio between the two metals. If these evils are inconsiderable and can
be regarded without serious apprehension for the future, it may well be
thought that they do not justify measures which arbitrarily affect the
standard of value, and may disturb existing contracts.

But a ditferent set of considerations arise if, as I have stated them in
my belief to be, they are of a nature seriously to impair the general in-
terests of the country, to compromise oar commercial policy, and to im-
peril the financial position ot our greatest dependency.

From this point of view it will probably be admitted that, as in other
cases of national emergency, the interests of a portion of the commaunity,
however importaut, should not be allowed to stand in the way of a re-
form which is thought to be required in the interests of the Empire as
a whole,

62. I fully appreciate the reasons which have weighed with those of
my colleagues who are opposed to so great a change as that which has
been suggested, on what have appeared to them donbtful and insuffi-
cient grounds, and it is with much hesitation that I venture to differ
from the opinions of some of them, such as Sir J. Lubbock and Mr.
Birch, whose practical experience and authority are much greater than
mine, but after giving due consideration to all the objections which have
been urged against it, I do not think that they are such as ought to be
allowed to stand in the way of the course which has been recommended
in sections 34, 35, of Part IIL, even on purely national grounds, even
it the question were not one of much wider significance.

63. A common standard of value between the principal commercial
countries is an object the importance of which can hardly be exagger-
ated, and it appears to me to be almost an essential condition of the
fulfillment of the policy of free trade. ‘

64. If this opinion be accepted, it may be safely affirmed that, in the
present state of the world, the object in view can only be attained by
the.method which has been proposed, and I can not doubt that if & suf-
ficiently wide area of agreement between the leading commercial coun-
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tries could be secured, this great international reform might be success-
fully accomplished.

65. To sum up the preceding remarks :

(@) The primary caunse of the divergence in the relative value of gold
and silver in recent years is to be found in the monetary legislation of
the period, by which the regulating effect of law in maintaining practi-
cal stability in their relation to each other was removed. _

(b) The forces set free by the withdrawal of this influence have oper-
ated in largely increasing the demand for gold, and in diminishing to
some extent the demand for silver, thas causing a distinct appreciation
of the former, and a certain depreciation of the latter, considered in
their relations inter se.

(¢) These effects have been increased by a diminished production of
gold, and an increased production of silver.

(d) Concurrently with these changes there has been a large addition
to the supply of important commodities due to the increased efficiency
of labor, both in production and transport, thus causing a reduction in
their prices.

() The joint result of those several causes has been a considerable
appreciation of gold, causing a marked fall in gold prices and some ap-
preciation of silver, although apparently not enough to produce any dis-
tinet effect on the general level of silver prices in countries with a silver
standard.

(f) The inference to be drawn {rom these conclusions appears to be
thut the divergence is due far more to the appreciation of gold from
monetary causes, than to the depreciation of silver and of commodities
from other causes affecting them both in equal degree.

(g) The effects of the divergence have been injurious. (1) From an
appreciation of the gold standard. (2) But far more from instability of
exchange between gold and silver using countries, and especially between
the United Kingdom and India.

(k) The remedy for these evils is to be sought in the adoption, if pos-
sible, of the free coinage of both metals into legal-tender money at a
fixed ratio between them, over a sufficient international area, for the
following reasons :

(k) A single standard of value is admitted to be of so much impor-
tance that in all civilized countries it is always adopted as a basis of
national exchange and contracts.

(l) Such a standard can only be less important in international trans-
actions because they are less numerous, and the inconveniences of differ-
ent standards of value are less intolerable ; but it is not denied that they
exist, and that as the foreign trade of commercial countries assumes
vear by year larger proportions, so do the evils of different standards
of value year by year increase in maguitude.

(m) But it is impossible to create a common standard of value in the
international transactions of countries which now use gold and silver
respectively as a standard, it such common standard is to consist of one
metal only, neither gold nor silver existing in sufficient quantity for
such a purpose, without causing such a disturbance in prices as would
amount to a commercial and financial revolution.

(n) Therefore, it is only by the full utilization of both metals through
the adoption of free coinage into legal-tender money of both, with a fixed
ratio between them, within a sufficient international area, that this re-
sult is attainable.

(0) It only remains to consider whether it is better, both metals being
indispensable for the purposes of the world’s currency, that they shoald
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be rated or unrated. If they are rated a single standard of value may,
it is held, be secured for national and international exchanges. If they
remain unrated they will continue to be liable to constant variations in
relative value, and all the evils of two different standards of value in
the trade of the world, and even within the limits of the British Empire
itself, will still be allowed to hamper and restrict commerecial progress.

(p) It is thought that of these two alternative courses, the first is
preferable, but as it can only be rendered successful by the concerted
action of the principal commercial powers, no opinion is expressed as to
the possibility of its adoption.

Louis MALLET.

NOTE BY MR. BARBOUR.
GROUNDS OF DISSENT FROM PART IIL

I regret that I have been unable to sign Part IT of the report.

The following are the reasons which prevent me from doing so:

The method adopted for deciding whether the change in the relative
value of the precious metals in recent yearsis due to appreciation of gold
or depreciation of silver is not satisfactory, especially as gold prices and
silver prices are not dealt with in the same way. Sufficient importance
is not attached to the dangers and difficulties of the future if the hope
of establishing comparative stability of relative value between the
precious metals be finally abandoned. Too great weightis attached to
the risks and difficulties attending the establishment of the full legal
tender of both gold and silver in this country. The remedies or pallia-
tives proposed are, in themselves, insufficient to secure a satisfactory
settlement of the question.

Although I concur in the conclusions arrived at and remedies pro-
posed in Part III, it appears to me that the subject might with advan-
tage have been treated in a somewhat different way, and some of the
arguments and objections set forth at greater length. I have therefore
delclidﬁ_d, after much hesitation, to add the following remarks on my own
behalf.

WHAT IS MEANT BY ‘‘APPRECIATION OF GOLD” AND * DEPRECIATION OF SILVER.’

2. The terms of the order appointing the commission may be said,
briefly, to require us to examine: (1) Whether the changes in the rela-
tive values of the precious metals are due to appreciation of gold or
depreciation of silver; (2) whether these changes are causing perma-
nent and important evils; (3) whether these evils (if they exist) can be
remedied by measures which would not give rise to other evils equally

eat.

_The first question that arises on this reference is what meaning should
be attached to the expressions ‘“appreciation of gold” and *deprecia-
tion of silver.” .

3. Btrictly speaking, “appreciation of gold” means,an increase in the
value of gold, but value expresses a relation, and gold can not irerease
in value except in relation to some other thing for which it is, or can be,
exchanged. The phrase “ apprecigtion of gold,” when not used with
special reference to an article, or a group of articles, for which gold is
exchanged, can only mean a rise in the general purchasing power of
gold, or, in other words, a rise in the average purchasing power of gold
1n reference to things in general.
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No method has been devised whereby the average purchasing power
of gold, in this very wide sense, can be determined with accuracy.

If the gold price of every commodity and of every kind of labor
had fallen in all parts of the world, there could be no question bat that

‘there had been an ‘“‘appreciation of gold.” On the other hand, if the
silver prices of all commodies and of every kind of labor had risen, we
wight safely say that there had been a depreciation of silver. But the
facts are not so simple; the gold prices of all commodities and services
have not fallen; the silver prices of all commodities and services have
not risen. The task of combining the average prices of all commodi-
ties and of every kind of labor in all parts of the world, and of allow-
ing for variations in the quality and quantity of each article, and of
efficiency in every kind of labor, in such manner as to accurately meas-
ure appreciation or depreciation in the sense just referred to, is one
Wll}iﬁhdhas not been, and probably never can be, successfully accomn-
plished.

4. Results of a more or less useful character might be obtained by
arranging commodities and different kinds of labor in groups, obtain-
ing an approximate statement of the change in the purchasing power
of gold in relation to each group, and drawing a general conclusion
from a consideration of the aggregate of these statements. But, unfort-
unately, an invidious meaning is generally attached to the terms ¢ap-
preciation” and ‘“depreciation” when used in relation to the standard
of value, and inquirers do not always approach the question of the ap-
preciation of gold or depreciation of silver with impartial minds. An
excessive issuo of inconvertible paper money is always attended with a
fall in the value of such money below its nominal value in gold. It is
then said to be ¢ depreciated,” and the statement is accurate so long
as it is understood to mean that the nominal value of the paper mouey
is greater than its actual gold value in the market. Allthe evils which
generally attend the overissue of inconvertible paper become attached
in the public mind, by a natural process, to the phrase ¢ depreciation ”
of the standard, and “appreciation ” is held to indicate evils of an op-
posite nature, but equally grave in character. As a consequence of
this state of feeling the advocates of any standard of value instinctively
feel that their case is materially prejudiced in publie opinion if they
admit that that standard has either appreciated or depreciated, though
it is quite certain that every standard must, as a rule, be either appre-
ciating or depreciating in some degree.

5. A further complication has been introduced into the question by a
proposal to limit the meaning of the phrase ‘appreciation of gold.” to a
rise in the value of gold due primarily to causes affecting gold. I vent-
ure to think, with all deference to those who hold the opposite opinion,
that the distinction attempted to.be drawn is radically unsound, and
that any attempt to apply it in practice would only produce error and
confusion.

It is impossible to separate the causes producing an alteration in the
relative value of gold and commodities into causes primarily affecting
gold and causes primarily affecting commodities. A. great increase in
the production of commodities means a great increase in wealth, and
would ordinarily be attended with an increase of demand for gold.
The prices of some commodities would fall because they: were prodnced
in increasing quantities; the prices of commodities generally would
tend to fall because there was an increased, demand for gold, and there
are no means of saying how much of the alteration in price in the case
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of any commodity is due to increased production and how much to in-
creased demand for gold.

If, as has just been shown, it is impossible to determine with accuracy
the increase in the general purchasing power of gold, & fortiori, it is
impossible to determine what portion of such increase is due to causes
primarily affecting gold.

EXPEDIENCY OF AVOIDING THE USE OF THE TERMS ‘‘APPRECIATION OF GOLD” AND
¢ DEPRECIATION OF BILVER.”

6. Looking, then, to the invidious meaning attached to the terms
“appreciation ” and ¢ depreciation,” as applied to the standard of value,
to the impossibility of measuring with precision the change in the par-
chasing power of the standard, and to the epening for endless contro-
versy which is afforded by any attempt to do so, it appears desirable to
avoid as far as possible the use of the terms “appreciation” and ¢ de-
preciation.”

. An examination of the order of reference to the commission will show
that the practical issues involved do not necessarily require a precise
apportionment of the extent to which either gold or silver may have
appreciated or depreciated. The question of practical interest is
whether the changes in the relative values of the precious metals are
causing serious evils. and whether it is possible to remove these evils
without causing other evils equally great. The question of the appre-
ciation of gold or depreciation of silver is really subsidiary to this main
issue. If it can be shown that the changes in the relative value of the
precious metals are causing serious evils, and that it is possible to re-
move these evils without causing other evils equally great, it will be just
as desirable to do so, whether we hold that gold has appreciated and
silver depreciated, or come to the conclusion that silver has appreciated
and gold depreciated.

7. 1 propose, therefore, to invert to some extent the order of the ref-
erence, and to consider in the first place what evils (if any) the changes
in the relative values of the precious metals are causing, and whether
it is desirable to attempt to remove them. I shall entirely avoid the
use of the terms appreciation of gold and depreciation of silver, unless
when referring to arguments in which these phrases are used, aud I
shall deal with the facts which are alleged to indicate appreciation of
gold or depreciation of silver, simply as a portion of the evidence of the
existence of evils arising from the alterations in the relative value of
gold and silver.

~

ACKNOWLEDGED EVILS CAUSED BY THE CHANGES IN THE RELATIVE VALUE OF THE
PRECIOUS METALS.

