Yargh Tth, 1918.

pear Blacketi:
Hany thanks for yours of the 3rd.

¢ leaving for a tam days® golf trip

I am just

and will read the enclosure with a great deal of inter-

gst on my holiday.

pasil P. Blacketl, Esq.,
British “mbassy,
Cormecticut Avenue,
vashington, D. C.

BREXVCH




May 9, 1919,

My dear Blackett:

As you know, some Of us are interested in a plan t0 promote
legislation by our Congress so that we may have some azort of a definite
system of budget for our Federal Govermment, Yo are trying to stimulate

R
public interest by newspapsr and magazine articles and by other methods
and I am wondering whether you would be willing to write an article for
one of our best magazines on this subject, We would like, if posgsible,
to have about 1500 words, dealing particularly with the working of the
budget system in ingland, emphasizing how it has saved money, also,
historically, how it came to be adopted, and that under your system no
restraint is to be iImposed in the developmeant of pogressive legislation
such as 0ld age pension, health insurance, and similar measures which
have already been adopted in Zngland under the system of executive budget,
It would be of great advantage to us to have something in the article to
indicate how the operation of the budget, readjusted to meet war comn-
dltione, has been of assistance to Great Aritain's financial program,

If this 1s asking too mueh of you, please don't hesitate to say
80, but I imow the article would be of value and am confident that if you
can spare the time you will be glad to help us out,

Sincerely yours,

Basil P, Blackett, Esq.,
23 Wall Street, New York,

B;)/"AHL')B




May 22, 1919.

My dear Blackett;
I was greatly disappointed in not having opportunity to

have a little visit with you before your sailing for home, but I b

playing golf diligently and recovering from the loan effort,
/

fou are most kind to be willing to prepare that article,/ [Jse’

We shall value it highly, and it will be of real service to this
country, where you have been a sojourner for so long, It looks
as though we were making good progress toward budget legislation,
and I know you will be glad to feel that you have had.a share in
bringing it about, Whenever the article is ready, semd it
along to me and I will ree that you are supplied with copies after
publication,

With kindest regards, I am,

Sincerely yours,

Basil P, Blackett, Hsq.,
Treasury Chambers,
Whitehall, london S,%,1,
Bngland,

BS/MSB
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Dear Sir:

London, September 16, 1219.

Please accept my thanks for your 1etter of the 15th instant en-

closing copy of Annual Report of the

for 1916-17.

Very trul

The Under S
Financial Department,
India Office, 5.
London.

w 4
Wa 1,

v

Indian Paper Currency Department

y yours,

scretary of State for India,




Jwne 3, 1921

iy dear Blackett:

I have yours of lay 19, with the questiomnaires on
infomation. 2opk
. blé |34 N 1
I have forwarded your note to Vashington and will
of any reply thoy may wish to makeo.

But I will draw your attention to the faet that practieally
every item about which you inquire is publighed every month regularly in
the Federal Reserve Dulletin. ind I chould say that this information
vas ag official as anything you could gete It would be no different if
it ecame through the 3tate Departnent or any othor,

The only item I note which is not given exactly as you wish it
is the monthly statement of tonnage of foreign trades This, in this
country, is given only for a certain mmber of items, where the quantie-
ties are given ans well as tho values,

From these quantity figures the Federal Roserve Doard makes
up an estimate of the relative quantity each month, which is also pube
lighed in the Mederal Reserve BDulletin,

Ag you probably know, lir. Hoover is endeavoring to improve the
gtatisgtics wo have as to domestic trade and production, and the Federal
Regerve Doard and the individunl banks have been working alonyg the same
line, so that you could easily have not only all you ask for but a great
deal more,

Findly advise me in what further way we may serve yow,
lieve that it will always be a pleasure,

incerely yours,

OIIN STRONG

L
Governor

Hon. Basil P, Blackett,
Treasury Chambers,
Phitehall, London, Pagland.




June 29, 1921.

Dear Sirs
Your favor of May 31, with the accompanying
doouments, resched me sometime ago, and I regret the delay

in scknowledging them, due to my repeated absence from
New York.
will you not accept my thanks for this courtesy,

and convey the same to Sir Dasil Bluckstt?

Yours very truly,

Arthur Sweetser, Esq.,
o/o Office of the Leagus of Nations,
London, England.

BS s MM




June 29, 1921,

My dear Blackett:

About five years age 1 purchased L6500 of War Savings
Certificates, 1t seems astonishing how fast time flies, when I
find that these certificatee fall due on August 4, 1921, Can you
tell we il they are stlll being issued, end if so at what prioce,
and whether I should sead them over to be collected, or whether on
the contrary il would be better to purchase some new ones in their
place!

1 take thie opportunity also to thamk you for asking Mr.
Sweetser to eend me the interesting report of the committee which
investigated the Austrian problem. 1 have not yet had time to
finish ite reading, but hope to do so shortly.

Trusting that you keep well, and with kindest regards,

Faithfully yours,

8ir Basil Blackett,
The Treasury,
London, England.

BS s MM
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FEDERAL RESERVE BANK
OF NEW YORK

A I

W CE CORRESPONDENCE

jou i Myt

_Governor Strong

FROM =2 HE_=3

I agree with you that

September 2, 1921

DATE

SUBJECT

it is desirable not to turn dowm

Mr. Blackett’s request, but at the same time we must regard the

views of the Department of State. Mr. Gilbert will be here to-day

and I shall have a word with him before deciding what to do.




September 13, 1021.

Ky cdear Blacketit;
Owing to continued abeence from the office 1 failed

to acknowledge your kind letter of July 12 with regard to the

%ar Savings Certificates which I wrote to you about. I have

decided to sllow them to run for another five years with the

axpectsatlon as you say of having them repaid at L28 for each

15/6 originally imvested, It was very good of you to look

into this mattsr for me snd to give me the necessary informa-

tion conceraing thess certificates.
With my best wishes and kind personal regards, .

believe me, <

Yours sincerely,

Bagil P. Blackett,
The Treasury,
London, England.

GBg Mi




January 8, 1923,

2

Dear Blackett:

Thie ie my firet opprortunity to send you a personal lime since
learaing of your acceptance of the finance membership in the Viceroy's Council.
It certainly is a most interestinz work., Of course, I have known eomething
of it since visiting Hailey, and frankly can well understand the lure to one
of your sctive mind and dieposition which euch an oppertunity will afford.

Since I was in India in 1980, your predecessor has been good emough
to keep up a correspondence with me which has been most interesting, and ziven
me such & good picture of India and what was going on there that I hope you
will be willing to do the same.

Last Thursday your former chief Mr. Stanley Baldwin and Norman
arrived on the Majestic. WHadeworth and I met them down the Bay, where they
were honored by a vieit from more newspaper representativee and camera men
than I have ever seen on chipboard. Tosday they etart negotiating the funding
of the deot. #e are all hopeful of the results. #hile the témper of publie
opinion in this country would not yet eupport anything like intervention on
the pari of our Government in pelitical mattere in Europe, there nevertheless
hae been a stronz swing in favor of a more conetructive policy in economic
matters than at any time since the war ended, which ie & helpful background for
such a difficult transaction as they now have to conduct. I am 2fraid, however,
that the decision of the Eremch Govermment ic ocoupy the Rubr has chilled
public opinion a good deal as to conditious on the Continent, end I think
eolidified public opinion that anything in the aature of political obligations
in Burope are not to be thought of. One of the strongset influences upon public
opinion just now has been the growing realization Ly our fsrmers that we produce
10 or 15 per cent. more farm products than our own people can consume; tha
Burope is the principal market for them, &nd unlese that market is capable of
taking what we produce at fair prices, the farmers have got to curtail production.
This appliee especially to cereals and meats, as cotton exports have been pretty
well maintained, and prices have been good.

1 must take this opportunity to express the appreciation I have felt

for the many kindnesses that you have shown my boy Ben in iondon. I hear frequent-

ly from him and he has more than once mentioned being with you and Lady Blackett,
and of the hospitality you bave been good enougn to show him.

fhile a cold has kept me away from business recently, ! have otherwise
been pretty well and sincerely hope that you have bsen.

Wishing you the greatest poseible succeees in your new work, and a very
Happy New Year, I am,
Yours sincerely,

Sir Basil P. Bleackett,
Delhi, India.

BS. MM




a June 15, 1924.
N

My deer Blackett:

You will dobbtless recall thst I have been engaged for some
years in building up a collection of literature and publicatione bearing
on finance and economice for Princeton University. I have been anxious
go far se possible to get documents which would comstitute originsl sources
of information, and one of the most importsnt sources of production of
that eort of literature is, as you know, the varicus government offices
throughout the world. During my vieit to India im 1920, I was much
impressed with the velus of material of that eort znd had hoped through
the kindnese of Mr. Rushbrook Willisms, whom I had the pleasure of meeting
there, that semething could be done towards collecting it together.

Inquiries mede by the Librarisn of Princeton Univereity resulted
in correspondence, of which I am enclosing copy to you. It seemed to
me that this was proving to De s pretty expemsive affair, and if the
collection were to tun into similar figures elsewhere throughout the world,
it would growx to proportions very much beyond my capacity to finmance it.

Thie letter is not inspired by 2 deeire to get something for
nothing, but I azm writing to ask your best opimion as to shether there is
not eome method by which the materisl that is of resl value and importance,
such as is referred to in this correspondence, might not be obtained by
some other means st leses cost. Please do not hesitate to write me
with the utmost frankmess and to commen@ my servicee in any similar
or other way here.

One of the ressons for my suggesting India for the Librery,
I think you may understand whenm I say that mo experience in the East so
impressed me ag did the Indisn Government. I was dieappointed that my
stay there was so much shortemed that I really could not learn more about
it. The Indian Government is little underetood in thies country aad
frequently is the subject of much misrepresentation, eometimes by
agitatore who are seeking to stir up trouble. Our Universities have &
system of exchanging lists of acceseione, and studente in any University
are made welcome to use the libraries of any other University. A
collecticn of documents of the character indicated which could be kept
up-to-date would, in my opinion, be the only adequete source of originmal
information in regard to the affairs of India and its Governmeant that
would exist im thie country, and it would im fact be accessidble to all
American students who were interested in making a etudy of Indian affairs.




No. 2. June 16, 1924,

‘!trefore, it seemed to me thet it was worth eomé-effort and expense to
" 1t started. 1 would much appreciate your writing me as soon as
your meny duties may happen to leave you a few spare minutes to do so.

¥ith many good wishes to you amd to my other friends in Indie,
I em, as always,

Sincerely yours,

Sir Basil P. BElackett,

BS.MN




July 10, 1924.

My dear Blackett:

Teday I had the pleasure of a call from HMr. Demning =nd hie wife .
Unfortunstely, they ceme Just Lefore I wse otliged to keep an engagemeni for
luncheon and just before a week-end which I am planning to spend im the country.
As they are sailing next Tuesday -~ and this is Thursday - very much to my regret
it will not be possible for me to show them amy courtesies during their stay in
New York. This I greatly regret on your account and especially on my own ae I
should like to have the time to learn more about my good friemds im India and
how things are going with them. They happened here in a very hot geason and
I fear their impression of New York will be one of diecomfort. It is good of
you to send them to me, and I only rezret my inability to show them something
in the wey of hospitality.

Gith kindest regards, believe me.

Yours sincerely,

Sir Bagil P. Blackett,
Delhi, India.

P. 8. I had a fine letter today from Heiley, and am proposing to write to

him as well as to you in the near future and give you something of an accoumt

of what is going on over here.




July 14, 1924.

¥ dear Rlackett:

Your letter of March 24 reached New York while
was expected to make u very short visit, bul illness dolea
May, and thie is my firet opportunity to reply.

I was in Burone. 1
ed my return until

v

J

I did read your speech on the Indisn Exchanye and Currency with
a great deal of interest. And now I em wondering whet will happen if effortes
are made to restore sterling to par and resume gold paymente. ¥ith some
prospect of debt adjustments now developing, It seems to me that this may bo-
come more a nosaibility. Of course sterling will be in an uncomforuable
poaition 1f the so-ocnlled Dawes Pien resulte in a etabillised mark shich thev
are abln 1o maintain 2t par with gold, And, frankly, the outlook 12 that
that is exactly what will happen. There reslly are but four major obstacles
to ths rosumption of z0ld payments in Bagland, =8 we view it here, One i
the debts; the second {2 the nesd for A higher bank rate and higher interest
levels than oute in the facs of a million unsmploved people receiving covaramént
aid; the third is the unestiefactorv position of the currency notes; and
the fourth iz the disparity in price levels betwsen Great Britian and America
which must in somc wmay or cthar he resdjusted if London is to avoid a drain
of gold, But of course if this country becomes the lending market of the
world for a period it willi take quite 2 burden off of the English exchange
end I should hope to see some price readjustments follow, which would reduce
that meance considerably.

Our own situantion has undergone considersble change racently. In
the faret place, the Tressury closed this fiscal yeer, - June 30 -~ =ith =
surplus of 2505,000,000, unexpectedly large beeause of greater revenues
than anticipated and zreater success in the reduction of government expendiiures.
This means a considersble reduction in the goverament debt, as most of the surplue
reveauas sre applied to debt reduction. On top of that, we are recelvinz gold
this year at the rate of sbout $1,000,000 a day. And we have had some little
receesion of business, A&ll of thie has contributed to mske very easy money.
In fact, money ie lending on cell in New York at 2% and less. The banke are
earrying srime commercial bills as low as 1-1/2%. Time money is listed at 3%.
And the short-time govermment obligations, ~ depending nvon maturity - are
salling at from 2% to 3%. This has had the sffect of developing a splendid
bond market aand many of the railroads, public utilities and industrial corpora-
tione are funding floating debt and raising money for plant improvement, etc.
Thie period of saey money will put the sountry in heelthy shape, and will be
particularly helpful in the west, where a good deal of hardship resulted from
the low prices reccived for the last two or three years crope, especially
wheat,




8 S8ir Basil P. Blackett 7.14.24,

The Democratic national convention resulted in a deadlock bstween
McAdoo and Governor Smith of WHew ‘ork. The real issue developad to be one of
great bitterness, - a supposed discrimination againet the Roman Uatholice
religion, for which Governor Smith wae the standard bearer, Aand only after
two weeks of exhausting effort in a very hot convention hall both partiee
withdrew and John ¥. Davis was nominated by a land slide. It's the best
nomination thev could have mede. He ie a fine, able msn, and the general feel-
ing is that whether he or Coolidge becomes President for the next four vears,
the country will be in safe haads. From now on interest will center upon
the primariee, where about one-third of the senators, and all of the representa-
tives are nominated preparatorv to the November election. It looks as though
the general dissatisfaction throughout the country with the perfomances of
Congrese during the past few years will result in & tura over, snd 1t may bhe
that we shall see a radical Consgress, We certainly will sees many new faces
there.

I am sorry to learn by vour letter that vou have had a really serious
iliness, but I am resssured by what yvou write that you ares all wsll sagain.

I have & long letter from Halsy, and I hops ha will he hapay in hise
new appointment as Governar of the Punjab, He le a oplendid fellow, and T am
very fond of him.

fon't vou reamembar me to any of my friends with whom vou are
asgoointed whan vou sce them, and give my wamest regarda to Lord Reading.

The sane to your good aelf,

Faithfully vours,

Sir Basil Blackett,
Delkhi, India.

B&.uss




August 20, 1924.

My dear Blackett:

Tou are certainly very considerate and helpful in connection
with that literature, and it would be a real contribution if you are able
to make it poseible for me to get just the documents which you have in
mind. I am ecknowledging your letter at once so a& to make sure that you
undersiand my appreciation.

My son Ben is very happily married, and after a year's experience
with Schroeder's in London, he is now in New York banging away at the
banking business.

I hope you keep well and happy and that all of your plans and
affaire are meeting with the success which they surely deserve.

Sincerely,

Sir Basil P. Blackett,
Simla, India.

BS .MM



September 11, 1924,

My dear Blackett:

It was very good of you indeed to take an interest in the books on
Indian finsnce, ste. I think it will be a good plan to have some such
repoeitory of information on Indie as we shall then have in Princeton. It
will be known to other Universities throughout the couatry and studeats will
undoubtedly avall of it. I am most grateful to you for your help.

Possibly Mr. Denning explained to you that he end his wife happenmed
in on me just as I was leaving the clty and only a few daye Lefore they were
sailing. I was eo diseppointed mot to be able to entertain them, show them
something of New York, and make some contribution to the enjoyment of their
visit. Next time you send folke to me with = letter of introduction I sure-
ly hope to have better luck.

I seem to be in first rate health and am just about to leave for a
month's holiday in Colorado whic* this time will be spent entirely in loafing.

With meny good wishes, I am,

Yours sincerely,

S8ir Basil P. Blackett,
Simla, India.




/‘ A .
Ry dear Blackett: < %37 ~ '7(', " /
- i A ’r,"

i Fa-

lt /#es oniy yesterday that 1 P &01:; f;o foed
the Budget _LﬂNpu thast you were gouvd enough teo 2und @6, sad
1 did so with great scdmiration vud apprecistion of the work
which it represents; but more especislly, my dear Blackett,
for the fine spirit in which you approsch & very knotty
problen. How wuch I would enjoy & visit with you and leara
sowething of your work!

I epjoyed & vigit from your friemd, Mr. Shirrss,
end hope thst be derived some bemefit from nis trip. S0 far
&8 I could tell, everyone geve nim the neaded time for dis-
cuesion =nd ipvestigation, and we were gled to do so as we all
found him & most likesble fellow, indesd.

he last fsw months, &s you aay surmise, bave been
much devoted to the subject of zold. From here it looks es
though thes trensition from s closed 10 en open market bas been
sccomplished with little friction snd hardship, esnd probably
with success beyond Normén's cipectalions.

1 ehell bope to Le over taere in July zad learm more
on the ground.

¥ith every goocd wish to you, bzslisve me
4 - > s

Sincerely yours,

Sir Bseil P. Blackett,
Finence Member of the Council,
Simlz, Indis.

BS.LS




September 17, 1926.

My dear Blackett:

¥y very enterprising friemd, the librarism &t Princeton
University, hae written to remind me thet I wes undertaking some time
ago to get & collection of Indien officisl documents for the Princeton
library, which resulted in my bothering you.

It seeme that whenm your friend, Dr. Shirras, was here, he
visited Princeton and as & result of comfersnces there, Lhey have
something under way which will necessitate refsrsnce to & muaber of
these documente, 2nd they have asked me shether there ie s chance of
their being cbteined.

I hate to bother s busy fellow like you, but it seeas that
I cannot well avoid it. You must not hesitate to let me know if this
is going to be sn incoavenience or expense, which I am mot justified
in esking.

I just got off the steemer last night after two monthe spent
abroed, much of the time with our old friend Normsn; snd I wigh my desk
were not so occupied with metters nesding attention ze t0 prevent my
sriting you something of my trip. But 1 shell try tc do so later.

¥ith meny kind wiehes, belisve me,

Eincerely yours,

8ir Basil P. Elackett,
Finance Member of the Council,
Simla, India.

BS.L&




PESOR Jenusry £1, 1928.

Hy deer Blackett:

Your letter of December 8 forturetely arrived while Norman wae herve,
so we had op;ortunity to diecuss it together, aand it resulted after considerable
deliberstion in cur sencing you jointly & confidential cable vis Londom, con-
firmstion of whioh ie enclosed herewith.

1 beve written Professor Coyajee, but did mot eend him 120 Bupses,
as I gathered from your letter and his that the smount of iLhe expense incurred sas
still uncertainm, and he would let me know the smount later. I shell send him
whatover is necded when I hear the amount.

How about your gold standard progrem. If you will sccept the lollow-
ing comments in the very huable spirit in which thoy ere offered, and understand
them to come from one who pretends to heve no expert krowsledge of Indian mouetery
affeirs, 1 shell regerd them as contsining the possibility of belp with the
minimum possibility of harm.

First let me sey thet I have slways had & feeling that the Indian
sterling exchange stunderd with the uee of silver as the monetary umit of Indis,
nad clearly disclosed the woskness that it could be made to protect India agalost
either & rise or a fall in the price of silver, but it wee not sucesseful in its
ability to do both. In faot, 1 beve slweys felt that the Indien position would
be in some peril until the time ceme to get squarely on the gold stendard. A1l
of the argusents are clearer to you than they are to me, with the intimate ox-
perience you heve how had with the Indien currency, snd I only wish to pass on
you & few reflections on the difficulties of the progrem.

For yesrs, centuries almost, the 300 million people of Indie have been
sccurulating silver. In recent years, I gather that the annusl net importatiom
mey run sround 75 million ounces, st times reaching 100 millione or sven more;
and during the extreordinery wer period, India took practically the entire world's
production of 200 million ounces » yesr, either directly es new production or
indi rectly through the Pitmsn Act silver, which has later been repleced by the
United States Government in its purchase of new production silver. This grest
bords of silver, psrtly im ornaments, pertly in rupees, is the suviogs bank of
India. In & gensral way, I suppose when the price of silver declines, the Indien
people tuy more silver. When it edvences in relation to gold, they sometimes
disposs of some of their eilver and buy gold; but there is, nevertheless, a constant
additioa to the totsl fund.

Your progrsm will contemplate making known to the world thet Indle will
no longer continue to take from 75 to 100 million cunces s year, but, ia fact, in
course of time will dispose of some 500 smillion cunces, which is equel to three
years' world production. One need only go back to the daye when Germeny sbendoned




2 FZ Sir Bagil P. Blackett 1.21.%28

bi-metelliem to reslise that this will cut the velue of silver down tremendously

ic world markets. S50 the first query shich oocurs to me is ss to the effect upon
the minds of the Indian population of having the intrinsie purchsaing power of their
silver g0 reduced in value. How much coined silver will be tendered to the
Government? FHow wuch silver metsl will be offered for sale? That fecture of the
progrem is all s mystery to me; it depends much upon the psychology of the Indien
people, &8 well as upon the ebility of the Indiam Government to scturlly dsel with
the provles of merketing &« vaet store of silver which it now hes on hend or which

18 held by the public.

Of course, the impact upon price &8 2 result of this move aight be some-
what lessened 1f some very considersble part of the store of esilver can be coined
into & token coin et so low an intrineiec value, that it would not bLe exported. But
the question is, how much currency of thet charscter csn Indis sbeorb, snd would
it sbeorb eny considerable amount sith the iatrinsic velue eo reduced? It must
elso be borme im mind that the use 6f silver for subsidiary coinsge has bLesn very
much reduced throughout the world, in ifact, slavst universally throughout Burope,
&nd the British shilling hes been reduced from 9£85 to S00 fine. This hes 3ll
thrown & greater burden upon silver producers by restricting their market. In fuct,
the Esst and prineipally Indie, is now zlaost the only comnsiderable market for mone-
tary silver.

0f course, it at once occurs to se on resding your letter to estimate the
possible resction im this country. In order to somewhat inform myselfl snd Lo give
fomen s [iret-hend picture, I took the liberty of asking ¥r. John D. Rysm and
#r. Cornelius Kelly of the Ansconds Copper Company to discuss the matier very con-
fidentizliy with ue. ¥r. Kelly ie now president of ihe Silver Producers Asseciatio
of this country. What he tells ue ie most disconcerting as to your prograa. In
the first plece, the silver produced from the purely silver mines of this country
cen only be trested in conjunction with those mixed ores which conteinm othar non-
ferrous metuls. The other wetele principelly sesocizsted =ith silver are copper,
lead and zine - lsad and sinc being the most importemt. The effect of losing the
Indian merket For silver would be to add roughly 2 centes & pound to the cost of coppe
for those mines shich hsve silver production zs well. Soms of thea would be obliged
to closs. For the lead gnd zine industry it sould be & celamity. But It would
really extend beyond that. The refining ie lergely conducted by refineries in
Sew fork, New Jersey, Maryland end slong the Atlantic seaboard. Thess induetries
would be cleo seriously affected. The loes of the Indian market, they belisve, woul
close the eilver mines of Ceneds, United Stetes and Mexico (except the most profitabl
would close some copper mines, and would grestly incresse the cost of lesd and zine,
end affect the tributary industries, particularly refining. it would reise s
political guestion of the first order.

All of this ie lesding up to the guestion whieh you frenkly snd necessaril
reise s to sesistence in carrying out s progrsm of adopting the gold etandsrd. You
estimete that it would regquire 100 millions sterling of gold, which you nsturally
fsesl would need teo be furnished by London snd New York. Over & period, I have no
doubt that this could be arrsuged, so far as necesecery fivencisl grracgements go,
but 1 feer the consequences of & program caliing upon the Federsl Reserve System or
American bankers to joln in finspcing & sonetery reorgenization is Iandle, the offect
of which would be to throw tens of thoueends, possibly hundreds of thousends of peopl
out of suployment snd seriously cripple or destroy two or thres important industries
in this country.




#3 Gir Baeil P. Blackatt 1.21.28

Then there ie another cifiiculty. Of course, India all these yecare has
had fsvorasble balances of payments end hes been & steady accumulator of the precious
metels in payaent for exports. be might sssuse that & progrem could be luid out
for edoption of the gold stenderd bused upon the ebility of the Indlan Government
regularly to ecquire the South Africsm production. But even if that were done,

1 think Nommen foele Lhat other demsends for gold arising from &ll qusrters of the
world, which is lisble to be of unusual extent in connection with plane for the
resunption of gold payment, would have to be met by <rafts on London, and it might
indesd be too severe » etrain upon his reserve.

On the whole, my conslusiom is thst however desirsble your progrsm mey De,
strictly from the etandpoint of Indis and ite monetary affuire and ite gradusl ap-
building economically, there are danyers of rsising fssues with » strong political
quality =nd coueing sntegoniems which camnot be overlooked, and whiek indeed might
defeat the program entirely if it depended upon sssistence froz us.

I em firmly convinoed that the gold stenderd program is the best yet de-
vised, snd thet it is the one to work to ultimstely, tut I do not yeti believe thet
it cen be euccesefully cerried out st preeent in Indis without reactions in Englend
and Americe, which might heve fer-reaching, oven dlsesirous, Consequences.

I hsve arrenged to get some figures from Mr. Kelly, which should heve bsen
in my bands today, but not being received and se 1 en leaving for = month'a abeence
on Friday, 1 shell prepare thie letter in the hope that I cén inclade the figures
separstely leter.

You sey you will be interested to hear what I think of you, sac I cea
honeetly sey, my deer Bleckett, thet I think ae much of you 28 ever - ratier more,
in fect, for writing me so fully and frankly sbout your propossles. Indeed, I might
sguelly reply that I shell be greetly interested in hearing whatl you think of me
efter resding this rather hastily prepared reply.

¥ith earmest regarde, 1 beg to remein,

Sincerely yours,

Sir Besil P, Blackett,
Finencisl Member of Couneil,
Delhi, India.
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June 27, 1927,

' Dear Elackett:

ther heard from you or sritten

- 2 4 -
‘. t)r-\
S g

you. The excuce on my part is &

It 18 & long time ein

sa efter returning from “urope

last Septembar which put me on ebout seven monthe, I surmise

that the excuse on your part is .' ‘ smount of wmork with which I

know you are confronted just now] p not complain. Fut I wmould

“"

ectly something of the prosress you

grestly eppreciate hearinz Yrom
sre meking in orgenizing, under the terme of the Hilton Young' Commission
report, and especislly something of the difficulties which you appear to be
experienoing over the . declinirg velue of the rupee.

In 2 way you were responsible for that visit of mine to London,
and I must tell you one or two amueing incidents in conaection with my eppear-
ance before the Cormiseion.

