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LEGISLATIVE ASSEMBLY. 
• 

• . Tuella.y. S5tlr. January, 1927 • 

• 
The Assembly met in the Assembly Chamber of the Council House at 

Eleven of the Clock. Mr. President in the Chair. 

MEMBERS SWORN: 
• 

Mr. Hugh Golding Cooke. M.L.A. (Bombay: European); 

Lieut.-Colonel H. A. J. Gidney. M.L.A. (Nominated: Anglo-Indians); 
and 

Mr. Narayan Malhar Joshi. M.L.A. (Nominated: Labour Intarests). 

• • MOTION FOR ADJOURNMENT . 
DESPATCH OF INDIAN TRoops TO CHINA. 

lIf. Prelldent: I ha.ve received the following notice of motion for adjourn. 
ment of the House from Mr. SrinivB8a Iyengar: 

.. I give notice that I sbel: move the adjoumment of the BOUIe to·m01'1"OW (25th 
January) to consider a matter of urgent pubac importance: . 

the action of the Government of India in agreeing to contribute a contingent 
including Ilidian troops to take part in the military operations in China." 

I do n~ understa.od what debate the Honourable Member desires to raise 
on this motion.. If his object is to call into question the foreign policy 
of the British ·Govemmen'li or that of the Government of India. the m&tio.o 
is clearly out of order. I should like, therefore. in the firs. iilstance. to 
ascertain from the Honourable Member what the object underlying biIi 
motion is. The "IIlotion, I regret to observe. is in very wide terms Bnd 
I should like to know from the Honourable Member what really he mea.ns 
or what point he intends to raise by this motion. 
Mr. S. BrlDlv .. I1eD1ar (Madras City: Non-Muhammadan Urban): Sir. 

the object of the motion is to discuss the question whether the Government 
of India is entitled to or should send Indian troops to China without CI)D-
suIting the Indian Legislature. 

Mr. Pnsl4ent: I do not know if" in view of the narrow issue which 
Mr. Srinivasa. Iyengar proposes to raise on his motion. Government have 
any objection.. • 
, '!'he Honourable Sir AlU&Dder lIud4im&D (Home Member): Yes, Bir, 
I am a.fraid I must object-for this reason 1 because it seemB to me impos-
sible to 4iscUBS the question of Bending troops to China. without explainiDlC 
to the. ou~ the reason why troops are being sent to Chi1l!, ancWhat 
would involve a discussion which cannot fail· to aftect our relamin-not only 
the rel&~n of this Government but of ~ e :British o e en~wit  mal!l 
other foreign powers .• A disoU81ionof tJ!.is kind at this stage could nott.d • • 

• • (51 • 4  • 
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in my judgment, and it is a considered judgment speaking 8S ~ Member 
of the Government, to have the most dissstrous results. I believe it would 
be impossible, ~owe er carefully my Honourable friend was 'lio avoid going 
beyond the narrow iss\le, not to discllBs the necessity and other point!l: 
relating to the sending of these troops, and, even if he was successful in. 
that, thlre is no guarantee that other Members of the House would observe 
the same restruint. If my Honourable friend wishes at any time to raise 
the constitutional issue, I would suggest to him that it is very easy for 
him to do so in general terms and without interfering with internationsJ 
relations which may have reactions which this House I am sure would be 
very  very reluc'liant to stir. 
Pa.adit lIot1lal .wu (Cities of the United Provinces: Non-Muham· 

ruadan Urban): ,Sir, the motion which is before the House and hi respect 
of which leave is being asked for arises out of an announcement made by 
His Excellency the Governor General in his Inaugural Address. 

Kr. Pruldent: Order, order. The only question now under considera-
tion is the point of order, and I would ask the Honourable Member to be 
as brief a'8 possible. 
Pandit Kottla! .ehru: I will not be  more than five minutes. It arisps 

out of the announcement made by His Excellency that the Government 
of India hud agreed to send a con'liingent including Indian ~ro  t.o Chinn. 
Well, the oLject of the motion is simply to protest against any such agree· 
ment huving been arrived at without any reference to this House and with-
out giving i'Ii an opportunity to express its views on the subject. As the 
issue has been limited by the Mover, there is no question of any foreign 
relations between the British Government and any foreign power. The 
Viceroy himself said thnt the reason why the contingent was being sent 
was 'lihc lawlessness of II. certain section of the Chinese public which had 
resulted in insecurit.y of life and, property and th8t this was 0. purely 
defensive mensure Bgllinst such lawlessness. That Wl\S the reason assigned 
by His Excellency himself. We are not going beyond that, and 1'do not 
think it is proposed to discuss anything else. There are no rela'liions between 
the 'British Govl1mment nnd His Excellency the Governor General or 
between the" Governor General and any foreign State involved. It is a 
purely d~e tic question whether the 'lil'OOPS that are being sent out to 
China for whatever rellson (with which we are not concerned) should include 
a cont,ingent from India containing Indian troops without reference to the 
Legislttture. That, is \'he whole point. As for the apprehension of my 
friend the Honourable the Home Member that, although the Mover of 
the liesolution may restrict himself to the narrow is.sue he has stated, 
there is a likelihood of the other Members going beyond the limits, I submit, 
Sir, t,hat it will be for you to see that tho Members do not go beyond those 
limits,' and I think the House may well leave it in your .hands. We ar~ 

sure "liat you will not allow the discussion to digress. 