8. It is an evil of great magnitude that since 1873 the nations of the
world should have been divided into two gronps using different metallie
standards, which in that time have altered nearly 30 per cent. in rela-
tive value. Every person in this country who had his capital invested
in silver-standard countries has, from his point of view, lost on an
average 2 per cent. of his capital every year for the last fifteen years.
Every person residing in a silver standard country who had his capital
invested in a gold-using country finds that 1,000 rupees so invested is
now worth very nearly 1,430 rupees, a gain, from his point of view, of
43 per cent. in that time, or very nearly 3 per cent. per annum, over and
above whatever the rate of interest on his'investment may have been.
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9. Nor is it reasonably open to doubt that competing industries in the
gold and silver countries respectively have been seriously affected by
such a change. Adjustments of wages and fixed charges are no doubt
countinually taking place, but adjustments corresponding to an altera-
tion of 30 per cent. in price can hardly have taken place with complete
effect in so short a time, and where these adjustments take the form of
a fall in wages they are nccessarily attended with friction, loss, and in-
convenience. :

10. So marked a change in the relative value of the two standards in
the short space of fifteen years necessarily produces a feeling of uncer-
tainty as regards the future, and those who have capital to invest must
seriously consider the relative advantages of investment in gold stand-
ard and silver standard countries. This argument applies not merely
to investments at a fixed rate of interest, but to investments for profit
in industrial enterprises.

The excess rate of profit in industrial enterprises conducted on a silver
basis must be sufficient to balance the prospect of a loss of capital from
a fall in the relative value of silver, and an exaggerated estimate of the
probability of such loss, and of its amount, would doubtless be taken
by many, if not most, investors. 1 do not hold the extreme view that
there would have been no fall in the rate of interest and no reduction in
the rate of profit in industrial enterprises in gold-standard countries if
there had been no currency changes, and no divergence in the relative
value of gold and silver, for there have obviously been other causes at
work which would, in any case, have produced a material effect in this
direction. On the other hand, I see no reason to doubt that the un-
certainty as to the future relative value of the two standards, and the
prospect of a fall in silver relatively to gold, bave checked the flow of
capital to silver-standard countries, and caused it to be retained in gold-
standard countries more largely than it otherwise would have been, and
that both the rate of fixed interest and the rate of profit in industrial
enterprises are lower in gold countries and higher in silver countries
than they would have been if there had been a common standard.
These are the results which would naturally flow from such a state of
things, and the actnal facts, so far as we are acquainted with them, con-
firm the conclusions based on what may be called theoretical considera-
tions.

11. Before passing from this portion of the question it is desirable to
call attention to the effect which the alteration in the relative value of
the precious metals has had on the value ot the savings of those nations
whose accumulations of wealth largely take the form of hoards of the
precious metals.

The native of India who put away 1,000 rupees in silverin 1873, now
finds it worth exactly 1,000 rupees; but the native of India who hoarded
1,000 rupees in gold in 1873 now finds his hoard worth about 1,430
rupees.

The hoard of each has been equally safe, but the one has made a gain
of 43 per cont. as compared with the other. This fact has a special
bearing on the possible results of any further steps in discarding silver
as standard money.

The alteration in the relative value of silver, hitherto, has been gradual
and unforeseen. Every rise in the silver price of the metal gold acted
for the time as a check on purchases of that metal, but attention has
now been directed to the question of the relative value of the precious
metals, and every step towards the further demonetization of silver
would have an exaggerated importance attached to it.
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1f the opinion prevailed in the East that the gold price of silver would
fall another 30 per cent. during the next fifteen years, an impulse would
be given to the hoarding and accumulation of gold in preference to
silver, and to the withdrawal of capital from silver countries, which
might have very serious results.

12. The fluctuations in the relative value of gold and silver are also a
distinct hindrance to trade between gold and silver using countries, but
on this point I do not desire to add anything to what is contained in
Part II of the report.

13. Thefall in the relative value of silver has most injuriously affected
the tinancial position of the government of India. Taking the average
price of silver at 60%d. per standard ounce in former times, and its
present price at 42d. per ounce, the increase in the number of rupees
required to meet a fixed gold obligation is very nearly 45 per cent. In
other words, a fixed charge which could formerly have been met by the
expenditure of 1,000,000 of rupees, now requires the expenditure of no
less than 1,450,000 rupees.

" This change not merely imposes a burden on the Indian finances at
the preseunt time, but the uncertainty as regards the future exercises a
paralyzing influence. If no remedy can be devised, the only safe course
will be for the Indian government to avoid as far as possible contracting
any new obligations payable in gold, and for India to depend more and
more upon her own resources of all kinds and those of other silver-using
countries, and even this policy may, in the case of the occurrence of
events which are not beyoud the range of probability, fail to avert politi-
cal and cconomic dangers of a very serious character.

14. Nor canu Great Britain divest herself of her responsibility in this
matter by allowing the Indian government to act as it may think best.
The government of India is only another name for the agency whereby
the administration of the Indian Empire is carried on by this country;
the gold obligations which now constitute the difficulty of the Indian
government were incurred with the knowledge and approval of the
English Government, and are very largely due to the connection be.
tween the two countries; the originial impuise towards the monometallic
gold standard, {rom which have sprung the existing currency difficulties,
was given by England in 1816; it was strengthened by ber suggestion,
in connection with the International Monetary Conderence of 1867, that
Trance should adopt the single gold standard; and the interests of Eng-
land and India are now so intimately connected that they can not be
separated in a question of this kind.

If Great Britain can not, with referonce to her own position and in-
terests, take such steps as will relieve India from the existing currency
difficulties, justice requires that in deciding on any measure which India
may be in a position to adopt in connection with the settlement of the
question the interests of India alone should be considered, but this
course will neither relieve Great Britain from her responsibility in the
matter, nor protect her from the consequences, direct and indirect, of
further currency changes, or of changes in policy on the part of the In-
dian Government rendered necessary by existing financial difficulties.

EFFECT OF THE ALTERATION IN THE RELATIVE VALUE OF GOLD AND SILVER ON
PRICES MEASURED IN GOLD.

15. Gold and silver having altered in relative value, it follows that
there must be a corresponding alteration in the actual gold and silver
prices of articles interchanged between countries using these metals as
standards of value, subject of course to such modifications as may have
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been caused by alterations in the cost of transport of different commodi-
ties between the two groups of countries. )

So much is beyond question ; but theory does not require us to believe
that there is necessarily an immediate and corresponding alteration in
the prices of articles not so interchanged, or in wages paid in gold and
silver countries, and as experience does not show that any such change
takes place at once, and to the full extent, it should not be assumed that
this is the case.

The question, so far as concerns countries using the gold standard,
which we must now attempt to decide, is this:

How far have the alterations in the relative value of gold and silver
been attended with a change in gold prices and wages in the direction
of a fallf Would any of this fall have been prevented if no currency
changes had been made, and would such prevention have been a gain or
the reverse?

16. The prices to which we should look in the first instance in dealing
with this problem are those of the articles which are interchanged be-
tween the gold and silver countries, and they are practically all the main
articles of international trade. It is in the prices of these articles that
the full effect of the alteration in the relative value of gold and silver
must discloso itself at once, and it is throngh them that a connection is
established between the scales of wages and of prices of articles locally
produced and consumed in different countries.

As to the course of gold and silver prices of these articles in recent
years there is no room for doubt. The alteration in prices correspond-
ing with the altered value of gold and silver has affected gold prices
and not silver prices; the latter prices appear to have fallen rather
than risen.  The facts are 8o obvious and have been so fully set forth as
to make it unnecessary to repeat the statistics which prove them.

17. As regards articles of minor importance, locally produced and
cousumed, and which do not to any considerable extent enter into the
international trade of the world, our information is much less cowplete.

Ou the whole, there would appear to be a tendency to a fall in such
prices in this country. There is very little evidence as to the prices of
similar articles in countries using the silver standard, but such evidence
as is forthcoming does not show any marked tendency towards a rise
in prices.

18. Statistics of wages are difficult to collect and combine, and those
which exist are very defective. In this country there is distinet evi-
dence of a fall in wages, but the fall has not affected all industries in
the same proportion. It has been said that in some countries using
the gold standard there bas been no fall in wages, but, so far as the
evidence before the commission goes, there is no proof either on one
side or the other. In India, which may be taken as the best example
ot a silver-using country, there would appear to be a decided tendency
towards a rise in the wages of some kinds of skilled labor, but not
much change in the wages of unskilled labor, and the increase in rail
ways and mills in that country would naturally be attended with an in
creased demand for skilled labor.

ALLEGED CAUSES OF THE GENKERAL FALL IN GOLD PRICES AND OF THE DIVERGENCE
IN THE RELATIVE VALUE OF GOLD AND SILVER.

19. T have stated briefly the facts (very imperfect), so far as informa-
tion is available, regarding the course of wages and prices as measured
in gold and silver respectively in recent years, and it will now be cgn-
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venient to notice some of the explanations that have been given of the
influences which have caused gold prices to fall and gold and silver to
diverge in relative value, and to consider how far these explanations
are consistent with ascertained facts.

20. Before doing so I wish to call attention to certain very common
errors and prepossessions which are liable to influence, unconsciously,
the reasoning of those who deal with questions connected with the cur-
rency.

It should be borne in mind, in the first place, that there never was, and
never can be, such a thing as a fixed and invariable standard of value
which will measure any quantity of wealth in the same way and with
the same accuracy as the yard measure will measure length; and in the
next place, that the pound sterling is a certain weight of a metal called
gold, and that gold is a commodity, and liable to vary in value accord-
ing to the law of supply and demand, like all other commodities.

It should also be recollected that every one using any commodity as
the standdrd of value treats it in practice as absolutely fixed in value,
and measures all variations in the relative value of other commodities
by means of it, and that consequently the impression gradually grows
up that the standard of value is in reality as invariable as it seems to
be. That no standard of value is, in this sense, invariable, is easily
seen by contrasting the fluctuations in the relative value of any two arti-
cles used independently as standards of value. The alteration in the
relative value of the gold and silver standards in recent years is a case
in point.

21. A jury of Englishmen, drawn from the ranks of men engaged in
practical business, would almost irresistibly be led to the conclusion
that gold had been perfectly stable in value in recent years, and that
silver had fallen in value, and they would be able to give plausible
reasons for holding that opinion.

A jury of Chinamen, or natives of India, would have an equally strong
bias in the other direction, and would have just as little hesitation in
declaring that it was a matter falling within their daily experience as
practical men of business that silver had remained steady in value,
and that the change was in gold; nor would they experience any diffi-
culty in asserting equally plausible reasons for this opinion.

It is this prepossession which leads so many men of practical experi-
ence in financial matters to hold opinions which involve the assump-
tion that the supply of and demand for gold have really no effeet on
the value of that metal. If more gold is produced it is absorbed in a
vast ocean of circulating medium without producing any perceptible
effect ; if less gold is produced, aund if the demand for gold increases,
the deficiency is at once made up by an expansion of credit. In short,
they appear to believe that by an accidental and unregulated combina-
tion of the metal gold, and of credit in its innumerable forms, which
expands or contracts according to subtle influences operating on the
human mind, we have obtained a measure of value which is as perfect
in its way as the yard or inch, though nothing is more certain than that
such a measure of value can exist only in the imagination.

22, When the gold price of silver began to fall, the opinion was very
generally entertained that the fall was due to increased production of
silver. It was argued that silver would flow in increasing quantities
to the silver-using countries, and that prices and wages would rise in
those countries. Attention was called as early as 1876, by the govern-
ment of India, to the fuct that it was gold prices that were falling, and
notsilver prices that were rising, and the experience acquired since that
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year has conclusively shown that the fall in the gold price of silver has
been accompanied by a great fall in gold prices and not by a rise in
silver prices. .

It has lately been said that the explanation was incomplete, and not
positively erroneous ; that simultaneously with the great production of
silver thére was a great lowering of the real cost of producing commod-
ities; that gold prices have fallen from this cause, and that the fall
in silver prices, which would have taken place from a lowering of the
cost of production of commodities, has been balanced by the increased
production of silver.

It can be shown that the facts relating to the supply of and demand
for the precious metals lend no support to this theory.

