M.R.0. 1—17,008—8-8-37,

Lo
(1) Number of pages

{ 2X
el o Ko R, 4

: :

p

r
(2) Date of repair : if

(8) Initisls of the Referencer

| MADRAS RECORD OFFICE.

———— e e

». ~r

~ Government of Madras.

e .. ¢ DEPARTMENT.




e AL A A A SIS I AP P A AN e AU o plour

Proceedings of the Madras Government, Financial Depariment,
25th October 1862.

No. 8. Read the following Despateh from the Right Honorable Sir C. WOOD, Bart., Secre-

Jleney the Hon

orable the Governor in Couneil,

tary of State for India; to His Ii:

Fort Saint George, dated London, 16th September 1862, No. 62,
l
I forward for your information and guidance copy of a Financial Despateh, dated this day,
No. 158, which 1 bave addressed to the Government of India, relative to the Establishment of a
Government Paper Currency for India, and to the agreements with the Banks of Bengal, Madras

and Bombay, in reference thereto, and to the management of the Government Treasury business.

C. WOOD, Bart., Secretary of State for India; to His
Excellency the Right Honorable the Governor General of India in Council, dated
London, 16th September 1862, No, 158.

I);‘EPQ\'.C‘!I from the Rizht Honorable Si

1. I have received and considered in Council your Financial letters, dated the 25th March,
21st and 3)st May, and 3rd July, 1862, Nos. 51, 71, 80, and 99.
2. These letters, together with the previous correspondence with your Government, may,
I conclude, be regarded as furnishing tolerably full information relative to your arrangements,
Ist. For transferring to Barcks in India a considerable portion of the business hitherto
transacted at the Government Treasuries ; and,
2ndly. Forintroducing a Paper Currency into India.
3. 'These subjects are totally distinet in their character, and [ was most anxious to keep
them altogether separate, but they have been mised up to a considerable extent in the measures

which you have adopted or proposed, and still more so in the views contained in many

of the papers received (rom your Government.

4. I shall endeavour, iu the observations which I have to make, to keep them as distinct
as possible.

5. 1 will first advert to the arrangements as to the transfer of Government business to the
Banks.

6. 1 have concurred in your proposal to make use of the Agency of the Banks of Bengal,
Madras, and Bombay for this purpose,

7. I observed, in my Financial Despateh of the 8th April 1862, No. 55, that the remunera-
tion which you have agreed to give them seemed to me to be excessive, The Banks were, how-
ever, entitled to compensation for the loss of their existing circulation, and as the arrangement is
made and is to last only for five years, I will make no further remark on this point.

8. You have, moreover, also conceded to them two indirect advantages : —

Ist- The Bank is relieved from the obligation to hold one quarter of its liabilities in
Specie.
2nd, They are, for the first time, allowed to deal in foreign exchanges.

I shall defer my observations en both of these points till after I have adverted to the
Currency arrangements,

9. The two important questions as regards the Currency are 1~

1. The principle on which the issues of paper are to be regulated ; and,
2. The agency to which the management of the issues is to be entrusted, so as to obtain
the best security for the steady maintenance of the principle of issue.

10. The principle for the regulation of the issues, contained in the Minute of Mr. Wilson,
which was transmitted to me in a Financial letter from the Governor Gererzl, dated the 29th
December 18
of the reserve of Specie. This principle was disapproved in my Financial Despatch of the 26th

59, No. 2, was, that Notes should be issued to theextent of three times the amount

March 1860, and I desired that what I believe to be the sound principle should be adopted, i, e.,




Proceedinga of the Madras Government, Financial Department,
25th October 1862. '

~ 19, In M. Laing’s Minate, it was stated that he considered that the best agency for issuing
and paying the Notes would, generally, be that of the existing Banks, wherever they had estab-
lishments, or might be disposed to open branches; and that arrangements were pending for
transferring to the Bank of Bengal the cash balances and part of the business hitherto transacted
at the Treasuries of the Government, arrangements which, he thought, might, with great advan-
tage to the Government, be extended to other Banks and Presidencies,

20. Mr. Beadon was in favor of muking use “ entirely of Government agency for the
issue of Notes.” A
21. The Government of India expressed no opinion on the subject.