My old friend, Sir Noroot Warren, referred to our correspendesnce
prior to the Cosmiceion hearings in London in which he maid thet you had teld
him of your long letter to me, end that he ﬁad made & comment that doubtlese
you hed your tongue in your cheek wshen you wrote it. He seld your retort
wae that you had & very nice letter from me in reply, whereupon his comment
was that if be knew anything atout Stroag probatly Stronz eleo bed hie tongue
in hia cheek when he wrote the snswer., The faset 18, my old friend, the whole
entorprise s8 originally laid out gave me guite a bad turn. The recscns for
the way I felt were so fully set out in mpy etotement end those of Spregue and
Hollander, tbet further comwment ie unnecessary. After the hexzrinze one day

your friend, Sir Purshotemdae asked me if I would be interested to know what

impreesien py stetemont hed mede wpon the Indicn members of the Commiseion,




vhick he explained by hending me & slip of paper which he had passed to

arren st the hearing and on which he hed written the following: "lell
your friead, Plackett, thet his friend, Strong, has buried his gold standard
scheme with internationsl honors.* 4t the foot of the elip Warren hed wsritten,
"ind s damn good job too."

I had some very interesting experiencee with the members of the
Comriscion, nons more illuminsting than e long talk wiilh Cir Purshotemdes,
Be spprrently wae desd set sgeinst the 1s. 6d. veluscion, confsseed to me
quite frenkly that he thought the Indian exchenge bad besn menipulsted, that
1s. 8o, wae an artifieciel velue, and if they could sdopt le 4d. it would
restore to employers in India some part of the extrasordissry sage ineroscses
shich hed been more or lese forced upon them by the Governmsnt wnd whiech they
could not readjust by eny other method than tho one suggested., T took the
posi tion conseistently, (and without the slightest kmowledge of wbet Wormen
hed teetified) that the adoplion of any velue for the rupec must bs tased upotd
the feote, that is, whether Indis had adjusted to the value of ls 8d. which
had srevalled for some eighteen months, or shethsr it saes, In fuct, 2 vealue
vhich had any srtificial elemeant im it. On that subject we had no informe-~
tion snd could meke no etetement except in general tLerms, thatl arbitrarr re-
edjustments of the value of the ocurrency ware usdesirsvle 17 thsy could de
avcided. I never expected Sir Purshotamdes to write &« minority report, but
I had expected thet Gir K. D, Dedathoy might poeeibly do eo. Imagine =y
aston] shment, then, when S5ir Purshotamdas produced soch en exlonsive end
slmost violent objection.

0f course, you know that I merely stated my convicticne % the Com-

mission with - deeire to be helpful, sai I hope 1o the long run that proves
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to be the cutcome, You %ill find the rccord of my statement filled with

‘uminga againat attempting to apply = banking system shich is suitadle te
the United Stetes, where conditions differ so materially es they do in India.
The Soutk Africsn reeerve bank e suffering nos from the conceguenses of sn
ettempt to do thet very thing.

If I were & free lance it would be tremendously irnterssting te me
to visit vou in Indie and talk over soms of theae things. The next best fe
to hear from you atout them by letter, eo pleace write me if you have time.

It ie & long time since I heave heard from Halley, but let me know
how he ie and, if you think he would be interested, pass this letter slomg teo
him. I bhope he keepe well. I hope slro thet you and Mra. Blockett are well

and proeperoue and heppy.

Ben, 2& you know, 1e married, has & lovely =ifc end a Doy, alee
Ben, over two yesrs old,
Thinge here rock along about se uevel. The ocountry iz waxing fat

snd prosperous. Our Tressury this yesr has = surplus revenue of about

$600,000,000 snd wil) reduce the funded debt by over » billion dellars. It
igmighty interesting te me to watch thie eitustion develop. Of the five

biz war losns of which, roughly, something over one helf wse sold by our
organi zetion in New York, the fifth has been eatirely retired, snother, the
second, is in couree of retirement =nd w#ill be fully repaid or refunded at
the end of this year, and enother, the third Liberty Loan, falle due and wiil
be partly peid off and the balence refunded by September of mext yesr. It
hes been en extrsordinsry record. The weslth of the country snd the industry

and savings of the people have dove most of it, but e have had & very wice

secretary of the treseury who is o-titlgg to much credit,




. Sormsn arrives here next week with Schecht, end wme are aleo %o
heve the new vice governor of the Benk o France, Dr. Fist, haore at the esme
time. CSo poseibly 1 bed better sxve my bresth for meny long texlke now im
prospect end cloee this long lotter.

Meny good wishes to you, old friend, and success to your efforte.

Very alnocersly yours,

Sir Baeil Elacketi,
Simle, Indie.




Jamuary 25, i928.

Dear Sir:

Your letier of December 21 hes errived during ¥r.
Strong'e illnese., He has asked me to write you and to tell
jou that he i6 looking forward with pleasure to reading it,
but that probably he will not be able to reply to it for

scme vime.

After nine months of continuous good health and
unbroken business asctivity Mr., Strong hae hed = recurrence

ey

of his old trouble. However, this has been very slight - not
compsarable to his last attack - and we have every resson to
beiieve that he will be back in the office se fit ae ever in
a gouple of weeke.

I am enclosing a copy of your letter, and have re-

tained & copy for Mr. Strong.

Very truly yours,

Secretary to Mr., Strong.

Sir Essil P, Blackett,
Bew Delbi, India.




duguet 10, 1928.

My dear Basil:

It seems most ungrateful that I should haye ®o long delayed
a sultsble answer to your fine letter of December 21. It arrived at &
time when I wae seriously 111, and from that time until the present I
have been obliged to neglect a great many matiers, ftnoluding much of my
meil. I am not even certain at the moment whether you are in India or
heve returned to Bogland, ®0 sm sending thie to the Indis Office where
they will know your address.

Even now I ceamot send you much of a reply, as I am only a few
days beck from Earope and must skimp my working time still for the bene-
fit of heslth,

¥hat I especially wish to convey in this letter is the hope
that your werk in Indis has given you & great deal of satiafaction. I
know that you have worked much in the face of opposition and obstacles
of a very stubborn and difficult character but, after all, that lends
interest to the work and creates the incentive for its accompliehment.

flad I been sble to go to England on thie trip I sould heave looked
you up, were you there. If and when you receive this letter I hope you
#i1l write me something of your plans, and whatever they may be I ain-
cerely hope thet ii means prosperity and happiness for yeu.

Sincerely yours,

Hon. Basil P. Elackett,
¢/o The India Office,
Downing Street,
Longon, England.
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subsoribed as much s one helf in new money.

‘ After & month of very vigorous propagsnds the subscripe~
tion lists of the 7th German Wer Loan closed on Ogtober 1l8th.
A few deys later the provisional results were published showing
that a total of £622,900,000 hrd been obtained, apart from
subscoriptions from over-gess and from armies in the field, for
which the lists remoined open till November 20th 1917. These

will no doubt bring the total up to £625, 000,000
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O
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(62

with & finel result for

. 4

the Sixth Wsr loan of 26566,100,000,

-

The totsl sum raised by the seven wer loans asmounts

£3,639,800,000 with an annual interest charge of £1862,000,000.

The following table shows the results of the wer losng t0 drte.

L

Second Loan (March 1915) (finsl figures) 455,300,000

Third Loesn (September 1915) " " 608,150, 000

In 1915 1,063,460,000
Ly 4

Fourth Loan (March 1916) {(final figures) 038,400,000

i ig , e ST E . RZ4 € ¢
PFifth Loan ( entemberx .L(Jl(),' " , D34 s 90 \1 )00

In 1916 1,073,300,000
Sixth Loan (March 1917) (finsl figures) 656,100,000

Seventh Loan (September 1917) (provisional
figures) 622,900,000

In 1917 1,279,000,000

Grond Totsl  3,639,800,000

Thus the Seventh Iloan falls rether more than 230,000,000
short of the Sixth Losn, but ig sbout £15,000,000 lsrger than the




Thir HOen. The German pepers have regarded it ss & grest
gsuccess, and have emphasized with considersble justificstion the
fagt that the low internal condition of the country, owing to
the Changellor orisis, could herdly be considered fevoureble fo
the floating of & big losn,.
70 date Germeny hos covered out of her tote Vote of

Credit exponditure of £4,700,000,000 by means of funded war
loans 23,639,800,000 or 77.44%. It must be remember: d, however,
that herx r cogts are continually swelling n htit her lest

Voteg of Credit heve each been for £750,000,000, There 1t
& growing surplue of expenditure which cennot be met by means
of war loans. It is not known what total hs yeen resached of
Treasury bills outstanding but there is every resson to believe
that it ie well over £1,000,000,000, The infletion of the

als8o increas very rapidly.
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chows &n increase over

whicl

in the above lilst
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en, and amongst the

is meinly the munition centreg, which have increcsed their
subsoriptions, In the majority of enses the subscriptions are
smeller in the Seventh then in the rd Lo&n.

The results of the Seventh Wnr Loan sre significant es
affording proof of the determination of the German people to
garxry on the wer snd ohowing th! the internal oredit of
the Germe&n PEmpill iz 88 yet not geriously imperired, The
pogition after the w iz undoubtedly caneing & great deal of
anxiety, but soc long ¢ the army ie still sble to keep vigtories
up its sleeve and produce them when wented, #nd so long &8 1t
sufferea no very dissastrous defest in the field, it does not
seem likely that it will be unsble to obtain the funde necespaly
for the prosecution of the war,

The facility with which Germsmy is able to ralsge these
great loens every eix months is certesinly remsrkeable, but it
muet be remembered (&) th the currency is very repidly being
inflated; more than £250,000,000 of notes have been put into
circulation since the beginning of 1917, and the total
eirculation no tande ebove 2800,000, s {(b) thet the funds
invested in the war loans are largely the proceeds of the
process of liquidastion of much of hie netional weclth during
t wor, Her stocks of rew materieles snd manufsctures have
been used up wnd heve not been repleced, her recerves oif food




stuffe have been consumed, her s« , her magl
and plsnt wor ut. (he sole opportunity the inveetment
of 1 ikl iquid capital thus ¢ ted has been the Wsar
oans, in which is now locked uj Ve rge part of the
"replocement fund™ which will be required by Germen industry
snd o Tof tel h ¢ RN “he 8} § of these
avéailseble after 1} imr i ne ( the w0et urge: of the
roblemns whi the erman Governme ¥ i have face nf T
the wore. It has snnounced thet it ses to retsin the
existir oen 0fficed & considerable peri fter the
and to ensble them, with the eid of the Reichsban] t1
whole bankiny tem to rent loans ainet wer losn st "
to an almost unlimited extent, =t ¥ rate of interosnt.
It is true thet it is quite possible theat could be done
bu t :l VOl Il erol of ‘o:'x(’ lrors tod
ermen curreng, i1 & correspondin yffect In depreciating
ite velue botl t home d road,
he &ctual smoun "N oney received is sppreci
than sppesrs from the ffielal figures, The vings
banks con mte lerge sums to the loans but be y each new
loan their cli 8 81 he lergest seller )f 0ild loan eve
at logs, 1t falis 1 the RBelichebsank to maintain the m
&r Losn, a&nd it is t} sole buyer on & lsrge sgnle.
[t ageeptas the ock of o0ld loang L i below issue price,
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q» 12th September, 1919,

My dear Strong,
I have pleasure in enclosing a

" copy of the statement relative to loans

advanced by the Allies to one another,

about which you spoke to the Governor of

the Bank a few days ago. I am sending

you this copy at his request, The

figures in the statement were got together

in February 1919, so are not quite up to

date,

Yours truly,

< 417 '/
/ ' ‘/' / (Ve "«,' ",’/

a Z

Benjamin Strong, Esq.




ON HIS MAJESTY’S SERVICE.

FASTEN Envelope by gumming this Label across Flap.

p NATIONAL EGO NOMY' OPEN by cufting Label instead of tearing Envelope.

Bon@in Strong, Esq.,

Ritz Hotel,

PICCADILLY,

‘ 18) Wt. 49369/248 6,000,000 4-19WB & L
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CONFIDENTIAL,

The loans advanced by the Allies™ to one another

approximately as follows

‘e
.

By United | By United f
Loans to. | ' By France. | Total,
F States, ; Kingdom. :
® | £ i 2 £ ; £
United Kingdomi 800, 000, 000 | - - é 800, 000, 000
France ...... .i 485, 000, 000 390, 000, 000F | - ; 875, 000, 000
ERRLY '«ocss ...f 275, 000, 000 | 390, 000, 000F | 35,000, 000 ; 700, 000, 000
RUSBI& seevess | 38, 000, 000 520, 000, 000} | 160, 000, 000 ‘ 718, 000, 000
Belgium ..ees. | 56, 000, 000 ! 90, 000, 000§ : 90, 000, 000 236,000, 000

BETrDIR o ssenise

Roumania ,

Greece .....

Total

Por"gal Gn 5 e

i

4,000, 000
2, 000, 000
8, 000, 000

20, 000, 000§
16, 000, 000
15, 000, 000
10, 000, 000

30, 000, 000
i

| 35,000,000
! 15, 000, 000

54, 000, 000
53,000, 000
38, 000, 000
10, 000, 000

Ly

668, 000, 000

e

‘ 1, 451, 000, 000

|
' 365, 000, 000

{

- - — — —

3, 484, 000, 000

market in

market in

* Excluding loans raised by the United Kingdom on the

the United States,

and loans raised by France on the

the United Kingdom or frem the Bank of England,

£ After deducting loans of gold to the United Kingdom,

from France £50, 000,000, from Italy £22,000,000, and from

loans are repaid.

Russia £60, 000,000, which are returnable when the counter

% This allows nothing for interest on the debt since

the Bolshevik Revolution,

§ No interest has been charged on the advances made

to these countries,
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The Under Secretary of State

Financial Department,

" India Of
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COPY
File after showing to Chr. Jay. I have replied BS

Treasury Chambers,
Whitehall, S.W.1l

23/12/19
My dear Strong,

This will be too late to do more than hope you have had a Merry Xmas, but
here are my best wishes to you for the New Year 1920. It will start with the
world in a less hopeful mood than 1919, but I trust sincerely that it will be
a less disappointing time for us all.

We have been watching your efforts to check inflation in the U.S.A with
interest + admiration. We have just taken a very bold step here in fixing
a maximum for the fiduciary issue of Currency Notes in 1920. It seemed a
good move not because in itself it can do any good but because it improves
public confidence in its belief that the Government has a definite policy +
if it is to be carried through the decision commits the authorities to a
deflationist policy. I believe we are at last at the peak of our National
Debt + in a position to begin shortly some debt reduction, though pending
is still in the future. The Government has a reasonably economical frame of
mind for the present + can probably be kept up to the mark, as public opinion
demands economy .

I am a little afraid that the U. S. A. will not give us proper time to effect
the improvements in exchange which I aim at. It seems to me not impossible if
only American prices could be allowed to rise a little more that we might get ours
down a trifle so that the two would meet on a proportion similar to the pre-war
proportion + so allow us to get near to reestablishing the gold standard, with
gold purchasing about 45% what it did before the war. But if you deflate too fast
+ your prices go down, we cannot face, socially or politically, the big drop in
prices which would be necessary here. I am not sure that it would not pay the U.S.A.
to let our rates remain, as they are at least now, well above New York, and then
when we have got back to the gold standard come in as partners with us in providing
Europe + elsewhere with capital. But perhaps I am over sanguine as to the prospects
of restoring the gold standard.

Best wishes to Jay + Curtis
Yours very sincerely

[signed] Basil P. Blackett
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‘ TREASURY CHAMBERS,
WHITEHALL.

In re{)ly
please quote Regd. No.
12th July,1921.

My dear Strmg,

In reply to your letter of the 29th ultimo
about your holding of War Certificates; you may make
application (on a form which I enclose) for repayment
of the certificates at par on their due date or
you may allow them to run on for another five years
at the end of which they will be repayable at 26/-
for each 15/6 originally invested and therefore
for each 20/- due on the 4th August 1921. You will
see that the form of application for repayment allows
you to be repaid by a warrant payable to any bank
you may name; the actual certificates should
accompany the form of application,

We are still issuing new certificates at
a price of 15/6, repayable after 5 years at 20/-
or after 10 years at 26/-; compound interest at
/approx imately B4% per annum is thus payable thlrought the

\ currency




Delhi,

the 13th February 1923,

My dear Strong,

I was very glad to get your letter of January 8th. Many
thanks for your good wishes. Your picture of the arrival of
Stanley Baldwin and Norman gave me just the touch which I
have been wanting. Personally, I am well satisfied with the
settlement between the British and American Governments in the
matter of the Debt (so far as I can understend it from the
insufficient reports in the newspapers here). Of ecourse one
recognises that from one point of view it simply means that
we are paying & war indemnity, but I think it is better so
than that matters should be left unsettled to cause
irritation between our two countries.

I arrived here on January 8th, the anniversary of my
first arrival in India, i.e. the date of my birth. So far
I am thoroughly disappointed with the conditions of work.
Instead of being able to get ahead and do ﬁhipgs which need
doing, one has to waste one's time trf&géiéo:ohtain authority
from the India Office for doing things which are obviously
proper and right and obviously ought to be done by the

people on the spot without reference Home. The only thing

wrong with India at the present moment is the India Office.




However we may be able to change all that.

Yours sincerely,

WM&@QJ

Benjamin Strong, Esquire,

Federal Reserve Bank of New York,

New York.
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Speech of the Finance Member

INTRODUCING THE

BUDGET FOR 1923-24.

, INTRODUCTORY.

| Mg. PRESIDENT,

In rising to-day to present the budget statement for 1923-24, I claim, and I know
I shall receive, the privileges of a mew-comer and a new Member. It is a great
| privilege for me thus to be able to fulfil an old dream of returning to the land of my
| birth to serve India as so many of my ancestors have done. But two months is a very
insufficient time for the task of preparing to present a budget to this House. I am,
however, in many ways fortunate. First and foremost, I have the devoted services
of the Finance Department under the Hon’ble Mr. Cook. Without their help there
would have been mno budget. I am the inheritor of the fruits of three years
of hard labour of my friend Sir Malcolm Hailey. If there is a gleam of light
! in the budget which I am about to present, it is his doing. The fruit is the
fruit of seed which he had sown, and I am reaping where he has ploughed. I
, am afraid that he had to put up with much inclement weather, with storms
and rumours of storms, but if there is promise of harvest to-day, the credit is to him.
For nothing perhaps am I more indebted to him than for his share in the credit of
| securing the appointment of the strong and able Retrenchment Committee, which has
| been so well presided over by Lord Inchcape. Possibly the most interesting part of the
i papers which I am laying on the table to- day and in the next few days in connection
with the budget will be the report of the Inchcape Committee. Lord Inchcape
| shocked my mode‘st\ a few days ago by describing himself as my forerunner. He and
| his colleagues can perhaps be more aptly compared to the burly forwards in the
‘ American game of foothall on whom falls the duty of charging ahead of the man
| with the ball and beating down, with all permissible violence, any opponent who
threatens to check his progress. Whatever views individual Members may take of
this or that recommendation for retrenchment made by the Committee,—and I never
heard any recommendation for retrenchment anywhere, except the stopping of the
salary of the Finance Member, which was really popular —I know the whole House
will be unanimous in joining with me in expressing our heartfelt gratitude to the
Committee for their devoted work, and, as I think I may promise, for their remark-
able success in what is the most ungrateful of all ungrateful tasks.

2. Mr. President, my first duty to-day is to lay before this House the figures of the
outturn, or rather the p1olnh]9 outturn, of the year 1922-23. Since I came to India,
I have much envied the position of the British "Chancellor of the Exchequer who, in
presenting his budget, is always able to give accurate figures for the year “luch
under the British sy stem, has ]uqt closed and not, as under the Indian’ system, is
about to close. He is not confronted, as I am, with the necessity of making what is
after all only a second guess on the basis of the first nine or ten months’ experience of
what the real figures are for the year preceding the year to which the budget which
he is presenting relates. When T have laid before the House the figures for 1922-23,
I hope to make a short review of the general financial position of Tndia at the close of
1922-23, that is, the position as it presented itself to a new-comer as I am. It will
then be my task to proceed with my proper function to-day—the presentation of the
budget for 1923-24.

L B
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o'
II._ REVIEW OF THE YEAR 1922-23.

3. The budget estimates of the current year as finally passed provided for a deficit
of 916 crores, the estimated revenue (including new taxation and increased postage
and railway rates expected to yield 18% crores), being 133:23 crores, and the expendi-
ture 14239 crores. There is a saving of 414 crores on expenditure, but revenue will
be 1248 crores less than the estimate, so that as now revised the estimates point to
a deficit this year of 17} crores.

Deficit as now
estimated.

Revenue.

Trade conditions. 4. Our revenue estimates were not based on a hope of any marked or striking
revival in trade, although we certainly expected some slight improvement on the
general trade conditions of the previous year. On the whole, this anticipation has
been justified. There was considerable stagnation during the earlier part of the
summer, but, except perhaps in the cotton mill industry in Bombay, the general
feeling 1)1‘('\"111111" in the business community has for some months been one of mild
optimism. Considering the 11111)0\(11\1111“ nt of many of our former customers, our
exports have undoubtedly shown a promising recovery, and, so far as merchandise
alone is concerned, the balance of trade in favour of India during the first ten
months of the financial year has been 62 crores which contrasts with an adverse
balance of 29§ crores in the corresponding ten months of the preceding year. As
against this, there has been a substantial net nnpm'. of bullion in the current year, but
after 1nc11uhn“ the bullion figures there still remains a net balance of 20 crores in

favour of India instead of an adverse balance of 38 crores in the first ten months of
last year.

Customs. 5. Under Customs we budgeted for a total net revenue of 45} crores, of which
9 crores was expected to accrue from the enhancement of duties imposed in the
Finance Act of March last. We now expect a Customs revenue which will be some
3 crores short of the figure budgeted for. The most uncertain, and at the same
time one of the most important factors affecting our revenue is the import of sugar,
which in the previous year had yielded us the unprecedenfedly large figure of
63 crores at the old rate of duty of 15 per cent. For the current year we did mot
anticipate the Con“rinuancc of such abnormally large imports, but expected, on the
increased duty of 25 per cent., to realise about 63 crores. The figures of imports
vary in a very erratic way from month to month which makes estimating difficult ;
recently, owing to a large drop in prices, imports were held up in order to
oet the benefit of the revised tariff valuation which came into force from the
1st January. We expect, therefore, large imports in the last 3 months of the year
though the effect of this will be counterbalanced by the duty being calculated on a
lower valuation. On the whole, we expect that thie revenue from sugar will be less
by 1% crores than the budget figure. The excise duty on cotton manufactures will also
bring us in substantially less than we expected ; owing to the high price of cotton and
a fall in the price of cotton cloth in the internal markets, there has recently been a
reduced output from the mills, and we expect to be about 60 lakhs down under this head.
As regards the other tariff heads, it is probable that there will be some deficiency in
the revenue from liquors, matches, machinery, cutlery and other manufactured articles,
but any losses here should be nearly counterbalanced l)\ increased revenue from import
duties on cotton piece-goods (w hich may give us 96 lakhs more than our estimated
revenue of 5,60 lakhs), iron and steel and other metals, while the new excise duty on
kerosene is likely to bring us in 89 lakhs as against 40 lakhs budgeted for.

6. Before leaving the subject of Customs, I must refer briefly to a matter which
has attracted some public attention during the year, namely, our revenue from the
so-called ““ luxury’” articles, which are assessed to duty at 30 per cent. Hon’ble
Members will have seen from time to time various articles in the press, the object

. of which was to show that this high rate of duty has very seriously affected the trades
concerned, and it was implied, if it was not asserted, that a lower rate of duty would
have brought in more revenue. These contentions are scarcely borne out by the
facts. In the current year we budgeted for a return of 2,84 lakhs from the 50 per
cent. duty ; we actually expect to receive only 11 lakhs less in spite of a considerable
fall in prices. The principal articles inciuded in the 30 per cent. schedule are motor
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cars, silk manufactures, glass bangles and beads, and tyres and tubes. Except in the

< case of silk manufactures, the quantities imported during the first nine months of
the current year have been in excess of those imported in the corresponding period of
the preceding year. Nearly twice as many motor cars have been imported ; and if the
value of the cars imported has fallen considerably, this is due partly to the general fall
in world prices and partly to the fact that people have been importing the cheaper
American car in preference to the more expensive English car. I doubt very much if the
duty has had much to do with this substitution. The conclusion is that there is
certainly no case at present for any alteration of the schedule.

7. As Hon'ble Members will have seen from the published returns, our traffic Kailways.
receipts from railways have been disappointing. The increase in passenger fares
was expected to add some 6 crores to the receipts. Traffic, both passenger and goods,
especially the latter, has, however, fallen off, and as against the estimated gross traffic
receipts of 995 crores, we do not expect to get more than 92, the small improvement
over the gross earnings of last year being mainly due to the increased passenger fares,
On the other hand, we expect a saving of 2; crores on that portion of the expenditure
on replacements and renewals which is (lulnt\hlv to revenue, counterbalanced by an
excess of about 1 crore in ordinary working expenses. Altogether our mnet railway
revenue is likely to be down by 5% crores. Taking into account interest charges, I
am sorry to say that the final result for the general tax-payer will be that there will
again be no profit from railways, but a loss of about a crore.

)

. The effect of the new postal rates, during the first few months of the financial ;Oft: anﬁ
year, was to reduce correspondence, but there have since been signs of recovery, = ° b
and the public are now gradually getting used to the higher postal charges. For

the present, however, 1 ﬂmn]\ we must .mtm]) ite a diminution of 1,06 lakhs in our
anticipated rec (‘l])ts in 1922-23. There is a small saving in w orl\mﬂ expenses, and

after debiting interest, tho department will probably prove to have been running

at a profit of about 24 lakhs.

9. We expected large arrear income-tax collections, but after the beginning of the fncome-tax.
year it became evident, not only that the allowances that we should have to make for
bad debts, ete., would be large, but also that our revenue was to be seriously
affected by heavy refunds which have had to be made in Calcutta as a result
of the adjustment system in force under the former Act; fortunately this will,
under the new Act, not disturb our estimates again. I undcr\tand that in Calcuttw
companies have in many cases actually received a cheque from the income-tax
authorities instead of paying any tax to Government, and the net receipts in Bengal
are not expected to be more than 3} crores. The collections have been good in the
other provinces, particularly in Bombay, tlmunh the lower profits which the cotton
mills have 1(‘Cc‘nth been making will, I fear, affect our revenue from that city in
1923-24. Altogether, we expect a total deterioration of 3} crores.

10. As regards other heads, I need only say that we expect to get 89 lakhs more Opium and Salt.
from opium than we anticipated, and there will probably be some slmht improvement
—7 lakhs or so—under salt.

Expenditure.

11. On the expenditure side, there will be a substantial saving of about 1,86 lakhs Interest.

in our budget provision for interest on debt. Our rupee and sterling borrowings
have been larger than we budgeted for, but a full half year’s interest in respect of the
greater part of these does not fall due till next year ; the success of our horrowings
has, moreover, enabled us to fund a substantial portion of our floating debt. and the
payment of interest made for short periods this year on our new loans is less than
that which would have been payable for the replacement of the treasury bills
discharged.