23. In 1881-'85, as compared with 1866-'70, the production of gold fell
off by about £6,000,000 yearly, while the production of silver only in-
creased by about £12,000,000 yearly (valuing silver at the ratio of 1 to
153). Why should an increase of £12,000,000 yearly depreciate the sil-
ver standard by about 22 per cent. when a decrease in the production
of gold by £6,000,000 yearly had no effect on the gold standard ¢

If we consider the increased demand for both gold and silver by the
United States in recent years we obtain very remarkable results. The
figures given in paragraph 36 of Part I show that the supply of new gold
to the markets of the world outside the United States was less in 183185
than in 1886-'70, or even 1871-’75, by no less than £15,000,000 yearly ;
while the figures in paragraph 27 (¢) show that the excess yearly supply of
silver in 1881-’85 over the supply in 1866-"70 was only about £5,300,000,
and there was practically no increase of supply in 188185 as compared
with 1871-75.

‘Why should a reduction in the supply of gold to certain countries to
the extent of £15,000,000 yearly not affect the value of gold in these
countries, when an increase in the supply of silver by £5,300,000
yearly has so marked an effect on the value of that metal ¢

It can not reasonably be argued that a falling oft of 63 per cent. in
the supply of gold to certain countries had no effect on the value of gold
in these countries, while the maintenance of the same average supply
of silver to India lowered the value of the standard of that country by
22 per cent.

24. The argument that the divergence in the relative value of gold to
gilver is not due simply or mainly to increased supply of silver rela-
tively to the demand for that metal, is strengthened when we consider
the alterations in recent years in the respective demand for the two
metals.

‘Wherever, outside the United States, gold has been substituted for
silver, the increased demand for gold should equal the reduced demand
for silver. In addition, gold has been substituted for paper to some
extent, and the fact that a large quantity of silver coin is now over-
valued, and not available for international purposes, as well as other
causes, has led to considerable accumulations of gold in certain coun-
tries over and above what would in other circumstances have been
thought necessary.

Another important factor in the question is the apparent growth of
the demand for gold for non-monetary purposes. On this point I can
not do better than quote the words of Dr. Soetbeer:

I have already ventured upon the attempt to make an approximate estimate of
the application of the precious metals to industrial purposes in the civilized countries,
taking an average of the last few years, of course allowing a large margin for error.

I have again bronght them forward because there are applications of the metals
which were then eithor partially or wholly unknown to me, and which might lead to
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an alteration of the estimate. However considerable the colossal sum of gold annu-
ally applied to ornamental and other industrial purposes may at first sight appear, all
doubt of the probable truth of the estimate will disappear when we consider how
enormously the demand for-gold articles and for manufactured gold goods has arisen,
owing to increase of population and prosperity.

In silver, unfortunately, no such additional demand for industrial purposes has been
hitherto noticeable.

It is worthy of notice that while the total yearly supply of new gold
to countries outside the United States appears from the figures givenin
paragraph 36 of Part I to have been only £9,672,000 in recent years,
Dr. Soetbeer estimates the consumption of new gold for industrial pur-
poses in the same countries at 70,600 kilos. yearly, or about £9,835,000.

It follows from these figures that the total supply of monetary gold
in civilized countries outside the United States in very recent years
must actually have been diminishing by the quantity necessary to make
up the amount by which the supply of new gold fell short of the quan-
tity used for industrial purposes and absorbed in the less advanced
countries.

25. In face of the facts juststated there appears to be no good ground
for the contention that gold prices have fallen (say) 28 per cent., simply
from altered cost of production of cammodities; and that silver prices
have not fallen 28 per cent., owing to the influence exerted on them by
the increased production of silver and reduced demand for it.

A fall in the gold price of silver amounting to 28 per cent., assuming
the gold prices of commodities to remain stationary, would necessitate
a rise in gilver prices of no less than 39 per cent. To believe that the
alterations in the demand for and supply of the precious metals just re-
ferred to, have not affected gold prices in any degree, and have exer-
cised an influence on silver prices corresponding to that which would be
required to raise them 39 per cent., is practically to suspend the opera-
tion of the law of demand and supply in the case of one of the precious
metals, while holding that it applies in full force to the other. No sat-
isfactory reason can be shown for making such a distinction between
the laws affecting the value of gold and those affecting the value of sil-
ver, and this contention appears to be due to that prepossession in favor
of the stability of the standard of value which we are accustomed to
use, to which I have already referred.

26. The following figures are not without interest in connection with
this portion of the question:

Average yearly net imports of—

Period.
Gold Bilver
into England. | into India.

*£3,795,000 |  1£10, 300,000
546, 00 10, 700, 000

*5, 546, 000 , 700,
*3, 345, 000 12, 800, 000
—1, 400, 000 18, 400, 000
— 468, 000 16, 100, 000
* Financial years. t Ten rupees taken as equivalent to one pound sterling.

I do not know how it can reasonably be contended that the Indian
standard in 1885 was depreciated to the extent of 25 per cent. as com-
pared with the years 1858 to 1870 by an excess supply of silver, when
the supply of silver was one-third less in the latter than in the former
period, and that at the same time the English standard was wholly un-
afected, although the supply of new gold actually ceased for a time,
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and more gold was exported than imported. The accuracy oft he En-
glish figures of the import and export of gold is no doubt open to ques-
tion, but I do not think it can seriously be questioned that the supply
of new gold to England has materially fallen off in recent years.

27, As the statistics of the demand for and supply of the precious
metals show that the influences tending to raise the value of gold have
been of greater magnitude than those tending to lower the value of sil-
ver, an attempt has been made to show that credit and expedients for
economizig gold have counteracted the effects of the undoubted in-
crease of demand for gold and reduction in supply.

Credit is a term of wide and indefinite meaning, and appears to in-
clude a number of things differing in themselves and in their effects on
prices or the relation of exchange of the standard commodity for other
commodities.

It is conceivable that a system of eredit might effect an economy of
gold; might enable 500,000 sovereigns to do work which formerly re-
quired 1,000,000 sovereigns. So far its influence would be exerted in
the direction of lowering the value of gold and so increasing prices, by
practically increasing the supply of that metal.

It is also not merely possibie but probable that at certain times a
great extension of what is called credit merely indicates the springing

-up of a new class ot business for which crediv is required, and an ex-
tension of credit of this nature could not have any direct cffect on the
value of gold.

A great exteusion of credit in a poor and backward country might
have the effect of enabling wen of enterprise to obtain a supply of capi-
tal, and might in this way increase the quantity of commodities pro-
duced, and so have a material effect in the direction of reducing the
prices of certain articles. The increase of wealth which wouald accom-
pany this increase of commodities might in turn increase the demand
for gold, and thus have a further effect in Jowering prices. It wounld
obviously be impossible in such cases to analyze the resnltant alteration
in prices and say how much of it was due: (1) To positive economy of
gold; (2) to increase in the quantity of commodities; (3) to increased
demand for gold.

28. It has been urged that there have actually been such increases in
the cconomies of gold inrecent years as to counterbalance the special de-
mands for that metal and the falling off in supply. I canonly say that,
so far as I can form a judgment on the question, this fact has not been
proved, and that, on the whole, there does not appear to be any evidence
in support of it in which confidence can be placed. Even assuming
that there has been a great extension of the banking system on the
continent in recent years, there is not a particle of evidence to show
that such extension has done more than, or even so much as, cover the
increase of that class of business in which credit is ordinarily employed.

In December, 1873, the note circulation of the Bank of France
amounted to 2,886,300,000 francs, while the total amountof gold in the
bank was only 611,300,000 francs. In June, 1886, the note circulation
was almost the same (2,828,308,470 francs), while the gold reserve was
1,377,367,074 francs, showing an increase in the use of gold of over
£30,000,000. If we included theincrease in the metallic reserve in the
form of silver coins (equivalent in France to gold) the total additional
demand would be more than £69,000,000. .

I can find no evidence of any economy of gold in recent years which
woul‘(;i in any appreciable degree balance so great an increase in de.
mand.
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29. Stress has also been laid on the economy in the use of gold effected
by the exteunsion of railways and telegraphs. That some economy is
effected in this way can not be doubted, but it is impossible to show the
amount of the economy, and it is probable that the increase in wealth
due to the construction of telegraphs and railways and the stimulus to
the exchange of commodities between different regions to which they
give rise more than counterbalance the economies. The case of the
United States in recent years affords a striking exawmple of the futility
of attempting to argue that the extension of credit and the construc-
tion of railways and telegraphs necessarily effect any considerable
economy in the use of gold. 1t is stated by the Ilon. David A. Wells
that ¢ there has been during the last fifteen years a great development
in the United States in the use of checks, bank credits, and bills of ex-
change, and other instrumentalities whereby the use of precious meta.s
is economized.” And we know that simultaneously there has been a
marvelous extension of railways and telegraphs.

These changes are put forward as the great canses of economy in the
use of gold, and yet we find that simultaneously the demand for and
absorption of gold by the United States has very greatly exceeded that
of any other country.

30. It is hardly necessary to examine the alleged instances of the
economies of gold in this country, based on such facts as the great ex-
tension of the use of postal notes and checks for small amounts. In
neither case is any attempt made to estimnate the actual amount of the
economies of gold, and in the case of postal-notes it can be shown that
the economies are, at best, comparatively trifling. In the case of
checks for small amounts, there has probably been some economy ; but
there is little reason to suppose that its amount is considerable, or
sufficient to meet the increase in the demand for gold, which naturally
follows an increase of wealth and population. Itis probable that the
increase in the number of checks for small amounts arises, to some ex-
tent, from a change in the mode of business, due to the habit of paying
at once instead of running up bills.

31. I understand, however, from section 50 of Part 11, that the
theory of the fall in the value of silver owing to the mere increasc 1n
the quantity of silver produced is practically abandoned, and that the
fall in the value of silver is ascribed according to one theory to the in-
crease in quantity plus sentimental considerations which acted on the
value of silver when it ceased to be freely coined into money in the
West, and acccording to another theory to the increase in quantity
coinciding with a great cheapening of English goods and an 1ncrease
of the international indebtedness of the countries which chiefly absorb
silver, and especially of India.

These theories are contained in sections 51-67 of Part 11, and the
following is as correct a sminmary as I am able to make.

Gold prices have fallen on account of the increased or cheaper
production of commodities. Other things being equal, silver prices
would have fallen to the same extent, but it so happened that simul-
taneously silver became a mere commodity in the West and in the
United States. Apprehensions were entertained regarding its future ;
senfimental considerations play a great part in determining market
prices; a depressed market, in the abseuce of some new stimulus,
geuerally tends to further depression, and consequently a direct effect
was produced on silver in excess of what might reasonably be antici-
pated from a consideration of alterations in its supply and monetary
use only.

S, Mis. 34—12
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The case of gold was different. There is no great central market
where gold is disposed of by sale, where the daily quotations of price
influence men’s minds. Consequently, assuming the alterations in the
supply and use of the two metals to be of equal potency, a greater de-
preciation of silver might be manifested than of gold.

The second theory is that, simultaneously with the great and general
reduction in cost of production which is said to have occurred, there was
an increased production of silver to the extent of £10,000,000 yearly.
This was primarily an addition to the markets of the civilized world.
In this portion of the world there was a stock of about £392,000,000
worth of silver coins, but the whole of this amount was maintained at an
artificial value, with the exception of about £82,500,000. Consequently
the addition of £10,000,000 yearly to a stock of only £82,500,000 had
a great effect on the value ot silver, and silver fell largely in value in
the markets of the civilized world.

The East, and India especially, is the great absorber of silver, and
under ordinary circumstances this silver would have flowed to the East
and raised wages and prices ; but simultaneously there wasa great and
general cheapening of production, leading to a fall in gold prices, so .
that the fall in gold prices balanced the profit to be derived from ex-
porting the cheap silver and importing Eastern goods, and consequently
there was no increase of demand for silver. There has also been a
growing balance of indebtedness against India which helped to reduce
the demand for silver in that country.

