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. FOREWORD 

It is a pleasure and a privilege to be aaked ~ write 
a Foreword.for such a scholarly treatise as -that of ProL 
Das Gupta's on Paper CUn'ency in India, 'The litE'ratu"r~ 
of Indian CUn'ency' is already rich and has be~n.of; ~te 
increasing i-D:volume' all well-as plaintainingits -'<Iu~li.ty:) 
~he days are gone by when the late. Prof. Marshall could 
say "There are five thousand pages of able repo~ts for. the. 
students of Indian Econom4:s _ but . no· good -text _ bookS. ,; 
The last fifteen years have given. us quite a number of goOd 
and able works on Indian economie -topics; and the work of 
Prof. Das Gupta will form ~ notable addition ~ that list. 
Where the subject treated is, so, wide -and complex, as in 
the present work, it is only natural that a few _of the opinions 
expressed in it cannot co~and my- assent; but I admire 
the general soundness of the e_xposition. 

A monograpb on the Paper -Currency' of -sliGh 11 great 
and important country Btl India, ,~'Il8.- in_ fact ,-Qv{lrd"ue~ It 
ia surprising, indeed, why some one out-. of our p;lanyweU. 
trained ecanonUsts did not single .out the_subjec~ ere. this 
for special treatment. It would appear. that even in our 
days when 60 many scholars are on the look·out for- sUit~ble 
theses, we esnstiU find, occailionally. ,an __ eJigible_~u~j"ect_ 
seeking an able author. Prof. Das

6 
Gupta .bas -seized:- the 

opportunity afiorded to -him by the want Qf ~I>ecild ~orks. 
on the Indian . Paper Currency SYlltem a~ 1!as _IIlad~. the_ 
most'of it. Apart from. the practical importanc.e'ofs~ch-!l: 
subject, the record of six decade.s oUhe working of 8_J»aper 
Currency System uwler sucb special circumstances was, ~ 
ably handled, Bui'e to' thrOll'- -light on prob!eIp-s _of .theory; , 
and our a,ithor has not failed to tl-ea.t_Qis subject iti the 
light of -the evoiution of monetary, the?!'Y andpra.ctice. ' 

~.-.. . : 
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He ha~ also shown in his handling of his thesis origina
lity of thought and treatment, and his work is -based on 
careful and painstaking research. He has spared no labour 
in collecting his facts and has founded his conclusions 
oli i,course of wide reading which included some sources 
of information of a pnnz,a. facie unpromising· and remote 
character. 

A word might also be said about the general arrange
ment of the material. The problems in hand must have 
taken a lot of careful thinking out' before they could be 
developed into the lucid and well-thought-out scheme of 
the book-'-the more so as the problems of Paper Currency 
are- mixed up almost inextricably with other monfltary 
matters. Our author has adopted the most logical course 
under the circumstances. The tangled mechanism of Paper 
Currency has been taken into its component parts, and each 
part is examined in isolation, so far as isolation is po~sible. 
This is a more convenient method than -that which is 
usually followed in books of the sort. A complicated and 
difficult subject is thus made attractive to the reader. 'fhe 
author has a. clear and attractive style, which has greatly 
facilitated the difficult work of monetary exposition. 

I have read with special ·interest, attention and 
instruction the last chapter of Prof. Das Gupta.'s work
the one dealing with the recommendations contained in 
the Report of the Royal Commission on Indian Currency 
and Finance. I only wish that many more critics of that 
Report possessed the schohirly erudition and the well
balanced judgment of our author. Even where he is 
inclined to differ from \he recommenda.tions of that Report, 
he is fully aware of the special circumstances and difficulties 
which justify those recommendations. Criticism leads 
the way, but justification follows hard on its heels. Thus. 
OIII the one hand, he notes that .. the transference of the 
note issue to a bank; whatever pompous name we call it' 
by. is fraught with certain risks" (p. 272): but, on the 
other'hand. he has empb~ised how the transference of note 
issue to lIuch Q Resel've Bank-by whatever, name. it is 
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called-would prevent non-monetary considerations from 
influencing the' administration of the. paper currency 
(pp. 268-70). On the one hand he regrets the necessity of 
the partial "scrapping" of the permanent provisions for our 
pape~ currency laid down in 1920 (p. 263) ;on the other -
hand he clearly perceives that "s. project of paper currency 
reform to suit and supplement a Rupee standard, silver 
monometallism or bimetallism~ would of necessity be 
different in nature, from a project fitting into a gold 
standard" (p. 266). As ~ theorist he is impatient of the 
restraints-such as they are-imposed on the discretion ot 
the management of the Reserve Bank (pp. 280-81); and' 
yet he is aware that the transfer of the note issue from the 
Government is not without its risks, and consequently 
should not be without its safe-guards. In fact, the chapter 
is a very good commentary on the Hilton-Young Report. 

But •. there are many other topics of the monetary 
economics of. India discussed very well indeed in the book; 
and on controversial matters the author is -particularly 
interesting. I would instance his handling of such problems 
as the amalgamation of the Paper Currency and gold 
l"tandard reserves, and the methods and proper meaning and 
measure of • elasticity.' On the importance of pri~e
stability as a basic principle of monetary policy the author 
hilS justly laid great stress. _ 

In conclusion, I would 'emphasise the fact that the 
publication of the book is very timely. The whole monetary 
'organisation of India is at present being discussed and 
examined by the public as it never was before; and. it is to 
be hoped that this book which deals exhaustively with our 
Paper Currency but incidentally also with many other phases 
of our monetary system, will be carefully read by many of' 
the public and will enlighten and guide their judgment. 

PRESIDENCY COLLEGE, CALCUTTA. J 
8ra March, 1927. 

J. C. COYAJEE. 



PREFACE 

The following work attempts to give an account of the 
past and the present of the Paper Currency. System in India. 
It was prepared substantially in-its present form and 
approved by the University of Calcutta as a thesis for th~ 
degree of Doctor of Philosophy. I have now revised the 
work, making additions and alterations. in nearly every 
chapter. Chapter ten, dealing with the Future of the 
Issue, has been practically rewritten. I have endeavoured 
tQ be up-to-date, having noticed the latest landmark in the 
currency history of India, namely the Report of the' Hilton
Young Commission. There is however no fl'xity or 
finality of things during a transition period. New happen
ings -may soon make new currency history and events move 
too quickly to be caught by the camera of a. passing 
publication. Although this uncertainty of outlook is a. 
handicap, it leads at the same time additional weight to 
the necessity of a clear understanding of the past and of 
the present. To this end perhaps the book- may be 
regarded as a timely contribution . 

. My purpose has been to deal exclusively with the paper 
currency, isolating it, as far as it bears such isolation, 
from the rest of the monetary system. This has been no 
easy task and I have had constantly to resist the temptation 
of embroiling myself in discussions of the monetary system 
generaliy or of parts of that system· comparatively foreign 
to my purpose. I realis~ however the essential unity of 

_ the entire monetary structure of which. paper currency 
forms an organic part. 

Perhaps I need say a word about the arrangement of 
the work. I have diviikd the subject matter into two parts, 
dealing ;espectively ~th the period of bank issue and tbe 
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issue 8S in the hands of the State. Within these two broad' 
divisions, it has appeared to me as the most convenient 
method to break up the different aspects of the issue into 
separate discussions and trace. out their history and develop
ments separately. The usual practice whereby alI the 
departments of Paper Currency organisation are studied, 
rather mixed' up, in a system of chronological presentation 
of Paper Currency Acts,. seems hardly conducive to a quick 
and clear understanding of the various and many-sided 
developments of our Paper Currency. I have taken the 
machine into pieces. and tried to examine_ each aspect as far 
as possible- separately from the others. But the Paper 
Currency System, in all its aspects, forms of course one 
whole. 

A history of Indian Paper Currency needs hardly any 
apology for it. The subject is important j and -with the 
growing part that paper is destined to play in the circulat
ing media of the country, it will continue to grow in 
impori:ance. Indeed, in the new currency order outlined lly 
the Hilton-Young COmlssion, paper will form the out
standing part of ..the circulation, if not the sole circulation .. 
A study of Paper Currency again is full of interest, both 
from the theoretical standpoint as also from the point of 
view of practical experiments in currency administration. 
Nowhere else in -the world has the -State attempte~ to run 
a Paper Currency, the only one of its kind in the country, 
on such a scale and for- such- -a long time. Lastly, the 
subject may also be said to be necessary. Much of our 
Paper Currency System is a tangle,. imd much of it;. although 
beginning considerably after Tutankbamen, seems as much 
buried in the past as his remains. Sir Basil Blackett has 
said that one of the first things that he did on becoming 
the Finance Member was to ask for the existing Paper 
Currency Laws and after a hard day's labour 'he had to 
give the subject up.' An historical background, if I have 
not succeeded in making it still more complicated- than the 
picture itself, may perhaps help to clear up the 'matter .. 
At any rate seeing j;hat J span and a few other countries 



possess excellent mo:nographs about the story of their Paper 
Currencies, there is no reason why we should_not have ours. ' 

I am deeply indebted to Prof. Coyajee for the 
Foreword which he 'has kindly written for the book. It is 
no small privilege to be introduced to the reading public 
by . one who is regarded as one of the most distinguished 
Indian economists living and whose experiences as a 
member of the Royal Commi~sion on 'Indian Currency' 
entitle him to speak with unique authority on Indian 
Currency q~estions. I am also grateful to Prof. Cannan 
for looking over a good part of the. work and making a 
few corrections and suggestions. Through the courtesy of 
;M:r. Denning, Controller of the Currency, I have had the 
advantage of consulting an officer of his Department and 
verifying my 'account of the technique of paper currency 
administration. I take this opportunity of thanking Mr. 
Denning and the officer. 

THE UNIVERSITY, 

LUCKNOW, 

16th March, 19~7. J B. B. DAB GUPTA. 
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PAPER CURRENCY IN INDIA 

PART I 

Paper Currency before 1861 

," It was the country of Shuh; now the pro
vince of Sze-chhuen, into which it true paper money 
was first introduced ............ A certain Chang-yung 
brought them into circulation, in order to supply 
(supplant?) the iron money which was too ponderous 
and inconvenient. These assignats were called 
chetse or cuts. Under the sign of Chiu-tsung of tho 
Sung (from 997 till 1022) this example was followed 
and assignats were made under the name of Keaon-
tsze or bills of exchange ............... Every KeaoIt-
tsze represented one -ounce of pure silver.)' 

Klaproth, Origin of Paper Money 
(1823) 



CHAPTER I 

SOME GENERAL FEATURES. 

§ 1. Infiuence of English example, p. 2.-§ 2~ The beginnings 
and. the growth of Bank circulation, p. 3.-§ 3. General character d 
$he issue, p. 6. 

§ 1. Before 1861 the business of issuing notes 
in India was left entirely in the hands of banks. It 
wa~ left to ba:pks in exactly the same way as any 
other kind of banking business was so left. Note
issuing was not then looked upon as in any way 
separate from general banking work. No one 
thought of it except in terms of banking generally. 
The ideal was the English banking system with its 
tradition of bank issues. India followed this ideai 
at a respectable distance, and consequently there 
was at first no question of disconnecting note-issuing 
from banking. Banks issued notes more as a matter 
of course than as being deliberately chosen to be ,the 
best possible agency of issue. It was simply taken 
for granted that they should issue and they issued. 
It was unusual to think of any other rival method 
of issue. Here, as in most other iimported institu
tions in India, English experience showed the way 
~and equally limited the _fi~JQ of choice. Upon the 
whole history of Indian Paper Currency, the lessons 
of English experience are clearly traceable. There 
is a marked paran~ism in ideas and in practice be
tween the two countrjes. In the last half of the 
18th century, as English banking came into India, 
it brought with it its characteristic function of note 
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issue. These early issues were, so far as is known, 
free from all restrictions. By and by; as English 
opinion veered round, after much painfUl exper,ience, 
in favoUr of regulating the issues of banks, India 
took up the tale, and then we meet with. a period 
in which the Charters of hew banks contained con;. 
trolling clauses regarding the note issue. Finally, 
the conservatism of the English Bank Charter Act 
of 1844 was matched in India. by a very drastic 
procedure. Governinent itself took over the issue 
of notes in its 'own hands;-' relieving the banks 
altogether. The English doctrine of safety first was 
also faithfUlly echoed and the new issue was hedged 
around with all manner of restrictions. 'l'he result 
was as rigid an issue in India as in, England. 

§ 2. The earliest note issues itt India are lost 
behind the mists of a century and a half. Not much 
light can be throWn upon them now . It is impossible 
to say, in the first place, how many banks there 
were in India before 1800; The 18th century was 
a. period of unsettlement in India. The East India 
Company was turning gradually from a tra.ding to 
a governing company. The boundaries of British 
territories were beJ.ng extended on all sides. It 
might be described as an era of acquisition of, new 
territories,-rather than of consolidating the existing 
ones. There was no uniformity in the monetary sy&' 
tem between different parts of the Company's posses.; 
siotis. Communications were extremely undeveloped. 
It was not therefore a time suitable for the' growth 
of banking. Of the few names that come doVVn to 
us as banking houses existing before 1800 only two 
seem to hay& been banks in the, strict senet! pi the 
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term.. They were the Bank of Hindustan and the 
~engal Bank. Xhere :were a number of other insti
tutions, ~he so-called agency houses which passed 
for l3a~s, but which rather mixed up trading busi
p.ess with pure banking work. It must be :remem
bered however, that combining trading with bank. 
ing was not an unusual thing to do in those times. 
AJiyway:, it is better to put the Agency Houses out 
of the category of banks. Their number, further, 
could p.ot have been large. The East India Com
pany exercised a jealous monopoly in those days in 
its trade with India, and it was not easy for any 
new banks to be started in the country in the face 
of its. opposition. There is no doubt but that the 
migration of banking capital to India was seriously 
hampered by this exclusive monopoly. Whatever 
the causes may have been, the situation towards the 
end of the 18th century was far from satisfactory. 
The few banks that issued notes were all very weak. 
The impression one receives by going through some 
contemporary correspondence is that, neither the 
trading community nor the Government thought 
much of the note issue: The famous letter from C. 
S. Tucker, Accountant General to Lord Wellesley, 
which Dr. Dhume reproduces in full in. his Bank
ing· in India, may be cited as giving expression 
to a feeling held. universally. * · There is not in 
Bengal,' regrets Mr. Tucker, • as in the commercial 
countries of :Europe, an artificial capital aroising 
from the circulation of a paper clITrency/ He there
fo~e vroposed the;' ~stablishment of· a bank that 

! Q. S, T!l9ker, Letter to.·Lozd y/elles1ey, 1801. 



among other work, was to take up the issue of notes. 
He however did not consider it yet safe to, attempt 
to circulate notes beyond the limits of th~ Presi
dency, under the existing system. 

In the early part of the 19th century the num .. 
ber of banks in India was grad,ually ~ncreasing. 
Not all of them however is&ued notes. Th~ nota 
issues of some bank:s are said to have been very 
satisfactory. The people of the country were slowly 
taking up the note ]labit and, Government, which. 
was apathetic at first towards these issues, thought 
it worth while to give some sort of official recogni
tion to them. The Bank of Bengal, under Its 
Charter granted in 1809, was given permission to 
issue notes", under certain conditions. These 
conditions did not and were not meant to put any 
kind of direct control on the note issue. They did 
not treat the Bank's liability for its issue in any 
special way different from its other liabilities. By 
1839-when two more Charters had been given 'to 
the bank-the reference to the note-issue grew mor~, 
conscious. The Charter of 1839 definitely put down 
a limit beyond which the issue could not rise. 
Although thus it was being realised· that ·in. the 
conscious. The Charter of 1839 definitely put down, 
the State had a part to play,-still much remained 
to be done. The notes were not yet legal tender ~ 
nor were they. freely received in the Government's 
Treasuries. By 1843, two more Presidency banks 
had been. started, but no amportant chang~ was. 
noticeable in the Government policy towll.rds the 
note-issue. The Charters of these new banks con
tained almost exactly the same pro~sions rega.rding 



the nota issue as tlid that of the Bailk of Bengal. 
~ the niea.ntiine the other non-Presidency banks, 
those that had Ii. free hote-issue, were considerably 
eclipsed by the new Presidency banks, and declined 
In ilnportance; Some disappeared altogether, as 
cOiiUnercial bad weather set in, while others escaped, 
shotn of their issues. What with their own internal 
weakness, ahd what with the fotmidable rivalry of 
the new Presidency banks, basking in official tecogili.;. 
tioh,-theit hote issues swiftly declined in amount, 
until by the time the Act of 18fSl was passed, the 
three Ptesldency banks between them practically 
monopolised aU the note issue of the country. No 
figures ate a.va.ilable as to the ainount of hotes issued 
by the nOh.<Presidency banks in 1861, but that it 
had dwindled almost to nothing is apparent from the 
fact that in transferring the issue to Government 
hands, no compensation .was at all proposed to be 
gi\'"en to them. 

§ 3. Between the years 1770 when the Bank 
of IDnd.ustan • pi'obably the first banking institution 
in India on European lines' was started, and 
1861, when the hote issue was made a Government 
Uhderla,king, it is possible to count as many as 35 
banks that at oIie"time or another, with good or bad 
fortune, bperated iIi :tndia.~· ". Of these only some ten, 
including the three Presidency banks, seeIIl ever to 
have issued hotes.There was besides, the so-called 
Govetnmenl Bank of Madras which Lord William 
Bentinck, the Govetilor of Madras,-established there 
about the beginning of the 19th century (Btunyate). 
It is said i6 have 'pOs~essed a limited, circUlatiori~ 
But its notes we're more like Treasury Bills than 
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p()tes prop~r, anef the bll~ cp,nl1ot be reg!J,rfled, 
correctly, as all issqjng b&i1lr, rhe JlPte .. iss~e 
l>etween 1770 and l861, was therefore wholly a 
private bank issue. Although issued by different 
banks, under varying conditions, certain features 
are noticeable about tile issue. It is possible io 
flUPlIDarise the~e characteristics as fo1l9WS :-

(1) It was a period pf iss1,l~ by priv~t~ l?Il;Ms. 
These bp,~1i were scattered all t}lrQugbout th~ (}Qu"q
try, a~d did pot seeIQ. to p,avf;3 :w.u~h ff,llatioll with 
each other. OnWllrd from l839 the issue more 8tPd 
more concentrated in th~ han~s of the three :Presi., 
dency banks. But the plder banks stiU cOIltiQ,ued 
to issue. 

(2) Very little of Government assistance was 
extended to these bank issues, They were not legal 
tender money and quite frequently the Government 
refused to accept them. 

(3) It was a p~riod which, beginpin~ with ~p.
solute :pon"iIlterference with :not~-jss~es, tellge<l 
IQ.ore and IDOre toward~ regu.latiQU. ;No consg.io~~ 
poLicy how~ve:r was yet ~volved.G9vermnept W!J..~ 
feeling its way ~ as it W(lre.. The peC(lssity p{(lPiIlg 
~IllethiJlg to hnp~Qve tpe ~ote issue Wa~ Iieeply f~lt! 
~ut i* was left fol' James WUsop. ~~ le.~1 tg ~rilr~ 
out the line of ~vallce. 

'(4) The circulation of the notes wall unsatis" 
factory. It was mainly ccqlfined to cities, and its 
amount was very email, compared to the s.ize al!d 
population of the country. Dr. Arnold quite rightly 
questions Conant's assertion that ~.fQre le61 In<Ji{l. 



already had a prosperous system of note issue-. ThE 
"issue was at most a moribund and small one. 

_ (5) There was no uniformity in _ the system of 
issue. A uniformity in the issue of notes, when 
there was no uniformity even in the coins that cir
culated in different parts of the country, was more 
than could be expected. It was only in 1835 that 
much of this currency confusion was finally cleared. 
In that year the Company's rupee of 180 grains was 
made the only standard money for all India. For
merly the rupee most in use was the Sicca rupee, 
of 173 grains. The denomination of the notes issued, 
also varied from one bank to another. Even the de
finition of a bank note was not universally agreed 
upon. It comprised, besides what are now regarded 
as currency notes, an elastic range of negotiable ins
truments. In the statistics of those times bank 
post-bills are nearly always included in estimates of 
note-circulation, while, as Macdonald:l(: records, 
promissory and treasury notes of the Govern
ment Were also usually considered as and passed fot 
notes. 'The former of these corresponded to bank 
certincates, being in fact obligatiQns on the treasury 
for the payment of the interest on the public debt, 
the second partook of the nature of exchequer bills 
bearing a certain rate of interest per diem, which 
from time to time varied considerably. The prac
tice of regarding' Govern:mentpromissory notes and 
treasury bills as belonging to the same category 
as bank notes is rather _ confusing and leaves much 

* A. J. _ -Macdonald, Banking in India, Journal of the Institute 
of Bankers, May, 1890. -
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uncertainty about the statistics of paper currency ,of 
that time. Both Arnold and Brunyate bear testi
mony to it, but they might have just borrowed the 
idea from Macdonald. . 

The uncertainty about the definition of a 'note' 
remained for a long time. It was only after 1861 
that the paper note took its specific form in which 
we see it to-day. 



· CHAPTER II. 

DETAILS OF BANK ISSUES. 

§.1. The circulation of the first banks and agency houses, p. 10.
§ 2. The Presidency Banks and their issues, p. 14.-§ 3. The circu
lation of the non-Presidency Banks, p. 22.-§ 4. The conditions r f 

Bank issues, p. 24.-§ 5. References to Part I, p. 29. 

§ 1. Very few particulars of the note issues up 
to 1861 have come down to us. The available detail!'!, 
which we owe mainly to Brunyate and Cooke, may 
be conveniently arranged in two parts :-lst, the 
circulation, dealing with such facts as the amount, 
the vicissitudes and the territorial range of the issue, 
and 2ndly, the conditions of issue, dealing with the 
restrictions, if any, imposed upon it. Since there 
was not one, but really a number of issue!:], in both 
these parts, the many issuing banks WIll be treated 
separately. First, then, about circulation. 

1. Circulation. 

As far as is known, the earliest bank to issue 
notes, was the Bank of Hindustan, established ill 

1770. This is taking no account of course of the ilO

called Agency Houses. Historically, these Agency 
Houses were however the first dealers in credit (al
though, among other things) in the country on any
thi-ng like Western lines, and they grew:. up along 
with the growth of British power and British trade. 
The Agency Houses were ' agents for the planters 
and merchants settled in the Upper Provinces. 
They were bankers receiving deposits ............ and 
bankers issuing paper":money. They had a note 
circulation which"was extremely beneficial to them 
in. carrying on their diversified operations (tEl 
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shipowners, house-owners, farniers, manufac
turers and money-lenders' (Cooke). We also 
read (Institute of Bankers Journal, Oct., 1898} 
that ' the Commercial Crisis at the beginning of the 
third decade involved the failure of many of the 
merchant princes, such as the firms Alexander & 
Co., Ferguson & Co., and Macintosh & Co., names 
familiar with the history of our banking from the 
strain that their failures created here and to take 
their place joint stock associations were rapidly 
formed, for instance the Agra and United Service~ 
Bank Ltd., established 1833.' 

To return however to the Hindustan Bank. 
The circulation of its notes was confined entirely to 
Calcutta and the immediate neighbourhood. The 
Government refused to confer on the notes the stand
ing of legal tender money and did not accept them in 
any of its Imperial Treasuries. The circulation 
yaried considerably in amount fr9m time to time, 
Occa~onally reaching 40 or 50 lakhs, but on an 
average remaining at about 20 lakhs. Its notes are 
said to have been received freely at all the public 
offices in Calcutta, , scarcely excepting the Treasury 
itself.' ~ That the bank's position was quite strong 
is apparent from the fact that it met promptly and 
successfully two severe runs upon it,-one in 1819 
and another in 1829. The causes leading to the 
first are instructive of the atmosphere of distrust in 
which the banks in India lived in those times. Some 
forgeries had lately been brought to light. The 
bank thought it wise to issue a notice to the public 
pointing out how to distinguish the genuine from 
the forged notes. This was all that the bank had 
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done. Some' evil-disposed persons' at once gave 
to the notice a false character and spread the report 
among the natives that unless the bank-notes were 
brought in by a certain .day they would' not be 
cashed. The consequence was an immediate run 
which brought in nearly all the notes outstanding
about 18 lakhs. The reasons for the 1829 run lay 
in the failure of an important trading concern, 
Messrs. Palmer & Co., and on this occasion notes 
to the value of about 20 lakhs of rupees were cashed. 
It is to the credit of the Bank of Hindustan that it 
met both these runs with the utmost promptness,
which is the only sure way of staying a panic. It 
closed down in 1831, not being able to stand the 
• most awful crisis that ever visited India' (Cooke). 
Very few of its notes however were in circulation at 
the tiIile of its failure. -

The Bengal Bank,-not to be confused with 
the Presidency Bank of Bengal started later in 
1806,-is mentioned as a going concern in 1790. 
When exactly it was founded it is impossible to say. 
It had also a note circulation, but possibly a very 
limited one. Cooke gives a specimen of a note of 
this bank-which is reproduced below: 

No.9 
9749 

BBNGAL BANK, 

15th Nn"., 1'191. 

I CALCUTTA

.!I~ 

.~ ~ 
l promise to pay, Ramcaunt Dutt or Bearer on demand One 

Hundred Sicca Rupees 

.one Hundred 
Exd. 

Forttle Bengal Bank 
Benjamin Mae 
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The Sicca rupee contained 173 grains of silver. 
The specification that the payment is to be in Sicca 
rupees indicates that there were other kinds of 
rupees also current. 

In the beginning of the 19th century was 
founded the Government Bank at Madras. But; 
as said before, it was in reality more a treasury 
than a bank. 'The Treasury Bills by which the 
government raised funds at that time were also 
a species of paper currency. But they were ex
pressed in amounts which were too large for the bills 
to be a popular form of currency' (Brunyate). 
They bore ihterest and were ,inconvertible and con
sequently circulated at a dis90unt. Although in 
consonance with the loose monetary nomenclature 
of those times they were also styled as notes and 
often passed for such, it is better to leave them out 
altogether, as differing in many important respects 
from genuine paper currency. - They were simple 
loan-certificates, only fit by courtesy to be called 
money. They seem to have been Ii. feature of the 
Government finance of that time. Brunyate says 
that it was partly with the object of assisting in the 
gradual withdrawal of bills of this kind from the 
market that the Bank of Bengal was created and its 
notes were originally issued only in exchange for 
Treasury Bills and for a short time were payable in 
the same currency. In a few months however it 
was decided to pay all notes in specie on demand. 
The Madras Government Bank continued to issue' 
such ' notes ' for some years, until it was displaced 
by the Presidency Bank of Madras in 1843. 
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§ 2. By far the most important issuing agencies 
were however the Presidency Banks. Although 
the same lack of information as in the case of the 
other non-Presidency Banks makes it impossible to 
draw up a complete picture of their issues, yet 
enough is known of them to say that their circula
tion, both in amount and popularity, . far outshone 
that of all other banks. The Bank of Bengal, of 
the three of the kind, was the first to be started 
(1806). Its notes were not made legal tender or 
accepted by the Government unconditionally. That 
would have been too much unlike a self-less Govern
ment, anxious above all for security. The condition 
therefore was the deposit of 20 lakhs of Company's 
paper in the Public r:rreasury as a secur,ity for the 
credit given by the Government to the Bank in 
receiving its notes. Perhaps it was a small price 
for the privilege. In 1835 this condition was re
moved. At first the Government did not receive 
its notes outside of Calcutta but afterwards ' direc
ted their acceptance at all Government Tre~rie:il 
in the Lower Province' of Bengal. This order 
limiting the recognition of the Bank's notes to a 
certain area only, seems to have been still in force 
in 1836, for in that year we find the Bank asking 
the Government to accept its notes at the Treasuries 
of the North :Western Provinces (modern United 
Provinces). The Bank was then trying to open a 
branch at Allahabad. The Government however re
fused to extend its patronage tp the notes, explaining 
that it could not do so ' unless the Bank made its 
own arrangements for,. cashing its notes on the 
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spot.'''' This indicates that the bank's notes were 
payable only at the Head Office at Calcutta. It is 
curious that in spite of this very limited opportunity 
for encashment the Bank's notes should have com
manded any wide circulation, yet Cooke says that the 
·'Bank of Bengal notes had a circulation which ex
tended to Benares 560 miles above Calcutta.' He re
marks, however, that the notes were subject to a dis
count of about 4 per cent. That they should have at all 
circulated so far away from the office of payment, 
speaks if anything of the strong confidence that the 
people had in the ,Bank. There was not even a 
breath of suspicion attaching to its notes. The 
Government, if .it liked, could have assisted the 
Bank in many ways. But apart from consenting to 
receive its notes under certain conditions, it did not 
do anything else. It never cashed them in the 
Lower Provinces even, nor re-issued them, except 
when demanded by people willing to receive them. 
The Court of Directors seemed uneasy at tills small 
amount of official connection even,-for they had 
given orders to see t~at more than Rs. 50 Lakhs 
worth of notes by no means accumulated in their 
treasuries. Any excess was to be presented to the 
Bank for immediate payment. This order seems to 
have been repeated in 1848 and regarded by the 
Secretary of State at any rate as holding good up to 
1861. It was more than could be practica~ly observ
ed however in times of emergency. Once in 1839 
the holdings amounted to Rs. 72 lakhs. 

• Bank of Bengal Charters-(G.L.). , 
PP. 53-54 deals with the Government's objection to receive nO~B 

It • :puna~.· 
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The Bank of Bengal, by virtue of jts expanding 
volume of business and scrupulous soundness of 
administration, enjoyed a unique position, not only 
among other private banks, but also among the 
Presidency Banks. Its circulation far surpassed 
that of any other bank, Presidency or non~Presi
dency. It had an average circulation of Rs. 120 
lakhs yearly, about the year 1829. But although 
by 1861 it still continued to function as the one 
great Bank of Issue in India, its circulation did not, 
strangely enough, show any appreciable increase. 
The highest average for the 6 years preceding the 
withdrawal of the right of issue in 1862 was only 
176 iakhs, while in two of the six years the circula
tion was actually under 150 lakhs. One would have 
naturally expected a far greater increase than that, 
in ao years' time. This stagnancy in circulation 
may be explained by three sets of causes :-

(1) In the first place, although the note habit 
was growing among the Indians, it was still con
fined more or less to cities. The Indian· in the 
country was still unfamiliar with this form of cur
rency. The methods of his business were mainly 
on a coin basis. He had also difficulty in storing 
this new paper money. 

(2) Absence of fac.ilities for encashment, outsid6 
of Calcutta, seriously limited the circulation. The 
costs of carrying specie from -one place to another in 
those pre-railway days were very heavy. Gang 
robberies were the order of the day . Consequently 
increase of centres of encashment, which was a 
necessary condition for extension of circulation, did 

,. . 
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not appear as a paying proposition to the Bank:: 
Brunyate says that it naturally preferred the profits 
of an internal exchange to those of an extended 
note issue. 

This question of facilities for encashment came 
prominently before the Bank when it was thinking 
of opening out branches. :Making notes issued at 
Calcutta payable at the branches meant undertaking 
considerable transfer of specie. The appeal to the 
Government was bound to be coldly received. GOT

ernment could not be expected to bear the cost of 
remittance when it had no share in the profits of 
the note circulation. Still, without multiplying 
facilities for encashment it was idle to expect any 
increase in the circulation. The bank's plan to 
meet this difficulty was an anticipation of the later 
Circle system. It proposed to separate the branch 
note-issue from the Calcutta issue, with two distinct 
reserves at the two places. The notes of the branch 
bank might be cashed by favour at the head office 
if funds permitted, but there was to be no obligation. 
This circle. or compartment plan was bound to 
suggest itself to anyone as the only possible way to 
reconcile a desire to extend the circulation and avoid 
the costs of remittance. It came to G. Udny. 
Secretary to the Bank of Bengal: II The safest 
way," he writes in a minute on the point,·" I 
conceive to be the erection there (at the place 

-where the branch was proposed to be opened)· with 
a certain amount of capital, of an independent 

*Bank of Bengal Chartera(G. L.}, p. -97. 

3 
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Brapch, by which l Illean a. JkaJ;lCh with a. circullJ."I 
tioJ), of potes entirely disti:r;te;lt from that of. Calcutta 

. anq which .though payable if conv~nient at Calcutta, 
shall. be ,.cashed alone as a matter of rigJJ.~ at t~ 
branch only (Allahabad.)" Such a proposal was 
a~tually made by the Bank to the Goverm;nent on tb6 
~7t~ J a.I\uary, l837-but Government thought thd 
some Plodification in the Chl,lrter of the :Bank Ws,lS 

~eoessary before the proposal could be carried' out. 
Hence no further progress was made with the idea. 
As howevfr uobranches were opened until a fe.w 
m.oJ;lths before the withdrawal of the rig~tof, issUl! 
the question never. assumed a pressing. nature. 'rile 
Circle solution, as later ei:perience. proved~ exten~ 
the note-circulation, but. d,id not extend tlw. same 
issue. More not~s circulated in the country, but 
the notes were of d,ilIerentIP.nds 3J\d wer~ not in~ 
changeable as of right-;-.-a. fact that. considerably 
miuimised the importance of the increase of circul~ 
tion. The extensiol;l, was, if one may say· so, 
quantitative but not qualitativ~. 

A notable event in the history of the :Bank of 
:S~ngal issue, was the necessity i,1l l860 j of:increas~ 

in~ the circulation bey~:)Ud the toAximUlll limit 
granted by law. It was only once. in the whole life 
of the ::Bahk. that such a. nec~ssity had ever ari~en
of overstepping -its Charter. Normally. the Ba~'s 
circulation stood far, below the maximum. of 
Jts. ~ crores allowed ~y the law of 1839. But in 
1860 ... in respect of the subsCrip.tions to the Govern;
ment 5! per cent. loan-,\a heavy demand for accom
modation rapidly puShed the issue up: to the legal 
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limit, and still much of the demand was left unsatis
fied. On an application to the Government it, per
mitted the Bank to isslie notes up to the. amount .of 
275 lakhs, i.e., 75 lakhs more than the u.sua.i 
amount, and "in consideration of the fact that 
excess notes were all held in the public Treasury and 
really represented an advance from the Government 
to the Bank, the Bank was charged interest on the 
excess issue at the rate of 5 per cent. per annum."* 
This Beems to· be the earliest evidence, in India, .of 
the principle, so well recognised in our'times, of 
keeping an outlet for seasonable increase of currency, . 
modified by a safety brake of charging a price for it. 
it is curious, this precedent was entirely overlooked 
in the framing of the Government paper cuirentlj' 
system of 1861. Perhaps it was tegatded as an 
abnormal instance-involving a breach oflaw..l..n1ote 
to be ashamed of than emulated. That it was; in 
any way a contribution towards-introducing an ele
ment of elasticity in-the note-issue 'was 'Dot yet 
realised. 

It has already-been remarked how,owing prin
cipally to . lack offacil~ties for encashruent, the' note 
issue of the' Bank of Bengal did not grow: as'fast 
as 'was to be expected. The circu.laiion·otltside 
Bengal was in fact quite insignificant. Major 
Hyde, Head Commissioner of Paper Currency, in his 
evidence -before the 18G7·, Commission said, "I .10 
not remember ever ha"ring seen & note'of the Bank 

* Brunyate. Account of the Presidency. Banks (not. published). 
Also Macdonald. 
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of Bengal, in upper India "'" Some idea of the 
growth of the circulation of the Ban!t during the 
earlier part of its existence can be had from the 
following figures:-

Years 1809 1812 1815 1818 1821 1~2! 1827 1830 1~ 1836 
Circulation 
(Lakhs of Rs.) 29 35 39 47 5-1 91 84 91 lOt 106 

These figures are taken from the " Papers re
lating to Bank of Bengal." In 1851, we find 10 

"Die Ba~en," the note circulation stood at 
7,600,000 Thlr. (Pr. Cr.)-which would be perhap!O 
approximately equal to ~ crore and 14 lakhs: Mac
donald says that the note issue of the Bank of 
Bengal seldom excee~ed 1 crore and 60 lakhs. 

For statistics of the Bank's circulation f!"Om 
1857 to 1862, reference is to be made to the Report 
of the 1867 Commission. The average circulation' 
in 1862-the last year of issue-was about 176lakhs. 
The denominations of the notes were Rs. 10,15,16, 
20, 25, 50, 100, 250, 500, 1,000, 10,000. t 

The account of the other two Presidency Banks 
will take far less space. The Bank of Bomhlt.V was 
founded in 1840. In the development of a paper 
circulation the·Western Presidency of India was very 

*Minules of Evidence. Commission of 1867. 
t It is curious Hiibner writee-' Ibre Nolen von bis 10,000 Rupien 

werden bei allen Aemlen in Unterbengalen an Zahlung genommen.· But 
the 1839 Charter of the Bank of Bengal grants a note issue only 
provided that .. no such note shall' be for a smaller amount than 
10 Rupees." '. 
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much behind the Eastern-. It is said that pre\Tious 
to the foundation of the Bank of Bombay-" note 
circulation was almost unknown in the Presi
dency." *' Hardly anything is known about the cir
culation of the Bank. It was a very well-timed issue, 
.for we are told that the " advantage of bank notes a!3 
a medium of exchange was at once and fully appre
ciated by all classes." It is, however, difficult ." at 
once and fully" to believe the statement. It IS 

easier to appreciate it as a compliment to India's 
go-ahead Presidency. The maximum limit 01 cir
culation as in the case of the Bank of Bengal, was 
Rs. 2 crores,-the highest point actually reached 
was Rs. 1,28,12,000 (including again a small 
amount of post bills). In December, 1843, the 
circulation stood at Rs. 63,50,000, the highest figure 
for any year up to 1852r-the average being 
Rs. 35,00,000 (Huebner). 

Our knowledge of the paper cIrculation of the 
Bank of Madras (founded in· 1843) is equally scanty. 
It replaced the so-called Government Bank of 
Madras, the note-issue of which was discontinued. 
Its notes were convertible· into cash in all public 
treasuries. t If that is so, it enjoyed a privilege 
which was certainly the envy of the. other two 
Presidency Banks. About its circulation it is known 
that the average was" about 15 or 16 lakhs. At 
one time it reached 30 lakhs and in the negotiations 

*-The late Government Bank of Bombay, 1868, G. L. Almost the 
only BOUrce of information about tbe Bank. . 

t Miinz--Mass-und Gewichtsbuch (A Directory of money, mea' 
Bures and weights). Leipzig, 1858, G. L. 



of the Bank with the Government it struggled hard 
,for an extension. With the exception of the year 
1860 the circulation was always under 20lakhs, but 
in that year it rose to 24! lakhs, the surplus being 
generally held by the Treasury and the 'Banks in 
Madras " ,(Macdonald). The circulation in 1852 
was approximately Rs. 12,71,950 (Huebner). 

§ '3. If so few particulars are knm\'n about the 
Presidency Banks, little or almost nothing is known 
about their other contemporaries. The Union Bank, 
which arose out-of the ruins of a:numbet of trading 
or agency firms in 1829, had a respectable' circula
tion for some years. Starting with Rs. 3,63,020 in 
1830 it reached its maximum issue in 1837 when 

, the circulation stood at Rs. 7,05,175. Then it 
declined. Brunyate says that the Union 13ank'j:; 
botes were for a time freely accepted by the Bank 'of 
Bengal. But in 1834 it decided to refuse them and 
its monopoly of Government recognition enabled it 
to persist in that decision in spite of much protest 
on the part of the well-wishers of the Union Bank, 
.'.' who attributed this action of the Bank of Bengal 
to the desire to strangle the infant Hercules." "The 
notes had no wide circulation 'and the bank itself 
disappeared in 1848. .Another bank, the Commer
cial Bank, whose dates are given as 1819-33; ~lso 
had a circulation of a' fluctuating nature. The 
average amount of Ilotes in cirCll!Iationwas about 
16 lakhs. The circulation in 1828 had considerably 
cOlitracted. Its notes were not accepted by the Gov
ernment at al1. The ,Caleutta Bank was another 
institution to claim an issue between 1824-29. Its 
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notes outstanding averaged Rs. 20 lakhs. The-Bank 
of Mirzapore is also said to have obtained for its 
notes a limited circulation. No figures are avail
able. The Bank .of India, projected in 1828 by 
Raj Kissen Dutt, a name long remembered for the 
forgeries associated with it, " had a note circulation 
which was received by the natives." These banks 
are aU mentioned by Cooke in his Banking in India 
(1863). Another b~mk not mentioned in his book, 
the Bank of Western India (Die Bank des westlichen 
Ostindien), founded in 1842, also seems to have a 
note issue.· But no details of its circulation are 
a~ailable. Perhaps this was the same bank as the 
Nordwest Bank von Indien which Huebner mentions 
but gives no details of its issues. Huebner also 
mentions two other banks, viz., the Oriental Bank 
Corporation and the Agra. and United Service Bank 
of Agra as having a note circulation. The amount 
of circulation of the former was approximately 
Rs. 5,18,910 in 1851,.of the latter approximately 
Rs. 10,00,000 in 1852. 

So much about circulation. How quickly all 
particulars of the note issues by the banks becam~ 
in India a thing of the past, will appear from the 
testimony of the Head Commissioner of Paper Cur
rency. Only fi'Ve years after the transference of the 
issue to the Go'Vernment he says, in answer to a 
question before the 1867 Commission :-" What 
was the actual a'Verage circulation of the Presidency 
Banks? I do not know. I ha'Ve no infonnatioll on 

* MiiDz-Yas8 IInel G:ewieh~bucb. 1858, G.L, 
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.the subject, nor have the means of obtaining the data 
that would enable me to answer the qustion." 

2. The Conditions of Issue. 

§ 4. We now come to the second part of our 
subject--the conditions of issue. These conditions 
might be described as very easy and simple. Apart 
from the three Presidency Banks there were no res
trictions imposed upon any other banks in the 
matter of note-issue. This was the general position, 
although, as Huebner notices, the constitution of 
the Oriental Bank Corporation contained provisions 
for a one-third cash reserve against note-issues, in 
the case of all its branches. Whether this was at all 
operative is difficult to say.:II= 

Even in the case of the Presidency Banks the 
restrictions, as experience amply showed, were· 
meant .not so much to hamper the growth of a paper 
circulation as to insure the general stability of the 
banks. The Government's attitude--so far as it 
knew itself-was perhaps laissez faire, neither :m 
attitude of active support, nor of active repression. 
Cautiousness-perhaps born of indefinite ideas· and 
policies,-was the motto. In the first Charter of the 
Bank of Bengal no att-empt is made at any direct 
control of the note-issue, although there are clauses 
prescribiJ;lg certain relations between the liabilitieR, 

.. Die Banken. I think Brunyate also melltions this but passes the 
fact by as of no importance on the ground that hefore any note issue 
was contemplated under these provisions. the Paper currency pa!'Sed 
into the hands of the Govelnment. 
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assets, and the capital of the bank. The later Bank 
Charters, however, marked a slight deviation from 
this policy and contained direct regulations about tbe 
note-issue. But even then the restrictions were 
small in amount. The limit imposed still left much 
room for the circulation to grow freely. Only once, 
as an exceptional occasion, as has already been noted, 
did the limit actually prove to be a barrier for the 
expansion of the circulation. Taking the whole 
period at a glance, from 1770 to 1861, it would be 
true to say that the growth of the circulation was 
never really hampered by these restrictions. The
period of the bank issue is thus, on the whole,' a 
period of minimum State regulation. 

Historically, as has been remarked, in the begin
ning, the control grew, as Government, in the ligbt 
of developments, slowly felt its wayan. At first 
there 'were no restrictions whatsoever. Then the 
restrictions were indirect and ipsignificant. Only as 
late as 1839, they hardened into any definite shape. 
No evidence is forthcoming that they really obs.truc~
ed the note-issues in any material way. That ~or
mally the actual circulation of the banks stood far 
below the maximum amounts permitted under the 
law-leaving a considerable margin of expansion-,
is proof enough of the barmlessness of the legaUnter
ference. The banks themselves, or any publicasso
ciations, are never known to have made any protests 
against the restrictions imposed--which indicates 
'how mild they were. The same conclusion pas to 
be drawn from a letter by the Secretary of State of 
India to C. L. Cumming Bruce, M.P.~(November, 

l 
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1852) wherein he notes that although the three 
Presidency Banks were allowed together to issue notes 
up to Rs. 5 crores, according to the latest returns 
they had only issued a little more than Rs. 2 crores. 
He found also that the cash reserve of these banks 
were ee extraordinarily large in proportion to their 
liabilities. " He therefore argued against the neces
sity of starting any more banks in India.* A pub
lication in 1837t says, " the Bank of Bengal issues 
its notes as long as there are any takers." What
ever the reason, there were not enough" takers" to 
push up the circulation of notes to the point of 
seriously conflicting with the restrictions imposed. 
No intending takers were perhaps ever disappointed. 
In view of all this evidence, it would be idle to sug
gest that paper currency in India could not grow on 
account of the chains of legislation. The chains 
were remarkably light. 

It may seem rather strange that only the Presi
dency Banks were subjected to regulations regarding 
the note-issue. Others escaped free. This partial
ity, however, need cause no wonder. The Presi
dency Banks were far and away the most important 
of the issuing banks, and gradually swallowed up the 
issues of their weaker rivals. By the side of the 
Presidency Banks the other Banks became very puny 
institutions, with trifling issues. It was expected 
that most of these private circulations, lacking 

'" Letter from Secretary of State to Cumming. Parliamentary 
Accounts and Papers. 1860. xLIx. B. Y. L. 

t Bank of lJengal Ch~. pP. 53 and 54, G. L. 
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Government support and recognition would eventual
ly dwindle and die off,-an expectation that proved 
true, in time. In the meantime the policy of the 
authorities seemed distinctly to have been not to 
favour the growth of any new banks of issue. In 
1853, for instance, the Court of Directors were of 
opinion that it would not be expedient to grant such 
powers of issue either to the Oriental Bank; the 
Bank of Asia, or the Bank of India, Australia and 
China :11= (the last two having been proposed). 

Coming to details, the first Charter of the Bank 
of Bengal (1809) empowered the directors to issue 
promissory notes payable on demand for amounts of 
not less than Rs. 10 and not more than 
Rs. 10,000. No special condition was laid down as 
to the reserve for the notes, neither was there any 
maximum limitation of the issue. Indirectly, the 
note circulation was touched by (a) the provision 
that the total liabilities of the Bank were not to ex
ceed the Bank's capital of 50 lakhs of rupees and (b) 
secondly the actual cash in hand was never to fall 
below one-third of all the outstanding claims payable 
on demand. Notes being only a part of this demand 
liability, the total cash reserve normally thus stood 
at much higher than one-third of the total note-issue. 
For fourteen years the Charter remained in operation 
and during this period notes were not distinguishable 
from the other liabilities of the Bank payable on 
demand. There was only one reserve for all. 

* Letter from Secretary of State to Cumming, Parliame_ntary 
Parlilunentary Papers, 1860, ,aux, B. M. L •. 
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The Charter of 1823 kept up the two-fold 
restriction on the issue, although relaxing the screw 
to some extent. Regarding capital restriction, the 
directors were empowered to extend the note-issue as 
they might think expedient for the public accommo
dation up to a maximum of four times the Bank's 
capital, which then stood at half a crore. Regard
ing the cash reserve restriction, from the previously 
compulsory one-third minimum the Bank was allow
ed to have a minimum of one-fourth of the out
standing claims. 

In the Charter of 1839, the system of pegging 
the maximum issue to a multiple of the capital of 
the Bank was abandoned. Instead was laid down a 
definite amount beyond which the issue was not to 
rise. Article 31 of the Act, No. VI of 1839, granting 
a new Charter to the Bank of Bengal stipulated that 
the Bank might •• issue promissory notes payable on 
demand or at a date not exceeding thirty days after 
sight ............... provided always the total amount of 
such notes in circulation at any time shall not exceed 
2 crores of rupees and provided also that no such note 
shall be for a smaller amount than Rs. 10." The 
capital restriction was thus given up in favour of a 
maxiinum limitation. But this limitation, as we 
have seen, had little practical effect, as the normal 
circulation never reached, except on one ()('casion in 
1861, Rs. 2 crores. The maximum reserve part of 
the restriction was kept unchanged as before, in this 
Charter. Article 26 said that the amount of cash 
was to be at least one-fourth of all the claims against 
the Bank payable on demand. The provisions of 
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1839 held gOOd up to the time when the right of 
issue was taken away from the Bank. 

The story of the other two :rresidency Banks, 
is practically the same story as that of the Bank of 
Bengal. Their constitutions were more or less 
modelled on that of the Bank of Bengal. Conse
quently the same restrictions as imposed on the Bank 
of Bengal by the law of 1839 were imposed on them .. 
Act ill of 1840 (for the incorporation of a Bank .at 
Bombay) I'l'produced under articles 25, .26 and 31, 
very nearly the same clauses as regulated the note
issue of the Bank of Bengal. The circulation was 
limited to a maximum of Rs. 2 crores and the cash 
reserve to one-fourth of all the demand liabilities. 
Three years later the same principles of control were 
embodied in the constitution of the Bank of Madras. 
Act IX of 1843 (for the incorporation of a Bank at 
Madras) provided that the total amount of notes 
issued by the Bank must not exceed Rs. 1 crore in all 
(article 33) and at least a one-fourth cash reserve 
must be maintained against all liabilities payable 
on demand (article 28). 
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of London, Ph.D. thesis) not published. 

These works supply as much. light as is practi
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and Legal Tender, 1855-1860 (B. M. L. Parliamen
tary Papers, 1860, 49). 



PART II 

Government Paper Currency 

There were Three Little·Men 
And they made a Little Pen 
And they said 'Little Pen, you must flow, flow, flow 

And write our names away, 
Under promises to pay 
Which how we are to keep we do not know. ' 

Then the Little Men so gay 
Wrote their promises to pay 
And lived for many moons royally, ly, ly. 

Till there came a stormy day 
And they vanished all away .................... . 

They who sought the Little Men 
Only found the Little Pen .................... . 

-Paper Money Lyrics by 
Peacock (183'1). 
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§ 1. The ·business of issuing notes passed in 
1861 from the banks to the Government of the 
country.· It was a bold step to take. It meant go
ing on a wholly untried path. It therefore marks an 
important event in India's currency history. Just for 
how long the Government had been contemplating 
the change it is difficult to say; but that the un
satisfactory state of the paper currency must have 
suggested some -such course long before the first 
official proposal was actually made in 1859, admits 
01 no doubt. Ideas often gather in volume silently 
in people's minds, until the time comes when they 
find expression through a chosen medium. The 
experiment of bank issues had practically proved a 
failure. The necessity of doing something to 
vitalise the issue had long been felt. It was indis
pensable that some new methods should be tried. 
The idea of Government's taking over the issue was 
not an altogether new or foreign idea. That it 
existed, as an under-current, even as early as 1837, 
is apparent from the fact that in a publication of 
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that year (Bank of Bengal Charters, pp. 65) we find 
one John Fullarton attacking it with all the force at 
his command: 'As to the idea,' says Mr. Fulla~
ton, ' of Governinent taking over the issue of paper 
money entirely on itself and making it a State 
monopoly '-it is one with which he finds it 
impossible to reconcile himself. Whether Mr. 
Fullarton was attacking a definite suggestion made 
by some one-or only disposing of. an imaginary 
proposition which was the creature of his own mind, 
-it is true to say that in his time there were only a 
few people perhaps who could reconcile themselves 
to such an idea. Still fewer of them could have the 
courage to speak out their revolutionary opinions. 
But by 1859, the lack of any appreciable improve
ment in the note issue was too obvious for the 
authorities to sit idle. 

It is immaterial to. quarrel over the. question. to 
whom belongs the credit of. first suggesting. a 
Government paper currency for India. James 
Wilson, whose name is most commonly associated 
with the transfer of the issue to the Government 
may have independently thought of it or may have 
borrowed it from the Secretary of State for India, 
Sir Charles Wood, with. whom he is known to have 
had conversations on the subject b'efore leaving for 
India (Secretary of State's reply 26th March, 1860). 
But in point of time, the Government of India's 
first Despatch, accompanied by a; Minute by C. H. 
Lushington seems to have anticipated them both. 
This despatch is dated 27th April, 1859. But the 
idea, as distinguished from the first concrete plan, 
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is perhaps older than that. It may have been in the 
air for some time before 1859. The despatch of 1859 
for the first time gave utterance to a Sentiment thai 
may have been current for a long time. It was by 
no means the beginning of everything. The true 
beginning, as in all liistory, is beyond anyone to 
trace out. What matters most is the end, the re
sult. The result in this case was a very definite one 
-the law of 1861, transferring the issue from the 
banks to the State. The events that led to the pass
ing of that law-the provisions of the law-together 
with an account of the part played by the indi
viduals who had a hand in making that law, WIll 
form the subject matter of this chapter. 

§ 2. Broadly two motives seem to have ac
tuated the desire to transfer the issue to State hands. 
In the first place, there was a very laudable motive 
of extending the note issue, which had grown stag
nant in the hands of the banks. Nothing but a State 
issue, it was believed, could infuse life into it. The· 
banks were quite good theoretically. But in the 
peculiar circumstances of India, they could not be 
safely entrusted with the function. Both Lushing
ton and Wilson had strong faith in banks. Both 
believed or pretended to believe, that the banks were 
the ideal agencies of issue, the Hank of England 
being the nearest approach ... to the ideal. But 
Lushington reasoned that to try to extend the note
issue by means of new branches in the country, 
~ould call for very self-sacrificing banks, willing to 
forego all prospects of earning a dividend. None 
was likely to be started. Wilson argued that the 
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creation of a -bank in India of the magnitude of the 
Bank of England was then out of the question, and 
hence the State was the only proper agency com
petent to run the issue. Sir Charles Wood's belief 
in Government was more direct and straightforward. 
He was against the Banks having any connection 
with the issue, simply because they were banks. 
Samuel Laing was as much anti-Government as the 
others were anti-bank, but coming rather late into 
the fi~ld, he could not entirely change the policy to 
his liking. He had to put up with the idea of 
Government directing the issue, but he tried to in
troduce the banks by the back door as ' agents for 
the issue.' Even 'in this he was ultimately unsuc
cessful. 

The second motive for transferring the issue-
was an argument of powerful economic-though of 
doubtful moral validity. It was, to put it simply, 
the idea- of making a profit out of the note circUla
tion. The notes that were to be issued against coins 
would of course yield no revenue to the St~te, but 
the uncovered part of the issue would serve to with
draw some of the Government's securities from the 
market and thereby reduce the burden of national 
debt. Lushington said it would in effect amount 
to a public loan, bearing no interest. He might 
have gone further. The s~curities in the fiduciary 
reserve might be replaced by creating other secu
rities of equal value when they fell due,-and there
by the revenue of the State might be increased, not 
only by the amount of the interest of the debt, but 
virtually by the principal also. It would provide 
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a new source of revenue as if by magic. But 
this magical increase of income would have another 
side of it also, which would be more than Govern
ment would like to contemplate. It is important 
to note this profit idea even at the inception of the 
proposals for State paper currency-for this idea 
still seems to haunt a good many people anxious to 
reform that currency. Nothing could be a more 
false and dangerous base to found an issue of paper 
money upon. It is- true that Wilson, in his first 
minute; dated Camp, Meerut, 25th December, 1859, 
disavows this intention of making a profit out of the 
cir.culation. But later on in another letter (Govt. 
of India-No~ 102 of 1860) he makes no secret of 
the existence of this motive. • Our belief is that,' 
says the letter, • whatever amount of Government 
securities we may gradually absorb as representing 
a· yortion. of the circulation, may be regarded as 
bemg permanently withdrawn from the public and 
the debt of India will be practically reduced to that 
extent.' 

o Yet after all is said it remains true that the 
Government was prompted less by its own interests 
than by the general interests of the country in 
taking over the issue; It acted on a genuine desire 
to improve the state- of the paper currency., In this 
respect, the origin of t~e state paper currency of 
India is a far more' honourable origin than that of 
most state paper currencies. M. Subercaseaux in 
his interesting book on paper money =II> shows how 

.. Go. Subercaaeaux, Le Papier-Monn&e, Paris, 1990. 
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w.hereverthe 'paper ·currency passed iromthe hands 
.of the banks to those .of ,the Government, Jar 
instance in Chile and in Brazil,there, behind the 
transference lay either some difficulty forcing the 
hands of the Government,or some doubtful financial 
motives. The fact that M. Subercaseaux overlooks 
totally the case of India-·herpaper currency history 
finding no place in his work-leads him almost to 
generalise that the origins of -Government .paper 
currencies are forced or dishonourable. This, as 
India's case proves, is not quite true. 