Pandit Madan kohaD lI&lavi)'& (AllAhabad and Jhansi Divisions: Non-. 
Muhammadan Rural): Sir, I support wha'li my Honourable friend the last 
speaker has said and I wish t(l draw attention to just one or two other 
point",. The troops of India cannot be employed outside 'India without the 
anc~. )n of f.a.rliament. The'troops of India sbouldnot be employed out 
of India without consultation with this Assembly. When there was a WIU', 
the Government were pleased. tt, caIt a Conference. That ConfeJ*].ee wa& 
iDvi'lied in Delhi in order to explain. to the Prinees anj people of lndia the 
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reasons whicp led His Majesty's Government to enter upon the war and 
to ... ask for tpeir continued support in carrying the wat to a ucce u~ issue. 
We do not know what developments may take place in the ~ure In con-
nection with the despatch of this contingent to China, but I am sure that 
if such a md're serious contingency. should arise, Government ~ould wish 
to enlist the sympathy and support of the Indian public represented. as it 
is in this Legislature, in order to carry out their policy, and it seems to 
me, Sir, that the question 8S to whether the Government should have sent 
out troops without any reference to this Assembly is a question of vital 
importance and that it should be discussed as such without entering intu 
questions which will affect the foreign relations of His Majesty's Govern-
ment. 

111'. :S. It. ShaDmukham Obe"y (Salem and Coimbatore cum North 
Arcot: Non-Muhammadan nural): Sir, are we to understand that the 
Honourable the Home Member haa raised a technical objection to this 
motion on the ground that it will come within the mischief of the rule 
prohibiting discussion of the foreign relations of His Majesty's Government, 
or does he simply object on the point of expediency? 

1Ir. PI_dent: 'l'he Honourable Member has heard the Home Member 
88 I have done. The Home Member is quite clea.r tbat he objects to the 
motion on the 8fOu!l.d that it falls within the mischief of rule 22 or 23-
whichever it is-of the Resolution Rules and he further objects on the 
ground that :any discussion of the subject matter of the motion at thi;; 
sta.ge would lead to disastrous consequences. I have no power to disallow 
this moLon on the ground that it can not be moved without detriment 
to the public interest. That power is vested in the Governor General. Thn 
Chair is therefore not concerned with t ~ second objection. 'l'he main 
objection of the Home Member, as I understand, is that the motion comes 
within the mischief of Rule 23 of the Uesolutioll Rules. 

-Mr. M. A.. JlDDah (Bombay City: Muhammada.n Urban): Sir, I 
understand that the motion whach is now. hefore the House is sought 
to be confined only to OM point, namely, \\·hether the Government 0' 
India should ha.ve agreed to send Indian troops to China, as was dlnounced 
by His Exce]]ency the Viceroy, without refflrence to this House. That 
is what I understand to be the iSBue. If that is the only issue, then the 
only question that we can discuss as whether the Government of India 
should have referred the matter to this House before they agreed to send 
the troops or not. If it is confined only to that point, then may I know 
what objection there can be to the motion being discussed? 

The Honourable Sir .Alexander J[w!dlmaa: I should like to say, Sir. 
that if I am to justify, I must explain; if I am to explain, I mUlt explain 
foreign rela.tiODB. It is quite obvioull that I cannot justify by any other 
way. It was said that Members would confine them.8e]ves Jltrictly to the 
terms of the motioo.. I am quite prepared to admit that tliey will ende .. 
vo1!r to do so. But I cannot confine myself ~ the tenns of the motion. 
I cannot explain matt£'1'8 that cannot be expldted without references thai 
at this stage migM have most unfortunate results and would open .. debate 
not within the rules. I do appeal to the Rouae to oonsider ~ e in~iontr 

. '. - ----,----_._-----_ .. ----• e8peeah lIot aorreet.eil by the BOllOlJl'able Kelliher • 
• A 2 • 
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implications of this ~atter. Already in this discussion I have heard 
the use of tlle tenn "war". Do you really desire to prejudice negotiation. 
of the most delicate character? If, I am to justify this, I ~annot justify 
it fully without brea.k.ing the rules. Do you wish to force me into that 
positlon? I appeal to the House. 

J[r. S. SriDlvaaa Iyengar: I w,ish to reply in a word or two. I do not 
propose to argue it. 