32. The preliminary objection to this method of dealing with the
question is that gold and silver have not been treated alike. Causes
have been shown to exist which would tend to cause a fall in the
prices of certain commodities, whether measured in gold or silver, and
it has been assumed (not proved) that these causes were sufficient to
balance the effect of any influences which may have tended to cause a
rise in prices, and, in addition, to cause the whole or nearly the whole,
of the fall in gold prices which has actually taken place. The fall in
gold prices having been explained by this means it became necessary
to account for the absence of so great a fall in silver prices, and theories
have been devised for this purpose, which appear to me to be far-fetched
and insufficient.

1 venture to think that it is not possible to test variations in the
standard of” value by examination of the prices of particular commodi-
ties, and that to whatever standard this method is applied the result
will always be the same, namely, that alterations in price will appear
to have been produced entirely by causes affecting commodities. On
this point I can quote the opinion of an economist (Professor Jevons)
who devoted muach time and labor to this subject.

“ Not a few able writers, including Prof. T. C. Leslie, who lately
addressed you on the subject, are accustomed to throw doubt upon all
such conclusions by remarking that until we have allowed for all the
particular causes that may have elevated or depressed the price of each
commodity we can not be sure that gold is affected. Were a complete
explanation of each fluctuation thus necessary, not only would all in-
quiry into this subject be hopeless, but the whole of the statistical and
social sciences, so far as they depend upon numerical facts, would have
to be abandoned. It hasbeen abundantly shown by Quetelet and others
that many subjects of this nature are so hopelessly intricate that we
can only attack them by the use of averages and by trusting to probabili
ties. The price of any one commodity, even silver, utterly fails as a
measure of the value of gold, because it is sure to be affected by nu-
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merous conflicting causes of rise and fall, no one of which we can accu-
rately estimate. Kven the intimate knowledge which a merchant gains
of the commodity in which he deals is insufficient to enable him to ex-
plain, still less to predict, the changes in its price with confidence.”

33. It is probable that this inability to detect an alteration in the
standard by examining the causes of the changes in price of com-
modities largely arises from the fact that we are accustomed to measure
the demand for a commodity by the price which people are willing to
give for it,and that the increase or decrease in the value of the standard
appears to us to be simply a decrease or increase in the demand for com-
modities. If the price of an article rises, the supply remaining the same,
it is usnal to say that the change is due to increased demand. The in-
creased demand may be due to the fact that people have a stronger
desire for the commodity, or that they have more of other things to give
for it, or that, the value of money having fallen and the real demand
(that is, desire to possess and supply of commodities to give in exchange)
remaining the same, the nominal demand, or demand measured in money,
has increased. Consequently, every alteration in the value of the stand-
ard assumes the form, in practical busiuess, of an increase or decrease
in the demand for commodities relatively to the supply, using the word
¢“demand?” with the meaning which is ordinarily attached to it.

There is one way, however, in which the soundness of this method of
testing variations in the standard can be verified. Let the same test he
applied with equal care to both gold prices and silver prices in the gold-
using and silver-using countries respectively. If it can be shown that
gold prices are just what changes affecting commodities would make
them, and that silver prices are just 39 per cent. higher than what they
ought to be, having regard only to changes affecting commodities, the de-
preciation of silver to the extent of 28 per cent. will have been proved,
and the correctness of the method vindicated. Until this is done, the
argument that silver must have depreciated because gold prices, or cer-
tain gold prices, appear to have fallen from the supply increasing more
rapidly than the demand, is without force.

34. Referring to the first theory, it seems open to doubt whether
prices in the great markets of the world, such as those in which silver
is bought and sold, are determined by what may be called sentimental
cousiderations except for comparatively short periods. The price of
silver is no doubt fixed from time to time by the buyers and sellers in
the markets of the gold-using countries, and their minds are liable to
be influenced by what may be called sentimental considerations; pbut
if these considerations lead them to fix a price which is either higher
or lower than the economic conditions will justity, a force is immedi-
ately brought into play which tends to redress the error. If the
London market were to fix the price of wheat to-morrow at 20s. a
quarter, from sentimental reasons, a force would come into play which
would very quickly cause the price to rise. If, on the other hand,
gentimental considerations led to the price being tixed at 60s. a quar-
ter, there would be such an increase of supply that an immediate fall
would be produced. Local markets, no doubt, take their prices to a
very large extent from the central markets, but there is no ground for
supposiug that a central market can permanently impose on other mar-
kets a scale of prices which is inconsistent with the existing economic
inflyences.

Nor does there appear to be any ground on which it can justly be
said that a depressed market, in the absence of any new stimulus,
generally tends to further depression, On the contrary, a depressed
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market, in the absence of any new and special cause of depression,
always tends to a recovery from depression. This must be so, unless it
be the case that a fall in value neither tends to increase consumption
nor to diminish production.

London does not produce silver and consumes comparatively little,
and it iy not reasonable to assume that sentimental considerations acting
on the minds of the buyers and sellers of silver in London, or in any
other city or country in the West, can have depreciated the monetary
standard of such countries as India or China by 30 per cent.

The position would be indeed serious if London or the West gener-
ally possessed the power which is ascribed to it. How could a country,
however rich or powerfal, protect its standard of value against so subtle
an influence? If this theory were correct, sentimental considerations
acting on the minds of persons who neither produce nor consume silver,
and who merely act as middle-men between the producer and the con-
sumer, might seriously depreciate the monetary standard of a whole con-
tinent.

35. Tarning to the second theory, I venture to think that there is no
ground for the assumption that the value of silver is primarily deter-
mined in the markets of Europe and America by a comparison of the
quantity of silver offered for sale with the quantity of silver in those
countries in the form of comn of full weight to which it may be added.
The demand of the East is the chief demand for silver, and silver is con-
tinually being shipped from Kurope to the Kast and from America to
China. €an it be credited that, in determining the price of silver in the
first instance, the chief source of demand is overlooked, and the value
of silver fixed simply with reference to the supply and the less impor-
tant demands for it ?

A minor but important objection is that, in putting the increase in the
supply of silver at £10,000,000 worth yearly, the great increase of
demand for silver in the United States has been overlooked. The fig-
ures given in section 27 of Part I show that the increase has not been
£10,000,000 sterling, but £35,300,000, rating silver at 1 to 153, or about
£3,700,000 at the present sterling value of silver.

Nor is it easy to see why the cheaper production of English goods
should prevent silver from going to the Kast, as has been sometimes
alleged, any more than the cheaper production of cotton goods should
prevent hardware from going there. If the silver that was otfered for
sale did not go to the East, where did it go, and where is it now? The
East has taken all the silver that was offered, and must do so while its
standard is silver.

If the large imports of cheap Western goods have lowered the value
of silver, there is a remedy which’ the silver-using countries can apply.
They have only to impose protective import duties so as to shut ouv
these cheap goods. I do not doubt that the sudden imposition of heavy
import duties in the silver countries would for a time have the effect of
increasing the demand for silver and raising its price, but would this
be its permanent effect ? Is it not the case that a measure of this sort
ultimately diminishes exports just as much as it does imports ¥ If so,
proteective duties would not permanently increase the demand for, and
raise the value of, silver.

36. With all deference to those who hold a different opinion, it appears
to me that the explanation given in sectif 60 of Part 11, why silver has
not gone to the East, is unsound. Comfhodities, it is said, have fallen
in gold price from causes affecting commodities; silver has fallen in gold
price in Europe from the same cause. If the only change had been the
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fall of silver in gold price the demand for the Bast would have absorbed
large quantities of silver, because it would have been profitable to ex-
port the cheap silver to the East and purchase eastern commodities and
import them into Europe. But as commodities had fallen in gold price
from causes affecting commodities, there was no such profit to be made
by the export of silver, because the reduced gold price exactly balanced
the extra profit that would have been derived from the lowered value
of silver. ' Consequently, silver fell in value without any considerable
quantity of it being exported to the Bast.

However ingenious this explanation may appear at first sight, it con-
tains a fatal flaw. The fall in prices from increased production would
have affected silver prices just as much as gold prices; and the lower
gold price for which the imported Eastern commeodities sold would have
been exactly balanced by the lower silver priee for which they could
have been purchased. If under such circumstances silver had also
fallen relatively to gold, the profit to be made by exporting the cheaper
silver would have been undiminished. The explanation, in fact, as-
sumes (1) that the increased production of commodities would only
affect gold prices and not silver prices, and (2) that silver prices were
maintained 39 per cent. higher than they otherwise would have been by
anot very greatinecrease in the supply of silver which did not go to India.

37. 1t is always a matter of extreme difficulty to draw up a correct
statement of the balance of international indebtedness, because it is not
easy to ascertain what items should be shown on each side of the ac-
count, because the amount of some of these items can only be ascer-
tained approximately, and because the value of other items is quite
unknown.

The first objection I take to the statement in section 66 is that it avow-
edly omits the following three items, the omission of any one of which,
as 1 hope to show, is sufficient to destroy the entire value of the argu-
ment: (3) Freights on exports, minus expenses incurred in India; (4)
private remittances of money and securities from India; (8) private
remittances of money and sccurities to India.

They are said to be ¢ probably unimportant as compared with the
others, and there is no.reason for thinking that they would materially
alter the balance.”

It may be admitted that these items are small as compared with the
total value of the exports or imports, but they are not small as compared
with the net result on which the question of indebtedness depends, and
an error of two or three millions sterling, owing to the omission of these
items, might totally alter the aspect of the question of indebtedness.
For example, India has exported more than 1,000,000 tons of wheat in a
single year, the freight on which may be taken at £1,000,000 sterling, or
say Rx. 1,400,000, The freight payable on rice and seeds would come to
quite twice this amount, and there is besides the freight payable on
very many other articles. The omission of freight alone vitiates the
account by more than Rx. 5,000,000 yearly, an amount sufficient to en-
tirely alter the character of the result.

In reality, however, the omission of freight on exports has not vitiated
the result to anything like this extent. Freight on exports has been
wrongly shown as a liability of India, and the omission of this item in
the account has merely redressed-the error. India has been charged
the freight on imports, because this freight is included in the valuation
of the imports as landed in India, and she can not fairly be charged
with the freight on exports also. India should, however, have been
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credited with that portion of the expenditure in connection with freight
on exports which was incurred in India.

38. It is impossible to say what the amount of private remittances of
money and securities may be in any year, but they vary from year to
year, and may, between any two years, make a difference of several mil-
lions on one side of the account or the other, an amount quite sufficient
to entirely alter the character of the result deduced from the figures.

I may also point out that private remittances of securities from India
have been wrongly shown under liabilities of India, and private remit-
tances of securities to India have been wrongly shown as a means of
payment. The items ought to be transposed. If somebody in India
sells an-Indian security to somebody in England, the transaction counts
in the international trade for the time being as an export from India,
and therefore as a means of discharging an international liability.

Although this error has been made in the text of section 66, the re-
mittances of enfaced paper have been correctly dealt with in the actual
account. A further explanation, however, is needed in regard to this
matter. It an Englishman in India saves money and invests it in gov- .
ernment paper,«and on return to England has his government paper
enfaced and brings it with him, the transaction does not affect the in-
ternational account of the year either one way or the other.

39. Another objection is that the value of the exports and imports of
merchandise can not be ascertained exactly. If the export of merchan-
dise happened to be overstated in any year by only 2 per’cent., and the
imports understated in the same proportion, the error in the final result
would be no less than Rx. 3,100,000, an amount sufficient to entirely
alter its character. If the error was in the opposite direction in the
next year, there would be an apparant difference in the international
indebtedness of the two years of Rx. 6,200,000.