§ 3. The first proposal for a State paper cur
rency, as mentioned above, was made in April, 
1859. It went through a· career full of vicissitudes , 
until it was finally passed into law in 1861. During 
this period it was hammered on the anvil and forged 
in the fire by a number of blacksmiths who :had 
altogether different ideas about its proper shape. It 
crossed and re-crossed to England . many times :to 
accept benediction or chastisement at the hands -of 
the Secretary of State. It would be too long to Itry 
to follow its progress, step by step, in all ,its 
details, through the mass of Minutes and 'Memo
randa, Despatches and Counter-Despatches in which 
it was being discussed. All that can be attempted 
is a bare historical outline. In April, 1859, we 
come across the Despatch by the Government of 
India to Lord Staniey, the Secretary of State, 
embodying the first proposal ever made of transfer 
of the issue to the Government. It was' prepared by 
our Financial Secretary' Mr. C. H. Lushington-
not to be confused with another officer of the· same 
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name who served later. A note by Lushington was 
appended to the Despatch. To this Despatch His 
Majesty's Government, after being, as usual, ' fully 
sensible of the advantages of a well-:regulated paper 
currency , replied that they regretted they were not 
disposed to direct its introduction at present. To
wards the end of the year James Wilson arrived in 
India as Finance Member of the Governor-General's 
Council. He re-opened the question with a Minute 
(Dec., 1859) which was sent to the Secretary of 
State (now Sir Charles Wood). Discussion with 
Whitehall followe4. Meanwhile, on the 20th 
November, 1860, Wilson introduced his Paper 
Currency Bill in the Legislative Council. The BIll 
was 'read a second time in the Council on the 22nd 
September, 1860. After that it was referred to a. 
Select Committee. Wilson having died on August 
11th, 1860, Samuel Laing had to enter the Select 
Committee in charge of the Bill. Thanks to his 
entirely opposite views to' those of Wilson, the 
Bill underwent some severe handling in the Com
p1ittee. When it came out ,~t .. had changed almo;;t 
beyond recognition. All along, the Secretary of 
State, Sir- Charles Wood, had kept up a constani 
fire of enquiry, suggestion and criticism about the 
Bill. And' when finally the Bill passed into law 
in July, 1861, it was difficult to say how far it 
waB influenced by Wilson, how far by Laing and 
how far again by Sir Charles Wood. Ifwas the pro
duct of a number of brains, working together in a 
kind of Joint Committee-not of one single 
brain, Each of the members of tile Committee 
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held different views from the others and it 
~as a wonder how anything could come out at all 
from their deliberations. Although the .Billwas 
passed in an Indian Legislature, it was perhaps 
from outside India, from one who was behind the 
scene, but who pulled the strings, viz., the Secre
tary of State for India, that the greatest influence 
came. It is however difficult to apportion the 
credit, or the blame-whatever it might be-for the 
Act between the different individuals' who had lent 
a hand in producing it. Samuel Laing, Wilson and 
Sir Charles Wood-these were the outstanding 
figures, as LushiJ:!.gton disappeared entirely from 
the scene with the rejection of his proposal. They 
equally fought for their own and tempered' each 
other's views. If a verdict has to be pronounced at 
all, one would say that Sir Charles came out the 
winner ultimately. He had one great advantage, 
and that was that while Wilson died and Laing re
signed, he continued in office and continued there 
long enough to purge the Bill of what he considered 
to be the last objectionable feature about it. 

§ 4. Before passing to summarise the provi
sions of the Act of 1861, it would be interesting to 
cQmpare the views held by the Big Four-who were 
jointly responsible for its fatherhood, namely, Lu
shington, Wilson, Laing and Wood. Lushington's 
scheme, which was just an outline, the details of 
which he had not yet developed, hinged on two im
portant features. . The first was that the necessa.ry 
legislation should be made by the British Parlh
ment, rather than by the Government in India. The 

6 
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! reason was- that, . .if the power ,of ,doing so was left in 
, the; hands :of the latter '.in future the temptation to 
, take 'dangerous advantage of this_ power 'wollid he 
, great, and there would be really no_check, to, ovcr
-; issue. The importance of the suggestion was 

bound to be lost upon the people ,of a time who only 
',defined over-issue in, terms: of the ,convertibility, ,of 
, notes, rather than in terms of the general price'

level in the country. That Governments "also Ie
'quire to be controlled as much as banks in the 
matter of currency inflation, nations had not yet 
:r~alised by sad experience. The second 'important 
point about the scheme was that the notes were not 
to' be legal' tender. But it is doubtful whether 
according to his proposal, any extension - in the 
note-"circulation would have at all resulted. With-

"out'an extension of, the issue the experiment w.ould 
'not have been worth while to make, and the, main 
pUIpose 'of the -transfer to Government would' have 

, remained unfulfilled. 'Other features of the scheme 
'included the division of the country into Circles 
,)' 300 or 400 miles in diameter.' Since the demand 
for conversion, judging from the experience of the 
Bank of Bengal, would • never be likely to be in ex- . 
cess of one-fourth of the total issue,' a cash. reserve 
to that amount might be maintained in each of the 
Circles-against,their issues. ' Lushington advocat
ed denominations of Rs. 10 -and upwards. Ortthe 
whole his scheme retained many of the character-

,'istics of the bank-issues and would not have meant 
~s 'sharp a departure from' the existing practices as 
the proposal of Wilson and others did. 
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James Wilson had a more detailed scheme. The 
principle that' guided him was well knownjn. 
England at that time. It was that. the paper. circu
lation Bhould be. only allowed to fluctuate in quantity . 
in exactly the same.way as iUt were purely metallic .. 
If there were more metal in: the country the note. . 
circulation should correspondingly increase. If less, 
the note circulation should _ automatically shrink.. 
The way to ensure such an elastic. response: was to. 
base the issue on a metallic reserve preportionate to .. 
the size of the circulation. Wilson :suggested a. coin .. 
reserve which might fluctuate~ but which was never 
to fall below one-third of the value of the notes out- . 
standing. By this- ~eansthe convertibility of the: . 
notes would be fairly safe-guarded and .accor.ding to: 
Wilson's ideas as long as the. notes were convertible ... 
there could not be any over-issue of them..There. was ; 
mnch in Wilson's scheme which was founded on. 
sound monetary principles, but much of it, onJhe 
other hand, would be .thrown· out. by modern. eCQ-; . 
nomic science. Wilson had experience' enough with. 
currency questions at Home' to know' that limitation ~ 

of qnantitywas the. one absolutely indispensable,.: 
condition to give'to the notes any value at aU. IIiB:1 
planaiined at securing this limitation by ensuring 
the convertibility of the' notes---e. recognised,. though': : 
by 'no means- the best method of limiting ,the:'", 
quantity. How fat in' India with a silver currency'. 
which 'rapidly went'towards bi-metallism; this can.. . 
vertihility method would have proved 'a success-,. is~: 
more than can be said . now~' Convertibility into..~ 

which! of the precioliS metals? Gold 'or Silver-'or" 
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bot~ ? Convertibility into silver rupees, themselves 
merely notes printed on silver and convertible at the 
option of the Government at uncertain rates, still 
further reduced the effectiveness of this limitation 
after 1893. But .\Vilson could never foresee these 
changes. He was for all that is known about him, 
against a double standard. How his plan would 
have worked it is therefore idle to speculate upon. 
It contained at least two very valuable features 
about it-which were unfortunately dropped by the 
later pilots of the Bill. One was the idea of in
troducing some element of elasticity into the note
issue. Wilson's plan of proportionate and fluctuat
ing reserve would have given much scope for such 
expansion and contraction of the circulation. In the 
final Act, any trace of elasticity is conspicuous by 
absence. The second feature was placing the de
partment of the issue in charge of a Commission, 
independent of the Government of India, and hence 
aloof from all -unhealthy influences. Wilson con
templated a Department solely to be directed to thi~ 
end, and 'to undertake no other business of 
amy kind' (Minute, 25th December, 1859). ' The 
officers might be suspended for incapacity, negli
gence or misconduct by the Governor-General 
in Council, but should be removable only by the 
Secretary of State for India' (Wilson's Bill). These 
were important provisions; the significance. of which 
was entirely over-looked in the final constitution of 
-the Bill. Unlike Lushington, Wilson insisted on 
a legal tender note currency. He thought quite 
rightly that the main purpose of the paper currency 
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would be defeated if the notes were only optional 
tender. No· considerable extension of the circula
tion could at all be expected, otherwise than by 
adopting them as legal tender. He also, like 
Lushington, proposed to divide the country into 
Circles and the notes were to be payable only in the 
Circle of Issue. Another wholesome provision in 
Wilson's Bill was the issue of notes of small deno
minations. He proposed notes of Rs. 5, Rs. 10, 
Rs. 20, Rs. 50, Rs. 100, Rs. 500, and Rs.- 1,000. 
It may be noted that the act as passed empowered 
the issue of notes of Rs. 10 and upwards. The· 
Select Committee was even less liberal in this res
pect; their recommendation being denominations 
ranging from Rs. 20 and upwards. But in view of 
representations from various public bodies in the 
country and pressure from the Secretary- of State, 
the Legislature had to give way. Sir Bartle Frere 
even proposed to bring down the lowest denomina
tion to Rs. 5 notes, but his amendment was 
negatived on a division of 6 to 2. 

With the death of Wilson, Samuel Laing be
came the new guardian of the bill. His ideas were 
diametrically opposed to that of Wilson. It is diffi
cult to say which school of thought he belonged to. 
Perhaps he belonged as much to the Banking as to 
the Currency School. He has stated his views about 
note issues quite clearly in one of his Mi~utes 
(1862). ' A Government,' he says, , cannot under
take this work which is the legitimate business of a 
private banker without immense risk both of losing 
its investments and of not being able to maintain the 
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convertibility of its notes in times ·of difficulty.' 
Such. being his ideas, if he. had his own way he. 
would have probably recast the whole of the Bill. 
But as.it was, he had to be content with only. 
making.some amendments in the constitution of the 
Act~ The main framework of the Bill he had to 
accept, yet' his. amendments were important, and 
to a great extent changed the nature of the Bill. 
Being in favour of associating the banks in one way. 
or' another with the issue, his. first reform of 
Wilson's Bill was to. introduce a clause empowering 
the' Government to: appoint banks as agencies fOT 

superintending and managing the issue. The issue 
was to be ,owned and directed by ,theGovernment~ 
but the banks were·to conduct it, on payment of a 
small commission. The Secretary of State, Sir 
Charles W Qod j . who was out and out 3 follower 01 
the.Currency School, at once opposed the idea, and 
after 'a fight lasting several years and filling a good 
many despatches' and counter-despatches, he won" 
his point. Other changes, introduced by Laing, 
Wire· equally. fundamental. He threw out the 
scbeme' of basing the issue on 'a proportional reserve 

. of- specie, and substituted for it a much. more rigid 
system. A- maximunr fidu'ciary" issue was ... laid 
down-; and beyond that,- true to the Bank Charter 
Act of 1844, every'note was to be a· mere metal
certificate. On' this! 'point, Laing's ideas inclined 
towards the views of ~ an orthodox, member of the· 
CUrrency' SchooL: 'The fiist condition of a sound 
paper currency,' he ·writes: in; a Minute,. • is that 
it"Shall lrepresent 'coin:1J,nd 'n(l)1icredit,r and conse ... 



'. quently he would allownnly a very small . .anch.:fixed 
proportion..of.the reserve to be invested in .securitiEs. 
The Secretary of State's ideas on this point heingof 
a similar nature, a clause prescribing a· maximU1ll 
fiduciary limit was put: into the Act. Another'im
port ant clause which· was incorporated'inithe Act 
provides for a limited issue against . gold. It· was 
wholly Laing's contribution. 'Wilson bad not 'con
templated any such . thing. But Laing had far
reaching ideas about the reform of India's monetary 
standard and he' wanted to leave the door .open for a 
possible introduction of a gold standard . in future. 

'Accordingly power was taken to issue a small 
amount against gold, which was not however to' 
exceed one-fourth of the total metallic reserve. -In 
this also~ the principle 'of the'Bank Charter Act was 
borrowed, only the metals were reversed. The 'Bailk 
of England could keep one-fourth of its specie re
serve in silver-in India it was gold that was not to 
exceed this fraction. The clause was a permissive 
one. Laing said, in explanation of. it, C the pro· 
vision in the . Act .relating to the issue of notes 
against gold is only permissive and we have no pre
sent intention of acting upon the clause inques
tion. ' However the intention was not long in 
arnvmg. From 1865 onwards gold appeared· . to 
.figure in the accounts of . the Paper Currency 
Reserve . 

. Such important ,modifications in the' fcame
. work of, the Bill necessitated .corresponding&l.tera
tions in the machinery of, administration proposed. 
As .the Select,. Coromittee· observed, cwhen .. the 
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, function .of the Currency Commission was re
duced to the simple one of giving notes for specie 
and specie for notes,' it was obviously unnecessarj 
to provide for an expensive staff or to make them 
independent of the Government. Laing's scheme, 
as embodied in the Act therefore makes the Depart
ment of Paper Currency entirely subordinate to 
Government. Laing's view with regard to the· 
question of Circles was to make them as large as 
possible. His aim was to have a uniform circula
tion over as wide an area of the country as possible. 
He would make the notes payable as of right only 
at the centres of the Circles. But they would be
as far as funds permitted--cashed by the Presidency 
Banks and their branches, as well as by the Govern
ment Treasury Offices. Here also, his ideas came 
into conflict with that of Sir Charles Wood who was 
for ensuring absolute convertibility even if the 
number of circles was increased, each of them 
covering a smaller area, rather than qualified con
vertibility with uniform notes over wider and fewer 
circles. With regard to denomination of the notes, 
Laing wanted the lowest to be Rs. 20. 

Sir Charles Wood's share in moulding the Act 
of 1861 in its final form, was, as we have said, per
haps the least obvious, though the most potent. 
His ideas about paper currency were thoroughly 
conservative. A more determined opponent to bank 
issues has never been seen. He was in a perpetual 
dread of the banks taking any part in the note issue 
in any manner, and in this he went so far as to fre
quently imagine such association where there was 
none. He laid down his principle in his very first 



reply to the Government of India (26th March, 
1860). 'What is to be done by the Government 
establishment in India is simply what is done by the 
Issue Department of the Bank of England.' Then 
in another part of the letter he wrote, 'The sound 
principle for regulating the issue of paper money is 
that which was enforced by the Act of 1844.' Having 
thus early formulated his principles, Sir Charles, 
be it said to his credit, stuck to them, unflinchingly 
from first to last. Accordingly he was against in-. 
troducing any elasticity in the note issue. He sup
ported Laing's policy of a maximum fiduciary issue 
and every single note beyond that was to be backed 
by an equivalent in specie. He was however doubt
ful of the merits of the permissive clause for the 
issue of notes for gold, but he did not insist on its 
removal. He was a masterful personality. He 
carried nearly all the points that he insisted upon 
except his suggestion for fixing the lowest denomi
nation of the notes at Rs. 5. His argument fur 
such low denomination was that since ' notes were 
meant to replace metal as economically as possible,' 
they should be made available for all transactions, 
great and small. Except this minor defeat, Sir 
Charles had the satisfaction of seeing nearly all his 
ideas literally reproduced in the Act of 1861. 

§ 5. The Act, which will be found in full in 
Appendix A, is a carefully drawn-up document. It 
starts by making the issue of paper money hence
forth a complete Government monopoly. It pro
vides for the establishment of a Department of 
Issue, subordinate to the Governor-General in 
CounciL Power is taken to appoint banks or any 

l1J 
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other extra-governmental institutions, agents. for 
rrtanaging 'tHe issue, although' in' rid sens~'affectiiig 
the 'Control' of the issue: N~tes are'io" be i~~hed 
against slIver coin or bullion' and of the total specie 
reserve one~lourth may beheld in gout" Themaii
rillimsecurity-covered issue is put "d6wnat Rs. 4 
crotes~ an4 aU :notes beyond that; amoU11t to be 
hacked 'by' fulI speCie reserte.' ''the' interest accru
ing from the secudties in: the reserve;: is eto 'be 're
garded' as piut 'of Government'srevertue under the 
head .' l>iofi'ts ot the' Note circhlation:" The 
country' is 'to be split up into a number" of distriCts 
or Circles of isslie and notes 'to be m'~de legal tender 
and payable only witpjn them. They were 'iobe 
issued in denominations of Its, 10'andiipwards.
Such was in outline the Act XIX of 1861. ' It was 
passed by the Legislative Council on t'lie'13~h JUly 
and received the assent of the' Governor-General oil 
tlie16th: It came into force practiclilly'" on"arid 
after the first day of March, 1862' from whicli 
time onwards the Presidency Banks wete to' cea~e 
issuing 'promiss6ry notes: As already noted'; :it wa~ 
!l joint:'stock production. The prl:riclpa1"'personst~ 
the drama, whose vIews we have noted above,' wet~ 
Laing, Wilson'and Wood. Apart froin them, there 
were . others 'who"collaboratedwith-them 'at fliH6hs 
stages iIi 'the passinifo!' the: Act;' Th-ere' wa's,fdr 
insta,'rice~ Sir H~ ]3'. 'E. Fr~re'wlio has' lbeen inen
tioned once before as movingfdr'the adoption or-the 
Rs": "5 'dimomi'mition of ndtes. Heh~i;teft fts:'a 
v~iuable Minute, dated tlle'2rid Februiuy, 1'861. "He 
advocated' a proportional' reserve, like "Wilson, al.:,c 
thbugn'it would 'notriecessarily mean Wilson's orie~ 

,"~ ~t; ;~ .• ~ . ~ ... ' .'.. £ ~';-?J-q:.IH~· 



thlrd' sys~~~~ fu~~ aJhlost' prop~etic s~rit~rice. Ii~ 
wiu'ned of the'futili~y o.f any self-imposedliiriitiltiqJ;l 
about fiduCiary issues., He saia, -' tha,t in the 
Co.urse o.f years th~re will be great temptation to 
raiSe the limit, camiot, I think; be ,~Q:Q.l>ted ........ . 
{tnless ~e have fixe(some liinitpro~rti()nal, to. thy 
ro,ta1 no.te-issue.(){)he d~y, is t~ere'J).o. da~ge;l" ~pat 
w.~ may beteinpt~d to o.verstep the really sa:feli.Ai.i~, 
wh~tever that. liiriit' may be?' B.esides ,$.ir,lf 
F~ere. the ·Co.uncil iri¢llJded Lai~g, It. l{ Hfl-riiiig: 
ton, H. Forbes, A. S~o.pce arid C. J,. Erkskirie so.nie 
o.t I w hoIfI tbok. part i~ tJie di'scllssioti: o.n . t.he';Sill: 

§" 6.:s;ow was the Act.~e~el~ed hi the cOIDl
try? To. judge by the conjillents ma4e upon jt by 
o.ffiCIa1s as welta,s .no.ri-Officia~s, .it is, possIble. tQ say 
that o.n'the whOle the measure was well received. It. 
w~s ge~~raliy'gre~t~d ~th~ppro~al, ai~b6ug~ it,~~'s 
a ,q~alifi~d appro.val. Ey~~aino.n'g. the ranks o.f.GR
vern¥ent ()flicials~m:Q.ch difference- ,o.~ o.pin.ion 
a~' to.' ilie;;~etaiiedpro.~isi?ns 0.( the~ilI. WaS}lo.ti~,~:" 
abI¢. The COmments o.f soni~ co.ritemPoraryhigh 
o.ffi~er~ a.re: interestin'g re~ding .. , We ¢cim~' acro.ss" 

: it ~ • ~ , • ; : .. '. . - I , . 

f~r'~~'sta?~e, a lo.ng an~ ~elI'YI"itteri¥#r:ute.:p~ t1i~ 
Act by Slr ,p.E. Trevelyan, .l{.Q,.l3., W.ho.,Wlt1;t <le~~ 
tain, re,serya~ions, .: ~uVpoft~ . Sir' OIuifIes Wo.o.d,.' 
So.me,o.f :W:s Jines are· well ~o.rth quotin.g", if o.nlY fp~
their rhetoric.. . ' ~ .hold, '. says he, ' in ,th~ 
st~b~g~st.~~~er th¢: o.piwo.ii' th~t abso.luteJ,i~s£a~t~ 

• . '; , .,' • :. . ',., _ • \ \ 1 , ~ ••• .' . • 

n~ver:-faiJi'ng ~o.~vertibilitYi~'.essen,t~a,l 'to a Q9V~~:n.~ 
ment p~p¢r c~rrency,', . rhen,ag8:in~: ifth~ ,plan~ 
o.~ )Yi.~~{>Ii"a,l?d'S,~r" Cha!les.Wq?d ~~!~, ~~Vi~a: t~e 
~o.~e~ent ',. c, ~uir,~n~y . s;rste~ jW01il~' .,st~i)d.like" i1 
house founded' upOii'a"rock~' wh'atever' floods' co.iii~ 
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and winds blow and beat upon the public finances 
and upon Bankillg and Commerce.' We meet with 
Minutes by Sir R. Napier, Viceroy and Governor
General of India, who was in favour of the existing 
arrangement, although ready to follow the Secretary 
of State's wishes on any point, and by H. B. 
Harrington who echoes the Viceroy; by H. S. 
Maine, who had a very • strong opinion on the de
sirableness of severing banking from issue '; and 
also by W. Grey, who approves-of the Act. Against 
the Act also voices were raised in certain quarters. 
C. N. Cooke, for instance, in his Banking in India 
(1863) says, • We are not prepared to admit that 
the substitution of a Government paper currency in 
lieu of that of the leading Bank of India is a move in 
the right direction ; in fact we doubt whether it is 
not a grave mistake.' Perhaps an impartial and 
representative estimate of the Act was what ap
peared in the Oalcutta Review of 1863 (Article on 
Indian Paper Currency). There the scheme is given 
a general measure of support and an attempt is made 
to analyse after a very long study (almost too long) 
of the theory and practice of note-issue in England, 
the principles underlying it. In the first ,place, it 
is plainly recognised that the substitution of the 
precious metals by·· paper as money, is most bene
ficial to the community and profitable to the issuers. 
Since the substitution is a gain, it should be carried 
on as far as is consistent with safety. Safety means 
nothing but convertibility. The high specie reserve 
and the rigidity of the issue are to be explained by 
the peculiar conditions of India, such as mistrust of 
the people, etc. It is not known who wrote this 
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article, but that it represented faithfully the view
point of the authors of the Act may be quite safely 
assumed. 

§ 7. The Act of 1861 is the starting point. 
Since then a large number of Acts have been pasE!ed~ 
modifying from time to time the regulations as to 
the issue of paper currency in the country.. As needs 
arose, the different parts of the system had to be 
more or less changed, to suit the new conditi'oii'3. 
Sometimes alterations. have been made in the regu
lations governing the reserve ; at other times other 
parts of the Act have been touched. But though 
the changes made have been in some cases import
ant and noteworthy, the principles embodied in the 
Act of 1861 still predominate. If the provisions of 
the Act can be arranged into three main classes, 
namely, (1) those that deal with the Agency of 
Issue ; (2) those that deal with the mechanism of 
the Issue, and (3) those that concern the Cover of 
the Issue,-they also iJ?dicate the lines along which 
the future history of the Issue may be most con
veniently studied. The problems of Indian paper 
currency since 18Ql belong to one or other of these 
three heads. Alltp.e later developments can be 
grouped under them and are most usefully studied 
under these classes~ There are first, questions re
lating to the Agency of Issue such as, who is to 
direct the issue, and whether banks or any other 
extra-governmental agency is to be associated with 
it. Secondly, the Mechanism of the issue opens up 
a series of questions regarding the practical admi
nistration of the issue ; whether the circle system 
is good or bad; how far the notes :r.nay be uni~ 
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versaiiseaaha' fac'iH ties' foterid~shIheiit: providecf ~Ild 
se) oiL Thirdiy , there' remains tile subject of' th~ 
Cover of the Issue, under,which come the <i{i~stioh'S' 
re1ktitigt8 "the" am~urii', ~d~atioIi aha dlstri}j~ti~m of 

t~~' ~fserve,! ~.~,~ ot~~f' :~~~at~d; rrHt~~~rs:, . iI ~rok,o~~ "~~' 
stu,~!.. ~~e f~t~~~, hlst~ry" o~ ~;¥e . p~p~r, _~,~r~~?Y;~t~~ 
progress of Ideas and facts l~ connectIOn wIth It,-
u:dder'these three M'ads .. Last ofai1; a st~tistic~l 
dhaptet ",iiI be addba deaJihg'w1.th' the gro#tl:( d~ 
the'iss@ since' U36t. Tillis the' wholEr peribd'frbfu 
1861 lip' to the 'present 'da:y , ~iIi . be t}~at~d; as oile! 
period'. IIi' spit~; of J ':riiany d~telopr#~nts' a~(j'nlany 
inlerrliptions; tiier~ is ail:' urib'idken coniiii~ity in 
the' histdry ·bfiile~1a:stfi.fty·years". ActXIX o'{1861' 
stili J'sertes astiie 'basis of the' itiiposiD'g .~rid corii~ 
pHc~tM supef~tru:ctUr~th'afhaf;"heEnl" bHiJt UpOIi'it 
dUring tHis' period. 
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TUE AGENCY OF ISSUE • 
. ,.. , .• ~, " "'. ~...., '.' "r:--

§ 1. Presidency Banks made agents for the management of the 
188ue; P.·89.=§2. "'J.'he "Wood.Lainl5·''controversy.· 'Thing's 'casef!l! 
enlisting the co-operation of the Banks ana WoriJ!s pbjections, p. 58.-:-:
§ 3. WodI's 'Vierotj"snd the fin"I"'diss6ciittldll' "of the 'Banll:s'froni"the 
Issue. p. 65,-§4 .. Fresh attempts to connect banking with the Issue. 
early in the '19th 'centilry;'P',L67""'-'§ 5/'The 'linperial Bankancl' the 
question of the transference of the :Issue to it. p.70:-§ 6. The' proposal 
of the Hilton Young"Commission .for a. Central Bank. Issue, p. 74. '. ,. 

. fi: Th~ ~!~V{e~ okj,~p~ qr~~~A,pt.~fl.~61 W~J3 

~~!~~i~e:'~!Pqp~:;~;~~f~~~i! ~ktWf:"~ ~~~ ~~i 
~? ,~~~~pp ~f~O( tp~~r Imt~ <fOfH!eCpIQH ~~~p.. ~p~pp~~ 
Issue sd' eMIly· iThey wet~oste:q~~bjy .r~ffiPyed from 
t~~ )t~~~~ }pt :~Re! ,I}~ac~i~&H~}ei#i!p~~J~~ffllPH~~ 
a d!fferEln:~ :qaine a~dJ.n an ,bumpier :rqle. TlieH·,caus~ 
was',f'ar :tkoX#-l?ei.;ng~R~~~~tyl~~t. ". TfSawp.~r:RalHg; 
as ~e' hitye s~er.i, )h~i f01l~d a" s~ollf, chaIP-piQ~iight 
i~si~El t~~b; erie~y~sc3;irip~ 'Tiia~sinaiilIy" to .Jl(~ 
sy.~rat~~'~~f~f,bPr~k~,' i~ l.tp~ J~~~~1iiti9ii Ql 1~~~ ~~~~ 
door was' left ope~Jof asso~Iat\~g the~ wlth tbe 

I 'J .... "" .: l,r • • .. ! .. ;:. . ,; .. ,' 

note-issue in a somewhat" indirect way~ Clause IV 
of .th~ Act e!llIJ?w~t:e~ ,~he ,G;?v:eUllll,en~ ,~~ make 
~~r~~g~m~?,ts-w~~~ .• , 'a;n.y )~r~,Q¥s, "baA~s or b?~~e;~ 
cn,v~r~~e~ ~,lth~r. ~t Caic~tta, Nadra,s o~ ~~mb,~y..<~~ 
eI~e~here, as/may oerequired"to' regulatearid'fitcili~ 
t~t~ih~' issu~' and p"~vm:e~t"~~He;the ··'p'·.·.ro~i8i~it~'~f 

"~." '.~';' }'" ,J/:-- :",·n 1'(1. - . j~J' - o"! •. -';( ';11 ,t: 
t~s AC,t 6f 'p:rom~ss9.:ri notes 9~th~' .G;?,ve,rw;ne;nt of 
lridla,;\,l ' Samuel'·tMn' was"" none "too lSlow 
irr:'~vailinghl'ksei,f :ot~he pro:v~s~~ti~""9~th·i.~ 
CIa Se."'! 'TheIL Pre~id~nc 'h::banK:{' 'w"re 'ni~d~ .ti~d' ;;lU; :: .I'J ilJ.Y. ".~ -,",';'J '. /~Jj I: .... ",·llc'_ 
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agents for management as distinguished from agents 
of issue. They were thus made to retain some con
nection with the issue in however disguised a form 
it plight be. Sir Chltrles Wood who had no love for 
ba~B, was as quick in opposing the arrangements 
as Laing was in making them. A great battle in 
despatches followed between these two mis-matched 
reformers of Indian Currency. Although at last. 
after a severe tug of war, during which neither party 
was too sparing in outspoken expressions, Sir 
Charles won his point, and the banks were complete
ly dissociated from the issue, still the question could 
not be said to have finally rested in peace. In later 
times, pari passu with the progress of banking and 
the development of the paper-currency, the question 
of ~sing the agency of banks in some form or other 
has oftentimes been revived. It cannot be said to be 
still dead. ,Whether Laing's view-point rejected in 
th~ sixties of last century mainly by the efforts of 
Sir Charles Wood will not yet carry the day
whether, in a word, banks will not in future be re
instated with a share of the responsibilities of the 
note-issue-time has yet to show. 

Clause IV of the Act was.the thin edge of the 
wedge. Not long after the passing of Act XIX., in 
the same year, another Act, Act XXIV of 1861 was 
passed, which authorised the Secretary of State to 
enter into agreements with the Presidency Banks 
"for" superintending, "managing and becoming 
agents for the issue, payment and exchange of pro
missory notes w the Government of India and for the 
carrying on of the business of an agency of issue." 
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On the strength of this Act, either honestly mis
understanding the intentions of the Secretary of 
State, or pretending to misconceive them while the 
object was perhaps to disregard them, extensive and 
elaborate agreements were made with the Presidency 
Banks, one after another, constituting them the 
agents for the management of the issue for a period 
of "five years. The terms and conditions of the con
tract with the Bank of Bombay may be given here. 
They will illustrate the exact nature of the agency 
work entrusted to the banks. The other agree
ments were of It 'similar kind. Article 7 of the 
agreement with the Bank of Bombay provides that 
" an agency of issue shall be established in the 
Bank as the agency for the Circle of Issue (Bombay 
Circle) ...... and the said Bank shall and will act as 
Government agents in and for the issue and circula
tion of Government currency notes and in the pay
ment and cashing of such notes and in all thinglJ 
required to be done by such agents." This was 
followed by Article 8 which said that demand for 
currency notes might be made at the said agency and 
the bank was bound to meet this demand by the issue 
of currency notes which it might obtain from the 
Circle Commissioner. At its head office, the bank 
was bound to redeem all Circle notes presented to it, 
in the same way as the Department of Issue itself 
was. It was proposed to locate the office of the 
Department in the premises of the Bank. As regards 
new branches, the Directors had the power to enter 
into arrangements with the Government for the 
agency of the local issue. When the Bank of Bengal 
opened branches within the Calcutta Circle of Issue 

B 
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arrangements on similar terms were entered upon for 
the transaction of currency work at those places. It 
must be noted that though the notes were always to 
be available in exchange for cash at these branches 
the obligation to pay cash on demand in return·for 
notes, was not made absolute. The words of the 
agreement left no doubt on the point. It said, 
" that the said Branch Bank shall and will to thp, 
utmost 0/ its power pay and satisfy on demand to the 
holders of notes " the value of the notes in cash at 
the offices of the Bank. It is important to note this 
qualified encashability, as most. of Sir Charles 
Wood's objections centred round this point. How-

. ever much the notes were encashable in practice, 
there was no legal right to demand coin for them at 
the branches. By way of remuneration a " com
mission calculated at the rate of !ths per cent. per 
annum on the daily average amount of Government 
currency notes outstanding and in circulation 
through the said agency" together with any special 
expenses incurred by the Bank in the way of offices, 
etc., was to be paid to the Banlr. These were the 
main points of the agreement. ~hey were to hold 
good for a period of five years up to 1867. 

§ 2. In this way Laing sought to enlist the help 
. of the banks to facilitate the growth of the issue. He 
mad~ it quite clear that in no case was it proposed 
to make the banks the Commissioners for Issue. 
(Government of India letter No. 71 of 1862, May.) 
But that the result of' the arrangements was to mix 
up the banks with the issue in some important ways 
remains undoubtedly true. They were not however, 
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as Brunyate supposes, " almost completely identi
fied with the department of Issue." A subtle. bot 
important, distinction had emerged between an 
agency of issue and an agency of management, or 
an agency for circulation after issue, as the Govern
ment of India defined it (Letter No: 1 of 1863). The 
Secretary of State found himself unable to appreciate 
this distinction. According to Laing's proposals 
the banks would have no share in the policy or con
trol of the paper currency, but they were simply to 
carry out the administration p;trt of it. How far the 
administration part could be divorced from the 
policy and direction of the system without jeopardis
ing the basic principles of the Act was the crucial 
question. To Sir Charles Wood they appeared in
separable one from another. If convertibility was 
what was mainly sought to be assrn:ed by the fram
ers of the Act of 1861; bank agency, in so far as it 
weakened this absolute convertibility, certainly miii
tated against the spirit of that piece of legislation. 
But, on the other hand, there was no reaso.n why,. 
subject to the provisions of the Act, the banks should 
not have done'the clerical part of the business with 
greater efficiency than the Government. On this 
point Laing's pleading of his cause was as powerfu.1 
as it was unheeded by the Secretary of State. Both 
showed an obstinacy that bred lively passages in 
their correspondence but did not contribute much tn 
any impassioned solution of the difficulties. In hi,S 
letters we find Laing was complaining that" it wac; 
evident that the arrangements entered into in Inaia 
had never been properly understood at Home." 
Once he wrot~ bitterly, " It is a good' illustration 
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of the impossibility of dealing with practical details 
at a distance of ten :thousand miles." (Minute, 
March, 1861.) In his letters the Secretary of State 
is found constantly repeating the accusation that his 
instructions were not being acted up to. The CJn
troversy is an interesting disclosure on the tone of 
official correspondence. It is full of lessons about 
the difficulty of financial administration from two 
different places; by two different authorities. 

As far as can be gathered. from his despatches, 
Laing's arguments for bringing in the Banks to 
take a subsidiary part in the note-issue were four III 
number. In the first place he preferred uniformity 
in the note-issue, to absolute convertibility in it. 
Not that he did not want convertibility. But he 
would sooner make a note current over a larger area. 
than too scrupu).ously safeguard its convertibility by 
making it current only in a smaller area. He mis
read Wilson's plans and thought, until in "this he 
was corrected by the Secretary of State, that they 
involved the division of the country into forty or 
fifty different currency Circles. He feared there 
would be then no uniformity in the issue. The re
sult would be, as he said, that travellers would· have 
to, as before, carry bags of rupees with them. The 
Government •• could scarcely make its notes a legal 
tender at Delhi without making any provision uf 
cashing them nearer than at Calcutta." To this end, 
banking agency was necessary . The Government 
could not do without an intermediary. The notes 
would be cashable at all the branches of the banks, 
and thus a uniform currency could be secured over 
a large area. Although the accommodation granted 
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to the public of cashing notes in the country would , 
strictly be a matter of convenience and not of legal 
right, still every attempt would be made to safeguard 
unfailing and immediate convertibility. The Govern
ment retained- certain powers over the branches of 
the banks and these branches were to keep reserves 
of specie for the purpose of cashing notes. It was 
hoped, no notes would be refused conversion. Be
sides, the Government owned Treasuries all over the 
country ; they would always assist the banks in all 
possible ways~ Everywhere the notes were to be 
received at par in 'payment of Government dues. 
Thus with the banks and the Treasury offices as two 
successive lines of defence, Laing hoped to make the 
convertibility of the notes virtually perfect in prac
tice if not in theory. How far his anticipation 
would have come true it is difficult to say. The 
arrangements were all cancelled in 1866, before 
they had received a fair trial. But the fact re
mains that by that year thecil'culation had grown 
only on a very small scale. Imperfectconvel'
tibility was certainly one of the causes for this. Sir 
Charles Trevelyan, the third Finance Member of 
the Viceroy's Council (1863-1865) wrote that" even 
the notes of the Head Office of the Calcutta Circle 
were charily cashed at the branch banks within the 
Circle and were altogether refused if apparently 
employed solely for purposes of remittance." A 
uniform currency· is certainly an inestimable boon, 
but a currency must first pass current. For lack of 
facilities for· conversion,practically no paper cur
rency, by 1866, existed in the country, as 
distinguished from the Presidency towns. In that 



62 PAPER CURRENCY IN INDIA 

. year. we find W. N. Massey, the fourth Finance 
Member of the Governor-General's Council, testify
ing that at a distance from the Circles, the note 
ceases to pass current. and when it is tendered 
in payment of a debt it is usually cashed at a 
discount in the bazaar. The instructions of the 
banks to their branches were for what the Indian 
Fiscal Commission would have named " discrimi
nating " convertibility. A .section went thus :
" Though you will in. the exercise of your discre
tion take care to counteract any attempts on the part 
of the Mahajans to throw the burden of the internal 
exchange on the bank and the Government, by, for 
instance, having a large sum of head office notes 
remitted to your station and demanding cash for 
same at your branch, in lieu of taking a bill on you 
from head office at the ruling exchange, yet in every 
case, as a rule, you will, as far as you can, give your 
assistance to promote the circulation. " It is doubt
fhI how far the spirit of these instructions wa.s 
obeyed. For one thing, it was contrary to the in
terest of the bank to cash notes freely. To the ex
tent that it cashed the head office notes at the 
branches, to that extent it lost the profits of. its in
ternal exchange business. The agency work for 
paper currency thus collided with the other opera
tions of the bank. There was a further danger 
which the arrangements implied, and which the 
Secretary of State pointed out. That was that the 
chances of conversion. already too few, were still 
further reduced by these arrangements. He pointed 
out, quite rightly, that the banks, under temptation 
of earning the three-fourths per cent.· commission 
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had " every inducement to hold as little coin and as 
large an amount of notes as possible in its re
serves. " Since the commission was to be paid for 
all notes for which tne Bank had given coin or 
bullion,-it was payable only on notes kept in re
serve by the Bank while on coin so kept it would re
ceive nothing. The bank would be tempted to keep 
as few coins in reserve as possible. This would 
hardly promote safety. Its effect would be that the 
cash reserves would stand at a v.ery low amount, 
seriously endangering convertibility. In the choice 
between convertibility and uniformity, the Secre
tary of State clung tO'the former, while Laing was 
prepared to sacrifice it to some extent. 

Laing's second argument was that the banks 
could more efficiently manage the issue than the Gov\r 
ernment could ever hope to do. The banks were 
intimately cO!IDected with the money market and 
could feel its pulse more accurately than the officials 
of the Government. Consequently they knew what 
exact amount of reserve should be kept and how it 
should be distributed between different seasons and 
different places. The banks had past experience to 
guide them, while the Government was only new to 
this kind of work. For the three-fourths commis
sion the banks undertook the whole retail work of 
issuing and cashing notes, the whole correspondence 
as to notes lost and stopped, and all risks of loss 
from forgeries. Laing could thus plead economy 
for his proposals. Government could not have 
possibly established Commissions of Issue of its own 
for anything like the sum which it paid to the banks. 
The banks also undertook "to establish branches 
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wherever desired by the Government and to provide 
at them at their own risk and cost the means of cash
ing all Government notes" (Laing's Minute, 1862). 
Besides, there would be great convenience to the 
public in being able to cash or obtain notes at the 
place where ordinary business was transacted. Here 
were all weighty advantages which the Secretary of 
State simply brushed aside. 

Thirdly, Laing argued th~t it was expedient to v 
hand over the management to the banks as in that 
case the consequences of any postponement of con
version would be far less serious. Even if the 
banks refused payment the credit of the Government 
would not be directly touched, but if once the 
Government had to refuse encashment the effect 
upon the credulous people of India would 1?e disas
trous for the future success of paper currency. This 
argument of course had another side to· it, which Sir' 
Charles Trevelyan pointed out. He said that if the 
G0vernment's own agents set the example of refus
ing to cash the notes there would be no length to 
which other people might not go. 

Laing's last plea was that some compensation v 
should be paid to the banks when the issue was being 
taken away from them: They had done the work so 
long entrusted to them to the best of their ability. 
About the Bank of Bengal, for instance, Laing 
wrote-:-" the Bank having been chartered by ilie 
Government and. in effect called into existence by it 
as the sole bank of issue .for Bengal, an~ the Govern
ment holding shares and being closely connected with 
it ill public opinion, it was felt that it would neither 
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be morally right nor politically expedient ...... with-
drawing the note circulation of the Bank without a 
fair equivalent." This was perhaps one of the 
trump cards in Laing's hands as the idea of fair play 
was very attractive. But if at all, any compensation 
was due to the Presidency banks for parting with the 
note-issue, it certainly could have been given in 
many other ways than by trying to link them still 
with the issue in some form. It amounted to pay-
ing back half a loaf for a full loaf taken away. 

§ 3. To many of these arguments the Secre-
, tary of State did not fully reply. To all of them he 

turned a deaf ear. He was entirely against the idea 
of the banks having anything to do with the issue. 
At first he was under the impression that in each 
circle the Presidency Bank was going to be made the 
sole agent for the issue. He strongly objected to 
•• any banker at any circle of issue being the only 
place where coin may be issued for notes and notes 
for coin." Laing in reply wrote, .. How a banker 
can be a place is certainly not very clear, but the 
Commissioner having an office in the Bank, set 
apart for him under the same roof as the Bank, the 
arrangements thus enabled any person who chose to 
obtain notes for coin or coin for notes altogether in
dependently of any Bank. What the Secretary of 
State means is perhaps that the Bank should be 
distinct from the Commissioner of Issue, whicn 
they are." 

It must be remembered that persons who 
wanted to apply direct for notes, instead of at the 
Bank, had to ask for notes of the value of Rs. 2,OuQ 
or more and had also to give one clear day's notice 

9 
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for it. The facilities for independently rec61vmg 
the notes were thus, for all Laing's earnest plead
ings, limited to certain extent. 

However, the Secretary was still hard to 
please. As a matter of fact his objection was not 
only against making any bank the sole agent of 
issue within any circle ; he would not employ the 
banks on any terms whatsoever. His favourite 
slogan was that the banks must be totally separated 
from the issue of paper currency. Although he did 
not wish to disturb the arrangements already entered 
into, he kept on repeating the~slogan until finally 
the agreements were all revised. He maintained 
that if the notes were sound as currency the banks 
themselves would help in their circulation in the 
ordinary course of business. "I am certain," he 
wrote, " that in the exercise of its legitimate func
tions, the Bank (of Bengal) would essentfally pro
mote the circulation of notes." There was there
fore no need of employing them as agents. He was 
for looking first and last to the convertibility of the 
notes-if that was assured the rest would take care 
of itself. 

Meanwhile the resignation of Laing, which 
was the natural sequence of his difference with the 
Secretary of State on a number of vital points, on 
the 12th of July, 1862, and the succession to the 
Finance Membership of the Council of Sir Charles 
Trevelyan-whose views on paper currency were 
very similar to those of Sir Charles Wood, radically 
altered the situation. It gave the Secretary of State 
a timely lieutenant in India. His victory was now 
assured, Trevelyan's lyrics about "absolute, 
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instant and never-failing convertibility," have al
ready been referred to. In a .Minute he wrote 
.<28th February, 1863}, .. Conditional convertibility 
is hardly to be distinguished from inconvertibility.:' 
Again, .. banks are acted upon by too many deflect
ing circumstances to allow them to be made the 
basis of so delicate an instrument as a system vf 
Government paper currency. " Provision of ab
solute convertibility was what they owed to their 
subjects, to themselves and to society. Such being 
his views negotiations were not long in being enter
ed into with the banks for some possible re
vision of the agreements. The upshot was that the 
old agreements were cancelled and new ones were 
made in their place with effect from 2nd June, 1866. 
The banks consented to be entirely dissociated from 
currency business'" in consideration of receiving 
compensation calculated at iths per cent. per annum 
on the value of the notes in circulation through their 
agency at the time the agreements were revised." 
This compensation was payable up to 1st March, 
1867,-the date at which the agreements of 1862, 
that is, the original agreements, would have expired 
in the ordinary course. The banks had made some 
further demands in the way of compensation for 
thus releasing the Government-but the Secretary 
of State and the Government .of India would not 
listen to them. 

§ 4. Thus ended t1:e chapter of the attempt 
to link up the banks with the issue,-the first to be 
made after the passing of the Act of 1861. Hence
forward for many years the banks stood entirely 
aloof from the Government paper currency. But, a~ 
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has been said before, the question never died out. 
Banks being the principal dealers of currency in a 
country it is· impossible to separate them completely 
from the issue of paper currency. However much 
the Government may try to dissociate the one from 
the other, the commerce and finance of the country 
constantly bring them together in many ways. Each 
is constantly reacting upon the other. It is there~ 
fore not surprising that in 19PO-2, when much of 
the early conservatism against the banks had worn 
off, the question of passing over the issue of paper 
money to the projected central bank was once again 
seriously revived. We have seen how the absence 
of a strong bank " of the magnitude of the Bank ~f 
England " (Wilson) was one of the telling argu
ments that led the Government to conduct the issue 
itself. If now the three Presidency Banks were 
amalgamated it would create a first-rate banking 
institution for India and Government could theu 
safely contemplate handing over the note-issue to it. 
Indeed, in the discussion for a Central Bank III 

India, the transference of the paper currency has 
always figured pro:minently. The fact that when at 
last the long projected plans nearly materialised the 
paper currency still continued under Governmellt 
hands, has to be explained by the peculiar circum
stances left behind by the· war. The transference of 
the note issue in some form or another to the Impe
rial Bank of India remained for years a possibility. 
although nothing mor~ than a possibility. 

The idea in 1900-2 was that the Presidency 
hankswel'e to amalgamate on their own initiative 
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and Government would then makeover the manage~ 
ment of the paper currency to the new bank, on 
terms mutually agreed upon between the Govern
ment and the Bank. It was however, not consider
ed a vital part of the scheme for the Central Bank, 
but was generally looked upon as a coroliary. Even 
if the note-issue was not to be handed over, Govern
ment was ready to proceed with the project (Govern
ment of India Letter, 18th January, 1900). But 
Government favoured the idea of the transference. 
""Ve are," they wrote to the Secretary of State, 
.. of opinion, thoug:h not forgetting the objections 
that have been raised to such a course in India ...... 
that there is nothing in the peculiar circuinstances 
of India to prevent the note-issue being transferred 
to a Bank. We are moreover disposed to believe 
that it is through the agency of a Bank that the 
note-issue may have a larger development." The 
wind of official opinion thus between 1861 and 1900 
completely veered round. The Secretary of State, 
to make assurance doubly sure, sent the following 
question to the Government of India (22nd March, 
1900): "Is it desirable to entrust to a bank the 
management of a paper currency, due regard being 
had to the principles upon which it was established 
in 1862 ? " To this the Government of India's 
answer was, "Our honourable colleague, Sir 
Edward Law, is of opinion that the management of 
the paper currency by a bank would· be preferable to 
its management by Government, always provided 
that the bank to which this responsibility was en
trusted was established on suitable lines and that 
Government had some control over its operations.' I 
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Sir Edward Law's opinions would certainly have 
shocked some of his predecessors in the Finance De
partment. That the proposals were quite advanced 
appears from the fact that at a Conference between 
the Government and the leading banks and Cham· 
bers of Commerce, detailed conditions of the trans
fer were discussed on the lines of an issue by a single 
bank, " the Government retaining the profit on the 
present currency investment, but indemnifying the 
bank for the cost. thereof. " (Speech by Dawkins, 
Legislative Council, 5th January, 1900). Unfor
tunately the proposals for the Central Bank them
selves fell through. It is perhaps safe to say that, 
if instead of 1920, the Imperial Bank of India had 
come into being in 1902, our note-issue 'would have 
been a bank-issue by now. 

§ 5. In the discussions over the formation of 
the Imperial Bank of India, the transference of the 
paper currency was always kept in view. But the 
bank was born in a most difficult time--the after
math of the war-and rightly or wrongly that 
supplied a plausible excuse for withholding the 
transference. It is curious that although in the 
earlier stages of the negotiations for the bank, the 
transference of tlie paper currency was considered a 
part and parcel of the scheme, yet it was ultimately 
dropped without much discussion. The valuable 
memorandum by Mr. Keynes, on the proposals of a 
Central Bank, appended to 'the Report of the Cham
berlain Commission, contemplated such a trans
ference. His view was sufficiently clear. "If the 
Central Bank," he wrote, is to be useful, it must 
have the management of the Government balance:,; 
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and of the note-issue." It is to be noted however, 
that a Central Bank, built on Mr. Keynes' sugges
tions, would have differed in some important respects 
from what we now find the constitution of the 
Imperial Bank to be. He aimed at a State Bank, 
the higher executive officers responsible for the 
policy and administration of the bank being 
appointed by the Government, and resting under its 
ultimate authority. In the Imperial Bank to-day 
the shareholders have quite a considerable voice in 
the affairs of the bank. If we look to actual facts, 
apart from ideas, we find that even before 1914 the 
services of the Presidency banks had been already 
utilised for furthering the note circulation in some 
minor ways. In 1913-14 for instance, " arrange
ments had already been made with the Bank vf 
Madras for taking over the Treasury work at certaiu 
Treasuries and simultaneously arranging for the 
issue and free encashment of notes from their 
branches in these cases" (Controller's Report for 
1913-14). A similar arr~ngement was made with 
the Bank of Bengal in the case of Delhi. "The 
possibility of extending " the Report concluded, 
" these arrangements will be Rteadily kept in view." 
These were but stray cases of the employment of 
bank agencies. Although they were not undertaken 
with any set or formal plan of gradual enlistment of 
bank support for the paper currency, yet they suffi
ciently indicated the swing of the pendulum. Before 
the 1914 Commission, evidence was not wanting in 
favour of the introduction of some bank agency. Mr. 
Hunter of the Bank of Madras thus supported tha 
cause of the banks ;-" We have direct dealings 
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with the trading public and can induce our consti
tuents to take notes instead of silver by offering 
them more favourable rates,-means which Govern
ment cannot employ." In all these developments, 
the War came as a violent and sudden interruption. 
The hands of the clock underwent some swift turn
ings. When the Imperial Bank of India was estab
lished, it was found premature to transfer the note
issue to it. To-day, when ~he Imperial Bank has 
been in existence for nearly five years the idea of 
transference still continues to be "premature." 
The latest official pronouncement on the subject 
seems to have been made on the 15th September, 
1924, when Sir Basil Blackett in reply to a question 
asking ., what steps the Government was taking to 
transfer the control of the currency to the Imperial 
Bank of India " stated that " the Government re
garded this suggestion as premature for the 
moment." The reasons that in 1920 influenced tnp, 
Government in its decision to retain the paper cur· 
rency in its own hands (ar;td the same reasons eVI
dently have full force still) may thus be restated 
through a semi-official mouthpiece, that of H. P. 
Howard. He writes, ,. As regards the note-issue, 
with the whole currency arrangements of Govern
ment still deeply affected as the result of War condi
tions, it would manifestly have been impossible fN 
the new bank to contemplate the undertaking of this 
responsibility. The Government of India, however, 
indicated, when plac!ng the scheme before the Sec~ 
retary of State for India, that when a stable position 
had been reached and currency conditions have 
settled down, it may be anticipated that the manage-
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~ent of the paper currency in India will consist uf 
a more or less routimi application of authoritatively 
accepted principles, and in that case the question of 
the employment of the bank as the agent of Govern
ment in the matter may in the future need further 
consideration. "* Thus the introduction of the bank 
agency, once again coming very near realisation, has 
had to be shelved. It is imrriaterial to examine the 
excuses set out by the Government for this indefinite 
postponement. They mayor may not hold ~ater. 
A bank agency has ~ts merits, as well as its demerits. 
In a country like India the credit of the. note-issue 
stands on a delicately poised balance. The Govern· 
ment must think twice before making any attempt 
at connecting the note-issue with private banks. 
But the banks cannot be entirely divorced from the 
issue. That is the lesson of experience. Already, 
in introducing elements of elasticity into the note
issue, theit help has had to be taken to some extent. 
The new elasticity operates only through loans made 
to the Imperial Bank of India at fixed rates of in
terest. Properly used, the banks can give a great 
amount of assistance as intermediaries, but the exact 
relation' in which they are to stand to the issue has 
yet to be solved.' At,present the Imperial Bank 
serves as a distributor of t.l1e temporary loati, made 
on the security of short-term bills, from the paper 
currency. It is thus with ,the temporary 01'" seasonal 
circulation of paper currency that the bank is con~ 
nected to some extent. The more permanent part 

• Howard, Article on the Imperial Bank of India, Economio 
Journal, 1921. 



74 PAPER CURRENCY IN INDIA 

of the circulation is independent of any such con
nection. To the present writer ·this indicates "l 

theoretically sound line of bank connection, which 
is full of PJlDise. The policy with regard to the 
permanent part of the paper currency, is more or less 
a routine policy. Sound finance will always base 
that on the price level of the country. The policy 
with regard to temporary or seasonal increase Of 

decrease of the paper currency cannot be worked effi· 
ciently without enlisting the support and ("0-

operation of the banks. Here only is the proper pro

vince for the employment of bank agency. That 
part of the paper circulation which aims at mitigat
ing the seasonal glut or stringency of money in the 
market, as distinguished from providing for the 
country a sound and stable currency over long 
periods, must work through loans made to banks awl 
must count on their co-operation. 

§ 6. The question of a Central Bank and its 
relation to the Paper Currency has once again come 
~o the fore, with the publication of the Report of the 
Royal Commission on Indian Currency (Aug. 1926). 
That COInmission, among other far-reaching pro
posals, advocate a full-fledged Central Bank for 
India and a wholesale transference of the Issue to 
it. A detailed description of the proposals cannot 
be given here for want of space. Neither again is it 
easy or fair to isolate the specific recommendation 
~egarding the handing over of the Issu~ to the Bank 
and deal with it separately from the tbtality of the 
Commission's recominendations. In India the long
established connection of the Government with the 
Issue and the faith that such a connection inspires 
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in the mass of the people, both militate ·against·the 
idea of a sudden and complete severance of the con
nection. The Commission seem clearly to realise 
these difficulties. They propose a Bank Issue, but 
consider Ii. Government guarantee of the notes indi8-' 
pensable. The necessary implication of such a 
guarantee, is some amount of Government control, 
.if not in normal times at least in emergencies. A 
Bank-Government partnership, in the peculiar cir
cumstances of India; is more or less inevitable. 'rho 
Commission have, tried to-minimise, as much as. 
possible, the share of the Government, but cannot 
claim to have devised an absolutely independent· 
Bank of Issue for India. Absolute aloofness is de·· 
sirable, yet the value of the Government connection 
is important in view of its bearing on the credit of 
the notes. It is doubtful if the terms of separation, 
as suggested by the Commission, really make the 
formal transference of the Issue to the new Bank, 
much worth while. In many ;important respects, 
the Bank will be tied down by legislation, while the 
Government guarantee of the notes will carry with 
it the promise or the threat of Government inter
ference, in exceptional circumstances. Much of th~ 
independence of the new Central Bank will thus be 
of , shadowy nature. It would ZWt have perhaps 
done much harm if Government had retained the 
IB~ue in its own hands, or what would have 
practically amoUnted to the same thing, transferred 
it to a St~te Bank,-rather than hand it over to a 
private institution. Still it is perhaps the only 
line of progress that could be suggested, and \he 
scheme of the Bank Iffifue is full of Promi¥l. 



Whet.her, after all,lndia will accept. t.he Commis
sion's . recommendations and ent.rust. a Central Bank 
witlJ. the lllonopoly of the note issue, thus bringing 
to 'a close t.he long-but ~nstructive chapter of Gov
erDment Issue, will be settled in the not very distant 
future. The wind seems t.o blow in t.hat. direction. ::. .-.. .-
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§ 1. In this chapter I propose to deal with 
the organisation of the Department of Paper 
Currency;~how the country has been divided 
into circles for the purpose of administration 
and working of the system-what arrangements 
have been made to ensure the convertibility 
of the notes, the denominations chosen~and 

various other questions relating to the tech
nique of the issue. There is not much of 
theory involved in this part of the discussion, 
most of it. being the province of practical adminis
tration, but sOme light on the methods of working 
the issue is essential for· the proper understanding 
of the . s)-stem. The Gm-ernment took over the 
management of the issue without any previous 
schooling for the task. For some time indeed the 
banks were assisting it. But ultimately, by 1867,· 

• The agnemen&with the Bank of Bengal e$pired on the 31st 
December'. le65 an<! tbose with ttlll ·~8 Qf ¥adras nd Bombay, on 
the 28th :rebnllV7, 1867. 
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as we have seen, the last semblance of bank connec
tion had disappeared, and henceforth the Govern
ment was called upon to carry on the management 
as best as it could. How it has acquitted itself in 
this work, we shall presently have an opportunity 
of examining. 

