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REPORT OF THE ROYAL COMMISSION ON INDIAN CURRENCY AND FINANCE1

The Royal Commission on Indian Currency
and Finance, appointed ilugust 25, 1925, pub-
lished its report on August 4, 1926. Following
is a summary of the more important parts of
the report:

I. INDIAN CURRENCY SYSTEM

Historical retrospect.—Before 1893 India had
a monometallic system with silver as the
standard of value. In 1893 the mints were
closed to the free coinage of silver, and five
years later the Fowler Committee was ap-
pointed to consider how the establishment of a
gold standard for India could best be secured.
This committee recommended making the
British sovereign a legal tender and a current
coin in India, and opening the Indian mints
to the unrestricted coinage of gold. Gold,
however, never became a substantial part of
the circulation; and the standard which
evolved, commonly known as a gold exchange
standard, was, so far as it amounted to a defi-
nite standard at all, a standard of sterling ex-
change. It was in operation at the beginning
of the war in 1914.

The Chamberlain Commission, appointed in
1913, abandoned the ideal of a gold standard
based on a gold currency, and accepted in its
place an exchange standard with an excrescent
currency of sovereigns not essential to the
working of the system. Owing to the outbreak
of the war, no action was taken on these recom-
mendations.

The war put the currency system of India
to a severe test. The rise in the price of silver,
the keen demand/for Indian exports, the excep-
tional disbursements to be made on behalf of
the British Government, caused the value of the
rupee, so long anchored at Is. 4&, to rise in
December, 1919, to 2s. 4d. sterling. The
Babington-Smith Committee, appointed in
1919, directed its attention to the reestablish-
ment of stability under the then existing ex-
change standard, a stability which had sud-

. denly been overthrown by the unprecedented
rise in the price of silver and by the divorce
of sterling from gold. They further recom-
mended that during periods of exchange weak-
ness the Government of India should be
authorized to announce, without previous ref-

i Currency conditions and currency reform in India have been dis-
cussed in the FEDERAL RESERVE BULLETIN, October, 1919, pages 945-950;
wherein is given the substance of the report of the Chamberlain Com-
mission of 1913; March, 1920, pages 253-258, the report of the Babington-
Smith Committee of 1919; January, 1921, pages 29-32, further monetary
and exchange developments; March, 1921, pages 299-300, the history of the
establishment of the Imperial Bank of India, and the regulations gov-
erning it; August, 1921, pages 937-938, and September, 1923, page 1014,
later discussions regarding the silver situation as it affects India.

erence to the Secretary of State, their readiness
to sell weekly a stated amount of reverse
councils.

These recommendations were accepted, and
steps were taken to maintain the new exchange
rate of 2s. gold recommended by the com-
mittee. These attempts were not successful,
and the Government thereupon tried to main-
tain it at 2s. sterling. This attempt also failed.
The Government of India was at this time
unable to contract currency in India as rap-
idly as world prices were falling. All it
could do was to avoid further inflation and
tjo effect some measure of contraction. This
was insufficient to arrest the falling tide of ex-
change, which early in 1921 fell below the low
level of Is. 3d. sterling and Is. gold. The 2s.
ratio, adopted in 19^0, remained on the stat-
ute book, but was ineffective for purposes of
tender of gold to the currency office. By
January, 1923, the tide had definitely turned;
exchange recovered to Is. 4d. sterling, and
showed a tendency to move upward. It
reached the level of Is. 6d. sterling in October,
1924, at which time this was equivalent to
about Is. 4d. gold. From that time till March,
1926, the upward tendency of exchange con-
tinued, but it was prevented from rising above
Is. 6d. by free purchases of sterling on the
part of the Government. Meanwhile sterling
was restored to parity with gold about the
middle of 1925, and during the 12 months which
have since elapsed the value of the rupee has
been in the neighborhood of Is. 6d. gold.