22. In my Financial Despatch, dated the 2ad May 1861, No. 75, in referring to passages

in the repo
& Para. 29, “ It is provided by Clanse IX. that notes shall be issued by the Commis- ] port o.f the
“ gioner to lny]:lnon. in emh:ﬁge for silver ballion or coin, a: the prescribed rate, exactly, Committee and in the
' ¢ | presume, as silver coin would now be issued in exchange for bullion. I snppose that, :
“ under the arrangement proposed, thie notes of the Bank of Bengal being by a given day with. Minutes of the members
¢ drawn, Government notes will be issued to the Bank as to any other person, in exchange of your Govern ment,
¢ for bullion or coin, and that the Bank will then use thess Notes precisely as it has hither- I :
*fo nsed its own Notes; if this ba what is intended, T do not see for what they are to expressed very deci-

g dedly the opinion of Her

receive a certain payment, 5y
% 37. Yon have provided for the creation of Deputy Commissionersof Tssve in the dif- X k
¢¢ forent Presidencies, aund yonalbnve, '::{l pro?eﬂy, given thmn tl;edliower of Maj esty's Governmem,
“ establishing, enlarging, and altering circles of issue in any ia, a sea no T
ey mnpnwhys this power shonld not be exercised by establishing Deputy Commissioners that the issue of Notes
¢ of Tssue in large towns which you may desm toba the most suitable centres of issuc, should be kept uite
w33, The assaying of the bullion must be done by the Mint, and I do not understand a

“how the verification of the Notes can be entrusted to auy but a Government Officer,” apart from any Banking

establishment,

23. T cannot understand how, with fu!l knowledge of all the previous correspondence, and
with the passages quoted in the margin taken in connexion with that correspondence, it could be
supposed that [ had given any sanction to the employment of the Banks as Agents of the Govern-
‘ment, for the issue of the Notes, or of any connexion of the functions of banking and currency
‘in one establishment.

‘ 24. I did not prohibit, in as many words, the employment of Banks by the Government
‘as the Agents of [ssue, because I never supposed that such a deviation from the consistent and
uniform view contained in the Despatches from and to India, of the proper course to be taken
in this respect, would have been made, before being submitted to me for my opinion and
instructions. : '

‘ 25. Itis, I believe, essantial, in order to ensure an adherence to the established principle
of issue, that it should not be left in the hands of a Bank.

26. The sound principle of issue may be said to have been established before the Com-
mittees of the two Houses of Parliament that sat in 1811, and was®enforced by the Act of 1844,

27. The issue of Notes, however, was, from a regard to existing interests and long usage,
continued at the Bank of England, though in a separate department, and subjected to regula-
tious which, if adhered to, would have maintained the recognized principle.

28. Twice, however, since 181} the demands on the discount branch of the Banking De-
partment have bzen such, that the Gvernment has been driven to authoriz2 the Bank to depart
from the recognized principle of issue, to infringe the leyal restriction, and to issue Notes beyond
the amount which the specie in the [ssue Department warranted.

29. Such a demand conld not have been mide on a Department of Government merely
exchanging Notes for spzcie and specie for Notes.

30. The experience thus acquired has shown that the best, if not the only, mode of ensur-
ing adherence to the established principle of issue is by totally separating the issne from any
‘Banking establishment.