The Act of 1861 provided for the establishment 
of a ' department of public servic~ to be called the 
Department of Issue either in connection with the 
Mints or otherwise, for the issue and payment of 
government promissory notes' (Clause III). Ac
cordi~gly the first Department was organised with 
the Master of the Mint at Calcutta as the Head 
Commissioner of Issue, and the Mint Masters of 
Bombay and Madras as Commissioners of the 
Department of Issue under him. The whole 
Department was to be uHder the Government of 
India. In the legislation of 1861 Government had 
also taken powers to establish districts to be called 
, Circles of Issue,' three. of which were to include 
the towns of Calcutta, Madras and Bombay res
pectively. If necessary, Government could later 
create other circles of issue m:Ider persons to be 
called Deputy Commissioners of Issue. These pro
visions were soon.a vailed of. The Calcutta Circle 
was the first to be established. It was opened on 
the 3rd January, 1862, with its office in the Bank of 
Bengal. The first Department of Issue in India 
was thus housed in the premises of a private bank. 
Anyone who wished to apply directly to the Mint 
for notes could do so, provided he wanted notes 
worth at least Rs .. 2,000. Almost sitnultaneously 
the other two curency offi~s of Bo'robaY}Lnd: Madras 
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were also started. These three offices of Issue, at 
Calcutta, Madras and Bombay could be regarded ,as 
the head-quarters of the Department, other circles 
and sub-circles came later on, together with ,such 
distant feeders as currency agents, currency chests 
at Treasuries .and so on; But in spite of all i~s 
growing paraphernalia, the Currency Department 
mainly stood as an annexe to the Mint. . It had no 
independent existence of its own. This arrange
ment continued up to 1870. But it was hardly an 
arrangement that could be said to conduce to effi
ciency. The double duties of looking after the
affairs of the Mint as well as _ those of the Paper 
Currency, that his double role of Head Commissioner 
of the Currency and, Master of the Mint imposed 
upon him, made the first bearer of these offices 
himself protest against the system. The Commis:
sion to enquire into the operations of Act 
19 of 1861, realised the evils of the system 
and recommended the separation of the two 
offices. At last in 1870, steps were taken 
to remove the anomaly. By a Resolution on 
the 31st August in that year the Government wisely 
separa~ed the Paper Currency Department from the 
Department -of the Mint; but instead of freeing it 
completely_ they 1inke~)t now to another, viz., ~he 
Accounts Department. Henceforward the Comp
troller-General of Accounts, instead of the Mint 
Master of -Calcutta was _ to be. the ex-officio Head 
Commissioner of the Issue, and the Accountant
Generals of Madras and Bombay, ex-officio Commis>
sioners. The Resolution thus set forth its grounds 
for this change of arrangements :-' Colonel ,Hyde 
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(the Head Commissioner) himself was one of the 
first to urge that the proper duties of the Mint Master 
are sufficiently onerous and important to occupy his 
whole time ......... The Governor-General in Council 
observes that prolonged experience has only 
strengthened Colonel-Hyde's opinion that the Master 
of the Mint ought not to be the Head Commissioner 
of Paper c.urrency.' Then the Resolution went on 
to say that the Aooounts Department had a specially 
trained and widely distributed body of officers. 
That would form an agency' well qualified to under
take the management of the Paper Currency.' It 
was overlooked that the Paper Currency Department 
demanded not only special training, but also whole~ 
time service from its officers .. No ex-officio gover;. 
nor from the Acco.unts Department, any more 
than one brought from the Mint, could properly 
serve the interests of the Department. However the 
transference was an improvement. It relieved the 
Mint as well as the Paper Currency. For a long 
time this arrangement worked satisfactorily. . But 
as the paper circulation grew and the work of the 
Department also increased considerably in volume, 
the need was felt of giving the Paper Currency an 
independent entity. But it took a long time befo:re 
a move was made in this' ditection.. In 1913 the 
first step for the new reform was taken. Prior to 
that, the 'paper:currency, resource operations, the 
puolic debt, and a whole host of other businesses be
longed to the Comptrol]er and Auditor-General. In 
that year a separate officer called the Controller of 
the Curency 'Was appointed in charge of tliePaper 

. Currency specially, and certain other functions. He 
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relieved the Comptroller and Auditor-General in the 
capacity of Head Commissioner of the Currency, 
though the corresponding work in the Provinces con
tinued to be performed by the Accountant-Generals 
working under the orders of the Controller of the 
Currency. Further provincialisation was carried 

out in 1919. A Deputy Controller of the Currency 
was then appointed in Bombay whose duties com
prised the supervision of the work of the two 
Currency Circles of Bombay and Karachi, and the 
resource operations and securities work of the 
Bombay Presidency and the Central Provinces. In 
1921 a second Deputy Controller of the Currency 
was appointed .in Calcutta, thus contributing more 
and more to the evolution of an independent Cur-
rency Department. The Deputy Controller, says 
the 1920-21 Report of the Currency Department, 
exercises general supervision over the Calcutta 
Circle and has relieved the local Accountant-Gene
ral of the resource and securities work of Bengal, 
Behar and Orissa, and Assam. 'It is intended,' 
we read, 'to develop the organisation by the ap
pointment of a Deputy Controller of the Currency 
for Northern India'" who will be in charge of the 
Currency Circles of Lahore and Cawnpore and will 
undertake the resource and securities work of the 
United Provinces, the Punjab, and the North West 
Frontier Province. The remaining Currency 
Circles of :Madras and Rangoon remain for 
the present under the control of the local 
Accountant-General. ' Thus appears a sort of 

! It was found possible to appoint a Deputy Collector for Nor· 
thern India in the same year. (1921). 

11 
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duality in the organisation of the Department 
of Paper Currency, most of it being consti
tuted an independent Department, but some 
part of it still being .an appendage to the Accounts 
Department. The officers in the Department 
have,s.incesome years, been re-christened. We 
have now Controllers and Deputy Controllers, ins
tea.dof the imposing but clumsy titles of Head 
Commissioner and other Commissioners. Paper 
'Currency~ it may'be noted,is controlled by the 
Department of Finance of the Government of India. 

§ 2. So much about the framework of the De
partment. Next may be given a picture of the 
arrangement of the work within the Depart
ment. If the roof is taken out of any 
Currency office it will disclose two main de
partments between which all the work is divided. 
First, there is the 'Treasurer's Department which 
includes (a) the Exchange Branch which 
arranges for the receipt and examination of 
notes and coins from the Banks, the public 
purrencychests and Treasuries, and for the sorting 
and testing of defaced notes in the cancellation sec
tion. (b ) The Issue Branch, which deals with in
voioed .and foreign circle notes (that is, notes cashed 
in other circles and-sent ,to -the particular office of 
'origin), arranges for ,the receipt and custody of fresh 
notes and for the stamping of the signature on such 
notes, and takes over cancelled notes from the Can
.cellation seciionpending their verification by the 
-outside Audit Department. Secondly, ,there is the 
General Department doing all sorts of miscellaneous 
work.' Atnong them -maybe noted (a) the Regis-

..i 



tration Branch which attends to the posting of 
cancellations in the Issue Registers and to the ptoof
of the circulation balance, (b) the cancelled note 
vault which takes over cancelled notes from the 
verifying officer and arranges for their safe custody 
and eventual destruction, (c) the Claims Branch 
attends on mutilated, mismatched, altered, half, 
wholly lost or destroyed and forged notes. Claims 
are not admitted as a matter of right, but are dealt 
with according to individual cases. No claims are 
entertained regarding notes up to the denominahlon_ 
of Rs. 10 when they are wholly lost or destroyed; 
(d) the Accounts Branch, (e) the Record Branch. 
Besides these, the Currency offices have to perform 
some work in connection with the so-called Exw 

change Treasuries,"" the issue and receipt of small 
silver and copper and bronze ,in the small coin 
Depot, though these duties formed really no 
part of the worli of the Currency Department 
itself. The Balances under the Gold Standard 
Reserve are also held in the Currency Offices
under orders issued from time to time by 
the Controller of Currency. The CUITency 
Officer is in executive charge of the office. 
He is responsible for the work in the Department. 
When the Currency Officer is provided with quat· 
ters, he may never be absent at night w~thout the 
permission of the superior officer and without 
arranging for some other offil:er to sleep in the 

• These may be looked upon as the nescendants of the former 
Reserve Treasuries in the Presidency towns, abolished since the 
creation of the Imperial Bank. Apparently, the Bank bas not been 
able to supplant the Reeerve Treasuries wholly 
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premises. The principal ministerial officer is the 
Treasurer. He is personally responsible for the 
whole of ~he balances and valuables of the Depart
ment. Vaults are provided for the storage of notes 
and coins. A portion of the Reserve coin are ordi
narily held in Vaults in the local Fort or Castle. 
This is all the information that we need have about 
the internal organisation of a Currency Office in a 
Circle. '"' (For details see Paper Currency Manual, 
1920.) Besides Circle offices, a number of ·other 
offices, having more or less to do with the issue and 
payment of Currency notes, also come under the 
purview of the Currency Department. We have 
currency chests attached either to Treasuries or to 
branches of the Imperial Bank. Almost the same 
organisation under a different name was the Cur
rency Agency, now given up. There are also two 
Mint Chests at Calcutta and Bombay. Their work 
will be described later on. The Currency Depart
ment to-day is thus a ramified organis!l.tion with 
main offices at its present seven Circles and its tend
rils sent out far and wide in all directions. It 
has been allotted a more independent and distinct 
existence than it ever had before. But there 
is still room for further improvement. The 
importance of .the work that it does requires 
its isolation from all disturbing influences. 
Another question is whether the Department 
is being worked economically or otherwise. 
On the 17th March, 1922, a motion was carded in 
the Legislati~e Assembly reducing the grant to the 

* Such was also the organisation in Sub·Circles. There are no 
Sub·Circles now, the last having been abolished in 1910. 
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Department on grounds of enforcing economy. 
To judge by this adverse vote, there seems to be a 
necessity for setting up an. enquiry as to how far 
retrenchment can be carried on within the Depart
ment. 

The business of the Currency Department 
briefly is the issue and payment of notes and the 
management of the reserves kept against the 
notes,-together with some other allied work. 
Notes ale now issued against gold and silver coin 
and bullion at fixed rates. Up to 1893 only a limit
ed amount of notes could be issued against gold. 
In that year the limitation was removed. Although 
since then notes may be equally demanded for gold 
as well as for silver, the issue has been predominant
ly against silver. From 1898 onwards gold has 
become a legal t-ender money of India, and notes 
are now both issuable and payble for the yellow 
metal. But the rates are settled by the Govern
ment, and often they are so unsuitable as to make 
the provis.ion with regard to gold practically a dead 
letter. Apart from gold and silver, an amount of 
notes is now issued also in special cases and t-o a 
selected bank, in exchange for selected bills of ex
change. A charge is made for these issues. The 
notes are printed in England on behalf of the 
Government of India. 

§ 3. A word may be said here about this rather 
technical question of the printing of notes. James 
Wilson's idea was to manufacture the notes in 
India, but on ground of safety the Government 
of India was persuaded to import them from Eng
land. Since then the lack of printing facilities for 
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such fine -workmanship as of currency notes, coupled 
with the climatic difficulties of India, made it im
possible for the Government to look for their pro~ 
duction in this country. Indian opinion has been 
averse to importing them from a foreign country.· 
In their evidence before the 1919 Committee, the 
Indian Merchant's Chamber and Bureau for exam
ple urged that the art of printing was now suffi-

• ciently developed in India to enable the notes 
to be printed here. This view was' echoed 
by Sir Dabida Dalal in his Minority Report. 
The Government itself was not apathetio to 
the proposal. For a long time it had 
been considering the feasibility of the scheme 
and had special enquiries being made by its own 
expert officers. On the 4th February, 192!, in reply 
to a starred question by M. A. Jinnah, Sir Basil 
Blackett announced that tlie Government of India 
had made arrangements for an experimental press 
to test the practicability of security printing in 
India. This, if sticcessful, would then be extended 
to the printing of currency notes, as well as stamps 
and stamped paper. The latest information is that 
preparations are well-advanced for starting a Gov
ernment Security Press at Nasik. The Government 
however cahnot yet print ~ny notes in India, since 
the existing contract :with the 13ank of England, 
whereby the Bank suppiies the notes to the Govern
ment; will hot expire before June, 1929. It is, 
however, possible to terminate the contract earlier 
and this is what the Government seems to have 
dohe. The Controller's 'Report fot 1925-26 says 
that it has been att~figed to terminate it on the 1st 
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January, 1928. India thus wiiI be using ho~e
made ntoes in the near future. 

The design and format of t~enotef13 reroabJed 
unaltered ever since their introduction bl,l,t re~ep.tly 
a change has been made. Even before the War the 
GovernmeJlt had decided to introduce certain alte,ra
tions in the design and form-in .order to II;lalre the 
notes more forgery-proof and .be.tter to handle. ';Phe 
War however int.errupted .the plans, ~nd it was Jlpt 
until 1923 (May) ~hat a begjn,ning was 1;l1ade. In 
that year the first teu-.rupee notes of the new design 
were put into circ.ulatio;n. The most ,PrOll,linent 
feature of the new pattern is a ' clear window pr 
space left on both sides through whi.ch a distinptive 
wat.er-mark can be easily distinguished.' These 
notes proved to be very popular ,at once and within 
a. year of their introduction they had pract,icaUy 
replaced the old ten-rupee notes. 'The alteration 
of the five, fifty and hundred-rupee notes on simill!or 
lines with diJferent sizes has aiso been undertake;n 
and it is hoped thai supplies of the first pf these 
will shortly be available.' (1923-2~ Report ~ 1>4e 
Currency Controller)* 

§ 4. The denominations in which the notes 
have been issued have varied from time to time. The 
Currency Act of 1861 authorised a minimum deno
mination of Rs. 10. We have' noticed before the 
struggle that took place over the question ofa fur
ther lowering without any success. After the pas-

• The new pattern five·rupee notes were first .issued to .the public 
in October. 1925. At the same .time .ome chanSB ·was ~de in ,the 
Ilesign of the ten·rures notes. . 
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sing of the Act, notes were issued in amounts of 
Rs. 10, 20, 50, 100, 500 and 1,000.:JI: But it was 
evident that without a smaller denomination where
by the notes might enter into the transactions of the 
poorer classes of the people, it was hopeless to 
look for a growth of the circulation. The logic of 
events converted both official and non-official 
opinions slowly in favoUr of a five-rupee note. In 
a tract written in 1864, a writer under the pseudo
nym of c. Indopolite ' advocated the issue of five
rupee notes (India Office Tract, No. 339). In his 
memorandum before the 1866 Commission we find 
the Finance Member of the Government, W. N. 
Massey, also favouring the issue of lower deno
minations. The majority of the Commission, how
ever, although recording a preponderance of opinion 
in favour of the five-rupee note, did not favour its 
issue, and invited particular attention to the evi
dence of one Ram Gopal Ghose, a notable merchant 
in those days. In reviewing the Report of the 
Commission a writer even went further than five
rupee notes. He suggested in agricultural districts 
the issue of two-rupee notes. This is perhaps the 
earliest suggestion for so low a note in India. 
(A Simple Plan for a State Paper Currency, etc., 
by Aliquis, 1869, G.L.) In 1871, at last, Govern
ment took courage in both hands, and by Act ill of 
that year lowered the minimum denomination to 
five rupees. In 1910 the twenty-rupee note was 
discontinued,- as it was not much in demand. The 

* The Rs. 10,000 notes, which are used more as. reserve by banks 
than as a medium of circulation by the public, were issued later in 
il8711. 



THE MECHM."ISM OF THE ISStiE 89 

next development in the history of the denomina:. 
tions is the issue of one-rupee notes in December, 
1917 and of 2!-rupee notes in January, 1918. 

"Not .only that there was already a d,emand in the 
country for notes of smaller denomjnations, but the 
sihTr famine of 1817-18, with the consequent 
-dangers about the convertibility of an inflated note 
issue, compelled the Government to take measures 
for the conservation and economy of silver. It.was 
with this end in view that the 1 and 2~-rupee notes ... 
were at first issued. Unfortunately both of them -
were destined to be rather short-lived. The 2!
rupee note was retired for want of popularity, 
while the one-rupee note, although in popular V' 

favour fell a victim to the • axe' of the Inchcape 
Retrenchment Committee. It was declared 'to be 
too costly. Both denominations have been dis
continued since January, 1926. The re-introduc
tion of the one-rupee note however has been strong-
ly recommended by the Hilton Young Commission. 
The earliest suggestion, it may be noted, for the 
rupee note for India, was perhaps made by Sir R. 
'Vest, KC.I.E., LL.D., before the Herschell Com
mittee. He advocated the temporary introduction 
of such notes. The existing denominations, to re
capitulate, are Rs. 5, 10, 50, 100, 500, 1,000 and 

-10,000. 
§ 5. Of these, all notes up to Rs. 100 are 

universal currency notes, that is to say, from which
ever place they may have been issued they are con
vertible into specie at all Currency offices in India. 
The word • universal,' in this particular sense, was 
perhaps first used by the Commission of 1866. A 

12 
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mor~shy Commission has ,never reported on cur
rency matters. Almost on all issues the Commis .. 
sion was content with summarising the evidence 
receiv'ed, rather than give its own decisions. In 
this case also, as was to be expected from them, the 
members recorded a ' preponderating opinion ' ,in 
favour of such a universal or all-India note. Con
version facilities over the whole of the country did 
.not exist for any notes then. After the passing of 
the Act of 1861, the country was divided into three 
,distinct Circles of Calcutta, Madras and Bombay, 
and notes issued from any of these Circles we~e not 
legally encashable outside their respective areas. 
A Circle 'was thus a self-contained Currency district. 
In 1864 Circles, or rather sub-Circles, were estab
lished at Allahabad, Lahore, Calicut, Trichinopoly, 
Vizagapat~m (af\erward's termed Coconada) and 
Nagpur" By 1865-66 'Kurrachee' was added to the 
list. The notes of these sub-circles were payable 
not only at their places of issue, but also at the 
Circle office of the Presidency to -,which they be
longed. Thus Nagpur notes were payable at both 
N agpur and at Calcutta, the head-quarters of the 
Presidency to which Nagpur belonged. The bounda
ries of these Circles were as, follows in 1866:
(1) The Calcutta Circle comprised the terri
tories of the Lieutenant-Governor of Bengal. 
(2) The Allahabad Circle, areas under the Lieute-, 
Ilant-Governor ,of North Western 'Provinces 
and the Chief Commissioner of Oudh. en The 
Lahore Circle comprised the areas under the Lieute
nant-Governor of the Punjab., (4) The Nagpur 
'Circl~all territor.ies',under ,the Chief Commissioner 



.of the Central PrDvinces. (5) 'l'heMadras·Circl.c.,,; 
the districts .of Madras, NDrth and South Arcot. a:t;l.d 
Salem. (6) The CaliQut Circle,-:=the distric~~t of; 
S.Duth Canara, Malabar and CoimbatDre. (7) The 
Trich~nopoly Circle, the districts of Ta:t;l.jore, 
Trichi;nopDly, Madura and Tinnevelly. (8}~.hei 
Vizagapatam Circle,~the districts .of Ganjam, 
Vizagapatam, GDdavery and Kistna. .(9) 'r~, 
BDmbay Circle,--. the districts .of the Preside:t;l.cy ()f 
Bombay proper. (10) The Kurrachee Circle em.,. 
braced the province .of Sind. (MajDr Hyde .in 1867.) 
The increase ,in currency foircles was partly dll~. tq 
the discDntinuance .of the banks as currency, age;nts. 
Later as paper currency increased "in ch:c'Qlat~D_];t 
mDre Circles were created. Akola was establishoo 
in 1868-69.-(See Chalmers' Colonial CurJency.), 
By, 1876-77 some shuffling had been done witb thQ 
circles,-. but their number stoDd at ten. They were 
then-Calcutta, Madras, BDmbay, AlIahabaJ j 

Lahore, Calicut, Coconada, Nagpur, Kurrachee and 
AkDla. In the next ten years they had not re'
mained further 1,mshuffied. In 1887, we find their 
number reduced to seven, viz., Calcutta, Bombay 
and . Madras as the principal Circles and Allahabad, 
Labore, Karachi and Calicut as the Bub-circles. Of 
these, the first two belonged to the Calcutta Circle', 
and the next two to the Bombay and Madras respec. 
tively (Manual of Indian Paper Currency Notes, 
compiled by W. T. Piercy, 1887, B.M.L.) Later 
the Currency Office at Allahabad was shifted to 
Cawnpore •. a more industrial town. By Currency 
Act of 1910, the sub-circles were abolished. Calicut 
was ab90rbed in Madras, and the .others were made 



into' ;separate circles. The sub-circles were 
valuable in furthering. the growth of the 
i.ssue'," but· with the progress of universalisa
tion of the notrs, they became practically 
redundant.· They might he said to have lived out 
their purpose, Their relation with the parent 
Circle indicated that they were established with the 
double aim of taking the note Jnto the interior of 
the country at a dist,ance from the circle 
and at the same time maintaining the uni
formity of the notes as far as possible. 
Notes of the sub-circle were cashable at the Circle 
Offices but circle notes were cashable at the sub
circle only under special circumstances. Sub-circle 
notes were thus ' universal ' within the boundaries 
of the Circle. The tissue of all-India universal notes 
made the sub-circles uimccessary. Only for ad
ministrative purposes some were retained as Circles. 
In the meantime by Act XX of 1882, Burma, which 
was hitherto outside the scope of the Paper Currency 
Act, was brought within it, but it was some years 
before a Circle Office was established at Rungoon. 
That came about in February '24; 1803, by a Noti
fication of the Governmel1t 'of Indio.Csee (j-eneral 
Statutory RulesaIid Orders, 1915 edition, India 
Office Record Department). . Ever· since 1nJ.O the 
Currency map of India has l'emained practically 
unchanged. The present Circles as given in the 
Government Resource Manual of 1921 have their 
boundaries as followf:\:-

Calcutta :-AII 'territory under the Governor of 
, ~'en~31. Goyernnr of Behll,r ",nd 
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Orissa, Governor of Assam, Superin
tendent, Port" Blair, Chief Commis
sioner, Andamans and the Bikanir 
State. 

Cawnpore ;~Areas under. Governor of U. P.
Cantonment and Civil Lines of 
Nowgong, Sambhar, and the Bharat
pur and Dholpur States and some 
other lands. 

Lahore :-Areas under Governor of the Punjab, 
Chief Commissioner Nortb West 
Frontier Provinces and the Chief 
Commissioner at Delhi. 

Bombay:-Bombay Presidency proper, the C. P., 
all districts in Ajmere-Merwara and 
the areas in the Hyderabad (Deccan) 
State in which the Governor-General 
in Council exercises jurisdiction 
through the Resident, the Canton
ments of Baroda, Mhow and others, 
Indian States in Rajputana. except 
the Bikanir, Bharatpur and Dholpur 
States and some Railway lands. 

Karachi :-PrGvidence of Sind and Baluchistan 
(British and Agency). 

Madras :-All the districts of the Presidency of 
. Madras, the territory administered 

by the Chief Commissioner of Coorg 
and the Civil and l\1ilitary Station of 
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Rangoon :-z-.Areas under' the Governor of Burma.*' 

§ 6. Mention has already been made of other 
subsidiary establishments except sub-circles meant 
to further the work of the paper currency. Currency 
Agencies were OJ,le such class to, be.. early started. 
With the object of fa.cilitating the encashment of 
notes, the system of currency 'agencies was intro
duced in 1871 (1913-14 Report). These agencies 
were opened at important stations to afford facilities 
to the public for exchanging coin for :potes and notes 
for coin (1891,.-92 R.epo~). p'e~:qg these facilities 
Mr. B. N. Mitra said, (eviden~ be.fore 1924 Com
mission), that I).otes issued by th~ age:g.cy were freely 
encashed at that agency and other notes were also 
encashed, if possible. The currency' agencies were 
an humble,edition of.the sub-circles in reality, with 
this di1Ierence, that while the sub-circles were 
bound to issue notes on the tender of proper coin, 
the Currency Agent might issue notes 'if he 
thought fit.' (c/. 1882 and 1905 Currency Act) 
They were a sort of unofficial Bub-ciroles. Towards 
the nineties the number of these agencies had grown 
to a respectable figure,-which is proof enough of 
the success of the experiment. The ~hole country 
was dotted. over wit4. agencies. The.Calputta Circle 
h~d 24 agencies; ~~hab~d. oo,unted, 8, Bombay 1 
(Nagpur), Madras 2, (Vizagapatam and Coconada) 
and Rangoon 9 (1891-92 Report). Regarding the 

'" , The officers lookiDg after these Circlee are, a Deputy Controller 
for the Calcutta Circle, a second Deputy Controller for Cawnpore and 
Lahore combined and a third for Bombav and Karachi oombined. In, 
the two remaining Circle., the local. Acqount.artt-GeoecaJ" aTe ex· 
ot'Ino Peput)' ControU«&. . , 
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,,'orking of these agencies we rea.d, ' The only Pr0-
vince in which the Currency Agency System proper
ly so-called is ·at all thoroughly worked, is the Pun
ja.b. The issues from agencies form a very large 
proportion (18 per cent.) of the total issues in this 
circle. The other so-called agencies are really cur
rency chests established with the object of more con
veniently and rapidly effecting the resource opera
tions of government.' (1894:-95 Currency Report.) 
This is quoted almost verbatim in some of the subse-. 
quent . reports. With. the progress of the univer
sal ising process, and the growth of Currency Chests 
at Treasuries which took away much of their work, 
the value of these agencies considerably fell in im
portance. Still they were a link in the chain of 
paper currency organisation, although none of 
them, I understand, exist to-day. 

Apart from the agencies which were practically 
sub-circles under another name, there were also 
established what has been called ' Currency Chests ' 
at Government Treasuries for facilitating the issue. 
This meant simply the opening of a separate Cur
rency account at the Treasury, the funds wherefrom 
could be conveniently exchanged for the general 
Treasury· balances-a corresponding exchange from 
Treasury to Currency Chest being made at some 
other place. The equation of mutual exchange may 
be thus shown by means of arrows-· 

Treasure Balances~~~Treasury . Balances 

Currency Chest ..---............. ~CurrencyChest. 
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, Currency Chests.' says the 1920 Paper Currency 
Manual, 'are opened at Treasuries for the con
venince of resource operations and also in order to 
facilitate the free issue and encashment of currency 
notes. In order that Treasuries may at all times 
be adequately supplied with funds, surplus 
balances are collected at convenient and ac
cessible points and transferred to the Cur
rency Chest. Remittances are . made from 
those places to Treasuries requIrIng funds. 
Actual remittances can often be avoided by 
allowing a Treasury requiring funds to draw upon 
the balances of the Currency Chest attached to it. 
The equivalent 'must in such cases be transferred 
from some other Treasury to its Currency Chest in 
order that the total balances of the Currency Depart
ment may not be affected.' The balances of the 
Currency Chest whether in notes or coins must of 
course be always kept distinct from the Treasury 
Balances.' 

It must be remembered that although the 
Treasuries were thus utilised for assistance to the 
paper currency, the Government had no legal obliga
tion to cash notes at Treasuries. Only when funds 
permitted did they usually give this kind of accom
modation to the public. At present at places where 
the Imperial Bank of India is taking over the Trea
sury work of the Government" the providing of these 
ext~a-Iegal facilitie~ are gradualfY devolving upon 
the branches of the bank. . 

Apart from Treasuries the latest development 
in connection with the resource operations is tho 
opening of currency chests at Sub-Treasuries. The 
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new arrangement which ~ims at further economical 
handling of the Goyernment balances, dates from 
only a few years back and has been increasingly 
used since 1920-21. In that year the number of 
such Sub-Treasuries possessing Currency Cbests was 
increased from 342 to 423. 'The device' says the 
Controller's Report for that year, ' enables the rapid 
transfer of surplus funds through currency, especial
ly during the seasons of heavy revenue collection, to 
the Central Government balances and reduces the 
amount which ha~ to be kept at out-stations to meet _ 
the ordinary day-to-day Treasury transactions, since 
a re-transfer of funds from Currency Chest to Trea
sury can. if required. be made at short notice. ' By 
March. 1926, the number of/ such Sub-Treasury 
Chests had increased to 101r, perhaps the limit of 
useful expansion. 

A passing referencEl! may· here be made to 
another institution .in' connection with the paper 
currency. which is wholly due' to convenience of 
practical administration. This is the Mint Chest. 
A Currency Chest' is opened and maintained 
at each of the two Mints at Calcutta and Bombay. 
, No notes are held at these chests and they are 
intended to serve as a convenient method of acount
ing for bullion and coin held in the Mints as part of 
the currency Reserve.' (1920 Manutl) 

§ 7. What with the Circles, Sub-circles, 
Agencies and Curr,ency 9hests at Treasuries, 
Government seemed to have spared Iiopains 
in carrying the currency irrigation of India 
to a very high degree of perfection. Still 
parts of the country remained backwaters. 

13 
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Mr. Dunbar, for example,giving evidence be
fore the 1914 Commission, deplored the ab
sence of any Currency office at Dacca, a circums
tance that was responsible for the small use of notes 
in East Bengal. The reason seems to have been 
that' -the financing of the jute crop required 
considerable amounts, of silver rupees, rather 
than -notes, and a currency office there would 
not have been paying. Mr. Dunbar said 
that during the jute season the -Presidency 
Bank of Bengal used to serrd nearly 7 crores 
of rupees to the Dacca District and the cost of 
sending .it was large. Government found that the 
opening of the currency office at Dacca would throw 
over the cost of remittance entirely on itself. It is 
this bogey of taking over the costs of remittance 
llpon itself that eternally stood in the way of the 
Government' s enlarging the boundaries of the 
Circles and maki~g notes universal for all India. 
Universalisat.ion meant obliterating the artificial 
currency boundaries. The utility of a universal 
note was very early appreciated by the Government 
as well as 'by the people of the country. We have 
seen how the shyest of the Currency Commissions
which are usually the anthesis of shyness, readily 
recognised in 1866 the demand for one such note in 
the country. Aliquis, in his pamphlet in 1869, 
commenting on this shyness writes, ' The Commis
sioners are very shy. They do not like the present 
Circle system, but shrink from discussing the uni
versal note.' The first difficulty in the way of a 
universalisation was the cost of remittance. He 
rightly accuses the Commission of over-sight ! in 
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not gathering the rates of exchange between differ
ent places in India now as well as in the past. f 
It would have shown the Government its responsi
bilities; if the universal note dispJaced bills of ex
change. \Ve have no means of knowing now what 
the internal rates of exchange. were. between differ
ent localities in the country; that woUld .have enabled 
us to judge whether the fears of the Government were 
well-founded or not.'rhey could not have been 
very far from the. par with the rapid increase of 
cheap transport facilities and highway robberies. 
almost becoming an extinct profession. It is curious 
that even after the universalising. of thefive-rripee 
note in 1871, and after. its success. :was .undisputed, 
the Government was still under. the influence of the 
spectre of being saddled with the.enormous costs.of 
remittance. Woith a Jittle less nervousness. it could 
have felt p_erfectly easy at heart. The. throwing 
open ot the whole country to a note, convertible 
everywhere,. might have at the outset thrown some 
cost of remittance upon the Government. But. it 
was absurd, to: suppose that the demand .for remit
tance would. be only one way. With· the opening 
of the sluices of paper currency reniittancethe local 
price-levels w~re bound to be equalised everywhere 
and there was no reason why more money sho~d 
have. fio,,-ed, towards Dacca from Calcutta than froin 
Dacca towards Calcutta. Once the reserVes had 
been adjusted according to local needs the universal 
note would have no more added. to the costs of remit
tance of the Government than. later events proved it 
did. Government actually felt· no excessive pres
sure of remittance after it universalised. thenve ud' . "... -. - .. ".. .. . .' .. 
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the ten-rupee notes. The attitude of the Government 
was Dver-cautious and that explains the rather halt
ing progress made with the idea of universalisation. 
It was a short-sighted policy to fear initial costs 
and neglect ultimate benefits. The cost view as well 
as the "profit view, has been the bane of the Currency 
policy of not a few nations. The provision of a 
currency, mobile throughout the country, without 
the least possible hindrance, is as .important for the 
economic prosperity of a country .as mob;ility of 
labour or mobility of capital and goods. The Cur
rency Circles acted as a bar to the free mobility of 
purchasing power from one place to another and 
hampered 'the free working of the economic forces. 

In 1903 the five-rupee notes were universalised 
for all India excluding Burma. By Act II of 1909 
this reservation as to Burma was removed and 
India" for the first time had a note current and con
vertible everywhere. The words C Indian Paper 
Currency , could now be correctly made use of. 
Hitherto there was no Indian, but only sectional 
paper currencies. The next move in this direction 
was made in 1910. Act II of that year carried 

-universalisation still" further to ten-rupee and fifty
rupee notes. On the All Fools' Day next year the 
Govern"ment did a wise thing. It issued a notifica
tion declaring the hundred-rupee note also univer
sal legal tender . Here the victorious course of uni
versalisationhas come -to -a stop. The reasons 
assigned by the Government for not carrying the 
process higher up may thus be summarised in the 
words of Lord Meston. C In the first place,' 
l\ieston ex:pla.ined -'before the 1914 -Commission, 
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, notes above the hundred-rupee are unfamiliar for 
ordinary hand to hand purposes. The larger notes 
are really used as stores of value in the banks and 
other places. I He had himself never seen a 
Rs. 10,000 note except at head-quarters in the Re
serve .Treasuries. Secondly the internal remittance 
business 'was in the hands of the Government who 
worked it either by Treasury transfers or by the 
medium of the post office. In these ways a certain 
amount of revenue was earned which the Govern
ment would be ~orry to lose. But the main argu-. 
ment was that after universal,ising the higher notes 
the . costs of moving fund~ would be thrown very 
greatly upon the Government. It will appear from 
these arguments that even after the satisfactory ex
perience of universalising notes up to Rs. 100, the 
Government had not yet been able to shake itself 
free from the costs of remittance idea. Before the 
1914 Commission a formidable array of evidence 
was recorded in favour of abolishing the Circles 
and carrying the universalisation process still 
higher. Every one.except a few oificials seemed to 
argue that the time had come when the country 
could be thrown open safely to the Rs. 500 note. 
Mr. Newmarch, an official, in reply to a question 
by Mr. Keynes, agreed that, now that the hundred
rupee note was made universal legal tender it 
would make very little difference to universalise all 
other notes. The Commission's recommendation 
was for the immediate uI1iversalisation of the 500 
rupee note. They hoped that' with the experience 
so gained it might be found possible to carry uni-

·versalisation still hi~her.' Extra cost of :remittin.~ 
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specie from place to pl!lce would, according to the 
Commission, be negligible, except at the outset. The 
interruption of the war, and possibly a still lurking 
fear of shouldering the costs of remittance have 
prevented the carrying out of the recommendation. 
Butit is to be hoped:that it will be acted upon in 
the near future. Meanwhile, the existing univer
salisation up to Rs. 100 means considerable progress 
and even. if the Government delays and nurses its 
pet theory of ' costs of remittance ' the country can 
afford to wait. 

A development that arose early in connection 
with Ithe universalising process and which, in a sense 
was its result, was the provision of remittance faci
lities through the currency. As universalisation 
progressed currency notes were more and more 
used as a remittance medium. In order to reduce 
the'pressure in that direction, the Government 
thought it wise to open out a new outlet for remit
tance by means of telegraphic transfers through the 
currency. These T. T's, as they are called,provide 
a method ,of remittance for- banks and other private 
parties. On. payment of the prescribed premium 
and the costs of - the necessary telegram, arrange
ments are made under certain conditions for money 
deposited at one place to be paid to the depositor's 
representative or agent at some other place. T.T's, 
it is to be noted, are offered through Currency only. 
'Such transfers are ahYuys in the form of 
telegraphic transfers' (1920 Manual) and rnay 
be made -anywhere between Currency Offices and 
Currency Chests local and foreign. Many people 
avail: themselves of: the offer since the costs are 
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usually low. Sending Currency Notes through the 
post entails some loss of interest during the time of 
sending the two halves. Apart from all this the 
currency offices have been utiI.isedalso for other 
non-paper-currency affairs. They form an organic 
part of the general financial machinery of the Govern
ment and hence are often made to do other work 
such as in connection with the maintenance-of ex
change, etc., which -cannot be strictly called paper 
currency work. But no discussion about them can 
be entered into here. " 

§ 8. We may next pass on to the 'question of 
legal tender. The history of this aspect of the 
mechanism of issue is alsQ full-of interest. It was the 
intention of the Currency Act of I 18tH to make the 
Currency -Notes legal tender" only within: the Circle 
of origin. Within the" Circle they were valid for 
all payments except by the office·of issue. Although 
thus legally, lines were drawn about the area of .use
fUlness of a particular note, in practice the provi
sions of law were quite liberally interpreted. 
Notes were usually accepted as' valid tender, within 
and witbout the circles in payment of all dues to 
the Government, for Railway charges etc. (Vide the 

" officially published Paper Currency Manual, 1887, 
B.M.L.). Gradually, the spread of universalisa
tion extended the legal tender validity of the notes. 
Universalisation meant making the note legal tender 
all over the country. At present therefore. notes up 
to Rs. 100 are legal tender at any place in British 
India; others only at places within the Circle from 
which they were issued. No currency note "is legal 
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tender at any office of issue (d. Clause 14 of 1923 
Act). 

Lastly remains to be discussed the question of 
facilities for encashment legal and extra-legal, for 
the note issue. The net-work of Circles, Agencies 
and Treasuries provided a multiplicity of points for 
conversion, but in many of these establishments the 
accommodation was more nominal than real. On the 
whole it was complained that the facilities for con
version were not adequate. 

First about Circles. It has been seen how the 
Sub-circles only cashed the Circle notes by courtesy. 
Government was legally bound to cash notes only 
at the office of the Circle of Issue or at the currency 
office of the corresponding Presidency town. Re
garding cashing at other circles the early instruc
tions were, , foreign notes are cashable only where 
there is a balance of cash available, that is, when the 
cash reserve at the time exceeds the difference be
tween the note circulation of the Circle at the time 
and the fixed minimum circulations.' (Brunyate) 
, But,' the instructions continued ' in the follow
ing cases foreign notes to a reasonable amount may 
be cashed irrespective of the cash balance,-(a) for 
bonafide travellers on a certificate of receipt (b) ho
tel-keepers, (c) shipping agents, and (d) .shopkeep
ers' ag'ents. Foreign notes paid 'on Government 
Account into the' Presidency Banks are cashed 
without restriction,' (Brunyate). Regarding extra
legal facilities at Treasuries, a great claim is made 
by the Government that notes are always, as a 
matter of practice, cashed there. But evidence on 
this point seems to be conflicting. Lord Meston 
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as the official spokesman before the 1914 Commis
sion, said, ' in point of fact it was nearly always 
possible to get a note encashed, except large notes ' 
at the Treasuries .. This was also the testimony of 
a young and rising officer, Mr. B. N. Mitra, who 
ought to have known the ins and outs' of the Currency 
Department. On the other hand Sir Dabida Dalal 
pOInted out that' in 1910 according to Government 
statement there were still 16 Treasuries where 
encashment of notes were generally refused'! He 
said that the C,omptroller-General in the 1910· 
Report frankly acknowledged that trad~rs knowing 
. that it would be useless to ask for large sums in 
silver ;in exchange for notes, did not make such 
attempts at all. If that was so, t4e Government 
had certainly failed in the task of providing .ade-' 
quate extra-legal facilities for encashment. The 
case of the Sub-Treasuries were of course different. 
They were meant for other purposes than encash
ment of notes and they generally did not pretend to 
do so. ali this point also the evidence is not clear. 
In answer to a question if currency notes were 
ever cashed for the convenience of the public at Sub
Treasuries, Sir B. N. Mitra unequivocally replied 
'No. The nature of the Sub-Treasuries is differ
ent· They are mostly revenue-collecting centres.' 
In .the teeth of this statement when Mr. Sundara' 
Iyer was told by the Commission that they under
stood that currency notes were :r;lever cashed for the 
public at Sub-Treasui'i~s, he answers, 'Notes . are 
cashed. I have taken notes there and got them 
cashed. ' Lord Meston thought that· any large. 
presentation of currency notes at Sub-Treasuriea 

14 
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was unlikely. But he recognised.it to be a natural 
thing for a person to go and ask for the encashment 
of even a fifty-rupee note and generally get it 
ohanged. Apart from sub-treasuries, and trea
suries, the Post Offices were also mentioned by some 
witnesses,-not too impractically,-for serving as 
additional stations for encashment, as far as pos
sible. In its report, the Commission put in a strong 
plea for the extens.ion of extra-legal facilities for 
convertibility. But before the ink was dry on the 
recommendation, the country found itself in the 
midst of a war which put off all reform for an indefi
nite period. During the war the opportunities for 
convertibility had to be very seriously reduced. In 
the very first year 9f tIre war the Controller of the 
Currency could not help feeling cons.iderable doubt 
whether in many places the facilities had been 
really more than nomin,al (1914-15 Report). He 
was referring to District Treasuries. In the big 
towns the credit of the notes was perhaps. still un
damaged. But later on, the watering of the issue 
reducing' progressively the percentage of metallic 
backing from 78 per cent. on the 31st March, 1914 
to 70 per cent .. in 1916,43 per cent. in 1917,38 per 
'cent. in 1918, down to 35 per cent. in 1919, the 
lowest point ever touched,-together with the heavy 
absorption and demand for silver coins in the coun
try, brought the issue almost on the verge of incon
vertibility. This was not, of course, the first time 
tha.t the convertibility of the issue was in serious 
danger. A similar situation but far less acute, had 
arisen in 1900. In that year, due to the operation of 
ilia Gold Nate Act of receiving gold in England and 
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issuing e~cessive amounts of notes in India, 'the 
additional issue of currency added to the drain on 
the rupee reserve of the Government of India. ~ 
(Report of the Currency Department, 1914.)Gov
crnment in its difficulties sought to force sove
reigns into circulation. The Currency offices were 
instructed to offer sovereigns to the presenters of 
notes, while giving rupees to anyone who objected 
to receive sovereigns. The experiment was not 
successful; most of the gold coins soon after made 
their way back into the hands of the Government,· 
and the • Government found themsehres unable to 
cash currency notes in rupees, not only at Cawnpore 
and other Treasuries in the North West Provinces 
(where, though not legally bound to do 80, they had 
been in the habit of encashing notes), but on the 
11th April, 1900, at the Head Office in Calcutta 
itself. Notes became subject to a. discount of as 
much as lwtbs per cent. in Cawnpore and there 
was a serious danger of a failure of confidence in the 
paper currency' (Report, 1914). The crisis was met 
by feverishly coining more rupees. The war-time 
crisis was a more difficUlt problem to tackle. 
Government had no silver to hurriedly coin into 
rupees and no silver was available in the market. 
Meanwhile, to quote the Report of the 1919 Com
mittee, ' unfavourable war news in March and April 
1918 caused a run on the Bombay 'Office for the 
encashment of notes,and tmg was followed by simi
lar difficulties elsewhere, notably in Lahore. Incon
vertibility appeared to be inevitable and was only 
averted by the energy and resource of the officers 
responsible and by the timely announcement of the 
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acquisition of the Pittman silver.' This was an 
Act passed by the U. S. A. Congress on April 23, 
1918. It authorised the U. S. A. Treasury to melt 
and sell as bullion silver dollars not in excess of 350 
million. India ·was then able to purchase silver 
from the U. S. A. Treasury. Of the total amount of 
270 million fine ounces, melted down under the Act, 
India I s share was 200 million fine ounces. From 
July the delivery of the Pittman silver commenced. 
a not-tao-early arrival considering that in the first 
week of June the rupee balance of' the Government 
of India had fallen to little more than 4 crores. 
However, the Pittman silver saved the situation. 
After that, the situation gradually improved, but 
the necessity for conserving their reduced stock of 
rupees had forced on the Government a reversal of 
their previous policy. 'Facilities for the encash
ment of notes at District Treasuries were in a large 
degree withdrawn. The conveyance of specie by 
rail and river-steamer was prohibited and an 
embargo was placed on its transmission by post. 
Later, in January 1919, owing to the practical ad
ministrative difficulties of dealing in full with the 
demands for encashment at the Currency Offices 
during the busy season, the daily issues of rupees to 
single tenderers of notes were limited to a figure 
which made it practicable to satisfy large demands in 
part and small demands, as a rule, in full. The result 
of these restrictions was the substitution to a large 
extent of notes for rupees as the common circulating 
medium. There' was in many parts of India a 
considerable discount on notes, especially the new 
Rs.' 21 and one-rupee notes, when they were .fir&t 
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issued in large quantities to replace rupees. Dis
counts as high as 15 per cent. and 19 per cent. have 
been reported; but the discount rapidly diminished 
when it was seen that the notes were freely a~pted 
in payment of the Government dues and when small 
coin was made available in large quantitieS. The 
reports received by the Government of India. in the 
year 1919 do not show any discount on the notes as 
compared with silver coin exceeding 3 pet cent. 
(Report of the 1919 Committee, pp'- 13-14). The 
greatest crisis in the history of Indian paper cur- . 
rency was thus tided over. The crisis was due 
mostly to what Sir Dabida Dalal called • simply 
watering the note issue in its worse form/~I.e., 
issuing notes without any adequate metallic backing, 
although the high price of silver and other factors 
beyond the control of the Government contributed 
materially to bring it about. There is a tendency 
of course, as in most things during the war, to 
speak about it in a passive voice. It is said to have 
been caused by the War-as if no one wasrespon
Sible for it. It is well to remember that it came 
about at the tail end of the War, when faith in 
British victory was stronger than ever, and it persist
ed even after the armistice. By 1919 the woist of the 
storm had passed over. But still on the 1st March, 
1920, the situation had not returned wholly to the 
normal. Sir Malcolm Hailey said then that the 

- oj • 

Government was I still unable to contemplate any 
return to the free and unrestricted issue of rupees 
or encashment of notes at Djstrict Treasuries 
throughout the country.' In June the pOSition 
looked much better. Government then haStened 
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to remove all the then existing restrictions both on 
the encashment of notes and on the ultimate move
ment of coin by rail and steamer. In consequence 
in 1921, reports of notes going to a substantial dis
count, were no longer heard of. The facilities for 
cashing notes at Treasuries which were fully restored 
in the year 1920-21 continued throughout the nen 
financial year (Currency Report, 1922-23). The 
story of the war cirsis, has, of course now passed 
into history, but it is a history full of interesting 
lessons. It showed, among other things, the ex
treme capacity of endurance of the machinery of 
paper currency evolved by the Government; it showed 
how shock-proof it was. It is doubtful if any pri
vate bank could have at all weathered so severe a. 
storm, if :it had been in charge of the note issue. 
The handling of the crisis of 1918 • saved by the 
energy and resource of the Department • is a. tribute 
to the Government management of the paper cur
rency, .but its causes do not all reflect credit on that 
management. Its detailed history, in view of its 
importance, needs no apology. 

In the development of ext~a-Iegal facilities, to 
summarise, three distinct stages· are discernible. 
First, there is the period up to 1914, when the legal 
right to convert notes was confined to a few places, 
but extra-legal facilities were steadily being en
hanced. Secondly, during the 'Var drastic reduc
tions were made in' these facilities which did not 
entirely disappear until 1921. Then, there is the 
third, or the present perio(l, when facilities have 
been once more installed and are being added to .. 
It will be noted that in many places the Imperial 
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Bank of India has taken over the work of . the 
Treasury. In these stations, the old tradition of 
trying to encash the notes whenever presented, as 
far as funds permit, is being maintained. Payment 
for notes can be made either in gold or in silver 
coins, which are legal tender in British India. Up 
to 1899 gold was not legal tender in India, and then 
no one was bound to receive gold coins in exchange 
for notes. Although at present both metals are 
valid for payment, usually the rupees are preferred. 

This Chapter, which has now grown quite 
long, may be closed with a slight reference to the· 
rules governing the payment for lost or mutilated 
notes. The principle underlying these rules is that 
while the Government does not take upon itself any 
obligation for making good the value of the notes 
Jost, as far as possible, payments are made for them. 
For this purpose bonds are entered into between the 
Government and the party claiming payment. No 
claims are entertained for notes up to Rs. 10, which 
are wholly lost or destroyed, as no issue registers 
are kept about them, a.nd there is no means of 
stopping them being re-cashed if they are found 
later. These and other rules regarding stopped 
notes will be found in detail :in the Paper Currency 
Manual (Official Edition) of 1920. 



CHAPTER VI· 

THE COVER OF THE ISSUE. 

Th~ f~p,er Currency Reserve, its functions, its 
Jocation and its relation to other Government 
Reserves. 

§ 1. ~h\l functions of the currency reserve exceed mere converti· 
bility ~lld are rather undefined, p. 112,-§ 2. The influence of tbe 
two m"jn schools of elasticity and convertibility on the history of the 
reserve, p. 114.-§ 3.,Various non·currency uses of the currency rE-serve 
Some early instances of such unorthodox use, p. 118.-§ 4. The in· 
separ .. bl~ coJlIlection between the currency reserve and the gold stand· 
ard re~!l!'VIl' p. 124.-§ 5. The case for amalgamation of the currency 
and the ~old standard reserves, p. 132.-§ 6. The location of the ra 
serve.' ~egiilDings of the system of holding parts of the reserve outside 
India, p. ~$3.-§ 7. Further widening of the area of holding of the 
reseqre'd1ll'ing the War and after, p. 138. 

. ~ 1,. We have to take up now the question of 
the cqver of the issue, that is to say, of the reserves 
metallic and non-metallic, that have to be kept 
aga~pst the notes. It is a very important question. 
It h~s :figured always very prominently in the his
tory of our paper-currency,-nine-tenths of that his
tory Pe.i:rlg nothing but the story of the reserves. 
Th,~r.~ is nothing surprising about this emphasis. 
Pap~r Currency was a new experience to India and 
its ~t!:qcess depended more than· anything else on its 
conv~r-tibility. The reserves which guaranteed this 
Co!!v~rtibility had therefore always to be carefully 
loGk~~ after. One has only to remember this to 
un~~f8tand why far greater. attention has been paid 
to th.~ question of the reserves than to any other 
m~tt~r connected with the paper currency. Then, 
RiViiD,. th~ problems arising out of the man~gement 
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of the reserves have been the most difficult of all to 
settle. There has been first the question as to what 
exact amount of them should be in metal and what 
in securities. Secondly, the location of the different 
parts of the reserve as between India and England, 
has been for a long time the subject of controversy. 
Of the metallic reserve again, it has been asked, how 
much should be in gold and how much in silver? 
Regarding the investment portion, the question 
naturally arises, what kind of securities should be 
allowed there,-permanent or temporary,-securities 
of the Government of India, or of the British 

. Government? 
These questions can only be answered with refer

ence to the objects for which the paper currency 
reserve is kept. It is hopeless to try to examine the 
methods employed without first ascertaining the 
purposes they endeavour to fulfil. In this respect 
the history of our paper currency affords some in
stances of fighting at cross-purposes. Although 
ostensibly and primarily the aim of the paper cur· 
rency reserve has been to provide for the payment of 
notes, various other subsidiary functions have been 
ascribed to it from time to time. At times it appear
ed as if these subsidiary functions had become more 
important than the primary one. Convertibility has 
been the guiding consideration, but linked to con
vertibility,-allied to it"in certain respects; and 
hostile in some others,-there has grown up anum..; 
ber of other considerations too. The changes· that 
have been made from time to time in the provisionR 
regarding the reserve in the successive Currency ACts 

15 
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from 1861 onwards, shaw sufficiently the growth of 
these .extra-convertibility aims. The motive of the 
Act of 1861 was perhaps to utilise the reserve solely 
and wholly for the purposes. ' of conversion of the 
notes. But very soon it began to be utilised also 
for the resource operations of the government. In 
time, other 'non-currency uses also de.eloped. As 
ideas changed, the ·regulations about the reserve 
were more or less tampered with. To-day it is 
readily recognised that paper currency reserve has 
some purposes which are not strictly connected with 
the convertibility of the notes. It is used for the 
maintenance of exchange and for assistance to trade 
and commerce. It is sometimes looked upon as 
inseparable from the other reserves and funds of the 
Government of India. It is freely interchanged with 
these other reserves and helps them as 'often as they 
also help it in their tutn. The whole maLter seems 
to be now 'shrouded with much uncertainty. And 
consequently the question of the location and com
position of the resetvegives rise to {!onsiderable 
differences of opinion. We have only to compare 
the provisions of the Act of 1861 with those of the 
Act of 19:23, to discover the remarkable contrast that 
has grown up. The key tl) understand the changes 
lies in 'the ever-broadening conception of the pur
poses the reserve. 

§ 2. There has been no lack of views with re
gard to the objects of the reserve. Briefly, two con
tending principles seem to have striven all along for 
mastery. One of them is safety, and the other is elas
ticity.Safety has been. rat,her narrowly -interpreted 
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only in terms of convertibility· of the notes into 
coins and not much has been thought of their 
ultimate convertibility into commodities. This 
view has sought to safeguard conver.tibility be
yond anything else. . The advocates ()f elasticity 01;1:

the other hand, have aimed at increasing the 
size of the circulation permanently or seasonally. 
They have been wise with a philosophy of 
profit and loss. The growth of the issue, accord
ing to them, would not only help the trade and 
commerce of the country, but a growth on the basis _ 
of fiduciary issues would mean more revenue to tha. 
Government of the country. They have thus tried 
to benefit the tax-payer without considering the harm 
done to him indirectly by putting up the prices of 
his necessaries. It is obvious that the preponderance 
of one or other of these views would correspond
ingly affect the location and composition of the 
reserve. Both views are very attractive, but the 
convertibility doctrine seems to have had the greater 
amount of influence in the preparation of our paper 
currency regulations. We have sten how, originally, 
the note issue was made perfectly rigid by the Act 
of 1861, the notes being practically bullion certi
ficates. It was a triumph for the convertibility 
school. But later, wit4 t4e transformation Ijf the 
monetary system of Ind,ia frQ.m a silver mono
metallism to a token rupEe standard, an opportunity 
for expansion was unconsciously, as it were, provid
ed. Not~s. wcr.e n()wc.onverlible intd nipees .. ;-them
selyes notes printed on silver. Henceforth, as was to 
be ~-pected.- the paPer currenc:y· ~ ~bAQiJejl 
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with the wider question of the convertibility of the 
rupees into gold. A branch of the reserve in London 
was the natural outcome of the development and the 
maintenance of the exchange came officially to be 
recognised as one of the objects of the paper currency 
reserve. In 1861 notes were only payable in silver 
rupees, the only legal tender money of India. By 
the end of the century gold was declared legal 
money. Notes were thenceforward payable in both 
gold and in silver, according to the choice of the 
Government. Gold began, therefore, with reason to 
figure in the reserve in India. But ~s usually the 
payments were made in rupees the principle was 
established of holding the rupee-reserve wholly in 
India. The new ideas about the reserve were reflect
ed equally in the regulations regarding the Securities 
portion, some of which began to be held in England 
and supported exchange. Simultaneously the elas
ticity doctrine made headway. The fiduciary limit 
was raised by a series of legislation onward from 
1870, and later provision was made for seasonal 
expansion and contraction of the issue also. To-day 
the paper currency reserve serves for a multiplicity 
of objects. It is still primarily meant for the pay
ment of the notes. But it has become an instru
ment for maintaining exchange whenever circum
stances permit. No secret is made of its quasi
currency uses. The Chamberlain Commission,:JI: after 

. 
* ·The Hilton Young cOmmission openly testify to the double use 

of the pa'(l8J'· currency reserve for. maintaining the ~.onvertibi1itv of thf! 
notes and maintaining exchange. They consider this ineviw.ble and 
accept the situation as suoh. . 
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studying developments, concluded that, ee while the 
main object of the reserve was to -secure the absolute 
convertibility of the notes, the location of the reserve 
and the proportion between the gold and silver in 
the metallic portion now depended on other con
siderations as well" (para. 106, Report). The 
Babington Smith Committee (1919) also seem to 
have recognised other considerations besides that of 
purely providing for the convertibility of the notes; 
in making their recommendations upon the reserve. 
In the preface to their recommendations, no doubt 
they assert themselves as convertibility purists,
ee the express purpose' of 'justifying the confidence of 
the Indian public in the note by the provision of 
an adequate metallic reserve and the' grant of ample 
facilities for converting the note into coin, ". , being 
what actuated them in forming their suggestions. 
But the recommendations belie the formula. The 
.. express purpose" of confidEmce in convertibility 
requires no portion of the reserve to be- held in 
London at all, yet the members of the Committee do 
not advise its abolition,-which is proof enough of 
the fact that besides convertibility they had in view 
other purposes as well ·for the currency reserve. The 
latest official pronouncements are refreshingly expli
cit on the point. Sir Basil Blackett says-" In spite 
of the separation between the two reserves, if we 
are looking at' the resources available for maintain
ing the rate of exchange' of the rup~e, the sterling 
securities in the paper currency reserve and the Gold 
Standard Reserve, all serve the same - purpose ." 
(speeoh~ 1st March. 1923). The Currency Reserve,·, 
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it has already been said, is now used for facilitating 
the resource operations of the Government. Loans 
are made from it to mitigate seasonal stringency of 
money in the market. There are still clinging to it 
considerations about the general credit of India. A 
substantial metallic reserve, although it may err on 
the side of over-security, ie believed to help in 
restoring the credit of the country in outside markets 
making floatations of loans easier. The reserve has 
to be organised now with so many different purposes 
in mind. The task is therefore infinitely more com
plicated than it was before. But even now Sir 
Daniel Hamilton is- not satisfied. He would make 
the currency reserve contribute to the development 
of the country,-build railways, and do similar 
works-in aU possible and impossible ways. (See 
evidence before the 1914 Commission.) 
i § 3. Where the objects in view are themselves 

so uncertain and. changing, it is no wonder that the 
methods. of organising the' reserve should occasion 
controversy. Even with one fixed object it is pos
sible to imagine a. diversity of methods. Accepting 
convertibility as the final aim of the reserve, the 
question still remains how best that can be secured. 
The conflict of· methods arises independently of a 
conflict of purpose; when, both are present, the con
fusion is very great indeed. For a space of nearly 
sixty years the reserve was kept modelled on ,the. 
issue of the Bank of England. But it has now been 
diflcovered that a. proportional metallic reserve ie as 
efficien~ R$ any, .other in securing the convertibility 
of-tha notes, u.t the, ·jja,JJle tim~QOPiel'J;ipg QU1el. 
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benefits. The exact proportIon of metal in the 
reserve was the neXt question that arose naturally. 
Various authorities hav~ prescribed various ratios in 
which the different components of the reserve should 
be held, until we have the present division, accOrd
ing to which the security part may not exceed 50 per 
cent. of the total issue. It must be remembered, 
however that, strictly speaking, no full 'reserve is at 
all kept, as notes not presented Withiil certain 
specified years are considered to 'be out of circulation. , 
But if presented afterwards _ they will be met from 
the general 'revenues of the Government. At :its 
widest therefore, the paper currency reserve -embraces 
all the assets of the State. The keeping of the 
reserve in go1d and silver has given rise to difficulties 
about valuation. _ A change in the rating of gold, 
and the rating :is entirely made by the Government 
without any responsibility to maintain it-may dimi
nish or increase the size of the rese'rve 'arbitrarily. 
The paper currency reserve, in'spite of aUtbeela~ 
borate precautions taken to 'make it effective and 
definite is in large measure an 'uhknoWnfluarititjr. 
How far it has any independent existence is doubtful. 
Its nominal valuation cannot he teliedon, as it 'may 
b~ made to represent any figure,even exceeding the 
value of the notes outstanding, by manipulating -the 
rating of the gold and the sterling holdings. The 
reserve, as it is, has a most treacherous look. 