The existing system.—At the present time
Indian currency consists of two kinds of tokens,
paper notes and silver rupees, which are mu-
tually convertible. The paper note is in form
a promise by the Government of India to pay
to the bearer on demand a specified number of
rupees. In addition to these two kinds of to-
kens, the sovereign is by statute legal tender for
10 rupees, and the Government is under an obli-
gation to pay 10 rupees, when sovereigns are
presented for encashment. As, however, the
price of gold is considerably above this parity,
the sovereign has disappeared from circulation
and is not issued by or tendered to the Gov-
ernment.

The value of both forms of token currency
in relation to sterling is at present being main-
taiiied between the gold points corresponding
to a gold parity of Is. 6d. No obligation has
been assumed, but the Government has
freely purchased sterling when the rate has
stood at Is. 6x6 d., and recently, in April,
1926, authorized the Imperial Bank to make
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an offer on its behalf to sell sterling at Is.
5%d. The stability of the gold value of the
rupee is thus based upon nothing more sub-
stantial than a policy of the Government,
and at present that policy can be found defined
in no notification or undertaking by the
Government.

Reserves and functions of reserves.—For
the purpose of maintaining the value of the
token currency, the Government of India holds
two reserves—the paper currency reserve and
the gold standard reserve. The former is
composed of the proceeds of the note issue and
is held as a backing against the notes in cir-
culation; the latter has been accumulated
from the profits of the coinage of silver rupees
and is designed primarily to maintain the
external value of those coins. The gold
standard reserve at present amounts to £40,-
000,000. It is invested in British treasury
bills and other sterling securities.

The automatic working of the exchange
standard is not adequately provided for in
India and never has been. Under the Indian
system, contraction is not and never has been
automatic. On occasions, the obligation to
buy sterling exchange has been discharged by
the Government without any corresponding
expansion of domestic currency; the purchases
have in the first instance been made against
treasury balances and the currency expansion
has been left to be effected subsequently at
the discretion of the Government. More
serious has been the absence of contraction on
occasions when the currency authority has
had to sell sterling exchange.

Control of. currency and credit,—India is
perhaps the only country among the great
trading countries of the world in which the
Government exercises direct control over cur-
rency in general and over the note issues in
particular. The banking and currency re-
serves of the country are thus separated, which
diminishes their capacity to effect their specific
purpose of stabilization in the most economical
and efficient manner. In other countries this
is effected by concentrating these reserves at
a central bank. Moreover, Government con-
trol of currency results in a dual control of
monetary policy. The Government controls
the currency. The credit situation is con-
trolled, so far as it is controlled at all, by the
Imperial Bank. With divided control there
is likelihood of divided counsels and failure to
coordinate. •In fact, difficulties have arisen
owing to the existence of two distinct au-
thorities controlling currency and credit. The
only certain way to secure coordination is to

concentrate the controls in one hand. In
other countries the single controlling hand is
that of a central bank.

Summary.—The commission summarizes the
present state of affairs and its defects as
follows:

(1) The system is far from simple, and the
basis of the stability of the rupee is not readily
intelligible to the uninstructed public. The
currency consists of two tokens in circulation,
with the unnecessary excrescence of a third
full-value coin which does not circulate at all.
One form of token currency (into which there
is an unlimited obligation to convert the
other) is highly expensive and is liable to
vanish if the price of silver rises above a cer-
tain level.

(2) There is a cumbrous duplication of re-
serves, with an antiquated and dangerous di-
vision of responsibility for the control of credit
and currency policy.

(3) The system does not secure the auto-
matic expansion and contraction of currency.
Such movements are too wholly dependent on
the will of the currency authority.

(4) The system is inelastic. The utility of
the provision for elasticity made on the recom-
mendation of the Babington-Smith Committee
is affected by the methods of financing Indian
trade.

Alternative proposals for reform.—After ex-
haustive inquiry the commission has found that
the possible methods by which the defects in
the present system might be remedied may
be reduced to three. These are (1) the per-
fection of the sterling exchange standard, (2)
the adoption of a gold exchange standard, and
(3) the adoption of a gold standard proper,
with or without a gold currency.