Kr. PrelldeDt: The Honourable Member has no right of reply in this 
case. It is merely a point of order that is being discussed. The Honour-
able the Home Member does not question tha.t the motion now before 
the House raises a definite matter or a matter of urgent public importance. 
I take it, therefore, that the subject matter of the motion is a definite matter 
of urgent public importance. 'rhe main ground on which he objects to 
this motion is that it relates to a matter affecting the relations of the 
British Government with the Chinese Government. This Assembly is cer-
tainly· not entitled to criticise or discuss the foreign policy of the British 
Government or of the Government of India, and any motion which directly 
or indirectly raises any discussion of that foreign policy would certainly 
be out of order. But the Honourable Member in charge of this motion 
has clearly indicated that his intention is to restrict th.is motion to a 
narrow issue, namely, that the Government of India should not have 
agreed to send Indian troops to China for military operations without 
reference to this Assembly. There is, therefore, no danger of the Assem-
bly discussing or criticising the foreign policy of any Government. I fully 
appreciate the' point of view of the Home Member that any discuss;ion 
on the subject matter of this motion at this stage would lead to disas-
trous CIOnsequences. But, as I have already pointed out to this Assembly, 
it is not a question for the Chair to cons.ider. The Chair is bound by 
the rules and regulations, and, if the motion does not raise any question 
of orei~. policy of the British Government or of the Government of 
:India f!.nd merely calls in question the action of the Government of 
India in &.greeing to send India.n troops without any reference to this Legis-
lature, I do not see how I can -disallow it. It was contended that Mem-
berR would not ha.ve sufficient restraint in diacuss;ing this motion and 
would criticise the foreign policy in their 8peeches. It is of course for 
the Chair to see how it would regulate the discuss,ion on this motion, and 
I am perfectly certain that, so far as I a.m concerned, I shall not. allow any 
Member in the slightest degree, direcUy or indirectly, to call into ques-
tion the decision of the British Government to carry on military opera-
tions in China or anything of that kind and I Rhall also see ~ at the discus-
"ion on ibis question is restricted to the one issue and the one issue alone, 
namely, the action of the Government of India in ""l'reeinf{ to send Indian 
troops wit ou~ reference to this Assembly. The Borne Member further 
contended that Members might put a restraint On themselves but he 
could not explain his case Wlithout giving reason. why the Government 
of India had been obliged te:; agree to send troops to China. Well, that is 
his misfortune. The Chair cannot help him. In fihe opinion of the 
linai ... ...if!,.Js not at all nece8sary for the purpose of thitt reAtricted uiotion 
for the Home Member to touch on and discuss the question of foreign 
polic:v. He can very well 'say In reply • 'Well, we are. not bound... under 
the Govemment of India Act" to consult the Legislature, ~d therefore 
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[Mr. President. "Ordl', 
'We ha.ve noi consulted them". Or he might go further and sa.y, 
narily, we would con.suIt the egi la.~ure, but in .tms matter, there. a~e 
secret negotiations gOIng on, or anythmg of that kmd, and tllerefore It IS 
not in the ~ublic interests to discuss the whole ml;'tter on. the floor of 
this House". He can, if he wishes, meet the Leglslature In t~at war~ 
But, as I ~  it is not my fault tha.t the Home Member tn~  i el~ ~ 
" difficult o itio~. For all t ~ e re~o , I rule that the motlOn, restrIct, 
ed as it is on a smgle narrow Issue, IS :m order. 
.  1 now ask whether the Honourable Member has the leave of thE!.:. 
House to move the adjournment 'I 

The Honourable Sir .Alexander lIuddlman: I oppose it. 

Mr. Pnlident: As objection is taken, I req\lest those Honourable' 
Members who are in favour of leave being granted to rise an their places. 

(More than 25 Honourable Members rose in their places.) 

Mr. Presldent: As more than 25 Honourable Members have risen, I 
intimate that leave is granted and that the motion will be taken up at 
4 P.M. to.day for discussion, unless, in the meantime, His Excellency the 
Governor General otherwise directs. • • 
ELECTION OF THE STANDING FINANCE COMMITTEE FOR 

RAILWAYS. 
Mr. Prell1dent: I have to announce that the following Members have 

been elected to serve on \.he Standing Finance Committee for Railways: 

• 

Maulvi Muhammad Yakub. 

Mr. H. G. Cocke, 

Mr. ~. K. Shanmukham Chetty. 

Mr. E. F. Sykes, 

Mr. Jamnadas M. Mehta, 

Haji Chaudhury Mohammad Ismail Khan, 

Mr. Fazu.l Ibrahim Rahimtulla. 

Mr. Ghanshyam Das Birla, 

Haji Abdoola HarO<lD, 

Mr. 1\1. S. Aney, and 

Mr. Varahagiri Venkata Jogiah. 

STATEMENT LAID ON THE TABLE . 

• 

• 

• 

The Honourable Sir aharlla 11m .. e ~r for Commerce and Rail, 
ways): Sir. I lay on the table the Agreement· between the United Kingdom 
&~d Estonia regarding Tonnage Measurement of l\.[erchant S i ,~ . 
WIth Notes exchanged, which a.ftects Ind~. • 

• -Not printed •• 



ELECTION OF THE PUBLIC ACCOUNTS COMMITTEE. 
\. ~. 

lIr. Prealdent: Non-oflicial Members of ~ e Assembly will now proceed 
to elect eight members to serve on the Committee on Public Accounts. 
There are 18 candidates whose names are printed on the ballot papers 
which will now be supplied to Members in the order lin which I call them. 

" (The ballot was then taken.) " 

.. 
THE NEGOTIABLE INSTRUMENTS (AMENDM;ENT) BILL. 

The Houourable Sir Bull Blackett (Finance Member): I ask for leave 
to introduce a Bill further to amend the Negotiable Instruments Act, 
1881, for a certain purpose. I do not think that I need aad anything to 
the Statement of Objects and HessoDS setting forth the purposes of thja 
technical Bill. I move. 
The motion W88 adopted. 