It will be inte'restingtotra~e 'the developmen:t 
of the quasi-currency Uses of -the 'paper emehcy 
reserve. Early in its history 'the reserVe ''was 'very 
zealously guarded, its sole purpose being'regarded'as 
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insuring the payment of the notes. The first attempt 
to deviate it to side-uses in 1863, met with a storm 
of protest from many of its guardians. In that 
year the Government first discovered the possibility 
of using the reserve for facilitating their resource 
operations. Seventy-five lakhs of rupees were lying 
idle, deposited as reserv6 at Madras against a note 
circulation of equal amount. Sir Charles Trevelyan 
took out 35 lakhs of rupees in coins from the reserves 
and sent them to Bombay where coined money was 
much wanted "to re-inforce the Government balance 
there ., and repaid the amount to the Head Com
missioner of the Currency at Calcutta, to be credited 
to Madras as part of the existing currency invest
ment. This shuffling of funds between different 
centres was seriously qUe'Stioned by Sir Charles's 
colleagues in the Supreme Council. H. B. Harring
ton (Minute, 8th Jan., 18(4) saw" great evils in 
this interference with the' paper currency reserve, 
its movement and distribution." He thinks that 
some time must have elapsed between taking away 
coin at one' centre and putting securities at another 
and during the interval the notes remained uncovered. 
Sir Henry Maine, the famous jurist and law
member of the Council, held that there was nothing 
illegal in coin and .bullion being removed from one . 
Presidency to another. Since then the pape'r cur~ 
rency has been freely used for the resource operations 
of the Government, and to-day it serves as one of the 
main instruments for the transfer of funds from one 
place to another. The principle now is to regard 
the whole issue as one and undivided, with al'eserve 
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distributed according to the convenience of the Gov
ernment between different places, and not to regard 
the different circles as having independent and non
transferable reserves. So far as the paper currency 
reserve is concerned, the whole of India is to be 
looked upon as a single area where it may be ~kept, 
and to judge by the later extension of the domicile of 
the reserve, even some other portions of the earth 
may be included. As long as the reserve exists, it 
does not matter where it is held. The universal ising 
. process has considerably helped to bring about this . 
new outlook, but it was mora or less inevitable. 
There is bound to be an intimate connection between 
the trade and the currency, and economy demands 
that they be co-related as much as possible so that 
through the currency money may be transferred 
easily from one place to another. This conne'Ction 
is very well described in some of the currency·reports 
-notably in that of Mr. Gillan in 1910-11, and 
some following years. Briefly, the situation is that 
Government receives money in its Treasuries and 
sub-Treasuries all over the country in payme'D.t of 
revenue from which it is necessary to provide funds 
for expenditure at headquarters. Conversely, the 
trading firms have large remittances to ml!ke to the 
interior in payment for produce. .~ There' is thus a 
coincidence which it is useful for both trade and the 
Government to dove-tail into each other .• Firms 
requiring money for this purpose constantly apply 
to the Government for remittance orders from one 
place to another within the country and the Govern
ment meet their requirements as far as they can do 

16 
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so by the issue at a small charge of supply bills or 
telegraphic transfers through the Currency .• The 
amount ·of remittance usually effected in this 
way is very large. The arrangement is economical 
for all patties concerned, as enabling thcir transac
tions to be largely effected without any actual 
movement of coin. Similarly, the external trade of 
the country is also utilised for transferring funds 
through the currency between England and India. 
Council Bills are sold by the Secretary of State, the 
proceeds being credited to the Currency Reserve in 
Engiand ; the equivalent in notes is then issued in 
India. In all this remittance business, the 'paper 
currency practically does the work which more pro
perly belongs to the general Treasury balances of the 
Government. Along with the Treasury funds there
fore it forms an integral part of the machinery by 
which the resource operations are carried on. The 
further juxtaposition of currency funds and treasury 
funds at Treasuries, makes mutual transfers between 
them very easy. Funds are thus being continually 
adjusted, not only between different Treasuries in 
India, but also between England and India. This 
interchangeability of the currency reserve with the 
general Treasury balances, does not of course affect 
the size of any of them, but makes them -very mobile 
as betwe'en different places. It brings out the close 
and almost inseparable: connection between the two. 
Indirectly, as noted before, a second point of affinity 
between them lies in the' fact that notes are issued 
theoretically not only on the strength of the currency 
reserve, but also on the general revenue of the 
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Government of India. Alternately, the reserves are 
all part of one organic whole, and no sacredness 
attaches to anyone if matters come to a c:r:isis. 

Other noteworthy early instances,-like the one 
given above---of the paper currency going out of its 
acknowledged purpose of existing only for the credit 
of the notes, are equally easy to find. The same 
year, 1863, provides a second instance, although of 
a slightly different character. Part of the currency 
reserve was the~ utilised in exceptional circum
stances, in mitigating the stringency in the' money 
market at Bombay. Money was very scarce. The 
Bank of Bombay charged 11 per cent. on Govern
ment bills and as much as 13 per cent. on private 
bills. A dommercial crisis was impending. 
Although great pressure was put on the Mint; it was 
not equal to minting and supplying the new coins 
necessary. In the circumstances; the Government 
of Bombay permitted a transfer of coined rupees 
f!"Om the paper currency reserve, replacing them by . 
bullion from the Mint. This brought down oppro
bium on it from the Government of India which 
wrote thus :-( Government letter, 4th Dec., 1863 ). 
,. The practice of using the deposit of coin upon 
which the paper circulation is based as an available 
fund for supplying the. Government Treasury with 
coin, is entirely inconsistent with the principles upon 

. which the Government note circulation ought to 'be 
conducted. Bullion is not of course available for 
the payment of notes that may be presented. " The 
Government of India. therefore urged the readjust
ment of the funds as soon as· possible. ,We have 
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only to compare this vigilant watch over the cur
rency reserve in former days, with the present atti
tude when shuffiings are the order of the day. We 
then realise how very elastic the definition of the 
purpose of that reserve has become. 

The earliest lending from the paper currency 
reserve occurred in 1865. It illustrated once more 
that the doctrine of the inviolability of the currency 
reserve was fast being exploded and the reserve was 
being used for extra-currency purposes. In that 
year, in order to prevent a commercial crisis at 
Bombay, Sir Bartle Frere, the Governor of the 
Presidency, sought and obtained the permission of 
the Government of India to lend 150 lakhs of rupees 
from the currency reserve if necessary . No loan 
'was actually made, the assurance being quite suffi
cient to enable the Bank to tide over the crisis. It 
is true' that when these proceedings were reported to 
the Secretary of State, he in no uncertain terms 
expressed his disapproval of them. But the fact 
remained that the Government was ready to lend
from ~he paper currency in times of monetary crisis. 
It created a precedent. Readiness to lend for miti
gating seasonal stringency of the market was but a 
natural step to be taken next. To-day the function 
of the paper currency to serve asa weapon for fi!;ht
ing seasonal scarcity of money is quite well
established. 

§ 4. The Government of India possesses three 
different kinds of reserves. They are (1) the Treasury 
Reserve which is a fluctuating amount; .(2) the cur
rency reserve) and (3) the gold standard reserve. 
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We have seen the relation that exists between the 
Treasury reserve and the Currency reserve. It re
mains now to examine the connection between the 
currency and the gold standard reserves. The gold 
standard reserve has a peculiar history of its own. 
Originally' the gold reserve fund, it has grown out 
of the profits of the rupee coinage, and its declared 
object has been the maint-enance of exchange-as if 
exchange can be maintained by means of reserves 
only. It.is no wonder therefore that even in the worJ~ 
of maintaining the exchange value of the rupee the 
gold standard reserve should have been so sparingly 
used. It is still kept distinct from the paper currency 
reserve, although their functions overlap in many 
cases. It is, in fact, difficult to separate them in 
theory, and in practice they have very seldom been 
looked upon as distinct funds. The object of the 
gold standard reserve is ostensibly the maintenance 
of exchange,-the paper currency reserve is also 
openly declared to have that aim. Each may be 
used for this purpose, although it will depend on 
circdtnstances which is to be the instrument chosen. 
The use of the currency reserve for acting as a prop 
to exchange has been, however, very : JgrUdgingly 
conceded. But now, after its use for that purpose 
is undisputed, it is difficult to keep the currency 
reserve strictly apart from the gold standard reserve. 
In 1900 the Government was stilI not prepared to 
accept the new use of the currency reserve as a· 
settled fact. In a Minute, Sir Edward Law wrote 
." the sole object for which the currency reserve was 
originally constituted was to provide the necessary 
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security for the encashment of notes on presentation, 
and there was certainly no idea of utilising the funds 
so held for exchange or any other purpose not directly 
oonnected with security f-or the note issue. The 

,connection which ha.s now arisen between the cur
rency reserve and the maintenance of exchange 
appears to me to have come about in a somewhat 
fortuitous manner.' In 1904 the Government of 
India, while still emphatically of opinion that the 

, primary and essential function of the paper currency 
reserve was to secure the convertibility of the notes 
into coin, yet, so long as that condition was scrupu
lously satisfied, they saw no reason why in the 
management of the reserve, they should not have 
regard to any incidental advantages 'which might 
arise therefrom. Their experience was that the 
currency reserve in the past formed • an Important, 
if not an essential part of the machinery by which 
the par of exchange between the sovereign and the 
rupee' Oetter to Secretary of State, 295 of 1904) 
was maintained. It may be noted here that one of 
the motive'S for opening a gold branch of the reserve 
in England was the hope 61 its utilisation in main
taining exchange. In the ,exchange crisis of 1907, 
the reserve was freely use'd as a ~upport for exchange. 
Gold was released 'from the 'paper currency reserve 
in London and' the equivalent was transferred in 
India from the Tre'asury balances to paper currency. 
Later the practice ~came very well established. In 
spite of this apparent unity of purpose between the 
two reserves, the Chamberlain Commission did not 
think it wise to amalgamate them, but laid it down 
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that the paper currency reserve should be ,regarded 
only as a second line of defence for exchange. This 
seems also to be the view officially held by the Gov
ernment of India. But in practice the doctrine of 
a second line of defence has not been shown much 
respect. In 1919-20 for instance, whep the disas
trous policy of attempting to maintain a fast:.declin-' 
ing exchange by selling reserve councils were being 
carried on, it was the paper currency reserve rather 
than the gold standard rererve that was more readily 
employed. It was impossible then to say which 
was the first line of defence and which was the 
second. Sir 'Malcolm Hailey in the Legislative .. 
Council gave three reasons for choosing the paper 
currency reserve. In the first place he said that the
situation was one of high exchange, and that meant 
that the rupee equivalent of the paper currency 
sterling reserve stood then at a much smaller value 
than when the sterling was purchased. Therefore 
the right policy was to bring back to India portions 
of that reserve before operating on the gold standard 
reserve. His se'cond point was based on practical 
considerations. He was anxious to transfer the 
paper currency sterling securities to India' first, and 
then the Secretary of ,State would be able to utilise 
the gold standard reserve for his requirements if he 
found himself unable to sell II sufficient number of 
Council Bills. Thirdly, Hailey pointed out that 
operating against the paper currency ,reserve meant 
" operating within the paper currency reserve. When 
you operate against gold standard reserve, it dis ... 
appears,-it melts away, i and Government is under' 
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no obligation to replace it, whereas they were under{ 
a statutory obligation to replace the paper currencY) 
reserve. Hailey of course, did not explain whether 
replacing by anything, by creating securities on the 
spot-in other words replacing by freshly printed 
notes, was in reality worth much more than not 
replacing at all. However it is unnecessary to 
discuss here whether Hailey's arguments were valid 
or not. The fact remained that the paper currency 
reserve was preferred to the gold standard reserve, 
even: for th~ work for which the latter was held to 
have been constructed. 

Apart from this overlapping of objects between 
these two reserves, there are other common grounds 
too where they meet. Very often the same causes 
that affect one will also affect the other. Since one 
of them converts the paper rupee into the silver 
ry.pee and the oiher is intended to further convert 
the silver rupee into sovereigns, it follows that the 
two are linked together. Any change in anyone 
will re-act on the other. The inter-action can be 
illustrated in many different ways. An excessive 
issue of paper currency, for instance, will not only 
put a strain on the paper currency reserve, but 
supposing it inflates ,the aggregate amount of cur
rency ,in the couniry, will naturally reduce the gold 
value' of the rupee-currency and thus affect the gold 
standard reserve too. An over-issue thus would 
create a run o~ the paper currency reserve as wen 
as on the gold standard reserve. The exchange 
value of a currency depends on its purchasing 
power, as compared with the· purchasing power of 
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the currency in whose terms it is quoted. Any .. 
thing that weakens that purchasing power would 
prima facie tend to lower its value and no amount 
of • reserves' can stem its downward fall to the 
level justified by the purchasing power parity. In 
this respect, the divorce between the paper currency 
reserve and the gold standard reserve, unhappily, 
often results in working at cross purposes. On the 
one hand the government possibly tries to increase 
the size of the gold standard reserve, with the_ 
laudable object of maintaining the exchange. But 
the means adopted to swell that reserve, are exactly' 
the lI!eans tliat inflate the currency of India and 
consequently defeat their own purpose by depressing 
the exchange value of the rupee. The more rupees 
the government coin, the bigger the gold standard 
reserve becomes, since it costs less than two· 
shilliI!gs to make a rupee, but it is given a stamll 
of two shillings on it. The gold standard reserve· 
is made out of the difference between the cost value 
and the created value. The only way to swell the 
~eserve is to coin more rupees, but the only way 
to give the rupees .a higher exchange value is to 
lessen their quantity in the country-not) to speak 
of coining any more... Hence arises the apparent 
paradox that the greater the gold standard reserve, 
the less the chance of its' maintaining exchange, as 
it pre-supposes an excess of rupees in India. If 
the government then offers to sell rupees at a higher 
value than what is justified by the purchasing 
power parity, the government would simply invite 
the squandering away of their' reserves. It is not 

17 
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any reserves, but limitation of quantity that gives 
any currency a. value. A system of reserves that 
does not bring about this limitation is of no use 
whatever. The distinction between the paper cur
rency and the gold standard reserve has helped to 
obliterate these essentially sound principles. It 
costs very little to back a note by another note. It 
costs only a little more to back a. note by a. silver 
rupee which is also a note under a mask. So that 
it is quite possible to maintain an adequate reserve 
of rupees by coining rupees afresh and go on inflat
ing the issue. The coining will add ·~o the gold 
standard reserve, but the inflation which necessi
tated the coining will have pulled the value of the 
rupee downwards. The downward course of fthe 
exchange could then be said to be directly due to 
tl¥3 altered paper currency policy. It is impossible 
to disjoin the paper currency from the exchange 
and hence equally impossible to disjoin the paper
currency reserve from the exchange reserve, which 
goes by the name of the' gold standard reserve. 
If one more instance was needed to show 
the complicated relation between the two reserves. 
the case of the minting of bullion belonging to the 
paper currency reserve. may be cited. Part of the 
reserve is held in bullion. When it is thus kept 
notes to the extent of only the purchase price· of 
the bullion may then be issued. The gold standard 
reserve does not at all come in. But if now the 
bullion is coined, cit will create more rupees than 
credit was taken (in rupees) for the sterling spent 
in purchasing the silver bullion. Tbat is to say, . 
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if .£1 was the amount spent in purchasing silver, 
then at the rate of Rs. 15 per .£, notes to the extent 
of Rs. 15 could only be issued. But the .£1 worth 
of silver would coin more than 15 actual rupees. 
This excess goes to the gold standard reserve. Part 
of the gold standard reserve thus may lie dormant 
and concealed in the paper currency reserve and 
may come out any moment when rupees are coined. 

There is another consideration that tells 
against any sort of compartment outlook upon these
two reserves. It is that in practice they are quite 
freely interchanged. Both the paper currency and 
the gold standard reserves are held in England and 
in India, and with a little bit of book-keeping 
mutual transfers and adjustments between the two -
can be easily carried out to suit the government's 
convenience. The general cases of such transfers 
occur mostly in connection with providing funds fo:r 
the Secretary of State or for the maintaining of 
exchange. One or two special cases only may be 
noted here. To meet the depreciation of the 
capital value of securities in the paper currency 
reserve for instance, consols from that reserve 
were transferred in 1920 to the goll standard 
reserve • obtaining from that reserve short term 
securities in their stead.' (Hailey in Legislative 
Council, 16th September, 19:20.) Government 
also undertook to utilise-and it has been to some 
extent, actually carried into effect--any excess of 
the gold standard reserve beyond .£40 million, in 
order to wipe out the created securities in the 
Indian portion of the paper currency reserves. It 
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amounted to· making a gift of part of the gold 
standard reserve to the paper currency reserve, and 
provided once more the fictitious nature of the 
partitioning. between the two. 

§ 5. To summarise, there are three points at 
which the paper c:rrency reserve touches the gold 
standard reserve. Both have some objects in common. 
Both are influenced by causes that affect anyone 
of them. And thirdly, there are constant mutual 
transfers going on between the two. It is perfectly 
natural therefore that there should have risen a 
demand for the amalgamation of the two reserves 
into one. That demand is adequately voiced in the 
evidence before the Chamberlain Commission. 
Harrison's plea is worth quoting. If the rupee~ he..
says in effect, is a note printed on silver and a note 
is a rupee printed on paper, both subordinate and 
calculated in terms of sterling and redeemable . in 
terms of sterling, there is no rea~n why the 
reserves should not be amalgamated. One may 
add, either give up the pretension of trying to 
maintain the exchange value of the rupee or con
nect the convertibility of the rupee with the con
vertibility of the paper note into a direct link. 
Most of the witnesses before the Commission, how
ever, . spokeitgainst the fusion. Lord Meston, the 
official spokesman, said that neither the govern
ment nor the public would like it. Lionel 
Abrahams saw the ·root of all trouble in using the 
two reserves for the same purpose, and recom
mended. that they be distinctly kept apart and used 
f~r different purposes, F. W· Newmarch echoed 
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the same view , but was prepared to allow the paper 
currency reserve being used as a subsidiary reserve 
to that of the gold standard reserve for the purposes 
of maintaining exchange. It should only be drawn 
upon asa last resource. The Commission's report 
was • The overlapping which occurs between the 
functions of the tyvo reserves makes the suggestion 
of amalgamation attractive, and it is possible that 
an amalgamation may be found desirable in the 
future. But at present the balance of advantage 
lies in separation' (para. 110, Report). This is 
still evidently the view of the Governnient of India, 
for the reserves still stand separated. * 

§ 6. Having so far discussed the conne~tion of 
the paper currency reserve with the other -reserves·of 
the Government of India, we may.next come to the 
reserve proper and deal with the qu:estion of loca
tion. In 1861 nobody would have ever thought of 
holding any part of the reserve outside. of India, but 
to-day the reserve may be practically held any
where under the sun. The extension of the geo
graphical are~ of the reserve started in 1898", in 
rather exceptional circumstances. In that year it 
was found necessary to hold a part of thl! reserve in 
gold in England. The reason in Newmarch's 
words • was the excessive demand for the Secretary 
of State's bills which· the Government of India was 
not able to meet from their Treasury balances--at 

• The Hilton Young Commission, however, have been more logi· 
e&l. In view of the ACknowledged overlapping of the two reserves, 
they hue advoe&ted their amalgamAtion. Their recommendation in 
this connection is, however, an insep&rabl6' part of -a oomprehensivd
pian of currenC)' reform. 
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any rate, not able to conveniently meet. ' Conse
quently the Act II of 1898 was passed which 
authorised the government to issue notes in India 
on the security of gold received in England. The 
Secretary of State could then set aside gold to the 
paper currency reserve in London and the Govern
ment of India could meet his dra. wings by issuing 
an equivalent amount of notes in India. This was 
done with a view to help the trade of the country 
which was demanding to buy more rupees in 
exchange for .gold paid in England. It was, as 
Newmarch suggests, not possibly dictated by the 
necessities of the Secretary of State, as the Govern
ment of.India also was quite as insistent in desiring 
the legislation as the Secretary of State. The 
Gold Note Act, as it has been called, was, how
ever, a temporary measure valid only for six 
months. This indicates that the Government still 
had no mind. to permanently shift a part of the 
currency reserve outside India. But the subse
quent advantages of such a system, in pelping 
exchange and transmitting funds between India 
and England, soon impressed the Government and 
Act 8 of 1898 extended the dUration of the provi
sions of the previous Act from six months to a 
period .of 2! years. By 1900, it looked very much 
as if the provisions had come to stay. Act 8 of 
1900 contained. elaborat~· provisions for the holding 
of gold by the Secretary of State. It laid down 
that (1) the Secretary of State might hold gold 
against notes issued in India. (2) If the Secretary 
transmits the gold, the coin or gold so transmitted 
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• shall when received by the Government of India 
form part of the currency reserve. ' It is to be 
noted that the transmitted gold was not to be 
reckoned as reserve until actually received by the 
Government of India. The practice of considering 
bullion on the way as part of the reserve was not 
yet developed. (3) Thirdly, if the Secretary of 
State bought silver with the gold and transmitted' 
it, then the silver bullion so purchased would serve 
as currency reserve until rupees were coined out. 
of it, when an amount of rupees equal to the pur
chase price of the silver would be credited to the 
currency reserve (the rest obviously going to the 
Gold Reserve Fund, later the Gold Standard 
Reserve). Authority to count silver bullion pur
chasea by the Secretary of State, in the interval 
of purchase and mintage, as part of the paper cur
rency reserve was taken earlier in 1898 also. This 
1900 Act was also to remain in force for two years. 
Finally in 1902-by Act 9 the arrangement was 
made permanent by deleting the two years' dura· 
tion clause. Although thus full power was taken 
to hold gold in England, the London Branch of the 
paper currency reserve was not formally opened 
until 1905 and it was not till 1906 that London 
gold as well as sterling securities began to figure 
regularly in the accounts of the reserve. Before 
1905 although gold had been once so-held, no 
portion of the security reserve had been held in 
London. Government has, however, been for 
some years past contemplating to hold a portion in 
sterling investments. They had quite good practical 
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reasons for desiring to do so. The position 
of: the rupee paper in the paper currency reserve 
had, owing to exchange difficulties, become quite 
precarious. When the system of investing. a por
tion of the reserve was inaugurated, exchange 
difficulties had not made. themselves. appreciably 
felt. But as Sir E. F. G. Law wrote in 1900 
(27th July) the situation then was different. He 
wrote, 'The market value and the ready convertibility 
of the rupee paper has been prejudicially influenced 
by exchange difficulties. There is practically no 
market out of India for rupee paper and in India 
the ~arket is so small and so easily depressed, that 
were we suddenly called upon to realise ·our existing 
investments we should,I fear, most seriously 
depress their value and create something like a 
panic. I may point out that investments in gold 
securities cannot be prejudicially affected by ex
change fluctuations.' It was mainly led by these 
eonsiderations, that authority was taken to invest 
some limited part of the paper currency funds in 
sterling in London. Investment to the extent of 
2 crores was first made in 1906, another 2 crores 
being added in 1911. The 1914 Commission was 
in favour of holding a limited reserve of gold secu
rities in England. It justified the gold holding 
and summarised the principal advantages into two. 
First, gold there was required for purchasing silver 
with, London being the world's market for the 
white metal. Otherwise gold for that purpose 
would have to be shipped from India. By holding 
gold already in London,-the Government would 
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be saved the not too-negligible costs of remittance. 
In the second place, gold in London had developed 
an important use, the maintenance of exchange. 
The Commission therefore would not remove it 
from there. Gold in India was not any more 
wanted, while in London the gold standard reserve 
was not by itself sufficient to maintain exchange. 
On much the same grounds as were advocated in 
1900, by Sir Edward Law, the holding of English 
securities was now justified by the Commission .. 
In its opinion ' too large holdings of Indian secu
rities which were likely to be depreciated by the 
same causes as would possibly entail a run on the 
paper currency reserve, involving their sale' would 
be unwise. Therefore some investments in· non
Government-of-India securities were a judicious step 
to take. The securities along with the gold hold
ings, would further strengthen the support for 
exchange. In this verdict the Commission was 
supported by many witnesses, but opposite views 
were not also wanting. One of the confirmed oppo
nents to this scattering of the reserves between 
England and India was Sir Montague Webb. He, 
as well as Sir Dabida Dalal, with a good following, 
saw in it the sinister motive of benefiting the 
London financiers • anxious to unload depre9iating 
sterling security.' The arguments that have been 
put forward in support of the system, says Sir 
Montague, have only to be stated in juxtaposition, 
to stand self-condemned. • Such a practice of hold
ing a country's paper currency reserve in some 
other country on the other side of the world, is 
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rtnptect'ldented in the histbty tif any na.tioIi. j These 
ani vety. strong WOrds. On the whole, however, 
Sir Montague has been less convincing than loud in 
his attacks on the goveininent. ilis arguments 
carry piehty of sting but not much of conviction. 
Most of the Indian witnesses condemned this exile 
of part of the currency i'eServe from India. Mr. 
Sundara Iyer said ' There is absolutely no justifi~a
tiot1 for keeping the teserves in England.' Daial 
said 'Gold belonging to the 'paper currency reserve 
held in London has no mission to perform there 

tsave to underpin the weak gold foundations of the 
English joint srock banks: Thacketsay afid 
Chttftilal Saraiya also 'cOUld not at>lJro\~ of the 
Loftdofi hOldings. Sir DabielHa.inilton who want
ed the reserVe to do some .very peculiar services 
for too development of the country, would bold the 
reserve partly In Londt}h 'aild partly in India. On 
the other hand, NeW-marCh and Abrahams, to battle 
only t\\ro among a iarge Iiumber, justified the exist .. 
ing atra.ngemehts, characterising them as ~ most 
tlfpeditiousand oon\'eni~nt way of transferring 
funds and buying siiver, as wen as maintaining 
eXchange. 

~ § 7. Thus by 1914, the systenlof 'Sharing the 
reserv~ betwoon England and India 'Was well estab
lished. Them was ,u.st one ~thet development in 
ronnectioil witb the location ()f the reserre before 
the war.n is worthy of-notice bere. It was that 
by Ad 3 'of 1'905 l>bwer 'was taken to regard coin 
tmd bullion it!. transmission between England and 
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India also as part of the r-eserve. Then the exi
gencies of the war further expanded the area of the 
holding of the r-eserves and by a series of Acts power 
was taken to hold them practicaUy anywhere in the 
world. The greai silver famine, as well as the 
dangerous state of the note issue, ah:post bordering 
on lnconvertibility ,sent the government in anxious 
search for silver wherever obtainable. In 1917 
coIn or bullion held on behalf of the Governor
General in Council by or undt', the control of the 
government of any part of His Majesty's Dominions 
fol' coining or such other temoprary purposes, 
together with coin or bullion in transit between any 
such parts and India, was to be considered as part 
of the reserve. A further widening of the currency 
reserve map occurred a year later. Act 13 of 1918 
authorised silver held in U. S. A. or in transit 
therefrom, as part of the r-eserve, and to this provi
sion was added gold also by Act 26 of 1919. The' 
temporary Act of 1920 (Aet 21 of 1920) brought 
together these different provisions, so that gold coin 
and bullion could be held in any part' of His 
Majesty's Dominions. Gold and silver held in 
U. S. A. or in transmission therefrom was alsC} 
deemed to be part of the reserve. In the meantime 
the Currency Committee of 1919 had gone into the 
whole question' and recommended that the • silver 
reserves should, as in the past, be normally held in. 
India, but silver under purchase or in the course of ' 
shipment should be treated as part of the reserve 
pending its arrival in India.' The gold also in. the 
Paper Currency Reserve should normally be· held in 
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India, but some paper currency gold may at times 
be held,in London, either because it has been pur
chased there and is awaiting shipment, or because 
it is held in anticipation of its use in payment for 
purchases of silver. Of the securities held in the 
Paper Currency Reserve the Government of India's 
securities would. naturally be held in India, while 
the remainder would be held in the United Kingdom 
where they would be redeemable or realisable in the 
event of need (Report, para. 81). It may be 
noted that the recommendation to hold most of the 
gold. in India was made in response to the strong 
demand. made by Indians in the past-the Commis
sion being of opinion that public satisfaction was a 
great asset in currency affairs. The spirit of these 
recommendations has been followed in the perman
ent constitution of the paper currency drawn out in 
later legislation. The almost unconscious way in 
which the Indian domicile of the reserve has, through 
force of circumstances, been substituted by a more 
cosmopolitan habitation, is now fairly well accepted 
as a settled fact. The Act of 1923 provides that 
coin or bullion, whether it is held in England or in 
India, or in any part of His Majesty's Dominions, 
or is in course of transmission to ·or from any of 
these parts, may be legitimately regarded as part of 
the reserve. U. S. A. has been omitted from the 
list, as it is' not anticipated that another silver crisis 
and another Pittman Act will ever have to be faced 
again. Securities, forming the other part of the 
reserve may not, however, be held anywhere else 
except in India and England. 
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A question has been raised embracing SOIIle 
legal niceties, which may only be just mentioJ)~ in 
closing this chapter. It has been doubted w.l;tetber 
it is safe to keep any part of the reserve wi$h the 
Secretary of Sta.te, seeing that he is not bQ@~ by 
the Indian Paper Currency Act. Whatever it~ ~
stitutional aspect, practically viewed, the que~tion 
need not take away anyone's sleep and rest~ 'rhe Gov
ernment of India. is bound by the Curre~cy Acts 
and wherever it keeps its reserves it has to ItCOO\lD.t 
for all- of them. For paper currency purpQSe$ the" 
existence of the Secretary of State IllaY b,e 
ignored. I mention this legal tweedledum b~~se 
it finds a place in the evidence before the 1914 Co~
mission. Now that paper currency funds may be 
kept in all parts of His Majesty's Dominions, such 
a question may arise with even greater rea.s~m in 
their case. 



CHAPTER VII. 

THE COVER OF Tim ISSUE (Oontinued). 

The Composition 0/ the Reserve. 

S\lIl. 1. The history of thlt OQlIlPGsition Gfthe l'IlServe repreqents 
progress from rigidity towards elasticity. p. 142.-Sec. 2. Thl' gold 
ponion 0f the reser.ye as it grew lJP imder sUccessi1;'8 cunenoy Aots. 
p. 143.-Sec. 3. Criticism of the policy of holding gold in the reserve, 
p. 147 . .,...Sec. 4. The silver portion of the reserve, p. 154.-Sec. 5. 
The history of thl' securlty pGrti9D of the reserve. The proooss of 
expansion through successive stages, p. i58:-Sec. 6. A detailed en· 
~tion of the war a!ld post'wa~ infI~tion of th"-paper currency, p. ~66. 
-Sec. 7. The sale of Reverse Councils in 1919·20, OQDsequent on jibe 
adoption of the new exchange policy. !\lfepts materially the constitution 
of the security reserVll, p. P!',-S6{l, 8. ';rhe el!~ous ~d un~ati8' 
factory fiduciary issue, as it stood in 1920, product of war·ill6atioB !lnd 
~Itered I'xc~nge polley, p. 1'76 . .,....S"c. 9.. Relilijustment ~ the paper 
currency as sttempted by Act 45 of 1920. Temporary and permanent 
provisions, p. 178.-Sec. 10. The futility _of the permanen~ provi!ri0D8. 
The proposed methods for bringing them into operation, only' partially 
followed, p. 181.-Sec. 11. Limit of fiduciary issue further raised in 
1925, p. 189. 

§ 1. Like the question of location, the composi. 
tion of the paper currency reserve has an interesting 
history behind it. The main consideration, .t has 
been noted, influencing the formation of the reserve 
has been the convertibility of the note. Hence 
great emphasis has always been put on the rupee 
holdings in India. But as the paper currency habit 
gradually took root in India, and the danger of any 
crisis of inconvertibility receded more and more 
into the distance, the metallic reserve was, by 
degrees, diluted with various kinds of securities. 
The process was evidently profitable in view of the 
interest yielded by the securities. Simultaneously'~ 



the necessity of introducing elements of elastitlity 
into the note-issue acted ks an additional driving 
force, in speeding up the process. The field ot in
vestments was gradually widened. Not only did 
they form an increasing portion of the whole of tbe 
reserVe, but greater latitude was being given to the 
<ffivernment in the ~hoice of securities. Here, u.s 
in tire matter of the location of the reserVe, the 
story . hit! been the atory of expansion in all direC
tions. '1'he Act of 1861 provided a rigid note-issue. 
system. The stringent restrictions on the reserve 
were softened doWn by a series of Acts, that slowly 
but steadily increased the amount of security hold
ings. In 1920 at last, after beihg cabined for near
ly sixty years, the indian paper cutrency system 
broke free from aU rigidity. instead ot prescribing 
a maximum limit of security-issue, a half and half 
seCurity and metal basis was now laid down.. 
Further an outlet was provided for emer~ncy IssUe 
of currency on the foundation of self-retiring trade 
bills. It i& possible to quatrelWith the particUlar 
ratio in which the reserve bas nOw been divided 
between ttletal and securities. As a matter of fact 
there have been innumetable other 'Suggestions as 
to the proportion of the eomponent parts. But they 
can never conceal the fact that the ct>mposition of 
the reserve has been vastly changed from What it 
was in 1861. 

§ 2. In tracing the changes in thi!! composition, 
it will be convenient to tike up the tI~tee parts of the 
reserve~ viz., gold, silver and 9OOfirities, ()De oJter 
Mlotber. Gold may be taken up first. n WiU be 
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recalled· that gold was allowed into the paper cur
rency reserve through a permissive clause in the Act 
of 1861, to a very limited extent. Only one-fourth 
of the total metallic reserve could be in gold. Gold 
was not yet legal tender in India and it was more 
with an eye to its future monetisation rather than 
on considerations of its efficiency in the reserve, 
that an humble place was found for it. Gold first 
came into the reserve actually in 1865, after a noti
fication had been issued on the 23rd November, 
1864, saying that notes would be issued in exchange 
for sovereigns and half-sovereigns at the rate of 
Rs. 10 per sovereign. From 1865 to 1875, gold 
figured in progressively dwindling quantities in the 
paper currency reserve, when in view of the fall in 
the price of silver, that is, of the rise in the price 
of gold, gold ceased to come in at that low ratio. 
The notification was-thus made a dead letter. For 
many years gold was completely out of the reserve. 
Then, in accordance with the report of the 1893 
Commission, which cherished ambitious projects of 
introducing the gold standard into India, notes were 
declared issuable for gold at a fixed ratio of 7 .5334~ 
grains Troy of fine gold to a rupee, in other words 
at the rate of 16d. to the rupee. This was done by 
a notification in 1893-the feature of this new noti
fication was that whereas formerly gold holdings 
could not exceed one-fourth of the total metal re~ 
serve no limit was put now. The invitation how~ 
ever had no immediate effect. Gold appears in the 
reserve in India only as late as in 1898. In that 
year a new opening was made for it by means of the 
Gold Note Act. We have already seen how this 
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piece of legislation was passed at first. as a temporary 
measure to meet the urgen~y of the . demand. for 
rupees in India.. After being twice re-enacted, .the 
provisions of the Act were made permanent in 1902. 
Henceforward the Secretary of State could receive 
gold in England against notes issued iIi India; In 
importance this new. outlet for gold .considerab!y 
eclipsed the other part. of the gold reserve that was 
held in India, although from 1906 onwards gold 
steadily accumulated equally in India as in England.: 
Very soon new purposes were discovered for the 
currency gold in London. The London gold be
came the centre of all attention and a great contro
versy sprang up over the propriety of holding gold 
in England, in the midst of which people forgot 
to ask the fundamental question. if any gold was d 
all useful in the re~rve, if even the Indian hold
ing of gold in its turn, was of any value. Gold hail 
been declared legal tender in 1899 and that meant 
equal opportunities for gold coin and bullion and 
silver rupees (issues against silver bullion having 
been naturally stopped meanwhile) to be. converted 
into notes. It meant also that notes were payable 
at the option· of the Government in gold ,~oins or in 
silver rupees legal tender ilh India. Whatever might' 
have been the ultimate objects olthe GoverIimEmt, 
a kind of bimetallism was thus established. Apart 
from some mysterious powers ascribed to gold, it 
was difficult to see why gold was introduced into the 
currency reserve at all. Government did not want 
bimetallism. If the reserve was meant as imposing 
a check on the is!'lue of Iiotes, the service that all re~ 
serves unccmsciously perform, an,d .. thereby, give 
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the JlPtejl the only oonditiQu of v31ue IW4 acceptabi~ 
llty, namely, acarcity, t!le introduction of gold would 
not certainly serve that in any way. Notes could 
be now easier to i::!sue" against both gold and silver, 
than they were only against silver. It was eaSIer 
to inflate the total currency of India now than 
pefore, but there was no effective means of contract
ing the currency. Government did not undertake 
to ~eturn the gold at the rate at wmch it received 
it, although up to the time of the difficultielil of the 
War it always tried to supply gold a8 a general rule 
of admiJ!.istrative practice. The War development~ 
conolusively proved the difficulties of the "dyarchy" 
currellcy of India.~omposed of gold as well as 
silver. The.gold in the currency reserve is valued 
at whatever rate the Government chooses to value it, 
but the people of the country will not always like to 
receive it at that rate. At certain rates Govern
ment will be unwilling to pay it, at other rates the 
people will be unwilling tQ'receive it, so that the use 
of the currency gold for the convertibility of the 
note, is of doubtful efficienoy. If in times of panie. 
the Gov~rnment forces gold at its own rates, the re
sult would be as good as declaring the inconver
tibility of the notes. It is not reserves, but scarcity 
which reserves imply ,that· makes notes and nIl 
kinds of token currencies aoceptable to the people. 
By adding gold to silver :rupees "in the reSflne, the 
"tre:ogth of the resel've is physically hardly more in
c.~ea.sed than. it it be only in silver, whn~ the l!Ica,rflity 
(>( th.e IlQte~ i!t considerably I!acriticed. NQ co:ovinc. 
hlg "rgu.m~nt$, in ~aot, have eve:f been g\ven in 
<lef~ne~ of the gQld hQldtngit of the pape:r CUfreJlQy 



tesEtt'\'e, or indeed of the general introduction 6f gold 
into the C11rtency of India. It liaS' not streIigthelied 
the reserve physically, as peopI~ want silvet rupees, 
not gold coilis. It has failed in its inliCh valinted 
task of maintaining exchange at fixed rates. U 
seems to haTe only complicated the cur'rency system 
of India. ' 

I 3. ref tutIi to tlie history 6f the gdld testtve. 
A8 noted abdve, the propriety of holding patt of it i1i, 
tondcm, wiliie thE! holding of aiiy go1d reserve at' ali 
iIi India or outside has been left trtiqliesti6ne'd- -haS! 
been very seriously challenged. Ont Government 
has, however, always looked upo'ti it with f~vour. 
In 1905 they' l\'roUt (quoted (roltt too evidence' beio'tft 
the 1914 CommissioIi), ',1 subject to- the ptovig.i6:b of 
sufficient rupees', we would anow o'ttt goid reServes 
to' groW' it1defhritely with the expan:sion ot the' Mta
citcmatiort, until Stich: time as' the invested portIO-if 
m:ay be raised again:. It would' strengthen o'tft 
credit and contribute' to the stabilitY' of e'Xch:mge-. ,,' 
The h01ding of a. portion' of' the teserve' in' Eilglal1d 
was justified on the gtoun:d that .. coin held in 
London was actually' near~ the' pOint where if cduld: 
be usefnl." The mysterious faith i11 goid tilat' 
somehoW' it would add to the' credit of india., Wag' 
shown by John .:Morley', the' Secretary of State for 
fndia, also. II The' possession of a large' aill'OOO'C of 
gold by the Secretary of State' in Council, or ths 
Go~ernment of India, 0". he' wmte-, "as paTt of the' 
paper currency' reserve, or hi the '1'reasury ba.la.nces', 
is 01 considerable- advantllge to' India: as helping to' 
rnail1tain c'Oli1ide'tl:c~ tit the- periilanence 01 tfie gold 



PAPER CURRENCY IN INDiA 
- .- - '" 

ttandard and in.the stability of the exchange- value 
of the r~pee." The evidence before the 1914 Com
mission showed a variety of opinion. Discussion 
was however ~ocussed ·wholly on the portIon- of the 
gold reserve held in London. The arguments of the 
Government in favour of the system summarised by 
Webb, were first, that gold in London could more 
economically and quickly buy silver. Secondly the 
India Office could more easily appropriate and inter
change the money with the general Treasury 
balances and with the gold standard reserve as mIght 
be found convenient from time to time. This was 
obviously a kind of non-currency use for the reserve. 
Thirdly, the money woUld be readily available to 
support. exchange in case ofa diminished . demand 
fOf rupee currency. Lastiy, gold- was not all of it 
requITed in India, where already suffiCient . rupee 
stores were kept. Sir Mon.tague, it is needless to 
add;. was not convinced by any of these aigumeiits. 
But they were good enough for many other. wit
nesses.· . It is useless to.reproduce here the indivi~ 
dual opinions of all the witnesses-but both for and 
against the system an equal degree of conviction was 
displayed. The Indian witnesses generally wanted 
to bring all the gold back to India. The Commission 
in its report, justified the. gold. portion of the reserve 
held in LondoJ?, on the doubie ground of its suit
ability for the purchase of silver, as London was the 
principal source of supply, and on its possible use
fulness in maintaining exchange. They pointed out 
that gold accumulated in India would have to be 
needlessly shipped to London again for buying 
silver-with. Their recommendations dealt with the 



gold reserve in London, but they never wanl funher 
to. examine the main question of the whole . of the 
gold reserve at all-whether gold, in India.or in 
England, should form· any part of the currencyrc:: .. 
serve. They took that .for granted, al?-d. were 

. simply concerned about the distribution of the gold. 
It is quite true as the Commission argued, that the 
accumulation of an excessive quantity of gold in 
India is not .desirable, but why accumulate at aU ? 
Why not stop i~suing notes against gold.? . 

It. must be admi.tted that the introduction of 
gold into the reserve JIl&<le the· paper curr.eney of 
India J~ore· elastic ... That is perhaps the only.claim 
that~ can be mllode o~jts behalf, but this advantage 
is rather dearly e·arBed. It works against the other 
declared objects of. the gold reserve. Theadnnt
ages claimed for the gold holding in London are per
haps quite substantial as far as they go, but in view 
of the complications. that it introduces, they hardly 
go .far enough. No one disputes the fact that gold 
in London economise~ the costs of silver purchases, 
but provided the currency policy is adjusted with an 
eye upon the price-level of the country, which should 
be the most important if ~ot .the only co~sideration, 
guiding that policy ,~nd the ideas of in
flation or deflation are banished,-the neces
sities of silver purchases will, it is pre
sumed, be only few. and far between. It 
is also undisputed that the existence of the currency 
gold in London helps remittance of funds between 
India and England, but that it is admittedly not a 
primary function of the currency reserves. Govern
ment ~ay . .t.ransI~~ funds just as efficiently as other 
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priva.te corporations do without ha't'ing to inter[~r~ 
with the currency mechanisln. The other claim 
about maintena.nceof exchange is as false as it is 
mischievous. As has been said before, it ig (iom-\ 
pautive price-leve:lg and not the holdings. of the re-\ 
serves, however big they may be, that; C6ndition ex- . 
change. Iti.s mischiev()~ in the sense that the 
paper carrency reserve IAMnld <JIlly try to con'9'ert 
the l1lpee;..note int(j rupees, T6 expect it to eonvert 
the rupeeS' further into s<wer-eigns, at the> same timE!' 
dissociating it, from the spacia.} g61d standa.rd re
serve, ~essly C01istructed for that pUl'pO!1le'; leads> 
to ~ confueicm. in p61icy. The only' real advalltage, 
as- said. in the beginning: of thit§.' paragraph, that 
seems to stand: 'on e:~amina.tiOl1-4nd this: applies to 
gold in. EDgi'and, and India alik.e--is. that~ it' ha§ 
helped t01intrnduce some anmuni of elasticity intO' . . ~ 

thff note-Issue. Wherea:s; formerly- only, 011 the 
tender of silver' rupees lnainly" ooies wer~ iEisuaible~ 
the permissioll 1lo iss1leagltinst, gold certainl'Y 
bro-u.ght gon:r~ relief to It rigid! pap'elf cur1'(;lncy system. 
But as hlu: already been mdie'ated, it gave' an dutr~t 
for' expallSio.]'J ouly" Gmernmell:t wag ll:ot; legally 
boUlid to re"turn. the gdld alld el1t1cel the notes evelt 
8ft: its own receipt-rates, 'and bence' the' circuratiO'J.'l~ 
could no1r shrink: 'Fheela:sti~ity was thus an Oile'" 
sided one. In so far as the' circula;tion: e:xpanded: 
against' gold tendered ill Lomdon; it was. a sort~ df 
e:x.tra-couJl:try ela:sticity. At least one disad'trantage 
ofi that is menti'oned: by the' 1914 Comm.issioI1. U, 
was, thai the I I expansi(!)'t}; of: currency of India was· 
at the: expense ot th~ gffid reserves oil LC5ndo{i1, and 
i~ SClDl81'Ciremnsta.mC'eSths resulti:tlg strin:g:ency i'lf 
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London was so disadvantageous to India. as to make 
an expansion of currency by this means naturally 
undesirable." There is not much in this argument, 
as gold must be had from somewhere if it is to go 
into the reserve. It is impossible to both have the 
cake and eat it. If the currency was to be expanded 
without causing any stringency anywhere, the only 
way to do so was to print notes right away, without 
any gold or silver reserves. The Commission's ob
jection is instructive as illustrating the view-point 
of a. class of expansionists who are pure inflationisis 
in disguise. The real objection was that the method 
founded elasticity wholly on the external trade vI 
India. There was no means of expanding the cur-' 
rency with the growth of the internal commerce of 
the country. But perhaps on the ground of some
thing being better than nothing, the Commission 
advocated the retention of the system of issue 
"gainst gold tendered in London. The develop
ments that have taken place since the Commission 
reported have however, in a large measure, made 
that method of elasticity prllotically unnecessuy. 
Whatever merit it had before, now that elasticity 
hali been sccured by establishing a proportional 
metallic reserve method for the issue, a'a well as by 
provision of seasonal issues-the gold issue must he 
regarded alii having outlived its purpose .. The ques· 
tion is a very difficult one. Like many points of 
reform about the paper currency, it cannot possibly 
be discussed apart from the question of the monetary' 
standard of India.. If bi-metallism is what we want 
and in a sense that is what we at pre~ent have, in 
spite of all the beautiful names we choose to give it, 
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then by a)) means Jet the arrangements be as they are. 
H we want to have an independent rupee standard, 
which in the opinion of the present writer is the 
most sensible thing. to do, the issue of notes against 
gold will be found to be incompatible with the ideal. ~ 

It seems right to 'conclude therefore that the ob
jections against the holding of gold in the paper 
currency reserve far out-weigh the advantages of the 
policy. It brings with it many ~omplications most
ly noted above, and not the least of which is the 
problem of the valuation of the gold. For want of a 
fixed rating, the gold portion of the paper currency 
reserve is practically an unknown quantity. Tha 
reserve may shrink or swell if a change is made in 
the rating. A recent example is furnished by the 2s. 
valuation of gold in place of the former 18. 4d. The 
first notification in 1864 invited gold at the rate of 
28. io the rupee. In 1920 after a long lapse of time 
paper currency history in this-respect repeated itself. 
The result of the new valuation was the shrinkage 
of the paper currency reserves by a considerable 
amount and the void had to be filled up by creating 
new securities, sinc~ otherwise the . circulation 
would have to begTeatly contracted. The gold in 
the currency reserve, after it is received, is eaT
marked at the Bank of England. The Bank of 
England makes no charge for the actual .. earmark-

'" The adoption of a policy of gold standard would correspondingly 
involve far· reaching changes in the composition of the reserve and in 
that regard, the comprehensive proposals of the Hilton Young Commis
sion deserve careful consideration. 'l'he proposals however cannot be 
examined here, for they are part and parcel of a scheme of reconstrnc
tion and would involve a lengthy digression into the question of general 
monetary policy. 
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ing " but a small charge of ~2 d per cent. per 
year is made for holding the gold. When the amount 
was smaller they charged h d. This charge is 
supposed to be for storage and safe custody. It 
should be taken account of when regarding the gold 
reserve as offering economies in the purchase of 
silver. Various suggestions have been made re
garding the figure at which the gold reserve of the 
Paper Currency should stand. The 1914 Commis
sion observed that the total amount of gold " natu
rally fluctuated inversely with the total stock of 
rupees in the reserve. ' , But in their opinion " gold. 
(in India) should not accumulate so as to send it 
back to London later." \Vhat was to be a sufficient 
stock of rupees was to rest on the Government's 
judgment. It was of course to vary from slack to 
busy seasons. For normal times, that is, supposing 
rupees were plentiful in India, they recommended a 
gold reserve of Rs. 50 million in England, to serve 
as a second line,of defence for exchange ' standing 
behind the gold standard reserve. ' These recom
mendations were, after the war, still considered 
sound by the 1919 Committee whose recommenda
tion of holding a partial gold reserve in London, but 
transferring the main bulk of it to India, on the 
ground of satisfying Indian public opinion, has al
ready been noticed. Following this recommenda
tion, for the first time in 1920 (Act 45) a 
limit of lts. 50 million was put on the gold 
bullion capable of being held in England. No res
trictions were imposed on the size of the gold accu
mulation in India. The permanent provisions of 
the 1923 Act (not yet in force) repeat this Rs. 50 

20 
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million limit, but the temporary provisions do not 
seem to contain any such restriction of amount. 

§ 4. So much about the gold in the reserve. The 
history of the silver portion of the Paper Currency 
Reserve has been comparatively simple and unevent
ful. As notes are convertible into rupees and silver 
rupees are what the Indian public mostly demands 
(attempts to force sovereigns into circulation having 
failed more than once) it was early recognised that 
silver should form the bulk of the reserve and that 
practically the whole of it should be held in India. 
Silver held outside India serves no useful purpose. 
In actual practice, very seldom, if ever has silver 
beyond the frontiers of India figured in the currency 
reserve. If sometimes it had temporarily to be so 
included in it, the policy has been to bring the silver 
over to India as speedily as possible. AuthorIty 
"thus to regard silver held by the Secretary of State, 
as part of the reserve, was taken first by the 1898 
Act. Silver is, as a rule, bought in England, and 
it takes some time before it can be sent to India and 
coined into rupees. The Act provides that silver 
bullion in the interval of purchase and mintage 
could be legally reckoned as part of the reserve. The 
1905 Act expressly recognised all coin and bullion 
in transit to be part of the reserve. These provi
sions were designed, for securing administrative con
venience and had no other motives except that. It 
was only during the war J when the silver reserves 
in India fell "dangerously low that legislation had to 
be passed empowering the Government to include 
silver l1eld in all parte of the Empire, as well asin 
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the U. 8. A., in the reserve. It was then a ques ... 
tion not of administrative facility, merely, but of 
choosing between convertibility and inconvertibility 
of the note-issue. The percentage of silver rupees 
to the whole issue had fallen to near about 30, and 
but for the temporary legislations expanding the 
geographical locale of the currency reserve, a criti
cal situation would have arisen. Although once 
before in 1900, a still lower percentage of silver 
rupees, perhaps the lowest point on record, namely, 
18 per cent. of the Whole issue had been reached, 
still the situation was then not so threatening as iIi 
the uncertain after-math of the War. We have 
already referred to the Pittman Act by which silver 
was purchased from the U. 8. A. in 1918. It is LO 

be hoped that no such emergency will arise again. 
The latest Currency Act (1923) provides -for silver to 
be held in any part of His Majesty's Dominions ot 
in transit between any such parts and India. 

Quite an interesting chapter in the history of 
the silver reserve is the rise and disappearance of an 
• ingot ' silver reserve in the first decade of the 
century. It arose out of the necessity of having to 
meet a persistent demand for rupees in India agaim,t 
sterling tendered in London, which was a feature of 
the times. ConsequentlJl; with the permission of 
the Secretary of State, the Government of India de
cided since the autumn of 1904, to keep a portion of 
the paper currency reserve in India, in the shape of 
silver ingots • so far prepared for coinage after melt
ing, alligating, assaying, etc., that rupees could be 
made within five days. Credit for these rupees was 
taken in the paper currency reserve -at their ~ullion 
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value and the amount of the reserve so held was at 
first 300 lakhs of rupees, that is, silver purchased pt 
a cost of £2 million (exchange at 15 rupees to the 
pound). This silver would of course produce much 
more than 300 lakhs of rupees, but the excess over 
300 lakhs would be a credit to the gold standard re
serve,' (Newmarc'h Memorandum, 1914 Commis
sion). It was hoped that this ingot reserve would 
serve as a hidden stock of bullion from which rupees 
could be speedily obtained in the event of any un
foreseen demand. But the demand for rupees was 
even greater than the reach <?f the Ingot reserve. 
Heavy coinage had to be undertaken in the years 
1905..;06. The experience of the years proved t~ 
inadequacy of the ingot reserve for the purposes f01" 

which it was created and' steps,' says the Currency 
Report for 1905-06, . were taken for its replacement 
by a reserve of greater capabilities and of a different 
character. ' This was nothing other than the merg
ing of the ingot reserve into the gold standard re
serve-which was the more natural course to take. 
Since then, the ingot fund had remained incorpo
rated in that reserve, and has appeared practically 
as the silver portion of the gold standard reserve held 
in India. 

It may be noted here that originally notes were 
issuable against silver bullion at ,fixed rates. After 
the rl~pee was made a token coin, commanding It 

higher nominal'than intrinsic value, the practice of 
issuing against silv:er bullion had naturally to be put 
a stop to, on exactly the same ground as the issue of 
notes on the presentation of printing paper, is dis
allowed. 'The vaiuation of the silver bullion in the 
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reserve follows its purchase price at the rate of ex
change accepted by the Government. 

The procedure of silver purchase is thus des
cribed in the 1920 Manual 'of Paper Currency
• Purchases of bullion are made from funds in the 
Treasury in London or India, to recoup which notes 
and coins from currency. are issued to the Reserve 
Treasury (now displaced by the Imperial Bank of 
India) on receipt of a transfer order from the Con
troller of Currency. The shipment of any silver 
bullion from London or. elsewhere to one of the 
Mints, is advised by the Controller of Currency to' 
the Mint Master who on its arrival credits theap
proximate value as • currency silver in process of 
coinage,' in the Mint Chest Account ......... As soon 
as the exact invoice value is known, the difference 
is adjusted by payment to Reserve Treasury or vice 
versa. The value of the bullion shown in the ac
count is thus eventually the exact sum expended on 
its purchase. Some slight change in this rule to 
value· silver bullion according to its purchase price 
had to be made in 1923 to meet a special situation. 
At that time a considerable quantity of worn and re
turned small silver coins had to be melted arid kept 
as bullion. It was no use re-coining them immo
diately, as there was no demand for them. It would 
have been wasteful to re-issue them after re-coining. 
Hence they were put into the paper currency re
serve. But according to the Paper Currency Act 
bullion could only be valued at its purchase price. 
In this case the purchase price was unknown'-:'as the 
bullion was not purchased at all. To take credit for 
it at its existing sale price would have meant loss of 
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some funds. Hence, to patch up the hole that had 
been discovered in the Paper Currency Act, as a 
measure of administrative convenience, as A. c. 
McWatters explained in the Council of State (19th 
July, 1923), a, new silver bullion revaluation clause 
was added to it. This was done by Act 36 of 
1923 (received assent of the Governor-General 
on the 3rd August, 1923). It provided, among 
others, that for the purpose of valuation of silver 
bullion, , the sum expended in the purchase of 
silvet bullion obtained by melting down silver coin 
issued undet the authority of the Governor-General 
in Council shall be deemed to be the value of the 
bullion calculated at the rate of the rupee for 165 
grains Troy of fine silver '-in other words the 
amount of silver contained, for instance, in two-half 
rupees would, though its actual value be much less 
than that, be rated as being purchased for one 
rupee. 

§ 5. \Ve now come to the security part of the re
serve, It will be recalled that in 1861, a maximum 
issue of four crores was all that was allowed against 
securities. Beyond that every note had to he 
backed by specie. Although thereby. the issue was 
made very rigid, yet there was every justification for 
being on the safe side, even at the cost of elasticity. 
Both the newness of the experiment of a Govern
ment paper currency as well as the peculiar circum
stances of India, demanded a comparatively high 
metallic reserve. But as gradually the people grew 
more and more used to the new currency and as the 
circulation increased, the security reserve had to he 
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enlarged by degrees. Since then the security re
serve has shown a steady two-dimensional 
growth. Not only has the total quantity of 
securities capable of being held in the reserve been 
increased in different stages, but there has been 
pari passu. an enlargement of the area where they 
could be held. A greater freedom in the choice of 
securities,-the product of necessity as well as vf 
convenience-has also had to be granted. Briefly. 
speaking, this growth has been caused bYI three 
motives: (1) to introduce elements of elasticity 
into the note-issue, as by degrees the tyrannicar 
hold of the convertibility doctrine gave way, (2) to 
safeguard against depreciation by holding a multi
plicity of securities instead of only those of the Go
vernment of India, the solitary class of paper 
allowed by the 1861 Act, and (3) thirdly, to main
tain excha,nge, as far as exchange was supposed to 
have been maintained merely by reserves outside 
India. To these considerations some special emer
gency reasons were added during the War which 
was the period that witnessed the most phenomenal 
increase in the stock of securities in the reserve. 

