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No. 10.  Read the following Déspatch from the Right Honorable Sir C, WOOD, Bar
Secretary of State for India; to His Excellency the Honorable the Gove’rnor i;
Council, Fort Saint George, dated India Office, London, 16th June 1863, No. 38

I forward, in the packet for your information and guidance, copy of a Finaneial Despatch,®
which I have addressed to the Government ;f

® Dated 10th June 1883, No. 103, India, on the subject of the measures adopted

| ; by that Government for transferring the Goy-
ernment Treasury business to Banks, and for the introduction of a Government paper currency

into India.

Despatch from the Right Honorable Sir C. WOOD, Bart., Secrelary ofi_St,ate for India; to His
Excellency the Right Honorable the Governor General of India in Council, dated India

. Office, London, 10th June 1863, No. 103, 5
. Paragraph 1. I have received your Financial letter, cl,a,tectii_tlie 2nd Jahu‘zilr.j 183%, No. 1,
replying to wy Despatch of the 16th September last, No. 158, relative to the measures ad-op'tedr

by you for transferring the Government Treasury business to Banks, and for the introduction of
a Grovernment paper currency into India ;. and I have also received your Financial letter, dated
the 15th April last, No. 46, forwarding minutes by the several Members of yoﬁr Governmeni on

the same subject.

2. 1 have carefully considered in Council your observations in reference to the arrange.
ments which you have made, for the employment of the Bank of Bengal and its branches in c:m
nexion with the issue and circulation of notes ; but the perusal of them has not removed the
objections which [ have always entertaine‘d‘ and expre__,»‘s‘sed'to such employment of the Bank.

3. A great defect of your arrangements is, that no adequate security is provided (or the
convertibility of the notes, especially in parts of India distant from Calcutta, although it is
certain that the most complete confidence on this point is indispensable to the success of the
circulation of the Government notes. LR '

4. I pointed out, in my fonper.Despatch,_tha't yéﬁ}t h'évilfg’ re]ie\?éd the Bank from tha
necessity of holding one-fourth of its liabilities, payable on demand, in specie, necessaiily
diminjshed the coin available for the converlibility of the notes.

5. Your arrangements have, however, a farther tendency to diminish the coin available for
the conversion of notes, for the explanation contained in your Despatch of the principle on which
the payment, of three quarters per ent. is to be calculated, shows that the Bank has evq:ary induce-
ment to hold as little coin, and as lars2 an amount of notes, as possible, in its reserve. You
state that the three quarters percent. is to be paid on all notes for which the Bank has given
bullion or coin. It will be payable, therefore, on all notes kept in reserve by the Bank, whilst
on coin g0 kept, it would of course receive nothing. It is obviously, therefore, the interest of
the Bank to keep notes, and not coin, in its reserve.

6. With respect to the branches of the Bank of Bengal, the duty of cashing the notes is
not even imposed on them. They are only expected to do 80, as stated in Yois DeSpatcb i
ordinary circumstances,” and in Mr. Laing’s Minute, the cashing of notes at the brancl;es is
spoken of as * an accommodation to the public, as a matter of convenience,” and not as “ 4 legal
obligation.” .

7. T readly admit that this is as much as can fairly be expected from a banking establish-
ment, which is altogether unconnected with the currency, but i cél‘ti‘tinly is not the sort of seeq
rity for the convertibility of its notes which Government is bound to provide. :

i By You stated that one of your principal reasons for not adopling the system of circles
and for using the Bank as the Agent of the Government was, because jou' conceived that tii;
latter course of proceeding ensured the advantage of an uniform currency, which would be im-

possible with different circles of issue.




N P o b S i o et

Proceedings of the Madras Government, Financial Depariment,
8th August 1863.

AN AL A A A A P A A A AP P NN S S A P e

9. 1 observe, however, that, under the system which you have adopted, even within a much
more limited area round Caleutta, the notes of the branch Banks are put into circulation with a
mark upon them, indicating the place of issue, “ those put into circulation by each branch bei ng
< freely exchanged for coin af their own braneh, and if sent elsewhere, and paid into any other
“ branch, or into the head office, they are immediately returned to the branch to which they
¢ belong.” :

10. I donot see in what respeet this system differs from® that which I had recommended
for the circles of issue, with one exception, The netes issued at each centre of a circle would
have been legally convertible there, whilst, according to your plan, the notes are only to be free ]'y
exchanged at the place where they are put into circulation.

b 11 It is obvious that the same degree of uniformity exists in both plans, whilst according
to my directions in regard to circles, actual convertibility at each centre of issue of the notes
issued at such centre would be secured.