Sterling exchange standard.—Although it
would be possible to amalgamate the two
reserves and to provide elasticity, the system
would still have grave defects. The silver
currency would still be subject to the threat
implied in a rise in the price of silver. Were
sterling once more to be divorced from gold,
the rupee, being linked to sterling, would suffer,
a similar divorce. Should sterling become
heavily depreciated, Indian prices would have
to follow sterling prices to whatever heights
the latter might soar, or, in the alternative,
India would have to absorb some portion of
such rise by raising her exchange. There is
undoubted disadvantage for India in de-
pendence on the currency of a single country,
however stable and firmly linked to gold.
For these reasons, were the standard of
India to be an exchange standard, it should
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undoubtedly be a gold exchange standard and
not a sterling exchange standard.

The gold exchange standard.—This system
also has serious defects. There would be
danger that the silver rupee would vanish as
soon as the price of silver rose above the melt-
ing point of the coin. A more serious defect
is that although it secures stability, it has not
the simplicity which is essential to secure the

' confidence of public opinion for any currency
system under present conditions in India.

A proposed scheme for a gold currency.—
The principal scheme for a gold standard and
gold currency for India that was placed before
the commission had two chief objects: (1) To
eliminate the threat to the currency inherent
in the possibility of a rise in the price of silver,
by dethroning the rupee from its position as a
standard coin of unlimited legal tender, and
thus also to enable the constitution of the re-
serves to be simplified by eliminating the silver/
therefrom; and (2) to cure the uneconomic
habit of the people of holding the precious
metals as a store of value, by assuring them,
through the instrumentality of a gold currency,
that the same measure which they mete out,
in gold value, by way of investment or deposit
with a bank, will be meted to them again, in
gold value.

This scheme also has serious defects. The
additional demand for gold by In<|ia would
seriously depress world prices, interfere with
the requirements of various European and
other countries which are trying to return to
the gold standard, and, most important of all,
would react to the detriment of the silver
market. The future of the silver market must
at all times be shrouded in obscurity. Prob-
ably the production of silver in the next 10 years
will be sufficient to meet the demand. But if,
as contemplated in the scheme, silver should
be demonetized in India, and if for several
years India should meet her own normal de-
mand for silver by melting rupees, it would not
be surprising to see silver fall much below the
level of 24 pence assumed in the scheme,
especially if, as is not improbable, the action of
India had the effect of making other silver-
using countries follow suit. The Government's
policy in regard to gold would also react on
the silver position. If the policy of introduc-
ing the gold currency were adopted, it would,
by largely augmenting the already extensive
demand for a metal that threatens to be in
increasingly short supply, result in further
depression of the gold price of silver. The
amounts of silver hoarded from time im-
memorial by the people of India would be

6713—261—6

greatly depreciated in value; heavy losses
would be inflicted on the poorer classes, who
would find their stores of silver depreciated by
the action of the Government. Furthermore,
China, which is now the only great silver
standard country, has for a long time been
trying to find some means of substituting gold
or some form of gold standard as the basis of
her currency. A catastrophic fall in the price
of silver in terms of gold, which would take
place on the bare announcement that surplus
silver equal to the world production for three
years was for sale, would undoubtedly tend
greatly to accelerate the movement in China
and might induce her immediately to set about
securing the gold needed as a basis for institut-
ing some form of the gold exchange standard.
That would in turn magnify the effect which
had already been produced on silver by the
Indian announcement, both by the reduction
in demand and tfo some extent by the increased
supply of silver that might come into the mar-
ket. Moreover, the adoption of the gold
standard by China would produce a further
new demand on the world's gold supplies, and
this demand would tend to appreciate gold
and thus still further depress the price of silver.

II. A GOLD STANDARD FOR INDIA

The commission has arrived at the conclu-
sion that, in order to secure public confidence
in India, the currency of the country must be
linked with gold in a manner that is real and
conspicuously visible, or, in other words, that
it is necessary to establish a true gold standard.
It should be understood that this does not
necessarily imply a gold currency. The essence
of the proposal which the commission pro-
ceeded to develop is that the ordinary medium
of circulation in India should remain as at
present the currency note and the silver rupee,
and that the stability of the currency in terms
of gold should be secured by making the cur-
rency directly convertible into gold for all
purposes, but that gold should not circulate
as money. It must not circulate at first, and
it need not circulate ever.