The House will recollect that a special provision of 60 lakhs was entered in the ger civil
Civil estimates as part of the expenditure in Waziristan (under the head * Political ’). expenditure.
We now anticipate that there will be a saving of nearly 35 lakhs therein, owing to

a part of the expenditure being thrown forw ard to next year. There will also be a
saving of % crore in other civil expenditure, mainly as the result of retrenchments

car ried out during the year,
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Exchange. The average rate of Exchange for which we budgeted was 1s. 4d. 'We expect y
no appreciable deviation from the budget under this head.
Change in method 12. Before dealing with military expenditure, I must explain briefly a change

of asooutiling. which has been made in the method of showing the figures ; it affects all the non-com-

mercial heads but is most marked in the case of the military portion of the accounts.
Our practice in the last two years in distributing exchange adjustments has been to
show them against the individual heads of account in so far as the commercial
services were concerned, and to lump the entries under one head “ Exchange ™ in
respect of the remaining heads. This method would answer well enough if the
difference between the statutory rate (2 shillings to the rupee) and the actual rate
was fairly small ; but it gives our figures a misleading appearance when the
difference between the two rates is as large as has been the case during the past two
years. It was not at all surprising, therefore, that serious objection was taken to this
procedure in the course of the discussion of the budget in both Houses last year,
on the ground that it had the effect, on the surface, of largely understating the actual
mpendlturc incurred on military services. It has now been decided to distribute the
exchange adjustments between the individual heads in all future accounts and
estimates. The figures of military expenditure which I shall give this morning have
accordingly been arrived at after converting sterling into rupees at the rate of 1s. 4d.
Milita&jy ‘ 13. The Budget provided 65-10 crores for the established charges of the Army,
o e 2:13 crores for Waziristan expenditure and 52 lakhs for demobilisation charges,
making a total of 67-75 crores. 1In regard to the Waziristan expenditure my predeces-
sor stated that the figure could be regarded as tentative only, since it is always
difficult to forecast the exact effect of military operations of this nature. His
apprehension has unhappily proved correct and Waziristan expenditure in 1922-23 is
now estimated at 3-85 crores. Demobilisation charges will amount to 2'8 crores owing
to unexpected progress with the discharge of surplus officers and to a claim from
the War Office for the cost of demobilisation of British troops which had become
surplus on the reduction of Indian establishments. On the other hand, the estab-
lished charges will now amount to only 60} crores, owing to a continued shortage
of British troops, fall in prices and a variety of other causes. A careful control has
been maintained over these charges ; and savings in° Budget grants have not been
allowed to be re-appropriated for new measures involving a permanent liability of
any considerable magnitude, though a small portion had to be made available to meet
initial expenditure on equipment the purchase of which could not be further post-
poned. Inspite therefore of the excess expenditure of 1,72 lakhs in Waziristan, we have
been able to effect a saving of 46 lakhs in the budget grant for Military expenditure.
Summary of 14, These variations in revenue and expenditure are summarised below :—
variations. (In lakhs of rupees)
(+ better, —worse).
i) Customs revenue, less . . N . - 5 3,12
i) Income-tax revenue, less . g - : [ 3,42
i) Opium and salt revenue, more . . A . : 96 s LIk
/) Net revenue from h.ul\hus less . . 5,86
(v) Net revenue from Posts and I‘th‘"ldl)h\ less ; - 94
{vi) Interest and Currency receipts, more k : . hl
(vii) Saving in provision for interest on debt - - : 1,86
(viii) S.L\mg in Military expenditure (net) . : : 46
(ix) Saving in civil expenditure (including Political L\p(‘ll(]l‘
ture in W aziristan) and other items . - . 1,21

5,00 13,34

—8,34
Deficit as budgeted for . . : - ; ‘ —9,16

Deficit according to present estimate

. —17,50

III.—POSITION OF INDIAN FINANCES AT THE CLOSE |

OF 1922-23. |

Succession of 15. Before I proceed to present the budget for 1923-24, I should like, with the |
permission of the House, to make a short survey of the imanmal position of India at the
present time, and to attempt to give the House a new-comer’s first impressions, or as

Deficits.
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Mr. Punch would say, first depressions. I am afraid that much of what I say may
sound rather superficial, and that I shall be open to the charge of doing what has
been done before by more than one globe trotter who, after spending a few weeks
in the country, sets toand writes a book about India. One of the many books about
India which I brought with me to read on boardship on my way out was a volume
entitled “ The Moral and Material Progress Report . T was rather shocked by the
odd assumption in the title that there had necessarily been progress. When I came to
look into the finances of India for the last few years, I was tempted to wonder
whether it was not rather a rake’s progress. For five years in suceession, India has
had a deficit. The accumulated total of these deficits amounts to no less than 100
crores, and this in spite of the fact that in the last two budgets additional taxation
has been imposed estimated to bring in about 28 crores during the year 1922-23. Even
this is not the whole story  Apart from our revenue deficits, we have spent
many crores on unproductive purposes, the expenditure on which is classed
as capital expenditure. New Delhi is the most obvious example. I can see no
justification, other than sheer necessity, for not treating this expenditure as charge-
able against revenue, and in any case it ought to be repaid out of revenue at an early
date. Moreover, besides the deficit of the Central Government, the recurring deficits
of the provincial Governments and of many local bodies throughout India must not
be forgotten.

16. T ask the House to pause a moment and consider what these deficits mean.
Unfortunately, we are accustomed in these days all over the world to budget deficits,
and familiarity breeds contempt in spite of the fact that more than one awful example
is before us among the nations of Europe of the chaos which continued budget
deficits inevitably induce. The individual who lives beyond his income year by year
does not escape the penalty and the same is true of a State. The individual who
makes this mistake quickly finds himself compelled to consent to a ruthless
cutting down of his expenditure oris driven either to sell or to mortgage a part
or the whole of his possessions; or,in the worst event, to cheat his ecreditors.
A State is in the same position, but the position is frequently obscured by the fact
that the State’s creditors are in another capacity the citizens of the State and its
taxpayers. And the State which is driven to cheat its creditors does not always
realise what it is doing although its unsound methods are adopted at the expense
not only of the wealth and happiness of its own citizens, but also at considerable
risk to social order within its borders. Much of the present unrest in the world is
due to the way in which States in all parts of the world have cheated their creditors
by unsound currency manipulation and the creation of paper money with no real
assets behind it.

17. India has not entirely escaped the evils of taxation through inflation, but as
compared with many other countries she has come off well. Out of the total deficit
of 100 crores during the last five years, it is estimated that 31 crores have been
covered by the creation of paper money, representing nothing but the I. O. U.s
of the Government of India. The remainder amounting to 69 crores has been
raised by borrowing. Moreover to the extent of 22 crores the borrowing has thus far
taken the form of issues of Treasury Bills to the public. It is true-that, owing
to special conditions during 1922-23, we were able to reduce our Treasury Bills by
32 crores, in spite of the deficit, out of the proceeds of long term loans. Still,
22 crores of Treasury Bills in a country like India is far too large an amount to have
outstanding. A large volume of Treasury Bills is an evil even in England, where
the condition of the money market is such that it is always possible to renew maturing
bills by offering a competitive rate, but in India conditions might easily arise
under which even an impossibly high rate would be insufficient, and in that
case the Government of India would be driven back to replacing the Treasury
Bills by paper currency, i.e., would be driven to taxation by inflation.

18. In this connection, a word may be said about our early maturing debt. We
have to find the means of meeting bonds during the next three or four years to the
extent of 51 crores in 1923, 3% crores in 1925, and nearly 38 crores in 1926. These
amounts, too, have to be competed for against other demands on the market, and
may be said, in part at any rate, to be one of the outcomes of the deficits for the last
few years,

Their Danger.

Inflation and
Floating Debt.

Maturing Debt.
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Increased Interest 19. But the deficits of 100 crores can be looked at from another point of view,
charge. when again their evil effects are prominent. In the budget for 1923-24, the charge v

for interest would be at least 5% crores less had it not been for these accumulated defi-
cits. This extra 5} crores has to be met either by reducing expenditure, possibly by
reducing desirable expenditure, or by raising new taxation, or at best by maintaining
existing taxes which could otherwise be reduced.

Effect on India’s 20. Moreover the continued deficits are threatening to impair India’s credit in the

credit and handicap market both at home and abroad, and increasing the cost of borrowing whether for

to her development. ) 512 - S 0 NCir ] .
covering the deficits or for new capital expenditure. India is a country where, as it
seems to me, there is an almost unlimited field for new capital expenditure on new
development. At the last Assembly of the League of Nations at Geneva, India
established her claim to be one of the eight premier industrial States of the world.
Every one admits, however, that India is only at the beginning of her industrial
development, and it is out of her capital resources, i.e., out of her accumulated savings -«
and her new savings, that the capital to develop India industrially must be found.
We have borrowed all that we could borrow in India and in England during
the last few years for capital expenditure purposes, and we have undertaken a
minimum programme of 30 crores a year for capital expenditure on Railways. I
wish it could be more. So far as I-can judge at the present time, the amount which
might usefully be spent on profitable development of transportation in India is
limited mainly by the.possibilities of finding capital resources. Yet we have spent 100
crores out of capital in the last five years in financing deficits, thereby diminishing to
a corresponding extent the resources available for developing India. Let us make
no mistake about it. If recourse to inflation is ruled out, if it is agreed that the
concealed method of taxation by inflation is the worst of all methods, the money to
meet the annual expenditure of India, whether on capital or on revenue account,
must come out of the savings of the country. The only exception, which is not a
real exception, to this statement is that some of the capital may be borrowed abroad,
and it has of course been a commonplace of the history of the last century that
capital has been found by the older industrial countries of the world for the develop-
ment of new-comers in the field, to the great advantage both of the borrower and of the
lender. But the amount that India can borrow abroad is limited both by the amount
available abroad, which in the present condition of the world may prove a compara-
tively small amount for some time to come, and by the capacity of the borrower to
meet the annual charges for interest. These annual charges for interest are in effect
a claim on the future resources of India and ultimately come out of the same pocket
as the money required to meet the rest of India’s expenditure, i.e., out of the savings
of the people. To sum up, the deficits of the last few years have brought in their train
a certain amount of taxation by inflation, a heavy annual charge on the present and
future budgets of India, a deterioration in India’s credit, an increase in the cost of
borrowing, and a depletion of the resources available for desirable capital development.

Necessity for 21. Perhaps I may be allowed to digress at this moment to touch on a subject in

stimulating habit  which Thave always taken very great interest. Every one who has studied the

of Investment. . v ey . - s T e s
subject agrees that a wonderful era of prosperity would be ahead of India if the
habit of investment could be stimulated, if investment in India became anything
like as general a practice as it is in such countries as England and France. It is
true that much has been done in recent years. Therupee loans of the last few years
have been unprecedented in amount. But much remains to be done if the
Indian people are to form the habit of investing their talents in reproductive enter-
prises rather than wrapping them up in a napkin, and perhaps 1 should also add,
if some of them could learn to be content with sound and steady returns on the
money they invest instead of looking for impossibly high dividends.

22. T have been making some inquiries as to the progress of the Post Office Cash
Certificates. I was an original member of the National Savings Committee appointed
in England at the beginning of 1916 largely through the efforts of Mr. Montagu, and
was privileged to take a part in what is widely regarded in England asa most extra-
ordinarily successful movement. The change from thriftlessness to thrifty habits
which has taken place among many sections of the English people has been described
as a revolution. National Savings Certificates to the value of nearly £360 millions
are now held by the small investor in the United Kingdom. When I contrast the
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I sales of the Post Office Cash Certificates, which were not inconsiderable during the
war when they were first started but have since declined, I cannot help thinking that
there must be great possibilities of developmentin this system. What a great improve-
ment in our financial outlook would result if by development of the Post Office Cash
Certificate system a considerable part, if not the whole, of the money required for
provincial capital expenditure could be found out of the proceeds of Cash Certificates !
It is my earnest hope that before long means may be found for taking up this subject
in earnest. It is a subject in which, above all others, if we are to succeed, non-official
effort must be enlisted to second governmental action.

23. As theresults of the deficits of the last few years and of the war, India’s debt Growth of
has grown from a total of 4,11 crores on the 31st March 1914 to an estimated total of Unproductive Debt.
7,81 crores on the 31st March 1923. This figure includes the floating debt and the
early maturing debt of which I have already spoken, but it excludes no less than 63
crores of obligations which it is I find the practice to treat separately from the debt
of India, though as far as I can see these obligations are just as much a part of India’s
debt as the rest. Taking, however, the figure of 7,81 crores which I have given of
the total debt of India on the 31st March 1923, we find that 5,57 crores is classed as
productive and 2,24 crores asordinary or unproductive debt. The proportion of
productive to unproductive debt is one which naturally looks strikingly good to
any one who thinks of Great Britain’s figure of £7,500 millions of debt, all of which
has gone in powder and shot. But this comparison must not blind us to the fact
that since the 31st March 1914 the total debt has increased by 3,70 crores and the
unproductive debt by 2,27 crores, and we must not forget that the yield on that part
of our productive debt which is invested in railways has not been sufficient in the last
two years to meet the interest charges.

24. The debt, again, has to be divided between rupee debt and sterling debt. The
rupee debt has risen since the 31st March 1914 from 1,46 crores to 4,21 crores
and the sterling debt has risen from £177 millions to £240 millions in the same
period.. The sterling debt of £240 millions represents a claim on India’s production
of goods and services in the future up to the value of the principal together with a
further claim on those goods and services for interest during the interval until the
principal is paid off.

25. This question of the sterling debt brings me by a natural transition to a new Currency and
subject, which is certainly not the last one to be brought to the attention of an incom- Exchange.
ing Finance Member—I mean the question of currency and exchange. Now, it is no
good erying over spilt milk, and I do not think the House will expect me to delve
deeply into the history of Indian currency during recent years. It is easy to be wise
after the event. There were some wise men, however, even in 1919-20, who held
that the right course at that time would have been to adopt a waiting policy, and
I am convinced that, for the moment at any rate, a waiting policy is still the
right policy. What was it that upset the equilibrium of the rupee-sterling exchange
which had been so painfully stabilised at 1s. 4d. at about the end of the 19th
century ? Primarily of course it was the Great War and the adoption of inflationary
methods by all the belligerent countries. Whatever system of currency had been in
force in India during the Great War, it would have been profoundly disturbed by the
events of 1914-18. In so far as India had a choice and was not swept along in
the maelstrom of world events, India’s choice was necessarily between an attempt to
keep the exchange value of the rupee more or less stable and an attempt to keep rupee

= prices more or less stable. As a matter of fact, India’s first choice was the former,
and for some time the rupee remained at or about 1s. 4d., but then the rise in the
price of silver, which occurred as the natural consequence of the fall in the purchasing
power of gold, introduced a new complication. It is impossible over a long period
to keep a coin in circulation which is worth more as bullion than it is as current
coin. Once the traditional figure of 1s. 4d. for the rupee was departed from, nothing
remained stable, though in comparison with the rest of the world Indian prices up
till 1920 remained relatively stable in terms of gold. Thus, it was essentially the
rise in the price of silver which upset the Indian currency system. I need say
no more of the attempt that was made to stabilise the rupee at a new, or rather
at the old, fixed rate of 2 shillings gold in 1920 except that it failed. Looking
back, we are able to say that the attempt was an almost impossible one with all the
exchanges of the world out of gear, with world prices moving up and then down
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with unexampled rapidity, and with relative prices as between one commodity
and another fluctuating in an unheard-of manner. Can we say that the pOsltlon
to-day is such that an attempt to give the rupee a fixed value, whether at 1s.
4d. or any other rate, in terms of go ld, or in terms of some other currency,
is much more likely to succeed than it was in 1920 ? I think not. The French
are in the Ruhr; the whole of Continental Europe is faced with the threat of
impending chaos ; throughout the world prices are wunstable; sterling has
approached close to par with gold but it is not yet at par; and even if it were
at par, it is too soon to say whether political and monetary conditions in the
United States may not lead to a fresh cycle of rising prices in terms of dollars
which would almost necessarily have to be followed by a rise in sterling prices. For
the moment, therefore, I repeat that the time has not yet come for a new attempt to
fix the rupee, whether at 1s. 44., 1s. 6d., or any other figure.

26. Subject, however, to one c.\scntml condition, namely, that the era of unbalanced
budgets, central, provincial and local, in India is succeeded by an era of balanced
budgets, there is, I think, reason to regard the currency p(mtlon of India with some
satisfaction. 'We had a “()()(1 monsoon last year and India’s export trade has taken a
turn for the better. For internal purposes ‘the metallic reserve of silver seems to be
fully ample to maintain the convertibility of the paper currency. In addition to the
reserve of silver rupees, there is in the Paper Currency Reserve a sum of £24
millions in gold, and in sterling securities, easily convertible into foreign exchange,
a total of £5;800,000 sterling. Over and 111»0\ e and outside these lwxcr\ es, we hav
£40 millions in the Gold Standard feserve. In spite of the separation between the
two Reserves, if we are looking at the resources available for maintaining the rate of
exchange of the rupee, the sterling securities in the Paper Currency Reserve and the
Gold Standard Reserve all serve the s same purpose.

27. The movements of the rupee-sterling exchange during the past year reflect a
clear improvement in the position of the rupee. A year ago, in F elnuar\ 1922, the
telegraphic transfer rate in Calcutta on London had fallen as low as 1s. ‘_’“,(1, and it
was not till the end of December that it reached 1s. 4d. Since then, after a rather
rapid rise to over 1s. 5d., followed by a sharp re-action, it is for the moment fairly
steady at between 1s. 4d. and 1s. 43d. This improvement in terms of sterling reflects
an even greater improvement in terms of gold owing to the rise which has taken place
during the year in the value of sterling in terms of gold, and the improvement is
reflected also in prices. The Bombay Labour Office figure for Indian wholesale prices
for December 1921 was 190. For December 1922 the corresponding figure was 173.
There has been a still more striking fall in retail prices of food grains. This fall in
Indian prices has been taking place during a period in which there has been an actual
rise in dollar prices and sterling prices s have remained approximately stationary.

28. I have said that I do not think the time has come for fixing on a new
policy in regard to exchange. - I do, however, want to make one or two general
observations. There is no sanctity in this era of instability about any parti-
cular rate of exchange, whether 1s. 4d. or 2s. or anything else ; it is simply a question
of what rate of e\(,lnn”e best suits India’s needs. thlmately India’s payments out-
side India are, and muxt be, made in the form of exports of Indian goods and services.
But, if we look at the matter from the narrow point of view of the budget, the
following statistical data are of interest. The Government of India’s sterling
debt of £240 millions sterling at 1s. 4d. amounts to 360 crores, at 1s. 5d. it
amounts to 339 crores, at 1s. 6d. it amounts to 320 crores, while at 2s. it amounts to
240 crores. Of the deficit for 1922-23, 5§ crores would have been saved had exchange
been at 1s. 6d. and 93 croves if it had been at 1s. Sd. Statistics proverbially can l)e
made to prove anything. Nevertheless, these figures are striking and it must be
remembered that, apn't from the sterling. indebtednesss of the Government of India,
there are large sterling debts owed by municipalities, port trusts, and many
other Indian borrowers, who would all be individually benefited by a higher exchange
o far as their sterling indebtedness is concerned. Then, again, although since 1920
the tendency of rupee prices to remain relatively more stable than world prices, or
rather to follow changes in world prices rather slowly, has to a large extent
ceased to operate, it is very doubtful, I think, whether internal prices in India
have yet adjusted the mselves to a l(l\(l conupondmﬂ to a 1s. 4d. exchange, so
that were exchange stabilised. now at 1s. 4d., internal prices would have to go




' 1 dh .(} o I3a D Ao ccgdt » C i/\,(‘, ‘wmﬂm‘p

y ® REGISTERED No. L 848.

The Gazette of Inda.
EXTRAORDINARY.

PUBLISHED BY AUTHORITY.

DELHI, THURSDAY, MARCH 1, 1923.

GOVERNMENT OF INDIA.

FINANCE DEPARTMENT.

SPEECH OF THE FINANCE MEMBER INTRODUCING THE
BUDGET FOR 1923-24.




. THE GAZETTE OF INDIA EXTRAORDINARY, MARCH 1, 1923. 63

up, and certainly there are various kinds of Government expenditure which would
have to go up considerably in terms of rupees. Finally, we do not want ever
again to find the rupee more valuable as bullion than as currency. That is one
e of the picture. There is, of course, another side. An attempt to forece up
exchange violently would at once cause stringency. Severe stringency in the
money market is never desirable for its own sake, is always bad for trade for the time
being, and is most inconvenient from the point of view of a government which is engaged
on a programme of capital expenditure, involving considerable capital borrowings.
Any policy which threatened seriously to restrict India’s exports is also to be
deprecated, and trade above all desires stability of exchange, perhaps even more than
stability of prices. I myself had some part in the International Conference at Genoa
last April and May, and the first recommendation of that Conference was that “an
essential requisite of the economic reconstruction of Europe is the achievement by
each country of stability in the value of its currency.” 1If, therefore, the time has
not yet come for an attempt finally to stabilise the currency of India, stability is
our goal and we mean to achieve it at the first opportunity.

IV.—BUDGET FOR 1923-24.

Expenditure.

29. While drawing attention to the above recommendation of the Genoa Confer-
ence, I am naturally led to quote another of its most important recommendations,
which reads :

“In each country, the first step towards re-establishing a gold standard would
be the balancing of the annual expenditure of the State without the
creation of fresh credit unrepresented by new assets. The balancing

- of the budget is the first consideration.”

What then about the budget for 1923-24? Is it going to be balanced ? The
Members of the Legislature are not the only people in India who are taking an interest
in this question. Only a few days ago, I received the following postcard :—

“8Sir, kindly let us know by wire at our expense whether the customs duty
will be decreased or increased on foreign imported wines and spirits.
Awaiting your favourable reply by wire .

30. At the outset of my statement of the figures for 1923-24, T must explain what Retrenchment
action the Government of India propose to adopt in order to be able to show the Committee.
results of the report of the Retrenchment Committee in the budget figures. The first
part of the report of the Inchcape Committee came into the hands of the Government
little more than a fortnight ago, while the second part of the report reached us only
on Saturday last and the third part yesterday. The complete and final report has not
yet been signed. It has been a difficult problem to decide how to fit the proposals of
the Retrenchment Committee into the budget. A report of this importance obviously
requires careful and detailed examination by the Government of India in consultation
with the Secretary of State, and the House will naturally desire an opportunity of
studying the proposals on their merits. There has not been time, therefore, for final
conclusions to be arrived at in regard to a great many of the Committee’s recom-
mendations. On the other hand, it was obviously necessary to frame a budget in
which allowance would be made for the reductions in expenditure which we
all expect to result from the Committee’s work. 1In any circumstances, it would,
of course, have been impossible, and it is clearly recognised by the Retrench-
ment Committee itself that it would be impossible, to obtain the full value
of the cuts which are to be made in the first year of operation. Some of the
retrenchments proposed can only be introduced gradually so that allowance
has to be made for what T may call the “lag”, while in many cases allowance
has to be made for extra expenditure on what I may call the “ terminal charges ”’, i.e.,
special charges which have to be incurred in closing down establishments and getting
rid of the staff. Throughout its report, the Committee’s recommendations are
given in the form of reductions on the budget figures for 1922-23, which are of
course quite different from the budget figures for 1923-24 as they appear before
allowance is made for special cuts based on the Committee’s recommendations. A fair
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Civil expenditure.

proportion of the total reductions recommended by the Committee are either auto-
matic reductions on the 1922-23 figures or actual retrenchments which we ourselves
have been able to effect in the budget for 1923-24 in advance of the receipt of the
Committee’s recommendations. The activities of the Committee cast their shadow®
before, and estimates prepared in the atmosphere of economy which they created
naturally reflected part of that atmosphere.

31. In the Military budget, we have been able to take credit for the reductionss
which, subject to final agreement with the authorities in London, we propose
to effect as the outcome of the Retrenchment Committee’s recommendations.
This we were able to do because we had advance knowledge of the reductions
which were going to be proposed, and His Excellency the Commander-in-Chief,
working in close co-operation with the Retrenchment Committee and with his
Colleagues in the Government, had arrived at a general agreement in regard to the
total. In the case of the Posts and Telezraphs budget, we have heen able to
present figures showing the effect for 1923-24 of some though not all of the
reductions which we propose to effect in consequence of the recommenda-
tions of the Retrenchment Committee. Our preparations could not be so far
advanced in regard to the other Civil Departments. It was necessary to pre-
pare, for the purpose of presentation to this House, the estimates for the Demands
for Grants before we had sufficient knowledge of the proposals which were going
to be made by the Retrenchment Committee. The estimates for the Demands for
Grants, which are about to be presented, accordingly show the figures of civil ex-
penditure before allowance is made for special retrenchments consequent on the
report of the Committee. As I have already explained, this does not mean that
none of the results of what the Committee recommends appear in those estimates, but
simply that the final retrenchments are not included in the figures.

32. Our problem therefore has been how to include in the budget statement the
additional reductions which we hope to effect after studying the report of the Com-
mittee, and how to place the House in a position to examine and vote on the Demands
for Grants in proper form. - The Government are not yet in a position to announce
definitely which of the particular recommendations of the Committee will be
adopted ; nor has it been possible to frame an accurate forecast of the allowance
to be made for the fact that particulatr retrenchments cannot come into full effect
as early as the Ist April 1923.  But after giving careful consideration to the report,
the Government of India have decided that they will be justified in taking the
responsibility of saying that they believe that a reduction of 4 ecrores can be
effected, over and above what has already been done, either in the ways proposed
by the Retrenchment Committee or by some modification of them. A further paper
will be cireulated as soon as possible showing how this lump sum reduction of
4 erores is proposed to be spread over the various heads, and when the time comes
for voting upon the Demands for Grants, the. House will be asked to vote not the
original total of each head but only the total as reduced in each case by
the special cut made in the light of the Retrenchment Committee’s recommen-
dations. In the non-military portion of the Budget excluding interest, the Com-
mittee recommend reductions of about 81 erores on a total Budget estimate in 1922-23
of 1039 crores. The corresponding figure in our detailed Budget statements for
1923-24 is 1013 crores, a reduction of 2°6 erores. The House will see that our cut of
4 crores, together with the amount of 2-6 crores which represents retrenchments
proposed by the Committee already taken account of in the estimates, makes a
total of 6:6 crores. The difference between these two figures, amounting to less than 2
crores, represents the allowance which it is thought necessary to make for the fact that
many of the recommendations, even if accepted, cannot be in full operation during
1923-24. This allowance is not a large one. The Government of India will do their
utmost to make sure of converting their hopes into accomplished facts and will leave
no stone unturned in their endeavour to make actual reductions to the full extent of
the 4 crores, We must cut our coat according to our cloth, and where necessity
drives, we must be content to forgo even desirable outlays. But I cannot conceal from
the House that it will task all our ingenuity to give full effect to the 4 crores
reduction within the year 1923-24, and that some risks are being taken in assuming
that figure for Budget purposes.
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33. Some risks are also being taken in regard to our Military expenditure, risks of Milim{‘_y g
the same financial kind as in the case of Civil expenditure owing to the uncertainties R <
caused by the circumstances in which our estimates have had to be framed,
and risks of a military nature as well. In the case of Military expenditure the total
for which the House will be asked to provide funds in 1923-24 is 62 crores. This
figure represents, as I have already explained, the total required after taking into
consideration the recommendations of the Retrenchment Committee. This total,
which includes 1°69 crores for expenditure in Waziristan, compares with the total of
67§ crores for 1922-23, a reduction of 53 crores.

34. Opportunity will arise in the ordinary course for a general discussion by this
House of the Army expenditure, but 1 may say that in the forefront of these
reductions and forming the pivot on which the other reductions depend is a
substantial reduction in the strength of British and Indian forces.