31. It wasa strong convietlon of this that guided Her Majesty's Government in the mea-
sures which were sanctioned for establishing a Paper Currency in India, where there were no
long established interests or usages in existence, They believed it to be wise to entrust to Go-
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vernment Ageney, and to Government Agem:y !
money, combining, as far as possible, both measures
to leave to Banks only the exercise of legitimate

32, That Notes, however issued, sboql‘d‘,‘,
through the Banks always appeared to me to Be :

* « Ycan guite understand, however, that the Notes may ¥
“ he more readily brought into cirenlation thf'mgh the
 mediam of baukers, or, indecd, of other traders” " o

33. All money, whether coin or paper, 18 m
of traders, and principally of Bankers. ‘This w
existing |'anks whose power of issue was ta
were those of the Bank of Bengal.
which would otherwise have been 1
the Notas of the Bank of Bengal were with
of course (of necessity, I may almost say), '1
34, In this sense, T always contempls
would, to a great extent, be brought into ¢
asagents for Government, in respect of the
ing functions. ey TR
35. With regard to the practical
stand you to have provided for the issue
I am of opinion that the office of the Comm
means of verifying the Notes, should be esta
86. It is scarcely practicable to give you diree
but you will distinctly understand that the pnn(ﬁﬁl&
with actual engagements, to separate all connexion k
money, and ultimately to constitute the Mint the so at Caleut
well as of coined, mouey. TR = |
87. With regard to Notes in other pWOf the ¢
posed arrangements, be no place but Caleutta where
and as the cash balances ofethe Government Tre
by a further part of your arrangement, are relieved om
of their liabilities in specie, it seems to me that there
of the Notes in places beyond Caleutta. Her Majest
the suecess of the measure, that there should exist i
the power of demanding coin for Notes, and it was
circles was proposed. O
38. Such an arrangement of circles in fact
Bank of England at Manchester, Bristol, Ieeds, &
place of issue, payment for which in gold may be
as well as in London, but cannot be demanded nﬂ_ﬂlyg
39. This latter provision is necessary asa prot
of the branches, but practically the Notes Lssuad.ly N}
other, as well as in London, and the uniformity of
England is not affected. s o --:‘f"‘ :
40. A similar arrangement was contempl
intended that Notes of the Government of Indi
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?m tlf;,uctn:w, a.nd other places, as the centres of circles, similar in all respects to Notes issued
b u bearing on them the name of the place where they were issued, , and for which
payment in coin could only be legally demanded at the place of their issue or at Caleutta. The
Lahore or Lucknow stamp on & Note would give it additional currency in its own neighbm;rhocd,

‘and the cases of N i i i i
et v,extenf.o Notes being carried to distant psxts of India would probably not be to a very
HTY A"l.: ‘&k : F‘

ight be possible that, in order to shake the evedit of th '
P P SUnG Wardendo e Government for some poli-
olips f ,,‘::mv sztra.ordigmy number of Notes might be presented for payment at somep:nc
d“brmhw L ae;s o;tla;,snt?.;:wnggdom“}f mi[; such a case, the power of refusing to cash a Note issued
elsewhere ; at Lucl ould a protection to Government, but in all erdin
IluekmmNote would be cashed at Lahore, and vice vers i. ik ki i fhm
'ﬂ;e 42, Sll'hat the number of eircles should be, can be best decided by your Government, with
MM, k owledge‘a.t yourcommand ; but it does not appear how more than a very f ’1
circles eould be required, Y

- 43. 1 desire, therefore, that Deput; issi

Sy metine retore, that Ueputy Commissioners may be appointed in such lar t

a_e“y-::’ My ﬂwdo upon,; @ibe empowered to exchange Notes for coin, and vice versd. lIgtesh(:):?g
; oées ‘ Wbr‘zrby law for the Geyernmem Oﬂicers at any ene of these places to give coin for

tes stamped or issued at other places, but in practice he should give it, if the coin in his
possession would enable him to do so. -

