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Reap—also the following paper :—

From 8. JACOB, Esq., Officiating Secretary to the Government of India, Finance
and Commerce Department, to the Clief Secretary to the .Government of
Madras, dated Calcutta, the 28th January 1895, No. 485-A.

With reference to the correspondence ending with your telegram, dated the 17th
August’ 1894, regarding a proposal to permit the Bank of Madras to establish
branches in Ceylon elsewhere than at Colombo and to allow them to accept as security
the Government stock and debentures of Ceylon, T am directed to enclose, for the
information of His Excellency the Governor of Madras and communication to the

. Bank of Madras, copy of a correspond-

* Despatch to the Secretary of Stato for India, ence * op the subject with the Secretary

No. 245, dated 19th September 1894. f State for India. £ hich. it will: T,
- 0 or India, from which it will be
Dfslpaai:clk:fg;z thdeatesde‘ggfﬁ) Eoufmgzitisgf seen that the Secretary of State is unable

3 ; to accept the proposal.
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Despatch from the Government of India, Finance and Commerce Department (A ccounts and
* Finance—Presidency Ban}xs and thc-i_r Branches), to the Right Honorable Her Ma.jesty’s
Becretary of State for India, dated Simla, the 19th September 1894, No. 245,

We have the honour to transmit copy of correspondence relating to a proposal made by
the Government of Ceylon to amend the Presidency Banks Act, 1876, so as to permit the Bank
of Madras to establish branches in Ceylon, at other places besides Colombo where they have a
branch alreudy, and to allow these branches to accept as security the Government stock and
debentures of Ceylon.

2. In 1886 the Bank of Madras enquired informally whether an application for an amenq.-
ment of the Presidency Banks Act so as to allow the Bank to advance on, and invest i e
securities of the Government of Ceylon woulfi be likely to receive favorable consideration f'rom
the Government of India. ‘T'he Bank were informed that it was not likely that such ia proposal
would be accepted. = Again in 1892, on the failure of the New Oriental Bank, the Bank applied
to us for permission to open branches at Kandy and Jaffna in Ceylon. But in view of the pro-
visions oFesections 40 and 42 of the Act, we were unable to comyply with the request, W
present proposals would appear to have been made in consequence of these refusals, )

3. The main principle on which the system of the Presidency Banks is is t
may not deal in foreign exchanges or establish _branehep out of India, for if t;:;dwlgreh:ﬁotvl::g
to do theso things the Govgrnment })f}lan.ces, which are n _thgir custody, would not he available
either in rupees or in banking securities in India. _ This JPrinciple we desire to maintain, but the
situation of Ceylon and its intimate trade relat‘loqs with In'dm differentiate it geographically
and commercially from other places outside the limits of India. The difference was recognised
to a certain extent in the Act of. 1276 by the Jn_ar@muon granted to the Bank of Madras to deal
in negotiable securities payable in Ceylo_n, and it 1s now adduced as the main ground on which g
favorable consideration of the proposals is claimed. . .




e e

2 11t Fesruary 1895, No. 156, FiNaxciaL.

i

e S ot s b B o AP AP PN

4. In considering whether in this case some deviation may be allowed from the prineiple
stated above, it must be remembered that the Bank of Madras oceupies a very different position in
India from the Banks of Bengal and Bombay. It is a much smaller institution and is far less of
a dominant factor in the commerce of India and even of its own cily ; and we do not-in auy
degree depend upon it in the sense in which we depend upon the Bank of Bengal and, to a lesser
extent, on the Bank of Bombay. On the other hand, as much of the trad® which the Bank of
Madras finances is closely connected with Ceylon, it would hardly be inconsistent with the

eheral principle of restricting the operations of each Bank within its own sphere to permit the
ﬁank of Madras to undertake banking business in Ceylon.

5. Phe proposal may be considered to be open to objection on the ground that if the Bank
of Madias were allowed to establish additional branches in Ceylon, the concession might lead to
similar claims by the other two Presidency Banks. But it appears) to us that the fact that the
Bank of Madras already has a branch in Ceylon would enabM us to resist any such claim made
on behalf of the Banks of Bengal and® Bombay, giving as a sufficient rea on for refusal the fact
that the Bank of Madras was first in the field and that competition between the three Presidency
Bauks was undesirable. Nor do we consider that there would be any difficulty in resisting
similar claims that might be raised by the other banks as regards colonies other than ©aylon ;
for the intimate trade relations of Ceylon with India, together with its geographical situation,
would enable us to distinguish between that colony and any others.