The progress of legislation by which the fidu
ciary issue was successively raiood, may be brielly 
traced. The four crores limit held good up to 1870, 
when by Act 15 of the year it was increased to six 
crores (a crore = 10 million). The next rise came 
in 1890, from six crores to eight crores. Six years 
later by Act 21 of 1896 the maximum was still 
further raised to ten crores. These figures referred 
to the price paid in the purchase of securities-..--their 
value after the purchase might have. of course, stood 
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at quite different sums. But not until late in their 
history, had the problem of depreciation of their 
value ever to be seriously faced. In 1905 important 
changes were made in regard to the security re
serve. The maximum limit was raised to 12 crores, 
but the extra 2 crores was to be held by the Secretary 
of State in England in securities of the United 
Kingdom of Great Britain and Ireland. It was the 
first time that the locale of the security reserve had 
been extended out of India. The Government had 
for some years past been contemplating opening up 
such a security reserve in London. The growing 
exchange difficulties had made the ready converti
bility of the rupee paper too uncertain to rely on. 
For the sake of security the Government wanted to 
hold along with the rupee securities, some other 
more solid class of securities, such as Consols for 
which there was a world-wide market. A proposal 
for conversion of rupee-paper into sterling was made 
by the Government of India to the Secretary of 
State as early as in September, 1900. But for 
various reasons, the proposal had faUen through. 
The 1905 provision was therefore a welcome 
measure to the Goyernment. It allowed them to hold 
their eggs in two different baskets. Besides, as the 
1914 Commission justified the holding, it was unwise 
to have' too large holdings of a security which was 
likely to be depreciated by the same causes as would 
possibly entail a run on the paper currency reserve 
involving their sale.' Once started, the London 
reserve came in handy for various other purposes, 
not the least of which was that it was freely used in 
the cause of exchange. In that capacity it impressed 
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the 1914 Commission, who recommended its reten
tion on that ground among others. From 1905 to 
1910 no further interference with the security re
serve was made. In 1911 (Act 7) the amount of 
non-Government-of-India holdings by the Secretary 
of State was increased from 2 to 4 crores, so that 
along with the permissible Government of India 
securities, the total reached 14 crores. There the 
figure remained until the difficulties of the War 
tremendously accelerat~d the process of watering. 
There was an increase of only 10 crores on the fidu
ciary issue during over fifty years before the War: 
Between 1915 and 1919, the permissible total had 
climbed up from 14 to 120 crores,-an almost in
credible pace of expansion. Most of this expansion 
was effected by means of Ordinances, later given the 
form of temporary Acts. The first came in 1915 
(Act I). While no change was made in the 
amount of non-Government of India securities, the 
total amount of securities permitted was increased 
to 20 crores (which meant 16 Indian and 4 non
Indian securities). By 1916, a still bigger leap had 
to be taken. In the first place, an alteration in the 
distribution of the 20 crores reserve was made. so 
that the non-Government of India securities could 
rise up to 10 crores, and the Indian securities could 
be 10 crores. Secondly, a step of far-reaching im
portance was taken by providing for an additional 
issue of. 6 crores (apart from t~e 20 crores) against 
British Treasury Bills, notwithstanding anything 
contained in the Paper Currency Acts. The reasons 
for this step can be best given in the words of an 
official publication, viz., the Currency Report for 

21 
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1915-16. 'The first step,' it says, , in increasing 
. the fiduciary reserve was taken in connection with 
the financing of the cotton crop. In order to pro
vide Government with the necessary resources, (a) 
to enable them to place the banks in funds for help
ing this trade, also any other trade requiring assis
tance and (b) if necessary to meet other liabilities in 
. the event pf unexpected emergency, the permissible 
investments in India were increased.' The ex
planation for wanting to issue notes against British 
Treasury Bills was that later there was a brisk de
mand for Council Bills, but the Treasury Balances 
in India were unable to meet them ' owing to large 
disbursements made in India on behalf of the Home 
Government. (1915-16 R.eport, tide also Finan
cial Statement, 1914-15.) It was of course open to 
the Government to receive gold in England and 
issue notes in India. But such earmarking of gold 
,would have put a strain on the gold resources of 
England. It was a time when nations feverishly 
began conserving their gold holdings, unmindful of 
a.ll· consequences of their policy and methods-as it 
the mere' presence of gold in the balance sheet of u 
country would act as a charm against all financial 
maladies. The fallacy of this blind desire for gold 
was of course yet to be discovered with the German 
monetary; system going to pieces, in spite of a huge 
window-dressing of gold holdings. \Vhatever that 
may be, there is no doubt that the Indian, Govern.,. 
ment was moved by a genuine desire not to em
barrass the Home Government by demanding to ear
,mark gold. The Finance Member Sir William 
'!\feyer said (Legislative Council, 21st March, 1916), 
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. In present circumstances however, it is very un
desirable for the Secretary of State .to lock up more 
gold than it is absolutely necessary and it is of 
course still more out of the question for him to stop 
Council drawings and let gold come out here as a. 
private import.' It must be remembered that not 
only was not gold very difficult to safely tranship-
but after the outbreak of the war, an embargo was 
placed on the export of gold from belligerent 
countries. Sir William Meyer also spoke of such 
things as • assisting the Home Governnient by re·, 
fraining further from earmarking of gold on account· 
of the paper currency in London. I The result was 
that rupees were liberated in India in exchange foe. 
British Treasury Bills tendered in London, at a rate, 
very favourable to England. It amounted to 
making very substantial payments by India .to His 
Majesty's Government in an indirect way. It was, 
India's unknowp and unrecognised contribution to 
the cost of the war. If instead of consenting to re
ceive British Treasury Bills. at the rate of Is. 4d·. a 
rupee, the Indian Government had demanded gold 
for its earmarking at the Bank, the value of the 
rupee would have certainly risen higher. Owing to 
the increase in the price-level in England, the ster-. 
ling was fast depreciating in terms of the dollar and 
other currencies. In the absence of gold being sent 
away as a corrector and leveller of inter-national 
price-levels, such a depreciation could not be helped 
in any way. New York in other words, refused to 
receive sterling at the rate of 4.86 dollars to the 
pound, and hence the dollar went up in price. In 
India's case, the exchange was • pegged' so to Say,: 
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by artificial means. Government undertook to sell 
rupees at Is. 4d. and thus India's help towards the 
War could be purchased at far less cost than a higher 
Indian Exchange would have entailed. The event 
was, in a sense, of considerable theoretical interest 
and importance. Normally, it is the price-level 
that· changes first and independently and then drags 
along exchange after it. Both India and England, 
in view of the difficulties of transferring funds had 
become countries with practically, what Gustav 
Cassel calls' independent currencies.' The Indian 
price-level was not changing as fast as the English 
and hence there was a tendency for the rupee to ~o 
up in terms of sterling. But it was kept down by 
the new facilities offered of issuing rupees at the old 
rate. Instead of the price.;level determining ex
change, the price-level . of India was changed (for 
that was what new issues of rupees at the old rate 
meant), to suit the old exchange rate. It was {\ 
case of the tail wagging the dog. Over and over 
again, throughout the whole history-a rather sad 
one--of the war manipulations of our currency, the 
abnormal has taken the place of the normal. This 
was but one instance among many. Later, when 
the tragedy of selling reverse Council Bills at im· 
possible rates was being staged, the Government 
shbwed the same disregard for' the price-level. It 
began to sell steding for rupees at rates much highAf 
than what the purchasing power parity would 
justify. The only way to carry that policy to a 
success would have, of coUrse, been to make rupees 
scarcer in India and thus make them command that 
higher value. While the Governrrient .. sold away 
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28. 8d. or even 28. IOd. for every rupee, the toothod 
by which the sales were conducted produced nO'teduc
tion in the amount of rupees circulating iIi India. 
The saner way would have been to dispose ill sterling 
or British Treasury Bills and cancel the equivalent 
in notes in India so that ultimately rupees might be 
scarce enough. But nothing like this was done. 
The sterling resources were dissipated at :ruinous 
rates, but at the same time currency inflation was 
kept where it was, by substituting ad hoc 01' created 
securities for the British Treasury Bills lost. Ulti
mately therefore no appreciable shrinkage was done· 
in the amount of paper currency in India. The Gov
ernment was the monopolist seller of rupees. :f\fe'Ver 
did a monopolist injure his own interests in a more 
foolish way. It refused to take off supplies from 
the market and still wanted to enforce a high price 
for its goods. The consequence was what was ta be 
expected. The rupee never commanded the 2s. 
gold price. The Government utterly failed in its 
attempt to take it to that price on the point of a:tmost 
losing the whole of its reserves. Thus was the 
penalty paid for forgetting the simple law th'ltt the 
value of anything, currencies not excepted, d~I>end.s 
on its scarcity, and not on gold or silver resetves. 
The exchange value of a currency is intima.tely 
linked with its purchasing power. If we arbittarIiy 
fix the exchange value, in order to maintain that, we 
shall have to alter the price-level to suit it. 1£ we 
keep the price-level intact, we may have to alter the 
exchange from time to time. In Indian currency 
history greater and almost one-sided attention lias 
been paid to the exchange1.1etting the price-Ieyel ~ go 
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hang':II< rather than keeping prices steady and 'et
ting exchange • go hang.' It is time to turn over a 
new leaf and start a new currency policy, based on 
the principle of a stable price-list. 

§ 6. To return to the story of the war-inflation. 
The 1915 and 1916 Acts initiated the new develop
ments. It speaks a great deal about the spirit of cur
rency passivity in India that such an important Act 
as that of 1916 was introduced into the Legislative 
Council, business rules suspended, taken immediate..; 
ly into consideration and passed in perhaps five 
minutes, without a single word of comment from 
any member. As has been said it authorised for 
the first time a special issue of six crores against 
British Treasury Bills. It was the beginning of a 
mighty Treasury Bill issue. Very little the Govern
ment itself knew perhaps that they were taking the 
lid out of a jar from amidst which the giant was t.> 
come out who would over-power them later. The Act 
contained another significant provision, authorising· 
the inclusion in the reserve of securities created hy 
the Government of India and issued to the High 

_ Commissioner of paper currency. This provision 
also, put almost stealthily into the Act, was destined 
to play a great part in the later history of the 
currency. 

With the twin Acts of 1915 and 1916.India wali 
thus safely laid on the inclining plane of currency 
inflation. Henceforward the fiduciary issue weltt 
up by leaps and bounds. More currency. thanks to 

• A. Prof.. CaDIlaD would say. 
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~he vicious circle that it breeds, demanded still mor'3 
money after it. The total permissible security issue 
in 1916 stood at 26 crore'l, of which 10 crores Indian 
plus 4 crore non-Indian, represented the permanent 
holdings. By increasing the non-Indian part to 10 
crores, .6 crores more had been added to the Secre
tary of State's holdings. Apart from this 20 (14 
permanent and 6 temporary) provision was made fo," 
six crores of additional issue against British 
Treasury Bills. By Act n of 1917 the special extra 
issue against British Treasury Bills was increased til 
·30 crores, making a total fiduciary issue of 50 crores: 
Act 19 of 1917 took it to 42 crores (total therefore 
20+42=62 crores), and Act 6 of 1918 to 66 crores 
(total, 20+66=86 crores). Mter the British 
Treasury Bills had begun to come in so rapidly, 
various new advantages were naturally discovered 
for them. They were declared to be the best kind of 
short-dated securities that the Government of Inaia 
could think of putting into the reserve. They com
manded an instant saleability. But as Sir B. N. 
Sarma complained later in the Legislative Council, 
protesting against the sale of reserve councils, many 
of the virtues of these liquid assets had. disappeared 
by then. When purchased they were considered as 
good as gold; when disposed of, they were greatly 
in discount compared to gold. In 1919, althou~h 
the war had ended, the necessity of inflating cur
rency in India. had not yet done so. Expenditure 
showed no signs of reduction, the budget did . not 
ba.lance. By Act 2 of 1919 the permissible British . 
Treasury issue was taken to 80 crores making a total 
fiduciary issue of (20 + 80 = l 100 crores. The 
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zenith was reached by the Second Currency Act of 
th~t yell-r, Act 26 of 1919, which put the British 
Tfe&~ury Bill issue at the incredible figure of 100 
crofB~,~the total rising up to 120 crores in all. It 
wa~ a. really colossal increase in fiduciary issue. 
Par~ of it represented an increase--not insignificant 
compared with pre-war figures--of the holdings of 
the Government of India's own securities in the reo 
serve; but by far the greater portion of it repre
sented It tremendous swelling of the holdings d 
British Treasury Bills. Whatever way the increase 
was brought about, it was without doubt a case of 
thoroughly bad finance. The process really amount
ed to finILncing expenditure by means of the printing 
press. So far as the increase of the Indian securities 
~as concerned, Government confessed that it was 
done beoause the revenue of the country did not 
come fast enough for its expenditure. 

If the disbursements side continually exceeds 
the income side in the accounts of the Government, 
the bal~nce has to be met from somewhere. In this 
case, it was met by the issue of notes against its oWn 
securities, that is Government issued notes on the 
streng1iit of its own notes of hand, as Hailey put it 
once. Nothing-could be simpler than this way of 
manufacturing money. The Government issued its 
promises to pay and' made its Currency Department 
buy them and thus received the wherewithal to carry 
on its operations. It 'was the same method of meet
ing expenses by printing notes, with all its ·advan
tages and evils, that was practised to such perfection 
,by Germany. Only, in India, it was on a fin 
smaller scale and perhaps to a greater extent 
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:nnocently done. Later, as we shall see on the 
occasion of the reverse council difficulties; the small 
scale no longer remained small,nor perhaps was the 
process of inflation a wholly innocent affair. How
ever, so far as the Indian securities were concerned 
the increase up to 1919 only showed the way. A 
far bigger increase came later on. 

On the occasion of the second 1919 Act (Act 
26), the Finance Member Howard said, • During the. 
war we were obliged to meet a very large amount of 
expenditure by issuing short-term debt. That 
amount of debt has since remained outstanding and . 
has increased.' Then he went on to explain how of 
the three possible ways of meeting the maturing 
liabilities, (1) loans from the Presidency Banks 
were out of the question as they themselves would 
be demanding back the loans they had made in the 
busy season. (2) The second way-that of securing 
bullion to issue notes against, was also equally un
thlnkable, since the price of silver had gone up very 
high. (3) Thirdly, there remained the only way 
which the Finance Member was trying with sonie 
success. He expected some relief from selling new 
Treasury Bills bearing higher· interest rates. That 
meant of course converting one short-term debt into 
a costlier one of the same class. It was not so much 
a way out as putting off the evil day. The unhappy 
Finance Member, Howard complained, was • like a 
juggler trying to keep a large number of plates at 
once in'the air, none of which he could afford to let 
fall to the ground.' It was certainly an unenviable 
position. The Finance Member assured the Coun~il 
that Government had no intention of using th~ 

22 . 
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powers given by the new law, permanently. They 
were • convinced of the undesirability of increasing 
unduly their fiduciary issues.' It was refreshing \0 
hear the Government speak about the undesirability 
of undue fiduciary issues, after having magnified 
them to severa.l times their original size. 

Secondly, so far as the increase in the British 
Treasury Bills was concerned, it was also here ulti
mately a process of financing expenditure on~ of 
note issues. The Government had to meet heavy 
expenses including what was incurred on behalf of 
the Home Government, and it printed notes and 
made payments. True, it received credit in 
England in the shape of British Treasury Bills, but 
the fact remained that it kept those funds in London 
and did not spend them. What it spent was new 
money that it created on the strength of those funds 
in London. No wonder the price-level in India 
would have gone np, as the aggregate amount of 
money in the country thereby increased. Why did 
not the Government, it may be asked, bring back 
those London funds,-the British Treasury BilIs
convert them into rupees and meet its expenses with 
them ?-why did it instead choose to keep them 
there and issue notes. in India on their strength ? 
The answer is simple. First, because it did not 
want to embarrass the Home Government by 
immediately asking for its dues,-it remained 
generously . content with receiving 'Promises to 
Pay.' Secondly, the funds that are in the ~hape of 
Promises to Pay do not bear sea-crossing at any and 
every time one likes. The Government in the cir
cumstances could not have possibly brought its 
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sOOding fWlds back to India, at a.nything li~ a. 00. 
cent and profitable rate of exchange. Consequentlv 
it kept the Bills in London .and cpn.tinued to· l'ooeiv.e ' 
moce and moce Qf them-while issuing notes ill 
India. against them at the rates that it itself chose. 
The sensible thing of course, would have been. that 
as it received Bills in London so it sp.en~ Dut ()f its 
generaJ balances in India.-llI.Ot out @f f.re.shly print~.d 
notes. Hut since it had no balance to ,spend from.. 
at least the balance having fa.llen .shorl. those bein.g 
the year.s of a .successWn of deficit budgets,-it hau 
to .spend new Botes. The evil was at bottoJIl due to ' ' 
the fact that the Currency machinery was in. the 
hands of the Government. If the Currency macm-" 
nery, that is to say, the note-printiIl:g press, had 
been olltside its control, the unbridled currency in
flation of the period would have been impossible. 

§ 7. The second 1919 Act was passed in Sep
tember, 1919. Meanwhile the time for the official 
ending of the war drew near and then the validity of 
all these temporary provisions would e~pire automati
cally. The Government looked bebind and found it
self saddled with a heaVJburden of fiduciary issue., 
Naturally enough. it oontemplateti with nervousness, 
the setting in order of the paper currenc'y machinery 
that had been so wantonly used for manufae
turing money during the War. It bad inflated 
hurriedly ·a.nd now the time' came f-or r~pe!'lting' 
at leisure. The task of renovating the pa.per' (llH'-' 

reney and placing it on a permanent 'basis feU ta·· 
Sir Malcolm Hailey, a 'Very distinguished' financier-. 
Act 45 of 1920 by which he sought toremodei .out" 
paper currency on an entirely new ·foundation,· 
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neutralising as much as possible the effects of the 
war-growths upon it-an Act which was later em
bodied in the consolidating Act of 1923,'-Ianks in 
importance with the Act of 1861. Hailey's name 
should therefore be associated with those of Wilson 
and others, in whose regime profound changes have 
been worked in oui' paper currency system. Before 
proceeding to deal with the attempts at stabilisation 
we have to notice another development that came 
about in 1919-20, which introduced fresh complica
tions and unexpectedly altered the constitution of the 
fiduciary reserve. That was the sale of reverse 
councils. 

~t is beyond the sCope of the present enquiry 
to examine the wisdom or folly of the sale of the 
reverse bills. To a certain extent it was inevitable. 
Government had accepted the recommendation of the 
Currency Committee to fix the rupee at 28. gold. 
It then made an honest attempt to enforce that rate; 
there sprang up immediately a strong demand for 
remittance to England, to take advantage of the 
favourable rate. Before that demand, the sterling 
resources of the paper currency reserve flew away 
like chaff before wind. As currency notes or I1lpees 
were tendered . in India, Government released por
tions of the accumulated British Treasury bills, in 
England. The reserve ,there . was getting smaller 
and smaller. ~ith the shrinkage of the reserve, a 
reduction in the note issue would have followed in· 
the natural course 'of events,-but the Government 
feared a moneta~y· stringency if anything like that 
happened, It wanted the notes· to. remain _ in 
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circulation, and having no more British Treasury 
bills, it had to create its own securities ad hoc, to re
place them and serve as reserve. To enable it to carry 
out this conversion process, for that was what in 
essence it amounted to, of the British bills into 
created Indian securities, special powers had to be 
taken, as the law hitherto in force provided for an 
issue up to 100 crores out of a total of 120, solely 
against British Treasury bills. That power was 
given by Act 21 of 1920. The total permissible 
fiduciary issue was retained at 120 crores but no. 
proviso was attached, as hitherto, defining the 
division of the holdings between Government .of 
India and "non-Government of India securities, So 
that Government could now invest indifferently in 
English or Indian securities, as long as the total did 
not exceed 120 crores. It was no longer compelled 
to hold oIily 20 crores at most in Indian securities 
and the rest in British Treasury Bills. This act; 
described as the Corollary of the sale of reverse bills, 
by the Indian Merchants' Chamber and Bureau, 
whose further qualification of it • as the inevitable 
sequence of a misconceived policy' we need not 
quote, was to be in force oIily up to 1st October; 
1920. when the Government contemplated taking up 
in hand permanent legislation for the paper currency, 
In fact, its temporary character was pleaded as its' 
only apology, by its sponsor Sir Malcolm Hailey; 
who perhaps succeeded in making our legislators 
believe that when the permanent bill came in, it 
would be such a marvellous scheme as to set· every
thing right, In his own words,' If we were proposing 
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this as a permanent or even quasi-permanent 
feature nf the eu.rreney reserve, I admit that there 
might be some ground for apprehension on the part 
of the public. I should indeed be disappointed if it 
w.eI'e not criticised.' (17th Ma.rch, 1920.) He 
expla.ined. thaAi the Secretary of. Sta,~ had hitherto 
met reverse Councils from Treasury Ba.lances, but he 
was now coming to the end of his cash balmoos and 
mu.st seD out the sterling securities in the paper 
c1ll'l'eDeY reserve. ' The result would be in the 
absence of legislation now proposed, tha.t we should 
have to cancel currency n~s to the full rupee equi
valent at Is. -M. of the sterlingaecurities BOld out. 
For eX3mple, for e\lery million pound of reVErse 
coonm"lssold by us, we Would have to eancel euI'

reD!ey notes td the extent of 150 lakhs, although if 
we &re .selling at, say 28. Ed. we receive in IndiA 
001,. 7$) fa.khs.' ( Speech on the .same da.te.) It 
was ovedooked that if they actually, by some happy 
mistake, did cane8I, exchange would probably re
main at 2s. "Sd. But by creating 4d lI.oc :securities 
they kept the clIITeney as iodated as before, and still 
sold sterlin.g at 26. Btl. per TU.pee. 'There was to be 
no de'Oatioo.aDd still exchange was to ,be high-'&'ll 
instance of trying to make two pa.ral1ei straight lines 
meet. 'The attempt, as was to be ,expooted., had to 
be given up before reaching infinity. The reasOD. 
why eanoel1ation was not ~ertaken wa~ 11S said 
before, ~tha.t it won1d' have caused dearth of money. 

'HaiJey appealed to the business members of the 
, CCllll'tci.I, 'Who only too readily agreed with him that 

• withdrawing RB. 3 ,crores of currency J1?tes a week 
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from the money market would cause serious strin
gency.' He concluded by saying, as Finance 
Members always do when in difficulties, .. I need 
hardly Bay that if the Council agrees to give ns these 
powers (he himself calls them • considerable .) we 
shall use them to the smallest possible extent. Om 
first endeavour will be to take notes off the market .. 
It must be said to his credit that some deflation was 
actually done but mostly the loss of British Treasury .. 
bins was made good by the creation of the miw 
Government of India securities. 

There was an additional reason for the ad hoe 
securities also connected with exchange. A natural 
corollary of the acceptance of the 28. gold rupee, was 
the recasting of the Government's accounts on that 
basis. The paper currency sterling and gold reserves 
therefore hail to be revalued or rather devalued at 
that new rate. That would involve a considerable 
loss. The revaluation had not actually been started 
yet, but as Hailey said, whenever these accounts were 
changed, there would appear a deficiency. The total 
amount of securities and metal, calculated at 
the new rate, would fall short of the gross cir
culation. Consequently to balance accounts, some 
ad hoc securities must have to be created or notes 
to Hie amount of the deficiency cancelled. ;But as 
noted above the Government was not in a position to 
reduce the issue. Consequently the filling up of the 
gap by means of Indian Treasury bills, that is Indian 
securities created ad hoc, was inevitable. With that 
end in view Hailey wanted the maximum fiduciary 
iflRue to be kept at 120 crores, although the aetual 
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issue had not exceeded 100 crores-but he wanted 
no restriction on the creation of ad hoc securities. 

I § 8. This was the situation in which the task 
of readjusting the paper currency was taken up in 
the autumn of 1920. Beyond doubt it was a compli
cated situation. It had arisen out of exceptional 
circumstances during and after the war. It had 
totally upset the constitution of our paper currency 
as laid down by the pre-war Acts. Summarised, 
the events that caused that upsetting, fall under two 
heads. First, both during and after the war, a great 
amount of inflation had been carried on to meet the 
Government's expenditure. The expenditure may 
have been avoidable or unavoidable, but the fact 
remains that it was financed largely by recourse to 
the printing press. Whether issued against British 
Treasury Bills or against the Government's own 
.liills, it was expansion of currency all the same. It 
was expansion along the line of least resistance,-'
namely, by increasing the fiduciary' issue. As 
H~iley explained later,-' During the war the pre
viou.s arrangements could not be maintained . We 
had to make very large issues of notes to finance 
purcliases made on behalf of the Home Government 
and were unable to obtain the metal necessary t.o 
maintain the old ratio.' (22nd March. 1922.) 
Securities therefore rose to 120 crores. In a pre
vious speech he had equally clearly explained how 
• owing to the public revenues having been for seve
ral years continually insufficient to meet the expendi
ture falling on thein, the State had been obliged to 
finance itself to a considerable extent by the 
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issue of currency notes against its own notes 
of hand.' He fully admitted that the situation was 
most unsatisfactory. (Speeah 1st March, 1922.) 
The fiduciary issue had climbed to a fabulous figure. 
Although as Howard maintained, 'our additions to 
the currency had been on a far smaller scale than 
the additions made elsewhere' yet the increase had 
been on a scale sufficient enough to make the task 
of settlement a difficult one. The fiduciary issue 
was there like a millstone hanging round our paper 
currency,-what was to be done with it? It was 
out of the question to go back to the pre-wal' provi
sions, whereby only 14 crores could be held in secu
rities. That meant a cancellation of nearly 100 crores 
of the issue-an impossible amount to disgorge. 
Obviously that could not be contemplated. 

Secondly, the present 1,lnenviable situation Wits 
partly the legacy of the new e.xchj1pge policy of the' 
Government. Originally the increase of the ~du

da.ry issue was done mostly by J;Ileapsof inve$tments 
in British Treasury bills but the l3ale of reverl36 
councils pra.ctically converted them into create~ 
Indian securities. The revaluation of tl$ !ilterli~g 
and gold at the new 28. gold rate, would f!,lso mean 
ejther cancellation of a part pf die I;lir~ull!.tion or the 
creation of sOJIle more a4. hoc securitie~ to fill up the 
gap. As noted above, Government chose the lq,tter 
CQurse in preference to causin~ allY IqonetarY 
strjngency. AU thea.e for.eboae tha.t not pnly was the 
fiduciary issue going to stq,nd at a very high figure, 
but the division of the securities between Indian and 

23. 
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non-Indian was going to be far from what the 
Government would have liked it to be. According to 
the pre-war law, the limit of security holdings out
side India was put down at 4 crores and that of 
Indian securities at 10 crores. Neither of these limits 
could be anywhere near the sufficient, now. On the 
one hand there was this necessity of creating ad hoc 
securities in India in consequence of the. sale of 
reverse councils and revaluation of gold and sterling. 
On the other hand was the desirability, now sup
ported by the· authority of the Currency Committee, 
of holding only a limited amount of Indian securities 
in the reserve, far less create new ones. The task 
of reconciling necessity with desirability seemed no 
easy one. 

§ 9. Act 45 of 1920 attempted to accomplish 
that task. It drew out a permanent constitution for 
the paper currency, but since the provisions of that 
constitution could not be immediately given effect to, 
certain temporary provisions were made for the 
transition period. The scheme was mainly based on 
the recommendations of the Currency Committee. 
The features of the permanent constitution were 
that the fiduciary issue instead of being tied down 
to a fixed maximum amount, as hitherto, was made 

. . 
50 per cent. of the whole issue, at its largest. Limi-
tations were imposed upon the amount of the Indian 
and non-Indian securities admissible. The secu
rities held by the. Government of India were not 
to exceed Rs. 20 crores in all, of which at most 
12 crores could be created securities. It was obvious 
that these provisions could not be at once enforceq. 
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They simply held up the goal towards which Indian 
paper currency was gradually to move. The tem
porary clauses provided for a maximum fiduciary 
issue of 85 crores, instead of 120 crores as hitherto 
-which proved that some amount of deflation had 
been in the meantime carried out. But there were 
to be no restrictions as to the British or Indian 
character of the securities. They could be indiff~
ently held in Government of India or in non-Gov
ernment of India securities. There were good 
grounds for this time.;.division of the provisions 
between temporary and permanent. At the time" 
the bill was introduced (August, 1920) the note 
circulation stood at 162 crores. If the accounts were 
calculated on a Rs. 15-to-the-pound basis, the reserve 
of coin and bullion amounted" to 93 crores and the 
balance of 69 crores represented the price of the 
securitie~f which approximately 47 crores were 
securities held in India, and 22 crores held in 
England. Calculated on a Rs. 10 parity, these 
figures would all undergo a change. The metallic 
reserve would stand at 80 crores and securities held 
in England would be only 15 crores-making a total 
of 95. Therefore in order to balance the total issue 
of 162---either notes to the extent of 20 crores had 
to be cancelled or new "securities had to be created 
to that extent. As already said, Government pre
ferred creating q,d hoc securities to contracting thr 
issue. Thus conditions were not suitable, in this 
direction, for the enforcement of the permanent pro
visions. The other part of these provisions was not 
so difficult to fulfil. The metallic reserve, on the 



l$.. 4d .. . b&si~ stood. :at ~7 pet ICent. of the totAl issue 
&rl.d 'Erven after the revaJ.'alttion it would mot be much 
lowet than the 50 per cent. ptescribed in the per-
m3.1lleht OObstitution. GOWlrnroent hoped to carry 
it to the desited ;50 per cent. 'Very 'Soon and in prac
ti~ \\1M :&hIe to' do ~O. But the constitution of the 
BOO'Iirity ~erve Wll.s ~u:re to take a. ldIlg time to be 
fit.ted !into the perma.hent constitution. The per· 
ma.nllnt JlroVisions laid '<10M} that the created seCll~ 
fti.t~es of the Gt)~etnment of India. were gradually to 
beb~O'aght down to 12 ttbtes. M.shown abo,,"e, 
Itfiiet the rev-aluation., the Indian securities, pur· 
(}hasedai1d 'Cteated) wbuld tog-etherstand at 67 ttores. 
Of these, tecurities purchastld in the 'Open market 
lI.ll1bunted to 'only8 trores. Apart from the pel'-
m.anent in.'Vestmebt the rest 'Of the 59 cl"Ol"es were 
~reated sMuriti'es, isS't'red direct to the pa.perturreney 
departIllell't . 

I'twiU 'be 'o~erved that 'the 'perrlIanent p'ro"ri~ 

~imts c()b.ta.ined no lna:ti:mlim timit to the fiduciary 
is~\heonly important res\rictions being that the 
I8.d'Ilcia;ry part ro:tt~t notejcceed.5~ pereent .-of the 
'Wh61e issue and. tnust 'be 'distributed in a :certain 
ltIft.Yinerbetweeb IndiMl and 'non-Indian securities. 
It 'was only for the temporary plt>visions that a. 
'ttia:jCitnul'n fiduciS:ry limit of 85 'crol'~s was se{ doW'l'l.. 
~was perhaps 'Put in as a proof ()f the Government's 
gobdfaiith, its honest dtlsire nbt to water the iss1:le 
-an.y tttore. Bu't in reality the clause did not roea:'ll 
'iiluch. !"fter'the revalaa'tion tbetotal amount 'Of 
securities in the reserVe would. lit most sta.nd 'at 
132 'crores '(4"7 lndianplus 15 :tlon-lndian 'a.t 2s. 
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parity, pills 20 newly created Indian securities). 
There would, after all the inflation tha.t was done, 
ha.rdly be any need for further increasing the fiduciary 
iRsue . alid a (85 minus 8'2 equal to) 3 crores margin 
was more tha.n Bufficient. As a matter ~f fact since 
there was no necessity for creating Indian securities 
to the full extent of the gap caused by the revalua
tion, the margin wa.s more than 3 crores. There 
would hardly be ~ny occasion for the Government to
a~a.il itself of the margin, since it had by the same 
Act of 1920 a. new way open to it for issuing notes 
against bills of exchange. We shall discuss the 
details of this new opening tater on. Meanwhile 
the position with am 85 erores maximum fiduciary 
limit WRs quite strong. No £m:ther pennanent in
crease of the issue wall 'COntemplated, which won:ld 
require a more than 85 crores fiduciary limit. To 
meet seasonal increases an elastic bill issue was pro
vided. Yet if we may anticipate later -developments, 
this maximum fiduciary limit (Indian and non.;. 
Indian) ·owing to the persistent demand for a per;. 
ma.nent expansion ·of the note issue, had to 'be in
creased in 1925 to 100 crores. 

§ 10. The realisation of the 'Permanent consti
tiItion implied t-herefore the extinguishing of a huge 
&mount of Indian created securities (59 -12 or 
47 crores). It was not a process that could be 
undertaken n.ndacoomplished with a :light heart, 
save with the al'lsistance of some Alladin's lamp. 
'Meanwhile, the -Government ·would not of -course sit 
idle. It would endeavour in several ways 'to hasten .. 
the conditions that 'WOuld make the permment 
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constitution possible. Hailey on behalf of the Gov
ernment, was full of cheer. • At the same time,' he 
assured the meIJlbers, • the Council must not suppose 
that we are nearly taking now a Pisgah sight of the 
Promised Land and are content to wait on the course 
of ev.ents or an act of providence to enable us to 
reach the standards given in our permanent consti
tution. Far from that, we propose to hasten the 
arrival of the appointed day by setting aside every 
year for the purposes of our reserve the whole of the 
interest on our English and Indian securities in the 
paper currency reserve. Further in order that there 
will be a. full guarantee that we have done so, there 
will be an annual attestation, by the guardian of 
our official conscience, the Auditor-General in India. 
Roughly, this interest will amount" to £2 million 
annually. We shall go further than this, although 
we have not provided in the bill for this measure, 
and when" our gold standard reserve amounts to 
£40 million,-it is now £371 million, we shall take 
all the interest from that· and place it to the credit 
of our currency reserve' (Legislative Council, 2nd 
September, 1920). 

It is clear the Government realised that the goal 
was a distant one. The means proposed to bridge 
the distance were, as just stated, two in 
number: the appropriation of the interest of 
the securities in the Currency reserve, and con
tribution from the gold standard reserve, when 
it had reached a certain figure. Both were more or 
less uncertain. As events proved, however; the 
second was a little more trustworthy than the first. 



THE COVER OF THE IS SUE 183 

It has been to some extent used of late years. At 
the valuation of the gold standard reserve on the 
15th March, 1922, it was found for the first time to 
have exceeded £40 million. The excess, which 
amounted to £1,418,690 was, then utilised for 
strengthening the currency reserve in India and. 
214 lakhs of created securities were cancelled, this 
being the equivalent' for the sterling sum at the cur~ 
rent rate of exchange. Next year, in 1922-23, the' 
excess appropriated was £1,400,038 and RR. 2121 
lakhs of created securities in the paper currency 
reserve in India were cancelled. Since then no 
further appropriation from the gold standard reserve 
has taken place. The second method of wiping out, 
by crediting interest from paper currency securities, 
had to be postponed year after year, and has not yet 
been actual1y used (1926), The temporary proYi:
sions have thus remained temporary for ever: The 
1923 Act which almost verbatim reproduces· the 
provisions of the H120 Act (Act 45) except that it if; 
a simpler Act to understand, which is no small virtue 
for currency Acts, keeps up the distinction between 
the temporary and the permanent provisions. One 
fails to see however what the good was of incorporat
ing the permanent clauses into the Acts at all, 
knowing fully that they could not be realised till 
after 20 or 30 years*-except that they served to 
encumber the Acts. The currency system has been 

• Prof. Jevons thought that the permanent provis;ons' could be 
realised in five or six years' time (Money, Banking and Exchange in 
India., 1921J). He could nat of course then foresee how later events 
would belie his expectations. 
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given the appearance of stabilisation, while in 
reality, that ideal is still as far off as ever. Those 
who allow themselves to be deceived by appearances, 
would perhaps derive some satisfaction by looking at 
the clauses in the Act. Deflationists will possibly 
discover in them an honest desire on the part of 
the Government to defla~. But they ma.y live to 
be disillusioned, as even a carrying out to the letter 
of the permanent provisions may not lead to defla
tion. It will depend on the way in which the Gov
ernment makes the reserve conform to the permanent 
provisions. The provisions simply insist on an 
upward limit of 20 crores of Indian securities. If 
the excess is wiped out, out of income, cancelling· 
the equivalent note circulation along with the created 
securities, then that would mean deflation. If, on 
the other hand, as the created securities go, their 
place is filled up by new British securities to whose 
holding, it may be noted, there is absolutely no limit 
as long as the basic ratio of 50 per cent. metalJi~ 
reserve is not violated,-the total issue has no likeli
hood of shrinking. The mere wiping out of Indian 
securities may not affect the circulation but only 
alter tlie constitution of the reserve, replacing the 
created securities by new British Treasury Bills or 
silver and gold. Recent evidence seems to show that 
this is what the re-adjustment process is tending 
towards. The Government 8e€'mR to be sl~wly yi€'ld
ing to the cry of more money which the business 
community in India is eternally surrounding it with. 
There are not many signs of contraction of the issue. 
Although generous provision haa been made towardS 
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the issue of emergency currency, it seems to have 
produced a demand for still more money. It is not 
argued here that deflation would be the suitable 
currency policy for India. The best currency policy 
is neither deflation nor inflation, but stabilisation. 
But it shows the vaccilating nature of currency 
policy in India. It is doubtful if in recasting the 
paper currency, the Government had any definite 

. aims of deflation, but that they inclined towaids it 
to some extent, admits of no doubt. The utterances 
of Government officials give that impression. It is 
however not known in which way the permanent 
provisions are going to be given effect to. In 1920 
(August) the Finance Member solemnly promised 
that the interest from the security reserve would be 
used in wiping out the created securities. He added 
with grim earnestness on the 16th September, I To
wards extinguishing tlte rupee securities which 
during the transitory period we shall need to create, 
we shall also apply the profits on our rupee coinage 
when such again arise.' Happily for him, no fresh 
coinage of rupees has since then been unde:r;taken 
(except recoinage). Hailey even went further .• ' I 
would,' he said, . add that there is yet a third method 
which we shall apply for hastening the appointed day. 
We shall take the interest (or to be more correct, 
the difference between the discounted and the matur
ing value) of the commercial bills of exchange 
which we shall be able to hold as security for the 
special seasonal and expansional issue which is pro
pose<I as a new feature.' This th~rd method was' 
only in- reality a part of the first: namely,inter~st 

24-
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from secnrities. After all these promises, what did 
the Finance Member say later? The operation of 
wiping out of the created securities by means of 
accrued interest from securiti~s was to commence 
from April 1st, 1921. On 22nd March, 1922, wel
coming a motion by \Vebb, the erstwhile redoubtable 
champion of paper currency, to credit the interest 
rather to revenue than to extinguish created securi
ties, Hailey· said that it was clear to them when 
drawing up the permanent provisions that it would 
be many years before they could work up to the pro
portion of securities laid down in them. He appre
ciated deflation. A deflationist policy would give 
India credit in Europe. But it would be difficult to 
carry out in practice. It would produce C undue 
stringency· in the money market. If the Govern
ment had been in the fortunate position with a 

• revenue surplus, there would have been no great 
difficulty. But working to a deficit they C were 
really not appropriating from revenue for cancella
tion; they were really only borrowing money on 
Treasury Bills for the purpose and the process there
fore was to a certain extent illusorY.' A proposal 
like the one made by 'V ebb was present in the Gov
ernment's mind when preparing the budget, but it 
" rightly felt some scruples in initiating any such 
itself.' He then spoke with an eye to the British 
money market, which has had not a little influence 
on o~ currency policy. • We may perhaps hope,' 
said the Finance Merp'her. C that financiers in Europe 
will look rather-at the general condition of our paper 
currency reserve than at the fact that we are tem-



'1'tiE COVER OF THE iSSUE .187 

porarity suspending the provisions of the Paper 
Currency Act-for we have to raise large sterling 
loans.' After some technicalities Sir Montague vVebb 
withdrew and the 'infant' motion was taken in 
charge of by Hailey who had no difficulty in carry
ing it through the House by 56 votes to 41. It is 
interesting to read in this connection the speech of 
Mr. M. C. Sahani, one of the few Indian members 
who spoke, and who evidently thought he under
stood currency matters as daylight. The wiping out 
proposal he characterised as an absurd one' which,_ 
however, found acceptance with not a few who did 
not understand the question of currency and 
exchange. ' The result of the motion was that the 
employment of interest of the paper currency secu
rities to extinguish created securities was not to 
commence till 1st April, 1923. That interest was 
to be credited to revenue as regularly done. In 1923 
the time was found still inopportune for devoting 
the' interest to the promised purpose. The need for 
revenue was more urgent. Hence by the Finance 
Act of 1923, the wiping out work was put off till 
1924, 1st April. In 1924 again the situation was 
unchanged. The Finance Act of that year, certified 
by the Governor-General, restored among others the 
grant of the paper currency interest to revenue pur
poses till 1925. The wiping out was deferred for 
another year.* . Meanwhile, the prospects of he~p 

• It was the same story in 1925. The Finance Act of .. 1925 again 
credik-d t.o revenue for a further period of one year up to 31st March, 
19"..6, the interest of the securities of the currency reserve. This was 
repeated in 1926 and the interest was to go to revenue till March, 1927: 
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from the gold standard reserve also darkened. It 
will be recalled that some help from that source came 
in, in 1921-22 and in 1922-23. But in 1923-24: the 
Government said, • 'When the Act of 1920 was before 
the Legislature, an undertaking was given to apply 
to the same purpose (extinguishing created secu
rities) assets of the gold standard reserve in excess 
of £40 million. But it has been decided to ('redit 
them also to revenue in the current year ano it is 
proposed to follow the same procedure for next year. ' 
The statement added that' there was no cancellation 
of created securities for the current year and in view 
of above no sums will be specifically available next 
year for the reduction of the created securities· ' 
(Budget for 1924:-25.)* The resuming of the can
cellation process is thus not in sight. The 
way that the Indian Budget is behaving for 
the last few years, makes one despair as 
to when the extinguishing process which is 
the stepping stone to the permanent provisions is 
to commence or if it is to commence at all. Yet, 
in the consolidating Act of 1923 the permanent pro
visions figure as the goal to which the temporary 
ones are supposed to be leading. There is only one 
advantage, if that can be called by that name, of 
retaining the picture of the permanent constitution 
in the Act, while neglecting the means to bring it into 
effect, and that is that it serves as an attractive ideal 
and allays criticism. But it is after all a hollow 

• In his Report for 1995-26, the Controller of the Currency states 
that the interest yielded by the Gold Standard Reserve amoullt~d to 
£1,977,674 the whole of which was appropriated to revenue. 
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pretension, an ideal so distant as liable to be itself 
changed in the long process of moving towards it 
and which had therefore much rather been left out, 
until the time was ripe for taking it into hand. 

§ 11. Thelatest alteration to be made in the 
amount of the security reserve was recently brought 
about by the Indian Paper Currency (Amendment) 
Act 19:25. By this enactment the maximum permis
sible fiduciary issue (Indian and non-Indian secu-· 
rities) was carried to 100 crores from 85 crores, 
hitherto in force according to the temporary provi-. 
sions. The reason for the extension is said to be to 
make the note-issue more elastic. What is wanted 
is· perhaps a permanent extension of the issue and 
not merely a seasonal increase, as otherwise the 
provisions of the emergency issue against bills of 
exchange-a feature of our currency acts since 1920, 
could be availed of. In view of the steady process 
of reduction of the total aggregate currency of India 
during the last few years-a permanent increase of 
the issue is perhaps desirable. But the powers 
taken by the Government may prove to be too much. 
The fiduciary issue, when the Act was passed, had 
not yet touched 85 crores. To increase the margin 
lmddenly by 15 crores, may be only to tempt ~he 

Government to inflate unduly. In that case, the 
price-level would however soon betray them. Judi
ciously exercised the new powers ought to create no 
alarm. The new expansion of the issue will, the 
Government anticipates, come about against British 
securities (temporary). But they could have been 
based upon Indian created securities as well, there 
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being no particular sacredness about British Pro
mises to Pay, as against Indian' Promises. 

This chapter may now be closed. .oWe have 
tried here to analyse the composition of the result. 
We find it to-day to be a heterogeneous miscellany 
The complications that arise out of such a reserve. 
suggest their own moral. It is that the constitutior 
of the reserve should be made simpler. There is 
no reason why gold and sterling should not be taken 
out of the reserve. They are not indispensible 
there. The problem of valuation which they bring 
with them is a sufficient evil for us to ask them to 
go. The- events of the last few years have proved 
.how much our currency reserve lies at the mercy of 
, valuAtion' -which may be rightly called the 
reserve-maker. The next few years may intensify 
the lesson.' As these lines are being written the 
reserve-maker it seems is once more going to make 
its influence felt. The Hilton Young Commission 
has recommended a new rate of exchange, viz., 
Is. 6d. to a rupee. If his new rate of valuation be 
adopted, it will mean a change in the size of the 
paper currency reserve, the gold and sterling portions 
of which will have to be re-valued on the new basis. 
The result will be !lome amount of un!lettlement. The 
Hilton Young Commis!lion, it is only fair to say. 
propo!les a comprehensive recasting of the monetary 
!lystem and accepting the totality of their recom
mendations the country may ensure not only a stable 
and permanent constitution for its paper currency. 
but may also perhaps solve the whole <]uestion of 
currency and exchange for all ~ime to come. But 
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there is no certainty that the recommendations in 
their entirety will find acceptance. The Indian ~ 
monetary system has grown up piecemeal a.nd the cur- . 
rency historian will not be surprised if the recom
mendations are only partially followed. \Vhether or 
not an attempt is now made to overhaul the entire 

konetary system, it is safe to predict that the 2s. 
rate is doomed. In its place, we shall either have 
the Is. 6d. rate as the Commission advocate or the 
Is. 4d. rate as championed by a powerful section of 
Indian opinion. The new valuation will materially. 
change the shape of the currency reserve, even if no 
other interference is made with it. As the 
, valuation' pendulum moves, the whole clock of our 
currency reserve has to be re-adjusted to it. As long 
as this unsteadying influence remains, so long will 
the atmosphere of uncertainty reign, and so long will 
all attempts at stabilisation be a pursuit of the will
o-the-wisp. 
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THE COVER OF THE ISSUE (Concluded). 

The Question 0/ Elasticity. 

q 1. Elasticity of issue, its different intepretations and its 
connection, in theory, with the market rate of interest, p. 192.
§ 2. Conscious and unconscious developments in connection with 
the growth of elascity. Various suggested methods of promoting 
elascity p. 196.-§ 3. The reason why the' currency reserve has 
been suggested in preference to other sources, p. 202.-§ 4. The 
recommendations of the Chamberlain Commission and of the Smith 
Committee with a view to increase the elasticity of the issue, p. 204.
§ 5. The suggestion of the Smith Committee, somewhat modified, 
incorpurated into t·he paper currency system in 1920. The first regu· 
lations in this connection, p. 206.-§ 6. Changes in the proce. 
dure of the issue of emergency currency made in 1923, p. 20S.-§ 7. 
The existing double opening for elasticity in the currency system 
summarised, p. 210.-§ S. Further changes in the procedure of 
issue in 1924, p. 212.-§ 9. The question of valuation, deprecia. 
tion and sundry other points relating to the security reserve, p. 213. 

§ 1. In pursuing the history of the security 
holdings right up to the present time, we had to 
omit considering the other reforms introduced by the 
Act of 1920 (Act 45). That Act had also new pro
visions designed to give elements of elasticity to the 
paper currency system. We may now convenient
ly isolate this question of elasticity and trace the 
developments in its connection, although strictly 
speaking, the whole question of the reserve must 
be looked upon as one, no part of it being separable 
from the others. 

The word elasticity, ~used in connection with 
paper currency is not very easy to define. Whe':l 
before the 1914 Commission Sir Montagu Webb 
was asked if he considered the paper currency 
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system as very inelastic, he repIied that he was not 
quite sure he understood the question. Sir Montagu 
should not have been ashamed of ·his ignor
ance. As a matter of fact the word elasticity has 
been used in many different senses. 'TO' different 
people it had different conno~ations. It hasbeeI;l. 
used in the first place in. the sense of a permanent 
expansion of the note circulation. It is then prac-· 
tically equivalent to bringing about an increase in 
the note-issue, by whatever means it may be. . Ad. 
vocates of elasticity in this sense reaJly want faci:.. 
lities for expansion only, not facilities for contract
ing the issue, if the need arises. They would there
fore dilute' the issue with as large a proportion of 
securities, preferably created securities which 'cost 
nothing to put into the reserve, as possible. In 
Indian Paper Currency history, apostles of such one:.. 
sided elasticity have not been rate. On the other 
hand there have been others who have tried to link 
elasticity to seasonal fluctuations in cUrrency, and 
wanted the note-issue to correspond to trade de
mands. They have not been anxious for facilities 
that would increase the note circulation for good, 
but wanted to utilise the paper currency for miti~ 
gating the seasonal stringency of money in the 
country. In a country like India, predominantly 
agricultural, there are bound to be considerable 
variations in the demand for' currency between 
different seasons. Elasticity in this sense wO'uld 
mean equalising the supply of currency to the de
mand all through the year. Its advocates want, 
facilities for seasonal expansion as well as seascinal 
contraction. In actual practice, the confusion 

25 
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bet\veen the two' schools of elasticity is heightened 
by the fact that both base their demand for expan
sion upon the rate of interest. If the rate of inter
est is. high, the market at once puts it down to some 
defect in the supply of money; it complains that 
the Government or the banks are not manufactur
ing enough money. This is natural, thanks to the 
.' gross perversion, of terms ' in J. S. Mill's words, 
whereby the value of money to the market means 
simply the rate of interest. The value of money as 
loanable funds is thus confused with the value of 
money as purchasing power. When the value of 
the former rises, when in other words the rate of 
interest goes up, the market thinks it can lower it 
by bringing down the value of money as purchasing 
power, that is its value in the second sense. Now 
it may succeed in this teniporarily and to a certain 
extent, but such a course provides no ultimate 
remedy fdr the ups and downs of the rate of inter
est. It is impossible to enter into the question of 
the rate of interest here, a vast and intricate sub
jeCt upon which full light has perhaps yet to be shed 
by the science of economics. But the fact is well 
established that the real rate of interest, founded on 
the supply and demand of capital, has hardly any 
conneCtion with the supply of currency, which IS 

merely the symbol for calculation of that supply and 
d.emand. It is only the temporary market rate 
'that can be ·affected by the fluctuations in the 
amount of currency. To try to correct the long
term interest rate by the issue of more or less money 
is impossible. Correcting the temporary interest 
Tate by this process has also its dangers. Thanks 
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to the efforts of Prof. Cannan who did so much to; 
introduce the idea into the modern theory of ~oney .. 
we have now to take material accoup-t of the elasti~ 
city of the demand for money~ As is the case with 
the price of all other things, here also expectatipp
of the supply plays quite an important part. The 
very assurance that emergency currency will ~e 

supplied may considerably affect the demand curve 
of money and affect the bank rate in an unexpected 
way. Secondly, it is not known how an announce:
ment that some additional f\mds· are coming to re~ 
lieve the market would exactly, affect the interest 
rate. We cannot say that a doubling of the avail
able funds will halve the rate of interest, or a halv
ing reduce the rate to half its former figure. That 
depends on the elasticity of the demand for money, 
Consequently how m).lch money willliave to be made 
over to the market to effect a d£:sirable cut in the rate 
of interest is always very difficult to say. To try to 
gauge the exact currency requ,irements of the (~om
munity; by the bank rate index, is thus not always 
a safe way . The mere high interest rate does not 
prove that more money is needed, a~ that high in
terest rate may be substantially the result of the 
announcement that more money is coming. A con,. 
tinual E:xpectation of more money may take the· in
terest rate high up to anywhere. as the German 
example only too clearly shows. In Germany the 
rate of interest had exceeded 100 per cent. and 
still there was no slackening in the demand for more " 
money at that rate. It was not to be concluded 
from that that Germany was suffering from 3. 

stringency of money-supply. In times of depre-
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~iation, the producer's psychology is that if he can 
buy Rs. 100 worth of goods now, three months 
hence,owing to the rise in prices, he would probably 
be able to sell them for Rs. 110. Thus, he would 
not hesitate to pay up to 10 per cent. per three 
trionths on the Rs. 100 that he wants to borrow. If 
tbe fact that he is ready to pay such a high interest, 
is construed to mean that there is a stringency of 
money in the country, and a benevolent Govern
ment goes out manufacturing more money, the de
p,t-eciation of cummcy would go on at a still greater 
rfi.te and the temporary loan rate would climb up 
still higher. 

It is not the intention here to go into any 
le!lgthy theoretical discussion on the rate of interest. 
AU that has been said is just to show that the mean-

, lng of elasticity, as linked to the rate of interest and 
its a remedy for long-term or seasonal stringency, 
has to be accepted with care. Granting that this 
elasticity is a desirable thing, the exact method by 
which the paper currency system has been 
suggested to promote it, has also given rise to a. 
difference of opinion. As said above .. the mere
expansion school would be satisfied with watering 
the reserve, that is increasing the amount of secu
rities therein. The seasonal expansionists propose 
various schemes. Some propose lending from the 
paper currency reserve in times of need, others pre
fer an additional issue, not in lieu of the existing 

. reserve but in exc'ess of it, for which the reserve may 
be in the shape of temporary securities. 

§ 2. Having thus put ourselves on guard about 
the different meanings of elasticity and about the 
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difference in methods by which it has been sought to 
be achieved, we may go on to trace the developments 
in its connection. The idea is really an old one. 
Whenever the question of the reform of the paper 
currency has arisen, the idea of introducing ele.:. 
ments of elasticity has always accompanied it. It 
has been already seen how later enactments after 
1861 all put up steadily the amount of the fiduciary 
issue. The busines!:! community consistently com
plained of the lack of elasticity. In 1899 for 
example in a letter to the Government, the Bank of 
Bengal suggested more elasticity in the shape of, 
loans from the Treasury or failing that from 'the 
paper currency reserve. ':My directors,' the letter 
said, • would also submit that the paper currency re
serve is the most suitable fund to devote to this pur-
pose, not only because it is large and steady ...... but 
because it is to the paper currency that other nations 
look for assistance. If effect is given to the pro
posal, the elasticity of the central banking resources 
of which the Indian :Money :Markets were deprived 
by the transfer of the paper currency to Government, 
will be restored.' (Letter to Government Dec., 
1899.) The proposal of the Bank of Bengal 'Yas 
also supported by the Bank of :Madras. But the Gov
ernment opposed it. It was stili the time when 
the currency reserve was looked upon as a sacred 
trust solely maintained for the convertibility of the 
notes, which might not be encroached upon by any 
means. Writing in 1900 to the Secretary of State. 
the Government said • this is a suggestion which is 
open to fatal objections' (Abraham's memorandum, 
1914 Commission). But though averse to any parli-
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cular method of bringing it about, the Government 
was not averse to the idea of elasticity. In fact they 
had a plan of their own in connection with the "trans
fer of the issue to a central bank which would have 
given considerable powers of seasonal expansion tv 
the riote~issue. Writing to the Secretary of State 
in 1900 (18th Jan.) the Government suggested that 
the proposed bank should be allowed to issue addi
tional uncovered notes on payment of a tax at 10 pee 
cent. This was evidently borrowed from the Ger
man Reichsbank system of elastic note-issue. But 
Government did not consider it safe to ' graft ' the 
German tax system on the issue as long as it was in 
its own hands. As however the project of a central 
bank did not then materialise, nothing more wa.s 
heard about elasticity. It must be remembered 
that already in half-hearted or indirect ways some 
elasticity had been introduced into the paper cur
rency. The growth of events saw a great deal vf 
the rigidity that marked the system in 1861, r\3-
moved by the end of the .century. Extended faci
lities, for one thing, had been granted for the issue 
of notes against gold since 1893. Notes up to any 
amount could be issued for gold now. Secondly, as 
the' Fowler Commission recorded, the effect of the 
Gold Note Act of 1898, by which notes could ba 
issued against gold tendered in England, brought 
further elasticity to the- system. The Act was 
made among other reasons ' in order to afford a 
measure of relief to the severe stringency , then pre
vailing in the Indian money market. . In 1902 it 
will be recalled, the provisions of that act were made 
permanent. From 1905 onwards, the opening vf 
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the London Sterling reserve further helped elasti:. 
city. Notes could be now issued against sterling 
resources or Council Bills in England: For various 
reasons however, not least of which was that such a 
process of expansion at the expense of the gold re
serves of London caused undesirable stringency 
there, the arrangement was not considered a very 
satisfactory method of promoting elasticity. Apart 
from all this, the metamorphosis of the rupee, from 
a free to a token coin meant indirectly substantial 
elasticity to the note circulation. The develop;.. 
ment had affected the character of the paper cur
rency system in an almost imperceptible but deep· 
way. Up to that time it could be correctly said 
that the note system of India was similar to that nf 
England, both equally rigid, the excess notes in 
both countries being practically bullion certificates 
(speaking of pre-war England of course). But 
whereas in England the coin, remained equivalent to 
bullion, in India it itself became a note, and thud 
the costs of an increase of the note-issue on the 
backing of a token coin, fell considerably below what 
they otherwise would have been, had the rupee i'e
tained its free coinage. Whatever facilitates the 
expansion of an issue introduces elasticity. England 
has escaped from rigidity by developing remarkably 
her cheque system, India tried a .way out by appre
ciating her coins artificially. Hence for the sam~ 
real cost, she could issue more notes now. How
ever, although the net result of all this developments 
was evident in a steady increase in the gross circu..: 
lation, still there remained considerable room for 
more elasticity. The demand for some form of 
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tangible elasticity was voiced by nearly all the wit
nesses before the 1914 Commission. It will be im
possible to reproduce here all the suggestions made 
before the Commission. Mention might be made 
however of a few typical opinions. Sir Dabida 
Dalal wanted the notes to be based mainly on metal, 
with a portion of the issue against discounts as in 
the American Federal Reserve System. Sir Daniel 
Hamilton would lend freely from the paper currency 
reserve in order to mitigate the stringency of money 
and finance various internal development projects. 
His views are as interesting as they are impracti-

. cable. Hunter suggested a fiduciary issue of 40 per 
cent. of the total. But he realised the theoretical diffi
cultyof laying down a fixed percentage, as, if at any 
time the security reserve stood exactly at that figure, 
then the encashment of one single note would re
duce the metallic portion to less than sixty per cent. 
and take the fiduciary portion to just over forty per 
cent., by however small a fraction it might be, and 
the legal line would have been crossed. (For a dis
cussion of the theory of the different kinds of re
serve, ho better book can be perhaps refer!ed to than 
Kinley's Money.) Hence, as an after-thought, 
~ter would make th~ fiduciary proportion 
variable between fifty and sixty per cent. Lionel 
Abrahams whose suggestion conforms most to' what 
the Paper Currency Acts now provide for, said, ' It 
would be an improvement if arrangements were 
made by which' additional notes could be issued at 
suitable t~rms specially in the busy geason either un
covered altogether or against first class bills which 
became due to be paid off three or four months 
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hence. Then by putting such securities III the 
paper currency reserve and issuing notes against 
them, there would be a possibility of elasticity, 
humanly speaking, without any risk at all. 'For 
an opposite view Sir Clinton Dawkins, an ex.:. 
Finance Member may be quoted. He said that if 
any lending was to be made at all from the paper 

. currency reserve then, for the interest of the tax-
payer, that is of the Government, it should not be 
lent for a few months in the busy season and left 
idle throughout the rest of the year, when opport:u
nities were available for lending it for thewhold 
year. He put himself against all seasonal lending. 
His view, based upon the philosophy of profit and 
loss embodying a narrow and departmental outlook, 
was also the view of many others. Lord Inchcape 
and Sir B. N. Mitra (then Mr.) suggested an one
third fiduciary issue, the former • with diffidence,' 
and the latter adding that a part of the fiduciary issue 
instead of being put into securities might be utilised 
for assisting trade. F. C. Ie Marchant thought a 
proportion of the minimum circulation would be a 
safe practical basis. He would take a series of years 
and find out the average minimum circulation; Lord 
Meston had an elaborate scale according to which 
the issue should be graded, namely forty per cent. of 
the reserve for prompt conversion, 20 per cent. in 
gold for prompt purchase of silver in the case of !), 

run, 30 per cent. in permanent securities and 10 per 
cent. temporary investments in assistance of .. the 
market. Sir Felix Schuster also had a scheme of 
his own. Howard advocated loans from the paper 
currency to the banks in the busy Sea!;lOl}. AF$ ~ 

26 
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suitable rate of interest would be charged, he saw 
no danger to the interests of the tax-payer. Sir 
Montagu Webb also supported the idea of loans from 
the fiduciary portion. C. D. Saraiya, late Manag
ing Director of the Indian Specie Bank was opposed 
to lending as he thought that any meddling with the 
reserve would shake Indian faith in and stop the ex
pansion of the paper currency. Mr. H. M. Ross 
suggests lending 10 crores for easing the markd. 
The loan would be in lieu of part of the fiduciary 
issue, not in excess of it. M. I.J. Currie favoured 
lending. He pointed out that by lending to the 
banks for half the year the interests of the tax-payer 
would not suffer in the least, as the permanent 
loans fetched interest usually at a rate of 3! per 
cent. while the temporary loans ",ould be able to earn 
about 7 per cent. in half a year. 