Gold in circulation.—The economic reasons
against putting gold into circulation are simple
and clear. If the gold in the reserve is trans-
ferred to# the circulation, the structure of
credit that can be built on that reserve is
pro tanto reduced. The greater the proportion
of gold in circulation, the less the elasticity
of the currency system. The war has taught
Europe to do without gold coins and experi-
ence has aroused doubts of their utility. In
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returning to the gold standard the nations do
not aim at alreturn to the gold currency.
Great Britain has hitherto avoided the reintro-
duction of gold into circulation. In the
United States gold, which circulates in theory,
does not circulate in practice. It may well
be that when India is in a position to introduce
gold into circulation she will reject it as an
obsolete ideal.

The gold bullion standard.—The currency
system which the commission recommends for
the present needs of India may be described
as a gold bullion standard. It proposes that
an obligation should be imposed by statute on
the currency authority to buy and sell gold
without limit at rates determined with refer-
ence to a fixed gold parity of the rupee, but in
quantities of not less than 400 fine ounces,
no limitation being imposed as to the purpose
for which the gold is required. The fulfill-
ment by the currency authority of this obli-
gation will secure the stability of the gold value
of the rupee, and the stability of exchange
within the gold points corresponding to the
selected parity. Gold is thus made the
standard of value. The rupee is linked to gold
and not to sterling or to any other currency
or group of currencies.

Since gold bars are to be given in exchange
for notes or silver rupees, not for export only,
but for any purpose, this is not an exchange
standard; it is an absolute gold standard.
Nevertheless the compensatory mechanism of
the exchanges is preserved, because gold bars
are not currency. When gold bars are given by
the currency authority for notes or rupees, the
currency is contracted, while, on the other
hand, when gold bars are given to the cur-
rency authority for notes or rupees, the cur-
rency is expanded.

For the purposes of India this standard
fulfills the essential condition, that it should
be not stable only, but simple and certain.
It provides the token currency with a right
of convertibility that is intelligible to the
uninstructed, and with a backing that is
tangible and visible. In short, it has the
characteristics necessary to inspire confidence
in the Indian people, to promote the habits
of banking and investment, and to discourage
the habit of hoarding precious metals. The
statutory obligation to buy and sê l gold for
rupees without limit at a prescribed parity
for the first time in the history of the rupee
will base it on gold firmly and in a manner
that is (conspicuously visible. It establishes
the principle that gold is the standard of
Indian currency at a fixed ratio ̂  and that the

currency authority admits it, and must main^
tain it.

There is no reason to suppose that the
obligation to sell gold bars will result in any
sudden or substantial drain on the reserves
for the conversion of rupee hoards. Hold-
ers of such hoards can convert them into
gold at present by buying that metal in the
open market; and there is good reason to
believe that large quantities of hoarded rupees*
have already been converted in this way.
Since it is not proposed that the rupee should
cease to be a legal tender, there will be no
greater incentive to convert under the new
system than there is now; and, as will be
observed from the detailed proposals below,
it is not intended that gold should be given
by the currency, authority at a rate cheaper
than the market rate.

Buying and selling rates for gold.—A sound
gold standard postulates a statutory obliga-
tion upon the currency authority to buy and
sell gold at a price equivalent to the par value
of the monetary unit. This obligation con-
stitutes the cardinal condition and compelling
force for the maintenance of monetary stability
in relation to gold, and, through gold, in rela-
tion to air monetary systems similarly linked
to gold or gold exchanges. In order to achieve
this object the commission proposes to fix the
selling piices of gold at rates which will enable
the bank to replenish its stock of gold without
loss by importation from London. Thus,
when exchange is at the upper gold point the
selling price for delivery at Bombay will be
the par value, i. e., Us. 21 as .3 ps. 10 per tola.1
When exchange is below this point, the bank
will be required to sell gold for delivery in
London or Bombay, at the option of the pur-
chaser at certain notified prices. These prices
will be determined by the cost at which gold
could be respectively purchased in London or
laid down in Bombay from London when
exchange is at the lower gold point. The
option to the purchaser, on the other hand, to
buy gold for delivery in London at the prices
determined leaves the margin between the
upper and lower gold points of the exchange
as narrow as it could be, having regard to the
cost of moving gold to and from its most
convenient gold center.