The imports on government account have also been wrongly included
in the imports of merchandise. They are paid for by the India council
bills, and India can not be made to pay for them twice; first, when they
are imported as merchandise, and, secondly, when bills are drawn for
their value. The error arising from this cause alone was no less than
Rx. 3,84;1,000 in 1885-'86, Rx. 3,115,000 in 1886’87, and Rx. 2,619,000
in 188788,

40. Another source of error is, that in many years, a considerable
amount of the imports (such as railway plant and machinery) really
represents the investment ot English capital in India, is not paid for at
the time, and consequently has no effect on the exchange of the year.
Of course all investments of foreign capital affect the exchange in sub-
sequent years when profits or interest come to be remitted from India,
but such investments are generally made in industries connected with
the international trade, and, so far as they increase Indian exports,
they counteract the tendency to a fall in the exchange, owing to the
remittance of profits. 1t is quite possible, and even probable, that an
investment of foreign capital in India might so increase the exports as
to favorably influence the exchange. For example, if £1,000,000 is in-
vested in jute-mills, and such investment increases the exports of India
by £200,000 yearly, while only necessitating the remittance ot £50,000
yearly, on account of the profit, the international account has been al-
tered in India’s favor to the extent of £150,000 (£200,000 minus £50,000),
and the tendency is to raise and not to lower exchange. The invest-
ment of foreign capital in tea gardens in India is a case in point. The
whole of the exports of tea from Ipdia are due to this cause, and the
value of these exports is much more than sufficient to cover the remit-
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tance of profits and pay for such articles of 1mport as are required in
the manufacture of tea. The international equation has, consequently,
been altered to the advantage of India, and not to her disadvantage, by
these investments.

41. Apart from this question of the untrustworthiness of the account
of India’s international indebtedness as actually made up, there is the
further objection, that when two standards are altering in relative
value, the balance of indebtedness always turns in favor of the country
where the standard is relatively appreciating. Let us suppose that
there are two countries which trade together and have different stand-
ards, and that atter the relative value of the two standards has re-
mained steady for a tiwne, one of them begins to appreciate and all
prices measured in that standard begin to fall. The rate ol exchange
having been fixed by the course of business will remain the same until
an influence comes into operation which alters it. In the mean time the
fall in the prices of articles imported into the country where the stand-
ard is appreciating checks such imports, while the fall in the prices of
exports stimulates them. An unfavorable balauce of trade is thus cre-
ated, and the two standards alter in relative value. ,An unfavorable
balance of trade is the mode by which an alteration in the relative value
of two independent standards shows itself, and proves absolately noth-
ing as to whether the cause of the alteration is increase in the value of
the one standard or fall in the value of the other standard.

I entirely agree with the remarks contained in sections 63 to 65 of
Part I1, but wish to add, that the relative scale of prices in two coun-
tries is the predominating influence in permanently determining the flow
of bullion from one to the other, and it does so by acting on the balance
of international indebtedness. I fully believe that it the system of
double legal tender had been maintained less silver would have been
exported to the Ilast in recent years, but it does not follow that this re-
sult woald have been due to a reduction of demand for silver in India.
The distribution of the precious metals when used as standards of value
is determined by the relative demand of different countries. A cessation
of the flow of silver to Indiag under a system of double legal tender,
might indicate that the Western demand was stronger and not that the
Rastern demand was weaker. The general fall in prices, and the re-
duction in the supply of gold in Europe, appear to me to prove that the
reduced supply of silver to the East, which would have occurred if the
old system had been maintained, would have been due to an increase
oEf demand in the West rather than the falling off of the demand for the

ast.

42, If an unfavorable balance of indebtedness was growing up against
India simply because she had larger payments to make without receiv-
ing a direct commercial equivalent, such a state of things would check
not merely the import of silver into India, but the import of every com-
modity. Isit,then, the case that the exports of merchandise from Eng-
land to India have grown less rapidly than exports from England to
other silver-using countries? If this is not the case, the growing in-
debtedness of India can not have speclally checked imports into India,
imports of silver included.

Taking the thrée quinguennial perlods from 1873 to 1887, it will be
found that English exports to India increased in value 14.1 per cent. in
the second period, and in exact]y the same proportion in the third period.

Taking the otlier silver- using countries, China, Straits Settlements,
Japan, Ceylon, Mauritius, Mexico, and Central America, the increase in
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the second period is only 6.7 per cent., while there was an actual decrease
of 2.8 per cent. in the third period.

If the exports from England to India have increased much more rap-
idly than the exports from Kngland to other silver countries, it is clear
that any special hindrance to exports of all kinds (including silver) from
England to India, arising out of the drawings of the India council,
must have been of comparatively minor importance.

43. 1t is commonly said that if one country has a payment to make
to another, the country which has the payment to make trades to a dis-
advantage. The theory, as a theory, is unassailable; buat in practice
there are many more important factors which influence international
trade, and, as has already been shown, if the payment is made on ac-
count of foreign capital judiciously invested, the net effect of the whole
transaction may be to improve the relative position of the country which
has the payment to make.

Payments for which no direct commercial equivalent is received are
made in an increasing amount to England every year by foreign coun-
tries, and, consequently, the relative position of England in the inter-
national trade should, according to the theory just stated, be steadily
improving, and England should be receiving an increasing quantity of

. foreign produce in exchange for her exports; yet the facts since 1873
do not bear out this contention. If we take the price of a certain quan-
tity ot English exports in 1873 at £100, and the price of a certain quantity
of English imports at the same figure, the prices of the samme qnantities
in 1836 will be £62 and £69 respectively, according to Mr. Giffen’s fig-
ures.

‘We thus see that, if a certain quantity of English exports were ex-
changed for a certain quantity of 1mports in 1873, the same quantity of
exports would in 1886 have failed to exchange for the same quantity
of imports in the proportion of 62 to 69.

In other words, goods for goods, England was making a worse bar-
gain internationally in 1886 than 1873 by 11 per cent.

It is true that in 1873 England was exchanging her exports for for-
eign products on specially favorable terms, but the figures just given
show that the question of the relative indebtedness of different nations
is a comparatively minor factor in determining the conditions of the in-
ternational trade. .

44. There are no figures of equal authority which can be used in de-
termining on what terms India is now trading with other countries as
compared with former times, but all the inquiries I have made point in
the same direction, namely, that a certain quantity of Indian produce
laid down at Calcutta or Bombay will at the present time exchange for
a larger quantity of imported goods than it would have done in 1870 or
1873. The theory that India is hampered in her foreign trade by the
drawingsof the Indiacouncil appears, therefore, to be without foundation.
That India would be wealthier if these drawings ceased, while India re-
tained the advantages arising from the causes which have brought
about the drawings may certainly be admitted; that India would now
be importing more goods of all kinds, including silver, if the canses which
have led to the drawings of the India council had never come into opera-
tion, is not merely unproved, but is absolutely opposed to the facts so
far as they caun be ascertained.

45. It will be convenient to sum yp the objections which I take to:the!!
explanation given of the fall in gold prices and the alteration in the rel-
ative value of gold and silver:

(1) The method adopted for testing the variation in the standard by
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examining the causes for the rise or fall in price of particular commodi-
ties is unsound.

(2) It is misleading to apply it only to gold prices and not to silver
prices.

(3) The theory that silver has fallen in value from sentimental con-
siderations rests on no good basis.

(4) The theory that the cheapening of commodities prevented the
cheap silver from being exported to the East is founded on the fallacy
that increased production of commodities would affect gold prices and
would have no effect on silver prices.

(5) The account showing the growth of an unfavorable balance against
India is untrustworthy. -

(6) An alteration in the relative value of two standards is always at-
tended with a growing balance of indebtedness in favor of the country
where prices are falling, and proves nothing as to the causes of the al-
teration in relative value of the two standards.

INDEX NUMBERS.—THE RELATION BETWEEN GOLD, PRICES, AND THE RATE OF
DISCOUNT.

46. There are other questions of great complexity connected with the
currency question which 1 would gladly have avoided, but as they have
Deen raised, and stress laid on the evidence which they are supposed
to afford, I can not avoid dealing with them.

They are: (1) What value is to be attached to the evidence afforded
by whatis known as the system of index numbers ¢ (2) How does gold
affect prices? (3) What is the relation between prices, the supply of
gold, and the rate of discount ?

47. The evidence of the system of index numbers is to the effect that
as regards commodities constituting a large and important section of
the wealth of the world, the purchasing power of gold has in recent
years materially increased. They also show that in regard to most, if
not all, commodities included in this group, the purchasing power of
gold has increased, though in very varying degrees. They do not show
that the average purchasing power of gold in respect to everything
has increased, but this result may with some probability. be inferred
unless it can be shown that the rise in the value of gold in relation to
the articles included in the various systems of index numbers is bal-
anced by a fall in the value of gold in relation to other articles. This
has not been done.

48. Price is the relation of exchange between the standard commo-
dity and other commodities, and there does not appear to be any diffi-
culty in holding that an increase or decrease in the standard comnmo-
dity affects the ratio in which it exchanges for other things. 1t would,
indeed, be very difficult to hold the contrary view.

There is better ground for holding that an increase or decrease in the
quantity of gold has less effect on prices than is sometimes supposed ;
it appears, however, to be quite possible that an injurious fall of prices,
or rise in the value of gold, may take place in a country without a re-
duction in the total supply of gold to the world, and due simply to the
increased demand for gold arising from an increase in the production
of commodities in another country. In face of the fact that gold and
silver have altered 30 per cent. in relative value in fifteen years, and
that gold and silver prices of articles interchanged between the gold
and silver countries have altered in a corresponding degree, it can not
reasonably be held that the standard has practically no effect on the
rise or fall of prices.
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49. Arguments have been drawn from the low rate of diseount in
recent years to show that there can have been no ¢scarcity of gold.”
The question of the connection between the supply of gold, the rate of
discount, and prices, is probably the most difficalt and obscure in all
polltwal economy, but this at least is certain, that there is no connec-
tion between the permanent or average rate of discount and the pur-
chasing power of gold. The contention, however, is that gold exercises
no influence on prices (in the more advanced countries) except through
the rate of discount, and that as the rate of discount has been low and
uniform in recent years there can have been no such scarcity of gold
as to cause a fall in prices.

The argument is, at first sight, plausible, but to establish its sound-
ness it would be necessary to show that the rate of discount is neces-
sarily high and fluctuating when the standard is rising in value, and
low and uniform when the standard is falling in value.

There have been many cases in which the stundard was undoubtedly
depreciated by an overissue of inconvertible paper. There have been
other instances where the reverse process took place, and a depreciated .
paper underwent relative appreciation by a return to specie payments.
If the argument just referred to were sound, it should be possible to
show that in the former class of cases the rate of discount was low and
uniform, and in the latter class that it was high and fluctuating. This
has not been done, and the ablest economists are, I believe, of opinion
that it could not be done. Until the principle has been established by
an appeal to undoubted facts the argument founded on a low and uni-
form rate of discount is without force.

Nor can it be said that gold only acts on prices through an actual
rise in the rate of discount. The apprehension of a rise may exercise
a very potent influence on the mind.

The theory that a general increase in the purchasing power of gold
can not take place without an actual scarcity of gold being experienced
for purposes of business appears to be based on the assumption that
in such cases the general average of prices would remain unaffected
until it was suddenly discovered that there actually was not enough
gold to meet the demands for that metal. This assumption overlooks
the fact that what we call the average of prices is made up of an indef-
initely great number of transactions between intelligent beings, and
that in each such transaction the prospects of the future are discounted,
and the demands upon gold gradually and insensibly adjusted to the
available supply.

50. The value of gold may rise not merely because there is a reduction
}n the total quantity of gold, but because there is an increased demand

or it.

If there are three countries, A, B, and C, of which A and B have the
same, and C a different standard, and if from increase of wealth in A
an economic influence comes into play which causes a flow of the ma-
terial of the standard from B to A, I see no reason why a fall should
not occur in the first instance in the prices of certain articles in A, fol-
lowed by a fall in prices in B; the final result might be a flow of
(apparently) superfluous gold from B to A, and a rise in the value of
gold in B, unattended by any cheaper or mcreased production of com-
modities in that country, or by any perceptible rise or rapid ﬂucbuatlons
in the rate of discount.

The other country, C, having a different standard, would not be af-
fected in the same way. The economic changes at work in A might
tend to cause a flow of the commodity used as the standard from O to
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A, but such flow being rendered impossible by the difference in stand-
ard, the result would be that the general level of prices in C would be
unaffected, and trade between the two countries would be adjusted by
an alteration in'the rate of exchange between A and C; in other words,
an alteration would disclose itself in the relative value of the standard
of A and B on the one hand, and C on the other, which might be cor-
rectly described as an increase in the value of the standard in A or B
rather than as a fall in the value of the standard in C.