§ 3. It may be noted here that Government pos
sesses two possible sources from which temporary 
loans in aid of the market may be given. Of these the 
general Treasury Balances although they locked np 
a great amount of funds, were in the opinion of the 
Government not a suitable source to tap. The 
bitlances, as Hunter has explained, often come as 
fast as they go. If the market got into the habit 
of expecting assistance from them, a crash. would 
come if suddenly that was withdrawn in any bad 
year. On the other hand the Government has no 
choice but to collect its revenue just at the time 
when the market most demands money, that is to 
say at the time of the harvests in the busy season, 
as otherwise the taxes could not be perhaps collected 
at lt11, The time when the crops come in is the 
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most suitable time for collecting the revenue. The 
abolition of the Reserve Treasuries has now in a 
large measure liberated the general treasury funds 
for the relief of the market. But at that time the 
Government co.uld not contemplate lending fr~m the 
treasury balances. The other fund, the paper cur
rency reserve, was also equally out of their reach. 
They considered it as a 'Trust Fund' (Meston·~ 

words) which must not be .encroached upon. It 
would be useless to accumulate more opinions o.n the 
question. It was a peculiar .thing in India that just 
at the time when the paper currency reserve was at 
its strongest, there existed in the market a strong 
demand for loans. It came about thus that the 
ability to lend from that reserve stood at its maxi
mum when the necessity for loans wa~ most urgent. 
It was natural therefore that owing to this coinci
dence, the paper currency reserve should be so often 
suggested as the source wherefrom to advance the 
loans. In the busy season the people take out notes, 
and in the slack season they generally buy back 
coins for the notes. In the busy season, as Mr. 
Keynes showed by facts and figures, the' active cir
culation '. (that is the circulation among the public) 
stands at its largest, and that means that the call on 
the reserve is at that time the least, and consequent
ly, the power to lend the greatest. In all recent 
years on his showing, the maximum circulation hat;l 
been in Ja~uary, February and March, the busy 
season in India, when usually the bank rate stand,3. 
at 8 per cent., and the minimum has been in June, 
July and August, when the bank rate goes down to 
about 3 per cent. The time when trade most 
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requires assistance, is the time when the currency re
serve can best afford to give it. Lord Meston agreed 
that this was so, but did not still think the currency 
reserve was the most suitable fund to lend from. 

§ 4. In view of all this evidence it was natural 
that the 1914 Commission would suggest some means 
of increasing elasticity in the note-issue. They re
commended the fiduciary issue to be forthwith in
creased from the then existing 14 crores to 20 crores. 
But instead of merely fixing this figure as a maxi
mum they proposed that the maximum of the fidu
ciary portion should thereafter be fixed 'at the 
amount of the notes held by the Government in 
Reserve Treasuries plus one-third of the net (mean
ing gross minus notes held in the Resene Treasuries) 
circulation for the time being.' Secondly a sub
stantial portion of the securities in the reserve were 
to be short-dated ones. They further recommended 
temporary loans from the reserve both in India and 
in England. In India, this would enable the Gov
ernment to 'earn interest on sums which would be 
otherwise idle needlessly.' At the same time the 
market would be . relieved. Temporary loans in 
England were justified on similar grounds of profit 
to the Government. Before any of these recom
mendations could be fully considered or carri,ed out, 
the War had intervened and the fiduciary issue had 
to be increased perforce-to a huge extent. The 
question was reconsidered in the light of War ex
periences by the 1919 Committee. It was their re
commendations which, slightly modified, were 
incorporated in the 1920 Act (Act 45), and now 
figure as the permanent features of the Indian paper 
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currency constitution. The suggestion of the Smith 
Committee was that the statutory minimum for the 
metallic portion of the reserve should be 40 per ceni. 
of the gross circulation. Although this would en
sure, by itself, very great expansive powers in the 
note-issue, for meeting special seasonal demands, 
they suggested a plan of issuing a limited amount of 
notes against temporary bills of exchange. In this 
respect their recommendation was based upon an 
examination of the proposals submitted by Mr. 
Howard. The Committee says, , The proposals for:
mulated by Mr. Howard contemplate that the note
issue should be based in part upon commercial Bills 
of exchange. We have given careful consideration 
to this plan, ,vith special reference to its applica
tion on the largest scale as the basis of the Federal 
Reserve Note system in the United States of 
America, and we recommend that it should be tried 
experimentally in India on a small scale, as the 
basis for the special power of expansion which we 
find to be advisable. The requirements of the case 
would, we think, be met by authorising in the first 
instance the if;sue of notes up to 5 crores on the secu
rity of commercial Bills of exchange in addition to 
the normal issue. The issue would take the form 
of loans to the Presidency Banks on the collateral 
security of Bills endorsed by the Presidency Banks 
and having a maturity not exceeding 90 days. The 
interest charged to the Banks for such advances 
should be not less than 8 per cent. per annum. The 
advances should be outside any loans made from Gov
ernment Treasury balances. The BIlls tendered 
as collateral should be bOlla fide commercial Bills 
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against goods under export, not only because such 
Bills would lead to the automatic retirement of the 
emergency note-issue on their maturity, but also 
because such Bills are more easily identifiable as re
presenting a definite commercial transaction than 
internal Bills, which may be created for purpose of 
finance or against goods held for l:lpeculative tran
sactions. If the difficulty of connecting internal 
Bills with definite transactions in commodities can 
be overcome, we should see no objection hereafter to 
authorising the tender of such Bills as collateral in 
addition to export Bills, but we think that at the in
ception of a scheme which is admittedly experi
mental it would be wiser to authorise the tender of 
export bills only' (para. 80, Report). 

§ 5. Following this recommendation a clause 
was inserted in the Act of 1920 (Act 45) authorising 
[ttl issue of 5 crores against Bills of exchange. Thus 
the long projected step was taken of introducing an 
element of seasonal elasticity into the paper cur
rency. The new method came in the way not of a 
direct loan from the' reserve, but of an additional 
bill-covered issue. The first rules and conditions, 
prescribed for the new issue show that in certain 
respects, a departure was made from the recom
mendations of the Currency Committee. T~e regu
lations laid down the following conditions for the 
issue of seasonal currency: 

1. In the first place, the Bills of exchange 
were to be internal Bills or • hundis' drawn for 
trade purposes. 

2. If the documents themselves did not bear 
any evidence of being drawn for such purposes, the 
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Imperial Bank of India was, to certify that, to the 
best of. its knowledge, the accommodation provided 
for was for the furtheranQe of trade. 

3. The Bills would remain in the custody f)f 
the Imperial Bank of India, as securities held on 
behalf of the Currency Department and should, if 
the Controller of the Currency so requires, be en
dorsed by the Bank to the Controller. 

4. The rate of interest was to be fixed by the 
Controller of the Currency, and was not to be less 
than 8 per cent, per annum. 

It will be recalled that the Currency Com
mittee had suggested export, not internal Bills. 
The Government of India, however, after 'con
sulting commercial opinion in the country reject~ 
ed the idea of basing the new procedure 011 

export Bills.' But it is difficult to see how by 
merely examining documents or insisting on a 
certificate from the Imperial Bank of Indja, they 
were going to safeguard against speculating transac
tions finding their way into the issue. !l'he manu
facturers of Finance Bills, it is preslijlled, take :1 

good care to give their bills every appearance of 
genuine commercial paper and it is very difficult to 
distinguish the chaff from tIre grain. The task 
would be no less easy for jihe Imperial Bank than 
for the Goyernment of India. . No· information is 
at all available -on the point as to how the Govern
ment satisfies itself thoroughly that the Bills are 
genuine. An enquiry that the present writer made, 
at the Currency Department elicited the usual 
courteous reply of regret at not being able to furnish 
any new light. There is reason to suspect therefore· 
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that the eruergenay issue is not fully speculation
proof. ' 

§ 6. The first loan made under the new sys
tem bore interest at the rate of 8 per cent. per an
num. It was made to the Imperial Bank on the 10th 
March, 1921, and was repaid on 27th April. Act 10 
of 1923 consolidating the law on' paper currency re
tained the provisions of the 1920 Act almost word 
for word. But whether because 5 crores was really 
an insufficient amount or a taste of the new emer
gency currency had created a desire for more money 
in the business community,-a keen demand grew 
up for more generous provisions. Further, the con
ditions under which the additional notes were issued 
were offensive to the people eager to have money at 
cheap rates. As just noted, the loans could only be 
made when the bank rate had touched 8 per cent. 
This was considered too high an interest rate. Con
sequently as a result of the pressure from business 
quarters, the provisions were revised in 1923 
(August). By Act 36 of that year the maximum 
permissible bill-issue was raised to 12 crores, from 
5. Government also announced its intention of in
troducing a sort of sliding scale in dispensing this 
amount, corresponding to the rise in the rate of in
terest. Sir Basil Blackett annonncing the new 
changes gave a review of the problem of seasonal 
currency in India which is well worth quoting. C The 
season'al currency problem,' Sir Basil said, C arises 
from the fact that when the crops have been har
vested payment has to be made for them by dealers 
whose balances have to be kept in the form of 
credit, to gTowers whose balances are kept in the 
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form of cash, so that during that period the dealers' 
have to draw' out the rupees required and if they 
have not sufficient balances at the bank have to 
borrow. The cash resources of the banks are dimi
nished and the loans required from the banks have 
been increased. If the banks have no other means 
of obtaining fresh currency they are bound to de
fend their cash resources by raising the rate of in
terest and discount.' It is at this juncture that. the 
Government steps in and lends to the Imperial Bank 
which acts as a, medium in broad casting the loan. 
Sir Basil explained that there was no special virtue 
in a limit of 5 or 12 crores, but 5 was perhaps too 
small and 12 might be too much. The plan of slid
ing scaTe which he then outlined provided for an 
issue not exceeding 4 crores, if the bank rate did not 
exceed 6 per cent., a maximum issue of 8 crores so 
long as the rate remained at or below 7 per cent., 
and for a further instalment of 4 crores if the bank
rate exceeded 7 per cent. This scale was an experi
mental one. What was wanted was elasticity 
which could not be had by too rigid rules. Therefore 
the Government reserved powers to change the rules 
whenever they considered that necessary. Apart 
from the provision of this seasonal 'currency, the 
Act of 1923, also reproduced the stipulation of a 50 
per cent. fiduciary issue at utmost, which was a new 
feature in the Act of 1920. In this connection, the 
Government had ~howed a greater concern for 
• safety first' than the 1919 Committee had Clone. ' 
The recommendation of the Committee was for a 
maximum fiduciary issue of 60 per cent. The 
reason for choosing It lower fiduciary proportion is 

2'1.i 



not far to· seek. It is that a far bigger quantity of 
metal in reserve is still necessary in the case of 
India, than in the case of any other country. 

§ 7. Thus was launched the double-edged elas
ticity .into the Indian Paper Currency system. First, 
the fiduciary issue was made proportional to the 
whole, and secondly, liberal provision was made for 
temporary emergency currency. The former made 
the issue elastic ovet long periods, while the latter 
introduced seasonal elasticity. If we choose to de
signate them by new names, we may say that both 
vertical and horizontal elasticity were provided for 
1lIldet the new Acts. It is obvious, the Govern
ment has beeh able to overcotne the difficulty in con
nection with internal • hundies,' apprehended by 
the Curtency Committee, as loans are at present 
made on their security in preference to export bills. 
On the whole, the experiment of emergency cur
rency has been a success, though doubts have been 
expressed in sotne quarters, including high circles 
ot officialdotn, as to its -efficiency as a complete 
remedy for high bank rate and seasonal stringency. 
All depends on whether the business community 
expects a continual increase in the amount of cur
rency yielded from this sources or not. If the 
GovernIIient shows signs of complying with their 
demand for more money, if inotlier words, the 
business people are led to hope that the Government 
would every time yield to their r~quest, and increase 
the a.vailable emergency currency then the bank 
tate, as expla.ined above, would in spite of the new 
currency, show a tendency of rising up. Every 
time 'Wore currency is created; the (lurreney is 



depreciated {Caeteris paribus, of eourse}. An expee. 
tation of a continually depreciating currency is the 
surest precursor of a. high bank-rate jn the short loan 
market. Hence, the Government would be well nd~ 
vised not to hurriedly increase the amount of tiuch 
currency, loanable to banks. But one fears it maY' 
again yield. Already the Bengal Chamber of Com
merce in a letter to the Government considers it a 
defect of the existing currency system that there is 
no means of a • permanent orquasi-permanerit ex
pansion of the c:urrency to meet the requirements of 
the country' (Statesman, Weekly Mail edition, 24th 
July, 1924). A more unsophisticated person than 
the august body of Bengal Commerce would have 
considered it a merit rather than a defect, as in Lis 
opinion the price-level of the coqntry would have, 
been the most important test of the' requirements 
of the country' as regards .currency. To the 
Bengal Chamber of Commerce and other bodies whu 
think similarly, the requirements of the country 
perhaps signify their own requirements ,or on 
the most liberal interpretation,the'necessity ,of 
bringing about a. state of things when money could 
be borrowed at very cheap rates. The lesspnsof 
Germany in exposing the treacherous ba.nk"rate iJ,1iI 

anything but a too sure index ~f currency J:"equire.
ments, seems to be entirely lost upon them. Sir 
Basil Blackett" who, in his speeches has shown an 
enlightened conception of the monetary problems, of 
India, has already 'grown suspicious of the 'advant~ , 
ages of the emergency issues. The Finance Mem .. 
ber Buggests, and quite rightly, ,that the 'Very 
knowledge that the emergency .currency ~wouldhl> 
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aVll-ilableaccentuates the stringency, because in the 
summer when money is plentiful banks lock up 
funds which they would have kept liquid for use in 
winter, 'had' they had to depend on their unaided 
sources. 'If this be so,' he concludes, ' we are as 
well off without the emergency provisions which 
contribute nothing towards a solution of the prob
lem • (Speech in opening' Central Bank Offices in 
Calcutta, July, 1924). 

§ 8. In 1924 further changes were made in the 
procedure of issuIng emergency currency. The 
effect of the new alterations is to slacken the screw 
still further iIi favour of a speedy issue of seasonal 
currency. In the autumn of 1924 the Government, 
as a result of urgent representations made to it by 
various public bodies, thought it desirable to modify 
the conditions governing the issue of emergency 
currency. It was proposed in future, while retain
ing the limit of 4 crores when the bank rate was at 6 
per cent., to permit the issue of the remaining 8 
crores when the bank rate was at 7 per cent. or over, 
without any specified limit at 7 per cent. The new 
regulations mean practically the end of the scale 
system. While however the sliding scale has dis
appeared, the existing maximum limit to the Bill 
issue remains as before, at 12 crores. It would, in 
the opinion of. the present writer, be unwise, to 
further increase this limit without some years of 
experIence. 

Another change'made in 1924 also has the 
effect of increasing the elasticity, in a limited and 
special sense, of the issue. By the Paper Currency 
(Amendment) Act of '1925 .. , as noted in ,the previous 
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chapter, the maximum permissible' fiduc;iary issue 
~-

was raised to 100 from 85 crores. Tilkmg all these 
measures together, it may be said that the Indian 
Paper Currency System now enjoys as fair an 
amount of elasticity as could be wished for for the 
present. 

§ 9. We have now been long upon the subject 
of the reserves. It can now be finished with a few 
remarks upon certain points regarding the security 
reserve. It will be recalled that the 1920 Act (Act 
45) provided for a 20 crores limit of securities held. 
in India as a permanent policy; Not more than 12 
crores of this amount could be created securities. 
Conditions were also put down as regards the period 
of maturity of the securities. The reason why 20 
crores was considere~ a safe limit for Indian secu
rities was because that represented practically· the 
portion of the note circulation which was in the 
hands of the Government, lying in its own treasuries 
or at its credit at the Imperial Bank. They could 
be thus suitably regarded as a permanent lock-up. 
These provisions strictly followed the recommenda
tions of the 1919 Committee. The Committee had 
also advised that, of the rest of the securities held iIi 
England, • not more than 10 crores should be in
vested in securities with more than one year's ma
turity and any securities so held should be redeem
able at a fixed date. The balance of the invested 
portion of the reserve over and above the 30 crores 
already provided for (20 crores Indian plus 10 crores 
long term English) should be held in short-dated 
securities with not more than one year's maturity 
issued by Governments within the British Empire 



other than the Government of India..' The recom
mendation of the 1914 Commission had been on 
mucli the same lines. These recommendations, 
more or less, find expression in the new Currency 
Acts (permanent provisions). The method of valua
tion of. all securities is the calculation of their pur
chase price. In the case of created ad hoc 
securities, or securities issued direct to the Currency 
Department, the market price of Bame or similar 
securities, on the day of issue, would be taken as 
their price. The problem of depreciation of the per
man~nt securities appeared in acute form during the 'V ar. Government had therefore to do something 
to keep up the value of the reserves. On this point 
Haily's speech in the Legislative Council on Sep
tember 16, 1920, gives a. resume of the Govern
ment's policy. f Regarding consols,' Haily ~aid. 

like all prudent persons, we realised some time ago 
that it was necessary to write down their value. Ac
cordingly in 1916 and '17 we placed a sum of 
£850,000 for that purpose. More recently we have 
transferred our holding of Consols to the gold 
standard reserve, obtaining from that reserve shori 
term securities in their stead. Therefore there is 
no further question of loss in capital value in regard 
to our consols. Regarding sterling investments in 
EnglaJ?d, the Bill (also the 1923 ,Act) provides that 
in future they should be short term securities. We 
are therefore fully protected against a fall in value 
in that respect. Regarding Indian permanent secu~ 
rities we now hold 8 crores, 2 crores being 1896-97 
3 per cent., and 6 crores being 3i·per cent. issue (c/o 
t;he figures for 1924 in next Chapter). 'Xhe Bill, 



(also 1923' Act) provides for 20 crores holding of 
rupee securities. Both these securities have de .. 
preciated. Speaking for myself, I cannot of course 
bind my successors, I may say that it will be fully 
recognised 'by the' Government of India that when 
we have written off the depreciation in our gold 
securities which is caused by the recent change ili 
the rating of the sovereign, we shall do our best, we 
shall indeed make it an obligation to proceed to 
apply, preferably from the interests of paper cur .. 
rency investments the sums necessary to bring these 
securities :UP to 'the value at which our 3 and 3t per 
cents. will stand at that time in the market. That 
disposes of the 8 crores long term securities (in 
1923, 10 crores). Regarding 12 crores which we 
shall be now allowed to create under the (perma
nent) provisions of our Bill, it is our intentiqn to 
create them in short-term securities preferably In 

our own Treasury Bills.' The extraordinary de
mands upon the revenue of the Government that 
have delayed the utilisation of the interest from 
securities in extinguishing the created securities, 
have also delayed its employment for the rehabilita
tion of the depreciating securities in the reserve. 
When. the task of starting a depreciation fund to \. 
compensate the falling off in the capital value of the 
securities, will again be taken up, it is impossible to 
foretell. 

Our paper currency system, it will appear from 
the foregoing survey. rests on the Act of 1920 (Act· 
45), reproduced in the Act of 1923. Act 45 of 1920 
is a landmark in the history of the paper currency. 
The next landmark will be reaclied when the time 
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comes for declaring the' appointed day'. when the 
permanent provisions, now only in the Act serving 
as a picture of the distant goal, will have been 
realised. For all our optimism, the day is still far 
off. In view of the recommendations of the Hilton
Young Commission, that day, for all we know, may 
not arrive at all. The Commissioners have proposed 

_ a thorough scheme of monetary reconstruction. and 
if their ideas are accepted, which is not wilikely, 
the whole of the permanent and temporary provi
sions will have to be scrapped and an entirely new 
set of provisions put in. 
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A NOTE ON THE FEDERAL RESERVE NOTE-IsSUE 

SYSTEM OF U.S.A. IN COMPARISON WITH 

THE INDIAN SYSTEM. 

The note-issue system of the federal reserve 
board of U.S.A., from which the principle of the 
Indian seasonal issue against bills of exchange has 
been borrowed, (see report of Smith Committee, 
1919), offers a number of featqres which have not 
all been copied in the Indian system. It is well
worth studying these features. They serve to shaw 
how in most respects the American provisions are 
far more liberal than the Indian in ensuring an easy 
elasticity in the note-issue, and how in certain res
pects they seem to be comparatively consertative. 
In both countries there is a periodicity in the de
mand for currency, although the high industrialisa
tion of U.S.A. makes the seasonal variations of the 
rate of interest there far less marked than it is in 
India. It must also be borne in mind that the 
cheque habit is prevalent to a far greater degree in 
U.S.A. than in India. The federal reserve Act has 
introduced a considerable amount of elasticity not 
only in the note-issue but also in the deposit cur
rency system. Even as regards .notes, it may . be 
noted that the federal reserve notes although form
ing a substantial part of the total issue, still do not 
form the whole of it. In India on the contrary the 
Government notes are the only paper money in cir
culation and consequently it is far more important 

. that it should have adequate elasticity than would 
28 



be the case if \ve had a number of other sources to 
fall back upon. 

The elasticity In the American System operates 
in the following way : 

Member Banks if they need notes rediscount 
eligible paper with their federal reserve bank and 
take the proceeds of the rediscount in federal reserve 
notes which pass readily as hand to hand money. In 
contrast to India these notes are not legal· tender 
money but they are always readily accepted. They 
are obligations of the U.S.A. Government and are 
, a first and permanent lien on all the assets' of the 
issuing federal reserve banks, including double 
liability of member banks on their subscription to 
federal reserve bank stock. The notes are issued 
agains.t certain high grade collateral. The value of 
the collateral must fully cover the value of the 
notes. The collateral may consist of 

(1) Paper endorsed by member banks and 
drawn for strictly commercial industrial or agricul
tural purposes or for the purposes of carrying or 
trading in securities of the U. S. A. Government, in 
other words paper of the type which is eligible for 
rediscount at a federal reserve bank. Limitations 
regarding both time and purpose characterise these 
eligible papers. As to time, notes rediscounted 
must have a maturity at the time of the rediscount 
of not more than 90 days (exclusive of days of gTace), 
except that a limited amount of bills drawn for 
agricultural purposes or based on live-stock may be 
rediscounted, provided they have a maturity not ex
ceedi~g six months (exclusive of days of grace). As 

to purpose. only two classes of paper are admissible; 
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they are (a) notes, drafts or bills of exchange bear
ing the endorsement of a member bank and ' aris
ing out of actual commercial transactions ' that is, 
issued or drawn' for agricultural, industrial or com
mercial purposes, or the proceeds of which have 
been used or are to be used for such purposes ' ; (b) 
notes, drafts and Bills of exchange bearing the en
dorsement of a member bank and issued or drawn 
for the purposes of carrying or trading in bonds and 
notes of the Government of the U.S.A. It is to be 
noted that only U.S.A. Government securities are 
mentioned, the law expressly prohibiting the redis
count of paper issued or drawn for the purposes of 
carrying or trading in stocks, bonds, and other in
vestment securities. 

(2) Bills of exchange endorsed by member 
bank and bankers' acceptances bought by the fed
eral reserve bank in the open market. 

(3) Gold and gold certificates. 
The federal reserve bank secures these note~ on 

application to the federal reserve agent after de
positing with the agent the rediscounted paper or 
other eligible papers in its portfolio. This process 
may continue as long as (a) the federal reserve bank 
gets eligible papers and (b) as long as its gold re
serve does not fall below the normal legal minimum 
of 40 per cent. It ~ill be observed that'in India no 
such minimum . metallic reserve is compulsory. The 

. notes are issued here simply on the strength of the 
Bills, without any further backing of metal. 

The eligible papers in U.S.A. thus offer a far 
greater freedom of choice to tlie banks wanting 
notes, than is the case in India. . In India neitb,er 
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external Bills of exchange nor Government paper 
is allowed to serve as the basis, and the conditions 
regarding the maturity of the paper seem to be 
stricter. In America further, extraordinary powers 
are given to the board to meet emergency situation. 
In such critical times the Federal reserve board may 
permit a reduction of the note reserve below 40 per 

.cent., provided it imposes a graduated tax upon the 
amount of the deficiency (of the reserve, not of the 
issue~a .tax which will consequently be added to 
the rate of interest and discount fixed by the Federal 
reserve board. In extreme emergencies the Fed
eral reserve board may suspend for a period not ex
ceeding 30 days and from time to time renew such 
suspension for periods not exceeding 15 days, any 
reserve requirements specified by the Act. 

The Federal reserve notes naturally re-· 
tire themselves. Any reserve bank, the Act 
says, may retire notes by depositing them 
with the Federal reserve agent or with the 
U. S. A. treasury, and then the bank receives 
back the paper (collateral) it had deposited 
with the agent. To make this process of retiremeilt 
still quicker, certain additional provisions have also 
been made. In the first place the national Lanks 
are not permitted to count the notes in their vault 
as legal money in forming their legal cash resenes. 
So that as soon as convenient they always return 
the notes and take back gold or some oth('r kind of 
notes that may serve as part of the legal reseIT(~. 
Transportation charges to further facilitate tht:ir 
speedy !"eturn are paid by the Federal reserve bank 
When such packets of notes contain notes of other 
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Federal reserve banks these must be sent to the res
pective banks. A second device to ensure the even
tual contraction of the issue, although this has not 
been up to now (1922),* made use of, is that the 
Federal reserve board is empowered to charg~ such 
a rate of interest as it may choose on Federal re
serve notes (uncovered) issued to Federal reserve 
banks. Evidently this feature has been borrowed 
by India. It will be noted however that in U.S.A. 
no int~rest is charged on all the notes, but only on 
those notes which are not covered by a 40 per· cent. 
gold reserve or gold certificates. There is no place 
for any Bcale of interest rates as we find in India, in 
the American system . 

• The A.B.C. of the Federal reserve aystem by E. W. Kem· 

IDW, 19911. 



222 PAPER CVRRENCY IN. INDIA 

A NOTH ON THE RATES OF INTEREST CHARGED 

FOR THE ISSUE OF SEASONAL 

EMERGENCY CURRENCY. 

The terms of the issue of additional paper cur
rency in times of monetary stringency, against self
retiring bills of exchange, have varied much since 
the system was introduced. Not only has the maxi
mum amount been increased but the scale of intercst 
charges has also been altered. How the govern:' 
ment has proceeded in preparing its new scale of 
charges, it is not known. The Smith Committee 
ill making the first proposal for the new bill issue, 
a.]so suggested a certain rate, but the Committee 
does not say what considerations governed its choice 
of that particular rate. The only basis on which 
such a scale of charges can be prepared is obviously 
the money rates in the market, and it may be pre
sumed that both the government and the committee 
satisfied themselves by an exhaustive study of the 
rates ruling month by month for a number of years, 
before they selected their scales of rates. The study 
of the seasonal periodicity of the bank rate, which 
I am appending here, does not pretend to be a very 
exhaustive one. The quantitative measurement of 
seasonal fluctuations is as interesting as it is an 
important subject. It is curious however that in 
none of the text books on Indian Currency and 
Banking (including even Mr. Shirras' otherwise 
useful work and Mr. Rao's recent study of Indian 
Banking), except in Mr. Keynes' book, do we find 
any thorough attempt at dealing with the question 
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of this periodicity. Still Mr. Keynes does not give us . 
any general averages so as to indicate the trend. 
In the tables that I am giving here I have taken up 
the rate of interest of the Presidency Bank of Bengal 
and later of the Imperial Bank of India (demand 
loan On government paper) ruling at the end··of each 
month and I have averaged them. I have thought 
on the advice of Prof. Bowley, that a period of 20 
years, 1903-1922, is quite sufficient for the pur
pose in hand. I have thought it proper to stop 
with 1922, because after that- year the seasonal 
issues of paper currency substantially affected the 
rates in the busy seasons. Since my object has 
been to study the monthly fluctuations of the rate 
before there was any emergency currency to relieve 
the market, it would have been unwise to go be.: 
yond 1922. Further the fact that the war period 
of 1914-18 has been included need cause no appre..; 
ciable error, as whatever abnormality they may 
have contained, has very likely been swamped in 
the result. To notice if the war period really made 
any difference, I had made separate calculations, 
leaving out fhe war years altogether. But the 
result has been substantIally the same. It will be 
seen from the figures that money conditions have 
been abnormally easy in certain yearg. During 
1914-15 and 1917-18, the bank rate never exceeded 
(3 per cent., the rate now selected for the release of 
seasonal currency. This -again happened during 
1925-26, the year having been remarkable for the. 
abundance of the supply of floating credit. Cons~
quently there was no occasion for issuing any addi
tional currency during the year. 
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MONTHLY RATES OF INTEREST. 

Yean. Jan. Feb. Mar. Apt May. Jun. Jul. Aug. Sep. Od. Noy. Dee. 

1903 7, 8 7 5 6 5 4 3 3 3 3 6 
1904 7 7 6 5 4 3 3 3 3 5 6 6 
1905 6 7 7 4. 4 4 3 4 5 5 6 7 
1906 8 9 7 5 . 6 4 3 5 6 7 8 9 
1907 9 9 9 7 5 5 3 3 5 5 6 6 
1908 9 9 7 7 6' 5 3 3 4 4 6 6 
1909 8 8 7 6 5 4 3 3 4 4 5 (j 
1910 6 6 7 7 6 4 3 3 4 5 6 7 
1911 7 8 7 7 6 4 4 3 5 5 5 5 
1912 8 6 8 6 5 4 3 3 4 5 7 7 
1913 8 7 7 7 6 4 3 5 6 6 7 7 
1914 7 7 6 6 5 4 3 5 5 5 6 6 
1915 6 6 6 6 6 5 5 5 6 6 6 6 
19168 8 8 8 7 6 5 5 6 7 8 8 
1917 8 7 6 6 6 6 6 6 6 5 5 5 
1918 6 6 6 6 5 5 5 5 5 5 6 6 
1919 7 7 6 6 6 5 5 5 5 5 5 5 
1920 6 7 7 7 7 6 5 5 5 5 7 7 
1921 7 7 6 6 6 5 5 5 5 5 5 7 
1922 7 8 8 7 7 5 4 4 4 5 5 7 

A\'P1'IIg6 fOl' 7.\15 7.M 6.9 6.\1 
ull ye"rs. 

5.7 4.65 3.9 4.15 4.8 5.1 5.9 6.45 

These figures are interesting and useful. They 
provide a fairly reliable index of the rates of in-
terest 'month by month which is invaluable to the 
paper currency administrator in fixing a scale of 
interest at which seasonal loans are to be made. 

By adding these monthly averages together alld 
dividing the sum by twelve we can next find out a 
general average for all months for all years. This 
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comes out to be 5.69. By comparing now th~ 
monthly averages with this general average for all 
months, a picture of the seasonal trend in interest 
rates may be easily drawn. The excess and the 
defects will provide a quantitative measurement of 
the expected ups and downs of the rate of interest, 
from the general rate for all months. Thus pro.:. 
vided conditions are normal, we may expect J anu
sry to add 1.56 to the average yearly rate, February 
to add 1.65 to it and so on. The complete list of 
monthly deviations are as follows (some plus, some 
minus):- -

JaD. Feb. Mar. ApI. Yay. J1ID. JuI. Aug. Bep. Oct. Nov. Dec. 

1.66 1.65 1.m. .&1: .01 1.Ot 1.79 1.540 .89 .59 .m. .76 

Taking the yearly average (5.69) as the zero 
line these deviations can be if necessary shown in 
the form of a very convenient graph. It will serve 
as a chart of .the seasonal trend of money rates. 

The table and the figures ought to throw some 
considerable light on the preparations of a scale or 
charges for the seasonal issue. It clearly points 
out that most of the money ought to be available 
when the rate of interest stands at 6 per cent. and 
the rest ought to be liberated when it reaches 7 per 
cent. On this basis, for five months of the year. 
namely, from December to April, we can profitably 
have the additional funds placed :in the market, 
no sum as a general rule being lent in the remaining 
seven months. 

The results for the -years 1898 to 1922 leaving 
out the 4 War years of 1914-1918 were much the 

29, . 
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same. The 20 yearly monthly averages were .as 
follows :-

Jan. Feb. Mar. Apt May. JUD. Jul. Aug. Sep. Oct. Nov. Dec. 

'1.5 7.8 'I~25 6.45 5.9 4.75 3.75 3.8 4.6 4.9 5.5 6.4 

The general average,· all months and all years, 
came out as 5.71. The deviations of the monthly 
averages from this general average were as follows 
(plus and minus) :- ' 

Jan. Feb. Mar. Apt May. JUD. Jul. Aug. Sap. Oct. Nov. Dec. 

1.79 2.09 1.54 .74 .19 .96 1.96 1.91 1.U .81 .21 .69 
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This chapter shall deal with three things. First, 
it shall try to interpret some of the statJ.sticscon
cerning the issue, 'secondly, a running survey wiU 
be made of the progress of paper currency legisla
tion, and thirdly,.a number of short biographical 
notices will conclude it. For considerations of 
·space I had to condense the statistical tables as 
much as possible. 

Statistical. 

§ 1. The history of the paper currency as re
vealed in the figures of circulation is briefly a history 
of growth. Ever since the foundation of the· issue, 
.the circulation had been steadily increasing. 
Barring the \Var period, the rate of this increase has 
been a remarkably steady.one. From 1862 to 1914 
the . issue presents generally a slowly rising curve 
through the years. There have been one or two 
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. sudden jumps, as in the year 1891 when the circula
tion nearly doubled from that of the previous year. 
Some years again disclose rather sudden contrac
tions in the :issue. But taking the rise with the 
fall, in a bird's eye view over the whole period, it is 
a 'story of the progressive increase in the gross cir
culation. According to Newmarch, the extension 
of the issue has been up to 1914 almost in geometric 
ratIo. In 1864 there were Rs. 5 crores worth of 
notes in circulation. In 1914 the circulation stood 
at 66 crores.In50 years the note issue had multi
plied to 13 times its original size, a not inconsidera
ble rate of increase. But all this progress was 
thrown into insignificance by the tremendous 
growth during the War. In the last 50 years 
before the War, the aggregate additions to the note 
currency amounted to a little over 60 crores, but 
between 1915 and 1920 the additions amounted to 
the colossal figure of 113 crores." India thus in 5 
years practically travelled a track that normally she 
would have perhaps taken one ~undred years to 
cover. It is true that the War inflation carried on 
in India was many times smaller in scale than what 
was undertaken in many belligerent countries. 
But although relatively to other countries, the in
crease may not have been very striking, yet as com
pared with the traditions of the country the increase 
must be regarded as an enorm~us one. At the end 
of 1918 the grosscircualtion increased 10 per cent. 
as compared with the pre-war level. The follow
ing index numbers, taken from Shirras, of the re
lative growth in circulation, present the facts in a. 
readilY' comprehensible fashion. 



THE GROWTli OF THE tssus 229 

Quinquennial averages 

1900-4 1905-9 1910-14 1915-19 

Jirculation (gross) 100 136 185 285 .. (net) 100 141 186 310 
I. (active) 100 131 183 817 

It must be observed that after 1919 the circulu
iion had still further increased. Between 1864 a:o.d 
L924 the groWth of the circulation can be con
reniently studied by means of the following decennial 
igures :-

Increase in Average Circulation. (Gross). 

riDaDctial 
-earl eDdiDg iD 
Ibi March. Lakba of rupees. years. Lakbs of rupees. 

1864 5,19 1904 36,41 
1874 11,15 1914 65,55 
1884 13,17 1924 179,01 
1894 28,29 

§ 2. What is the explanation of this huge in
~rease? The notes are by no means an ideal form 
)f currency, considering the special circumstances of 
[ndia. To the average Indian, bereft of any proper 
~ouse wherein to shelter himself and his notes they 
Lre very often more an encumbrance than .a help. 
Paper is destroyed by fire which is unhappily a 
familiar visitor to his thatched cottage. The floods 
md white ants are equally dangerous enemies. Above 
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all, the age-long tradition of using metal money 
makes it very difficult for the paper habit to make 
any headway with him. He is naturally suspicious 
about the sincerity of the promise written on the 
face of the note and very often he cannot. read it 
himself. The risks of forgeries . further dissuade 
him from using the notes. His dress almost always 
and his occupation sometimes,' are also ob
stacles' in' the way of a ready acceptance 
of the notes. In the face· of all these 
difficulties it is no small wonder .that the 'note 

. currency in India has been able to make such long 
strides, in less than three-quarters of a century. It 
is a testimony alike of the wisdom with which the 
goverIiment has managed the paper currency and of 
the disappearance of currency prejudices in the un
changing East. The spread of education and the 
increase in the means of communication .helped in 
this work considerably. The provision of adequate 
conversion facilities, the breaking down of· the 
circle barriers and throwing the whole country open 
to universal notes, have been also important factors 
in bringing about the increase, FUrther the 
absence of any appreciable use of cheques, the rival 
form of paper money, made the note in India do the 
work practically of both. With the rise in the 
prestige of the government, the confidence in the 
note issue also increased. The issue of small notes 
took the new cheap currency to the doors of the poor 
people also and the increasing popularity 'was re
flected in the increasing circulation. How strong 
the' foundation of faith in the note issue had become 
was proved by the shock of the "Var. In 'spite of 
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untold difficulties the convertibility of the notes wa·s 
maintained. Not only that, the issue was increased 
manifold. No doubt, the want of other forms of 
currency then contributed to a great extent to the 
increase in the circulation. Notes were pressed into 
circulation by every means possible. But this ele
ment of forced circulation cannot by itself account 
for the very conspicuous growth.of the issue. The 
growing confidence in the issue, begotten of the judi
cious administration of the previous fifty years, 
together with the decline of sentimental objectio1is 
against the notes, primarily accounts for it. The 
issue was almost taken to the breaking point, but it 
showed wonderful properties of elasticity. How 
much in recent years the :pote habit had permeated 
into the ignorant farmer classes would appe~ from 
the fact that :in 1918, for the first time the bulk of 
the jute crop in Bengal was financed by notes. In 
that year the Bank of Bengal remitted to Dacca, 
Narayanganj and Chandpur Rs. 567 lakhs in notes 
and fifty two lakhs in fUpees during the 
busy Beason for jute, frOID. August to Oct<r 
ber. For moving the Bame crops in the 
corresponding period of 1913, a. sum of 678 
lakhs in rupees and only 2 lakhs in notes was neces
sary '(Shirras). Similarly the cotton crop was 
almost entirely financed by notes. A further illus
tration of the ·extended use of notes, according to· 
Shirras, was found in Calcutta. • where one of the 
largest exchange banks in March, 1914, received· 
86.7 per cent. of its total receipts in notes, in March 
1919 this had risen to 96.27 per cent. leaving only 
a paltry 3.73 per cent. in rupees.' All this goes tQ 
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show that the note in India has been now very well 
established. If there was any doubt as to its popu
larity even 10 years ago, that doubt has now entire
ly disappeared. The notes are now as acceptable a 
form of currency as the coins. 

§ 3. A distinction used to be made in the for
mer statistics of the note issue between gross, active, 
and net ,circulation. The gross circulation com
prises all the notes that have been issued and not yet 
paid off. Net means tIle gross circulation minus 
notes held by the government in its treasuries. 
Active is narrower by one more degree. It is the 
net circulation less notes held by the presi
dency banks at their head offices. Whatever 
value this three-fold classification had before, 
with the handing over of the reserve treasuries 
to the Imperial Bank of India in 1920, the line be
tween the gross and the net circulation automati
cally disappeared. Onwards from 1920 therefore 
only the dual classification into gross and active has 
been used. The latter means the total amount of 
notes outstanding, less those held in (1) Gcvernruent 
treasuries and (2) in the local head offices of ,the 
Imperial Bank of india. It gives therefore a fairly 
accurate idea of the amount actually in circulation 
among the people at any given time. Notes held 

.by the Imperial Bank at its local head offices consist 
usually of high value notes forming part of the 
Bank's cash reserVe which.might be regarded as a. 
permanent lock-up. They should therefore be 
omitted from an estimate of the net circulation 
among the people. The point in not omitting also' 
the notes held at the branches of the bank is that 
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usually they , consist of such an amount of notes as 
is sufficient to provide for the ordinary current 
transactions of the banks and the tendency· will be 
for these balances to be reduced to lower figures in 
view of the facilities which the bank enjoys for ob
taining transfers through currency. The notes held 
at branches are therfore legitimately treated as in 
circulation and are included- in the figures of active 
circulation. This procedure has the additional ad
vantage of maintaining continuity .in the previous 
statisticsr' (Controller's report 1920-21). But it 
involves an anomaly. It is that as the Imperial 
Bank will be opening new branches or taking. over 
more and more the work of the treasuries, the same 
amount of notes formerly excluaed from the active 
circulation (since being in the treasuries) will now 
have to be included in that (since being at the branch 
banks). Although by this means the figures of a 
few years hence will not be strictly comparable with 
the present figures, yet the difference would have 
represented a real change of affairs. It will indi
cate that notes that formerly used to be held by the 
government, have now been transferred to the branch 
banks where they form part of the active circulation 
being used in current transactions. This method of 
dividing the issue into active and gross is certainly 
less open to criticism than that of trisecting it into 
gross, active and net. But objections are not 
wanting against this system of treating the govern
ment as a separate entity with regard to paper cur
rency. In 1914 before the Chamberlain Commis
sion, Lord Meston, a high authority on Indian 
finance, seriously questioned the wisdom of the pro-

30-
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cedure. He saw no reason why a difference should 
be made between the note circulation held by the 
public, and the other part held by the government. 
• Government,' he said, 'in all matters connected 
with what I may call their currency trusts or 
standard trusts, should put themselves out of court, 
rather· that they should treat themselves as being' 
private creditors. From that point of view, I should 
like to see the notes held by the government treated 
in exactly the same way as the notes held by the 
public.' The utility of a classification depends on the 
object with which the classification is made. If the 
object of the statistics supplied under the two heads 
is to indicate the relative impact of the circulation 
upon the convertibility of the note, the distinction 
between gross and active is certainly worth while, as 
it shows the part of the circulation in the hands of 
the government, which is not likely to be presented 
for payment. It is a rough and ready index of the 
popularity of the note. But if we want our 
statistics to interpret for us the total purchasing 
power in the country, no useful purpose is served by 
separating the amount of notes ;in the hands of the 
public from the amount held by the government. 
Both represent so much purchasing power. The 
effect of each upon the price-level is the same. As 
it is, there is a. balance of advantage in maintaining 
the classification iilto gross and active. 

The statistics of the gross and active circulation 
as well as the total investments of the paper cur~ 
rency reserve, are summarised below. 
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CIRCULATION OF NOTES AND CURRENCY INVESTMENT. 

IN LAXHS OF RUPEES. 

Year Circulation Circulation Currency 
31st March. Gross. Active. InvestIpent. 

1864 5,35 4,95 2,49 

1870 10,47 9,66 3,60 

1880 12,36 n:,OS 6,00 

1890 15,77 13,31 6,00 

1900 ' ... 28,74 22,09 10,00 

1910 54,41 39,98 12,00 

1920 174,52 153,78 86,86 

1924 185,85 169,06 71,03 

It is to be noted that the figures of active cir
culation up to 1890 are not quite correct, as they 
included notes held at the lTesidency Bank's Head 
offices. It is only after 1892 that the notes held at 
the head offices began to be separated, and correct 
figures of active circulation were available. 

§ 4. The rather close correspondence between 
the increase in note issue and the rise in the index 
numbers of general prices, will be apparent from the 
following table -<1903-22). This correspondence will 
have been equally apparent if figures for average 
circulation instead of gross circulation had been 
taken. It is not contended that paper currency was 
the sole cause of the changes in the price level. 
Many factors had been at work of which paper cur
rency inflation had been a most important one. 
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GENERAL INDEX NUMBERS OF PRICES IN INDIA. 

39 ARTICLES, 1873 BEING TAKEN AS 100. 

Years 

1903 

1904 

1905 

1906 

1907 

1908 

1909 

1910 

1911 

1912 

Gross 
Circulation 

31st March. 
Lakhs of Rs. 

35,72 

38,21 

39,18 

44,66 

46,95 

46,89 

45,49 

54,41 

54,99 

61,36 

Price-
Level. 

99 

101 

110 

129 

137 

138 

124 

122 

129 

137 

Years Gross Price-
Circulation Level. 
31st March. 

Lakhs of Rs. 

°1913 68,98 143 

1914 66,12 147 

1915 61,63 152 

1916 67,73 184 

1917 86,37 196 

1918 99,79 225 

1919 153,46 276 

1920 174,72 281 

1921 166,16 236 

1922 174,76 232 

This parallelism be~ween the price-level and the 
note circulation will be strikingly apparent if the 
figures are shown in the form of two historical 
graphs plotted op. the same base line of years. 

The gross circulation of paper money and the 
composition of the currency reserve'*' were as follows 
on 31st March, 1924. Returns for later years are 
easily available in the Currency Reports. 

* In the Currency lliWort for 1923-24 (p. 30) the reserve of internal 
bills of exchange held against the issue is not included; it is difficult 
to say why. One awkward result is that the total reserve there 
shown, does not 'tally with the total issue, leaving °for want of any 
explanation, an impression of incorrectness .about the figures. 
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LAKHSOF RUPEES. 

Gross Silver Gold coin Silver Securities Internal 
Circulation coin and bullion bullion bills of 

under coinage. exchange. 

185,85 74,18 22,32 5,82 71,53 12,00 

The se~urity reserve (other than the 12 crores 
of bills of exchange) was made up of the following 
classes of paper :-

Rupee securities. 

31 p. c. of 1842-43 
3 p. c. of 1896-97 
Indian Treasury bills 

Sterling securities-

British Treasury bills 

Cost price. 

8,00,00,000 
1,99,99,945 

..• 47,52,75,000 

.•. 13,99,94,800 

Throughout the above figures, gold and sterling 
securities have been valued at the rupees 10 parity, 
that is, 2 shillings for every. rupee. On an Is. 4d. 
basis, the rate that many people would like to see 
adopted, the total gold and sterling holdings would 
stand at Rs. 54,47,82,220 instead of at 
Rs. ~6,31,88:,147 as at present (on 2s. basis). The 
currency reserve consequently will be swollen by 
Rs. 18,15,94,013. This excess will have to be 
either appropriated for. revenue or credited to the 
gold standard reserve or go to inflate the note cir
culation. .. , 

. § 5. The seasonal variations in the size of the 
circulation is another interesting point about the fig
ures 'of Indian paper currency. It has been said before 
that the currency requiremElnts of an agricultural 
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country are bound to be jerky in nature, spread un
evenly over the whole year. In India normally, the 
the cold weathen is the time when the need for 
money is -the greatest. One harvest comes after 
another and the cycle, briefly is as follows:-During 
the rains from July to October, enormous amounts 
of ourrency are required to finance the jute crop in 
Bengal. With the close of the jute season begins, 
in the cold weather, November to March,the season 
for cotton, seeds, and wheat in Northern and South
ern India, and this is followed at the end of Decem
ber by the rice trade in Burma. The ebb and floW' of 
the paper circulation which result from the uneven 
distribution of the harvests, would have been quite 
striking by t,hemselves. But the situation is further 
complicated by the revenue collections of the govern
ment. While public expenditure continues fairly 
regularly throughout the whole year, the greater part 
of the revenue is collected during January, Febru,ary 
and March. A large part of the government balan
ces, when at this period they are at their highest, 
is. converted for convenience into notes, and the 
gross circulation is thus increased. The balances 
of the Presidency Banks also used to vary consider
ably, as they also in slack times turned into notes 
so much of their cash as was not wanted for use 
at ·once. After the recent handing over of the main 
part of the Treasury work to the Imperial Bank, 
the effect of the revenue collections as well as of the 
slack and busy seasons, may be regarded as being 
focussed on the same agency. The key to the situa
tion lij:)s in the conversion of the idle coins into 
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notes by the banks in the slack season, thereby 
increasing the gross circulation as well as the metal
lic reserve. The active circulation, however,· de
creases. In the busy season, the operation is re
versed. Banks obtain coins by the tender of notes, 
so that the metallic reserves as well as the gross. 
circulation decline. The active circulation; how
ever, increases. It must be observed that there are 
no two well-marked busy and slack seasons. A hl~sy 
season in one province often overlaps a slack one in 
another and may either be delayed or arrive early. 
No strict uniformity of trade cycles should therefore 
be looked for. 

The statistics of the note circulation given in 
official reports mostly refer to the circulation as on 
the 31st March in each year. This is the time when 
the official year ends. It is the time when the busy 
season is declining and the figures of circulation 
would be then different from the average circulation 
throughout the year. For a comparative basis, the 
figures for 31st March, are, however, quite satis
factory. How the note habit has increased is testi .. 
fied by the per capita active circulation on the last 
day of March, since 1915. In 1915 it was 1.4, in 
1917 2.1, in 1919 4.2, in 1921 4.6,. finally in 1923 
it stood at 5.0. -

§ 6. About the distribution of the note-issue by 
circles, tables used to be given in the yearly-publish
ed currency reports showing the relative circulatioIl 
in the different provinces. The competition, in this 
respect, for the first place used to be between Cal
cutta and Bombay, while the other circles fonowed 



240 ' PAPER CURRENCY IN INDIA 

at a respectable distance. In 1921-22 the lead was 
taken by Calcutta, but in 1922-23 the Western 
Presidency showed' an increase of circulation over 
Calcutta .. The distribution into circles is no longer 
shown, a departure having been made since the last 
issue of the Controller's report. The reason for 
ceasing to publish these figures is that they are not 
of much value. With the universalisation of all 
notes up to 100 rupees, the circles no longer possess 
any real significance. Still, as some few high value 
potes yet .remain outside the scope of nniversalisa
tion, the distribution of circulation by circles would 
have been interesting to compare. 

Most interesting is the question of the distribu
tion of the issue by different denominations of the 
notes. The following table taken from Shirras shows 
the percentage distribution of the circulation between 
note8 of different denominations from 1910-14 to 
1919. 

Percenta~e to Total. 
Denominations 1 2.8 5 10 20 50 100 500 1,000 10,000 
Pre·Vlar average 

2.2 24.5 1910c14 .4 3.226.3 4:6 14.7 24.1 
1915 (31st March) 2.6 24.3 .1 2.8 26.0 3.8 15.0 25.4 
1916 3.3 27.8 .1 3.3 30.1 3.4 13.3 . 18.1 
19J,7 3.8 26.2 .1 2.9 29.3 2.8 13.0 21.9 
1918 .3 .2 5.5 27.4 0.4 3.5 32.6 2.5 13.8 14.2 
1919 .68 1.2 6.0 30.6 .02 3.2 28.6 1.6 9.8 12.2 

It will appear from the above table that the 
Rs. 10 and the Rs. 100 hotes have consistently taken 
the lead. In later years too,they have been uri
doubtedly theruost popular. Except that the Re. 1 
and Rs. 2-8 notes formed a greater portion of . the 
circulation, the character of the issue iIi recent years, 
has remained practically unchanged. In 1920-21 
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the percentage of the Rs. 10 and Rs. 100 notes 'were 
35.5 and 31.9, respectively (of the total issue exclud.; 
ing the Rs. 10,000 notes). The Rs. 5 note in
creased to 9.5. The Re. ,I note declined from 8.7 
to 6.4 but this was no evidence of the lack of popu
larity of India's tiniest note. Owing to restrictions 
upon the issue of metal, Re. 1 notes had to be issued 
formerly in very large quantities, but in 1920-21 
payment was renewed in, coins or notes freely, as 
the payees wanted. The circulation of the Re. 1 
note in former years was to some extent {orced. But 
in 1920-21 the circulation for the first time repre-:
sented acceptance by pure choice. By 1922-23 a 
slight increase was noticeable in the p'ercentage , of 
the Re. 1 note. It was then 6.7 of the total issue 
(excluding Rs. 10,000 notes). The share of the 
other important notes will be seen from the table 
below (the Rs. 2-8 note being omitted as negli
gible) :-

Year Re.1 RB.5 ,RB.10 RB.50 RB.100 RB. 500 ,Rs.1,000 Total 
1921~29 ..• 6.9 10.0 86.3 2.5 34.9 1.3 9.3 100 
1922·23 6.7 10.0 34.7 2.3 36.4 1.0 '8.8 100 
1928-24 ••• 6.6 9.3 33.4 1.8 40.5 .9 7.5 100 
1924-25 •.. 2.5 9.3 40.5 1.5 37.7 .8 7.7 100 
1925-26 ••• .4 9.2 45.2 1.3 35.4 .7 7.8 100 

The Rs. 2-8 note has now finally disappeared 
from circulation. Never since it was introduced 
has that note really been a popular form of value. 
III 1921-22 it formed only .2 per cent. of the circu
lation and was no longer being issued. In 1922-23 
its share had still further declined, falling down to 
.1 per cent. of the whole. In popularity the Rs. 10 
and the Rs. ,100 note, still lead. The new forgery':' 
proof design of the Rs. 10 note has perhaps highly 

31 
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contributed to forcing its share to such a high per
centage of the total. 

§ 7. A word about the sources of information. 
By far the best source of paper currency statis
tics is of course, the ' Currency Report' issued an
nually by the Controller of the Currency. Inde
penaent Currency reports had been published for a 
very long time, although some of the earlier copies are 
hardly available now. Since 1910-11, however, the 
two separate reports which formerly dealt with (1) the 
movement of funds and'the resource operations of the 
government and (2) the operations of the currency 
department respectively, have been combined into 
one report. The reason was the re-organisation of 
the currency department and the discovery that the 
management of the government balances was closely 
bound up with trade and currency. After this 
amalgamation, the Currency Report has suffered in 
some respects. There is space now for fewer 
currency tables than were possible to give in former 
reports. The Currency Report i~ a general review 
of the monetary conditions throughout India and 
deals with exchange, fore.ign trade, banking, and 
several allied matters, incidentally. The share of 
attention falling upon paper currency has, no won
der, declined. Besides these yearly reports, ab
stracts of accounts of the department are published 
in the Gazette weekly. Up to 1A91 they were pub
lished once every month, but the more frequent pub
lication once every week, was decided upon in that 
year (v"ide 1897-98 report). Selected paper cur
rency tables also appear in tIle Statistics of British 



TIm GROWTH OF THE ISSUE 243 

India, new series (1923), although in more con
tracted form than in the older series ,(of several 
volumes ). 

§ 8. The paper currency department is a reve
nue-yielding department of the State. The profits of 
the paper circulation, though not very considerable 
in former years, have grown up to quite respectable 
figures in recent years. The growing profits are 
illustrated in the table below :-

Years Profits in lakhs Years Profits in la1.h8 
ending 31st March of rupees ending 31st March of rupees. 

1870 14 1910 27 
1880 25 1920 349 
1890 21 1924 212 
1900 29 1925 249 

1926 284* 

Before passing on to a review of legislation, 
mention might be made of the great increase in 
forgeries, along with the increase in circulation. A 
portion of the Currency Report is every year concern
ed with the forgeries, which are sometimes quite 
cleverly done. Sir G. Fleetwood Wilson said once 
that the most perfect forgery he ever saw was on a 
Japanese pocket handkerchief. In the centre of it 
was an absolute facsimile of the Rs. 10 note. Every 
Currency Report will speak of forged notes equally 
cleverly done. Some figures are given below which 
will serve to illustrate the great increase in the num~ 
ber of forgeries .. They disclose a situation which 
calls for prompt and vigorous action. The forgeries 
recorded in the Currency reports refer, however, to 

• The figure for 1926 is only approximately true. 
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detected cases. How many remain undetected can 
only be left to coniecture. 

NUMBER OF FORG'~D NOTES RECEIVED AT 

CURRENCY OFFICES. 

Years. Number of Notes. Years. Number of Notes. 

1892-93 19 1919 1,174 

1900 155 1020 1.896 

1905 100 1921 4,597 

1910 129 1922 6,042 
1915 170 1923 7,237 
1916 97 1924 11,638 

191'1 96 1925 14,160 
1918 396 1926 11,445 

PROGRESS OF LEGISLATION. 

§ 9. The following are the successive enact
ments that have been made in relation to paper 
currency in India. 

1 (1) Act 19 of 1861. It founded the govern
ment paper currency in India. Reproduced in full 
in appendix A . 