Removal of the legal-tender quality of the
sovereign.—The legal-tender quality of the
sovereign and half sovereign should be re-
moved. Although these coins are legal tender
under the coinage act, they have, owing to the

i A tola is % ^ | g h t qi ;§Q grains troy of goia or silver.
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existence of the 2s. rate in the statute book,
long ceased to function as currency.

Introduction of savings certificates payable
in gold.-—It iis desirable, therefore, to find
some further and more direct and visible
means for bringing it home to the masses that
gold is the standard of value of the rupee and
that the one is convertible into the other.
Such a means might be found in the offer by
the Government "on tap." of savings cer-
tificates, redeemable in three or five years,
in legal-tender money or gold at the option of
the holder. They might be issued in denom-
inations of 1 tola and integral number of
tolas, and sold for legal tender money, rupees
and notes, at a price which would give the
holder an attractive yield in interest. It
would add to the attractiveness of the cer-
tificates if the holder were given facilities to
obtain payment therefor at any time during
their currency at a discount reckoned at
varying rates according to the date of the
encashment, but until the date of maturity
it would be paid in legal-tender currency and
not in gold. Thus gold for delivery in three
or five years would be sold at a substantial
discount in relation to the cash price. As
regards the relation between these certificates
and the amount of the reserve, the gold stand-
ard, of which this proposal is a useful auxiliary,
and which it confirms, does no doubt neces-
sitate a strengthening of the gold holding in
the currency reserve, as proposed below.1 I

Convertibility of notes into silver rupees.—
The termination of the anomalous provision
by which one form of note, the paper note, is
convertible by law into another form, the silver
note, is an essential step in Indian currency
reform which must be taken sooner or lat^r.
The existence of this obligation has in tljie
past placed, and may conceivably again place,
the currency system of the country completely
at the mercy of the price of silver. Prudence
clearly demands that such a risk, however re-
mote, should be provided against if possible.
Moreover, it entails keeping in the currency
reserve, for purposes of internal convertibil-
ity, a large stock of silver which for external
purposes is of little value. When most needed
it is liable to prove incapable of realization. No
opportunity for the .termination of this obliga-
tory convertibility is likely to be so favorable
as the present, when, by making the notes con-
vertible into gold bars for all purposes, a more
solid right of convertibility is attached to
them than they have ever had since silver

1 See page 662,

ceased to be a reliable standard of value. The
obligation must continue in relation to the
present currency notes so long as those notes
remain in circulation, because the Govern-
ment's promise to redeem them in rupees must
be religiously kept. But no legal obligation
for conversion into silver rupees should attach
to the new notes, the issue of which is proposed
below. At the same time it is essential to pro-
vide facilities for the free exchange of notes for
rupees so long as the people desire to obtain
metallic rupees in exchange for them.

Since there are at present approximately
850,000,000 rupees of silver coin and bullion in
the reserves and further quantities of rupees
may be expected to come out of hoard in due
course, a long period must elapse before there
is any possibility of the slightest practical
difficulty in converting any note that is pre-
sented into silver rupees. Practically, there-
fore, the change in the legal status of the
notes should be quite unfelt, and before the
present stock of rupees runs low the stabiliza-
tion of the rupee in terms of gold will hav^
had time to establish confidence in the note
issue on a basis too firm to be shaken.

Issue of 1-rupee notes.—It is recommended
that the currency authority should concur-
rently, with the first issue of notes of the new
status, reintroduce 1-rupee notes, which should
be full legal tender and which, like other notes
of the new status, should not be convertible by
law into silver rupees. The reintroduction of
2 Jirrupee notes is not recommended.