INJURIOUS INCREASE IN THE VALUE OF GOLD.

51. I have made the preceding remarks on the influence of gold and
credit on prices, and the connection between gold, the rate of discount,
and prices, with much unwillingness, for I can not pretend to explain
the subtle phenomena connected therewith. They are merely intended
to show that the question of an injurious rise in the purchasing power
of the standard can not be decided by speculations of a hazardous
character, regarding the connection between prices, gold, credit, and
the rate of discount. The questions to be decided are not speculative
but practical. IHas the purchasing power of the standard in any
country or countries increased? 1f so, has such increase been injurious,
and could it have been avoided in whole or in part?

In the present state of our knowledge the question of an increase in
the purchasing power of the standard can only be decided by an actual
appeal to wages and prices.

The further question, whether any portion of the fall could with ad-
vantage have been avoided, is one which must be decided on different
considerations, and with reference to the effects which may have at-
tended the increase in the purchasing powers of the standard.

52. Dealing with the question from a practical stand-point, what we
find in this countryis: (1) A great, and with some exceptions, a general
fall in prices. (2) Complaints of the burden of fixed charges, rents,
royalties, railway freights, and so forth. (3) A reduction in the rate
of profit and of interest. (4) A certain amount of want of employment.
(6) Considerable reductions in money wages in very many industries.
(6) A long-continued period of what is called “depression” in trade
and industry.

These facts indicate a state of affairs in which an increase in the value
of gold, whatever the cause of such increase may Dbe, has produced
injurious results, and the redunction in the amount of income per head
of population, assessed to the payment of income tax shown by the
figures in Appendix B., coupled with the tendency to a fall in wages,
appears to me conclusive on this point. It has been urged by more
than one economist that in recent years influences have come into oper-
ation which have increased the share of the products of industry which
falls to the wage-earning classes. Assuming this view to be correct, it
would follow that, under ordinary conditions, their rates of money
wages should bave materially increased, and the fact that they have
not done so, and have even fallen in some degree, affords a strong con-
firmation of the view that there has been a general rise in the value of

old.
& 53. It it had been possible to emploey both gold and silver as standard
money in the same manner in which it was formerly possible to do so
the increase in the value of gold would have been lessened, and beneficial
results would have followed, unless the change in the direction of lower-
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ing the value of gold would have been so great as to produce injurious
consequences of an opposite character.

The question of the actual amount of gcod which would have been
done by the maintenance of the old system appears to be one on which
it is impossible to arrive at any precise conclusion, but it is a noteworthy
fact that the periods of heavy fall in gold prices, and of a fall in the in-
come per head of population assessed to the payment of income tax,
coincide in a remarkable manner with the periods of heavy fall in the
gold price of silver, as is shown in Appendix B to this note. It is, for-
tunately, much more easy to decide whether the maintenance of the old
system would have led to an injurious fall in the value of gold. In the
first place, it will be observed that in silver-using countries no evil re-
sults, so far as regards the working of the standard of value in use in
those countries, appear to bave followed the divergence in the relative
value of gold and silver. Prices have not risen in any injurious degree
or even to any perceptible extent; there are no complaints of the burden
of fixed or customary payments; there is no decrease of employment
leading to a lowering of wages, and though there may be some tendency
to a rise in money wages, yet it can not be said that any injurious re-
sults are flowing therefrom. The feeling of depression in trade has not.
been 80 great as in countries using the gold standard. Netherlands
India, where the gold standard was adopted, has assuredly not gained
by the change in comparison with the other eastern countries which
maintained the silver standard.

If there is no reason to suppose that the maintenance of a purely silver
standard in recent ycars has injured any country, except in so far as it
may have had financial and commercial relations with countries using
the gold standard, it necessarily follows that the maintenance of the old
system of double legal tender would not have produced injurious results
either in the countries that did so or in countries using the single gold
standard.

54. Nor do the figures of the production of silver afford any ground
for alarm. If the supply of gold to countries outside the United States
has fallen oft by £15,000,000 yearly, and the supply of silver to the same
countries has only increased by £5,000,000 yearly, there is no reason to
fear that an arrangement whereby the deficiency in the gold supply
would bave been counteracted to the extent of one-third of its amount -
by silver would have produced an injurious fall in the value of gold.
Even if the higher gold price of silver had caused an increased produc-
tion of that metal to the extent of £10,000,000 yearly, the additional
supply would not have done more than meet the reduction 1 the supply
of gold. In the period from 1821 to 1840 the annual average supply of
both gold and silver amounted to about £7,200,000 yearly. In the pe-
riod 1861-°70 the average yearly supply was about: £37,400,000, an in-
crease of more than £30,000,000 yearly. A similar increase in excess
of the production of 186170 would bring the total production of the
present time up to £67,400,000 yearly, and as the production of gold is
about £20,000,000 yearly, the production of silver would have to increase
to £47,000,000 yearly to make up this total. There is no good ground
for supposing that the total production of silver would inerease to this
figure even if the price of silver rose to 603d. per ounce, or, it it did, that
it could be maintained at that rate; and as the total stock of both’ gold
and silver, as well as the total wealth of the world, is now much greater
than in 1840, an increase of £30,000,000 yearly would in all probability
produce a much less effect than at the time of the great gold dis-
coveries.
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55. Summing up the conclusions to which these facts and arguaments
point, it may be said that there is every reason to believe that the main-
tenance of the old system of double legal tender would have been a gain
to this country by mitigating or preventing, in a greater or less degree,
an injurious iucrease in the value of gold (from whatever cause it may
have arisen), and there is no grouund for supposing that it would have
lowelred the value of gold to such an extent as to produce any injurious
results.

In the preceding arguments, and in the calcnlations on which they
are based, I have assumed that the ratio of 1 to 154 was preserved. If
a system of double legal tender were adopted in the present day at or
near the market ratio ot gold and silver, an additional safeguard would
be provided against any possible injurious lowering of the value of the
standard, but there does not appear to be any good ground for appre-
hensions of this nature. .

ADVANTAGES WHICIHL WOULD IIAVE BEEN GAINED BY THE MAINTENANCE OF THE
SYSTEM OF DOUBLE LEGAL TENDER,

56+ It way then be said that if the old system of double legal tender
had been maintained: (1) A purely beneficial influence would have been
exerted in the direction of preventing a rise in the value of gold; (2) trade
between gold and silver using countries would have been tacilitated;
(3) industries in gold countries which compete with similar industries
in silver countries would have been relieved from unfair though tem-
porary causes of depression r (4) there would have been no impediment,
arising from currency causes, to the free employment of capital in coun-
tries where the return promised to be greatest; (5) the financial diffi-
culties of the Government of India, arising from an alteration in the
relative value or the two standards, would have been prevented.

It can not be doubted that these gains would, in the aggregate, have
been of great importance, and, as has been shown, they would not have
been attended with any counterbalancing evil in the direction of an in-
jurious depreciation of the standard.

NO PERMANENT AND SATISFACTORY SOLUTION OF TIHE CURRENCY QUESTION POSSI-
BLE WITHOUT TIE ADOPTION OF THE SYSTEM OF DOUBLE LEGAL TENDER.

57. The arguments in favor of a reversion to the old system, which
are based ou the possible dangers and difticulties of the future, are still
stronger.

We can state, with some attempt at accuracy, the evils which the
abandonment of the system of double legal tender has actually pro-
duced up to the present date, but we can not measure the magnitude
of the evils which it may produce in the future.

There must be some line of mounetary policy which in the fature will
give the most satisfactory results, and it is that policy which we should
attempt to discover.

An obvious line of policy would be to demonetize silver as standard
money everywhere, and to replace it by gold, but the experience of the
last few years shows that this course would be attended with the most
serious risks, and it hardly seems necessary to consider it as a possible
solution of the currency question. If this policy were inevitable the
free cpinage of silver by the Indian mints should be stopped at once;
the greater the delay in doing so the greater the ultimate loss to India.
This would be the first step, but what the tinal result would be it is im-
possible to conjecture, .
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Another course would be to divide the nations of the world into gold-
standard and silver-standard countries, and admit once for all that there
must be two independent metallic standards in the world. A little re-
flection will show that the objections to this course are also insuperable.
No satisfactory principle can be devised on which the division could be
based. It has been suggested that gold should be used by wealthy na-
tions and siver by poor ones, but 1t is difficult to suppose that the nations
which it was proposed to stamp as “poor” would accept the classifica-
tion, and it is quite certain that they would not promise to remain poor
in order that the accuracy of the classification might remain unimpaired.
On the contrary, the very fact that the nations using silver were to be
considered “poor” might be a powerful inducement to a progressive
country to change from the silver to the gold standard. Nor is it quite
certain that the relatively wealthy nations of to-day will always retain
‘the same position.

A third course would be an agreement that no mation should make
any change in its currency arrangements in future. But an arrange-
ment of this nature is easily seen to be impracticable. If gold prices
and wages should in time fall so largely as to lead to the belief that
gold was a very undesirable monetary standard, could a nation be blamed
for attempting to eseape from it? If silver fell still more in value rela-
tively to gold, could a country like India, which has intimate financial
relations with Great Britain, be prevented from adopting the same
standard as Great Britain? Would England and her dependencies
which now use silver formally renounce for all time the hope ot some
day establishing a common standard? Could the United States be in-
duced to continune to coin so many silver dollars every year, no matter
what might happen?

France and other countries have a large amount of silver coins, the
nominal value of which is now about 44 per cent. in excess of the mar-
ket value of the silver contained in them. The position must have
been very nearly, if not quite, reached at which false coining in good
gilver will be so profitable as to lead toits being practiced on an exten-
sive scale. If false coining on a considerable scale took place, could
France be prevented from withdrawing her silver coins and replacing
them, wholly or in part, by gold? Above all, what is to be done with
countries which now use inconvertible paper? They could not be
bound down to continue to do so, and if they returned to a metallic
standard they must choose either gold or silver. Even if the coun-
tries of the world were permanently divided into gold-using and silver-
using nations, or if all nations agreed to preserve the status quo, we
should remain liable to continual fluctuations in the relative value of
the two standards, with the attendant risks and inconveniences.

58. No solution of our present currency difficulties can be either sat-
isfactory or permanent which does not give practically the same mone-
tary standard to every country; which does not provide for the full use
of both the precious metals as standard money ; and the less the in-
ducement to change of standard the sounder and safer will the system
be.

These requirements would be completely met by a system under
which silver was made the legal standard in every country, any country
which wished to do so being at liberty to make gold also full legal ten-
der on the sole condition that the ratio for the legal tender of both
gold and silver shall be the same everywhere. The effect would be ex-
actly the same if those countries that wished to make both gold and
silver legal tender chose gold as the standard and mude silver legal
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tender at a certain ratio. What is absolutely essential to the success
of the system is that silver should be legal tender as well as gold in
certain countries, and what is desirable is that the number of countries
using the single gold standard should be reduced to a mivimum.

Assuming that this system were generally accepted, put into prac-
tice, and wmaintained, I can see no evils that would arise from it.

If it be said that some nations or banks would hoard gold, it may be
replied that they do so now, and that under the proposed system,
when silver would be freely available for international purposes, the

‘inducement would be less.

If it be said that nations wishing to go to war would accumulate gold,
the same answer may be given, and it may be added that with silver
freely available as money the hoarding of gold would be of less impor-
tance.

If it be said that nations might issue inconvertible paper, it may be
replied that they might do so under the present system, that the issue
of inconvertible paper would not interfere with the system of double
legal tender, and that the evils of such issue would be less when they
could be spread over the whole world.