44. T should be obligatory, however, to give coin £ .
odslh nf it sz, however, to give coin for all such Notes at Calcutta, as well as
45. If, as I anticipate, the convenienco of pa iated i i
' as 1z te, ‘ aper money shall be appreciated in India, it will

be for the interest of the Banks to use the Notes o as to dispense with the encumbranc:': o g

e b s T ‘ f large
weights of silver, and with that object to obtain them from {h o e
U TN et gt VSR Ut N ¢ Commissioners or Deputy Com-
missioners of Txsue, and to keop them in cirenlation hy cashing tham in small ,mr_ ! f’“.ty o

46. Ttis not by the Notes being actually converted, but by general confidence in their con- .

vertibility, in case of need, and by their being receivable at allthe Gov :
i : h ernment Treasuries, th
3 ani;u;pa.t; therg‘ote; b(;;n;mmg part of the ordinary circulation of the country, =
. Iapprehend nothing more is to ensure an unif ]
R S necessary orm currency throughout the
48. I have no wish to make any attempt to force the circulati
s, mak e ion of Notes, which attempt
would My and deservedly fail I wish to afford to the people of India the convenienzlﬂf
a ‘cmenlii_;hpn of Notes, and I believe that an intelligent community will be sufficiently alive to the
m:mmoe of them, to be ready to avail themselves of the advantages thus placed within their
reac :
Bm:: “§ mus;. no;v advert to a material point in connexion with the privileges conceded to the
uohm ;es- engal and Madras, a.né, I suppose, of Bombay, viz.,, the power of dealing in foreign
e 50. It appears to Her Majesty’s Government to be very ohjectionable to allow Banks so
intimately connected with the Government as these Banks, and which are entrusted with the
a:;tady of the Government balances, to deal in foreign exchanges. The Bank of England does
L o e o S . .
Mﬁmnmt Pumneas,of that deseription, v.vluc.h is, in fact, not bcmkmg, but speculative commer-
51 By (}lanse 5 of Act XXVII. of 1855, the Bank of Bengal was authorized, according
to the mstrmcflons, ‘and ab the rigk, of their constituents to remit the principal, interest, or divi-
dends of Government securities by public or private bills, whether payable in India or rot, and to
do,al! acts nccessary or proper for the purpose of making such remittances. But the power to
deal in foreign exchanges was not necessary for that purpose.

: 52.., The question of giving a power to deal in foreign exchanges to the Bank of Bengal
whch.?.s' now pmpoacd., was formerly and on different oceasions congidered, and that power wa;
g}v.mys 'fmt.lllheki. 1t is still more objectionable to give it when, as proposed by you, the business
of issue is, in a greater or less degree, connected with the business of the Dank,

/
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% Prweadmgagmu Mndm Government, Financial Department,
!: Qﬁﬂl mber 1832 £ z
Bai ' business of the Gofemment are to be
53. Any Bank to which the balances and Treasury
entrusted mnirtbemmctod to legitimate banking opemt.mns, such as those trauaacted by the_
Bank of England or by the Bank of Bengal as heretofore constituted. :
54 This precaution is indispensable, for it cannot be conceived that a ﬁmiure on ﬂ;f pa:
of the Bank entrusted with the business of Government, to. cash aGovernment "Iete o:l; g:, ]o
pay any legal demand on the Government, mlq b _: o .,;.{ to affect only

inevitably be regarded as a m@‘ on the pan‘_
must be taken to guard aglmlt the p«nbﬂmy ;
55. 1 must desire, therefore, that you will

o M& whmh you were
T e ‘;‘g; md Her Ma}esty 8

about to make with the Bank of Agra, ‘iﬂu@hw ]
have to the Bank of Bengal of
Govemmeut e&nnot R m‘-— iuﬁcaﬂiﬂm m Jowey M%‘ﬁer Majesty to disallow

ct, in order togwe you

it . Treasury
‘_ %gjﬁ. ﬁ'ﬁp; believe,
i ,bm!m will afford
e other m@.‘ﬂw paper

Directors, cégmm&:o ‘
ment would be exercised, b
Bank, in its branches, as wll u

. You have not stated on wha e reli
oﬂnof:mg one-fourth of ibhﬂ:;g& es _;i!ﬁl Sl‘ep. tsken together with
the transfer to the Banks of the G hﬂl which were always held in Specie, is to
diminish the coin available for the mﬁﬁﬁi r of m mam measures [or ensuring
re with wh&t you have done.