Convertibility of other notes into legal-tender
money.—When the present legal right to ob-
tain silver rupees in exchange for notes is
withdrawn, it will be necessary to give the
public a right to obtain change for the notes
in some other form; and it is proposed to im-
pose a statutory obligation on the currency au-
thority to convert all notes, other than the
1-rupee note, on demand into legal tender
money, i. e., into notes of smaller denomina-
tions or silver rupees at the option of the cur-
rency authority. This statutory provision
would in form leave it optional with the cur-
rency authority to determine the form of legal-
tender money to be supplied, but, as explained
elsewhere, all reasonable demands of the public
for metallic currency shall be met in practice.

Any alteration in the legal-tender character
of the silver rupee is wholly opposed. The
reasons which have been urged for the with-
drawal of its legal-tender character are over-
come, in so far as they are valid, by the above
provisions.
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Composition of the combined reserve.—In
the first place, the proportions and composition
of the combined reserve should be fixed by
statute. It should also be laid down that gold
and gold securities should form not less than
40 per cent of the reserve. In view of the
nature and extent of the obligations with regard
to the provision of gold which should be placed
on the currency authority, that authority
should strive to work toward a reserve ratio of
from 50 to 60 per cent. In the event of the
proposed gold savings certificates proving a
popular form of investment, the possible de-
mands for gold by Government for payment
of these certificates on maturity would no
doubt necessitate a further strengthening of the
gold holding in the reserve, but to what extent
experience alone can show. The holding of
gold, which now stands at about 12.8 per cent,
should be raised to 20 per cent as soon as pos-
sible, and in any case in not more than five
years, and to 25 per cent in 10 years, with a
minimum of 300,000,000 rupees from the out-
set. This would give a minimum of 600,000,000
rupees after 10 years on the basis of the present
circulation. During this period no favorable
opportunity of fortifying the gold holding in
the reserve should be allowed to escape. The
commission, therefore, make a recommenda-
tion which will have the effect of insuring the
gradual reduction of the silver holding in the
reserve, during a transitional period of 10 years,
from the present figures of 850,000,000 rupees
to 250,000,000 rupees on the basis of the present
circulation.

The commission recommends that the bal-
ance of the reserve be held in Government of
India rupee securities and self-liquidating
trade bills. For reasons which will be ex-
plained later, it is desirable to limit the holding
of Government of India rupee securities to 25
per cent of the reserve, or to 500,000,000 rupees,
whichever is less.

III. A CENTRAL BANK FOR INDIA

The commission is of the opinion that India,
profiting by the experience of other nations,
should perfect her currency and credit organi-
zation by setting up a central bank with a
charter framed on lines which experience has
proved to be sound.

The proper course to take, therefore, is to
intrust the central banking functions to a new
organization endowed with a charter which
wholly conforms to the requirements of a true
central bank. That new bank would no doubt
take over from the Imperial Bank such part

of its organization and staff as under the new
order of things may become redundant to the
purposes of the Imperial Bank, and from the
Government a number of officials whose ex-
perience in the management of the currency
would be of particular help to the new central
bank.

The future relations between the Government
of India, the central bank, and the Imperial
Bank, must be matters for negotiation be-
tween the parties concerned, and for that
reason the commission refrained from making
detailed recommendations under this heading.
The banking organization which India re-
quires must be based, not upon a central bank
alone as elsewhere, but upon a central bank and
a great commercial bank which has Govern-
ment countenance to inspire confidence in it
amongst an uninstructed public, and whatever
Government assistance is needed to enable it
to perform the function of the initiator of
banking facilities. As to the extent of that
assistance, it should be designed to enable
the Imperial Bank to maintain and develop
its essential work of the provision of new
branches.

The commission outlines the organization
and functions of the proposed reserve bank in
detail.1

Time table.—The above proposals can not,
of course, all be brought into operation at once.
The existing agreement with the Imperial
Bank of India, for instance, is not due to expire
until the 27th of January, 1931, and the eon-
tract with the Bank of England for the supply
of Government notes is not due to expire until
the 30th of June, 1929. The earlier termina-
tion of either agreement could no doubt be
negotiated. Oh the assumption that the neces-
sary arrangements are made, the following
time table can be used for the chief changes:

The transfer of assets from the currency re-
serve to the reserve bank should be made as
soon as the reserve bank notifies that it is in a
position to issue its own notes, but not later
than the 1st of January, 1929.