The Honourable Sir Basll Blackett: I introduce the Bill. 

J, 

THE INDIAN SECURITIES (AMENDMENT) BILL. 

'The Honourable Sir Bull Bl&ckett (FinaDce Member): I move for 
leave to introduce a Bill to amend the Indian Seouf:i,tiet, Act, 1920, for 
,certain purposes for the reasons given in the Statement' of Objects and 
'Reasons. 

Tho motion was adopted. 

The Honourable Sir BasU Blackett: I introduce the Bill. 

THE CODE OF CIVIL PROCEDUHE (AMENDMENT) BILL. 

(AMENDMENT OF SECTION 115.) 

The Honourable Sir Alaander Kudd1man (Home MembEli-): I move 
for leave to introduce a Bill further to amend the Code of Civil Procedure, 
l.0Cl8, for certain purposes. 

~ t'Itlction amended ill lection 115 of the Code which deals with revi-
sions. As this is 11 new House, I may explain the genesis of the Bill. 
The Government of India appointed a very strong Committee which is 
generally kndwn as the Civil Justice Committee and they made a. very 
large number of re(lommenda,tionR, ThoRe recommendations have been 
in large part doalt wit.h, but still t.here Bre some which have not been 
disposed of. The particular proposals which this BilI puts forward were 
recommended by that strong commit.tee which was presided over by the 
present Chief ,J ustico of t.he Bengal High Court. The reasons which led 
, thc Civil Justice Committ,ee to make those recommendations will he found 
on pages 370 to 375 of their Heport. They ('xamined the matter with 
considerllble CIl.l"C'. 'fho proposals an I\. word effect a considerable reduc-
tion in the 'Power of the High Court to interfere on revision. The Gov-
emment of India felt that rroposals of this kind required further 'examina.-
tion Rnd they circulated it, to IJOCnl Govemments Bnd High Courts, and 
a considerablE" body of opinion supported the Civil Justice Committee's 
,ro~ In these circumstances I felt it my d~t , as the rf:'oommenda-
tions of this owe~ul Committee had bc'en supported ;in vari01ts competen' 

5(1 ) 
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• • 
quarters, to bring in a Bill !n this House to give effect to this. 
fuSly ask 'or leave to do so. 

The motion was adopted. 

The BODourable Sir .A.luander lIIudd.lman: 1. introduce the Bill. . , 

I 

THE INDIAN LIMITATION (AMENDMENT), BI ~ • 

The BODourable Sir AIezander lIIudd1man (Home Member): Sir, I 
move for leave to introduce 0. Bill further to amend the Indian Limitation 
. Act, 1008, for certain purposes. , 

Those Members who were Members of the llk>t House wi'U have seen. 
this Bill before. It is a Bill with a short history. It was originally intro-
duoed and passed in the Counoil of State. I moved on it in the IBflt 
Assembly and obj'ection was taken on two small points. It was ut the end 
.of the Session. I could not plead any great urgency and, therefore, I asked 
and obtained the permission of the House to withdraw that Bill. Tl'le Bill 
.as introducerl endeavours to mf'ct the two points that were taken in the 
debate on the oocasion when I last moved. Our late colleague, Sir 
.8ivaswamy Aiyer, rl~i ed the ue ~ion of clause 2 of the Bill and wc have 
amended clause 2 of the Bill 8S now introduced in a manner which I hope 
meets the pc*tt !aised. He raised the question-l see 1 was wrong, it was 
Sir Hari Singh Gour, not Sir Sivaswamy Aiyer-that it should not be neces-
sary that the fact of .payment under alause 2 should appear in the hand-
writing of the ,person making it. The Bill now provides that the 
acknowledgment of the payment may be in the handwrIting of or in the 
writing signed by the person making the payment. That, I think, goes 
'Bome way to meet the objection then raised. Another objection of u more 
general character was that. a Bill providing for limitation should not be 
mtroduced without a reasonable amount of notice to peoph· concerned and. 
we have provided for that by inserting in the Bill that I now ask for leave 
to introcfuce a commencement clause providing t·hat it should not come into 
force till the first day of January 1928. ']'he other small amendments with 
which the Bill dea's are of a trivial nature nnd were not challenged one the 
JOISt occasion they were before the House, and I conceive ·will not be 
<,hallenged on this occasion. Sir, I move for leave. 

The motion WBB adopted. 
The BODourable Sir AI.zander Kuddimu: Sir, I introduce the Bill. 

THE INDIAN REGISTRATION (AMENDMENT) BI I~. 

The BODourable Sir Alezander lIudd1man (Home Member): Sir, I 
nlOve for leave to introduce a Bill further to amend the Inllian Registration 
t\ct, 1008, for a certain purpose. 