., (2) Act 24 of 1861. . An act to enable the Presi
dency Banks to enter into arrangements with the 
government for managing the issue, payment and 
exchange of government currency notes, and certain. 
business hitherto transacted by the government trea
suries. 
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,(3) Act 1 of 1866. An amending act. Lays 
down revised procedure for receiving notes for 
bullion. 

,(4) Act 30 of 1867. To be read and taken as 
part of Act 19 of 1861. Empowers the Governor
General in Council to transfer for purposes of the 
Currency Act, any town from any Presidency to 
another. Currency circles may thus cross provincial 
frontiers. 

I (5) Act 15 of 1870. An amending Act. Ca) 
Constitutes a. separate and independent Head Com
missioner of the currency other than the Mint Mas': 
ter. (b) The maximum fiduciary issue raised to 
6 crores fromo4. 

( (6) Act 3 of 1871. Consolidating and amend
ing the law. The minimum denomination of notes 
brought down to 5 rupees. The Government takes 
power to make and alter rules and regulations .. 

, (7) Act 20 of 1882. Called the Indian Paper 
Currency Act 1882. Act 3 of 1871 is repealed. New 
features are (a) Paper currency extended to Burma. 
(b) Currency Agencies introduced. Certain supple
mentary powers taken. 

, (8) Act 15 of 1890. An amending Act. Increases 
the invested portion of the reserve from 6 to 8 c:r:ores. 

I (9) Act 8 of 1893. An amending Act. (a) Stops 
and discontinues the issue of notes in exchange for 
silver bullion. (b) Removes the limit of the amount 
to which notes Will be issued for gold. 

, (10) Act 21 of 1896. An amending Act. The 
invested portion of the reserve further .raised from 
8 to 14 crores. 
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I (11) Act 2 of 1898. Provides for the issue of 
currency notes on the security of gold received in 
England. The Act to be in force for only six months. 

) (12) Act 8 of 1898. Amends the preceding act 
and lengthens its duration from six months to two 
years and a half. 

(13) Act 12 of 1899. Amends the law relating 
to forgery of currency notes. Additions of new sec" 
tions to the Indian Penal Code imposing' heavy 
penalties for forgeries. 

(14) Act 22 of 1899. An amending Act. Gold 
coins made legal tender at Rs. 15 to a sovereign. 
Notes to be issued in exchange for not only rupees 
but also for gold coins legal tender in ·India. 

(15) Act 8 ·of 1900. An amending Act. To 
remain in force for two years. Makes elaborate 
provisions for the issue of notes against gold received 
by the Secretary of State in England. 

(16) Act 9 of 1902. An amending Act. The 
provisions for the issue against gold tendered in 
England are made permanent. . 

(17) Act 6 of ·1903. An amending Act. Uni
verHalises the Rs. 5 note except in Burma. 

(18) Act 3 of 1905. Consolidating and amend
ing the law relating to paper currency. Called the 
Indian Paper Currency Act 1905. New provisions 
are (a) notes beyond certain years to be reckoned as 
out of circulation. All notes deemed to have been 
issued on the credits of the government and if pre
sented afterwards, will be redeemed from the gene
ral revenues. (b) Coin and bullion to remain part 
of the reserve during transit between England and 
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India. (c) Limitations as to the character and 
amount of securities in tlie reserve. Total invest
ments put down at 12 crores of which non-gov
ernment of India securities could be, at their maxi
mum, 2 crores. Cd) Transfers of office of issue from 
Allahabad to Cawnpore. 

(19) Act 2 of 1909. An amending Act. The 
exception as to Burma regarding the five rupee 
universal note withdrawn. 

(20) Act 2 of 1910. Consolidating and amend
ing. New features are (a) Notes up to Rs. 50 uni
versalised and power taken by the Governor-General 
in Council to declare any other note a. universal cur
rency note by notification in the Gazette. (b) 
Whereas in the 1905 Act the currency circles were 
Calcutta, Madras, Bombay and Rangoon, to the list 
are now added Lahore, Cawnpore and Karachi. All 
previous currency Acts affected by the new act are 
repealed. 

(21) Act 7 of 1911. An amending Act. 'rotal 
amount of investments increased to 14 crores. Non
government of India securities not to exceed 
4 crores. 

(22) Act 5 of 1915. A temporary measure 
amending Act 2 of 1910. 'During the continuance 
of the present war and for a period of six months 
thereafter,' the total fiduciary issue to stand at 
20 crores instead of 14 crores. 

(23) Act 9 of 1916. Next temporary war mea
sure. (a) Of the total fiduciary issue of 20 crores, the 
Secretary of State's holding of non-government of 
India. securitIes, raised to 10 crores. (b) Special 
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power to issue 'notwithstanding anything in the 
Act' notes up to. 6 crores of rupees against British 
treasury bills of equivalent value held by the Secre
tary of State. (c) Power to include created secu
rities in the reserve, ' any securities created by the 
government and issued to the Head Commissioner of 
paper currency, shall be deemed to be securities pur
chased by the Governor-General in Council and the 
market price on the day such securities are issued, 
of similar securities shall be deemed to be the price 
at which the securities so created were purchased.' . 

"(24) Act 11 of 1917. Consolidating the tem
pota·ry amendments made in the act of1910. To be' 
in force during the war and six months after
wards. New addition~the British Treasury Bills 
issue carried to 30 crores from 6. 

(25) Act 19 of 1917. Amending and a war 
measure. (a) Geographical area of the coin and 
bullion reserve widened, including now coin and bul
lion in any part of His Majesty's Dominions and in 
transi t thereto or therefrom. (l) Issue of the one 
rupee and the two-and-a-half rupee universal notes. 
(c) The special British Treasury Bills issue increased 
to 42 crores. 

(26) Act 6 of 1918. An am'ending Act. Also a 
war measure. The issue against British Treasury 
Bills further increased to 66 crores. 

(27) Act 13 of 1918. A war measure. Pro
vides that silver held in the United States of 
America or in course of transmission· therefrom . to 
be .deemed part of the reserve. 
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(28) Act 2 of 1919. Next war measure. An 
amending Act. The special issue against British 
Treasury Bills raised to 80 crores. ' 

(29) Act 26 of 1919. A temporary ap-d amend
ing Act. Ca) The British Treasllry Bill issue 
carried to 100 crores. (b)- To silver holdings in the 
l:.S.A. or in transmission therefrom, gold now added 
as part of the permissible reserve. , 

C3C) Act 21 of 1920. Conf?olidating an~ amend;.. 
ing the enactments amending temporarily the Indiail 
Paper Currency Act, 1910 .. Rec;eived tiH~ assent of 
tho Viceroy on 23rd March, 1920. To be in force up 
to ht October, U)20. Total pen;niss];le securities 
in the reserve put down at 120 crores but 'llo pres
cribed division between England and India. 

(31) Act 36 of 1920. Amends the Indian Coin:" 
age Act. Sovereigns are valued at Rs. 10 per $OVp 

creign. 
(32) Act 45 of 1920. Amends Indian Pafer 

Currency Act, 1920. New features are': (a) It rro
vides for issue of currency notes according to the new 
,'aluation of gold at Rs. 10 per sovereign and 'Rs. 5 
per hall~sovere!gn: (b) lays down the permanent 
constitution of tho' paper currency reserve. The 
metallic reserve not to fall below 50 per cent. of the 
whole iss\le. Gold coin and bullion held by the Sc~,!, 
retary of Stltte not to e~ceed Rs, 5 crore~ in value. 
The l5ecllrities held by the Secretary of State not t6 
be of longer maturity than one year frem tbe datr. 6f 
purchase. Seeurities 'held by the Governor~General 
in Council to bo securitielf of the Government of· 
India and their amount not to e;xceed Rs. ~O erOffS 
of which not more than 12 ~rares may h! secu,:,ities 

32 
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created by the Government of India and issued to 
the Controller of the Currency. (c) The statutory 
constitution to be brought into force on c day ap
pointed by the Governor-General in Council as soon 
as conveniently may be after the relation of the 
amount of currency notes to the amount of the Re
serve has been brought into conformity with the 
provisions outlined in the permanent c0nsnution. 
Pending tliat, during the intermediate period cer
tain temporary provisions arc to be in lorce. Ac
cording to them total securities held in the reserve 
to be limited to 85 crores. So long as the created 
securities forming part of this 85 crores exceed 12 
crores, interest from all securities to be applied to
wards extinguishing the excess. (d) Special seasonal 
issue up to 5 crores against approved bills of ex
change. 

Act 47 of 1920. The Imperial Bank of I:1dia 
Act. 

(33) Finance Act of 1922. The employment of 
accrued interest from securities to wipe away created 
securifes until they stand at 12 crores, a process 
which began from 1921, 1st April, put off till 1023, 
1st April. 

(34) Act 10 of 1923 .. Consolidates the law re
garding paper currency but 'makes no change in 
the existing law' (Blackett), only simplifies it. Sir 
Basil Blackett thus explained the necesl'lity for a 
simpUied act. 'It is' the Finance Mcm1::cr said, 
, almost impossible to understand the ex;sting A,cts 
in the form in which they are printed. One of the 
first things that happened to me when I found my
self ill the Finance Department, was that I asked 
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for a copy of the Paper Currency Act in its present 
form, and after a hard day's labour I gaYe it up.' A 
copy of the Act is attached to the work us Appendix 
n. 

(35) Indian Finance Act, 1923. The employ
ment of interest to wipe out created securities post
poned till 1st April, 1924. 

(3G) Act 36 of 1923. Amending the Ind;an 
Paper Currency Act of 1923. It introduces certain 
minor changes in the method of valuation of silver 
bullion in the currency resen'e. 

(3i) IndiariFinance Act, 1924. Among other
th:ngs it amends the Paper Currency Act. The em
ployment of interest of the securities to extinguish 
created securities further postponed till 1st April, 
1925. 

(38) The Indian Paper Currency (Amendment) 
Act of 1925. The maximum amount of investments 
permissible under the temporary provisions, raised 
to 100 crores from 85 crores. 

(39) The Indian Finance Act, 1925. The em
ployment of ~nterest of the securities in the reserve 
for extinguishing created securities postpcned again 
till 31st March, 1926. 

DIOGRAPHIES. 

Short biographical notes of persons who have 
mainly shaped the growth of paper currency !egibla
tion in India arc given below. 

~ 10. 1. C. Hngh Lushington. Yery few par
ticulars arc a\'ailable about his liIe and acti"itics. 
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Lushington, it appears, is a most usual name to 
come across in the list of Indian Officers hefore the 
Mutiny, Not less than 5 or 6 are met with in the 
Bengal Establishment. One of them E. II. 
Lushington actually came to occupy later the same 
post of Financiai Secretary to the Government of 
India as Chas. Hugh d:rl. Tlwre is thus some fear 
of confusion between the two. This particular 

,J.Jushington (C.R.) joined the Indian Civil Service 
in 1830 and after serving his probation as nn ~\ssis
tant to the 1fagistrate and Collector of f)arun up to 
1838 he was, in that year made special Deputy Col
lector for Shabahad and Sarun. From that pOilifon 
he rose toce the special Deputy Collector of Behar 
in 1841. In 1845 we find him to te the Resident at 
Malncca (See East India Registers 1830-G1), then 
in 169/j Additional Collector of Chittagong, a rathtr 
curious transfer. In 1851 he worked as the' Com
missioner for the purchase of lands for railway pur
poses.' Having thus seen through a diversity of 
official work Lush:ngton was mlde in 1852 Secre
tary to the Board of Revenue, Lower Provinces 
(Bengal) from where three years later he rose to 1:e 
the Secretary to the Government, of India, Financial 
Department and ex-officio Deputy Accountnnt
,General to the Government of India. He remained 
at that post up to 1861 when he retired from service. 
This is about all that is known about him. 'What 
he did iull:S .Iaterlife or whell he died, it is difficult 
to say. 

in 1863, his namesake E. R. Lushington he-
came the Financial Secretary to the Government· of 
India. . 
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§ 11. 2. James \Vilson (1805-60). A distin
guished politician and political economist. At 
sixteen, he was apprenticed to a. hat manufacturer 
at Hawick, his native place, but he had a passion 
for study. He is said to have still 'pursued far 
into the night the practice of reading and study.' 
After going through some turns of fortune. in 184-1 
I:e retired from business. Even l:cfore re:tiring ho 
had made a name for him!::clf by writing three 
works :-

(a) , Influence of the corn laws as aiIecting al~ 
classes of the community,' 1839.. In th:s he argued 
against the Corn Laws. His book is known to have 
mlde considerable influence on the mind of Cobden. 

(b) • Fluctuations of the Currency, Ccmmercc 
and Manufacture,' 1840. 

(c) , The Revenue, or ·What shall the Chancel
lor do ? '1841. In this he urged the illcrease of 
direct taxat=on and reduction of tariff. 

A great event in \Vilson's life was hi~ founding 
of the 'Economist.' This he started as a weekly 
paper in 1813, after consultation with Cobden an'd 
Villier3. It at once became a power inille business 
world and it has maintained its pos:tion ever since. 
Through the medium of this paper, \Vilson went Oll 

holding up the principles of free trade and urging the 
repeal of the Corn Laws. It is said in tlle cHrly 
stnges of Hs existence, he used to write nearly the 
whole of the .paPer. In 1847 Jle brought out another 
work-' Capital Currency and .Banking,· :conta:.I1-
ing mostly his articles in the' Economist.' He dood 
as a strenuous advocate 'of . the sure convertibility of 
the bank note. 
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\Vilson joined Parliament in 1847 and bctwr:en 
] 853 and 1858 he was Financial Eccrctary to the 
Treasury, a post which has supplied India with not 
It few Finance Members. In 1859 he was offered 
the post of Finance Member in the Governor
Genera:'s Council. • He hc.sitated about acecpting 
it, for he appreciated his influence in the House of 
Commons, recognised the gigantic difficultics wh:ch 
awaited him in India and was not tempted by the 
l,ligh salary, as through the success of his paper aided 
by some prudent investments he was Pl'Fscssed of 
affiuence.' On public grounds howeVEr te crier
mined to go and on 20th October, 185H, he Jeft 
England. In India he was face to face ,,'ith a de
ficiency in revenue and an enormous increase in 
public debt; He proposed, among others, an income 
tax on all incomes above Rs. 200 a year, but with a 
reduction for those not ,exceeding Rs. 500 a year. 
His proposals met with considerable opposition 
through the action of Sir Charles Trevelyan, but that 
official was prom.ptly recalled. \ViJson's budget and 
Trevelyan's recall excited much crifcism in 
England. Eesides starting the Government's Papcr 
Currency, he introduced great reforms in the public 
accounts. • He, it was who first'cvoked order out of 
the chaos of Indian finance.' 

On August 11th, 18(j0, \Vilson died ut Calcutta 
of dysentery and was buried in the Circular Road 
Cemetary. There is a full-sized marble stfttue in the 
DaHlOusie Institute at Calcutta, with a brief but im
pressive inscription. \Vilson was of active tempera
ment and fertile in ideas. 'His memory was mar
vcllousand 0.11 iron constitution enabled him to 
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accomplish a vast amount of work.' (The Dictionary 
of Nat:onal Biography.) 

§ 12. 3. Sir Charles \Vood, first Yiscount 
Halifax (1800-8;». Liberal M.P. in 1821i, in 
18:32 Joint-Secretary to the Treasury. In 1846 
he was Chanctllor of the Exchequer. He is 
said to have teen excee~ing:y well informed upon 
the Indian questions and as the President of 
the Board of Control had blen responsible for 
passing· the India Act of 185a. After some inter
mediate official .experience he hcarne the Stere" 
tary of State for India, on 18th June, 1859. 
lly means of a series of measures, he rrformed the 
finances, adapting them to the new state of things 
arising out of the extinction of the East India Com
pany: For railway growths and other purposes he 
was obliged to borrow largely. That resulted in an 
increase of the Indian Debt.- For this fil!cl • for the 
dispute which led to the res!gnation of Samu.el Laing. 
ill 18G2, he was severely but unfairly blamed.' 'fhe 
budgets of 18G~, 1804 and lSli5, were prosperous 
and he was able to r(duce expenditure and extin
guish debt. In 18G5, he met with a serious accident 
in the hunting field which obliged him to give up 
nIl arduous official work. He therefore r(signed 
the Secretaryship for India on 1Gth February,lS0G. 
He was raised to the peerage as Viscount Halifax of 
Monk Britton. His only return to official life was 
as Lord Priby Eeal in 18;0-;4. He died in 1885. 
He was ' sound in counsel, exceedingly and widely 
informed and industrious, punctual and admirable 
man of business.' (Dictionary of National Dio
graphy.) 
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§ 1a. 4. Samuel Laing (1812-97). Politician. 
author, and man of business. He finished his educa
tion at Cambridge, where he 'was wrangler and 
Smith's Prizeman and was later called to the Bar. 
He joined the office of the Board of Trade and dis
tinguished himself under successive Prcsident;; as 
an authority upon railways. In 1844 h£:. putlished 
a report on the British and Foreign Rllilway.\ a 
valuable work emlodying the results of bis eXFc
rience. III 1845 he was a memCcr of tr.e Railway 
Commission. Then he resigned office at the Eoard 
~f Trade and returned to his practice at the Bar. In 
1848 he became Chairman and Managing D~rector 
of the London, Brighton and South Coast Railway, 
and under his administration the passenger tI:affic 
showed very rapid growth. Laing was elected to 
Parliamcnt in 1852. In 1850 he was Financial 
Secrctary to the Treasury. He was not lcng in this 

, post when he "'as appointed to te the Finance I\fem
ber of tho Govcrnor·Gcneral's Council in India. 
(October, 1860.) When first asked to go to India, 
Lll.ing flaicl to Palmerston,' You want n:e to go to 
lndill. to doctor a sick budget with a de~cit of si~ 
millions; this is a question of military: reduction 
and the possibirty of military reduction depends on 
peace. Tell me candidly what you think of the 
prospects of pea.ce that J may regulate my financial: 
policy accordingly.' Parmerston re;plied • I do oo~ 
trust the man at the Tuilleriea an inch further tllan 
1 can see him, but for the next two or three years, 
which is enough for your purpose, l think y~u are 
fairly safe' of peace ; therefore go in for reducti.on.·. 
Having effected the object of his mission, Laing re-
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turned to England and again joined Parliament. 
From 1873 to 1885, he sat in the House of Commons 
without any interruption. 

Laing came prominently before the public only 
at the age of 70 and after he had retired from Par
liament. He was a versatile man. His works, al
though they do not possess in themselves any great 
scientific value, showed his readings, especially in 
anthropology to be very wide, and were remarkable 
as the relaxation of a man who had spent over half a 
century almost exclusively immersed in worldly 
affairs. The more important of the works are :........; 

(a) England's Foreign Policy. (b) Modern Zo
roastrian, 1887. (c) Problems of the Puture and 
other essays, 1889. (d) The Antiquity of Man, 1892. 
(e) Human Origins, 1892. (I) India and China: 
England's mission in the East, 1863. 

In 1867, Laing had once more become Chair
man of the London, Brighton and South Coast Rail
way Company-a post ,which he held up / to 1894,. 
He died at 86. 

§ 14.5 Sir Malcolmn Hailey (187;3-). l'~du
cated at Corpus Christi College, Oxford. He joined· 
the Indian Civil Service in 1895 and successively be
came Financial Commissioner, 1898, Colonisation 
Officer, Jhelum Canal Colony, 1902, Secretary, 
Punjab Government 1907, Deputy Secretary to th~ 
Government of India, 1908, Chief Commissioner. 
Delhi, 1912-18, Member of the Executive ·Cqu;ncil 
of the Governor-General, 1919. In 1922 he was' 
made a K.C:S.I. He is now the Governo~ of -the 
Punjab. 'The part played by the Honourable 1fT. 

33 
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Hailey, ' said. Rai Saheb Seth N athmal, in the Legis
lative Council of India, in September, 1920, 'in the 
financial history of India, specially at this turning 
point, will be a record,-. a notable and glorious re
cord of one who has done ample justice to this im
portantDepartment of Finance.' 

6. To this distinguished list, the name of Sit 
Basil Blackett, the present Finance Member of the 
Supreme Executive Council will have vow to be 
added. Sir Basil has already introduced certain 
wholesome reforms in our financial administration. 
But· his most memorable contribution,. which is. yet. 
to.come, will be~in the domain of currency and bank
ing .. To him belongs the credit of instituting th>3 
Il?-ost exhaustive enquiry ever made in the ·Indian· 
currency system and his regime bids fair to witness 
the most momentous changes, wrought in that 
system. If his expectations come true, the new _cU:r~ -
rency order will replace the old in the course of the 
year 1927. In the general reconstructi~il, the paper
currency 'will take a new character and a new ap-. 
peara,nce. 

Born January, 1882, Sir Basil was educated_ at 
Marlborough and University College, Oxford, .where
he obtained a first class in Litt. Hum~ in 1904. He
-has had considerable experience of financial affairs 
at Home having been c<?nnected with the Treasury· 
which department has supplied not a few Finance 
members to India. Sir Basil's special acquaintance 
with Indian financial problems began perhaps in· 
1913 when he was called upon to act as the Secretary 
to the Chamberlain Commission on Indian Currency 
and Finance. Later he went on speci8.l mission to-

.. "", 
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the U.S.A. Goverpment in 1914, in connection ~ith 
the exchange problems arising out of the' War and 
was a member of the Anglo-French Financial 
Mission to U.S.A. which raised the Anglo-French 
Loan of 500 m. dollars in 1915. 

He is genial in conversation, incisive and acute 
in debates and capablE! of doing any amonnt of hard 
work. His term -of office as Finance Member is to 
end in 1927. 
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The survey of the paper currency system is now 
over. It only remains to ~ndicate in the light of the 
past working of the system, the possible lines of 
reform. In the treatment of the various subjects in 
the foregoing chapters, very often suggestions for re
form have been interstitched between the discussions. 
An attempt will be made here to restate a.nd develop 
further some of the more important of them. There 
have been mistakes and omissions in the past; but, 
for all that, the Government maY' perhaps claim 
more credit than discredit for their management of 
the charge '!,hich they took over in 1861. The 
lessons of the past may serve to show the way te, a 
glorious future. What is that future to be? 

NEED AND POSSIBLE LINES OF REFORM. 

§ 1. The subject bristles with difficulties. 
'What is proposed is to isolate the Paper Currency as 
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far as it bears isolation from the rest of the monetary 
structure and present a few thoughts on its reform. 
I am fully aware of the organic unity of the different 
parts of the currency system and of the risks involved 
in treating Paper Currency in isolation as in treat
ing a limb by the method of amputation. 'Paper 
Currency reform is bound up with the question of 
general monetary reform. They do not lend them
selves to complete separation. Yet perha.ps, there is 
Bome advantage in treating Paper Currency apart, if 
only because of the' unwieldy complexity of the task 
of recasting the whole of the currency machine. 
Overhauling the entire currency system is; perhaps, 
a more attractive pastime than overha.uling one of its 
parts; still the problem of our Paper Currency re
form, to judge by the number and variety of puzzles 
that it presents, should amply repay single-minded 
attention: Reform is, besides, more urgent in this 
field than elsewhere. We cannot afford to defer re
form of the Paper Currency, even if we agree to 
shelve the question of general monetary reconstruc
tion. Happily, now that the whole monetary sys
tem of India is on the' eve of being thoroughly recast 
a.nd renovated, the hour seems peculiarly auspicious. 
for Paper Currency to claim its individual share of 
attention. Its reform comes in as an integral part of 
the general scheme of reform and -.being so linked, 
the subject can now be discussed with an amount of 
ease and definiteness which would have been other
wise unattainable. It is a relief to know where we 
stand and whither we are moving in currency 
matters. But even if the larger task of remodelling 
the entire currencystrncture had not been at preseJ:lt 



- undertakeri, Paper Currency reform could· riot have 
been any longer neglected. Reform in this field, as 
a deta~led study of its different aspects has disclosed, 

· is overdue. The Paper Currency constitution to-day 
is a temporary constitution, based upon temporary 

· provisions of the Act of 1923. A certain 
goal has. been taken for granted and the 
.purpose of the temporary prOVls:ons, is un
derstood to be to bring ~bout that desired state 
of affairs. Then, when all the conditions necessary 

.for that_TInaL constitution are fulfilled. the 'ap-
· poiIited:day 'will be declared. The situation -is as 
unreal' as it is mistaken._ . It: is a mistake to accept 

· the permanent constitution:for whiCh we are sup
. posed to_be preparing as the last word in sound Paper 
Currency organisation. It is unreal because we are 
. not moving towards that goal at all, or if we are, we 
· are progrtssing so slowly as to put the realisation of 
· the desired constitution beyond the boundaries of the 
: visible -future. The permanent constitution was 
'drawn up in 1920.' In 1927, it is as far off 
- ft.om .realisation as ever .We have been permanent-
-ly living unde:tthe temporary provisions. The steps 
: neces8ary for bridging the distance are bl"jng mostly 
:neglected. . One 'example' is the continuedappropria-
tion to revenue of the interest of the securities in the 
paper currencJ'reserve in. preference to utilising it 

:fo;1' wiping out created securities. Again. since the 
" goal. is .too far otT 'and the' period of march long and 
'wearyit is producing .the expected .effecton OUl'mo
·rale. 'TheJaith in. the selected goal has shaken. On 

.. 'the .advice: of the .Hilton:" Young, CommiSsion. :we are 
.' preparing- to change our direction. in .the. middle ·of· 
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our march. The whole of the' permanent provisions, 
hitherto.regarded as the goal, is to be :scrappi;d 'and 
anew set of transitional and permanent provisions 
substituted. Whatever new constit~tion iR. adopted~ 
the old constitutionfigliring in the permanent pto~' 
visions; is doomed; The way, a well-thought. out: 
Paper Currency system came thus to be rejected. 
within six years of its adoption, would be remem
bered as a tragedy in our currency history. It should 
serve as a warning against planning too far ahead. 
A scheme of reform, overloaded with too many tran-' 
sitionaLprovisions., design-ed.to.extendo'~er a .Ilum
ber of years, sometimes breaks down under its !;)wn' 
weight. It is weil to remember this point, in esti.., 
mating the worth of reform proposals . 

• NotJeast .of the, defects of the present law IS jts: 
unintelligibility, except pe!haps to University people 
who are ominiscientfor the ~ake of their pupils. I 
have mentioned elsewhere how Sir Basil Blackett tills.. 
confessed that when he first took up our Paper 
Currency Acts, he had to give up the task as hope:-: 
less after a hard day's labour with, them .. 'That was: 
said about the Act of 1920.. The pr~sent law is in 
many ways a replica of the 1920 Act and is hardly 
an improvement so far a~ simplicity and perspicuitYJ 
are concerned. 

THE·PRINCIPLES OF REFORM. 

§ 2. Let me begin. by calling attention to two 
ba~ic propositions touching Paper Curr(;ncy reform.' 
In thepast~ ~.aper.Curr.eD;cy_has·.beeri rathe:r light.;: 
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heartedly handled, reformers not having been over· 
mindful of principles. Indian Paper Currency has 
been rich in reforms and richer still in suggestions 
of reform. We started with a. bank issu3, changed 
it for a State issue after a while, and have experi. 
mented by altering the conditions of issue from time 
to time. Altogether some forty Acts have been 
passed regarding Paper Currency since 1861, nearly, 
every Finance Member playing a part, big or small, 
in its evolution. But we have more ~fteu followed 
expediency than proceeded logically . We never 
started by defini:qg the rela.tion between Paper Cur .. 
rency and the rest of our monetary structure. We 
never realised in a comprehensive manner the ideal 
currency policy to be pursued, nor what part _ the 
Paper Currency has to play in carrying out that 
policy. Consequently, Paper Currency worked inde
pendently and often conflictingly with the totality of 
the currency organisation. There was !lot much of 
consistency and coherency. The Hilton-Young Com
mission in this respect have shown an enlightened 
conception of currency reform in so far as they have 
broad-based their recommendations on (1) a study 
of the reiations of the many 'parts of the currency to 
each other .and to the whole, ;tnd (2) also attempted 
to lay down a common policy for the whole. Touch
ing these two points two categorical propositions 
can be laid down. 

§ 3. First, that all reform should build upon -
the recognition of the fact that Paper Currency is not 
the whole of the currency. Paper forms an import
ant part of the money of the country,_ but it forms 
only, a part. The _ currency triangle requires the two 
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other arms of metallic currency and credit currency 
as well. Only the three together can enclose a 
workable policy . It follows that the management 
of the Paper Currency is closely bound up with the 
management of the other media of circulation. No 
effective control of the one is possible without, at the 
same time, controlling the other two. Yet it was 
this separation that we have long maintained. The 
Paper Currency authority has been divorced from the 
credit-controlling authority, if ever we had a truly. 
controlling authority f<1r credit. Consequently, we 
have, on not a few occasions, worked at cross pur
poses. The question is more impdrtant than that of 
a mere economy of reserves. Separation of reserves 
is wasteful but separation of policies is disastrous. 
Paper is part of a whole. Its character cbanges with 
the character.of the whole. Its future depends on' 
the future of the whole. Any uncertainty of outlook 
regarding the whole is' reflected in vascillation and 
weakness in the Paper Currency policy. Fortunate
ly much of the uncertainty hilS now cleared up, and 
the currency horizon is less befogged than ever' be
fore. The country is on the eve of definitely adopt-

. ing the gold standard. We can now expect and plan 
for a definite Paper Currency policy and organisation. 

The situation would have been altogether differ
ent if the unstability of monetary outloo'.: had con
tinued, or if some other' course of action had been 
taken. For iong, we have been hesitating about the 
proper standard we should adopt. We started with 
silver monometallism but before long started flirting 
with gold also~ At times we have been so divided in 
our minds between the attractions of the yellow and 

34 
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the silver metals that we went very near to adopting 
bimetallism. The spectre of bimetallism has not 
yet entirely disappeared, to judge by some recent 
proposals for reviving it. Our monetary policy, 
managed from London and Simla, have been periodi
cally reviewed by commissions of experts, but have 
been characterised, if anything, by a lack of policy. 
After an eventful history, we came, to an intents 
and purposes, to settle down, after the war, to, what 
Gustav Cassel would call, an 'independent' rupee 
standard. We had an inconvertible rupee printed 
on silver which served as our standard money. The 
system had its difficulties. But I am not prepared 
to admit that with proper safeguards, it could not 
be worked successfully and give us as good a system 
of currency as the gold bullion standard now ad
vocated. It would have preserved continuity and 
ensured cheapness,no small points in farour of a 
currency system. This is, however, not the place for 
entering into a discussion of the relative merits of 
rival monetary standards. That the uncertainty has 
been cleared up and that we have definitely selected 
a standard, is, beyond question, a big step forward. 
A project of paper currency reform to suit and sup-, 
plement a rupee standard, silver monometallism or 
bimetallism, would of necessity be different in 
nature, from a project fitting in a gold standard. If 
instead of gold, we had enshrined the rupee, a strong 
case could have been made for banishing gold and 
gold securities from the Paper Currency reserve. It 
'has been seen, in the chapter on reserves., how the 
gold assets are more of an encumbrance than of 
assistance in the reserve, so long as we go by the 
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rupee as an independent standard of value uncon
nected with gold. But in the new order of currency 
implied by a gold standard, the situation is radically 
different. 

§ 4. The second categorical proposition is 
this. The aim of all sound monetary poljcy includ
ing that of Paper Currency is primarily to maintain 
a stability of prices. Without such a declaration of . 
policy, no project of reform can be constructed or 
criticised. The Currency Commission, be it said to 
their credit, recognise price-stability as the Enal' 
principle. They wHl even have external as well as 
internal stability, to which length I, for one, would 
not be prepared to go, having my doubt::; about the 
practicability of maintaining both sim~ltaneously. 
l shall be content with the less ambitious aim of in
ternal stability and let 'exchange go hand' (in 
Prof. Cannan's words) if that is its implication. I 
shall not, for the sake of stability, shrmk from 
marrying Miss Gold who happens to be an Ameri
can, although I continue to be an iinpenitent 
subscriber to Mr. Keynes's arguments f"gainst the 
gold standard. A gold standard through the safety
valve of the exchange, equalises price-levels tbFough 
the world, but the world-level itself may go up or 
down. A gold ·standard corrects changes jn price 
levels after they have taken place, it does not abso
lutely prevent those changes from taking place. In 
theory, a gold standard is <;lnly the next best, the 
best being a standard based on index numbers of 
prices, although perhaps it is more practicable and 
fool-proof. 
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PAPER CURRENCY AND PUBLIC FINANCE. 

§ 5. The recognition of these two propositions 
furnishes the foundation. When we have found 
the right foundation, half the building ig already 
done. Paper forms part of the circulation of the 
country. The administration of the Paper Currency, 
in so far as it expands or contracts the total amount 
of money in circulation, must be c.airied out in 
strict subordination to the principle of price
stability. No other considerations should be of im
portance. Unfortunately, in our Paper Currency 
history, price stability has had but scant respect. 
The Paper Currency has been often in the clutches 
of the general finances of the Government and 
used as an· instrument for filling up the gap 
between revenue and expenditure. As noticed in 
an earlier chapter, this has be'en particularly 
the painful experience of India for a number 
of years during and after the Vl ar. The budgets 
did not balance and the Paper Currency. came in 
handy for supplying revenue for the time being. 
Nothing can be more vicious and suicidal than to 
use the Paper Currency for manufacturing revenue, 
as most European countries have learned to their 
cost. Not to speak of creating fresh revenue, I 
would even go to the length of renouncing the idea 
of any normal or usual profits derived from the ad
ministration of Paper Currency. The Paper Cur
rency department is to-day a revenue-yielding de
partm~nt. Even if, in carrying out its mission, it 
did not yield any profit there would be nothing un
economical about it. We should be sati~fied if it 
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just pays its way. Just as improved communica
tions promoting the mobility of people and of goods 
throughout the. country, repay themselves in a 
thousand indirect ways, so also the provision of a 
sound currency helps in the fluidity of funds, itself 
its own reward. Both should be raised from the 
short-sighted profit and loss philosophy. 

The Indian Government, it must be said to 
their credit, did not make as unscrupulous an use of 
the printing press as soine of the belligerent nations. 
But that quite considerable advantage was taken of 
it. is apparent from the procession of deficit budgets 
beginning with 1918-19. 'In 1918-19, there was a 
deficit of 6 crores, in 1919-20; it stood at 24 crores. 
Next year it was 26 crores, in 1921-22, a further one 

. of 28 crore's, making the prodigious grand total of 
84 crores in all the 4 years. 'Where did the money 
come from, to finance these deficits? Chiefly, the 
printing press of course. Hailey, in his budget 
speech (1922) reviewing the situation,said,' We 
have been living on credit. About 27 crores have 
been obtained by the issue of fiduciary currency 
notes, namely, notes the only backing on which are 
our own 1. O. U's'. In 1922-23, there was once again 
a deficit of 15.02 crores. It was left for the new 
Finance Member to repeat much the same story of 
covering the deficit by means of various makeshifts, 
including the printing press, as his predecessor did. 
It was only in 1923-24, that an improvement in the 
situation was noticeable. The realised surplus' 'for 
.that year amounted to 2.39 crores. In 1924-25 
again, happily. the budget was balanced and there 
was an e'stimated surplus of 4 crores~ Since then 
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happily, we are having a series of surplus budgets. 
The Finance Member, Sir Basil Blackett . deserves 
well of the country for his services .to the public 
finances and indirectly to the Papel' Currency. 
Whether this will continue, heralding a, return to 
the days of sound finance, remains however to be 
seen. 'Currency ~tability: as the Dawes Report 
admirably puts it, 'can only be maintained if thr. 
budget is normally balanced; the budget can only be 
balanced if a stable and reliable currency exists.' In 
India, as elsewhere, the truth of the proposition is 
likely to be often forgotten. Meanwhile, the harm 
that was done in taking recourse to the printing 
press in the last few years has borne unmistakable 
fruit. The price~level has been steadily increasing, 
raising the costs of administration higher up- in 
every direction. From 147 in 1914, the base being 
1873, the price thermometer went steadily rising 
until in 1920 it stood at 281, about which figure it 
is still swinging. Inflation demanded a further in
flation and the vicious circle was complete. The 
lessons of the past few years have shown clearly, if 
anything, the' impolicy of putting the currency 
machinery at the disposal of the Government. Short 
of taking it substantially out of the reach of the· 
Government,- no means can be discovered of prevent
ing its spoliation. 

Apart from profit, there have been various other 
false considerations influencing the administration 
of Indian Paper Currency-as we have previously 
seen. Expediency, for instance, has very often 
shaped Paper Currency legislation without any de
finite principle in view. I Convertibility' has been 
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a fetish nearly throughout its whole history. The 
idea has been that so long as convertibility is main
tained, the notes will take care of themselves. The 
ultimate and more important convertibility of coin 
and paper into commodities at fixed rates,· was lost 

. sight of. Various more or less irrelevent .considera
tions also occasionally intruded. Our Paper Currency 
has consciously contributed little towards maintain~ 
ing a stable price level, very often it has made for 
positive unstability. 

Let me next from the cloud-land of principles 
come down to concrete suggestions of re~orm.The 
currency of India is going to be thoroughly rebuilt 
on the basis of the gold standard. For good or ill 
we are committed to the change. The Paper Cur
rency must take its proper position in the recon
structed edifice and fulfil its part, loyal tl) the policy 
1aid down for the whole. What exact constitution 
are we to give to it? 

THE AGENCY OF ISSUE. 

§ 6., Let me first take up the question of the 
agency of issue. , Obviously, the existing divorce 
between the Paper Currency and the rest of the cur
rency must cease. The unity of currency policy 
demands co-ordination between the parts. and fail
ing any alternative method of bringing about that 
co-ordination, the management and contIO} of these 
diff~rent parts should b~ unified. This is the postu- ' 
late of the gold standard and a' uniform currency 
policy. The agency entrusted with the supervision 
of the Paper Currency must also supervise credit. The 
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Currency Commission suggest a Central Bank. It is 
more or less inevitable that they should. The task 
cannot be left to the Government without the risk of 
political considerations finding their way into the 
currency administration, nor is the Government a 
suitable agency to control credit. If I had been pro
American, I would have perhaps advocated an Indian 
Federal Reserve Board, a quasi-public authority to 
be entrusted with' the joint responsibility. But, 
the Indian soil is hardly likely to be promising for 
the experiment, and the new developments brought 
about by the adoption of the gold standard have 
maae such a commission substantially unnecessary. 
The idea would have been worth considering ,in a 
system of managed currency implied by an 'inde
pendent ' rupee standard and the task of regulating 
currency so as to preserve a stability of prices might 
have been entrusted to the commission. In a gold 
standard which is a gold standard in theory and in 
practice, the price-level is automatically kept steady, 
if not absolutely at least relatively to other countries, 
and a commission is not much wanted f()r that pur
pose. With the proposed Reserve Bank materialis
ing, credit will be already sufficiently centralised. 
The new conditions do not thus- call.fora Federal 
Reserve Board for Indja. Yet 'perhaps the idea re
mains full of possibilities for the future', In the 
altered circumstances, the Central Bank thus seems 
to be the best suggestion. Yet the transference of 
the note 'issue tq a bank, whatever pompous name 
we call it by, is frought with certain risks. The 
credit of the note in India stands on a delicate poise, 
likely to be upset if the connection of the almighty 
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Government is severed or loosened. The Commis
sion realise this and propose a Government guarantee 
of the notes. The necessary implication of such 
a guarantee, if real, is mixing up Government 
with the issue in an indirect way, if unreal, 
no addition to the security of the notes. A bank-· 
Government partnership, in the peculiar circums· 
stances of India, is more or less inevitable. It is 
doubtful if the terms of this partnership, outlined 
by the Commission, whereby the Government 
guarantees, but is supposed to have no voice, is the 
ideal·partnership. It is an open que·stion if a Central 
State Bank, rather than a private one, would not 
have answered better. 

The transference of the monopoly of note issue 
to a. central bank will close the long but interesting 
chapter of Government issue. As we know, the 
Governmept too~ over the issue in 1861, not with
out misgivings and not until a great duel had been 
fought between Samuel Laing and Sir Charles 
Wood. Laing advocated and Sir Charles resisted 
bank connection with the issue. Laing's cause is 
at last triumphant, though in a manner hardly con
ceivable by him: Currency history is repeating 
itself. Starting with a: bank issue, we are' complet
ing the cycle by reverting to it. The Controller 
of the Currency will have to be on the list of the un
employed very soon. 

THE CONDITIONS OF ISSUE. 

The Question 0/ Convertibility. 

§ 7. Not only the issuing agency is to he 
changed, but consistent with the new currency 

35. 
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policy adopted, the conditions of issue also must be 
thoroughly revised. The notes hitherto have been 
convertible into rupees. They were alsa convertible 
into gold at rates which made that convertibility 
very often a dead-letter. All this, obviously, must 
be changed. Since we have decided to drop 'dy
archy' in currency and adopt gold and bid good-bye 
to the ;rupee, the fellowship of the rupee and the note 
is automatically dissolved. Let the new notes be 
convertible only into gold as of right, say the Cur
rency Commission, and facilities only be pro.vided 
for their conversion into rupees on demand. It will 
be incumbent on the bank to provide rupees for notes 
tendered, but no one will have a legal right thus .to 
claim rupee coin. The arrangement is likely to pro
duce serious friction at the outset. The rupBe is 
preponderatingly the money of'daily use and the 
withdrawal of the legal right of buying rupees with 
notes might produce a discount of notes In terms of 
rupees. The fear is strengthened when we consider 
that there will be no gold circulation. ConvertibIlity 
into gold will be a peculiar and limited conve!tibility. 
Only notes exceeding a specified value can be con
verted, this again at specified places. 'With the 
bars of gold thus obtained payments could not be 
effected (gold being obviously not legal tender), nor 
rupees obtained,for them as of right. There is much 
to be said therefore for improving this. conditional 
convertibility and make the notes legally exchange:.. 
able into rupees. Yet the Commission an' justified 
in not having done that. The aim being the de
thronement of the rUl>ee and its eventual withdrawal 
-from circulation, they could not obviously provide 
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for anything which might have led to fres!J. coinage 
of rupees. With such a possibility, the realisation 
of the comJ,!lete gold standard would have been in
evitably delayed and with that the stabilisation of 
the price.level. I would therefore accept the Oom
mission's suggestion. I would only suggest that all 
notes, new and old, be subject to the same provisions 
and none be convertible into rupees as of right. Dis
crimination will be very confusing. The Gov.ern
ment of India's promise to redeem 'their notes in 
silver rupees cannot be regarded as too sacred and 
unalterable. Ourrency promises have in the past 
frequently been ignored and honoured in the breach. 
It is the unwritten promise to convert the note into 
fixed quantities of goods that counts, and for its 
sake. written face ·promises may be changed without 
much biting of conscience. 

§ 8. We will accept the conditional and limit
ed convertibility and we need have no mis
givings. The value of notes, like the value· of every 
thing eIRe, depends upon the limitation of supply, not 
on solemn promises of convertibility. As long as 
there is no over-issue so long will they have value and 
convertibility, and a lessening of facilities of .conver
sion would not matter. Too much can easily be 
plade of facilities for convertibility, as if it was the 
all-important thing. It has, however, been explained 
elsewhere how it is not convertibility, but limitation 
of supply that gives value to any currency. Oon
vertibility comes after value, not before it. We must 
be careful about the proper positions of the cart and 
the horse. While in regard to the market value of 
all other commodities, this sound rule is most ;readily . 



276 :PAPER CURRENCY IN lNDIA 

recognised, some mysterious superstition seems to 
.stand against its acceptance in the domain of money_ 
Yet, the law of the value of money is exactly the 
same as the law of the value of any other thing. 
Money must be first scarce in order to command a 
'value and then, it will be convertible into other kinds 
'Of money and things. The silver rupee in India is a 
·note printed on silver. It has got all the character-

, istics of a note. Except at the choice of the Govern
ment, it is not convertible into gold at any fixed 
rate. Although thus, practically it is an inconvertible 
note, yet it commands purchasing power. It is 
curious even after the experiences with the rupee, 
the convertibility· fallacy, applied to the issue of 
notes, should have still persisted in India. When the 
notes were first introduced, the possibilities of their 
presentation for coin were much greater than they . 
. are now. Consequently, a far larger proportion of 
-metallic reserve was necessary then, than it is now. 
A time may come when the paper-note, like the 
silve:r rupee-note will be equally freely accepted with
out insisting on convertibility , and then no reserve 
may at all be necessary to be kept for guaranteeing 
the convertibility. Does it follow that notes should 
then be allowed to be issued ad infinitmn, as fears of 
their presentation would have entirely dlRappeared? 
The answer is certainly no. Convertibility has 
kept up the value of the notes, not because there is 
any special virtue in convertibility, but bEcause con
vertibility means limited issue. Convertibility has 
indirectly provided a salutary check to the indiscri
minate and ex.cessiv~ issue of notes. If.the paper 
citculation was curtailed to a very small fraction of 
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its existing amount, no facilities for conversion 
would perhaps at all be required to keep up the 
value of the notes. Their inconvertibility will be no 
obstacle to their acceptance. The real significance 
of conversion facilities is to limit the issue which 
ensures the value of notes, and as long as that is 
achieved, it is immaterial what exact facilities for 
conversion are provided, whether into gold or into 
silver, backed or unbacked by legally fixed require~ 

ments of reserves. 

THE PAPER CURRENCY RESERVE. 

§ 9. This brings us to the question of the re
serves, the function of which as just indicated, is 
really to limit the issue and only ostensively to pro
vide for convertibility. The new id~as ~ust consi
derably affect the reserve .regulations. ]n this res
pect the recommendations of' the CommisRion are as 
ingenious as they are complicated. They propose a 
joint reserve for the note issue as well at; for. the 
rupee issue, if I may use the expression. The note 
issue is to be backed cent. per cent. and only a re
serve amounting approximately to one-eighth of the 
total estimated rupee circulation and one-fifth of that 
part likely to return from circulation, is to be held 
against the rupee issue. If the rupee circulation in
creases or'decreases, the liability of the bank will in-

. crease or decrease by one-fifth of such increase or de", 
crease', while the remaining four-fifths will fall to ' 
the Government· for having thoughtlessly printed 
token rupees in ~he past and accumulated handsome 
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funds out of the profits. These ratios l'I,re selected 
after a due consideration of the contractibility of the 
rupee circulation, the existing and probable differ
ence between the face value and the intrinsic value 
of the silver coins, the volume and nature of the 
assets made over to the new bank by the Govern-

'ment,and several other factors some of which are, 
admittedly, highly conjectural. . They are challenge
able. But any other figures would have been equally 
conjectural and open to challenge. Perhaps the 
Commission are right, perhaps they are wrong. The 
particular figures chosen do not however constitute 
the most important feature of the proposals. The 
really important thing is the unity of reserves for a 
duality of issues. The idea of the combined reserve 
is novel, stimulating, very bold and certainly econo
mical, since both the rupee and the note are notes at 
bottom. But it imparts an uncertainty to the re
serve, the rupee liability being quite an uncertain 
amount. It will produce anomalies in nlany ways. 
A portion of the reserve for rupees is bodily contained 
in the coins, while the notes are intrinsically value
less. The total reserve may thus fluctuate in size 
according to changes in the price of silvel'. Again, 
part of the reserve will consist of rupee coins. So far 
as the note liability is concenied nothing can be said 
against holding rupees.·· :aut to keep rupees in re
serve for It totality of issue, a good part of which con
sists of rupees, seems to be. a little awkward and se1£
deceiving, I wish, :therefore, the Commission had' 
examined whether a separate • account .:If issue • for 
the rupee notes ·(as'distinguished from the paper 
notes) was not a practicable suggestion: !f the bank-. . 
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ing account is to stand s,eparated from the issue ac
count why not also the issue account of rupees from 
the issue account of notes? It would have made for 
simplicity and intelligibility, 

§ 10. Detailed proposals 'regarding the location 
and composition of the reserve can hardly be fully 
discussed here. Only a few brief remarks can be 
made on some points. The Commission have given 
their blessing on the proportional reserve system and 
suggested a minimum of forty per cent. gold and 
gold securities in the reserve. The Smith Com:. 
mittee, it will. be remembered, recommended a forty 
per cent. metallic reserve. The law in force demand~ 
a fifty per cent. Since, however, the suggested forty 
per cent. embraces both gold and gold paper it is a 
far more liberal provision than it seems alld leaves a 
freeer hand to the bank than if the whole of it had 
referred to gold. Still, the laying down of a fixed 
percentage is, in my' opinion, essentially unsound in 
principle. As long as mutual conversion of gold and 
paper is insisted on and maintained, internal prices 
can not exceed world gold prices, and for the rest, 
complete freedom can be safely give~ to the bank. 
After safely tying down the issue to the chariot wheel 
of gold and by that means to a stability of prices in 
practice, we can afford to give the bank the greatest 
possible latitude in its work. There is no more 
justification in interfering for maintaining the con
vertibility of the notes than for maintaining the con
vertibility of bank cheques. If we have confidence 
enough in the bank regarding the one W~- ought to 
h~,ve also for the other. The bank is entrusted with 
the issue on condition of maintaining convertibility. 
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To encumber it with further provisos regarding how 
to ensure that convertibility, bespeaks a hesitating 
attitude of mind. So far as price-stability is con
cerned, such further interference is not called for. 
The Commission suggest the percentage "in the 
light of experience of other banks." In the light ot 
theory it seems to be superfluous. 

I have also my petty quarrels about the Com
mission's specifications regarding the other assets in 
the reserve. The reserve is to be a heterogeneous col
lection consisting of rupee coins, gold securities, 
rupee securities (in the new dispensation, wherein 
,however will lie the distinction between rupee secu
rities and gold securities, since the rupee will become 
-a fraction of gold), gold and domestic bills of ex
change. Bullion silver naturally has no place in the 
new order. Gold is to be eventually at least twenty
five per cent. but never to fall below thirty crores.
The percentage will be reacheq by a gradual march 
extending over a period of years. What sacredness 
there is in a twenty-five per cent: ratio, it is difficult 
to see. One may enquire why a lower percentage 
should not do and if it does, whether that would not 
be more economical. Rupee coin is not to exceed 
ultimately twenty-five crores or ten per cent. of the 
whole, whichever is greater .. Here again, the Com
mission lay down certain arbitrary stages for the 
final attainment of the ratio which are likely to 
needlessly fetter the work of the bank, and may also 
cause undue pressure on the finances of the Govern
ment of India. For, it can be presumed that the 
excess rupees will go from the bank to the Govern
ment. The withdrawal of every single rupee in this 
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manner will be 'financed by the Government and the 
bank in the proportion of one-fifth (by the bank) 
and four-fiftha (by the Gov£:rnment).Exception 
can thus be taken to the rigid stages outlined by the 
Commission for the· reduction "Of the rupee reserves·; 
'What is wanted is their diminution as rapidly and 
as smoothly as possible: and this could have perhaps 
been -ensured-without the laying down of definite 
stages ... The cost of the· currency -reform; on which 
we have embarked, will be none too -small for the 
country. Steps· calculated to arrange for the pay:' . 
ment of the bill by easier instalments, so as to bear 
the lightest on the Government's finances, should 
naturally commend themselves. . The rupee secu· 
r~ties are to be limited to twenty-five pH cent. or 
fifty crores_ whichever is less. One wonders if this 
is really safety or prejudice. It is easier to expand 
the circulation permanently with. rupee securities, 
for the Government I. O. U.'s have little cost of 
manufacture. But is that a disadvantage if and 
when permanent expansion is desirable? Let it be 
remembered that if expansion in this. manner is 
llndesirable, it will be painfully brought home to 
the-bank by a drain on its gold resources and cause 
It to give up such expansion. Why lay down rigid 
rules? Equally unreasonable is the 'Commission's 
treatment of the "cr£:ated" securities. The fault 
of these securities is that they are created, they are 
low-born and pariah securities. .The Government 
is ordered to· take them forthwith out of sight und 
replace them by marketable securities. I· suggest 
that . the created securities deserve-life as much as. 

36 



~ny· other 'kind of securities. The function of the 
reserve js primarily to limit the circulation and only 
llltPO:q.Qltrily to provide for convertibility, allq th!1t 
part 9f the r~s~rvE} which is :not likely to pe used tor 
c9Ilvert~ng Ilotes may b~ ill tile iorIlJ. of I. a. U.' IJ 
91 the Government of ~Ildia or of the G9v~rI)llle:nt 
of ;Honolulu, for all one cares, so long as they ltre th~ 
l~ast ~ostly. r;L'he Commission. in. their allxiety to 
fe;move the "createds" go to the length of suggest
j;ng t4eir repla,cement by newly created Ii.!tefIipg 
~~C1ITities. aIle fails to see what distinction the;re 
is~ Iil~cept a distinctioll of colour, between (Ld hoc 
~teding securities and ad hoc :rup~e securiti~s createq 
by ~he Governme!lt of India. In ~ regime of ba~ 
issue there woulq be :nO furtll~:r :risk ot pew ~re;tteq 
s~c1;lrities finding their way ~:nto th~ reserv~ and the 
QO¥lmission ~ight have p~eIi JriD,dly to t4Q 
"crE}ateds" already there. J suggest this part of tile 
Q9I!lm~ssi()~'s n~cornmencll!-tions, ~ wild~rnes~ Qf 
.p~:r~eIltage~1 it:ncl a t'qo elaborat~ laying ~9.wJ! Qf 
@tlLge~ 9f eV911:l:~!0l;1! W\ll l:>e~r l?i~plifi<;ati9Il. 

§ U, QIl the qUfilstign 9f thE;l lOCation ot tb~. 
rf}sefY~ again. the Commission have not fa,ileg to 
eXPft:lSl? their opinioJll? r!teir spgge~tiQIls i.Il t4i.~ 
nelcl IWwever go somew1:J.atill wit4· their ()ver-~Q4.., 
citation fo! the;maintenance 9f qonvertibjlHy wpicp" 
,their refined percentages fPf goN and other holdjJlgs 
seem to indicate..Theywould :pot s4rin~ frolA 
keeping half the golg Qutside IIldia, in fo:reign, banks 
and would aJ~o allow gold. held in, any ;J\'U:nt or in 
transit tq cq@t as rElserVe, alth9ug4 tws privilege 
is '~~t extendeq to gQlq ~ecwitiEls. Si1;1.Ce t4evriJl!arr 
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function of reserves is" to limit the issue, so long as 
convertibilitY is not really threatened, there can be 
no objection to widen the area of their holding arid 
the Commission might have even gone further iIi 
this direction. it may be noted that the present 
regulations permitting the scattering of the reserves 
practically throughout the world originated mainly 
during the War. 

§ 12. Paper Currency· Resette ancl the- Gold 
Standard Reserce. On, one point there willbe uni
versal agreement with the Commission, viz., the 
proposed fusion of the gold standard and the paper 
currency reserves. The purpose of the one was 
ostensivEJy to maintain the external value of the 
rupee and of the other, the rupee value of the note. 
In practice, the purposes of both were rather mixed 
up and uncertain. In the new order brought about 
by the gold standard the external and interna~ value 
Of the currency can not deviate from uch other and 
consequently, the forces recruited for keeping them 
steady may be conveniently collected together. The
amalgamation of the two reserves, long advocated, 
is the logical accompaniment of the adoption of the 
gold standard. The one great impediment in the
way of their fusion so long, was the uncertainty 
aooutthe future of the rupee. Now that the rupee" 
is formally and finally going to be relegated to the 
position of a token, the reserves held primarily for 
the converSion of rupees into gold may be merged 
in the reserves held for the conversion into gold of.
notes. The issue, although it may be described as" 
a double-barrelled issue, consisting of rupees and 
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notes, need only have a unified reserve for its effec
tive regulation so as to keep prices equivalent to the 
value of gold. If the bank was not called upon to 
I?houlder the liability for the rupee circulation, 
obviously ·the gold standard reserve could not have 
been transferred to it. The anomaly of two 
separate reserves, with more or less overlapping 
functi6ns~ would now be finally removed. 

§ 13. Paper Clt,.rency ancl Elasticity. I can 
but barely touch .on the question ot elasticity of the 
cUrrency. Earlier in a special chapter, the question 
lias already been discussed in some detail. Elasti~ 
city is .a desirable thing, particularly in a country 
like India with a marked periodicity in the demand 
for currency. But elasticity is a treacherous word 
and there is also such a thing as over-elasticity. 
Again, the bimk rate may not be the surest index of 
judging the necessity for money, the ·anticipation of 
fresh- funds may take ·up the bank rate to over 
hundred per cent., as in Germany, and still the 
market might want more money. The· Commission 
have provided doors on all sidE:s for elasticity. I 
wish their scheme all success, but consider that a 
little conservatism in this respect would have beel! 
more cautious. The proportional reserve system i~
self means elastiGity. There is to be also a self
liquidating bill issue, the amount of which is onl;r 
limited by the limits imposed on the other pai"ts of 
the reserve, and which may be anything up to sixty· 
crores at the outset. This seems to be an extraordi
narily liberal provision of elasticity, considering that 
at vresent a maximum of twelve crores only can he 
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so.issued and that no stipulations regarding rate$ of 
interest, as w~ have to-day, encumber this provision. 
A jump ~ sixty crores from tWelve crores, which 
again is admittedly in the experimental stage, is 
~ndeed a bold jump. It is bolder still when we con
s.iderthat in the gold securities the bank may in,
Qlude foreign, bills of exchange maturing .into gold 
money. What with thelndian and what with the 
foreign bills, a subs_tantial part of the issue will thus 
contribute toward$ elasticity." Lastly. "as if. not 
satisfied with such extraordinary facilities, the Com~ 
mission provide for the temporary suspension of 
normal reserve requirements during exceptional times 
and a graduated tax OD, the~sl'!ue (with a minimum 
O~" six per cent.). " The aggregate effect of all these 
provisions "will be to ensure for the Indian Paper 
CUl'!encysystema remarkable degree of elasticity. 