If it be said that in the course of ages the value of gold as compared
with silver might rise above the legal ratio, I would ask what evils
would flow therefrom ¢ The cheaper metal (silver) would be the stand-
ard in every country, and there would be no fluctuation in the relative
value of the standards of different countries. Every person having a
debt due to him would be entitled to receive either gold or silver at the
legal ratio. If he is paid in silver he is paid in a metal which is freely
coined into money everywhere, and he suffers no loss or inconvenience.
If he is offered gold at any ratio other than the legal ratio, he need not
accept it unless he likes. If he accepts it at a value other than the
legal ratio, it cap only be because it suits him better to do so than ac-
cept a metal which is money everywhere, and if it suits him to do so
he suffers no inconvenience therefrom, and he can have no ground of
complaint. Under such a system, in short, each of the metals would,
by a natural process, be devoted to that purpose for which it was best
suited, and the existence of a temporary premium or agio on either of
them would merely indicate that that metal was in such demand for
some special purpose as to make it worth the while of the person who
wanted it to pay something for the advantage.

NO REASONABLE GROUND FOR SUPPOSING TIIAT THE SYSTEM OF DOUBLE LEGAL TEN-
DER, IF ONCE GENERALLY ACCEPTED AND INTRODUCED, WOULD BE ABANDONED.

59. The fear that some nations might abandon the agreement, either
from hope of gain to themselves or from a desire to injure other nations,
is chimerical. There is no ground for supposing that in such case the
great nations of the East, such as India and China, will abandon the
use of silver, and there are very obvious reasons which will prevent the
American Continent from doing so. Nor is there really any danger
that the Latin Union would abandon the use of silver, to which. the
people have so long been accustomed. 1f Germany, after adopting the
single gold standard, reverted to the use of silver also, is it likely that
she would make a third change?

A nation could only depart from the system through a hope of bene-
fiting. itself or of injuring its neighbor.

< Assuming that all nations had the same standard, could any one na-
tion hope to benefit itself by adopting a different standard from that
of other nations ¥ Or could it hope to injure another nation by a meas-
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ure which would give it a different; standard from all the rest of the
world, and would leave the nation it wished to injure in monetary alli-
ance with all other nations? Eugland, no doubt, adopted the single
gold standard in 1816, but the change was made in ignorance of the
effects of an universal abandonment of the system of double legal ten-
der, and without any intention of injuring other countries. It is a sig-
nificant fact that silver was abandoned as the English standard in 1816,
in direct opposition to the advice of Ricardo.

60. We know that at one time the opinion was held universally, or
almost universally, that the wealth of a country depended on the quan-
tity of the precious metals which it contained; that the export of these
metals was prohibited, and that legislation was directed to controlling
trade in such a way as to try to secure a continual stream of gold and
silver into each country. Attempts were frequently made to attract
gold (while still retaining silver) by raising the legal ratio of gold rela-
tively to silver, and in very early times the absurd device was adopted
of attracting silver by enacting that the crown or 5-shilling piece
should pass for 7s. 6d., the theory being that silver would flow where its
valua was greatest, and that by calling the crown 7s. 6d. instead of 5
shillings a higher value was thereby given to the silver contained in it.
In Appendix A to the Note will be found an extract from Gerard de
Malynes’s Lex Mercatorie, which shows what was the state of opinion
on this subject in the reign of Heniy VIIL. In chapter xii of Lord
Liverpool’'s Coins of the Realm will be found a full aceount of the
measures which James I adopted for the purpose of attracting gold
while also retaining silver. 1t is an historical fact that the ratio of 1
to 153 (by which gold was overvalued at that time) was adopted in
France in 1785 with the avowed object of attracting gold.

Nobody is now afraid that other nations will drain them of their
wealth by attracting gold and silver, and the only Goveriment which
is accumulating gold (the United States)is actually alarmed at this re-
sult, and adopts special measures to throw it on the open market again.

May it not then happen that the prejudice in some minds in favor of
gold as the sole monetary standard will disappear as completely as the
old mercantile theory ? It is based partly on a mistaken belief that
gold must be the best standard because it contains much value in little
weight and bulk, and partly on the alleged greater convenieuce of gold
as coin. There is no ground for the former belief that will stand exam-
ination, and the greater convenience of gold as coin extends only to
large payments, which are now generally made in paper. For the vast
proportion of payments, even in the wealthiest countries, silver is more
convenient than gold. If all silver coins disappeared from England
the inconvenience caused by having to make all small payments with
copper coin would be greater than the inconvenience of having occa-
sionally to make large payments in silver if the gold coins disappeared.

The world has in reality had no experience of the single gold stand-
ard except since 1873, and the experience acquired since that date is
decidedly against continuing the experiment.

ENGLAND WOULD GAIN FINANCIALLY, INDUSTRIALLY, AND COMMERCIALLY BY THE
CHANGE.

61. The argument that the financial position of England, and espe-,
cially of London, would be injuriously affected, will not stand examina.
tion.

The financial position of England depends very largely on the fact
that her savings are great, and that she every year accumulates capi-
tal. which is either directly invested or lent to others, Could her posi.



GOLD AND SILVER COMMISSION. 193

tion in this respect be injured by a change which increased the demand
for loans on the part of silver-standard countries, and facilitated the
investment of capital in such countries

» Her financial position also depends to some extent on her insular po-
sition and security from invasion, and in these respects it would be un-
affected by a change in standard.

1t also depends largely on her being e great trading power, carrying
on business with all parts of the world, and in this respect her position
would be improved if England’s standard was the standard of the world
instead of being the standard of one-half of it.

Her financial position also depends on the prosperity of her indus-
tries, and these industries would gain rather than lose if any consider-
able divergence between the gold and silver standards could be pre-
vented.

Tt is also said that bills are drawn on London and arrangements made
for the settlement of financial transactions there because confidence is
felt that gold can always be obtained in England if necessary.

But if silver were freely coined into standard money in all parts of
the world, the advantage of being paid (in case of necessity) in gold
instead of silver would disappear, unless in those very few cases in
which that metal might be required for some special purpose. Such
cases would be very few; and as London is the great silver market,
though silver is not the standard, there is no reason why it should not
continue to be a great market for gold, though gold was no longer the
sole standard. On the whole there seems no reason to doubt that if
the proposed system were introduced carefully and with the consent of
the country the financial interests of England or London would not
suffer in any respect, while in some important points they would ma-
terially benefit. The money-changer may, no doubt, make a profit, at
the expense of somebody else, by a difference of standards; legitimate
banking and financial business, as well as the interests of the industrial
and commercial classes, can only be promoted by unity of monetary
standard.

CONCLUSION.

62. For the reasons already stated I have agreed to the recommenda-
tions made in Part 111, that the system of double legal tender should be
established in this country, as the result of an understanding with
other civilized countries. In view of the magnitude and importance of
the question, of the possibility of opposition from influential classes,
and of the difficulty of settling the ratio for legal tender at the present
time to the satisfaction of all concerned, the change should be made
gradually and after caveful preparation.

63. Nobody desires that silver should continue to fall relatively to
gold, and everybody, or almost everybody, would be glad to see it rise
somewhat. Apart altogether from the question of gold prices, a fur-
ther fall in the relative value of silver might lead to the United States
or the Indian government ceasing to coin that metal, with consequences
which can not be foreseen, but which must be serious. Or it might lead
to the imposition of heavy import duties in India with injuricus conse-
quences both to England and to India. In England an ounce of stand-
ard silver is coined into 66d., while the market price of the silver is (or
was a few days ago) 42d. The gain on false coinage of English silver
money in good silver is consequently no less than 57 per cent., and it
i8 known that false coinage of this nature has already takeu place,
though there is no evidence of its having occurred, as yet, on a large

8. Mis, 34—13
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scale. It is undesirable to maintain this temptation to such fraud; it
would be very dangerous to allow it to increase, and it ought, if possi-
ble, to be reduced. :

A similar state of things exists in France, America, and every other
country which uses either token coins of silver or silver coins which,
though full legal tender, are now overvalued.

Dr. Soetbeer estimated the nominal value of the total supply of silver
coins in civilized lands at £392,000,000 at the close of 1885, and it is no
doubt somewhat greater at the present day. Nearly the whole of this
coin is overvalued and its market value as silver is about £110,000,000
below its nominal value; in other words. at the present price of silver it
would require an expenditure of £110,000,000 in the purchase of silver
to increase these coins in such manner as to make their value as silver
equal to their legal value. This state of things constitutes a danger not
only for the countries which hold this silver but for all countries using
either the gold or silver standard.

64. On every ground of expediency, therefore, it would seem desir-
able to adopt at once any measure which, without being attended with
evil results, would tend ecither to raise the value of silver or to prevent
a further fall. For these reasons I have no hesitation in supporting
the adoption of the measures suggested in the Part 1l of the report,
namely: (1) The repeal of the duty on silver plate; (2) the issue of 10s.
notes based on silver, the half-sovereign being gradually withdrawn;
(3) the issue of £1 notes based on silver.

As I do not hold that the fall in the value of silver relatively to gold
has been caused mainly, or very greatly, by the increased supply of
silver, I am not of opinion that the additional demand for silver created
in this way would of itself have much permanent effect on the relative
value of the two metals, but it would certainly have some effect, and
the proposed measures would tend to create confidence in, or remove
doubts as to, the future position of silver. This change of feeling might
have a considerable effect both on certain classes of the public in this
country and on other Governments. There would probably be no dif-
ficulty in combining these measures with concerted action on the part
of foreign Governments tending in the same direction. The result
could not fail to be a tendency to diminish the divergence in relative
value or to prevent it from proceeding so far as it otherwise would, and
to this extent the effect would be beneficial in every respect. A feeling
of confidence in silver would be generated, and if the small notes based
on silver came into general use the apprehensions of those who fear in-
convenience from the more extended use of that metal in this country
would disappear.

65. The further measure which wounld remove many difficulties and
insure a final and satisfactory solution of the question is the recognition
by the British Governnent that the system of double legal tender is one
which must ultimately be adopted and towards which we should gradu-
ally move.

Such recognition would tend to remove the inducement which now
exists to the hoarding and accumulation of gold rather than silver, and
would bring into play influences which would have an exactly opposite
effect. The metal which was likely to rise in relative value would be
hoarded and accumulated rather than the metal which was likely to fall.
In the meantime the action of Great Britain might remain unfettered
both as to the time and manner of introducing the system of double legal
tender and the conditions under which it would be adopted.

All which is submitted for Your Majesty’s gracious consideration.

D. BARBOUR.
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Appendix 4 to Mr. Barbour’s note.
[Gerard de Malynes—Lex Mercatoria, pp. 308, 309.]

This daily enhancing began in the time of Henry VIII, who went about to reform
the same; but afterwards, finding if he should still enhance his price of moneys
likewise they would still advance theirs more and more, he began but moderately;
and whereas the Angell Noble (so called) was at six shillings eight pence, he cansed
the same to be valued at seven shillings and four pence, by a proclamation in the
eighteenth year of his reign, and within two months after at seven shillings six
pence; and withal he did write unto other princes concerning the same, and com-
missioners came over about it, but all was in vain, whereupon he gave an absolute
authority to Cardinal Wolsey by letters patenc as followeth :

¢ Henry the Eighth, by the Grace of God King of England and of France, Defender
of the Faith, Lord of Ireland, to the Most Reverend Father in God, Our Most Trusty
and Most Entirely Beloved Councillor the Lord Thomas, Cardinal of York, Archbishop,
Leget de Leicestre of the See Apostolic, Primate of England, and our Chancellor of
the same, greeting: Forasmuch us coins of money, as well of gold as of silver, be of
late days raised and enhanced both in the realm of France, as also in the Emperor’s
low countries and in other parts, unto higher prices than the very poiz weight and
fineness and valuation of the same, and otherwise than they were accustomed to be
current; by means whereof the money of this our realm is daily, and of a long sea-
son hath been, by sundry persons (as well our subjects as strangers, for their parti-
cular gain and lucre) conveyed out of this realm into the parts beyond the seas, and
so is likely to continue more and more, to the great hindrance of the gencrality of
our subjects and people, and to the no little impoverishing of our said realm, if the
same be not speedily remedied and foreseen, we, after long debating of the matter
with you and suudry other of our council, and after remission made unto outward
princes for reformation thereof, tinding finally no manner of remedy to be had at
their hands, have by mature deliberation determined that our coins and moneys (a8
well of gold as of silver) shall be by our officer of our mint trom henceforth made at
such fineness, lay, standard, and value as may be equivalent, correspondent, and agree-
able to the rates of the valuation enhanced and raised in outward parts as is afore
specified.” -

Appendix B lo Mr. Barbour's note.