• 
• This, Sir, is a Bill which has been thought to b(' necessary in view of 
s. certain decision of their I.ord~ i  of th, ')ri ~ CounCil. I~ t d~ci io  
was given in the case of Dyal Smgh VB. Iiidar SlUgh. The Pnv,Y Couned 
in that case  lay down that an agrt'ement to sell immoveRble proP(i of 
the value of Rs. 100 or more, if it contains the recital of pai 1/1 p :rtJ' Ii of 
urc a ~ one  by way of 'earnest, require& regitstration so as to render it 
3dmissible in evidence. Our at.tention hIllS been drawn to this case b!)th by • • 
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questions in this House and also by 0. reference from. the Bombr..y o arn~ 
mant, and the consensus of opinion we have received and the best advice 
we ca.n obtain. go to show that unless we legislate we shall' leave the laW" 
in a. very unsettled condition. Wha.t exactly is the effect of tbe decision 
is poesibly doubtful. I see that it has been judicially considered in a. 
Bomba.,Y cooe comparatively recently, and if the view of the Bombay court 
is the correct one, then the scope of' the-effect, or as· we conceive the effect,. 
of the former decision of the Privy Council is somewhat limited. l.'he caije. 
was that of Lachmi Das and Company' versus n., J: Akali; wHich was hearer 
by the Chief Justice and Mr. Justice Kemp. But in any event we do fear' 
there may be a considerable disturbance of a procedure, or rather of a; 
rule, which has been followed for B considerable period of years by the 
1ndian courts. Therefore it is for that reason, str, 1 aSK leaTe to introduce-
the Bill. 

The motion was adopted. 

The BODourable Sir Alez&Dder KuddlmaD: Sir, I introduce the BilL 

THE CURRENCY BILL. 

The BODourable Sir BuD Blackett (Finance e ber)~ Str, I introduce· 
the Bill further to amend the Indian Coinage Act, 1906, and the Indian. 
Paper Currency Act, 1923, for certain purpORCS, and to la.y upon the Gover-
nor General in Council certain obTigations in regard to the purchase of gold-
and the sale of gold exchange. 

Sir .Purahotamdu 'l'hakurdu (Indian Merchants' Chamber: ~ndi n 

Commerce): May I ask the Honourable Member one question? When is it 
his intention \;0 bring up this Bill for conRiderntion before the House? -
The Bonourable Blr Bun Bl8ckett: Sir,. I am not prepared at. tho· 

moment to answer that question which is one for the Leader of' the. House. 

t., 

THE GOLD STANDARD AND' RESERV.E BA:NK OF INDIlA BILL, 

The Honourable Bir Baan Blackett (Finance-Member).: Sir, I introduce· 
the Bill t.o establish a gold standard currency for British India and' consti-
tute a. Reserve Bank of India. 

THE IMPERIAL BANK OF INDIA (AMENDMENT) BILL. 

The BODoura'ble Bir Baan Blackett (Finanee Member): Sir, I introduce· 
the Bill further to amend the Imperial Hunk of India Act, 1920, for certaiOl 

• 

~ 
THE STEEL INDUSTRY (PRO'l'EC'rION) BILL. 

'r ~ourabl. Sir 0_181 InDe, (Member for Commerce and Rail--
ways): Sir, I introduce the Bin to provide for tlie contiiluance-of' the pro--
tection of the steel industry in Bl'itish IndiO.. 11\ 



THE INDIAN E ~  SHIPPING (AMENDMENT) BILL. 

The HODOUI'Able Kr. 1. W. Bhore (Member for Education, Health kcr 
Lands): Sir, I introduce the Bill furtker to amend tI:e Indian e~ant. 
Shipping Ace, 1928. 

THE INDIAN INCOME-TAX (AMENDMENT) BII~ . 

The Honourable Sir Bun Blackett (Finance Member): Sir, I introducer 
the Bill further to amend the Indian Income-tax Act, 1922, for ltertain. 
IJurposes. 

THE GOLD STANDARD AND RESERVE BANK OF INDIA BILL. 

The Honourable Sir Baall Blackett (Finance Member): Sir, the 
motion tha.t I now have \he privilege to move is that the Bill to establish .• 
Ii gold standard CUlTency for British India and constitute a Reserve Bank 
of India. be circulated for the purpose of eliciting opinions thereon. 
Of the three Hills relating to currency which have just been introduced' 

this is the one which deals in a. comprehensive manner with the recom-
mendations df the CUlTency Commission 8S B whole and contains the pro-
posals of the Government of India for giving effect to those recommenda-
tions. Of the other two Bills the last, the Imperial Bank of India (Amend-
ment) Bill, is tn , sense consequential on the Bill now before UN. It is 
designed to regulate the position of the Impcrial Bank of Indio. when the" 
Reserve Bank has come into effective existence. The first of the three 
Bills, the Currency Bill, is in substance 0. revival of the Bill introduced" 
last August into the last Assembly, the purpose of which is to regulate the 
sta.bilization of the currency of India during the interim period between now' 
and the moment when the Reserve Bank of India comes into existellCe. 
The Gold Standard and Reserve Bank of India. Dill covers the whole of the 
recommendations of the Currency Commission. It provides for the intro-
duction of. a gold standard into Indin in thnt form which has come to be· 
known as the gold bullion standard, and it provides for the inauguration. 
of the proposed Reserve Bank of India.: Its provisions are detailed and. 
somewhat complicated and I do not think that there will be any hesita-
tion in any part of the House in agreeing with the view whicft has been; 
taken by the Government that the first step is to circulate that Bill for 
the purpose of eliciting opinions thereon. It is most important that the 
Government and the Legislature should have the adva.ntage in a measure· 
of this Rort of the judgment of the commercial and general public, both 
on the principles on which the Biil is founded and on the details 88 set. 
out in the various clauses. It has been no light task for those responsible· 
to get thiR Bill ready and published by the time this House began its 
Session. For our success in producing and publishing a. Bill at that date 
we are very much indebted t~ the team wor~ that has been put in by all 
those who have been responsible for prepanng the Bill, in the Finance-
Department of the Government of India, in the India Qffice Rnd in th0 
tmperittl Book of India. I should like to pay 0. special tribute of thanks 
to the Controller of Currency, Mr. DenningJor the work that he ha.s done.-
and last but not least to the draftsman, r, Wright, who has worked-
very hard in preparing this Bill. _ 