[ am not in a position to-day to give details of the reductions in troops which it Reduction of
is proposed to effect. These reductions are, being discussed between the Government "
of Indiaand Iis Majesty’s Government. The form which the reductions should
take is necessarily a matter of some intricacy and complication as it is desirable to
impair as little as possible the essential structure and organisation of the Army and so
to retain after the reductions the maximum degree of efficiency. The decision, as
the House will understand, is also a very responsible one and the difficulties being
what they are, there simply has not been time to arrive at final decisions. In
any case the full financial effect of these reductions and of other proposals
in regard to the military expenditure camnnot for practical reasons be expected
in the coming year. If these reductions and the others which have heen agreed
upon could have been fully and effectively in operation by the Ist of April
1923, the net Military budget for 1923-24 would be 5775 crorves, but a sum of 4-25
crores has to be allowed for special expenditure in Waziristan and for the fact that
the reductions cannot he in full force throughout the year.

35. 1t is not my intention to-day to go through the expenditure for 1923-24: in Total expenditure,
detail. Full statements under the various heads will be circulated, and T think it PN
will be for the convenience of the House that T should leave Hon'ble Members
to study these for themselves. It will be enough for me to say now, therefore, that,
as compared with the original Budget Estimate of expenditure for 1922-23 of 2,15-27
crores inclusive of the workine expenses of commercial departments, our total
expenditure for 1923-24, taking sterling expenditure at the rate of exchange of
1s. 4d. per rupee, is estimated to be 2,04:37 crores, a reduction of 11 crores in spite
of an increase of 1§ crores for interest.

Revenue, 1923-24.

36. I turn now to the Revenue. In framing our revenue forecast, we have
assumed that trade conditions will continue much as they are at present. We have
allowed, that is, for a small growth in revenue such as may normally be expected
from year to year; we have not counted upon any early hoom in foreign trade.

37. Under Customs, I do not think we can prudently anticipate for next year Customs.
imports of sugar on anything like the same scale as in 1921-22, and allowing for the
new tariff valuation we estimate a revenue from sugar of 5 crores as against 42 crores
for the current year. Asregards the other tariff heads, we have either repeated the
figure which we anticipate for the current year, or have provided for a small
increase where an expansion seems probable. Altogether we assume a total gross
revenue of 4599 crores, or, allowing for refunds, a net revenue of 4509 crores, which
is 2,79 lakhs more than what we now expect to collect in the current year. This
figure is arrived at after allowing for a reduction to 5 per cent all round of the export
duty on hides and skins, a reduction necessitated by the state of the trade.

38. As regards Income Tax, we shall not again have to make the heavy refunds Income Tax.
to which I have already referred ; on the other hand, there is fairly certain to he a
falling off of revenue in Bombay, while the collection of arrears will also be less;
these may be expected to balance each other, and we have entered a revenue of 19
crores, which is roughly the same as we expect to raise this year.

39. I come now to the Railway budget. Thereis no doubt that as soon as any Railways.
marked revival in internal trade takes place, Railway earnings ought to show a
considerable rise ; the autumn harvest has been so good and the promises for the

c?2
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spring crop are so favourable that it is not unreasonable to expect a revival before v
long. The difficulty is to say how soon this revival will occur. 'Traffic receipts
suffered a check in 1922-28, and on the whole I do not think itis safe to budget off

the assumption that there will be a very rapid revival in 1923-24. Our cbtmmtc for

gross traffic receipts is accordingly put at 955 crores. It is 3} crores higher than the
revised estimate for 1922-23. Two factors account in the main for this increase

of 3} crores. The first is that in the earlier months of 1922-23 there was a
considerable loss of revenue due to the strike on the Bast Indian Railway and the
second is that the present increased rates did not come fully into effect on all Railways

until about the 1st of July 1922.

Working expenses and interest and other charges, without allowing for the share
attributable to this head of the Inchcape Commiftee’s cuts, amount to nearly the
same figure, leaving a net profit for the year of 35 lakhs which compares with the net
loss on the current year’s budget as now revised of £92,60,000.

Posts and 40. In the case of Posts and Telegraphs, we are able to estimate for a net

Telegraphs. receipt of 147 lakhs as compared with the net receipt of 24 lakhs in the 1922-23
budget as revised. This improvement is due in part to expected recovery in revenue
and in part to reductions in working expenses made in anticipation of, or in conse-
quence of, the recommencations of the Retrenchment Committee.

T e 41. We thus arrive at the following budget position on the basis of existing taxa-
tion. As against an expenditure of 2,04-37 crores, we have an expected revenue of
1,9852 crores, leaving a deficit of 585 crores. Before I proceed to explain to the
House what we propose to do in regard to this deficit, I must turn for a moment to
our ways and means position.

V.—WAYS AND MEANS.

42. Public attention is usually concentrated on the annual budget of revenue and
expenditure, but the Ways and Means budget is of equal importance, for after all it
is the Ways and Means budget which shows the sums which the Government has to
pay out under one head or another during the year and the sums which it has to get
in from the public. Whether it is a plovmual overdraft or an advance on capltal
account, or whether it is a revenue deficit, the money to meet the outgoing has to
be got in hefore it can go out. The Ways and Means budget is, however, one which
it is difficult to prescnt in a clear and easily intelligible form. It is never possible
to adhere to a strict _programme in regard to \Vays and Means operations. In
financing the country’s various liabilities and in finding cash for our own and the
provinces’ day to day disbursements, we have to be guided very largely by the
changing conditions of the money market both here and in:London.

Funding of 43. During the current year we expect to meet liabilities, over and above what has

Floating Debts  |een met from revenue, amounting to 106 crores. These will have been financed
mainly out of the proceeds of our rupee and sterling loans which have been on an
unprecedentedly large scale. Our rupee loan realised nearly 47 crores and £31§
millions was borrowed in London during the year. Onme satisfactory feature of t}|0
year, to which I have already referred, is that out of these l)()l'lOWl]lu,h we have been
able to reduce our floating debt by 40°6 crores, of which 324 crores consists of a net
discharge of Treasury Bills held by the public and 82 crores of a cancellation -of
'lreqsuxv Bills held in the Currency Reserve. We cannot hope to continue the reduc-
tion of ﬂoatm“ debt on the same scale over a long period, but I feel sure that the
House will agree with me that it must be our constant policy to secure the early
extinetion of the floating debt by its conversion into securities of longer term.

Beraibiiuos to 44. Our sterling borrowings have facilitated the provision iz London of the sums

London, 1922-23. required to meet our sterhn" obligations during the year. But advantage has
been taken of the btl(}l)”tllblllll“‘ of exchange which occurred at the New Year to
effect remittance by the method of selling Council Bills. Weekly sales have
been taking place of moderate amounts since the beginning of January, and we have
thereby been placing funds in London at a moment whlcll, although somewhat in
advance of actual requirements, is nevertheless convenient to the market. We anti-
cipate that our balance in London will be about £8 millions on the 31st March 1923
as against a normal minimum balance of £4 millions, but the surplus will be required
carly in the new financial year.




THE GAZETTE OF INDIA EXTRAORDINARY, MARCH 1, 1923. 67
. (5. The following statement summarises the Ways and Means operations for Summary.

lndn ‘md England together during 1922-23 and 1923-24 : -
‘ (Crores of rupees.)

Revised. Budget.
Lrabilities.

Railway capital outlay . . 214 386
Delhi, lnlmxlmn and T e ||»l| I Lplt ul outlay . . 50 2:9
l)ls(h arge of funded debts, etc. ’ - . . : 124 52

Discharge of Treasury Bills—

W Jth the public . . . - : 32 F} —

In the qul Currency ln-sclw . 82
Loans to Provincial Governments . : : . 11-4 136
Central Government’s revenue deficit / . . 173 :
Drawings of Provincial Governments : : ‘ : 13
1,061 67-0

Met as follows :(—

Central Government’s revenue surplus

.
©

Surplus revenue of Provincial Governmeuts # 3 10
Rupee loans . . ; 3 . . . : 469 250
Sterling loans (converted at 1s. 4d.) z - : 473 227
Net receipts from Savings Bank deposits, ete. . . ! 31 50
Miscellaneous items . . : . g . . 25 22
Reduction of cash balances . . . : - . 53 119

1,061 67:0

46. In 1923-24, if the measures which I propose are adopted, we shall not again Forecast for
have to face the necessity of financing a large revenue deficit. Our largest liability will L
be for Railway Capital outlay. During 1922-23, it has not been possible to spend the
full 30 crores allotted under the 5-year programme ; there will be a large carry for-
ward. We are adding this to the 30 crores for next year, making a total of 38'6 crores
to be provided for capital expenditure on Railways in 1923-24. We have about 53
crores of maturing bonds to meet, and our other Capital outlay is expected to

each about 3 crores. Loans or overdrafts to the Provincial Governments will absorb
13} crores, the greater part of which will go to the Bombay Government for expen-
diture on their Development scheme.

47. We expect to start the year, as I have already said, with a cash balance of E““S“i‘"ﬂf‘;?

£8 millions in London. We are assuming, for the purpose of the Ways and Means "™ e
estimate, that we shall be able to raise £15 millions by new sterling borrowings. We
are assuming for budget purposes also that we shall be able to secure a rupee loan of
25 crores. With these resources, we hope to meet the liabilities I have mentioned,
and in addition to effect a further reduction of five or six crores in our floating debt.
In addition to the new sterling borrowings of £15 millions we estimate that we shall
require to remit £27 millions to London from India during 1923-24. Itis unnecessary,
I think, for me to discuss at the present moment the various alternative methods of
effecting this remittance. In addition to the ordinary method of purchase of exchange,
the £5% millions in the Paper Currency Reserve in London, and after that the Gold
htfmda,ul Reserve of £40 millions, can be drawn upon against an e qmulcnt earmarking
of rupees for those Reserves in India. Which paltlcul ¢ combination of the various
methods available will be adopted is a matter upon which it is impossible for
Government to commit thémselves in advance,”since much must depend upon
exchange conditions during the year

VI.—PROVINCIAL CONTRIBUTIONS.

48. There is another subject on which I should like to say a word owing to its close
connection with the problem of covering our deficit, and that is the vexed question of
the provincial contributions. I do not think that any one considering Indian finances
at the present time can fail to be impressed by the undesir: ability of a long continuance
of the present unsatisfactory position in regard to the provinci al contributions. The
Government of India have stated plainly that, as soon as they are able to do so, they




Interest on Gold
Standard Reserve.

Deficit cannot be
left un€overed.
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intend to reduce, and eventually extinguish, these contributions. I am aware that
this is not the solution which finds universal favour, though I think this is what
the majority of the Provincial Governments desire. But so long as we have a deficj
in the Central budget, it is obviously impossible for us to make a beginning with tI

reduction of provincial contributions. Meanwhile, every Provincial Government,
without exception, is finding very great difficulty in balancing its budget. The
majority, I am afraid, did not succeed in doing so in 1922-23, though they
are doing better I am glad to see for 1923-24. [t has been suggested
to me by more than one spokesman for the provinces that there is a feeling
in the minds of the Provincial Governments and of their Legislatures that
it would be unwise for them to show balanced budgets. They are, it is hinted,
taking a leaf out of the book of some charitable and religious bodies which
make a habit of showing an annual deficit in order to make a striking appeal
to their supporters to come to their rescue. The Provincial Governments think,
it is said, that they will get more sympathy from the Central Government and
get rid of their provincial contributions quicker if they can show a handsome
deficit and appeal to the charity of the Central Government. I should like to
say for my part that the strongest appeal that the Provincial Governments can
make to me in this matter of the Provincial contributions is to show themselves
worthy of assistance from the Central Government by strenuous and successful
endeavours to make hoth ends meet for themselves. Much, therefore, as we should
have liked to be able to make a beginning of the reduction of the provincial contri-
butions, it is obvious that this year we must confine ourselves to an attempt to deal
with our own deficit. 1 would, however, add this appeal to all who are interested in
a reduction in the provincial contributions. Let them give us their full support in
any measures we propose for securing a balanced Central budget in the certainty
that by so doing they are hastening the day when the contributions can begin to be
released.

VII.-.PROPOSALS FOR DEALING WITH THE DEFICIT.

49. What then is to be done about the deficit of 585 crores? First of all, we
propose to make an adjustment which, though little more than a change in methods of
book-keeping, has the effect of reducing the apparent figure of the deficit by 1-59 crores.
It is proposed to ask the House to continue during 1923-24 the arrangement made a
year ago for crediting to revenue the interest on the securities in the Paper
Currency Reserve. There is a similar source of income in the interest on the
£40,000,000 in the Gold Standard Reserve, which is expected to amount to 1:59
crores in 1923-24. This is, in essence, of the same nature as the interest on the
Paper Currency Reserve’s investments, and we propose for 1923-24 to treat it in the
same way. 'This change does not really add anything to our available resources
or alter our Ways and Means position, but I think it is justified on merits.

50. We are thus left with a deficit of 4°26 crores, and the only way left for meeting
it is by additional taxation. If the House will turn its mind back for a moment
to what I said about the accrued deficits of the last five years, it will recognise that it
cannot leave the deficit of 4% crores untouched. It will perhaps be asked whether
the fact that several crores in the military expenditure and a considerable additional
amount in the non-military expenditure represents non-recurrent expenditure due to
“lag” and ““terminal charges” would not justify the deficit being allowed to
continue for one more year. This argument unfortunately does not represent the full
facts. = If some crores in the military budget represent non-recurrent expenditure,
on the other hand over 2 crores of the cuts made in the military budget represent
non-recurrent savings, being arrived at simply by a reduction in stores. Similar
considerations apply to some of the other cuts both in the military and the non-
military budgets, in particular in the railway budget. Moreover, some terminal
charges will still have to be met in 1924-25. Whatever our hopes may be, we have
no reasonable certainty that the budget for 1924-25 would balance on the basis of
present taxation. Moreover we have not yet begun to provide anything towards
making good past deficits. If 1924-25 were to turn out much better than it is
possible to promise at this moment, we can, if we have got through 1923-24 without
a deficit, turn our thoughts to reduction of the provincial contributions.
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51. Our conclusion, therefore, is that we must ask for some increase in taxation. New taxation
No one likes new taxation. It is a disappointment to the House, and it was a great necessary.

ﬂsappoimmont 1o me, that new taxation is needed at all. If he is wise, a Finance
ember dislikes new expenditure and dislikes new taxation even more.  But most of
all, he loathes and abhors a deficit. 1 hope the House will agree that I have demon-
strated to the full the absolute impossibility of its leaving a sixth year’s deficit of 4]
crores to be added to the appalling aggregate of 100 crores of the deficits of the last
five years. The House would be false to its trust if it allowed the Government
to adopt so pusillanimous and mischievous a course. The credit of India is
in jeopardy. It is already under the cloud of the deficits of the last five years.
But India’s financial record has been so good for decades preceding those five years that
hitherto the damage is not irreparable. The world has trust in Iundia’s record and
has felt sure that the era of deficits could only be a passing phase. It is our duty
to-day to justify that trust. We have made drastic cuts in our expenditure, but we
have not achieved a balance. New taxation is, therefore, inevitable.

52. What form then is the new taxation to take * We have carefully reviewed the
existing taxes. In particular, we have examined those taxes which were proposed
last year and not accepted. One after another we have had to reject promising
expedients, and finally we have come to the conclusion that the right course is to ask
the House to agree to an increase in the salt tax to R2-8 a maund. In a full year, this
increase is estimated to yield 6 crores, but we cannot count on its bringing in more
than 44 crores in 1923-24. The House will see that this additional revenue is just
sufficient to cover the deficit of 4} ecrores, to give us a balanced budget, and to
leave us a small surplus of 24 lakhs. In view of the uncertainties of our estimates
of expenditure, this House will agree that this is not an undue margin to leave over
for contingencies.

CONCLUSION.

53. My allotted task is finished. I have laid before the House the Government
of India’s account of their stewardship for the year that is passing and their proposals
for the year 1923-24. I am painfully conscious of the responsibility which attaches
to the Member introducing the budget. He cannot hope that his proposals will
receive universal approbation. 1 have no doubt that when the details of our
proposed expenditure come up for discussion, some Members will ecriticise this
or that retrenchment as iniquitous and the vretention of this or that item of

expenditure as outrageous. Some other Members will disagree entirely with
them on one or other or both of these eriticisms. Jut all will manage to

disagree with me on some point or other. I hope none the less that the Government
of India will receive the eredit which I elaim is their due for courageously shouldering
their burden and boldly coming forward with a budget which, at one and the same
time, effects drastic reductions in expenditure and calls for a further sacrifice in the form
of new taxation. 1 appeal to the House for one last long and strong pull, all of us
pulling together, in the confident assurance that so doing we shall quickly get the
boat out of the vicious current which is threatening to drag India down on to the
rocks of insolvency. Once back in safe waters, I have every hope that in a
surprisingly short time we shall find ourselves on the flood tide of prosperity,
and shall be able to turn our minds to pleasant thoughts of reduced provincial
contributions, reduced taxation, and increased devotion of our resources to the
development of India. I was struck a little more than a week ago by a remark that
fell from Sir Deva Prasad Sarvadhikari when, speaking on the Racial Distinctions Bill,
he said that the House had had three red letter days in succession. Let us erown our
successes by a fourth red letter day, and end our session with a balanced budget.

BASIL P. BLACKETT.

The 1st March 1925.

Increase in Salt
duty.
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FINANCIAL MEMBER OF COUNCIL
March 29, 1924
My dear Strong

I have owed you a letter for nearly zs long «

wrote. So I seize the moment when ouryﬁumerozg r:tggﬁeozzg Zsrgzg :iilozgu g
b:ggége off to the station en route from Delhi to Simla, either direct as most of
ée z;ilog;,tas-totaccompany us on a three weeks trip to Keshmir + back to Simla.
By onight +ave in gay mood as this is our first real holiday in India.

€ have done quite a reasonable amount of travelling + sight seeing but always i
mo?e 9r less official business. So we are in great spirits. We had plannedy; i
trip in the Simla lakes last October but I went to bed with diptheria instead.

My second budget is over + launched. The political seas which buffeted it were
violent + unreasoning, but it has escaped most of the damage thanks to the renewed
powers of the Government. Only it has had to be shorn of its most constructive
feature, the proposal to begin to relieve the Provincial Govts. from the burden of
giving subventions to the Central Government. The problem of making India into a
real Federal State is one of the most important finamcial problems here unsolved.

But it is one which must I fear wait for long on political developments. The poli-
tical stupidity of our Indian revolutionariesters, if I may coin the word, is incredible.
They really rather liked the Budget + have me with quite a little special
confidence as being a broad-minded well-wisher of India + no bureaucrat. But they
rejected my budget without its even occurring to them that this was unkind to their
friend. Their stupidity however was not , but the absurd notion that something

was to be gained by formally rejecting the Finance Bill + at the same moment definitely
requesting the Government to see that no harm came of it.

It has been an interesting year for me. My two main tasks are, I think, first
to give India the makings of a modern fimancial system based on broad principles +
not merely a hand-to-mouth affair year by year, + second to try + educate both the
bureaucracy + the legislators in the meaning + methods of Parliamentary control of
finance + expenditure. The bureaucrats find it very difficult to believe that they
can seriously be asked to explain their actions to a set of incompetent legislators, +
the latter are continually wanting to control the minutest details of the executive's
actions + cannot see that the task of an executive is to execute. Moreover they are
mostly third-rate lawyers with no grasp of principles + finding how soon they get lost
in big questions they love to worry over tiny questions of rupees 100 here + there.

I wonder if you saw a speech I made in Bombay in December about Indian Exchange +
Currency. It was quite a big effort for this backwater + has had good educative results.
OQur currency position is mow thoroughly sound but we are waiting anxiously for other
parts of the world to settle down to a gold standard + are forced meanwhile to wait
on events. I am disappointed at the slow return of sterling to parity + don't al-
together acquit you of blame, but I can understand your fears. But is the Federal
Reserve system meking any profits for its shareholders?

The currency problem here which puzzles me most is however the problem of ex-
cessively dear money in the winter. Currency goes up country to pay for the crops, +
it comes back only slowly + partially. It needs a "good marriage season” which depends
on astrological observations to bring currency back in a good year. Otherwise only a
bad monseon helps, + that is very objectionable in other ways. I tried expanding the
currency against internal bills of exchange this winter besides the ordinary method of
expansion against sterling securities, but in spite of & special addition of 24 crores
we have had very dear money ever since December + our problem now is to reduce the
currency again to normal in what ought to be the slack season. We are far too little
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[Blackett to Strong, Mar. 29, 1924]
developed both socially + in the banking line for the ordinary economic doctrines

to be applicable without all sorts of reservations, + prices respond hardly at all +
veryWiowly.

I should love to get home + to visit America for a spell to be able to look on
from outside at what is really going on here + form a more dispassionate judgment.
But even the hope of a few months a year hence is an umdertain + dim one.

I hope all is well with you

Yours ever
[signed] Basil P. Blackett

[Writing very difficult to read; think I have guessed the right words.EHK]
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Delhi, the 12thierech 5,4

My desr Strong,

This letter will introduce my friend Mr. H. Denning,
Controller of the Currency in Indie@, who is paseing through
the United States on his honeymoon trip. Any kindness that
you may be in & position to show him will be greatly
appreciated by

Yours sincerely,

1) - A )
1@7[{/577{41,%

Benjamin Strong, Esquire,
Federal Reserve Bank of New York
New York.




Simla, the 18th July 1924.

My dear Strong,

Many thanks for your letter of June 16th. I am disgusted to
see how Stanley Jevons has been trying to hold you up. I have
talked the matter over with Rushbrook Williams, and I feel sure
that we can make arrangements for getting the doocuments ete. which
you require on more reasonable terms., There may be a gquestion of
out of pocket expenses, but there ought certainly to be nothing
more., I take it that what you want is a ocollection of the more
important official documents dealing with Indian finance and
economics together with copies of the more valuable private
productions on these subjects., I imagine that you would like,hin
the case of the official documents, to go back, at any rate, to
the Currency Committee of 1893. In regard to the privately -
produced books ete., the vast majority of these are absolutely
valueless, and it ought not to be difficult to meke a representa-
tive selection which would not run to a great size, I will write

to you further as soon as I have more information.

With best wishes, Yours sincerely
’ /\

Benjamin Strong, Esq. -
Filteen Nassau Streef, New York.. . .

P.S. Congratulations “én the marriage of your son.
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My dear Strong,

/r Rushbrook Williams has now heard from Professor Coysjee,
who expresses himself willing and enxious to help you in getting
your collection of books on Indian finance ete. together. I
hope, therefore, that we shall be 2ble to do what you want in a
more gentlemanly way than under the previous arrangement.

Denning and his wife had a great time in New York, They
gaw something of my wife's people and Leffingwell was very kind
to them, We have had letters from them both on board ship
speeking enthusiasticelly of their time in America. I am glead
they managed to see you for a moment.

I hope that all is well with you. With best wishes,

Yours sincerely,
(/Mwm

Benjamin Strong, Hksquire,
Federal Reserve Bank of New York,

New York. (U.S.A.).




Hr
(W H

) o

=0

Qg o, W

D &)g%

- —~ jec

O . > '3 f;'

| N Lid ]
Delhi, the ~3rd Decémber g5,

>

I am sorry that the question of material for the

‘ﬁy dear Strong,

Princeton Library on Indian Finance has got hung up. I
have spoken to Professor Coyajee, the man who undertook
to assist us in the matter, and he is, I understand, writ-
ing to you, I have arranged with him to get a catalogue
made of the books in the Calcutta library as a start,and
guaranteed payment of the expense up to Rs.,120, I hope
that direct correspondence between you and him will now
proceed vigorously and result in a settlement to your
satisfaction.

I am having a great time here with the Royal Com-
mission on Indian Currency under Hilton Young as Chairman,
I doubt if I ever enjoyed myself quite so much as during
the two-and-a-half days on end when I was giving evidence,
The line I have taken has staggered some people, and as
it ultimately depends on co-operation from lontagu orman
and yourself, unless the Commission turn me down as is
possible, I may as well tell you what I am up to, The

views I have arrived at have not been reached without a

struggle, but they represent my honest convictions,

AL

Ly
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The gist of them is this, 1India got on well enough
before the War with a Steﬁing Bxchange standard, though
she was always encourzged to believe that it was a stepping
stone only to a Gold Standard with a Gold Currency in
circulation. She could get on quite well with an improved
system on similar lines, the main addition to the pre-war
arrangements being the transfer of the control of the
Paper Currenc& from the Government to the Imperial Bank
of India, and the undertaking of a statutory obligation
to give sterling for rupees and rupees for sterling at
the gold points, instead offleaving this vital matter
at the discretion of the authorities as it was before
the War. This would be a Sterling Bxchange standard,

You could make it into a Gold Bxchange standard, though
rather cumbrously, by substituting an ebligation to give
foreign exchange for rupees and rupees for foreign ex-
change at the gold points for the obligation to give

and take sterling., Both the Sterling Exchange standard
and the Gold Exchange standard involve rather cumbrous
arrangements so long as the silver rupee is unlimited
legal tender and the note is convertible into the silver
rupee. Both systems, however, would work reasonably well
subject to two conditions, which are (1) that sterling
and gold maj be regafded as equivalent in all but the
most abnormal circumstances, and (2) that the silver
bullion in the rupee will not, except in the most abnormal

circumstances} become more valuable as bullion than as

coin. With the rupee at 1s,6d, this means that the pric
e



of silver in London must not rise above 48d,

Both these systems are therefore always in danger
of being completely destroyed as soon as silver rises
above 48d., The only means of remedying this defect is
to take away the unlimited legal tender choracter from
the rupee with a view ultimately to recoining it with
a smaller silver content after it has become a subsidiary
coin only. But you cannot, India being what it is, take
away the unlimited legal tender churacter of the silver
rupee unless and until you offer the people of India some
other metallic form of currency. If you offer them full
value gold coin and make the rupee and the note absolutely
convertible into gold coin, you wilf;;;sk any important
addition of gold currency to the circulation since a
20-rupee gold coin will not in fact circulate to more than
a trifling extent, and at the same time you will give a
powerful stimulus to the growth of the banking and invest-
ment habit in India, This habit has been growing but
only slowly and tpe only solution of the problem of India's
poverty to my mind is to teach the people of India to use
as capital for their own development the immense sums
which they at present hoard in the form of the precious
metals. I Dbelieve therefore that it is worth while giving
the peoble of India convertibility of the rupee into gold
provided that it will not cost the Indian Budget too
much, and provided that the transition can be effected

without completely upsetting the gold and silver markets

of the world.



After a very careful examination we have come to
the conclusion that the cost to the Budget will not be
serious. At a maximum it will cost us compared with
present arrangements, something like Rs.1§§ lakhs a year
for the first 5 years and about Rs.1 crore a year there-
after, These are maximum figures and would I believe
be found to be unnecessarily high estimates.

It remains to consider the effect on the world's
€0ld and silver markets, We calculate that the immediate
effect of the introduction of the new system would be
to make all those who are hoarding silver rupees in India
turm out their silver rupees and demand gold in their
place, The maximum demand for gold which we can foresee
is £ 100 million sterling, again a very high estimate,
possibly twice as much as would really be required. This
demand would come quickly in the course of a very few
years, but once it was satisfied, the Indian Currency
system would cezse to be in danger from the hoarding of.
over-valued rupees, and I have no doubt that the annual
demand of India for gold therezfter would be progressively
reduced. One might put it that over the next 30 years,
in spite of the excess initial demand, India would not
take more gold under the new system than under the old,
and thereafter she would take very much less, One would
hope that in 50 years India would be very much nearer

western conditions in the matter of banking and invest-

mient; she would be a far better customer for the world



with her standard of living improved as it would be,
and might'even at a fairly early date become a lender
of capital abroad instead of a borrower and hoarder.