THE FALL IN THE GOLD PRICE OF COMMODITIES SINCE 1873 COMPARED WITH THE
FALL IN THE GOLD PRICE OF SILVER DURING TIE BAME PERIOD.

1. In tke following table the index number of the Economist for January 1, 1873,
is represented by 100, and proportionate numbers are given for snbsequent years.
Tho gold price of silver for January, 1873, is also taken at 100, and the price of silver
for January of each subsequent year is 1epresented by proportionate numbers:

1 2 | 3 | 4 5 6 7
‘ Fall or nise | Fall or riso
i m nﬁdvx in priceof | Fall orl 1se | Fall or riste
| : . | number as | silver as m index | 1n price of
Year. Indﬁxr p';'l"’,e of | compared | compared [ number as | silver as
nuwber. | silver. with with compared | compaved
preceding | preceding ( with 1873. | with 1873.
yeur, year.
100 1T N RN R o
97,7 98.1 ] 23 - 2.
94 96, 1 8.7 - 6
pL7| g7 - 23 3
92.5 6.1 -4 0.8 - T,
85.8 89.8 — 6.7 14,
4.8 84 -11.2 - 25,
85, 8 87.7 +11.2 —14.
80.5 85.8 -— 5.3 —19.
82.8 86.8 + 2.3 -17.2
79.8 & - 8.0 —20.2
4.8 85 — 5.2 —25./4
70.8 83 — 8.8 —29.2
68.6 8 — 2.2 —381.4
70.1 77.4 + L5 —20.9
75.3 4.4 + 5.2 —24.7
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2. Taking the period 1873 to 1886, it will be seen that there was an almost contin-
wvous full in the prices of commodities, the downward tendency being checked tem-
porarily in only three years—1877, 1830, and 1882.

The course of the gold price of silver very closely coincides, the dowaward tend-
ency having been checked in only fonr years—1877, 1820, 1382, and 1824,

3. It will also be seen from columns 6 and 7 that, up to Jabnuary, 1879, the course
of prices was steadily downwards (excepting 1877), and that the course of the price
of silver was also steadily downwards, with the exception of the same ycar.

In both cases the maximum depression for the time was reached in 1879, aud in the
following year there was a marked rise both in the gold prices of commodities and
the gold priee of silver, this rise being entirely lost by January 1, 1384, in the case
of commodities, and very nearly lost in the same year by silver.

In 1884 the index number for commodities was 74.6 as against exactly the same
number in 1879, while the price of silver in 1884 was 85 as against 84 in 1879. Be-
tween January 1, 1884, and January 1, 1886, the gold prices of commodities fell, and
80 did the gold price of silver. Subsequently to 1886 the agreement ceases. The gold
prices of commodities rose in 1837 and 1888, while the gold price of silver fell,

4. The following table is constructed on a similar plan, Mr. Saunerbeck’s index
numbers being substituted for those of the Economist, and the price of silver being
taken as the average of the year, because Mr. Saunerbeck’s prices are also the average
of the year:

Fallorrise | Fall or rise

in Index No.| inprice of Fall or rise | Fall or rise

in_Index | in price

Index | Price of as com- (silverascom-| "y ;
Year. No. silver. pa,mdedvivith pared lwith c(f;:?iy::ed 'f:,:,;::;‘f
preceding | proceding 5 4 ; -
year. yoar. with 1873. with 1873.
100 100 ave sefesnececnciiae
91 98 4 —8.1 —1.6
86.5 96,0 | —5.4 —2.4
85.6 890 | . —7.0
84.6 92,5 | —1.0 +3.5 |
8.4 88.7 | —6.2 —3.8 |
74 8 86.5 | —3.6 —2.2
0.3 ) 88.2 | +4.5 +1.7 |
76.6 8.2} —2.7 —10
57 871 | — .9 —.1
73.9 85.3 | —1.8 —1.8
68. 5 RS, 4 —5.4 + .1
649 820 | —3.6 —3.4 |
62.2 6.5 \ ~2.7 —5.5 |
61.8 75.2‘ -9 —1.3 |

5. Mr. Sauerbeck’s Index Nos. show a considerably greater fall than those of
the Economist, and the agreement in details with the fall in silver is not so close
up to 18836, but the gencral course is the same.

From 1873 to 1879 there is a continuouns fall in gold prices, averaging 4.2 yearly,
while the average yearly fall in the price of silver is 2.2.

In 1880 there is a rise both in the gold price of commodities and in the gold price
of silver, and from 1880 to 1883 the average fall in prices of commodities is only 1.8
yearly, while the average fall in the price of silver is only .9 yearly.

After 1883 the prices of commodities fall rapidly, while it is only after 1884 that the
price of silver fell rapidly.

6. There appear, from these figures, to be three well-marked periods in the case of
commodities :

I. From 1873 to 1879 a steady and continuous fall, the rate of fall being
markedly reduced in 1876 and 1877,
II. From 1879 to 1883 a marked rise in the beginning, followed by a continu-
ous but not rapid fall.
III. After 1883 a heavy fall, continuing to 1887.
The following are the corresponding periods in the case of silver:
I. From 1873 to 1879 a fall, which is continuous, with the exception of one
year, the rate of fall being unusually high in 1876 (the year of panic),
and a portion of this fall being recovereg in 1877,
II. From 1879 to 1884 a marked rise in the beginning, followed by an almost
continuous but not rapid fall.
III. After 1884 a heavy fall, continuing to 1887.
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7. In the following table the Index Nos. of Dr. Soetbeer are used in the same way
as before:

Rise or fall | Rise or fall Rise_or fall| Rise or fall

in Index No.| in price of )

Yoar Index |Priceof | as com- [silverascom- ”ﬁ}’”g:‘ O}I‘Bi ;‘;‘l’f’“

No, silver. | pared Ivyith pared with com];arod compared

preceding preceding Y ’

year. g year. with 1873.) with 1873.
100 100 ceea feeeen .
98.5 98.4 —-L5 L7
94.2 96.0 —4.3 —2.4 — 4.1
902.7 89.0 -5 —6.9 —~1L0
92.7 92,5 0.0 +3.4 -~ 178
87.6 | 88.7 —5.1 —3.8 —1L.4
84.7 86.5 —2.9 —2.2 —~13.6
88.4 88.2 +3.7 +2.6 —11.0
87.6 87.2 —0.8 —1.8 ~12.8
88.4 87.1 + .8 —.1 —~12.9
88.4 85.3 0.0 —1.8 ~14:7
82.6 85.4 —5.8 + .1 —14.0
78.9 82.0 -3.7 —3.4 -—18.0

8. In these figures also will be found an agreement of the same kind, From 1873
to 1879 there is a marked fall in gold {)riccs, with g cessation of fall in only one year,
1877, the year in which the price of silver rose. In 1880 there is a rise in both sets
of figures, and for three years there is very little alteration in gold prices, and for
four years only a slight fall in the price of silver. After 1873 gold prices fell largely,
and so did the price of silver after 1884.

9. Flnctuations of the same character may be observed in the prices of British im-
ports and exports as calenlated by Mr. Giffen,

The following are the figures taken from paragraph 49 of Part I of the report:

1 Price of | Price of
! exports. | imports.

10. In the case of exports the three periods are well marked. There is a continu-
ous fall to 1879, and steadiness of price (so far asfigures are available) from 1879down
to 1883, after which a coutinuouas fall again sets in

In the case of imports we have a continuous fall down to 1879, with the exception
of & temporary rise in 1877, In 1880 there is a considerable rise, followed by a gradual
but not heavy fall down to 1883, after which year the fall again becomes heavy.

11, The same three periods can be traced in the average values of the imports and
ex’Borts of the United Kingdom per head of population.

" The following are the figures:

l | bt
Price of | Price of
l Vear. {'expun& imports.

Year.

Imports per | Experts per Imports per | Exports per
Year. head oP head of Year. head of head o’f’e
population. | population. population. | population.

s d £ s d £ s d £ s.d

1110 9 718 7 1mir 7 6 810

179 7756 nrve 61811

11 79 6168 1 1114 0 616 10

1 6 0 6 010 19 614 8

111411 518 6 10 16 11 697

1017 8 513 8 10 4 3 517 3

1011 8 511 8 910 7 515 9
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12. In the case of imports there was a continuous fall from 1873 to 1879, with the
exception of the one year 1877. In 1880 there was a rise, which was maintained
with some fluctuations up to 1883, when a rapid fall set in.

In the case of exports there was a continuons fall down to 1879, After 1879 arise
set in, which was not altogether lost even in 1884, After 1884 a rapid fall set in.

13. The three periods can be traced, though more indistinctly, in the returns of the
amount produced by each penny of the income tax per head of population.

The following are the figures: :

First period. Second period.
Year endivg April 1— Year ending April 1—
1874 e criiieeee it £17.1 1881 cccueiacnnnnnn cevessncnes £17.0

17.6
Third period.
1886 el . 1.5
17.3
17.1

It should Le recollected that certain changes were made which affected the returns
for 1877, and of course the amount assessed rather follows than keeps pace with the
actual incowe.

14. It is instructive to compare the figares in this paper with the following facts
regarding the fall in the gold price of silver.

etween 1872 and 1879 the {all #n the price of silver was from 60,f;d. per ounce to
51}d. per ounce, being 1.29d. per ounce yearly, or 2.1 per cent. yearly, spreading the
percentage of fall uniformly over the seven years.

Between 1879 and 1884 the fall in the price of silver was from 513d. per ounce to
504d. per ounce, being only .12d. per ounce yearly, or .23 per cent. yearly.

From 1884 to 1837 the fall in the price of silver was from 50§d. per ounce to 44§d.
per ounce, being 2d. per ounce yearly, or 3.9 per cent. yearly.

Not merely, then, is there a certain amount of agreement between the yearly
fluctuations of gold prices of commodities and the gold price of silver, but there is a
very close agreement in the three well-marked periods into which the years since
1873 naturally fall.

15. It would appear that since 1873 there has been some law closely connecting the
fall in gold prices with the fall in the gold price of silver, though its working is ob-
scured by other influences.

But changes in the relative value of gold and silver may at one time be accom-
panied by changes in the level of gold prices, silver prices remaining comparatively
unchanged, and at another time by changes in the level of silver prices, gold prices
remaining more nearly the same.

Within the last two years average gold prices have ceased to.fall, and may even
have risen slightly, but silver has continued to fall, though the rate of fall in 1387
and 1888 is less than in 1885 aund 1886, and there has been recently a cessation of fall
and even a certain amount of rise,

NOTE BY MR, SAMUEL MONTAGU, M. P.

While agreeing with Part I1I of the report, I cousiderit necessary to
indicate what, in my opinion, would be the nost desirable ratio to fix
and maintain by an international convention. I fear thatthe diverg-
ence of gold and silver has extended so far, that the reversion to the
old ratio of 153 to 1 could not take place without certain disadvantages.
I prefer, therefore, that a ratio of 20 to 1 should be the one selected at
an international conterence.

If that course were adopted the large export trade from India wonld
remain unaffected, and in consequence we should continue to import
raw materials from India and China at moderate prices, On the other
hand, the Indian government could calculate on a stable price for silver
of about 4s. per ounce, and a steady exchange of about 1s. 6d. per
rupee, thus avoiding all the dangers which a further fall of silver would
produce. The probable effects of the establishment of a ratio of 20 to
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1 are indicated in a paper submitted to the commission and printed in
the appendix.

It is also necessary to call attention to the fact that, owing to the
depreciation of silver in gold-using countries, illicit ecoinage in good
gilver has taken place. Fears are entertained that with a further fall
on the gold price of silver this evil is likely to extend, especially in this
country, our coinage being issued at 5s. 6d. per ounce, or at a premium
if over 50 per cent. above the present market price of silver. It is
therefore argued that unless a bimetallic convention be effected, our
coinage should be increased in weight at an expenditure of several
millions sterling.

Q+MUEL MONTAGU.
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