. The principles of the measure have been before the public WE nearly 
SIX montlt;, since the dnte of the issue of ~ e Report of t e~ CdrreDcy 

• ~ 59 ~ 
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'Commission on August 4th, and the whole subject of India.'s currency 
and the possible methods of reforming it ha.s been under discuBsion in 
the Press ana in the study very vigorously since that date. Attention has 
'perhaps been somewhat unduly concentrated on one partictilar point, Dr 
,point which from the angle of vision of the Dill now before us maybe 
:sa.id t, be a minor one. The subject of the 1"8.tio is indeed raised by this 
Bill, for example, in clauses 28 and 85, where the question of the ratio is 
,definitely raised. But I think it will be for the convenience of the Bouse 
• jf we defer to another opportunity the continuance of the discussion of 
,that particular Bubject. 'rho Currency Bill raises the question of the ratio 
'in u specific form, and it is the intention of the Government to pross that 
Bill to a decision during the current Delhi Session. In answer to the 
:point that was put to me by Sir Purshotamdas Thakurdas a few minutes 
ago, the Government have not yet Clome to a decision as to t ~ furthel' 
-procedure which will bo adopted in regard to the currency measures gen-
oerally. It depends partly on the progress of other' business; but I may 
say that a te~ oonsulting opinions so far as they could do so in vnrious 
'quDrrters of the Rouse, Government are inclined to the view tliat it will be 
'the desire of the majority of tho Members of this House that the Currency 
Bill should not be brought on for effective discussion until the Budget has 
'been int,roduced. Meanwhile we propose that the ~ld Standard and 
Resorve Bank Bill should be circulated for public o inion~ and we may 
well hope that before it returns from circulation, fhe long drawn-out contro-
-versy about the ratio will have been happily settled 8S a rosult of our rliR-
cussions in conne<ltion with the Currency Bill and that that controversy will 
"not becloud the discussion of this Bill that is now before us. The  subject of 
the .ratio is not entirely irrelevant, however, to this Bill. It is obvious 
'that at the moment ;you are endeavouring to inaugurate an important' re-
'form of the currency system, it is most undesirable that you should intrude 
any disturbing factors, such as a sudden change of the ra.tio, into the 
equilibrium which it is most desirable should exist when you a.rr. attempt-
'ing an important reform. Clearly, the intrusion of such a disturbing 

a~to  would render it at least open to question whether it was not desir-
a.ble to poptpone for a time fin" fnrther attempt to refonn the eurrfmcy 
syRtem until prices had settled down again at an equilibrium in connection 
with R new ratio. But the subject of t.he ratio can bc dissociated for 
·purposes of discussion; Rnd 8S I have said, it is desirable that we should 
-so dissocia.te it I think if We nre not to becloud the discussion of this Bill 
now before us and for the reRt of what I shall ha.ve to say on this Bill to-
,day, I propose to leave the question of the ratio entirely 8side. 

The Rtudy of the Bill which we have before us can be convenientlv 
d~ ided under two hends-the gold bullion standard and the e er ~ 
:Bank, It is important, however, that we should remember, if we disso-
ciate these two questions for purposes of study , that they are intimately 
Dound up the 0!l3 with the other. The two parts of the Bill a.re mutually 
"interdependent. There are certain responsible and important duties which 
are thrown upon the urrenc~ Authority by the new gold bullion standard 
that is proposed to be introduced by t,his Bill. They are not altogether 
ill ~)~~S, and it is very important that if they are to be undertaken, 
there " at the same· time be an improvement in our currency machi-
:nery a.ftd a unifica.tion in the Mntro) of the reserves and the conl,rol of the 
.maChinerv which is ·bound up with our proposals in regard to the Reserve 

.' L , 
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:Ba.nk. 'There is a very interesting-statement by one of the enc~. 
witne e ~ Dr. Sprague, in giving evidence before the Currency Commls· 
Ision on this question of the intimate inter-connection between the prob-
~e  of currency and the problems of central banking. (question No. 
15415). 10 the course of his reply Dr. Sprague says: 

.. r think in YOllr experience a rather interesting analogy in the United ~te  ari~. 
This is one of a series of Royal Commissions which haveb8ln concerned With IndIan 
.currency and monetary matters. I think it is rat ~r striking t~at t ~ uoce ~ e 
'Commissions up to the prllsent one at ~n  rate ~a e gIven comparatIVely htt.le attent~on 
"to hanking matters. If one looks into our hIstory, one finds that pubhc attentIOn 
·.throughout many decades concerned. itself almost entirely with the securing or propos· 
.ing of. monetary changes. ~er ~ e .crisis .of 1873, for example, there . was much 
.discusslon of the unfortunate SituatIon In which we found ourselves and Its caules; 
and public opinion settled down to the be:ief that the main cause of difficulty was in 
'the green-back issue," • 

snd he traced the history of currency study in the United States from 
1873 onwards till 1907 when: 