The crux of the matter is the effect on the gold
market of a sudden demand for gold amounting to a maxi-
mum of £ 100 million sterling, and the effect on the silver
market of an addition to the surplus silver of the world
~amounting to a maximum of about 600 million ounces, bet-
ween two and three times the world's annual production
of silver. So far as gold is concerned, I have not the
least hesitation in sayingboldly that you and Norman bet-
ween you could let us have £ 100 millions of gold out of
the available reserves without making the slightest im-
pression on the world's gold prices or on the.maintenance
of the Gold Standard in Burope and America, But you and
Norman would I am sure, while saying that you agree with
this, go on to say that you will have enormous difficulty
in persuading the man in the street whether in London,
New York or Washington to believe you, However, I do

not despair,

But the threat of letting loose 600 million ounces
of silver on the world undoubtedly adds to the problem,
I cannot think that it would make India popular with the
silver prodﬁcers of the United States or that these
latter gentlemen would encourage the Federal Reserve sutho-

rities to facilitate India's operations of substituting

gold for silver, Iy idea is that we might minimise the
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the trouble by putting a special import duty on silver
imported into India, the effect of which would be to

cut India off from among the countries seeking to satisfy
their silver requirements out of the world's silver
supply, and confine the Indian market for a period of

10 years or so to purchases of silver from the Government
of India.

There are our problems for you, You will recognise
that they are not without a world interest. It may seem
rather a bold demand on the part of India that you should
assist her in satisfying her wishes, but I firmly believe
that if a long view is takep, the world has an immense
amount to gain by assisting the process. India as a real
partner.in the gold standard countries of the world will
be far more valuable than as.a continual sink of gold
which she will certainly remain as long as you refuse
her gold in cireculation. India as a country with a big
investment market and widespread hanking facilities will
mean an enormous addition to the world's wealth and to
her value as a market for the products of the world,
particularly of the manufacturing countries of the world,
I do not say that the Commission will unanimously recommend
the adoption of my proposalsg,but I feel fairly sure that
an important minority at the minimum will favour them.

I ought to say of course that we should desire to make
the process of change as gradual and easy a one as possible

in order to facilitate the transition both for India and

for the world, though the difficulty is that an announcemen

)



of policy may unavoidably lead to an immediate demand
for gold in place of silver rupees in hoards. I shall
be interested to hear what you think of me.

With best wishes for the New Year,

Yours very sincerely,

/}ZV,V{;W{ /

Benjamin Strong, Esq.,

~

Federal Reserve Bank of New York,

New York, U.S.A.
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. New Delhi, the 21st December, 1927.
g
My dear Strong:

Ihis paper was intended to be used before New Delhi existed, and when
the century was in its teens, but it has lived to be useful for wishing you ell
good things for 1928 and for providing a very belated answer to your much appre-
ciated letter of June 27. It was Just because I appreciated it co much that it
has remained so long - too long - unenswered. I wanted to be free enough and
buoyant enough to send a full letter in reply, and it is only now in a short
interval between a busy and hurried past which lies behind and & busy future which
lies ahead that I can sit down to it. I expect that the invigorating effecte of

even weeks out of India, of which twenty days weére in London and the rest on the

L]

voyage, are largely responsible for my feeling energetic enough to get going. You
must forgive me for setting you the task of reading this in mesnuscript and not in

type, but I have not the habit of putting intimste or freely flowing thoughts into
& letter which I dictate.

There's really an amazingly large amount of interesting thinge to relste
of the history of Indian finance in the last year. January to March were devoted
to a titanic if Gilbertian struggle to get the ratio of is. 6d. per rupee on to
the statute book, much assisted by the production by me, like a conjuror's rabbit
out of & hat, of & startlingly popular budget, whose beauties, such as they were,
really reflected the fruition of much hard labour and thinking over seversl years,
of which I am, I hope justifiably, proud. But one's merits seldom choose so con-
veniently exactly the right moment to display themselves in practical form to the
public gaze as did mine with my budget for 1927/28.

The next few months were teasers. =~ Apart from the exasperating political

misadventures of the Reserve bank bill, I found myself up &gsinst an extremely

tough problem in maintaining in real life the stability so painfully won, so far




S ' S48
as'z;iblzuaion could give stability, on the floor of the assembly. The rupee
refused to be worth ls. 6d., and you aczk me for some explanation of the difficul-
ties. The first was the dead set against the rupee of the politicospeculator group
in Bombay, who fought hard to maeke the big profite which they had counted on ob-
taining by fixing the rupee at ls. 4d. by legislation. They went to unexpected
lengths and showed more backbone than I credited them with having. But, of course,
they could not have done much if the f'gcts had not been partly on their side. The
clear recognition of this in my own mind did not lessen my anxieties at the moment
of the crucial debates in the legislature,

To explain the position in April to June, 1927, it is necessary to go back

st least to March, 1926. For a year and a helf previcus to March, 1926, prices and

currency conditions were accommodating themselves comfortably to the 1s B8d. ratio,
end little if any occasion had arisen for intervention by the Government to prevent
g fall in the rate. By the Govermment I mean all the authorities concerned, i. e.,

a

the Imperial Bank, the Government of India and the India Office. In March, 1926,
a poor wheat harvest and various other circumstances brought about a change. It
vecame important to take currency of'f the market and, of course, we had good reason

to do so as we had increased the issue against sterling to the tune of nearly 30
crores in the previcus three years. But it was not only a slackening off in ex-
porte that we had to deal with. The velocity of circulation had been {(&and still
is) increasing very rapidly in India owing to various factors of which the most
importent are the rapid increase in the habit of banking and investment which was

rendering silver rupees redundant as they ceme out of hoards. I do not stop to

define hoards, — and the replacement of silver rupeesin hoards by gold and silver

bullion, end the fall in world prices was also operating to make rupees redundant.

It is extremely difficult to aseign the exact degree of its importance to wsuch

factor, but the increase in the banking and investment habit is a very real phen-




)

or'r,r. It has a close connection with the next stage of our difficulties. The
surplus cash wase finding its way steadily into Government securities for want of
confidence in sny others, and the rise in Government securities was accentusated

| : . _.coming . :
beyond all reason by the Bombay speculator, who saw the rise/and was either him-
self tekenin or was taking in others for his own purposes by the confident asser-
tion that Sir Basil Blackett measns to push 3 1/2%s up to par. (They were below

“

60 when I came out and were over 70 by March, 1926, and the confidence in my

o2

1l-
nancial capscity was then and is still more now pathetic.)

#hat was to be done in these circumstances? The Currency Commission was
eitting and it was supposed to be an open cuestion at what rate the rupee wae to
be stabilized. If, therefore, we stepped in to take the action necessary to mein-
tain stebility at 1/6 we should be open to the charge of m;nipulanin; not only the
currency but slso the Commission's report. Yet it was clear enough that stability
could very eesily be maintained by simple enough action if taken in good time and
steadily followed through. #hat actually happened waes that after finding divided
councils in the India Office (and much ignorance - our friend Goodenough in the
chair of the Finance Committeel), and unwillingness to proffer advice or help in
he Imperigl Bank, I took the bit between my teeth, and took as much action aes I
could without being dismissed for insubordinaticn. I had the loyal, but entirely
uninstructed, support of the Government of India in all I did, but had to fight
the India Office at every turn, not becasuse they had a different policy but because
they had none. 1 contracted currency fairly heavily sgainst sterling, but wae held
up from June to October by the India Office when I tried to contract currency
againet the cancelation of Government of India securities in the reserve. The
reason given me for this a few weeks sgo - I had never been given a reason up to

ne

i £ sy o ; e N
then, and only got this in conversation 1n London - WAas that the India Office were

anxious lest my available rupee reserves should run short if I used them up in can-
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'nm% ireasury o1lis 1n the reserveé. This is illuminating, for at slmost the

2

same moment I was trying to get agreement out of the India Office to an issue of
rupée loan for a larger amount than I needed for my immediate capital programme
& L =

in order to stem the rise in Government securities wmhich was getting out of con-

4 4 /o, . \ + 3 Sk . : . % - <
trol. (3% 1/2s up to 78) and to take money of the market, and the lndia Office

were objecting on the ground that it was wrong to build up too 1la

€ Dalances,

I had to acquiesee because I needed India Office support in carrying out and Indisa Office

+

good-will in getting sanction for the acceptance of the Currency Commission's

report which was just about to be published. The upshot was that I never did quite

enough to keep rupee stable and never did it quite soon enough.
reason for this failure was the political necessity of not antagonizing opinion
sgainst the Currency Commission's report. However, I did just enough to maintain

the rupee within the gold pointsa.
Meanwhile the Report was issued, but for politicsl reasons we had to

1926 to March, 1927. We

postpone legislation fixing the rupee at 1/6 from

did, however, gt out = square-footed announcement that we should meanwhile take

all steps necessary to maintain exchange. Armed with this I defied the India

Office in October, 1926, and contracted against rupee securities of the Govern-

ment of India and was not far from being recalled for insubordinstion. In

December, 1926, I contracted again in the same form with the blessing of the

Indis Office, and it is only the power to do this freely which eventually saved

By December, 1926, the political and finsncial campaigns to reduce the

rupee is ls. 4d. was in full wwing, but it was the busy season (not a very good

and we were sll right by now till April, and by




But our troubles were not over. The big rise in Government of Indis

gsecurities had made them out of relation to gilt-edged securities in London.

3 1/2 per cent. Rupee Loan stood &t 78 to 80, while 3 1/2 per cent Sterling Losn
of the Government of India was at about 69, and even the British Government's
Conversion Loan was only about 75 or 76. The natural result was & steady flow

of British capital back from India to London, and a considerable, largely specu-
lative, flow of Indian capital in the same direction. This was & heavy burden on
exchange, and of course a God-send to speculators like Sassoon who were anyhow
getting a betier yield on their money in London than in India even if their gamble
for the fall in exchange did not come off. To make matters worse the Imperial
Bank wes doing a large line of business in lending rupees to Sassoon and others
elow bank rate against sterling and dollar securities, and when itcame to &
question of reising the bank rate in February 1827 to 7 per cent. they insisted

on my taking the public responsibility, not because they were ageinst raising it

but because they feared to be accused of taking sides in the ratio controversy.

tn
=
e
-+
[

That is your friend Norcot Warren. Thank goodness he has gone now and 0. A,
is a tower of strength in his stead.

Such was the position in April 1927 and the rupee was still weakening
and silver rupees were still coming out of hoards and flooding the circulation
and money was still being remitted steadily out of India for long and short in-
vestment abroad, and 3 1/2 per cent Rupee Loan looked like going well over 80,
and our sterling resources were beginning to run short (assuming that we could not

sell gold), and our rupee resources were none too plentiful because we could not

]

obviously raise & large rupee loan at the fantastically low yield corresponding

nt market prices of Government stocks in India and equally we should

O pregent n

the market and zet no money at all if we offered a much higher rste

merely bresak

So I set to work and not only contracted currency against Government

of interest.




ol India Treasury Bills held in the reserve, but also sgainst Government of
India 3 1/2 per cent stock held in the reserve and then instead of canceling

it sold it (at a very high price) in the market. This did the trick. It was

an ordinary "Central Bank" operation but was unheard of in India. 3 1/2 per

cent loan came down to 76 1/2 (and has since gone to below 75), the flow of
cepital to London became less pronounced, we issued a short-term loan in India

at a moderate price and got more than I expected, and the contraction of currency
at last caught up the surplus of silver rupees. Since then all has been compara-
tively simple and a small sale of gilver has both increased our resources and
given the speculators a lesson. But we had to borrow k5,000,000 in London in

si x-months bills, which we almost avoided and should have avoided if we'd reached
equilibrium three months earlier, and we're thinking of converting these bills now
into a long-term sterling loan, an operation which is however not absolutely nec-
essary at the moment but will improve our sterling resources for purposes of the
insuguration of the Reserve Bank and for certain capital expenditure purposes
which we foresee, and we've been rather up against it in India for waye and means

during the leen quarter of the financial year just ending.

ct

But we're through and it is not impossible that import gold point may
be reached in a month or so, which I don't much want but may be unable to prevent,
and any doubt as to my capacity to maintain 1/6 is at an end, though I am told
that some optimists in Bombay still hope to bring exchange down to 1/4 when I'm
out of the way.
I've been much interested of course meanwhile in your doings. The

failure of the Bank of England rate to go to 4 per cent after dropping to 4 i/2
per cent in the spring was a bitter disappointment, for which I don't love the

French., It would have raised gilt-edged securities in London just enough to make

nee prices of Government stocks in India unimportant.

the gap between them and our Tu




ally you helped ue materially by lowering the Federal Reserve Bank's rates in
July. July was a good month for me, as it relieved me of some of my fears such
a8 a 5 per cent rate in London and brought me a good monsoon without which we
should have been once again in troutle.

I've written at enormous length and hope you're not bored. It is really
& great pleasure to me to set out the story =t length to a comprehendinz listener,
and as a matter of fact I've never done so before, and the story has taken much
more concrete shape in my own mind as I've written it. I hope too that it doesn't
read too egotistically. I've some useful - very good - subordinates, but with the
exception of 0. A. Smith (whose health pleced him hors de combat for the whole
period March to July 1927) I've no one at all to advise me, and no one at all to
share the responsibility with except the Government of India, none of whom under-
stand the first thing about it all and all of whom rely implicitly on me and are
in the soup with me if I take them there. So it really has been & one-man job
for me, and as I have said made more difficult by the necessity of carrying old
fogies at the India Office with me and of compromising at every turn with them
and with our tangled and incredible politics. (Of course I'm deep in the said
politics most of the time and since July have had the job of Leader of the Assembly
as an extra for my spare moments.)

On the whole I'm rather proud of having won through, even if it is a
tale of too late at every step. If we had been sble to do the right thing in
March to July 1926, we'd have been up to date all through and our troubles would
have been much less. On the other hand I'm bound to say thank you for a very
fair monsoon in 1926 and a really good one in 1927,

I've gone to such lengths over this story that I've not cheek enough

to write and you wouldn't have patience enough to listen to the full story of the

and it is so much more political

Reserve Bank Bill, Besides it isn't through yet,




financisal thset it hasn't the same T inte ’
t"; Iinanclal that it hasn't the same real interest for you as the story of the
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ratio. I'll try and tell 4 brief story however. The India Office swallowed the

pill rather reluctsntly, but with good grace. #e drafted the till in & month, a
great feat for which Denning and the Draughtemsn deserve zreat credit. The ratio
controversy fortunately kept the Reserve Rank out of politics for some months, and
it won consideresble fevor (1) as offering an alluring if indefinite prospect of

I'at jobs for Indians and their sons and nephews and (2) from my description of it

as & big step towards Financial Swaraj. But there were always big lurking dan-
gers. The ratio fight made Purshotemdas snd others so mad that they were ready
to do anything to epite me, and vested interests, exchange banks and Indian joint

stock banke, disliked the idea of a Reserve bank. I kept Purshotamdas in check

L

by winning over the Swarsjists to my side in support of the principle of the bill,
end they were also very useful allies, first agasinet Purshotamdas and then against
the exchange banks and finally even against the Indian banks, representing as the
Swars jists on the whole do the agricultural and up-country inteligentsia agsasinst
the Bombay capitalist. I cut much ice too by leaving the delights of Simla &nd
oinz down to Bombay &and Ualcutta in the height of the hot weather to hold meet-
ings of the Joint Committee of the Legislature., This was not a calculated gain

I really delight in getting out of Simla whenever 1 can,

t at the very first meeting st Bombsy a combination of Swarajists and
the Bombay capitalists gave me one in the eyes by voting for a State Bank and not
;. shareholders' besnk. They reelly meant a bank run by and for the benefit of leg-
islature, but when they realized that they had liked the Reserve Bank right off,
the Swarajists came right round and said they quite agreed that the bank should be
free from Government control and free from political influence, but itmust not be

in the hands of capitalists, Furopean or Indian. And they asked very pertinently

for money which the Government could

why they should pay the shareholders 8 per cent
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c‘lu borrow at less than 5 per cent seeing that the shareholders were not really
rieking an anna as their dividend was covered ten times over by the profits in

the note issue which belonged to the Government anyhow. This was a real weakness

in our bill and I didn't see then how to get over it. So I temporized at Bombay

and got through a large part of the technical clauses of the Bill unscathed. This
process was repeated at Calcutta, and the Bill emerged with all the technical part

in fine shape, subject to one clsuse sbout the gold mohur But owing to an accident
(the Swarajists had counted heads and thought I had a majority, so voted happily sgainst
me and were horrified to win by one vote) the Committee voted down the provision ex-
cluding members of the legislature from being directors, and then went on to make some
of the directore elected by the Assembly. They quoted the Federal Reserve Board prece-
dent with some effect on this. So the compromize which I'd got leave from the India
Office to sccept fell through, and the whole fight about the constitution of the bank
and the composition of the Board had to begin again in the Assembly at Simla in

fugust. %hen we got to Simla all sorts of rubbish was talked in the Assembly and

when it got to Calcutts and London it frightened people. Indeed I think it was only
then that Calcutta and London realized that the Reserve Bank Bill was a Bill to heand
over control of Indisn currency end banking to & Board containing an Indian majority.
And Calcutts to some extent honestly and in part egged on by the exchange banks took
the rubbish talked in the Assembly seriously, while London took it at face value.
Meanwhile, after various vicissitudes I'd got the upper hand at Simla. I'd dis-
covered that the real fear of the large majority of the Indians was lest the Bank
should be controlled by the Bombay Indian capitalist, Provincial jealousy of Bombay
and Calcutta, agriculturslists' fears of the industrialist and finsncial crowd, and

up country fear of the big cities were the moving motives. It was a position extrzor-

dinerily like that in the U. S. A. which eventually created & Federal Reserve opoara

under Governmental (and politicsal) influences, and twelve Federal Reserve Banks
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t;‘ by making any dividend over 5% (up to a 7% maximum) dependent on the profits
being more than 4 crores. It's a better scheme then the stockholders' one, and
I've never departed from the view that it's better to have shareholdere than not.
My only point was that they were not absolutely essential. But the problem now is
how to get the bill safely through the legislature. It could have been done in
September easily, but the aonouncement on November 8 of the statutory commission
with Sir John Smith as Chairman and no Indiens on it has altered the whole pros-
pective. I'm inclined to think that the Assembly won't throw sway financial
Swaraj, will be even less willing to risk losing it in view of their disenchant-
ment over the Commission: but you never cen tell how foolish they will be.

> +

} o ¥ e .
eft the gold mohur out of the story. It was (in my view) a per-

-]

've
fectly harmless provision giving the Government the right to coin gold mohurs if

they wished, with the public addition that the Government had no intention of do-

e
=)
Q

so for years and years at any rate, if ever. It had this advantaze, that it

o

made the Indian believe that at last the rupee was a real gold rupee and the
standard a real gold standard, which is true. And it had the further advantage
that if it had been accepted by London this provision would have enzbled me to get
a completely satisfactory bill through in Calcutta, sand saved sll the bother in
Simla. But the gold mohur was turned down with honor and had lost all importsance
long bef'ore we got to Simla, and the Assembly was quite prepared to forget it if
the stockholders' scheme had gone through.

So that's the whole story. I can pase from the gold mohur back to your
evidence before the Currency Commission. I was really grateful to you for
trouble you took in coming and bringing your experts, and not greastly surprised
at your evidence. I was feirly sure from the first that "my gold standard scheme

would be buried with international honour." Not that I did not believe in it my-

self. I did and do. But I felt feirly sure that, even if you and Norman were
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willing to confess that you and he and all the rest of you (and us) keep needl ess-
1{1‘.?@6 gold reserves and could do with far less if you would only face honestly
the question - what are gold reserves for and what is the true criterion of their
edequacy? - even then you and he would be much too frightened of the unenlightened
multitude to risk saying so in public. I suppose the fact is that a good deal of
gold is needed so long as the public's confidence in the currency is dependent on
the mistsaken notion that it is "ae good as gold" only if there's = large heap of
gold to look at. But even eo you znd Norman have more gold than you need, and
could do far more than you do to educate your public to do with less, whereas I
muet begin by giving my Indians gold before they can begin to realize that it is
not needed. And you are not in the end (or even for many years) sending less gold
to India by rejecting my plan. On the contrary you increase the strain in the end.
However, I've got &s much as I expected out of Hilton Young's Commission, and don't
complain.

The situation in England, as I saw it in my 20 days, does not give me
much satiefaction. There is some gradusl improvement going on all the time in
the tranquilization of Furope, the rationalization of industry, social services,
the re’ations of capitel and labor, and so on. But it wouldn't take much to up-
set Burope sgein, and in England the Government and everyone else is spending
recklessly when they ought to be saving. They'll never get the burden of the
interest on the internal debt reduced, and will lose markets in the Empire and
outside 4f they don't add very appreciably to their annual savings. They've
got to lend to Europe if Europe is to recover and they've got to lend to the
Empire if it's to remain the British Empire (unless, of course, the U. S. A.
takes the whole show over as the Americen Empire, which is nonsense), and they
cen't do it unless they save money and create a much larger capital fund. So one

day England and Furope will repudiate their debts of all kinds to the U. S. A.,

not intentionally so far as Fngland is concerned, but for lack of money to pay.




But I hope they'll get tired of spending and then sll will be well.

xdi. Spending is the wrong word. There's a host of things they ought to be
spending money on, but they're chucking it all away in search of distraction and
t0 avoid boredom. And "the world is not clever enough to mensge the machine it's
created."

I heard with great regret of the illness which incapacitated you and do
hope you are fitter. You'll be none the healthier for reading this, I fear, if
you try to wade through it in menuscript, and it'll be 1929 before you get to the
end.

Best wishes.

Yours ever,

(Signed) Basil P. Blackett.

P. S. I never meant to inflict thies all on you. I suggest that you
should firet of all have it typed. I would do it myself if it didn't mean
losing & mail. &nd if you do have it typed, I'd be grateful if you would have
two copies made and cend me one, a8 it would be useful to have one for my own uss,
though I wrote it all with no such idea in my mind.

(S8igned) B. P. B.
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BILL

TO

EBstablisk a gold standard currency for Britisk
India and constitute a Reserve Bank of
I'ndia.

WaERgas it is expedient to provide for the estab-
lishment of a gold standard currency for British
India; to constitute a Reserve Bank of India
to control the working of that standard and
regulate the issue of bank notes and the keeping
of reserves with a view to securing stability in the
monetary system of British India; and generally
to make provisions for matters incidental thereto ;
It is hereby enacted as follows :—

CHAPTER 1.

PRELIMINARY.

1. (7) This Act may be called the Gold Standard

and Reserve Bank of India
Short title, extent, com- A .t 1928
mencement and duration. 2 “YY"

(2) It extends to the whole of DBritish India,
including British Baluchistan and the Sonthal
Parganas.

(3) This section shall come into force at once,
and the remaining provisions of this Act shall
come into force on such date or dates, not later
than the 1st day of July, 1929, as the Governor
General in Council may, by notification in the
Gazette of India, appoint :

Provided that the Governor General in Council
may, by notification in the Gazette of India
stating his reasons for such action, substitute for
the year 1929 in this section the year 1930 ;
and may, by like notifications, make two further
successive substitutions of the years 1931 and
1932.

(4) Chapter I1I shall be in force for a period
of twenty-five years and its operation may there-
after be extended for such further period or
periods as the Governor General in Council may,
by notification in the Gazette of India, direct.

2. In this Act, unless there is anything
Defiaitions repugnant in the subject or

' context,—

(a) “the Bank™ means the Reserve Bank of
India constituted by this Act ;

(%) “the Banking Department” means and
includes all departments of the Bank
other than the Issue Department ;

o~

{¢) “bank rate” means the rate published by
the Bank under section 47 ;

(d) “bank note” means paper money issued
by the Bank ;

(¢) “the Board” means the Board of
Directors constituted in accordance
with section 9 ;



the registered shareholders of the
Bank ;

(7) “gold standard country ” means any
country, other than British India,
from which any person is at liberty
to export gold and in which any
person may obtain gold on demand
from the principal currency authority
on payment of the equivalent thereof,
as prescribed by law, in legal tender
currency ;

(k) “Tssue Department ” means that depart-
ment of the Bank which is charged
by section 23 with the conduct and
management of the note issue;

(i) “ provincial co-operative bank ” means any
society which is registered or deemed
to be registered under the Co-opera-
tive Societies Act, 1912, or any other
law for the time being in forcein
British India relating to co-operative
societies and the sole business and
object of which is the financing of
the other societies in a province which
are or are deemed to be so regis-
tered ;

() “the Reserve” means the assets of the
Issue Department as specified in
section 31 ;

(#) “the Reserve Fund ” means the Reserve
Fund referred to in section 46 ;

(1) “rupee coin ” means silver rupees which
are legal tender under the provisions
of the Indian Coinage Act, 1906 ; and

(in) “scheduled bank” means a bank
included in the First Schedule.

CHAPTER 1I.

INCORPORATION, SHARE CAPITAL, MANAGEMENT AND
BUSINESS.

Dstablishment and incorporation of the Reserve

Bank of India.
3. (1) A Bank to be called the Reserve Bank of

o A India shall be constituted for
inc];;:;io;::;i::(m Re\‘:"“_‘l the purpose of taking over
Bank. the management of the

currency from the Governor
Geeneral in Council and of carrying on the business
of banking in accordance with the provisions of
this Act.

(2) The Bank shall be a body corporate by the
name of the Reserve Bank of India, having
perpetual succession and a common seal, and shall
by the said name sue and be sued.

Share Capital.

4. (1) The original share capital of the Bank

Share capits), share sl‘m!l be five crores of rupees
registers and _ share- divided into shares of one
holders. hundred rupees each, which

shall be fully paid up.

(2) No amount in excess of twenty thousand
rupees shall be issued to any one person or to
any two or more persons jointly, and no person
shall be allowed to acquire an interest in the share
capital of the Bank, whether held in his own right,
or held jointly - with others, or held partly in his

IT of 1912,

111 of 1906,
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own right and partly jointly with others, to a
nominal value in excess of twenty thousand rupees.

(3) Separate registers of rhareholders shall be
maintained at Bombay, Calcutta, Madras, Ran-
goon and Delhi, and a separate issu» of shares
shall be made in each of the areas served by those
registers, as hereinafter defined. and shares shall
not be transferable from one register to another
save in accordance with conditions to be prescribed
by the Governor Géneral in Council.

(4) A shareholder shall be qualified to be regis-
tered as such in any area in which he is ordlnarll}
resident or has his principal place of business
in India, but no person shall be registered as a
shareholder in more than one register or as a
holder of an interest in the share capital of a total
nominal value exceeding twenty thousand rupees ;
and no person who is not-

(a) domieiled in India, or
(6) a British subject ordinarily resident in
India, or
(¢) a company registered under the Indian
Companies Act, 1913, or a society VIT of 1913.
registered under the Co-operative
Societies Act, 1912, or a scheduled II of 1912,
bank, or a corporation or company in-
corporated by or under an Act of
Parliament or any law for the time
being in forcein any of His Majesty’s
dmnunons and 11.1\111”‘ a branch in
British India,
shall be registered as a shareholder or be entitled
to pay ment of any dividend on any share.

(5) The Beard may, at its discretion, without
giving any reason, decline to allot shares to any
applicant or to register any transfer of shares.