The obligation to buy and sell gold should
come into operation on a date to be approved
by the Governor General in council on the
proposal of the bank, but not later than the
1st of January, 1931.

Transitory provisions.—During the transi-
tion period the currency authority must be
under an obligation to buy gold and to sell
gold or gold exchange at its option at the gold
points of the accepted gold parity of the rupee.

i A summary of this part of the report will appear in a later issue of
the BULLETIN.
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It should take whatever steps are required to
convert in the safest and most gradual manner
a portion of the sterling balances into gold
bullion, and should pursue a policy calculated
to strengthen the position of the bank in rela-
tion to gold when it assumes charge of the cur-
rency and the reserve. ,

Interdependence of recommendations.—In
conclusion, the commission emphasizes its
opinion that the recommendations in the pre-
ceding sections of this report should be regarded
as a comprehensive whole; and that modifica-
tions of any of their integral parts involve the
danger of destroying their balance and so pre-
venting the efficient and smooth working of the
whole.

IV. STABILIZATION OF THE RUPEE

Time for stabilization,—After considering all
foreseeable circumstances, it is safer to stabilize
now than to wait.

The ratio of stabilization.—The legislation of
1920 has fixed the statutory value of the rupee
at 2s.; but that rate is absolutely ineffective,
and the Government has declared that it does
not seek to regain it. The present market
rate is about Is. 6d. It has been at that level
in relation to gold since June, 1925, and in rela-
tion to sterling since October, 1924, and should
be stabilized in relation to gold at a rate corre-
sponding to an exchange rate of Is. 6d. for the
rupee.

V. MISCELLANEOUS RECOMMENDATIONS.

Means to promote banking development.—
The commission urged emphatically that
nothing should be left undone which would tend
to facilitate and encourage banking progress in
India. One measure which appears likely to
be particularly fruitful is the abolition of the
present stamp duty on checks.

SUMMARY OF RECOMMENDATIONS

The commission summarizes its recommenda-
tions as follows:

(1) The ordinary medium of circulation
should remain the currency note and the silver
rupee, and the stability of the currency in
terms of gold should be secured by making the
currency directly convertible into gold, but
gold should not circulate as money.

(2) The necessity of unity of policy in the
control of currency and credit for the achieve-
ment of monetary stability involves the estab-
lishment of a central banking system.

(3) The central banking functions should be
entrusted to a new organization, referred to as
the reserve bank.

(4) Detailed recommendations are made as
to the constitution and functions and capaci-
ties of the bank.

(5) The outlines of a proposed charter are
recommended to give effect to the recom-
mendations which concern the reserve bank.

(6) Subject to the payment of limited divi-
dends and the building up of suitable reserve
funds, the balance of the profits of the reserve
bank should be paid over to the Government.

(7) The bank should be given the sole right
of note issue for a period of, say, 25 years. Not
later than five years from the date of the
charter becoming operative, Government notes
should cease to be legal tender except at Gov-
ernment treasuries.

(8) The notes of the bank should be full
legal tender, and should be guaranteed by
Government. The form and material of the
note should be subject to the approval of the
Governor General in council. A suggestion is
made as to the form of the note.

(9) An obligation should be imposed by
statute on the bank to buy and sell gold with-
out limit at rates determined with reference to
a fixed gold parity of the rupee, but in quan-
tities of not less than 400 fine ounces, no limi-
tation being imposed as to the purpose for
which the gold is required.

(10) The conditions which are to govern the
sale of gold by the bank should be so framed as
to free it in normal circumstances from the
task of supplying gold for nonmonetary pur-
poses. The method by which this may be
secured is suggested.

(11) The legal-tender quality of the sov-
ereign and the half-sovereign should be re-
moved.

(12) Government should offer "on t ap"
savings certificates redeemable in three or five
years in legal-tender money or gold at the
option of the holder.