.. came another crisis, not in many respects very different from thOS8 we had 
.experienced in earlier decades. It happened that there were not conspicuous monetary 
·causes to which the trouble could be attributed. There was no reason to think that 
.any change in our monetary arrangements would have enabled UI to escape the diftl-
·culties. Perforce we were driven to perceive that diftlculties in our banking lIystem 
were present, *ndftere in that particular the seat of the troubles," 

with the result that the attcntion of the students of the subject was 
diverted somewhat from currency "to·the question of ba.nking, and ultimately 
the federal reserve system was established in HH4. So that we must re-
member in our study o'f this Bill not to dissociate the question of the 
Reserve Bank from the question of the gold bullion standard and bear in 
mind the emphasis laid by the Currency Commission on the mutua.! 
interdependence of all their proposals in this respect. 

I tlfrn now to the gold bullion standard. The essentiol feature of the 
goM bullio.n standard is that the rupe.e becomes a. gold ~ ~ e~ui ,lent 
to a definlte amount of gold automatlcally secured from 1'1!lng In value 
above that amount of gold or fal'ling in value below it by o51igations laid 
'on the Currenoy Authority and rights given to the pul:1ic to secure the 
12 N absolute interconvertibility of legal tender and gold. The rupee 

001f. ha.s a long history in India 8nd I suppose the meaning that the 
-ordin8l1. man attaches to the rupee is that it is a silver coin. It is this 
lIilvero()m (here the Honourable Member showed a rupee) that the word 
rupee means to most people. But under ournBw system as proposed in 
this Bill the rupee witl become a gold unit of account nnd a gold stand8rd 
of value. Its meaning I\S the coin will still rem8in but th8t will not be 
it.s essential meaning. The rupee will I::-e a given amount of gold aa 8 
stand8rd of va.lue and as a unit of account. It is interesting to compare 
the position in Borne of the countries of Europe which htl.ve reverted to the 
• gdld standard after It period of difficulty aUer the war. The lntest of 
them to do so is Belgium. In Belgiufl they have introduCfJlI a new 
'Currency called the Be'lga. The Belga is equal to 5 Belgian francs and 
'85 Belgas go to a British sovereign. There is no such thing in ~nce 
'8S 1\ Belga. It hns no physical existence. 1\ is nothing ~ional 
'entity Fpresenting a certnin number of ~in  of ~Id, about st gr8.inB 
of g ld~ Its value is kept from '!'isin, and falling by an obligation laid 
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on the Currency Authority to give not gold but gold exchange for legaX 
tender and legal tender for gold exchange; in other words, Belgium has. 
gone on to the "gold exchange standard. India goes a step further in thia. 
Bill. 'rhe Indian rupee becomes a notional value just 8S the ~elga. and. 
for a period, that is for the period between now and 1931, ihe standard 
will be tho gold exchange standard. The obligation will be laid fbst OD 
the Government liS Currency Authority-that is under the Currency Bill-
and then on the Reserve Bank as Currency Authority under the Em now 
before us to give gold exchange in exchange for legal tender in India and 
to acoept legal tender in exchange for gold. But after 1931, the position 
is that we shall go 0. step further and there will l:e laid on the Reserve 
Bank BS Currency Authority an absolute obligation to give gold in exchange. 
fer 'legal tender and to payout legal tender for gold and a corresponding' 
right to the public to secure the absolute inconvertibility of legal tender 
in India and gold, that is to say, India goes, on to the gold bullioIll 
standard, a standard practically identical to that which was adopted by 
the United Kingdom under the Gold Standard Act of 1925. Under the· 
Gold Standard Act of 1925 the currency of the United Kingdom ceo.sed· 
to be a paper currency as it had been for some time after the war and 
become II. gold standard currency again. But whereas bef()re the war the' 
public had the right to take gold to the mint and get it, coined into-
sovereigns, thut right was taken Ilwuy by the Gold Standard Act of 1925. 
No longer can the public take gold to the mint and, get it coined into-
sovereigns. In place of tha.t right an absolute obligation was laid upon 
the Bank of England to payout gold in ,the form of 400 ounce bars in 
exchange for legal tender and to receive gold from the public and give-
legal tender for it QDd the public were given the right to obtain gold iD 
-400 ounce bars from the Bank of England. What we pr()pose for India 
is practically the same, subject only to certain special arrangements made-
in regard to the rates ut which gold is to te given. The provisions in this 
respect are so technical that I think it is perhaps undesirable that 1 should 
attempt to expound them here. They are found fully sta.ted in the 
Cun'dncy Qommission's Report and are turned into legal language in the 
Bill now be'iore us; but their essence can be quite simply explained. 
, Their essential purpose is on the one hand to seeure a.bsolute convertibility 
letween legal tender and gold, so that there is no possibility of the value 
of the rupee rising ab()ve or falling below its gold value. AutomaticaUy 
that right is secnre4 to the holder of the rupee and an absolute obligatioD 
laid on the Currency Authority. But provisions are also introftbced in 
order to prevent the Currency Authority, in other words the tax-payer. 
from having to pay the cost of importing gold into India for non-currency 
~ur o e , and at the SAme time provision is made, to secure the con-
tinuance of the free wor in~ of the gold market in India and to prevent 
any disturbance of its present powers of providing for the retail demand 
for ~olcl in India .. , It is proposed to introduce the gold· bu'llion standard 
1:y stlij!'es. There is first the staRe covered by the Currency Bill. the 
period bet~en now and the tirr.e that the Reserve Bank begins to func-
tion. There is then the stage from the time the Reserve Bank bf'gins to 
function. i.e., not later than the beginning of 1929, and the lstof January 
1 31~ l  i g that interim period the Currency Authority will be obliged 
to give foreign e c ~ge for le(l81 tender and will 1:e engaged in puilding 
up its gold reserves m order that ~ot later than the 1st of J anua'ty ,1 ~ 
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it may be in a position to ifltroduceethe gdld bullion standard. It will he 
seon .t~lIl.t  under thestl proposals India gets an absolute gold standard. 
She loms the ranks of the gold standard countries of the world with her 
rupee a gold stundlU'd of value nnd a gold unit of ncco~ and the last 
o blanc~ of the monometallic silver stllndard will havo been shed. 