6. Another possible objection against the proposal is that the opening of additional branches
of the Bank of Madras in Ceylon might divert funds belonging to the Government of India for
the use of the Ceylon trade and possibly of the Ceylon Government. It will, however. be seen
from the Madras Bank’s letter dated the 29th November{1893 (No. 2 in the schedule of papers),
that the existing branch at Colombo * has for the last fourteen years been workel entirely on its
own resources indepentlently of the Bank’s capital and that it is now able to epare large balances
for investment in India,” and we are assured that this will always be the case with the Ceylon

branches.

7. Tt appeared to us, when consi®ering the proposals, that, in addition to these assurances,
the fulfilment of two conditions was essential before the proposals could be entertained, namely,

(1) the maintenance of the rupee currency by the Goveinment of Ceylon, and (2) the adoption -

of measures whereby it could be ascertainel that funds belonging to the Government of India
were not diverted for use in Ceylon. T satisfy ourselves on these two points, we caused gnquiries
to be made from the Government of Ceylon and the Bank of Madras. It will be seen from the
correspondence enclosed that the present intention of the Governmen‘t.of Ceylon is to maintain
the rupee currency in that colony; but they suggest, as an addxtmnn} _precaution, that the
permission to the Bank to open new branches in Ceylon might be made conditional on the mainte-
nance of the rupee currency. On the second point the Bank have expressed their confidence that
in the future, as in the past, the braniches in Ceylon “_rould have a surplus of assets and would
not require t6 be financed out of the resoures of the Indian branches. 'To make this quite certain,
however, the Bank have agreed, at our suggestion, to render the weekly statement of the Bank’s
affairs under section 43 of the Act in two parts,—one showing the assets and liabilities of the
branches in Ceylon (in which will be included ghe loans on the Ceylon Government securities),
and the other showing those of the head office and the other “ranches in India. 3

8. Under these circumstances and subject {o the proviso suggested by. the Government of
Ceylon, we do not think there is any material risk in making the concessions proposed. The
Government of Madras also, whom e consulted on this matter, consu.ier the proposals unobjo_o-
tionable and so does the Madras Chamber of Commerce. We accordingly recommend that, in
view of the interests of Ceylon and those of the trade between India and Ceylon, the proposals
of the Colonial Government may be sanctioned and that we may be authorised to give, effect to

them by legislative and executive action.

the Right Honorable Mr. H. H. FOWLER, Her Majesty’s Secretary of Stafe
Despatc;};rf;%rgia' t?o ]1[%; Iixcellency the Right Honorable the (}nvemnr-ngern! of India in
Conneil, dated India Office, London, 20th December 1894, No. 232 (Financial).

I-have considered in Council your Excellenoy’s letter, dated the 19th of September,
No. 245, recommending that,¥in view of the interests of Ceylon and of those of the trade _bf*t“fe.en
Indih and Ceylon, a proposal made by the Government of that Colony should be eomplied with
for the am ndment of the Presidency Banks Act of 1876 in such a manner as to permit the
Bank of Ma Iris to establish branches in Ceylon, at places other than Colombo where they already
have a branch, and to allow those branches to sccept as_security the Government stock and

debentares of the eolony. ' .

2. Your Excollency observes that the main principle on which the system of the Presidency
Banks is based is thut they may not deal in foreign exchanges or establish branches out of Iudia,
; ht result in the Government balances in their custody not being available, either

since that mig

in rupass or in banking so ! ' ) iti0n Eheik SHEIEE oas
a!ble l}))mkiuw faciliti=s %o the trale in those areas in India to which it is primarily the object of
: g 1

1 should have been unwilling to give my consent to it.