(6) The areas served by the wvarions registers
mentioned in sub-section (3) shall be as follows,
namely : —

(2) by the Bombay register—the Presidency
of Bombay umvluding Sind), and the
Central Provinces ;

(4) by the Caleuita register—the Presidency
of Bengal and the provinces of Bihar
and Orissa and Assam ;

(¢) by the Madras wnstu—tlw Pr esulemv
of Madras and the province of Coorg ;

{d) by the Rangoon register—ihe prmmco
of Burma, and the Andaman and
Nicobar Islands;

(¢) by the Delhi register—the remainder
of India, including the territories of
Indian Princes and Rulers in India.

The nominal value of the shares originally

assigned to the various registers shall be as
follo“ 5. namely :—
(a) to the Bombay register—one hundred and
fifty lakhs of rupees ;

(4. to the Caleutta register—one hundred and

fifty lakhs of rupees ;

(¢) to the Madras register—forty lakhs of

rupees ;

(d) to the Rangoon 1egister

rupees ;

(¢) to the Delhi register—one hundred and

twenty lakhs of rupees :

Provided that, in the event of the shares assign-
ed to any register not being fully taken up at the
first allovment, the Board may, with the previous
sanction of the Governor General in Council,
transfer a portion of sach shares from that
register fo another.

forty lakhs of
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(8) In allotting the shares assigned to a regis-
ter, the Board shall, in the first instance, allot
one share to each applicant qualified under sub-
section (4) to be registered as a shareholder on that
register ; and, if the number of such applicants is
greater than the total number of shares assigned
to the register, shall determine by lot the appli-
cants to whom the shares shall be allotted.

If the number of applicants is less than the
number of shares assigned to the register, the
Board shall allot the remaining shares to appli-
cants who have applied for more shares than one ;
and if the number of extra shares so applied for
exceeds the number of shares so to be allotted, the
Board shall allot them among the various appli-
cants in such manner as it may deem fair and
equitable :

Provided that such allotments shall in all cases
be subject to the restrictions contained in sub-
section (2).

If, after all applications have been met in
accordance with the provisions of this sub-section,
any shares remain unallotted, they shall, notwith-
standing anything contained in this section, be
allotted to Government, and shall be sold by the
Governor General in Council, at not less than par,
as soon as may be.

5. (1) The share capital of the Bank may

g be increased by the Board

ﬂmll’w;f;::;er rjg“::;‘:;’e with the previous sanction

capital. of the Governor General in
Council.

(2) Every such increase shall be fully paid up,
and the areas to which such further shares shall
be allotted and the price at which they may be
issued shall be fixed by the Board with the like
sanction

(3) The Board may determine the manner in
which any increase of share capital shall be effect-
ed.

(4) The share capital of the Bank may be
reduced by the Board, with the previous sanction
of the Governor General in Council, to such extent
and in such manner as may be determined by the
Bank in general meeting.

Offices and Branches.

6. The Head Office of the Bank l;;hall be

X . established in Bombay, and

an?ﬁ‘;‘:nﬁ‘f’ branchés  the Bank shall, as soon as

‘ may be, establish branches

in Calcutta, Madras, Rangoon, Delhi and London,

and may establish branches or agencies in any

other place in India or, with the previous sane-

tion of the Governor General in Council, else-
where.

Management of the Bank.

7. The general superintendence of,the affairs

and business of the Bank

Magesant shall be entrusted to a Board

of Directors which may exercise all powers and

do all such acts and things as may be exercised

or done by the Bank -and are not by this Act

expressly directed or required to be done by the
Bank in general meeting.

8. (1) Save as expressly provided in this
Qualifications and dis- Act—
qualifications for Direc-
torships.

(a) no person may be a Director who is not
or has not at some time been—
(/) actively engaged in agriculture, com-

"™ Nr
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)

(¢7) a director of any company as
defined in clause (2) of section 2
of the Indian Companies Act, 1913,
or of a corporation or company in-
corporated by or under any law for
the time being in force in any place
outside British India ; and

{6) no person may be a Director who is—
() a government official, or

(¢7) an officer or employee of any bank,
or

(i¢7) a director of any bank, other than
a registered society as defined in
clause (¢) of section 2 of the Co-
operative Societies Act, 1912,

(2) The election or appointment as Director
of any person who is a member of the Indian
Legislature or of a local Legislature shall be void,
unless within one month of the date of his election
or appointment he ceases to be such member, and
if any Director is elected or nominated as member
of any such Legislature he shall cease to be a
Director as from the date of such election or
nomination, as the case may be.

9. (1) The Board shall consist of the following
Composition of the Directors, namely :—

Board, and term of

office of Directors.

(a) a Governor and two Deputy Governors
to be appointed by the Governor
General in Council after consideration
of any recommendation made by the
Board in that behalf ;

(6) four Directors to be nominated by the
Governor General in Council ;

(¢) two Directors to beelected by the Assc-
ciated Chambers of Commerce ;-

(d) two Directors to be elected by the
Federation of the Indian Chambers of
Commerce ;

(e) one Director, 1epresenting the interests of
agriculture, to be elected by provineial
co-operative banks holding shares to the
nominal value of not less than five
thousand rupees ;

() eleven Directors to be elected on behalf
of the shareholders on the various
registers, in the manner provided in
section 10 and in the following num-
bers, namely :—

(i) for the Bombay register—three
Directors ;
(ii) for the Calcutta register—three Direc-

tors ;

(i) for the Madras register—one Direc-
tor;

(iv) for the Rangoon register—one Direc-
tor;

(v) for the Delhi register—three Direc-
tors ; and

(9) one government official to be nominatéd
by the Governor General in Council.

(2) The Governor and Deputy Governors shall
devote their whole time to the affairs of the Bank,
and shall receive such salaries and allowances as
may be determined by the Board, subject to any
minimum prescribed by the Governor General in
Council,

VIILof 1913

I of 1912,




6

(3) The Governor, a Deputy Governor and a
Director nominated or elected under clause (3),
(¢), (@), (¢) or (7) shall hold office for five years,
or thereafter until his successor shall have been
duly appointed, nominated or elected, and, subject
to the provisions of section 8, shall be eligible for
re-appointment, re-nomination or re-election, as
the case may be.

The Director nominated under clause (g) shall
hold office daring the pleasure of the Governor
General in Council. He may attend any meeting
of the Board and take part in its deliberations,
but shall not be entitled to vote.

(4) No act or proceeding of the Board shall be
questioned on the ground merely of the existence
of any vacancy in, or any defect in the constitu-
tion of, the Board.

10. (1) The shareholders registered on the
Election of Directors various registers shall elect

representing  share- delegates for the purpose of
holders. electing Directors to repre-

sent them on the Board, and the numbers of
delegates shall he as follows, namely :—-

{a) for the Bombay register—twenty-four
members ;

(6) for the Calcutta register—twenty-four
members ;

(¢) for the Madras register—ten members ;

(d) for the Rangoon register—ten members ;
(e) for the Delhi register—twenty-four mem-
bers.

(2) Every shareholder who has been registered
on a register for not less than six months im-
mediately preceding the election shall be entitled
to vote at the election of delegates for the share-
holders on that register ; and no shareholder shall
have more than one vote.

(3) The delegates for the shareholders on a
register shall be elected from among those who
are shown on that register as having held, for a
period of not less than six months immediately
preceding the election, unencumbered shares of
the Bank of a nominal value of not less than
five thousand rupees :

Provided that no person shall be elected as a
delegate who is a government official or an officer
or servant of the Bank :

Provided further that no candidate may stand
for election, unless he has been nominated by not
less than twenty of the shareholders entitled to
vote at the election.

(4) The election of delegates for the share-
holders on a register shall be held once in every
five years, at a convenient time before the expiry
of the term of office of the retiring Directors
for the election of whose successors the delegates
are to be elected.

(5) Delegates shall hold office for a period of
five years :

Provided that, if a delegate ceases to be quali-
fied for election under sub-section (3), he shall
forthwith cease to hold office as a delegate.

(6) A casual vacancy in the office of delegate,
in whatsoever manner arising, may be filled by the
Board from among the shareholders for the time




being qualified for election to that office under
sub-section (3,

)

(v) The delegates for the shareholders on a
register shall elect, from among those shareholders,
the Directors to represent them on the Board, in
accordance with this Act and the rules made under

secetion 13.

11, (7) The Governor General in Council may
remove from office the
Governor, a Deputy Gover-
nor, or any Director nomi-
nated or elected under clause 4), 'e), (d), (e) or
(7 of sub-section (1) of section 9, on a resolution
passed by the Board in that behalf by a majority
consisting of not less than fifteen Directors :

Removal of Diree-
tors.

Provided that, in the case of a Director elected
under e¢lause (¢), (d), (e) or (7), such resolution
shall have been confirmed by a majority of not
less than two-thirds of the persons present and
voting at a general meeting expressly called for

that purpose.

(2) A Director nominated or elected under
clause (4), (¢), (d), (¢) or (/) of sub-section (1)
of sectior 9 shall cease to hold office if, at any
time after the expiry of one month from the date
of Lis nomination or election or of eighteen months
from the date on which this Ac¢t comes into
force, whichever is later, he is not registered
as a holder of unencumbered shares of the Bank
of a nominal value of not less than ten thousand
rupees, or if he ceases to hold unencumbered shares
of that \';\1110. .

12. (1) If the Governoror a Deputy Governor
by infirmity or otherwise
is rendered incapable of ex-
ecuting his duties or is absent on leave or other-
wise in circomstances not involving the vacation
of his app intment, the Governor General in
Council may appoint another person to officiate
for him, and such person may, notwithstanding
anything contained in clause (4) of sub-section (1)
of section 8, Le an officer of the Baunk.

Casual vacancies.

(¥) A casual vacancy in the office of a Director,
other than the vacancies provided for in sub-
section (1), shall be filled in the manner in which,
and by the authbority by whom, the nomination
or election of the Director vacating office was
made ; and the Director so nominated or elected
shall hold office for the unexpired portion of the
term of his predecessor.

13. The Governor General in Council may,

Power to make after previous publication,
election rules. make rules to provide for all
matters for which provision is in his opinion
necessary or expedient for the hol(ling and con-
duct of elections under this Act, and in particular
and without prejudice to the generality of the
foregoing power, may by such rules provide—

() for the holding of elections according
to the principle of proportional represent-
ation by means of the single transfer-
able vote or otherwise as he thinks fit
in any case, and

(6) for the final decision of doubts or disputes
regarding the qualifications of anv
andidate for election or regarding the
validity of elections, ‘
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14, Mectings of the Board shall be convened

. by the Governor at least six
Meetings of  the ~ . h : d

Rosed. times in each year and at

least once in each quarter.

Meetings shall ordinarily be held in Bombay, but

at least two meetings of the Board shall be held

in Calcutta in each year.

15. (1) A general meeting (hereinafter in this
Act referred to as the annual
general meeting) shall be
held annually at Bombay within six week< from
the date on which the annual accounts of the
Bank are closed, and a geueral meeting may be
convened by the Board at any other time,

General meetings.

(2) Any shareholder shall be entitled to attend
and vote at any general meeting, and no share-
holder, whether present in person or voting through
another shareholder as proxy, shall have more
than one vote.

16. (1) The following provisions shail apply
to the first constitution of
the Board, ana, notwith-
standinz anything contained in section 9, the
Board as constituted in accordance therewith
shall be deemed to be duly constituted in
accordance with this Act.

Temporary provisions.

(2) The first Governor and first Deputy
Governors shall be appointed by the Governor
General in Council on his own initiative, and
shall receive such salaries and allowances as he
may determine.

(3) The first four Directors nominated under
clause (4) of sub-section (I) of section 9 shall
hold office for three years.

(4) The first four Directors elected under clauses
(¢) and () of that sub-section shall hold office
for four years.

(6) The first Director elected under clause (e)
of that sub-section may be elected by all provin-
cial co-operative banks notwithstanding that shares
have not been allotted, and shall hold office for four
years.

(6) The first eleven Directors representing the
shareholders shall be nominated by the Gov-
ernor General in Council after consultation with
the Local Governments, and shall hold office for
two years.

(7) The first elections of Directors under see-
tion 10 shall be held before the expiry of the
term of office of the Directors nominated under
sub-section (61, and the Directors so elected shall
hold office as follows, namely :—

(a) the Directors elected on bebalf of the
shareholders on the Bombay regis-
ter—for four years ;

(6) the Directors elected on behalf of the
shareholders on the Calcutta regis-
ter— for three years ;

(¢) the Director elected on behalf of the
shareholders on the Madras regis-
ter —for five years ;

(d) the Director elected on behalf of the
shareholders on the Rangoon regis-
ter—for five years;

(¢) the Directors elected on behalf of the
sharcholders on the Delhi register —for
two years.




17. The

9

" Business of the Bank.

Bank shall be authorised to carry on

Business which the and transact the several
Bank may transact. kinds of business herein-

after specified, namely :—

(1) the

accepting of money on deposit

without interest from, and the collection
of money for, the Secretary of State
in Council, the Governor General in
Council, Local Governments, banks and

any other persons ;

@ (a)

the purchase, sale and rediscount of
bills of exchange and promissory notes,
drawn and payable in India and
arising out of fond fide commercial or
trade transactions, bearing two or more
good signatures, one of which shall
be that of a scheduled bank, and
maturing within ninety days from the
date of such purchase or rediscount,
exclusive of days of grace ;

(6) the purchase, sale and rediscount of bills

of exchange and promissory notes,
drawn and payable in India and
bearing two or more good signatures,
one of which shall be that of a
scheduled bank, or a provincial co-
operative bank, and drawn or issued
for the purpose of financing sea-
sonal agricultural operations or the
marketing of crops, and matur-
ing within six months from the
date of such purchase or redis-
count, exclusive of days of grace :
provided that the total face value
of bills or notes so purchased or redis-
counted shall not at any time exceed
one-fourth of the total face value of
all bills and notes purchased or redis-
counted by the Bank up to that time ;

(¢) the purchase, sale and rediscount of bills

(3) the

of exchange and promissory notes,
drawn and payable in India and bear-
ing the signature of a scheduled
bank, and issued or drawn for the
purpose of holding or trading in
securities of the Government of India
or a Local Government, and matur-
ing within ninety days from the date
of such purchase or rediscount, ex-
clusive of days of grace ;

purchase from and sale to scheduled
banks and persons approved by the
Board, in amounts of not less than
the equivalent of one lakh of rupees, of
the currencies of such gold standard
countries as may be specified in this
behalf by the Governor General in
Council by notification in the Gazette
of India, and of bills of exchange (in-
cluding treasury bills) drawn in or
on any place in any such country,
and maturing within ninety days
from the date of such purchase,
exclusive of days of grace; and the
keeping of balances with banks in
such countries ;
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(4) the making of loans and advances, re-
payable on demand or on the expiry of
fixed periods not exceeding ninety days
against the security of—

(a) stocks, funds and securities (other than
immoveable property) in which a
trustee is authorised to invest trust
money by any Act of Parliament or by
any law for the time being in foree in
British India ;

(8) gold coin or bullion or documents
of title to the same;

(¢) such bills of exchange and promis-
sory mnotes as are eligible for
purchase or rediscount by the Bank :
provided that the total of the
loans and advances against such
securities as are referred to in sub-
clause (4) of clause (2) shall not at any
time exceed one-fourth of the total
loans and advances made by the Bank
up to that time ;

(d) such bills of exchange as are eligible for
purchase by the Bank under clause (3);

(¢) promissory notes of any scheduled bank
or a provincial co-operative bank, sup-
ported by documents evidencing title
to goods which have been transferred,
assigned, hypothecated or pledged to
any such bank as security for a cash
credit granted for bond fide commercial
or trade transactions, or for the pur-
pose of financing seasonal agricultural
operations or the marketing of crops :
provided that no loan or advance shall
be made on the security of any promis-
sory note such as is referred to in this
sub-clause after the expiry of five years
from the date on which this section
comes into forece ;

{(6) the making of advances to the Governor
General in Council repayable in each
case not later than three months after
the close of the financial year in respect
of which the advance has been made ;

(6) the issue of demand drafts and the making,
issue and circulation of bank post bills
made payable on its own branches ;

(7) the purchase and sale of securities, matur-
ing within five years from the date of
such purchase, of the Government of any
gold standard country specified in this
behalf by the Governor General in
Council by notification in the Gazette of
India ;

(8) the purchase and sale of securities of the
Government of India of any maturity,
or of a Local Government or of a local
authority in British Iundia maturing
within ten years from the date of
purchase : provided that the amount of
such securities held at any time in the
Banking Department shall be so regulat-
ed that— )

(@) the total value of such securities shall
not exceed the aggregate amount of
the share capital of the Bank, the
Reserve Fund and two-fifths of the
liabilities of the Banking Department
in respect of deposits ;
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(6) the value of such securities maturing
after six montt s shall not exceed the
aggregate amount of the share capital
of the Bank, the Reserve Fund and
one-fifth of the liabilities of the
Banking Department in respect of
deposits ;

(¢) the value of such securities maturing
after one year shall not exceed the
aggregate amount of the share capital
of the Bank, the Reserve Fund and
one-tenth of the liabilities of the
Banking Department in respect of
deposits ; and

(d). the value of such securities maturing
after ten years shall not exceed the
aggregate amount of the share capital
of the Bank and the Reserve Fund ;

(9) the custody of monies, securities and other
articles of value, and the collection of
the proceeds, whether principal, interest
or dividends, of any such securities ;

(10) the sale and realisation of all property,
whether moveable or immoveable, which
may in any way come into the possession
of the Bank in satisfaction, or part satis-
faction, of any of its claims ;

(11) the acting as agent for the Secretary
of State in Council, the Governor
General in Council or any Local Govern-
ment in the transaction of any of the
following kinds of business, namely :—

(a) the purchase and sale of gold or
silver ;

(8) the purchase, sale, transfer and custody
of bills of exchange, securities or
shares in any company ;

(¢) the collection of the proceeds, whether
principal, interest or dividends, of any
securities or shares ;

(d) the remittance of such proceeds, at
the risk of the principal, by bills of
exchange payable either in India or
elsewhere ;

(¢) the management of public debt ;

(12) the purchase and sale of gold coin and
bullion ;

(13) the opening of an account with, and the
acting as agent or correspondent of, any
other bank which is the principal carrency
authority of a gold standard country
under the law for the time being in force
in that country or any of the Federal
Reserve Banks in the United States of
America ;

(14) the borrowing of money for a period not
exceeding one month for the purposes of
the business of the 'ank, and the giv-
ing of security for money so borrowed :

Provided that the total amount of such
borrowings shall not at any time exceed
the amount of the share capital of the
Bank :

Provided, further, that no money shall be
borrowed under this clause from any

person in British India other than a
scheduled bank ;




12

(156) the making and issue of bank notes sube
ject to the provisions of this Act; and

(16) generally, the doing of all such matters
and things as may be incidental or sub-
sidiary to the transaction of the various
kinds of business hereinbefore speci=

fied.

18. When, in the opinion of the Board, it is

Power of direct dis- necessary. or expedient that
count. action should be taken under
this section in the interests of Indian trade or
commerce, or for the purpose of enabling the
Bank to perform any of its functions under this
Act, the Bank may, notwithstanding any limita-
tion contained in sub-clauses (a) and (&) of clause
(2) of section 17, purchase, sell or discount any
bills of exchange or promissory notes drawn and
payable in India and arising out of bond fide
commercial or trade transactions, bearing two or
more good signatures and maturing within ninety
days from the date of such purchase or discount,
exclusive of days of grace.

19. Save as otherwise provided in sections 17,

Business which the 18 and 45, the Bank may
Bank may not transact. not—

(1) engage.in trade or otherwise have a direct
interest in any commercial, industrial,
or other undertaking, except such interest
as it may in any way acquire in the
course of the satisfaction of any of its
claims: provided that all such interests
shall be disposed of at the earliest
possible moment ;

(2) purchase its own shares or the shares of
any other bank or of any company, or
grant loans upon the security of any
such shares ;

(3) advance money on mortgage of, or other-
wise on the security of, immoveable pro-
perty or documents of title relating
thereto, or become the owner of im-
moveable property, except so far as is
necessary for its own business premises
and residences for its officers and serv-
ants ;

(4) make unsecured loans or advances ;

(5) draw or accept bills payable otherwise
than on demand ; ;

(6) allow interest on deposits or = curgent
accounts.

CHAPTER II1.
CexTrAL BaNEING FUNCTIONS.

Relations of the Bank with the Secretary of State
in Council, the Governor General in. Council
and Local Governments. v g
. 20, The Bank shall undertake to accept monies

e to Tor account of the Secretar
hﬂﬂﬁ"t’""(?gvgﬁﬁhem of State in Counecil and thi
business. Governor General in Council
and such Local Governments as may :have the
custody and management of their own provineial
revenues, and to make payments up to the amount
standing to the credit of their accounts respective-
ly, and to carry out their exchange, remittance
and other banking operations, including the
management of the public debt, on such con-
ditions as may be agreed upon.
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21. (1) The Governor Gen:rzlin Council and

Pank to heve the tuch Local Governments as
right to transact Gov- way have the custody and
-ernment, business. management of their own
provincial revenues shall undertake to entiust the
Bank, on such conditions as may be agreed upon,
with +1l their money, remittarce, ex hange and
banking transactions in India and el-ewhere and,
in particul.r, to deposit free of interest all their
.cash balances with the Pank:

Provided that nothing in this sub-section shall
prevent the Governor General in Council or any
Local Government from carrying on money trans-
actions at government treasurie- or sub-treasuries
at places whe e the Lank has no branches or
agencies, and the Govirror General iv C. uncil and
Local Governments may hold at such treasuries
and sub-treasuries such balances as they may
require.

(2) The Governor General in Council and
each Local Government shall undertake to enirust
the Bank, on such conditions as may be agreed
upon, with the management of the public debt
-and with the issue of any new loans.

Note Issue.

22, (1) The Bank shall bave the sole right to

Right to issue bank issue paper money in British
notes. India, and may, for a period
of one year from the date on which this Chapter
comes into force, issue currency notes of the
Government of India supplied to it by the
Governor Gener:l in Council, and the provisions
of this Act applicable to bank notes shall, unless
a contrary intention appears, apply to all currency
notes of the Government 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. s

(2) On and from the aforesaid date the Governor
General in Council shall not issue any currency
notes or any other kind of paper money.

23. (1) The issue of bank notes shall be con-
ducted by the Bank in an
Issue Department which
shall be separated and kept wholly distinet from
the Banking Department, and the assets of the
Issue Department shall not be subject to any
liability other than the liabilities of the Issue
Department as hereinafter defined in section 32.

(2) The Issne Department shall not issue bank
notes to the Banking Department or to any other
person except in exchange for «ther bank notes
or for such coin, bullion or. securities as are per-
mitted by this Act to form part of the Reserve.

Issue Department.

24. Bank notes shall be of the denominational
values of five rupees, ten
rupees, fifty rupees, one
hundred rupees, I've hundr. d rupees, one tnousand
rupees and ten thousand rupees, and of such
other denomirational values, if any, as may be
directed by the Governor General in Couneil. ©

Denominations of notes.

25. The design, form and material of bank
notes shall be such as may

Form of bnk notes. ~ beapproved by the Governor
General in Council.
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26. (1) Subject to the provisions of sub-section

Legal tender character ](2)’ et ik shall be

b egal tender at any place in

British India in payment

or on account for the amount expressed therein,

and shall be guaranteed by the Governor General
in Council.

(2) The Governor General in Council may, by
notification in the Gazette of India, declare
that, with effect from such date as may be speci-
fied in the notification, any series of bank notes of
any denomination shall cease to be legal tender
save at an office or agency of the Bank.

27. Any bank note re-issued from any office of
the Bank shall be sterilized
and disinfected before re-
issue, and the bank shall not re-issue bank notes
which are torn, defaced or excessively soiled.

Re-issue of notes.

28. Notwithstanding anything contained in any

§ bl enactment or rule of law

ccovery ox notes os%, o the contrary, no person

oetect 0" shall of right be entitled

to recover from the Gover-

nor General in Conneil or the Bank the value of

any lost, stolen, mutilated or imperfect currency
note of the Government of India or bank note :

Provided that the Bank may, with the previous
sanction of the Governor General in Counecil,
prescribe the circumstances in, and the eonditions
and limitations subject to, which the value of such
currency notes or bank notes may be refunded as
of grace.

Prokibition of 1ssue of private bills or notes pay-
able to bearer on demand.

29. No person in British India other than the
Issze of demand Bank or, as ) expressly
BT B A ot os: authorised 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 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 bear-
er on demand or otherwise may be drawn on
a person’s account with a banker, shroff or agent.

30. (1) Any person contravening the provi-
sions of section 29 shall,
on conviction by a
FPresidency Magistrate or a Magistrate of the first
class, be punishable with fine equal to tle
amount of the bill, hundi, note or engagement in
vespect whereof the offence is committed.

(2) No prosecution under this section shall be
instituted except on complaint made by the Bank.

Penalty.

Assets of the Issue Department. '

31i. (1) The Reserve shall consist of gold coin,.
gold bullion, gold securities,
rupee coin and rupee securi-
ties 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 :

The Reserve.

L
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Provided that the amount of gold coin and gold
bullion shall not at any time be less than
thirty crores of rupees in value, and shall not be
less than one-fifth of the total amount of the
Reserve 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.

(8) The remainder of the Reserve shall be held
in rupee coin, Government of India rupee securi-
ties of any maturity and such bills of exchange
and promissory notes drawn and payable in British
India as are eligible for purchase by the Bank under
sub-clause (a) or sub-clause (4) of clause (2) of
section 17 or under section 18 :

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,
ninety-five crores of rupees,

(8) during the next three years, seventy-five
crores of rupees,

(¢) during the next four years, sixty crores
of rupees, and

(@) fifty crores of rupees thereafter,

or one-tenth of the total amount of the Reserve,
whichever amount is greater :

Provided further that the amount held in
Government of India rupee securities shall not at
any time exceed one-fourth of the total amount
of the Reserve or fifty crores of rupees, which-
ever amount is less.

(4) For the purposes of this section, gold
coin and gold bullion shall be valued at 847512
graine of fine gold per rupee, rupee coin shall be
valued at its face value, and gold and rupee
securities shall be valued at the market rate for
the time being obtaining, ;

(6) Of the gold coin and gold bullion held in
the Reserve, not less than seventeen-twentieths
shall be held in British India, and all gold coin and
gold bullion forming part of the Reserve shall be
held in the custody of the Bank or its agencies :

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

(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 of such gold
standard countries as may be specified in this behalf
by the Governor General in Council by notification
in the Gazette of India, namely : —

(a) balances at the credit of the Issue De-
partment with a bank which is the
principal currency authority under
the law for the time being in force
of such country, or with any of the
Federa! Reserve Banks in the United
States of America ;

(¢) bills of exchange bearing two or more
good signatures and drawn on and
payable at a place inany such country
and having a maturity not exceeding
ninety days ;
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(¢) securities maturing within five years of
the Government of any part of
His Majesty s dominions which is a
g Id stan ard country orof any other
gold standard cou try specified in this
behalf by the Governor General in
Council by notilication in the Gazette
of India:

Provided! that, for a period of two years from
the date on which this Chapter comes
into force,—

(2) any of such last-mentioned securities
may be securities maturing after five
years, and the Bank may, at any time
before  the expiry of that period,
dispose of such securities notwith=
standing anything contaned in section
17, and

(¢¢) sterling sccurities of the Government of
India may be held as part of the
Reserve.

Liabilities of the Issue Department.