(13) The paper currency should cease to be
convertible by law into silver coin. It should,
however, be the duty of the bank to maintain
the free interchangeability of the different
forms of legal-tender currency, and of the
Government to supply coin to the bank on
demand.

(14) One-rupee notes should be reintroduced
and should be full legal tender.

(15) Notes other than the 1-rupee note
should be legally convertible into legal-tender
money, i. e., into notes of smaller denomina-
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tions or silver rupees at the option of the cur-
rency authority.

(16) No change should be made in the legal-
tender character of the silver rupee.

(17) The paper currency and gold standard
reserves should be amalgamated, and the pro-
portions and composition of the combined
reserve should be fixed by statute.

(18) The proportional reserve system should
be adopted. Gold and gold securities should
form not less than 40 per cent of the reserve,
subject to a possible temporary reduction, with
the consent of Government, on payment of a
tax. The currency authority should strive to
work to a reserve ratio of 50 to 60 per cent.
The gold holding should be raised to 20 per
cent of the reserve as soon as possible and to
25 per cent within 10 years. During this
period no favorable opportunity of fortifying
the gold holding in the reserve should be
allowed to escape. Of the gold holding at
least one-half should be held in India.

(19) The silver holding in the reserve should
be very substantially reduced during a transi-
tional period of 10 years.

(20) The balance of the reserve should be
held in self-liquidating trade bills and Govern-
ment of India securities. The "created77

securities should be replaced by marketable
securities within 10 years.

(21) A figure of 500,000,000 rupees has been
fixed as the liability in respect of the con-
tractibility of the rupee circulation. Recom-
mendations are made to secure that an amount
equal to one-fifth of the face value of any in-
crease or decrease in the number of silver
rupees in issue shall be added to or subtracted
from this liability, and the balance of profit
or loss shall accrue to or be borne by the Gov-
ernment revenues.

(22) The issue department of the reserve
bank should be kept wholly distinct from its
banking department.

(23) The reserve bank shoiild be entrusted
with all the remittance operations of the Gov-
ernment. The Secretary of State should fur-
nish in advance periodical information as to his
requirements. The bank should be left free
at its discretion to employ such method or
methods of remittance as it may find conducive
to smooth working.

(24) During the transition period the Gov-
ernment should publish a weekly return of

remittances made. A trial should be made of
the system of purchase by public tender in
India.
^](25) The cash balances of the Government
(including any balances of the Government of
India and of the Secretary of State outside
India), as well as the banking reserves in India
of all banks operating in India, should be cen-
tralized in the hands of the reserve bank.
Section 23 of the Government of India act
should be amended accordingly.

(26) The transfer of reserve assets should
take place not later than the 1st of January,
1929, and the bank's obligation to buy and sell
gold should come into operation not later than
January 1, 1931.

(27) During the transition period the cur-
rency authority (i. e., the Government until
the transfer of reserve assets and the bank
thereafter) should be under an obligation to
buy gold and to sell gold or gold exchange at
its option at the gold points of the exchange.
This obligation should be embodied in statu-
tory form, of which the outline is suggested.

(28) Stabilization of the rupee should be
effected forthwith at a rate corresponding to an
exchange rate of Is. 6d.

(29) The stamp duty on bills of exchange
and checks should be abolished. Bill forms,
in the English language and the vernacular in
parallel, should be on sale at post offices.

(30) Measures should be taken to promote
the development of banking in India.

(31) Every effort should be made to remedy
the deficiencies in the existing body of statis-
tical data.

MINUTE OF DISSENT BY S I B PURSHOTAMDAS
THAKURDAS

Sir Purshotamdas Thakurdas signed the
report of the commission, subject to dissent on
several points. After a lengthy historical re-
view of the development of Indian banking,
currency, and finance, he objected to the de-
monetization of the sovereign and half sov-
ereign on the basis that these are the only gold
coins legally current in India since 1893. He
believed that it would be advisable to develop
the Imperial Bank of India into a full-fledged
central bank rather than to create a new bank
of issue. He recommended that the rupee be
stabilized at the rate of Is. 4d. gold instead of
at Is. 6d.
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