» soourities, in India and might also prejudice their ability to give reason- -
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existence to afford them. While desirous of maintaining this principle you are of opinion
that Ceylon differs in various respects so materially from other places outside lndia, that ou
consider it safe to comply with the request of the Ceylon Government on the assurance that it is
its present intention to maintain the rupee currency in that colony. aud on the u.ndm:ta‘klng.of
thepBank of Madras to render to youn sgmh a weekly statement of its affairs as will distinguish
the assets and liabilities of the branches in Ceylon from those of the head office and branches in
dia.
In 3. T eoncur in the opinion expressed by many of my predecessors in Council that it is highly
im rt.ant to maintain as an essential condition of a Presidency 'Bu.uk that it shall not deal in
furg‘i) n exchanges or be allowed to establish brzm_(:hes_ out of India, and I am not satisfied that
theregis any sufficient reason for making an exception in the'case of the .Bank of Madras. I hq,ve
not been able to find in the procoedings of 1867 an explanation of its being permitted to establish
branch at Colombo; but I shoudd regret a further extension of this exceptional privilege. It
:eems doubtful whether the existing capital of the Bank' would be suflicient in case of any great
levelopment of its business in the celony ; and, althougn. at present the Ceylon branch shows a
e | I of assits over liabilities, it is by no means certain that that would always be the caso
:‘xlelpol:f an emergency arising the Bank might be compelled to send to Ceylon a considerable

tion of its Indian assets. : |
o l4 Again, although India and Ceylon are now on the same standard, it does not follow that

they will remain so, and, if vither country changed its currency, eomplications might very likely

their

e’ e «
. al to permit the funds to be invested in the securities of another Government

(exoe5p.t ;Il‘ll:; E;OFI?: United Kingdom) is, to my mind, distinetly objectionable, and in any case
6. 1 regret that for these reasons 1 am unable to authorise the action which your Govern-

ment propose to take in the matter,

OsvEr—dated 11th February 1895, No. 136, Finaneial.
Communicated to the Directors of the Bank of Madras.

(Trme Extract.)

Chief Secretary,
. x - ‘.
To the Sderetary and Treasurer, Bink of Madras, .
Exd C. A. Muonisawmy.
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No. 245 oF 1854,
GOVERNMENT OF INDI A
FINANCE AND COMMERCE DEPARTMENT.

ACCOUNTS AND FINANCE.
Presidency Banks and their Branches.

\‘-
To
THE RiGHT HONOURABLE H. H. FOWLER,
Her Majesty's Secretary of State for India,
Stmla, the 29th September. 1894,
SIR,

WE have the honour to transmit copy of correspondence relating to a
proposal made by the Government of Ceylon to amend the Presidency
Banks Act, 1876, so as to permit the Bank of Madras to establish branches in
Ceylon, at other places besides Colombo where they have a branch already, and
to allow these branches to accept as security the Government stock and debentures
of Ceylon. ;

2. In 1886 the Bank of Madras enquired informally whether an application
for an amendment of the Presidency Banks Act, so as to allow the Bank
to advance on, and invest in, the securities of the Government of Ceylon, would
be likely to receive favourable consideration from the ‘Government of India. The

"Bank were informed that it was not likely that such a proposal would be

accepted. Again in 1892, on the failure of the New Oriental Bank, the Bank
applied to us for permission to open branches at Kandy and Jaffna in Ceylon.
But in view of the provisions of sections 40 and 42 of the Act, we were
unable to comply with the request. The present proposals would appear to have
been made in consequence of these refusals.

3. The main principle on which the system of the Presidency Banks is based,

- is that they may not deal in foreign exchanges or establish branches out of

India, for if they were allowed to do these things the Government balances, which
are in their custody, would not be available either in’ rupees -or in bankin

securities in India. This principle we desire to maintain, but the situation of

" Ceylon, and its intimate trade relations with India, differentiate it geographically

and commercially from other places outside the limits of India. The difference
was recognised to a certain extent in the Act of 1876 by the permission granted
to the Bank of Madras to deal in negotiable securities payable in Ceylon, and it
is now adduced as the main ground on which a favourable consideration of the
proposals is claimed.