32. (1) The liabilities of the Issue Department
S aaioe shall be an amount equal
: to the total of the amount
of the currency notes of the Government of India
and bank notes for the time beiig in circula-
tion and of an initial amount of forty ecrores
of rupees for the purpose of providing for
rupee redemption, which last-mentioned amount
shall be reduced by one rupee for every five
rupees delivered to the Governor General in
Council under the provisions of section 34,
and shall be increased by one rupee for every five
rupees received from him under section 35.

(2) For the purposes of this section, any cur-
rency note of the Government of India or bank note
which has not been presented for payment within
forty years from the lst day of April follow-
ing the date of its issue shall be deemed not to
be in circulation, and the value thereof shall,
notwith:tanding anything contain d in sub-

~section 2, of section 23, be paid by the Issue

Department to the Governor General in Couneil
or the Banking Department, a- the case 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 currency note of the Government of
India shall be debited to the Governor General in
Council.

Initial Assets and Liabilities.

33. On the date on which this Chapter comes
into force, the Issue Depart-

1ia§i‘i=i‘g;;§e;>°£ha:sl§:;£nd ment shall take over from
the Governor General in

Council the liability for all the currency notes of
the Government of India for the time being in
cireulation, and the Governor Gen ral in Council
shall transfer to the Issue Department gold coin,
gold bullion, gold securities, rupee coin and rupee
securities to such aggregate amount as is equal to
the total of the amount of the liability so transferred
and of a sum of forty crores of rupees. The

“coin, bullion and securities shall be transferred

in such proportion as to comply with the
requiiements of section 31 :
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Provided that the total amount of the gold coin,
gold bullion and gold cecurities so {ransferred
shall not be less than one-half of the whole
amount transferred.

Supply of coin, and of different forms of legal
tender currency.

34. The Bank may deliver to the Governor
General in Council all
Delivery to Govern- yynee coin held by it in
ment of surplus rupee .
s excess of the amount which
the Issue Department is
permitted to hold as part of the Reserve under
section 31, against payment of four rupees in
bank notes, gold or gold securities for every five
rupees so delivered.

35. When the amount of rupee coin for the
time being held in the
Reserve does mnot exceed
twenty-five crores of rupees,
or one-tenth of the total amount of the Re-
serve, whichever is greater, the Bank may demand
delivery of rupee coin from the Governor General
in Council, on payment of four rupees in bank
notes, gold or gold securities for every five rupees
so delivered.

Purchase of rupee
coin.

86. The Governor General in Council shall
undertake not to re-issue any
Obligations of Govern-  yypee  coin delivered under
ment and Bank in P 34 ) :
respect of rupee coin. :‘"*Ctmn' J% Dor o put
into circulation any new
rupees, except through the Bank and on the
Bank’s demand ; and the Bank shall undertake
not to dispose of rupee coin otherwise than
for the purposes of circulation or by delivery
to the Governor General in Council under that
section,

37. The Bank shall issue rupee coin on

Obligation to supply demand in exchange for
different forms of cur- currency notes of the Gov-
Teey- ernment of India, and
ghall issue currency notes or bank notes on
demand in exchange for coin which is legal
tender under the Indian Coinage Act, 1906, 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
Indian Coinage Act, 1906, in such quantities
as may, in the opinion of the Bank, be required
for circulation; and the Governor General in
Council shall, subject to the provisions of
section 35, supply such rupees or other coins
to the Bank on demand. If the Governor
General in Council at any time fails to discharge
this duty, the Bank shall be released from its
obligations to supply such coins to the public.

Obligation to sell gold and gold exchange.

38, (1) The provisions of this section shall
have effect from such date,
not later than the 1lst day
of Ju]y, 1931, as the Governor General in
Council may, by notification in the Gazette of
India, appoint :

Sale of gold.

Provided that the Governor General in Couneil
may, by notification in the Gazette of India
stating his reasons for such action, substitute for
the year 1931 in this section the year 1932 ; and

LI of 19086,

III of 1906.

TIXIof 1906.
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may, by like notifications, make two farther
successive substitutions of the years 1933 und
1934.

(2) The Bank shall sell gold bullion for deli-
very in Bombay to any person who makes a
demand in that behalf at its office at Bombay,
Calcutta, Madras, Rangoon or Delhi and pays
in legal tender currency the purchase price as
determined under the provisions of this section:

Provided that no person shall be entitled to
demand an amount of gold bullion containing
less than two hundred and fifty tolas of fine gold.

(3) The price of gold bullion for delivery in
Bombay shall be twenty-one rupees, three annas
and ten pies per tola of fine gold with an addition
representing twice the normal cost per tola of
transferring gold bullion in bulk from Bombay to
such place in a gold standard country as may
be specitied in this behalf by the Governor
General in Council by notification in the Gazette
of India, including interest on its valve during
transit :

Provided that no such addition shall be made
when the rate at which the currency of the country
in which the place so specified is situate can be
purchased in Bombay for immediate delivery at
that place is such that the equivalent of the
price at which the principal currency authority
of that country is bound by law to give gold
in exchange for currency is less than twenty-
one rupees, three annas and ten pies per tola of
fine gold by an amount equal to or greater than
the normal cost per tola of transferring gold
bullion in bulk from the spe-ified place to Bombay,
including interest on its value during transit.

(4) The Governor General in Council shall,
from time to time, determine in accordance with
the provisions of sub-section (3) the price at

~which the Bank shall sell gold bullion for deli-

very in Bombay, and shall notify the price so
determined in the Gazette of India. Such notifica-
tion shall be conclusive as between the Bank and
any other person as to the price which the Bank
shall be entitled to charge in respect of any sale of
gold bullion.

39. (1) The Bank shall sell, to any person who-
makes a demand in that be-
half at its office at Bombay,
Calcutta, Madras, Rangoon or Delhi and pays the
purchase price in legal tender currency, at a rate
equivalent to twenty-one ruapees, three annas and
ten pies per tola of fine gold, the currency of
such gold standard country as may be notified
in this behalf by the Governor General in Council
in the Gazette of India, for immediate delivery
in that country :

Provided that no person shall be entitled to
demand an amount of currency of less value than
that of two hundred and fifty tolas of fine gold.

Sale of gold exchange.

(2) TFor the purpose of determining the
equivalent rate applicableto the sale of carrency
under this section, twenty-one rupees, three
annas and ten pies shall be deemed to be equivalent
to such sum in that currency asis rcquired to-
purchase one tola of fine gold in that country
at the rate at which the principal carrency
authority of that country is bound by law to give
currency in exchange for gold, after deduction
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therefrom of an amount representing the normal
cost per tola of transferring gold bullion in bulk
from Bombay to that country, including interest
on its value during transit.

(3) The Governor General in Council shall, from
time to time, determine the equivalent rate in
accordance with the provisions of sub-section (2),
and shall notify the rate so determined in the
Gazelte of India.

Obligation to buy gold.

40. The Bank shall buy, from any person who

Obligation of Bank to makes a demand in that be-
buy gold. half at its office in Bombay,
Calcutta, Madras, Rangoon or Delhi, gold bullion
for delivery in Bombay at the rate of twenty-one
rupees, three annas and ten pies per tola of fine
gold, if such gold is tendered in the form of bars
containing mnot less than two hundied and fifty
tolas of fine gold :

Provided that the Bank shall be entitled to
require such gold bullion to be melted, assayed
and 1efined, by persons approved by the Bank, at
the expense of the person tendering the bullion.

Suspension of Reserve requirements and tax
on note i8sue.

41. (1) The Bank may, with the previous
Suspension of Reserve sanction of the Governor
requirements. General® in  Council, for
periods not exceeding thirty days in the first
instance, which may, with the like sanction, be
extended from time to time by periods not exceed-
ing filteen days, hold in the Reserve gold coin,
gold bullion or gold securities of less acgregate
amount -than that required by sub-section (2)
of section 31 and, whilst the holding is so
reduced, the proviso to that sub-section shall
cease to be operative.

(2) In respect of any period during which
the holding of gold coin, gold bullion and
gold securities is reduced under  sub-section
(1), the Bank shall pay to the Governor
General in Council a tax upon the amount by
which such holding is reduced below the
minimum preseribed by sub-section (2) of sec-
tion 81 ; such tax shall be payable at the bank rate
for the time being in force, with an addition of
one per cent. per annum when such holding
exceeds thirty-two and a half per cent. of the total
amount of the Reserve and of a further one and a
half per cent. per annum in respect of every further
decrease of two and a half per cent. or part
of such decrease :

Provided that the tax shall not in any event
be payable at a rate less than six per cent. per

annum.

42. The Bank shall not be liable to the

Pk T payment of any stamp

ank exempt Irom - quty under the Indian Stamp
further note tax. Act, 1895)) in 1‘uspect of
bank notes issued by it.

Duration of the privilege of note issue.
43. If at any time the Bank fails to comply
with any provision of

Powers of Govern- yp.0 Chonter or with any

ment in respect of note

sssue and assets of the other provision of this Act,
Bank in certain cir- the Governor General in
cumstances. Couneil may, by NotiRcatlin

II of 1899.
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in the Gazette of India, declare that the Bank has
forfeited the right of note issue, and shall there-
upon take over the liabilities of the Issue Depart-
ment, together with such portion of the assets of
the Bank as is required to meet such liabilities,
and thereafter the husiness of the 1ssue Department
shall be carried on in the manner prescribed by
this Act by such agency as the Governor General
in Council may determine.

Cash reserves to be maintained by banks.

4. (1) Every scheduled bank shall maintain

a balance with the Reserve

Cash reserves of cer- Bank the amount of which

t’f&‘:ﬁ“];;“;‘f( be kept  hall at no time be less than

= : seven and one-half per cent,

of the daily average of the demand, and two and

one-half per cent. of the daily average of the time
liabilities of such bank in India.

(2) For the purposes of sub-section (1), the
daily average of the amounts of the demand and
time liabilities ¢f each scheduled bank shall be
computed in respect of each period ending on the
fifteenth and on the last day of each month.

(3) Every such bank shall send to the Governor
General in Council and to the Bank a monthly
return, signed by two responsible officers of such
bank, showing—

(a) the amounts of its demand and time
liabilities respectively in India,

(4) the total amount held in India in cur-
rency notes of the Government of
India and bank notes,

{¢) the amounts held in India in rupee coin
aud subsidiary coin respectively,

(d) the amounts of advances made an-d of
bills discounted in India respectively,

and
(¢) the balance held at the Bank,

at the close of the month to which the return
relates.

such return shall be sent not later
thaff)fo}irgergn days after the close of the month to
which it relates, and shall state whether the bank
has during that month maintained with the
Reserve Bavnk the minimum balance required by

sub-section (I). )

bank failing to comply with the pro-
vis(igzsAoI}ysub-section §3) or sub-section (4) shall
be liable, on application made by or on behalf
of the Governor Genera} m.Cc.)un.cll' to .the
principal Civil Court having jurisdiction in a
lace where an office of the bank is situated,
Fo a penalty of one hundred Tupees for each
day during which the failure continues.

When it appears from any such monthly
ret(u6r)n or from pal.)e report of the }.soa,r.d that
any scheduled bank has failed to maintain the
minimum balance required by sub-section (1), the
Governor General in Council may call for such
further return, or make such inspection of the
books and accounts of that bank, as- may be
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necessary to ascertain the amount of the deficiency,

if any, and the period during which it has con-

~ tinued ; and a 'bank so in default shall be

liable, on application made by or on behalf of

the Governor General in Council to the principal

Civil Court having juri-diction in a place where

an office of the bank is situated, to a penalty

at a rate per annum which shall be three per

” cent. above the bank rate on the amount of

the deficiency for each day during which the

defanlt has continued, and shall be raised to

five per cent. above the bank rate after the
first seven days of the deficiency.

(7) The Governor General in Council shall,
by notincation in the Gazette of India, direct the
inclusion in the First Schedule of any company,
not alieady so iucluded, which carries on the
business of banking in British India and which—

(a) is a company as defined in clause (2) of
section 2 of the Indian Companies
Act, 1913, or a corporation or company VII of 1918.
incorporated by or under any law in
force in any place outside British
India, and
(6) has a paid up capital and reserves of an
sgoregate value of not less than three
lakhs of rupees ;
and shall, by a like potification, direct the exclu-
sion from that Schedule of any scheduled bank
the aggregate value of whose paid-up cajital and
reserves at any time becomes less than three lakhs
of rupees, or which goes into liquidation or other-
wise ceases to carry on banking busmess.

Agreement with the Imperial Bank of India.

45, The Bauk shall enter into an agreement
with the Imperial Bank of
India which shall be subject
to tte approval of the
Governor General in Council, and shall be expressed
to come into force on the date on which this
Chapter comes into force and to remain in force
for twenty-five years, and shall further contain
the provisions set forth in the Second Schedule.

Agreement with the
Imperial bank.

CHAPTER 1V.
GENERAL PROVISIONS.
Reserve Fund and allceation of Surplus.

46. After making provision for bad and doubt-

ful debts, depreciation in

assets, contributions  to
staff and supeiannuation funds, and such other
contingencies as are usunally provided for by
bankers, and after payment out of the net annual

i profits of a cumulative dividend at the rate of five
per cent. per annum on the share capital, the
surplus shall be allocated as follows :—

Allocation of surplus.

(a) one-balf to a Reserve TFund, until

such Reserve Fund is equal to one-

L half of the share capital, and the
remaining one-half to the Governor
General in Council ;

(&) thereafter, until the Reserve Fund is
equal to the share capital, one-tenth to
the Reserve Fund, and the balance
to the Governor General in Couneil,
and
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(¢) when and for so long as the Reserve
Fund is not less than the share capital,
a portion to an additional dividend to
the shaieholders calculated on the scale
set forth in the Third Schedule, and
the balance to the Governor General
in Couneil :

Provided that, so loug as the Reserve Fund is
less than the share capital, not less than filty
lakbs of rupees of the surplus, or the whole of the
surplus if less than that amount, shall be allocat-
ed to the Reserve Fund.

Bank rate.

47. The Bank shall make public from time to

Publication of bank time t_he_ minimum rate at

fiike, which it is prepared to buy

or rediscount bills of ex-

change or other commercial paper eligible for
purchase under this Act.

Audit.

48. (I) Not less than two auditors shall be
elected and their remunera-
tion fixed at the annual
general meeting. The auditors may be share-
holders, but nn Director or other officer of the
Bank shall be eligible during his continuance in
office. Any auditor shall be eligible for re-election
on quitting office.

(2) The first auditors of the Bank may be
appointed by the Board before the first annual
general meeting and, if so appointed, shall hold
office only until that meeting. All auditors
elected under this section shall severally be, and
continue to act as, auditors until the fir-t annual
general meeting after their respective elections :

Provided that any casual vacancy in the office of
any auditor elected under this section may be filled
by the Board.

49. Without prejudice to anything contained
in section 48, the Governor
General in Council may
at any time appoint such
auditors as he thinks fit to examine and report
upon the accounts of the Bank.

50. (1) Every auditor shall be supplied with
a copy of the annual
balance-sheet, and it shall be
his duty to examine the same,
together with the accounts and vouchers relating
thereto ; and every auditor shall have a list
delivered to him of all books kept by the Bank,
and shall at all reasonable times have access to the
books, accounts and other documents of the Bank,
and may, at the expense of the Bank if appointed
by it or at the expense of the Governor General
in Council if appointed by him, employ account-
ants cr other persons to assist him in investigating
such accounts, and may, in relation to such
accounts, examine any Director or officer of the

Bank.

(2) The auditors shall make a report to the
shareholders or to the Governor General in
Council, as the case may be, upon the annual
balance-sheet and accounts, and in every such
report they shall state whether, in their opinion,
the balance-sheet is a full and fair balance-sheet
containing all necessary particulars and properly
drawn up so as to exhibit a true and correct view
of the state of the Bank’s affairs, and, in case

Auditors.

Appointment of special
auditors by Government.

Powers and duties of
auditors.
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they have called for any explanation or informa-
tion from the Board, whether it has been given
and whether it is satisfactory. Any such report
made to ‘he shareholders shall be read, together
with the report of the Board, at the annual general
meeting.

Returns.

51. (1) The Bank shall prepare and transmit

to the Governor General in

Council a weekly account
of the Issue Department and of the Banking
Department in the form set out in the Fourth
Schedule or in such other form as the Governor
General in Council may, by notification in the

\ Gazette of India, prescribe.  The Governor
General in Council shall cause these accounts to
be published weekly in the Gazette of India.

(2) The Bank shall also, within two months
from the date on which the annual accounts of the |
Bank are closed, transmit to the Governor General ‘
in Couneil a copy of the annual accounts signed 1‘
by the Governor, the Deputy Governors and the |

Returns.

Chief Accounting Officer of the Bank, and certi-
fied by the auditors, and the Governor General
in Council shall cause such accounts to be pub-
lished in the Gazette of 'India.

(3) The Bank shall also, within two months
from the date on which the annual accounts of the
Bank are closed, transmit to the Governor General
in Council a statement showing the name, address
and occupation of, and the number of shares held
by, each shareholder of the Bank.

Liquidation.

52, (1) Nothing in the Indian Companies Act,

Provision regarding 1913,  shall apply to the viret 1922
applieation of Act VII Bank, and the Bank shall
of 1913 and liquidation. not be placed in voluntary or
compulsory liquidation save with the sanction of
the Governor General in Council and in such
manner as he may direct.

(2) In such event the Reserve Fund and sur-
plus assets, if any; of the .Bank shall be divided
between the Governor General in Council and the
shareholders in the proportion of seventy-five per
eent. and twenty-five per cent., respectively.

Regulations.

53. (1) The Board may, with the previous
Power of the Board Séncu()lll f'f (t:he (?lrovern;)r
: eneral in Council, make

14 ake sislibions. regulations consist(:n,t with
this Act to provide for all matters for which
provision is necessary or conveni_er_xt for the
purpose of giving effect to the provisions of this

Act. ~——
(2) In particular and without prejudice to the
% generality of the foregoing provision, such

regulations may provide for all or any of the
following matters, namely :—

(s) the maintenance of the share register,

the mavner in which and the condi-

tions subject to which shares may be
held and transferred, and, generally,
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all matters relating to the rights and
duties of shareholders ;

(6) the manner in which general meetings
shall be convened and the procedure
to be followed thereat ;

() the manner in which notices may be
served on behalf of the Bank upon
shareholders or other persons ;

(d) the manner in which the business of the
Board shall be transacted, and the
procedure to be followed at meetings
thereof ;

{¢) the establishment of Iiocal Boards and
the delegation to such Boards of
powers and functions ; ’

(/) the constitution and management of
staff and superannuation funds for
the officers and servants of the Bank ;

(9) the manner and form in which contracts
| binding on the Bank may be executed ;

| () 'the provision of an official seal of the
Bank and the manner and effect of
its use ;

(¢) "the manner and form in which the
balance-sheet of the Bank shall be
drawn up, and in which the accounts
shall be maintained ;

(7) the circumstances in which, and the con-
ditions and limitations subject to
which, the value of any lost, stolen,
mutilated or imperfect currency note
of the Government of India or bank
note may be refunded ; and

(#) generally, for the efficient conduct of the
business of the Bank.

Amendments and Repeal.

54. In the Indian Coinage Act, 1906, for sec- ITI of 1906.

Amendment of Act IIIof tion 11 the following sec-
1906. tion shall be substituted,

namely :—

“11. Gold coins, coined at His Majesty’s
Royal Mint in° England
or at any mint estab-
lished in pursuance of
a proclamation of His Majesty as a branch
of His Majesty’s Royal Mint, shall not be
legal tender in British Indiain payment or on
account, but such coins shall be received by the
Reserve Bank of Irdia at its offices and agencies
in India at the bullion value of such coins cal-
culated at the rate of 8'47512 grains troy of fine

Demonetisation of sove-
reign and half-sovereign.

gold per rupee.”’ .
! =R The Indian Paper Currency Act, 1923, and X of 1928,

the Currency Act, 1927, are 1V °f 19%7.

Bepenls hereby repealed.
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[See section 2 (m).]

ScHEDULE OoF BANKS.

Ajodhia Bank, Fyzabad. Industrial Bank of Western India.
Allahabad Bank. Jalpaiguri Banking and Trading Corporation.
American Express Company Incorporated. Karachi Bank, Karachi.

Banco Nacional Ultramarino, Karnani Industrial Bank.

Bangalore Bank. Lloyds Bank.

Bank of Baroda. Lyallpur Bank.

Bank of Behar. Mercantile Bank of India.

Bank of India, Bombay. Mitsui Bank.

Bank of Morvi. Muffassil Bank, Gorakhpur.

Bank of Mysore. Mysore Industrial Bank.

Bank of Taiwan. Namboodiri Bank, Pallippuram.

Bari Doab Bank, Lahore. National Bank of India.

Benares Bank. National City Bank of New York.
Bhargava Commercial Bank. Nedarlandsche Indische Handels-bank.
Bhowanipore l'»;mkm_-: Corporation, Calcutta. N ederlandsche Handel-Maatschappij.
Bombay Merchants” Bank, Bombay. Nedungadi Bank, Calicut.

Byopar Sahayak Bank, Meerut. Oudh Commercial Bank.

Canara Bank. P. and O. Banking Corporation.
Central Bank of India. People’s Bank of Northern India.
Chartered Bank of India, Australia and China. Punjab and Kashmir Bank, Rawalpindi.
Chota Nagpur Banking Association. Punjab and Sind Bank, Amritsar.
Coimbatore Town Bank. Punjab Co-operative Bank.

Comptoir National d’Escompte de Paris. Punjab National Bank.

Dawsons Bank, Pyapon. Shilotri Bank, Bombay.

Eastern Bank. Simla Banking and Industrial Company.
Equitable Eastern Banking Cdrporation. Sovth India Bank, Tinnevelly.
Grindlay and Company. Sumitomo Bank.

Hongkong and Shanghai Ba 1king Corporation. Thomas Cook & Sons.

Tmperial Bank of India. l nion Bank of India.

Imperial Bank of Persia. U. Rai Gyaw Thoo and Co., Akyab.
Indian Bank. Yokohama Specie Bauk.

THE SECOND SCHEDULE,
(See section 45.)

Provisions to be contained in the agreement between the Reserve Bank of India and the Imperial

Bank of India.

The Imperial Bank of [ndia shall be the sole agent of the Reserve Bank of India at all places
in Bnh~]1 India where there is a branch of the lmpelml Bank of India and no branch of the Banking
Department of the Reserve Bank of India.

2. In consideration of the performance by the Imperial Bank of India on hehalf of the Reserve
Bank of India of the functions which the Imperial Bank of India was performing on behalf of the
Governor General in Council at the places referred to in clause 1 before the coming into force of the
Reserve Bank of India Act, 1928, the Reserve Bank of India shall pay to the Impexnl Bank of India a
commission calculated on the total of the rec eipts and disburs ements dealt with annually on account of
Government by the Imperial Bank of India on l)elmlf of the Reserve Bank of India. Such commission
shall be one-sixteenth’ of one per cent, on the first 2560 ecrores of such total and one-thirty-second of one
p(‘l‘ cent. on the rem l;!l’l\‘l’.

3. Subject to the condition that the Imperial Bank of India shall keep open branches not less in
number than those existing at the time of the coming iuto force of the Reserve Bank cf India Act, 1928,
the Reserve Bank of India shall allow the following balances to the Imperial Bank of India at the
interest rates hereinafter specified, namely : —

(a) during the first five years from that time —3 crores free of interest ;

(b) during the next five years—2 croves free of inter e<t and, at the option of the Imperial Bank

of India, an amount not exceeding 1 cvore at & per cent. per annum ;

(¢) during the next five years—1 crore free of 1111010‘1 and, at the option of the Imperial Bank

of Indi: 1, an amount not exceeding 2 crores at 2 per cent. per annum ; and

(d) during the next five \m.n~——m the option of the Imperial Bank of India, an amount not exceed-
ing 3 croves at 2 per cent. per annum.

4. The Imperial Bank of India shall not without the approval of the Reserve Bank of India open
any branch in substitution for a branch existing at the time this agreement comes into force,
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THE THIRD SCHEDULE, '
(8ee section 46.) '

Seale of additional dividend payable to shareholders.
A. 8o long as the share capital of the Bank is five crores of rupees—

(1) if the surplus does not exceed four crores of rupees—Nil ;
(2) if the surplus exceeds four crores of rupees—

(a) out of such excess up to the first one and a half crores of rupees—a fraction of one-thirtieth ;
() out of each successive additional excess up to one and a half crores of rupees—one-half of
the fraction payable out of the next previous one and a half crores of excess :

Provided that the additional dividend shall be a multiple of one-eighth of one yer cent. on the share
capital, the amount of the surplus allocated thereto being rounded up or down to the nearest one-eighth of
one per cent. on the share capital.

B. When the original share capital of the Bank has been increased or reduced, the additional
dividend shall be calculated in the manner prn\ ided in clauses (1) and (2) above, but the fraction of one-

thirtieth mentioned in sub-clause (2) of clause (2) shall be increased or diminished in proportion to the

increase or reduction of the share capital.

THE FOURTH SCHEDULE,
(See sectron 51.)
ReservE Bank oF INDIA.
An Account pursuant to the Gold Standard and Reserve Bank of India Act, 1928, for the week ending

on the day of .
b )
Issue Department.
Liabilitres Assets.
Rs. Rs. K
Bank Notes held in the Banking Department . . Rupee coin : - . .
Bank Notes in circulation - : Government of India mpee sec uutles
Total Bank Notes issued . Internal Bills of Exchange and other cmnmexcxal
paper
Government of India Notes in circulation 2 Gold securities . N . " . g 3
Rupee redemption . . . : . Gold coin or bullion—
(a) held in India :
() held outside India .
Ratio of gold and gold securities to liabilities, per cent.
Dated the day of 19
Banking Department.
Liabilities. Assets.
Rs. Rs.
Capital paid up . . . . . . . Notes . . - . . . . 2
Reserve Fund . . s : . . Rupee coin . . . - : :
Deposits— Subsidiary coin . : . g .
(a) Government . . . . . . Bills discounted —
() Banks . > . . : - (@) Internal . . . ~ -
(e) Others . . . 3 - . e (6) External . .
Bills payable . . . - . (¢) Government of India Treasmy Bills ,

Balances held abroad

Loans and advances to the Govemment

Other loans and advances

Investments . - ~ . . o
Other assets . - - . . b

Other habilities .

Dated the day of 19
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STATEMENT OF OBJECTS AND REASONS,.

Parr 1.

A Bill to give effect to the recommendations of
the Royal Commission on Indian Currency and
Finance, 1926, proposing the establishment of a
Gold Standard for India and the constitution of a
Reserve Bank of India to control the operation
of the Gold Standard was introduced in the
Legislative Assembly on the 25th January, 1927.
The initiation of this measure by the Government
of India and the discussions which followed both
inside and outside the Legislature revealed a
general consensus of opinion that the establish-
ment of a Central Bank is desirable in order to
secure for India independent control, conducted
with reference only to correct banking and com-
mercial principles, of her financial and monetary
policy, and revealed at the same time wide diver-
gence of views as to the best means by which, in
removing the present governmental control, the
risk of domination by sectional interests of one
kind or another may be avoided

The consideration of the aforesaid Bill clause
by clause was entered upon during the last session
of the Legislative Assembly in Simla. After the
House had considered the first few clauses, the
Government of India decided, for the reasons
given by the Finaince Member on the 8th Septem-
ber 1927, not to proceed with the further con-
sideration of the Bill during that session. The
Finance Member stated that the Government had
from the first held the opinion that the soundest
arrangement would be that the constitution of
the Bank should be founded upon the subsecription
of capital by shareholders and the consequent
interest of shareholders to see that the affairs of
the Bauok are conducted in accordance with strict
business principles and not otherwise. This is
the one plan which has been found to be wholly
satisfactory by practical experience of central
banking in other countries: and the Finance
Member further indicated that the alternative
methods of constituting the Reserve Bank of India
and forming its directorate which had been pro-
posed during the discussions on the Bill bad
raised difficult and controversial questions which

required time for further careful examination of

the whole issue.