12. I'remain, therefore, of opinion, that the only sound system for the management of the
paper issue in India is, that il.: should be entirely in the hands of the Government, and that the
Bank should have no connexion whatever with it, and I adhere to that which I conveyed to you
in paragraph 31 of my Financial Despateh of the 16th September 1862, that it is *“ wise to
¢ intrust to Government agency, and to Government agency alone, the issue of paper as well ag
« of metalic money, combining as far as possible both measures in the same Department of Gov-
« ernment, and to leave to Baoks ounly the exeroise of legitimate banking funetions.”

13. Tam equally certain that, in the exercise of its ligitimate functions, the Bank would
essentially promote the circulation of notes, as I pointed out to you in the subsequent para-
graphs of that Despatch.

14. 1 have, therefore, to desire that you will, at the earliest period in your power, tak e
measures for carrying into execubion the instructions contained in that Denpat&h,—-

1st.—That the notes in Calcutta should be issued by the Commissioner at the Mint, and tha t

the means of verifying the notes and exchanging notes for bullion and coin, vice versd,
should be established there.

9.d.—That at certain places, which probably need not exceed five or six in Bengal and the

Upper Provinces, offices should be established for the issue and exchange of notes,
3rd.—That these notes should differ from the Calcutta notes only in having the name of
the place of issue marked upon them ; should be convertible of right only at the place of
issue or at Calcutta ; should be receivable everywhere at Government Treasuries in pay-
ment of taxes, and should be converted at any other place of issue, if the Officer antici=
pated no risk in doing so.

15. 1 merely point to these general measures, and for any further details T need only refer

you to my former Despatches, and especially to

. oneial Letter to India, dated 2nd May 1861 No, 76 = - ~ e May 1861
g::—:::gpar:.gmph 39, % The issue of notes uhc)ul:i, therefore, 1Y F“-"mcml Despate-h Of- the 2nd Y 3
be kept quite distinct from any banking establishment, ang requesting you to keep in mind the fundamental

ngn:u&‘;gg:gggteaix;oo’:gr%ﬁ‘::ﬁm' IR e principle that the Bank is to have no part in the
management of the currency.

16. An obstacle may exist in the agreement with the Bank of Bengal for the management
of the jssue and circulation ot notes, receiving a puyment of three quarters per eent. on the notes
taken over by it. As the agreement is only for five years, and as by the change above directed
the Bank will be relieved from considerable expense and responsibility, they may not be unwill-
ing to come to an arrangement for cancelling the agreement and dispensing with the payment,
and I shall be ready to view favorably any proposal which you many make for this purpose.

17. 1 entirely approve of your placing the whole of the Treasury business in the hands of
the Bank of Bengal and its branches, as pointed out in paragraph 57 of mwy Financial Despatch

" of the 16th September 1862. I am also in favor of your encouraging the Bank to establish
branches in different parts of the country, to which the Government Treasury business of the
place may be transferred.

18. I apprehend that, in confiding to the Bank of Bengal and its branches the management
of the Treasury business, you will be able, without detriment to the public interests, to extend
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such advantages to the Bank as will fairly compensate it for any loss to which it may be exposed
from the withdrawal of the three quarters per cent. on the currency business. I should Lope,
h difficulty in this matter.

the condition on which alone any Bank can be entrusted
that it should be debarred from dealing at all in

therefore, that you will not find muc
19. I cannot, however, give up ‘
with the Government business, and that is,

foreign exchanges. : 1 4
90. 1 believe that, by the establishment of a great Bank entrusted with the business of the

Government, important advantages may be secured, not only to the Government, but also to the
public and to the Bank itself; that, without loss or danger to the Governmet.)t, great benefit may
be obtained by the Bank, from its connexion with the Governn.aent, but it is _es:sential for the
security of such operations that the business to be co'nducted by 1.f. should be. legitimate banking
business, and that it should abstain from all specu}atxve commercial transactions.

2], The same course should be adopted also in regard to the Banks of Madras and Bombay,

and probably but little difficulty will be found in those Presidencies, as the arrangements have
not proceeded so far as in Bengal. Copies of this Despateh will, therefore, be sent to the Gov-

ernments of Madras and Bombay for their guidance.

e

No 1, OrpER THEREON, 8th August 1863, No. 505.

Resolved that a copy of the foregoing Despatch and its enclosure be furnished to the
Accountant General and Mint Master.
(Signed) A.J. ARBUTHNOT,
Chief Secretary.
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