4. In considering whether in this case some deviation may be allowed from
the principle stated above, it must bg remembered that the” Bank of Madras
occupies a very different position in India from the Banks of Bengal and
Bombay. It is a much smaller nstitution, and is far less of g dominant factor
in the commerce of India and even of Its own city; and we do not in any
degree depend uponrcit in the sense in which we depend upon the' Bank of
Bengal and, to a lesser extent, on the Bank of Bombay. On the other hand
as much of the trade which the_ Bank_ of Ma_dras finances is closely Connected’
with Ceylon, it would hardly be inconsistent with the general principle of restrict-
ing the operations of each Bank within its own sphere, to permit the Bank of
Madras to undertake banking business in Ceylon,

. The proposal may be considered to be open to objection on the
ground that if the Banlg of Madras were all_ow:ed to establish additional branches
in Ceylon, the concession might lead to similar claims by the other two Pre-
sidency Banks. But it appears to us that the fact that the Bank of Madras
already has a branch in Ceylon would enable us to resist any such claim made
on behalf of the Banks of Bengal and Bombay, giving as a sufficient reason
for refusal the fact that the Bank of Madras was first in the field and that com-
petition  between the three Pre.sxdency.Banlgs was undesirable. Nor do we con-
sider that there would be any difficulty in resisting similar clajms that might he
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the Ceylon Government. [t will, however, be seen from the Madras Bap)’
letter, dated the 29th November 1893 (No. 2 in the schedule of Papers), that the
existing branch at Colombo * hag for the last fourteen years
entirely on its own resources independently of the Bank’s capital
1s now able to spare large balances for investment in India,”
that this will always be the case with the Ceylon branches,

7. It appeared to us, when considering the proposals, that i addition to
these assurances, the fulfilment of tywo conditions was essential before the p
sals could be entertained, namely, (1) the maintenance of the rupee ¢y
by the Government of Ceylon, and (2) the adoption of measures where
could be ascertained that funds belonging to the Government of India we
diverted for use in Ceylon. To satisfy ourselves on these two points, we ¢
enquiries to be made from the Government of Ceylon and the Bapl of M

yand that it
and we are assured

T€ not
aused

branches. To make this' quite certain, however, the Bank haye agreed, at
suggestion, to render the weekly statement of the Bank’s affairs un
43 of the Act in two parts,—one showing the assets and liabilities of the brancheg
in Ceylon (in which will be included the loans on the Ceylon Governmeny
securities), and the other showing those of the head office and the other
branches in India.

8. Under these circumstances, and subject to the Proviso suggested by the
Government of Ceylon, we do not think there is any material risk in making the
concessions proposed. The Government of Madras also, whom we consulted
on this matter, consider the proposals unobjectionable and so does the Madrag
Chamber of Commerce, We accordingly recommend that, in view of the interests

We have the honour to be,
SIR,
Your most obedient, humble Servant’s‘

. ' (Signed) ELGIN.
' .  G.S. WHITE,
» A, E. MILLER,
SN H. BRACKENBURY,
» C. B. PRITCHARD.
» ] WESTLAND,

» AP MACDONNELL
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Schedule of Pagers.

. Letter from the Government of Ceylon, to the Government

of India, dated the 31st October 1893.

. Letter from the Bank of Madras, to the Government of India,

No. 141, dated the 29th Noyember 1893, and enclosures.

. Letter from the Governmaﬂt of India, to the Bank of

Madras, No. 1302, dated the 13th March 1894.

. Letter from the Bank of Madras, to the Government of India,

No. 5, dated the 12th April 1894, and enclosures.

Letter from the Government of India, to the Government

of Madras, No. 2937, dated the gth June 1894.

Letter from the Government of India, to the Government

of Ceylon, No. 2938, dated the gth June 1894.

Letter from the Government of Ceylon, to the Government

of India, dated the 17th July 1894.

. Telegram from the Government of Madras, to the Govern-

ment of India, dated the roth August 1894+
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DEPARTMENT.,

ACCOUNTS AND FINANCE,
Presideney Banks and their Branches.

From

THE GOVERNMENT OF INDIA,

To

THE SECY. OF STATE ror INDIA,

No. 243,

Dated Simla, the 19th Septemiber 1894,
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Proposal to amend the Presi

establish branches in Ceylon, elsewhere théx;
- in_Colombo, and to allow the branches to ac-

cept as security the Govermment stock and
debentures of Ceylon. :
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