§ 14. The Technique of the Issue. Only the 
barest mention can be made of other suggestions for 
reform. The re-introduction of the one-rupee note 
is a legitimate corollary of the' dethronement of the 
rupee and its gradual withdrawal from circulation. 
How far the rupee-note can be ~he correct substitute 
for the rupee coin is. in the circumstances of India, 
very doubtful. If I had my own way. I would have 
voted for a" nickel rupee, but that would" have been 
perhaps too radical. I would also. if I am to make 
a last suggestion, do away with the "cirde" system 
and throw open the whole country to notes of all 
denominations. The univeri:ialisation process has .. 
cOme to a stop" with the hundred-rupee note. There 
is no reason why it ~houlcl not be carried further. 



The. (llfcle: 8y8t~m has oecome an anachronism and 
I wish the Coi:n.iitission had not omitted to pronounce 
its death· verdict iIi- their comprehensive report.-
Perhaps the suggestion is implied in the transforma
tion of the issue into a bank issue. Sir Daniel 
Hamilton does not like the proposBd design of the 
new· bank note. He would have room for a little 
display of imagination ill it and include.~ portrait 
of His Maj~sty the King. The suggestion is 
interesting. A royal-figure would undoubtedly add 
to the dignity and the popularity of the notes. If 
there be no risk. of interpreting it as too close an 
association of the state with the issue, the suggestion. 
ought to be carried by acclamation. 

Evolving on sound lilieS; thePapel' Currency 
that is t6be promises to Mmuchbetter than the_ 
pa:pet ,currency that is. N~vet before has. Paper 
Currency been called upon to play such an important 
role as in the reconstructed currency theatre of India 
with its gold bullion standard. For we must note 
that gold will be the standard_ but not currency, the 
sole curreIicy being paper. Never before was need for 
reform greater, never proposals of reform made on 
a more comprehensive scale. The scheme of reform 
outline-d by the Hiltoil-Young Commission bespeaks 
thought and carries weight. The Commission deserve 
unstinted praise and warm gratitude for their monu
mental report, their labours and troubles. I have 
ventured to make certain observations regarding that 
part of their reCloIIimendations which concerns Paper 
Currency. But I realise the essential soundness 
of tlie -frame-work which they ha,ve planned. I 
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congratulate the Commission on the scheme they 
have outlined. I shall congratulate the Currency 
when the suggestions are translated into facts. 
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APPENDJX A 

ACT No. XIX OF 1e61 

,(Received assent of the Govemol'-Genel'al 
on. 1,6th, July, 1861.) 

AN' ACT TO PRoVIDE FOR A GOV'ERNMENT PAPER CURRENCY. 

WHEREAS it is expedient to provide for the issue by 
the Government of India, of Promissory notes payable . to 
bearer on demand, and to regulate the mode of issuing and, 
sequring payment of the same; and whereas due notice 
has been given by the Governor~General of India in Coun
cilto the BaIlks 'Of Bengal, Bombay and Madras respect
ively, as required by Acts VI of 1839, III of 1840 and IX 
of 1843, "that the said Banks are to be modified by the 
power of the- said banks to issue Promissory ne,tes payable 
on demand, ceasing from and after the day hereinafter 
provided, it is enacted as follows:- -

I. Section 31 of the said Act 6 of 1839, Section 31 of 
the said Act 3 of 1840, and Section 33 of the said Act 9 of 
1843, so far as the said sections authorise the banks of 
Bengal, Bombay and Madras respectively to issue promis
sory notes payable on demand, are repealed from and after 
the. 1st day of-March, 1862. 

II. After the passing of ,this Act no body corporate 
person or persons whatsoever, in British India (except 
Banks of Bengal, Madras and Bombay, up to the said 1st 
day of March, 1862 and except as hereinafter provided) 
shall draw, accept, make, or issue any bill ()f exchange or 
promissory note, or agreemen~ for the payment of money 
payable to bearer on demand; or borrow, owe, or take up 
any sum or SumB of money' on the bills or riotes payable 
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to bearer on demand of any',such body corporatEl or any 
such person 'or persons, Provided that cheques or drafts 
payable to bearer on demand or otherwise, may be drawn 
on. bankers, shroffs or agents by the· customer'J or consti
tuents of such bankers, shroffs or agents, in respect of de
posits of money in the hands of such bankers, shroffs or 
agents;' and held by them at the credit .. and disposal of the 
persons drawing such cheques or drafts. 

III. 'l'here shall be established, by the Governor
General of India in Council, a department of the public 
service to be called The Department of Issue, either in 
connection with the Mints or otherwise, and from and 
after the passing of 'this Act, there may be issued from the 
said department as hereinafter providea, Promissory notes 
of the Government of India payable to bearer on demand 
for such sums not being/less than 10 rupees as the Gover
nor-General of India in Council shall from time to time 
direct, 

IV. The Governor-General in CouJ;lcil, after the pass
ing. of this Act, shall appoint some person who may be the 
Master of the Mint at Calcutta, to be called the Head 
Commissioner of the Department of Issue, ~nd two other 
persons who may be the Master of the Mint· at Madras 
and the Master of the Mint at Bombay; who shall be called 
respectively, the Commissioners of the Department of 
Issue at Madras and Bombay, and it shall be lawful for 
the 'Governor-General of India in Council from time to 
time, by ruleg to be published in the G(J,zette'8 of Calcutta, 
Madras and Bombay, to make such, arrangements through 
any officers of Government, or with any persons, banks or
bodies corporate, either at Calcutta, Madras and Bombay 
or elsewhere as may be required to· regulate and facilitate 
the issue and payment under the provisions of .this Act of 
promissory notes of the Government of Indi~ of such de
nominations as shall be prescribed under the last foregoing 
f?ection, not being for less sum than 10 Rupec;:s. 

V. It shall be lawful for the Governor,GeneraL 6f 
India.. in Council from time'to time by order t(l. he. published 
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in the Gazettes of Calcutta, Madras and Bombay to ebtab
lish in British India districts to be called "Circles of Issue" 
three. of which circles shall include the towns of Calcutta, 
Madras. and Bombay respectively, and in each circle to ap
point some one city or town to be the place of issue of 
notes, as hereinafter provided. It shall be lawful for the 
Governor-General of India in Council by an order to 'be 
published as aforesaid from time to time to alter or extend 
the limits of the said circles, or any of .them. Pro~ssory 

notes of the Government of India may be issued in the 
several circles of issue as hereinafter provided. 

VI. For each circle of issue other than those which 
include the towns of Calcutta, Madras and Bombay, there 
shall be appointed by the Governor-General in Council, an 
officer of the Government· or other person to be called the 
Deputy Commissioner of Issue. In any circle cf issue there 
may be also established an agency or agencies of issue in 
connection with a bank or otherwise. 

VII. For the purposes of this Act, the Commissioners 
at Madras and Bombay shall be subordinate to the Head 
Commissioner. The Deputy Commissioners and Agents in 
the ~residency of Fort William in Bengal shall be subordi
nate to the Head Commissioner; and the Deputy Commis
sioners . and Agents in the Presidencies of Fort St. George 
and Bombay shall be subordinate to the Commissioners of 
Madras and Bombay respectivElly. 

VI~I. The Head Commissioner of, Issue for the bme . 
being shall provide, on paper to be specially manufactUred 
for the purpose, Promissory notes of .the Government of· 
India payable to bea.rer on demand, of the denominations 
which shall from time to time be prescribed under, Section 
3 -of this Act and shall supply. or cause to be supplied to the 
Commissioners at Madras and Bombay and to the several 
Deputy Commissioners and Agents, suc~ notes as they 
shall require for the purposes of this Act, and all notes 
shall bear upon them the name of the city or town from 
which they are severally. issued, and shall be rayable only 
at the office or offices or agencies of issue of such city or 



Al'PENDIX 295 

town. and at the Presidenoy town of the Presidency within 
which such city or town is situated. 

IX. The Head Commissioner, the Commissioners and 
the Deputy Commissioners 8I1d Agents shall, in their res
pective .. Circles of Issue " on the demand of any person, 
issue from such offices or agencies of issue as shall be estab
lishedin the appointed city or town in theIr respective 
circles, Promissory notes of such denominations as shall be 
prescribed under Section 3, not being for !my less sum 
than 10 Rupees, on the terms following;-

First, in exchange for the amount thereof, in current 
silver coins of the Government of India. 

Or secondly, in exchan~e for the amount thereof iIi 
standard silver. bullion or foreign silver coin computed 
according to such standard at the rate of 979 Rupees per 
1,000 tolahs of standard silver fit for coinage. 

Provided that the said Head Commissioner, Commis
sioners, Deputy Commissioners and Agents, lIhall, iii. all 
cases, be entitled to require such silver bullion and foreign 
coin to be melted and assayed at the expense of the person 
tendering theo same; and provided also that m all places 
where there is no Mint of the Government of India,' it shall 
be optional for 0 any such Head Commissioner, Commis
sioners, Deputy Commissioners and Agents to issue notes 
in exchange for silver or foreign coin under this section. 

Or thirdly, in exchange Of or other notes of the Gov
ernment of India, payable to bearer on demand, of ..,ther 
amounts issued within the same circle, Provided !llso 

. that it shall be lawful for the Governor-Genenl in Council 
from time to time to direct, by order to be publishe1 in 
the Gasette. of Calcutta, Madras and Bombay, that notes 
to an extent to be specified in the order, not exceeding 
one-fourth of the total amount of issues represented by 
coin and bullion as herein provided shall be issued at ~uch 
offices or Agencies of issue, as may be named in the order, 
in exchange for gold coin of full weight of the Government 
of India or for foreign gold coin or gold bullion co~puted at 
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such rates, and according to such rules and condition!' BS. 

shall be fixed by such order and which rates, rules, and 
conditions shall not be' altered without six months' previous 
notice. Whenever such order shall be issued, the Head 
Commissioner, Commissioners, Deputy Commissioners and 
Agents at the offices or agencies specified in the order shall 
be bound to issue notes on demand in conformity with such 
order. 

X. The whole amount of the bullion' and coin so re
ceived for notes shall be retained and secured as a reserve 
to pay such notes, with the exception of .such an amount 
not exceeding four crores of rupees as the Governor-General 
in Council, with the consent of the Secretary, of State for 
India, shall from time to time fix. The amount so fixed 
shall be publisned in the Ga:lettes of Calcutta, Madras and 
Bombay and shall be invested in Government securities, 
and the said coin, bullion and securities shall be appro
priated and set apart to provide for the satisfaction and 
discharge of the said notes; and the said notes shall be 
deemed to have been issued on the security of the coin, 
bullion and securities so appropriated and set apart, as well 
as on the general credit of the Government. Provided that 
any gold coin or bullion which may be received under this 
Act, may be sold or exchanged for' silver coin or 'bulTion to 
be appropriated and set apart, instead of the gold coin or' 
bullion. 

XI. The Government Se~urities purchased under this 
Act in the Presidency of Fort William in Bengal shall 

, stand in the name of the Head Commissioner and the 
Master of the Mint at Calcutta, the Government seCUl'ities 
purchased under this Act in the Presidency of Fort St. 

. George shall stand in the na~e of the Commissioner at 
Madras and the Master of the Mint at Madras, and the 
Government Securities purchased under this Act in the 
Presidency of Bombay shall . stand in the name of the 
Commissioner at Bombay and the Master 0f the Mint .. at 
Bombay. Provided that if the Head ,Commissioner or 
Commissioner hlltny ease be th~ Master of the U~nt. th~. 
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Governor-General in Council shall appoint. another trustl*} 
01 ~~~tees in addition to the Master of the Mint. 

:XII. The Head, Commissioner from time to time shalt" 
frame rules to be approved by the Governor-General ot 
India in Council, for keeping the accounts of t4e said De, 
partment of Issue, and for the auditing' of such ac.counts 
ond for, otherwise regulating the business of the depart
ment; provided that such rules shall be in no wise ineon
sistent with the provisions of this, act. 

xm. An 'abstract of the accounts of the department 
showing the whole amount of notes in circulation, th~, 
amount of coin and bullion reserved, distinguishing gold. 
from sil.ver and the amount of the Government Securities 
held by the said department shall be made up monthly in' 
Calcutta, Madras and Bombay. 

XIV. It shall be lawful for the Head Commissioner 
inrespecfi of the Presidency of Fort, William in Bengal and 
for the Commissioners at Madras and Bombay in respect 
of the Presidencies of Madras and Bombay respectively, at 
any time when they shall be ordered so to do .by the Gov
ernor-General of India in Council, to sell and dispose 6£ 
any portion of the above mentioned limited amount of 
Government Securities standing in their names respectively 
and in the names of the Masters of the Mint or. tru~tees_ as 
aforesaid; and for the purpose of effecting such sales, the. 
said Masters of the Mint or trustees respectively shall, on 
8 request in writing from the said Head Commissioner or 
Commissioners in their respective presidencies at all times 
sign and endorse such Government Securities as shall stand 
in their names respectively, and it shall be lawful for the 
said Head Commissioner or Commissioners if' directed by 
the Governor-General of India in Council to purchase Gov. 
ernment securities to replace ipeir sales. . 

XV. The interest accruing due on the Government 
Securities purchased and held under this Act shall' be en
tered in 8 separate account to be annually rendered by the 
Head Commissioner' to. the Governor-General of India in 
Council; and the amount of such interest 'shall from time 

38 
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to time as 'it becomes due be paid by the Accountants
General in the several Presidencies of India into' the Reve

'liues of the Government of India, under the head of If Pro
fits of Nota Circulation," and an . account showing the 
amount of profits of the note circulation and of the charges 
and expenses incidental thereto, shall be made up.and lub. 
lished annually in the Ga3ettea of Calcutta, Madras and 
Bombay. 

XVI. Within aIiy of the circles of the issue as hereili
after provided, a tender of a Iiote or notes issued under this 
Act from any office or agency of issue of such circle of 
issue, shaH be a legal tender to the amount eX
pressed in such note or notes and shall be taken to be 
valid as stender 'to such amount in payment of any reve
nue or other claim to the amount of Rs. 10 and upwards 
due to the Government of India and in payment of any 
sum of 10 rupees and upwards due by the Government of 
India' or any body corporate or by any person or persons 
in British India on all occasions whatsoever OD which any 
tender of money can be legally made. Provided that no 
such note or notes shall be deemed to be a legal tender of 
payment by the Government of India at any office of issue 
or at the issue department of any agency of ISBue. 

XVII. The Iiame of the Head Commissioner, of 
either of the Commissioners, of any Deputy Commissioner, 
01' of any other person authorised by the said Head Com
missioner or by either of the said Commissioners, to sign 
notes issued under this Act may be impressed or affixed by 
machinery provided for that purpose by the Government' 
of India and such printed names shall be taken to be good 
and valid signatures to all intents and purposes, as if such 
notes had been subscribed in ·the proper handwriting of any 
one of the persons aforesaid, whose signatures the said 
printing purports to represent. 

XVIII. All notes issued under this Act shall· be 
'deemed and taken to be promissory notes of the Govern-, 
:~entof India and may and shall be described as Promis-
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sory notes of the Government of India iIi. all indictments 
and in cr~inal and civil procee!lings, any law or usage to 

-the contrary notwithstanding. 

XIX. If any body corporate or person after the pass
ing of this Act shall, contrary to th~ provisions of 
this Act, draw, accept, make or issue any Bill of Ex
change Promissory note or engagement for the 'payment of 
money payable to bearer on· demand, or borrow, owe, or 
take up any sum or sums of mo~ey on the bills or notes or 
engagements for the payment of money payable to bearer . 
o~ demand of any such body corporate or person, such_body 
corporate or person shall be liable to a penalty to the 
amount of every su,ch Bill of Exchange, Promissory note -
or .engagement for the payment of money, to be recovered 
on the prosecution of the Head 'Commissioner, Commis
sioners or Deputy Commissioners as the case may be of the 
circle of issue. in which such Bill of Exchange, Promissory 
note or engagement for the payment of money is issued, 
before any. Police Magistrate or Magistrate w¥hin such 
circles of issue an4 in case of conviction and default :)f pay
ment of such penalties, -the Police Magistrate or Magl!:\trate 
who shall try the case shall issue his warrant to lE~vy the . 
amount thereof togetheJ with the reasonable COf:jts of the 
prosecution •. by distress and sale of the goods and cllattels 
of the body corporate or person so convicted. -. 

XX. The words .. British India" in this Act shall 
denote the territories that are or may be vested in Her 
M~jesty by the Statute 21 and 22 Vic. C 106 entitled .. An 
Act for the Better Government of India," except the 
Settlement of Prince of Wales' Island, Singapore and 
Malacca. 
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ACT No. XX OF 1923 

As Amended by the two Indian Paper Currency 
(Amendment) Acts of 1923 and 1925. 

An Act to consolidate the law relating to the Government: 
Paper Currency. 

WHEREAS 'it is expedient to consolidat,e the law reo 
lating to the Government Paper Currency; his hereby. 

, enacted as follows :'-=-

PREI.IMINARY. 

1. (1) This Act may be called the Indian Paper Cur. 
rency Act, 1923. 

(2) It extends to the whole of British India, inclusive' 
of British Baluchistan and the Santhal Par., 
ganas. 

2. In this Act, .. universal currency note " mean&

(a) a note of the denominational value of one rupee, 
two and a half 'rupees, five rupees, 'ten rupees, 
fifty rupees, or one hundred rupees, or 

(b) a note of any other denominational value which 
the Governor·General in Council may, by nctifi· 
cation in the Gazette of India, specify iIi this, 
behalf. 

THE CURRENCY DEPARTMENT. 

3. There shall continue to' be a Department 01 the 
public service, to be called the Currency Department, 
whose function shall be the issue of promissory notes of the 
,Government of India, to be called Currency notes, payable' 
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to bearer on dem~nd, and of such denominational values as 
the Governor-General in Council may direct. 

'4.. At. the head of the Department there shall be an 
officer to be called the Controller of the Qurrency (herein- . 
after. referred to as the Controller). 

5. The Governor-General in Council may by notifica
tion in the Gazette 0/ India-

(a) establish districts to be called circles of issue, 
seven of which circles shall include the towns of 
Calcutta, ¥adras, Bombay, Rangoon, Lahore, 
Cawnpore and Karachi, respectively; 

(b) appoint 'in each circle some one town to be the 
place of issue of currericy notes, as hereinafter 
provided; 

(c) establish in each such town an office or officeso£ 
issue; and 

(d) establish in any town situate in any circl~an 
office, to be called a currency agency. 

6. For each circle of issue there shall be an officer in 
charge to be called the Deputy Controller of the Currency, 

: and for each Currency Agency an officer to be called the 
.Currency Agent. -

7. For the purposes. of this Act-

(a) Deputy Controllers of the Currency shall be sub
ordinate to the COIIltroller arid (b) the Currency 
Agent at any.town shall be subordinate to the 
Deputy Controller of the Currency forth!" ~ircle 
of issue in which that town is situate. 

S, All officers under this Ac~ shall be r.ppointed. by 
the Governor-General in Council. 

SUPPLY ANi>lsst!EOF QURlq'iNOY N01'ES . 

. , ,9:. (1) .The. CQi:ttroll~r shall provid~ currency~otes . c\f 
the denoniinational values prescribed UIider this Act, -an~ 
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shall supply the Deputy Controllers wi£hsuch notes as 
they need for' the purposes of this Act. 

(2) The Deputy Controllers shall supply the - Cur
rency Agents subordinate to them, respectively, 
with such notes as those Agents need for the 
purl?oses of this Act. 

(3) Every such note, other than a univerijal currency 
note, shall bear upon it the name of the town 
from which it is issued. 

10. The Dame of the Controller or one 'J{ the Deputy 
Controllers, or of some other person authorised by the 
Controller or by one of the Deputy Controllers, to .sign cur
rency notes, shall be subscribed to every such note, and 
may be impressed thereon by machinery, and, when so im
pressed, shall be deemed to be a valid signature. 

11. The officers in charge of circles of issue shall, in 
their respective circles, on the demand of any person, 
issue, from the office or offices of issue established in their 
respective circles, -currency notes of the denominational 
values prescribed :under this .Act, in exchange fOJ: the 
amount thereof 

(a) in rupees or silver half,rupees or in gold coin 
which is legal tender under the InwanCoinage 
Act, 1906, or 

(b) in rupees made and declared .to be 1\ legal tender 
under the provisioDs of the Native yoinage Act, 
1876. 

1.2. Any Currency Agent to :'homcurrency notes have 
been supplied under Section 9 may, if he thinks fit, on the 
demand of aIiy person, issue from his agency any such 
'notes in exchange -for 'the amount thereof in any coin spE'ci
fied in Section 11. 

13. The officers in charge of circles of Issue shall, oli 
the requisition of the Controller, issue to any Government 

.Treasury currency notes in exchange for' gold coin which is 
not le~al tender under the Indian Coinage Act, 1906, or 
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for gold bullion at the rate of one rupee for 11·3001& grains 
troy of tine gold. -

CURRENCY NOTES WHERE LEGAL TENDER AND WHERE PAYABLE. 

14. A universal currency note shall be 90 legal tender 
at any place in British India. and any other currency note 
shall be a legal tender at any place within the circle from 
which the note was issued, ' 

for the amoUlllt expressed in the note in payment or on 
account o£-

(a) any revenue or other claim, to the amount of one 
rupee and upwards. due to the Government of 
India. and -

(b) any Bum of one rupee or ,upwards, -due by the 
Governmen1; of India or by any body corporate 
or other person in British India ; 

Provided that no currency note shall be deemed to be 
a legal tender by the Government of India at any officE:, of 
issue. 

15. A currency note shall be payable at the following· 
offices of issue, namely;-

(a) a universal currency note at any office of issue; 

<',) a currency note other than a universal currency 
note at any office of issue' in: the town from 
which it was issued; , . 

:provided that any such note issued before the 18th 
day of February, 1910, shall also be payab~, 

(i) in the case of a note issued from the office at 
Cawnpore or Lahore, at any office of issue in 
Calcutta, and 

(ii) in the case of a note issued from tbeoffice at 
Karachi, at any office of issue in Bombay. 

16. For the purposes of Sections 14 and 15, currency 
notes issued from any currency agency shall be deemed to 
bave been issued from the town appointed \1nder Section 5 
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tQ.l>.~,theplace. of issue in th-e circle 9~ issue In which that 
agency is established. 

17. Where an -office' of issue is closed, the Govemor~ 
General inCoUncilsha.ll; bi notifiaation in the Gaz~tte /if 
India, direct that, with efte'ct from the date. of the closing 
of such office, -all' currency notes issued' there£l6mshall; for 
the 'purp6ses'of Sections 14 and 15, be deemed to have 'been' . 
issued from such :other office as may be specUiediIi. such' 
notification. . . 

RESERVE. 

. 18.' (1) The provisions contained in' this section shall 
not come into operation until such day (hereinafter re-' 
ferred ,to as the appointed day) as the Govemol'~General in 
Council may direQtin this behalf. . 

(2) A Reserve shall. be maintained for the satisfac
tion and discharge of the currency notes in cir
culation and all such notes shall be deemed to 
have been issued on the credit of the revenues 
of India as well as on that of the Reserve. 

(3) The Reserve shaH consist of two parts, name
ly:-

(a) the metallic Reserve, and 

(b) the securities reserve. 

(4) the metallic reserve shall con!1ist of the total 
amount represented by the sovereigns, half
sovereigns, rupees, silver half-rupeet. and gold 
and silver bullion for the time being held on
that account by the Secretary of State for India 
in Council and by the Govemor~Genera1 in 
Council; 

Provided that no amount of gold coin and bullion 
held by the Secretary of State in the United 
Kingdom in excess of fifty millions of rupees in 
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value reckoned at the rate herei~after provided 
for shall be included in the metallic reserve. 

(5) the securities Reserve shall consist o£ the secu
rities which are for the time being held on that 
account by the Secretary of State for India in 
Council and on behalf of the Governor-General 
in Council : 

Provided that-

(a) no securities held by the Secretary of State for 
India in Council, other than securities of the, 
United Kingdom,. the date of maturity of which 
is not more thap one year from the date of their 
purchasEl, shall be included in the securitie& re~ 
serve; and, 

(b) the securities held on behalf of the Governor
General in Council shall be securities . of the 
Government of India and shall llot exceed in 
amount two hundred millions of rupl'es of which 
an amouD,t of not more than one· hundred and 
twenty millions of rupees may be securities 
created by the Government of India and issued 
to the Controller (such securities being herein·' 
after referred to as created securities). 

(6) For the purposes of this Section the expression 
•• Currency notes in circulation" means the 
whole amount Qf currency notes at any time in 
circulation; . 

Provided that currency notes which have not heen 
presented for payment, in the ,case of notes of 
the denominational value of fifty. or one hundred 
rupees, within forty years and in the case of 
notes' of any denominational value exceeding 
one hundred rupees, within one hundred years, 
froin the 1st day of :April following the date of 
that issue, shall be deemed to be not in circula
tion; 

~rQvided further,.th.at all such notes s.hall be deemed 
to have been issued on th~ credit of the revellues 
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of'India and shall, if presented for payment, be 
paid from such revenues. 

(7) Save as hereinafter provided in Section 20, the 
amo~nt of currency notes in circulation at any 
time shall not exceed the amount of the metallic 
reserve together with the amount of the secu
rities reserve: 

Provided that it shall not be lawful for the Gover
nor-General in Council to direct the issue of 
currency notes, if or to the extent that such 
issue would have the effect of raising the 
amount of notes in circulation to an amount in 
excess of twice the amount for the time being 
of the metallic reserve. 

(8) For the purpose of determining-

(a) the amount of the metallic reserve, gold bullion 
shall be reckoned at the rate of one rupee for 
n'30016 grains troy of fine gold, and silver 
bullion at the price in rup~es at which It was 
purchased, 

Or, in the case of bullion obtained by melting down 
sHver coin issued -under the authority of the 
Governor-General in Council, at the rate of one 
rupee for 165 grains troy of fine silver;* 

(b) the amount of the securities reserve, purchased 
securities'shall be reckoned at the price at which 
they were purchased and created securities at 
the market price of similar securities on the date 
of their issue. 

(9) The securities of the Government of India in the 
Reserve shall be held by the ContJ:oller and the 

-Master of the Mint at Calcutta or of such other , 

• This paragraph was added to the Act by the Indian Paper Cur
'renc,Y. (Amendment) Act of 1923. 
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Mint, as the Governor-General in Council may 
direct in this behalf, in trust for the Secretary 
of State for India in Council. 

19. (1) As Boon as conveniently may be after the rela
tion of the amount of the Currency· notes· in circulation to 
the amount of the Rese;rve has been brought into confor
mity with sub-sections (2) to (8) of Section 18 and the 
metallic reserve is not less than half the amount of 
currency notes in circulation, the Governor-Generl!ol in 
Council shall fix the appointed day . . 

(2) The provisions contained in this Section shall be 
. in force until the appointed day, but shall as 

from that day be deemed to be repealed. 

(3) Save as hereinafter provided in Section 20, the 
whole amount of currency notes at any tim3 in 
circulation shall not exceed the total amount 
represented by the sovereigns, haH-sovereigns, 
rupees, silver half-rupees, and gold' bullion and 
the sum expended. in the purchase of the 6ilver 
bullion and securities, which are for the time 
being held by the Secretary of State for India in 
Council and by the Governor-General in Council 
as a reserve to provide for the satisfaction and 
discharge of the said notes, and the said notes 
shall be deemed to have been issued on the 
credit of the revenues of India as well as on the 
security of the said coin, bullion and securities; 

Provided that for the purposes of this sub-section, 
currency notes which have not been presented 
for payment, in the case of notes of the denomi
natiorial value of fifty or one hundred rupees 
within forty years, and in the case of notes of 
any denominational value exceeding one hundred. 
rupees, within· one hundred years from the first 
day of April following the date of their issue, 
shall be deemed not to be in circulation; 
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Ptovided'further that all notes which are declared 
under the first proviso to this sub-section not to 
be in circulation shall be deemed to have been 
issued on the credit of the revenues· of India and 
shall, if subsequently presented for payment, be 
paid from such revenues. 

Explanation.-For the purposes of this sub-section, 
the sum expended in the purchase of silver 
bullion obtained by melting down silver coin 
issued under the authority of the Governor
General in Council shall be deemed to be the 
value of the .bullion calculated at the rate of one 
rupee for 165 gains troy of fine silver.· 

(4) The securities mentioned in sub-sectIOn (3) shall 
be securities of the United Kingdom of Great 
Britain and Ireland or of the Government of 
India, or securities issued by the Secretary of 
State for India in Council .under the authority 
of Act of Parliament and charged on the reve
nues of India, and the value of them at the 
price at which they are purchased phall not ex
ceed one thousand millions of rupees. t 

(IS) If the Secretary of State for India in Council 
consents to hold in gold coin or bullion or in 
silver bullion or in securities of the kinds m6n
tioned in sub-section (4), the equiv!:lJent in value 
to notes issued in Indi" as a reserve to secure 
the payment of such notes, the Governor-Gen
eral in Council may from time to time direct 
that currency notes shall be issued to an amount 

• This. explanation waB inserted later by the Indian Paper Cur
rency (Amendment) Act, 1923. 

t Originally 850 millions. The Indian Paper Currency (Amend

ment) Act of 1920 8ubstituted 100 lor 85 crorea. 
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equal to the value of the coin bullion, and secu
rities 80 held by "the Secretary of State for India 
in CounciL 

(6) Notwithstanding anything to the contrary in this 
Act, any securities created by the Government 
of India and issued to the Controller shall, .for 
the purposes of this Act, be deemed to be !lecu
rities purchased by the Governor-General in 
Council and the market price, on the day such 
securities were so issued, of simil3l' securities 
shall be deemed to be the price at whiCh the 
securities so created were purchased, and all re
ferences to securities so purchased, wherever
occurring in this Act shall be deemed also to re-

- fer to securities so created, and all references to 
sums expended in such purchases or to prices 
paid therefor shall be deemed. in the case of 
securities so created, to refer to such prices, and 
this Act shall be construed accordingly. 

(7) A!! long as the value of securities created by the 
Government of India and issued to the Con
troller and deemed iIi accordance with the pro
visions of the foregoing sub-section to be secu
rities purchased by the Governor-General in 
Council exceeds one hundred and twenty mil
lions of rupees, all interest derive,} from the 
securities in the reserve shall, with effect from 
1st day of April, 1923, be applied in reduction 
of such excess holding of securities and the 
Auditor-General shall in every year grant a cer
tificate of the amount of such interest and shall 
also certify whether or not it has been 80 ap
plied. For the purposes of this sub-section secu
rities 80 created and issued shall be deemed to 
carry interest at the same rate as ether sUnilar 
secwities. . 

(8) The securities purchased by the Governor-Gen
eral in Council shall be securities . of the 
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Government of India and shall be held by the 
Controller and the Master of the Mint at 
Calcutta or of such other Mint as the Governor
General in Council may direct in this behalf, 
in trust for the Secretary of State for India in 
Council. 

20. Notwithstanding anything to the contrary in Sec-. 
tion 18 or Section 19, the Governor-General in Council may 
authorise the Controlleri6 issue Currency notes to an 
amount in all not exceeding fifty millions of rupees* against 
bills of exchange which will mature within ninety days.. from 
the date of such issue and satisfy such other conditions as 
the Governor-General in Council may, by general or special 
order, prescribe. Currency notes so issued shall be in addi
tion to those against which the reserye is held and shall be 
deemed to have been issued on the credit of such bills and' 
of the revenues of India and shall when presented, be paid 
from such revenues. 

21. Subject to the provisions of Sections 18 and 19, 
the Governor-General in Council may, at any time, if he 
think it expediant, convert any of the coin or bullion for the _ 
time being held by him as a part of the reserve into coin of 
any of the kinds mentioned in Secti~n 11 or into gold or 
silver. 

22. Notwithstanding anything to the contrary in this 
Act, any coin or bullion which is held by or on behalf of 
the Secretary of State for India in Council in the United 
Kingdom or under the control of the Government of any 
part of His Majesty's Dominions for the purpose of coiI:1-
age for, or transmission to, the Governor-General in Coun. 
cil and any coin or bullion which is in course of transmis
sion from the Secretary of State-for India in Councilor the 
Government of ~ny part of His Majesty's D(lminions to 
the Governor-General in Council and any coin or bullion 
which is in cou.rse of transmission from the Governor-

* The Indian Paper Currency (Amendment) Act, 19113 substituted 
120 uiillions for 50 millions. 
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General in Council to the Secretary of State for India ,in 
Councilor the Government of any part of His Majesty's 
Dominions s]lall bEl deemed, during· the period such coin 
or 'bullion is so held or is so· in course of transmission, to 
be part of the reserve referred to in Sections 18 and 19. 

23 .. (1) The Controller may at any time, when ordered 
so to do by the Governor-General in Council, sell and dis
pose of any of the securitie~ held under Sub-section (9) of 
Section 18 or Sub-section (8) of -Section 19. 

(2) 'or the purpose of effecting such sales, the 
Master of the Mint at Calcutta or of Euch 
other Mint as ~foresaid shall, on a request i~ 
writing· from the Controller at all times, sign 
and endorse the securities, and the Controller, 
if so directed by the Governor-General in 
Council, may purchase secur!ties of the Gov
ernment of India to replac~ such sales. 

24. An account showing the amount of the interest 
accruing on the securities held as part of the reserve under 
this' Act and the expenses and charges incidental therato, 
shall be rendered annually by the Controller to the Gover
nor-General in Council, and published annually in the 
Gazette of India. 

PRIVATE BILLS PAYABLE TO BEARER ON DEMAND. 

25. No . person in British India shall draw, accept, 
make or issue any bill of exchange. hundi, Promissory note' 
or engagement for the payment of money payable to bearer 
on demand or borrow, owe or take up any sum or sums of 
money on the bills, hundis or notes payable to bearer on 
demand of anY,such.person: 

Provided that cheques or drafts, payable to bearer on 
demand or otherwise, may be drawn on bankers, shroffs 
or agents by their· customers or constituents, in respect of 
deposits of money in the hands of those bankers, shroffs 
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or agents and hElld by. them at the credit and disposal of 
the persons drawing such cheques or drafts. 

26. (1) Any person contravening the provisions of Sec
tion 25 shall, on conviction by a Presidency Magistrate or 
a Magistrate of the first class,· be punishable with a fine 
equal to the amount of the bill, hundi note or engagement 
in respect whereof the offence is committed. 

(2) Every prosecution under .this Section shall be 
instituted by the officer in charge of the circle 
of issue in which the bill, hundi note or engage
ment is drawn, accepted, made or issued. 

SUPPLEMENTARY PROVISIONS. 

27. An abstract of the accounts of the Currency De
partment showing---

(a) the whole amount of currency notes in circula
. tion; 

(b) the amount of coin and bullion reserved, dit;tin
guishing gold from silver, and ShOWIDg separate
ly t4e amount of coin or bullion heJd on behalf 
of the Secretary of State for India in Council 
or in transit from or to. India, or in the cUl'>tody 
of the Mint Master during coinage; 

(c) the nominal value of, and the price paid ror, 
the securities held as pnrt of tho re£erve. show
ing separately those held by the Secretary of 
State for India in Council and those held in 
India under sub-section (9) of Section 18 or sub
section (8) of Section 19; and 

(d) the amount of currency notes issued against 
Bills of Exchange under the provisions of Seo-. 
tion 20: shall be made up four times in ~a"h 
month by the Controller and published as !loon 
as may be in the Gal!ette of India. 
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28. Notwithstanding anything' contairied in any en-. 
actment or ,rule ,of law to the contrary, no person shall ,as 
of right be entitled to recover from, the Government \>(. 
India the value of any lost mutilated or imperfect curren
cy note; 

Provided that the Governor-General in Council may, 
by rule, prescribe the circumstances, conditions and limi
tations under which the, value of such notes may bere
funded as of grace. 

29. (1) The I Governor-General' in Council may make 
rules to carry out the purposes and objects of this Act. 

(2) In particular and without prejudice to the 
generality of the foregoing power such rules 
may-

(a) fix the denominational values for which cur
rency notes shall be, issued; 

(b) provide for the alteration of the 'limit~ of 
any of the circles of issue; 

(e) declare the places at which currency notes 
shall be issued; and 

(d) prescribe the circumstances in, and the 
conditions and limitations s'ubject to, wrueh 
the value of lost, mutilated or imperfect 

'currency notes may be refunded at the 
office of issue. 

(8) Every such rule shall be published in the· 
Gasette of India and on such publication shall 
have effect as if enacted in this Act. 

80~ The enactments mentioned in the Schedule are 
hereby repealed to the extent sp~cified' in the last coluDm 
thereof: 

Provided that all securities purchased and notes 
issued under the Indian"r~PEl~.Currency Act, ] 91Q and all 
securities and notes which under Section 80 of that 'Act. 

40 
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ate to be deemed to have been purchased or issued there· 
under shall, if undisposed of or in circulation tt.t the com· 
mencement of this Act, be deemed to have been respect. 
ively purchased and issued under this Act: 

Provided Iurther that all currency notes, whIch, 
under the said Section 30, are to be deemed to have been 
issued from the pffice of issue in the town of Cawnpore, 
shall still be deemed to have been issued from that office. 

THE SCHEDULE. 

Enactment, Repealed. 

(See Section 30.) 

Year. No. Short Title. Extent of Repeal. 

1910 Il Indian Paper Currency So much as has no't been 
Act, 1910. repealed. 

1911 7 The Indian Paper Cnr· The whole. 
reney (Amendment) 
Act, 1911. 

10 The Repealing and Amend. 
ing Act, 1914. 

So much of the sl'Cond 
schedule 8S relates to the 
Indian Paper Currency 

_ Act, 191Q. 

J.917 19 Tbe Indian Paper Cnr. So much as has not been 
rency (Amendment) repealed. 
Act,1917. 

19110 45 The Indian Paper. Cur. The whole. 
rency (Amendment~ 
Act, 1920. 

1921l III The Indian Finance Act, Section 6. 
1921l. 

Nou.-In terms of the Currency Act, 1927 {Act I of 1927} the rate of 
valuation of gold has been altered to one rupee forS·47511l 
(instead of U'80016) grains of gold. 
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PROPOSED N:EW PAPER CURRENCY LEGISLATION 

Eztracts from Bill No. g fJf f.921 

A ,Bill to establish a gold .standard Cllrrency f(J!T British 
India and constitute a Reserve Bank of India. 

WHEREAS it is expedient to provide for tbe estab
lishment of a gold standard currency for British India. to - -
constitute a Reserve Bank of India to 'control the working 
·of ,thllot standlU'd and regulate the' issue of .bank notes and 
the keeping of reserves with a view .to securing stability in 
the monetary system of Britisb India. and generally to 
make provisions for matters incidental thereto; it is hereby 
enacted as follows·:-

'CHAPTER '1. 

'11 and .2.-These two eections deal-with· the title extent, 
::commeIlXlement and duration and the d,efini
'tions 'Of terms. 

CBAP.TER ll. 

INCORPORATION. SHARE CAPITAL. MANAGEMENT 

AND "BVSINES1I. . 

1 S.-This -provides 'for --the "stablishme:at 'and ·incorpora
tion afthe "Reserve Bank of India. 

1 4 and '5.-':These lay down the provisions regarding the 
share capital 01 the "Bank. 

§ 6.-This deals with the -:Head' Qmoo.. i3rnnehes and 
Agencies. 
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§ 7 to I2.-These contain provisions regarding the manage
ment of the Bank. Qualifications for directorship, 
composition of the Board of Management and 
meetings of the Board are dealt with. 

S 13.-Outlines certain temporary provisions for the forma
tion of the first Board. 

~ U.-Deals with the business of the Bank. Among others 
it may carry on the business of 

• • • 
(2) (0) the purchase, sale and re-discount ~ bills 

of exchange and promissory notes, payable 
in India and arising out of boft4Jitk com

mercial or trade transactions, bearing two 
or more good signatures, one of ,,"hich shall 
be that of a bank, and maturing within 
ninety days from the date of such purchase 
or re-discount; 

(b) the purchase, sale and re-discount of loills of 
exchange and promissory notes, bearing two 
or more good signatures, one of which shall 
be that .. of a bank, drawn or ISsued for the 
purpose of financing seasonal agricultural 
operations or the marketing of crops, and 
maturing within six months frc.m the date 
of such purchase or re-discoun1i; 

• * • 
(16) the making and issue of bank notes subject to 

the proYisions of this Act. 

, I5.-After such date as the Governor-General in Council 
may fi:I: in this behalf, the Bank may, notwith
standing any limitations contained in sub-clauses 
(0) and (II) of clause (2) of Section H, purchKSe, 
sell or discount any bills of exchange or promissory 
notes arising out of boft4Jitk commercial or trsde 
transactions, bearing two or more good signatures 
and maturing within ninety day. from the dAte of 
BUch purchase or discount. 
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§ 16.-Describes the business which the. B~ ·.may not 
transact. 

CHAPTER.ill. 

CBNTRAL BANlONG FuNCTIONS. 

Relations 0/ the Bank with the Becretarg 0/ Btate in 
Council and the Governor-General in. CouncJl. 

§ 17 and lB.-Bank to transact. Goverilment business. 

Note- lBltUe. 

§ 19.-(1) The Bank shall have the sole right to issue bank 
notes in British India, and may, for a period. of 
one year from the date on . which thil" Chapter 
comes into force, issue currency notes of. the. Gov
ernment of India supplied to it by the Governor
General in Council, and the provisions of this. Act 
applicable to bank notes shall, unless 8 contrary 
intention appears~ apply to all currencj notes of 
the Governme.nt of India issued either' by the 
Governor-General in Council or by the ,Bank in like 
manner as if such currency notes were bank notes, 
and references in this Act to bank notes shall· be 
construed accordingly .. 

(2).On and from the aforesaid date the. G:~vemor
General in Council shall ~ot issue any cur
rency notes or any other kind of paper 
money. 

§ 20.-(1) The issue of bank notes shall be conducted' by 
the Bank in an Issue department which shall be 
separated and kept wholly distinct" from the Bank
ing department, and the assets of the fuue depart~ 
ment shall not be subject to any liability other 
than the liabilities of the Issue department as here
inafter defined in Section 29. 
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(2) the Illsue d.epartment shaU Dot illsue hank 
notes to the Banking department or to any 
other person except in exchange for other 
bank notes or for s11ch coin, bUliion or secu
rities as are permitted by this Act to form 
part 'ol the reserve. 

21.-Bank notes shall be of the denominational values of 
5, ),0, 50, 100, 500, 1,000 and 10,000 rupees, and 
ot such other denominational values, if any, as 
may be directed by the Governor-General in Coun
cil. 

§ 22.-The design, form and material of bank notes shall 
be'such as may be approved by the Govurnor. 
<General in Council. 

~ 2S.-~· {l) 'Subject 'to the provisions of sub-section (2), 
every bank note shall be legal tender at any place 
in British India in payment or on account lor the 
"atnolin't expressed therein, and shall 'be guaranteed 
by the Gbvernor-General in Council. 

~) ~he Governor-General in Council Dlay. by no· 
tification in the Gazette 01 Indill, declare 
that, with enect from such dat~ as may be 
specified in the. notification, any series of 
ban'k notes of any denomination shall cease 
to be legal tender save at an office or agency 
of the Bank. 

, '~I . ....;."the ~ank shall not re-issue'bank notes 'Which are 
'tol'h, defaoedor -excessively "Soiled, and any 
banltnotel'e-issued 'from nny office, of the Bank 
shall be sterilized and disinfeoted before re-issue. 

,§ 215.-Notwithstanding anything bontainedin .any enaQt. 
·b:leh-t or rule .of law to the contrary, no _ person 
tshall :0£ .right be 'entitled to reco"Ver Irem the Bank 
.the value cf .any ll)st, stolen, mutilated or imper. 
/feot bank .note : • 

Pro'vliGled that the .Bank :may, 'with the previous ssnc
tion of the GoveJ:~eneral m Council, prescribe 
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'the circumstances in and th, conditiotlft and limi
tations subject to whichtb~ valu.e of' euchbank 
notes JUa~ be r~funded 81t of gn,QQ, 

Prohibition of 1"ulI 01 Privatll Bill, Qr Notes' payab!e to 
Bearer on Domand. 

§ 26.-No perlilon tn British India other thaq the Bank or, 
as expressly authorized by this Act, the Governor
General in Council shall draw, accept, make or 
issue any bill of exchange, hundi, promissory note 
or engagement for the paymeqt of money· payable 
to bearer on demand, or borrow, own tlr, take up 
any sum or sums of money on thE! bill!!, hundis-or 
notes payable to bearer on demand of any such 
person: 

Provided that ch~ques or drafts payable' to bearer on 
demand or otherwise may be drawn on 9ankers, 
shroffs or agents by their customers or consti
tuents in respect of deposits of money in the 
hands of those bankers, shroffs or agents and held 
by them at the cr~dit and-disposal of the persons 
drawing such cheques or drafts. 

§ 27.-(1) Any person contravening the provisions of Sec
tion 26 shall, on' conviction by a Presidency Magis: 
trate or a Magistrato of th!i i).rllt cl.ass', be punish
able with a line equal to tM a,mount of the Dill, 
hundi, note or engagem.ent in respect whereof the 
offence is committed. 
(2) No prosecution under this /3ection shall be in. 

stituted except on co~plaint made by the 
Bank. 

Aueta of the Issue TJepaTtme7t.t. 

·s 28.-(1) The Resel'Ve shall consist of gold coin, gold 
bullion, gold securities, rupee eom 811d rupee 
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securities to such aggregate amount as is not less 
" than the total of' the liabilities of the Issue 
department as hereinafter defined. 

(2) Of the total amount of the Reserve not less 
than two-fifths shall consist of gold coin, 
gold bullion or gold securities~ 

Provided that the amount of gold coin and gold 
bullion shall not at any time be less than three 
hundred million r\lpees in value and shall not be 
less than one-fifth of the total amount of the Re
serve after the end of the fifth year, or than one 
quarter of the total amount.of the Reserve after 
the end of the tenth year, from the date on which 
this Chapter comes into force. 

(3) The remainder of the Reserve shall be held in 
rupee coin, Government of India rupee secu
rities of any maturity and such bills of ex
change and promissory notes drawn and 
.payable in British India as' are eligible for 
purchase by the Bank under sub-clause (a) 
or sub-clause (b) of clause (2) ,;.f Section 14 
or under Section 15: 

Provided that the amount held in rupee coin shall not 
exceed-

(a) during the three years after the date on 
which this Chapter comes into force, 
seven hundred million rupees. 

(b) during the next three years, five hundr~d, 

million rupees, 

"(c) durmg the next four years, three hundred' 
and fifty million rupees, and 

(d) two hundred and fifty million rupee," 
thereafter, 

or one-tenth of the .total amount of the Reserve 
whichever amount il;l greater:. 

• 
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PiOVicfed further, that' the amount held m Govem.ment 
of Lidiei rupee securities shall notal;· any time ex
;c~ed one-fourth of the total amount oi the Reserve 
or five hundred uiillicin rupees, whichever amoUnt 

: . is less, 

(4) For th~ purpos~s oftli.is~ection; gold coin and 
. gold bullion S?aJl be valued at 8'47512 

-grl!ins of fiDe gold per' rupee; rupee coin . 
shall be valued at its fac!! value and gold 
and rupee securities shall be valued at· the
market rate for the time being obtaining . 

. (5) Of the ,gold coin and gold bullion beld in the 
. Reserve not less than one-half shlill be held 
in British India, and all gold ~oin. and gold 
bullion forming part of the Reaerve shall be 
held in the custody of the Bank or its 
!i\gencies: 

Provided that gold belonging .to the Bank which is in 
any other batik or in mint or in transit may 
be reckoned as part of. the Reserve. 

41 

(6) For the purposes of this section, the gold 
securities which may be held as part of the 
Reserve shall be securities of any of the 
following kinds payable in the currency of 
any gold standard country, namely:-

(a) balances at the' credit of the Issue depart
ment with a bank which is the prin
cipal currency authority under the law 
for the time being 'in force of such 
country; 

(b) bills of exchange bearing two or. more 
good signatures' and drawn on and pay
. able at a place· in any such country , and 

.. having' a maturity' not exceeding nmety 
days; 

(c) securities of. the Government of any such 
country' maturing within' pve 1ear~; , 
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~9yi~l!ld, tJ:lI~ti fpJ;'. Bt;period oi, two yea~B,froIA,t~<I.,date 
o~J w,h,i!}q, tlli" Chapte!;", come~; into, foroe" any of 
B~~h . se,~,urities Illay b,e se,cW,'iV~es. ~~lil.\\i~g after 
fi,ye,y~ars, a~d, t~e B~tW;.qJ.ay., at, atU'. ti~e before 
the expiry of that period dispose of s.1,lJ~P s~curities 
n9~wjth~~al?:d.i~~ ~ a~ything, containe,d" In., S{lQtion 14. 

Liq~i~W~80f' the, 1 ~B'U.~ DepfJ.rtrnsl't. 

i~ 2?~m I Tp.e li,abU,ities, of tl1e Issue d,epaJ;'tment shall be 
a~,aIllqunt e,qual to the total.of:tpe amount of the 
c,lll,Te;n''?Y'I notell. of. the Governm~n,t of. Ip.dia and 
ba,DJc.. D,Ot~s for the t~me, being in" CIrculation and 
of, a9, iz¥,tia\, amount o( five h1,l;ndred million 
l11P.eell, for tl1e purp.ose ot p~ovid~~ for rupee re
a.ert;lp~ion", which; last~men~ion.ed,. aglount shall be 
reduced, by one rupee for every. fi,y~ rupee~ deli
vtlred. to. the Govern.or-General in C01,lnc~l u!,lder 
the pro~sions o~ Sec~ion 81, and sh,all br: increased 
by one rupee for every five rupees,received from 
him under'Section 82. . 

(2) For, th~ purposes ,of ,this section, any currency 
, note ,01 the Govel'll;IIlent of India or bank 

note, wpich has ,nqt, been presented for pay- , 
ment, within forty y~ars from the 1st day 
of April following the date of itA issue shall 
be deemed not to be in. oiroulation, and the 
value thereof shall.. notwithstanding any
thing contain~d in. sub-se!Jtion (2) of Section 
20, be paid by the Issue,depal'tment to the 
Governor-General in" Councilor the Bank
ing department, as the, oas~ ,may be: but 
any, such note, if, subsequently presented 
for payment, shall be paid by the Banking 
department, and any, such payment in the 
case of a ourrenoy llote, of the Government 
of India shall be debited, to ,tqe Governor
General i~ OO\1noU.: 
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'Initial .luets and :Liabilities. 

(§ 3O.~n ihe date on which this 'Chapter Comes into 
'force, 'the Issue depalttneilt shan 't9.ke over from 
'the Go\,ernor-Gelieral in 'CoUncil 'the 'liability for 
all the currency 'notes bfthe' Goveinnierlt of India, 
for 'thetitne 'being in circulation, 'alid "he Gover
'nor-Generalih Council shailtransfer ltb the Issue 
deparlinent gold coin, gold bullion, golcHleculitiell, 
"rupee coin ,aild rupee securities :to'such aggregate 
ruD.Oililt Bsis equal to the total of 'the 'amount of 
Ute liability so transferred arid of a 'sulD of five 
hundred '!niW6n rupees. The cOin, :liullion and 
BecUiities shall be transferred in such 'proportion 
as tooomply -with ,the 'requirements <)f Section 28; 

Providea'that the total amount of 'the gold 'coin, gold 
bullion aha goid securities so 'transferred shall not- , 
'be less 'than 'one half'<>f the whole amount trans
'ferred_ 

SupPly o/Cain, and of t){fje;ent 'Forma ''of Legal 
''reniler '(JuTTencll. 

l1u ...... 'rhe Hank mayaeliver to 'the 'Govemor2General in 
Council all rupee coin held by' it m. 'exCess of th~ 
lDnot1tit 'Which the 'Issue departmEfnt its pdriditfed 
'to holdslI plirt of the Reserve linder 'Section 28, 
against paymerlt of four rupeesiD 'bank notes, 
gold or gold securities for everY five rupees 60 de
livered. 

i 82.-When the aiilou'nt 'ofrilpee 'coin for the time being 
held in the Reserve does not exceed two hundred. 
and fifty in.i1lions or one-tenth 6f thetOiaI -amolint 
'Of the Reserve, whichever lsgreailer, 'the Bank 
may demariddelivery 'of rupee 'com frOm the Gov
ernor-General in :Couilcil, on payment of four 
'topees in bank 'notes, gold seduHtiell for every five 
rupees 80 delivered. 



'324 PAPER C'ORltENCY IN lNDU 

§ 33.-The Governor-General in Council shall undertake 
,not to re-issue any rupee coin delivered under Sec
tion 31, nor to put intc;> circulatioll any new 

. rupees, except through the Bank' and on the 
Bank's demand; and the Bank shaU undertake 
not to dispose ?f rupee coin otherwise than for the 
purposes of circulation or by delivery to the Gov-
'ernor-General in Councll under that section. . 

.§. 34.-Th~ Ba,nk shall issue rupee coin on. demand in ex-
.• change for currency notes of the Government of 

India, . and shall issue currency notes or pank notes 
on -demand in exchange for rupee coin, and it 
shall, in exchange for currency notes or bank 
notes of five rupees or. upwards, supply currency 
notes or. bank notes of lower value or rupees or 
other coins which are legal tender under the India 
Coinage Act, 1906, ill such quantities as may. in 
the opinion of' the Bank, be required for circula
tion;and the Governor-General in Council shall, 
subject to the provisions of Section 32, supply 
such rupees or other coins to the Bank on de· 
mand. If the Gove~or-General in Council at any 
time fails to di~charge this duty, the Bank shall . 
be released from its obligation to supply such 
coin~ to. the publio. 

S 85 to 87 .-.-Dealwith the terms of the purohase and sale 
of gold by the Bank; also lay down. certain interim 
provisions .in this connection. 

SU8penBion of Re8erve Rsquirsment8 lind 
'faa: on Note 188u,. 

§a8.~(1) The Bank may, with thE) previous sanction of 
·th~ Governor-General in Council,forp.eriods not 
,exceeding thirty days in the first instance, which 
:may, with the like sanction, be extended from 
.time to time. by periods not exceeding fifteen days, 
hold in the Reserve .gl)l~ coin, .. gold bullion or f{old 
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securities Qf less aggregate amou~t than that re
quir~d by sub~section (2) of ~ection,28 and, whilst 
the holding is so reduced the proviso to that sub
section shall cease to be operative. 

(2) In respect of ,~ny . period" during W;hich the 
holding. of gold coin, gold bulliqn :and gold 
securities is reduced under. sub~section (I), 
the Bank shall pay to the' Govel';~r-General 
in Council a. tax upon the amount by which 
such holding, is ~educed below the mini
mum prescribed by sub-section (2) t:)£ Sec
tion 28; such tu shall be ·payable at tlie 
bank., rate for tlie time -being in,..£orCI;\,'!itp 

" an addition of one'per cent. ' per" annum 
when such holding exceeds -t,hirty-tWQ, .,an,d 
a half' per cent. of the total' aIQ.oUnt' o~ t11e 
Reserve And of a furthel'on~ .. and. a half pef 
cent. per annum.in respect,qfevery further 
decrease of two and a half per cent. ,or part 
bfsllch decrease: 

Provided that the tax shall notiD. anYI;\VElnt be pay
able at a rate 'less than siX per cent. per aIui:Um~ 

, § 89.-:-Save a8 provided by Section 88; the Banlli shall not 
be liable to, the Payment QfanY' stamp, duty or 
other duty or tax.in ~espect o~ bank notes is~ued 
by it: 

D1.JTa#on o/the P~ivilege of ,Note 18811.e. 

i 4O.~If at any time ,the l3ank 'fails ~o comply. witlJ. any 
provision of this Chapter or wlth any other provi
sion ,of this Act, the Governor-General in. Ooun
cil may, by no~ific~tion in the Gautte of lndia, 
declare. that. the Bank' has forfeited the right of. 
note issue. and, shall thereupon take over' the 
liabilities of the Issue department, together witll 
such portion of the assets of the Bank as is re
quired to meet such liabilities, and ther~after the 
business of the ls~tiejJ,epartment shall be carried 
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OIl in the manner praeribed by this Ad by such 
'ageDI!J as the Govemor~neral in Couneil may 
determine. 

f 41 and 42.-'ProTide fur the hEping of eaoh reaen-N by 
eertain banb with the Baerve Bank and authc.me 
it to enter' mto agreement with the Imperial Bank 
of India. 

C1lAPI'BB IV. 

GDD.AL~wn. 
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1 U to 47.-Dea1 with ·awfi and powen and duties of 
aud.=tors. 

I 48 and ~.-Lay do;rn prori:-ionS regvding the puhEea
lion of retunJs and liqui&rion YeSpeetinly. 

'i ro.-Defines the power of the :Bank to make reguIaUcms 
reganling certain m.atterL 

I 51 and 52.-Indicate amehdmenta and l'epea!s "f ~ 
Acta. 

'l"bere ere three ~ third ~ ~JJes 
the fDtm ill whieh weekly fttums of the IMae Departmeni 
1ft to he made and published. 
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on 'in 'the 'manner 'Prescribed' by this 'Act by such' 
'ageney as 'the; Govetnor!Genetal in 'CoUhcil may 
'determine. 

§ 41 and 42.-'Providefor the keeping of cash reserves by 
'certain b"nks'with the Reserve 'Bank'and authorise 
'it 'to enter'into agreement with the Imperial Bank 
'df India. 

,CHAP[,ER ;IV. 

·G'EliEtw. 'pRdV1SIdN'S. 

;RU6TV6 Fund and Allocation of Surplu,. 

'§ ~ and44.~1>eril·w:lth 'thealloeittion 'tif surplus and the 
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ERRATA 

Page 5. Omit line 25 and substitute 'development of 
the Paper Currency of the country', 

Page 20. Second foot-note, Line 1. Add '5' after 'Thr~' 
Noten VOIl', 

Page 93. Line 24. Read 'Province' for 'Providencfl'. 
Page 98. Line 25. Read-'~antithesis' for 'anthesis'. 
Page 127. Line 8. Read 'reverse' for 'reserve-'. 
Page 132. Line 3. Read 'proved' for 'provided' 
Page 190. Line 21. Read 'this' for 'his'. 
Page 210. Last line. Read 'more' for 'wore'. 
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