During the interval that has since elapsed the
Government of India, in consultation with the
Secretary of State, have carried out the further
review for which postponement of the discussion
of the Bill was found to be necessary: and in
doing so, they have given full weight to the
practical considerations which llad‘ been wurged
against the adoption of their own initial plan and
to the alternative suggestions which had been
made. In the end while they have come to the
conclusion that share capital affords the only
satisfactory basis for the constitution of a Reserve
Bank for India, at the same time, they have found
it possible to empody in the fabric of a share-
holders bank the essence of the arrangements
which opinion in the Legislative Assembly had
claimed to be necessary in order to make it cer-
tain, so far as this is possible, that the Reserve
Bank should ensue the interests of India asa

whole and not the interests of one or other seéc-
tion of the community. The manner in which
these requirements have been provided for is ex-
plained in the Notes on Clauses given in the
second part of this statement,

Apart from the new dispositions referred to in
the preceding recital, the revised Bill follows
generally the provisions of the previous Bill as
amended by the Joint Committee of the Legis-
lature,

The new proposals are inconsistent with Clause
4 of the previous Bill which was actvally }assed
by the Legislative Assembly, and itis therefore
necessary to propound an entirely new Bill instead
of proceeding with the previous Bill.

[n view of the great importance attaching to
the constitution of a central banking system in
India—a point on which the Secretsry of State,
the Governmeut of India and public opinion are
agreed—and in view of the history of the legisla-
tion hitherto attempted, the Government of India
consider it desitable to ensure that ample oppor-
tunity is given for study of their present pro-
posals with a view to their being passed into law
in the approaching session of the Legislature.
For these reasons the Government of India bave
decided to publish the revised Bill before the
commencement of the session and they will take
the first opportunity of bringing it formally
before the Legislative Assembly. '

Parr II.

Clause 1.—1t is proposed to give the Bank the
sole right of note issue for a period of twenty-
five years in the first ingtance und to provide
for renewal as recommended in paragraph 141
of the Royal Commission’s report. The provision
that the Act shall come into force not later than
1st January, 1929, in the Bill circulated in Jan-
vary, 1427, was based upon the time-table recom-
mended by the Commission in paragraph 165
of the report. The Bill as amended by the Joint
Committee advanced the date for starting the
Bank by six months. It has now for various
reasons become impracticable to prescribe a fixed
date and a proviso has been added to the effect
that it should be open to the Governor General
in Council, for reasons to be stated, to postpone
the operation of this clause for a year at a time
subject to a maximum postponement of three years.

Clause 2.—The definition of Provincial Co-
operative Bank in the Bill as amended by the
Joint Committee included companies registered
under the Indian Companies Act, 1913, under a
wisapprehension that the Punjab Co-operative
Bank registered under that Act was connected
with the Co-operative credit system. In the new
definition such companies have been excluded and
additional provision has been made to include
provincial bavks registered under Provineial Co-
operative Acts.




Clause 3.—The name, the Reserve Bank of
India, is that suggested in paragraph 92 of the
Royal Commission’s report.

Clause 4.—The Royal Commission recom-
mended that the capital of the Bauk should be
rupees five crores fully paid up, and that the
Imperial Bank’s shareholders should be given
the first opportunity of subscribing for the capital
stock of the Bank as consideration for foregoing
important privileges which the Imperial Bank
now enjoys. A clear-cut division of functions
between the Reserve Bank of India and the
Imyperial Bank of India is the essence of the
proposal creating a Reserve Bank and it is un-
desirable to give the shareholders of the Imperial
Bank of India a preponderant voice in deciding
the cwrrency policy of the Reserve Bank. It is,
therefore, proposed, for this reason and in view
also of the agreement contemplated by the Second
Schedule, not to give the Imperial Bank of India
the option of subscribing thirty per cent. of the
capital. Sub-clauses (2), (3), (6), (7) and (8)
provide for a broadbased distribution of the share
capital both at the time of original allotment and
subsequently, and is intended to be a safeguard
against the control of the Bank by sectional in-
terests of any kind. Sub-clause (4) is intended
to meet the objection that the utility to India of
a share capital bank might be endangered by a
possible conflict of interest, within the manage-
ment of the bank, hetween Indian and external
capital. Provision has also been made for the
transfer of portions of the share eapital from one
area to another in the event of the shaves assigned
to any area not being fully taken up at the time
of original allotment.

It is necessary that the Government should be
prepared to take up any unallotted shaves, but it
1s not desirable that these should eontinue to be
held permanently by Government. It is, therefore,
proposed that the Governor General in Council
snould dispose of such shares as soon as possible.

Clause 5.—This is based on paragraph 101 of
the Royal Commission’s report. It is necessary
to make provision for the contingent necessity
of reducing the share capital and for the regional
distribution of any incresse in share capital, in
regard to which the Commission bave made no
recommendation.

Clause 6.—The Head Office of the Bank will
be located in Bombay as recommended by the
Commission in paragraph 97 of the 1eport.
Delbi has been added to the list of places
where the Bank may establich «branches in view
of the proposed creation of the Delhi register
under clause 4.

Clause 8. —This gives effect to the recommenda-
tions in paragraphs 95 and 96 of the Royal
Commission’s report. The Joint Committee
omitted the original provision prohibiting mem-
bers of the Indian or local Legislatures from being
nominated or elected as directors of the Bank.
This provision has been reintroduced by sub-
clause (2) of this clause for reasons which have
been fully explained in previous discussions,
Sub-clause a(z) which was added to the previous
Bill by the Joint Committee on the precedent of
clanses contained in certain other enactments
establishing central banks, provides that no per-
son may be a director who is not or has not at
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some time been actively engaged in agrieulture,
commerce, finance or industry.
Clause 9.—This is derived from paragraph 94

of the Royal Commission’s report. The (;‘nn‘
mission recommended therein that the Reserve
Bank should have Loeal Boards in Bombay,
Madras and Calcutta, and that representatives
from these Boards should constitute a majority
on the Ceniral Board. The Local Boards have
now been replaced by the five bodies of delegates
one for each of the five areas mentioned in
Clause 4. Provision has been made for the
representation of commercial and agricultural
interests and the term of office of all directors
has been fixed at five years. As it would be un-
desirable that all the directors should vacate office
at the same time, varying periods of tenure have
been fixed in Claunse 16 for directors nominated or
elected at the outset.

Clause 10.—This clause provides for the elect-
ion of directors by the shareholders through a
body of delegates elected for this purpose.
Qualifications for election as delegates and dire tors
are also prescribed and the provision that no share-
holder shall have more than one vote isintended
to ensure protection for the small shareholder.

Clause 11.—1t is provided in this clanse that
the Governor, a Deputy Governor or any nomi-
nated or elected director may be removed by the
Governor Geneial in Council if a resolution to
that effect is passed by a majority of the Board
cousisting of not less than 15 directors.

The additional provision for the removal of
elected directors follows the lines of a similar
provision in the Imperial Buank of India Act.
1t seems undesirable that elected directors should
be removable by a bare majority at a general
meeting. It 1s proposed that directors other
than the Governor, Deputy Governors and the
nominated official shall cease to hold office if they
do not obtain within a month of appointment or
if subsequently they cease to possess the required
number of shares. This restriction does not
however come into force immediately as it is
necessary to give sufficient time to directors to
qualify themselves by purchase of shares in the
open market.

Clause 12.~—The fixation of a period of five
years for tke tenure of the directors makes it
necessary to provide for casual vacancies.

Clause 13.—This clause introduces a necessary
provision for the holding and conduct of elections
aud the final decision of doubts or disputes.

Clause 14.——The Joint Committee proposed
in the previous Bill that the minimum
number of meetings to be leld by the Board in
each year should be twelve. This has now been
reduced to six in view of the new proposal that
the Board must include directors from every
part of India. It is also proposed to prescribe
that as a minimum two meetings of the Board
should be held each year in Calcutta, in view of
the commercial importance of that city.

Clause 15.—This is an obviously necessary
provision and is based on paragraph 98 of the
Royal Commission’s report. The power of voting
by proxy has been rigorously limited in.order
to ensure that the policy of the Bank shall not




be easily
pations, of special interests.

susceptible of control by any combi-

Clause 16.—~The temporary provisions intro-
duced by this clause are necessary as the Board
has to be constituted in advince of the raising of
the share capital. The varying periods of tenure
prescribed in this clause are intended to retain
continuously in the Board a number of directors
with previous experience.

Clause 17.—This embodies generally the pro-
posals in Schedule II of the Royal Commission’s
report defining the functions and powers of the
Bank. It is, however, proposed to modify the
Commission’s recommendations in certain res-
pects.

Sub-clause 1.—The Commission did not pro-
pose to allow power to the Reserve Bank to
receive non-interest-bearing deposits from private
persons. It is considered by the Government
of India that like other central banks in the
world the Reserve Bank of India should also be
allowed to receive deposits from private persons
provided no interest is paid.

Sub-elause 2(a).—The restriction to scheduled
banks of the facilities provided in this <ection
and elsewhere is intended to give to the scheduled
banks some e mpcn\:unw advantage for the
obligation which the Bill 1 imposes upon them to
maintain compulsory depusits free of interest in
the Keserve Bank.

Sub-clause 2(b).-——As India is predominantly
an agricultural country, it is thought desirable to
raise the limit of bills «und notes which may be
purchased or rediscounted uuder this provision
10 one-quarter of the total value of all bills and
notes purchased or rediscounted by the Bank,

Sub-clause 3.—Schedule II of the Commis-
sion’s report proposed that the Bank should have
full discretion to purchuse and sell the currencies
of any foreign country having a gold standard.
So wide a discretion is considered undrsirable,
aud it is proposed that operations of this nature
should be confined to such countries having a
Gold Standard as the Governor General in
Council may designate for the purpose.

Sub-clause 4.—The financing of industry and
the movement of crops in India is at present
effected by cash crevits and as the provision
recommended by the Commission stands, it would
be difficult for the Reserve Bank to assist other
banks in providing necessary credit facilities
without considerable changes in banking methods.
It is, therefore, proposed in sub- (hu\c( )(e) that
for a period of five years the Bank should be
authorised to advance money against promissory
notes of scheduled banks under certain conditions.

Sub-clause 8.—1It is considered undesirable to
limit the amount of securities held at any time
in tbe Banking Department to so low a figure as
25 per cent. of the liabilities as recommended
by the Royal Commission in clause 3(d) of
Schedule 11 to their report, since in view of the
fluctuating character of deposits the limitation
might on occasion force the sale of securities
merely to bring the Bank within the provi:ions
of its charter for a tew days.

The Commission recommended in clause 7(z) of
Schedule 11 totheir report that the paid-up capital

and reserve may be invested in securities of the
Government of India having not more than five
years to run. In view of the faect that the Go-
vernment of India are now funding their short-
term loans into long-term loans the limitation
suggested might in the near future unduly restrict
the power of the Bank to invest in Government
securities. It s, therefore, prop ced to modily
the provision so as to permit of investment in
(lU\r ‘rnment nl l“ 1l sec llrlt]O\ Of J,IIV lnulturli‘v

Sub-clause 13.—The power of the Reserve Bank
to open accounts and act as agents of other banks
is restiicted by this provision. Such relations
may be entered into only with central banks
which are the principal currency authorities in
their respective countries and among which the
Federal Reserve Banks in the United States of
America are included.

Sub-clause 14.—-1t is essential that the Bank
should have power to borrow in London in view
of the obligation imposed upon it to keep the
Secretary of State in fuu(l~, and it is necessary also
that the Bank should be able to borrow in India
facilitate the control of ecredit.
The limitation which this clause provides will
prevent the Bank from using its power of borrow-
ing in oider to compete with other banks for
fixed deposits.

so as to

Clause 18.—This gives effect to the recom-
mendation in paragraph 102 of the Royal
Comuission’s report regarding open market
operations. The Joint Committee considered it
necessary to prescribe definitely that the Reserve
Bank should not be entitled to enter into indis-
criminate competition with commercial banks, and
for this reason it has been provided that action
under this clause must be approved by the Board
of the Bank: and the purposes for which alone
they should approve the undertaking of such
operations have also been incicated.

Clause 19.—This is based upon Schedule II of
the Commission’s report defining the business
which the Bank should not be authorised to carry
on or to transact.

Clauses 20 and 21, —These give effect to the
recommendation in paragraph 140 of the report
regarding the relations of the Lank with the
Government. As recommended by the Joint
Committee it has been provided that the Reserve
Bank should have control of all Government
balar ces not excluding those ot such of the Local
Governments as may have the custody and
management of their own provincial revenues.

Clause 22 —This gives effect to the recom-
mendation in paragraph 141 of the report. The
Commission recommend that the right of note
issue should be transferred to the Bank as soon as
the Bank is in a position to issue its own notes.
1t is, however, thought to be undesiralle to delay
the exercise of this iun(,tmn of the Bank until it is
able to arrange for the manufacture and issue of
its own nctes, and it is therefore proposed to
allow the Bank to issue notes of the Government
of India for a year from th» date on which the
Bank takes over the control of the currency.

Clavse 23.—This gives effect to the recom-
mendation in pamﬂmph 143 of the Commission’s
report regarding the separation of the Banking
and Issue De}anmentx of the Bank.




Clanse 24>—This gives efiect to the recom-
mendation in paragraph 142 of the Commission’s
report. Freedom 1s retained to postpone for a
time the issue of one rupee notes if such post-
ponement appears desirable with reference to the
size of 1he holding of silver rupees in the Reserve.
Provisions 1elating to a gold muhur introduced by
the Joint Committes bave been removed for
reasons which have been fully explained in pre-
vious discussions.

Clause 25.— This gives effect to the recom-
mendation in paragraph 155 of the Commissicn’s
report regarding the form and material of bank
notes.

Clause 26.—This is based upon the recommend-
ation in paragra:h 149 of the Commission’s
report that the notes of the Bank shall be legal
tender for the payment of any amount and shall
be guaranteed by the Government of India. The
guarantee ensures the confidence of the public in
the bank notes.

The Commission recommended in paragraph
141 of their repoit that, not later than five years
from the date of the Bank Charter becoming
operative, the Government of India notes still
outstanding should cease to be legal tender
except at Government treasuries. It may be
presumed that by the eud of five years very few
Government of India notes will remain outstand-
ing : but it wouid be undesirable to take away
the legal tender character of such note in the
absence of any very definite advantage to be
gained by so doing. No provision to the effect
suggested is therefore made. It is, however,
proposed to take power for the Governor General
in Council to call in notes of particular series if
necessity arises.

Clause 27 —This is based on paragraph 155 of
the Commission’s report regarding the re-issue of
bank notes.

Clause 28. —This is based uyon a similar pro-
vision in the Indian Paper Currency Act, 1923,
and is necessary to protect the Bank against a
civil action in resprct of motes lost, stolen,
mutilated or imperfect. The present practice by
which a note may be divided into two halves and
the halves when joined together are accepted as
legal tender remains unaffected.

Clauses 29 and 30.——These are based upon
similar provisions in the Indian Paper Currency
Act, 1923. The proviso in clause 29 has been
altered from the form in which it stood for many
years in order to make it clear that cheques upon
a banking acciunt are not prohihited by that
clause, even though the account may be over-
drawn.

Clause 81.—This gives effect to the recommend-
ations in paragraph 145 of the Commis-ion’s
report regarding the con:titution of the Reserve.

Sub-clause 2.— The Joint Committee introduced
in the previous Fill a provision requiring that
after the end of ten years the amount of gold
gecurities in the Reserve must never excetd one-
half of the total gold assets. This has been
omitted, as such a provision is likely to prove
uuduly hampering to the executive of the Bank in
the management of the Reserve.

Sub-clouse 3.~The amount of silver coin and
bullion now held in the Paper Currency Reserve
is 110 crores, or 25 crores more than the amount

held at the time at which the Royal Commiission
made their recommendations. It is open to
grave doubt whether it would be possible without
a serious disturbance of the silver markets of the
world to dispose of this surplus silver within
a period of ten years. Patly for this reason
and partly because of the obligation imposed on
the Bank by clause 37 to supply rupees iredly to
the public in such quantities as may be required

* for circulation, the limits of the amount of rupee

coin which may be held at various periods in the
Reserve have been increased by 25 crores each.

Sub-clause 5.—The proportion of the gold coin
and gold bullion held in the Reserve which must
be kept in British India has been raised to 835
per cent. The raising of the propcrtion to this
extent has been rendered possibie largely by the
elimination of the provicion for the sale of gold
for delivery outsxide India which was recommended
by the Commission.

Sub-clause 6.—The Joint Committee wished to
prohibit the holding in the Reserve of bills
of exchange drawn on foreign go'd stand-
ard countries as an unnecessary and undesirable
feature of a gold reserve. But the provision to
which the Joint Committee objected appears in
Statutes regulating the conduct of other central
banks, and the Government of India are satisfied
that the same liberty should be given to the Re-
serve Bank of India.

Clause 32.—This gives effect to the recommend-
ation in paragraph 146 of the Commission’s
report defining the liabilities of the Issue Depart-
ment  The initial amount of 50 crores of rupees
for the purpose of providing for rupee redemption
recommended by the Commission has however
now been altered to 40 crores. The original
figure was basrd on an estimate indicating the
total amount of rupees that might be spared from
circulation as about 250 crores. In view of the
changes now proposed as regards the permissible
silver holding in the Reserve and of the return of
rupees from circulation since the Royal Commis-
sion reported, it is considered safe to reduce the
figure for rupee redemption to 40 crores of rupees.

The provision in sub-clause (2) of this clauseis
similar to that in the proviso to sub-sectinn (6)
of section 18 of the Indian Paper Currency Act,
1923, althongh it differs in detail. Under the
Indian Paper Currency Act, 1923, notes of deno-
minational value exceeding Rs. 100 cannot be
deemed to be not in circulation until 100 years
after the date of issue, whereas notes of lower
denominations are so deemed after 40 years.
This distinction between the hicher and the lower
denominations of notes is undesirable. In prac-
tice notes of higher den mination are much less
likely to be outstanding for a very long period
than notes of lower denomination : nd the practice
at the Bank of England is to treat all notes as not
in circulation after 40 years. It is con-idered that
the Reseive B-nk might with zdvantage foll.w
the practice of the Bank of England.

Clause 33.— This is based upon paragraph 144
of the report. The Commission recommended that
coin and bullion #nd securities to be transferred to
the Issue Department should be specified in a Sche-
dule. The amount of notes in ciicul tion at the
time of inauguration of the Bauk will not be
known when the Bill is introduced and passed
and also between the dates of introduction of the




Bill and its passing into law and the inauguration
of the Bank, there will be changes in the consti-
tution of the Reserve held against note issue. Itis,
therefore, proposed to provide for the transfer
to the Bank of assets of such a nature as to enable
the Bank to constitute the Reserve in accordance
with the requirements laid down in the Act. In
order to give the new Bank the necessary margin
over minimum requirements, it is proposed to in-
cludein the assets transferred, golJ and gold securi-
ties equal to one-half of the liabilities of the Issue
Department as suggested in clause 3(a) of
Schedule 11T to the report.

Clanse 34.—This gives effect to the recom-
mendation in paragraph 147 of the report
regarding the disposal of surplus rupees by the
Bank.

(Clause 85.—This gives effect to the recommenda-
tion of the Commission in paragraph 147 of the
report. As it would be uneconomical to coin new
rupees until the stock of silver rupeesin the Reserve
is reduced to a limit of 25 crores or one-tenth of
the total amount of the Reserve whichever is great-
er, it is proposed to limit the right of the Bank
to demand the delivery of rupee coins from Gov-
ernment,

Clause 36.—This gives effect Lo the recommenda-
tion in paragraph 148 of the report regarding the
mutual obligations of the Government and the
Bank in regard to rupee coin.

Clause 37.—This gives effect to the recom-
mendation in paragraph 152 of the report. The
provisions regarding mohurs introdaced by the
Joint Committee in this clause have been omitted.

Clauses 38 and 39.—These give effect to the
recommendations in paragraphs 150 and 166 of
the Commission’s report regarding the sale of
gold and gold exchange by the Bank. Certain
modifications are however propesed. The obliga-
tion to sell gold for delivery at foreign centres
has been replaced by a permanent obligation to
sell gold exchange from the outset in any gold
standard country notified in this behalf by the
Government of India. It is considered that the
obligation imposed on the Reserve Bank to keep
stable the value of the currency will be made
capable of fulfilment by this provision, while at
the same time it will make it possible for a
greater proportion of gold to be held in Iudia.

The latest date recommended by the Currency
Commission on which the obligation to sell gold
¢hould have effect is lst January 1931. The
Joint Committee advanced it by six months and
for the reasons given under clause 1 it has
been considered necessary that power should be
taken to postpone the effective operation of this
section in the manner provided in that clause.

The minimum amount of gold to be purchased
or sold was originally fixed at 1,065 tolas based on
the fact that the weight of commercial bars in
London is 400 ozs. This original figure is in
both cases now reduced to 250 tolas as being a
figure more suited to Indian conditions.

The Commission recommended that during the
transition period the Reserve Bank should Le
ander an obligation te sell gold or gold exchange
at its option. As the Bank must concentrate on
building up its gold holdings in order to be in a

osition to undertake the definite obligation to
gell gold prescribed for a later stage, the option to

sell gold during the interim period has been re-
placed by the immediate permanent obligation to
sell gold exchange already mentioned.,

Clause 40.—This gives effect to the recom-
mendation in paragraphs 151 and 166 of the
Commission’s report,

Clause 41.—This gives effect to the recom-
mendation in paragraph 153 of the reput
regarding the suspensicn of reserve requirements.

Clause 42.—This gives effect to the recom-
mendation in paragraph 154 of the Commission’s
report. But it is uow made clear that the Bank
is to be exempted only from the payment of
stamp duty under the Indinn Stamp Act, 1899,
in respect of the bank notes issued by it., It is
not the inteation to give any wider exe-mption.

Clause 43.—The provisions in this clause are in
accordance with the recommendations in para-
graph 149 of the report. The Commission
recommended that the Governor General in
Council should have the right to take over the
assets of the Issue Departmnent so far as they are
required to meet the liability of the note or of
rupee redemption. It is proposed to give the
Governor General in Council the right to take over
the assets not only of the Issue Department but
of the Banking Department as well, as in theory
such a necessity might arise if the Bank -failed to
keep sufficient assets in the Issue Department. A
provision is also made for the carrying on of the
note issue in such circumstances by some other
agency determined by the Governor General in

Council.

Clause 44.—This gives effect to the recommenda-
tion in paragraph 161 of the Commission’s
report with certain modifications. The percen-
tages for minimum reserve balances recommended
by the Commission appear somewhat high for
India. Itis, therefore, proposed to reduce these
percentages to 74 and 22 per cent. of the demand
and time liabilities, respectively.

The definition of ¢ Bank ’ or ¢ Banker ’ suggest-
ed in paragraph 162 of the Commission’s 3‘01)01-1
is imperfect, but it is difficult to arrive at any
satisfactory definition. Ivis, however, considered
that if the Reserve Bank is to exercise proper
control over the credit system of the country, the
obligation imposed by this clause must be ex-
tended as widely as possible and should fall upon
every firm of any standing or importance doing
banking business in British India. It is, there-
fore, proposed to exhibit in a Schedule attached
to the Bill the banks to which the provision in
this clause should apply in the first instance, all
banks being included which have a paid-up capital
and reserve of an aggregate value of not less than
three lakhs of rupees, For the future the Governor
General in Council is required to include among
the scheduled bauks any bank which attains the
necessary standing or importance and to exclude
any bank which falls short of that standard.

The method of computing of the requisite
proportion of the demand and time liabilities of
the banks affected, follows the provisions made
for the same purpose in the Federal Reserve
System of the United States of America.

As the monthly return prescribed in paragiaph
161 of the report will show only the position a¢




the close of the month to which it relates, it is
necessary to provide for the receipt of the informa-
tion mentioned in sub-clause (5, of this clause,

It is also necessary that provision should be
made to enable the Government to take action not
only on the monthly report.submitted by the
Bank, but also on any report received from the
Board of the Reserve Bank.

The provision in pzaragraph 161 of the Com-
ission’s report, which requires a summary of the
monthly return of each bank to be published,
has been omitted as the particulars required for
the purpose of this clause furnish only a partial
statement of the bank’s affairs and their publica-
tion might mislead the public as
financial position of a bank.

recards the

Clause 45.,—This follows the intention of para-
graph 87 of the report.

Clause 46. — This is based upon the recommenda-
tion in paragraph 100 of the Coinmission’s report.
It is considered unnecessary to build wup the
reserve fund as quickly as the Commission suggest
and a lower rate of accumulation has, therefore,
been proposed. Also the additional dividend to
be given to shareholders under certain circum-
stances has been reduced from a maximum of 3 per
éent. recommended by the Commission to one of
2 per cent.

Clause 47.—This gives effect to the rccom-
mendation in paragraph 158 of the Commission’s
report.

Clauses 48, 49 and 50.—These give effect to the
recommendation in paragraph 156 of the report.

Clause 51.—This gives effect to the recom-
mendation in paragraph 157 of the report.

Clause 52.—1t is necessary to make provision
for the countingency of the liquidation of the Bank
and the distribution of the reserve fund

and sur-
plus zssets, if any, of the Bank,

The 11th January 1928.

Clause 63.—~This is  based upon the recom-
mendution in paragraph 164 of the report. The
Commission proposed that the Governor General
in Council should be given absolute power to
make regulations. It is thought preferable that
regulations should be made by the Board with
the previous approval of the Governor General
in Couneil.

Local Boards are not to be constitated on the
creation of the Reserve Bank, but it is proposed to
give power to the Reserve Bank Board to establish
such Local Boards if considered necessary later on
and to delegate to them such powers and func-
tions as may be desirable.

Clause 54.—The obligation imposed on the
Government by the Currency Act I'V of 1927 to
receive sovereigns and half-sovereigns from the
public at their bullion value will be taken over
by the Bank simultaneously with the transfer of
the conduct of note issue to it.

The First Schedule.—The First Schedule in the
Bill as amended by the Joint Committee has been
brought np-to-date.

The Secon d Schedule.—The provisions contained
in this Schedule involve no fresh charge on the
tax-payer. They are designed to compensate the
Imperial Bank of India for the agency work done
for the Recerve Bank and for the loss in respect
of non-paying branches.

The Third Sekedule.—This gives the scale of
additional dividend payable to the shareholders
and 1s so fixed as to give a maximum of 2 per cent.
in addition to the ordinary dividend of 5 per cent.

The Fourth Schedule~This is based upon
Schedule IV to the report of the Commission.
The gold coin or bullion held by the Bank in the
Issue Department in India is propnsed to be shown
separately from that held outside India.

BASIL P. BLACKETT,
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GOVERNMENT OF INDIA,

LEGISLATIVE DEPARTMENT. “

Establish a gold standard currency for
British India and constitute a Reserve
Bank of India; and Annexure.

The Governor General has been pleased i
to accord the sanction required by
clause (a) of section 67(2) of the
Government of India Act.

L. GRAHAM,

Secretary of the Legislative Assembhy.

(The Honourable Sir Basil Blackett.)
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