© 50. There is one other point put prom
the scheme which relates toiutﬁng Notes on gold, i. :
introduction of a Gold Currency in India, on \i_hwh ;mu:mk&= e rer
60. How that result is io be produced is ‘ vmt can f:ake place under
this provision is, that gold may be dnpouﬁoﬁ wﬁﬁ- ;ﬁl*!’liﬁ_{i ent, and paper money

y the public for consump-
issued thereon. Thegold mll rqmmﬁx_n eposit unt _y ire v__tbepurbhc |
tion in trade, or Whe ao'gm& it will be taken from the Issue Department,
“and the ‘!‘Jﬂuﬁhm ion. Inno c m > pin:t‘ut&nﬂummy.

'&lt whmﬂ, if acted upon to any
dia will be subjected to variations which would not
hﬂ oocnmd p_iﬂu ewcuhhnn I, gnﬂﬂ' paper based on n;;r. 3
62, The guestion of mmﬂmhg gold into circulation in India isa very important an
Wﬁﬁﬁlﬂ! ‘one, but it has nothing to do mﬂlﬂm issue of Notes on gold.
Tlud mm of l ractical nature, arising mainly from the uncertainty of the
“ IM Pl' “'isnnt I&d"to be determined while fresh discoveries of
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Proceedmgs of the M adras Government, Fmancml Department,
25th October 1862.

64. If, by any change in the relative value of the precious metals, the Sovereign and 10
silver Rupees should become of equal intrinsic value, the introduction of gold would be of com-
paratively easy accomplishment. At present, however, Her Majesty's Government do not cons
sider that it would be expedient to take any step with a view to that object.

65. The papersnow reccived do 1ot contain any explanation on a point referred to in my
Finaucial Despatch, dated the 8th April last, viz., how it is proposed to ascertain the amount of
)ﬁote? kepfma seulation by the 2 zency of the Bank.: It is obvigusly easy, ifthe Baus vere the

~ only place of issue ; but your schéme contemp‘lates the posslblllf& of issue in other t'ays, and
I am, tbetb'fore, desirous of being informed ho it is propoaetl to distinguish the Notes kept in
circulation through the different Agencies. 1.do not understand that you con ‘Plate allowing
3 per mg to any other person who may a) for Notes, or, indeed, to the quk of Bengal, for
- Notes beyond those already issued to them and épt,nf circulation by them, according to the

terms of 3oxygreement with them. Any such fltrther allwwant:e oe’tlaamly onght not to be
made.

66. ’I am not aware of any other pomt which calls for xemarl. , ?
67 Tt “hnnecemry for me to give'préeise directions as regards adras and Bombay; as
the sam ning and the same principles y to those Presicenciés as to Bengal. 1 do not
ﬁw dzev stand in what state the arran}emauts are at Madras and Bowmbay, but. Her fh}esly s
en &9 desirous that the same course should Jbe adopted for those Presidencies, as has
bee:r;?in ut for Bengal. A copy }I‘ this Despatch’will be sent to tye Governments of
Madras and

Fgmbay, for their guidance in this respect, md in order that they may be in

v
&

)

possewon ofthe views of Her Majesty's Goyei!nment. 3 .
No. 79. ORDER rnxuou, “26th October 1862, No. 757.

: Resolved that a copy of the foregomg Despatch and its enclosure be furnished to the
Accountant Greneral anl the Mint Master.

(Signed) T. PYCROEFT,
Chief Secretary.

Exd. T, O'Counor.
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