r~' e. chief criticism that I have e~n or ~eard in regard to these pro . 
. posllis 1D regard to the gold standard IS that It does not give Indi\ a gold 
currency. This is an old controversy cut happily, I think, we are in a 
posit.ion not to quarrel -about it on this occllsion, for whatever school of 
thought one may b~long to, the school which thinks that it is desirablo 
that India should have a gold currency at, the earliest possible moment, 
or the school that thinks it is inevitable that she should pass through the 
period of using. a. gold currency, or the so-hodl that thinks that the use 
of gold currency is undesirable-wha.tever school one may belong to, the 
:proposal of this Bill for the establishment of a gold bullion standard can 
he accepted by all as the right step to tuke next. If you adopt the view 
that a gold currency is desirab1e at the earliest possible moment, you mUMt 
still tnke as the next step the establiAhment of II. gold bullion standard. 
It is a stage that you must necessarily pass through. since no one, not 
even the most confirmed advocate of gold currency, believes that it cnn 
be introduced this year or next year. The strongest advocates of a gold 
currency reC¥>gnise that it must be postponed for a considerable period 
while I~ transitional arrangement is in force, nnd that transitional arrange· 
ment must necessarily be the same I1S the gold bullion standard proposed 
to be cstablished by this Bill. 

But it may bc said, if you cannot give a gold currency at once, why do 
you not provide in this Bill that on and after a certain dute a gold cur· 
rency shall be brought into existence? '1 think the answer to that is that 
the date is necessarily so uncertain that even if it be accepted that a gold 
currency is desirable, it is absurd to think that we can bind our succes· 
Bors bYtlfixing in this Bill a date at which a gold currency must be in. 
troducca. Indeed, by so doing you may very likely not hasten bu.t reo 
tard the dnte at which gold currency would be possible. Ten years hence, 
fifteen years hence-the date mUMt depend on manY' factorll, most of ~ic  

arc f'ntirely out of 11he control either of the Government or p&plc of India 
or of anyone nation in the world-ten years hence it may he possible to 
introduce a gold CUlTenCYl, and if it is possible I have not the least doubt 
that if the Legislature of that date is still of opinion that it is desirable, 
a gold currency will be introduced: and you will gain not in~, and pos· 
sibly may actually retard the date, by trying to fix it in advance in the 
provisions of this Bill. The irst step is obviously to get over the not 
inconsiderable difficulty of establishing firmly and effectively the gold 
buillion lIt!andard. 

That this cannot be established without considerable difficulty M early 
ss the 1st January, ]931, is perhaps one lesson thlllt we clln learn fT?m 
• the events of the last year. The crux of any proposal for reformmg 
[ndia's currency is in my opinion to be found in the existence of a lIl ~ ) 

surplus of coined silver rupees. That su1\>lus came into existence-oy the 
greater part of it cnme into existence-as a result of the extra comage 
that was neceSl'lRry during the war and towards the end of t j)~ qb. 
viously if we are !,:,oinl'Q to introauce.a gqld bullion tandar~we re lll~~ 
a consi&erahle quantity of gold assets. I use the words gold assets 
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to ;cover gold coin IIDd bullion. securities easily converted into gold, and 
any ot ~r a e~  which can be turned into gold. At t ~ present moment. 
the fac.t stw"es us in the face that of our potential gold a ~t  in the 
reserves-even if we take Ifilver at the figure of 24 pence-something over 
50 crorel\ of our gold assets I Bre locked up in the silver rupees which are 
in the Paper Currency Reserves, silver which it is very difficult, if not. 
impossible, to convert into gold value at the present time. We have 
got over 100 crores of silver rupees ill the reserves, and 'in the course of 
last year OVer ::!O crores of silver rupees have heen drawn into the reserves 
because they were redundant. 'l'his redundancy of silver rupees has 
caused a certain number of people to be apprehensive_ as to the possibility 
of mllintuiningl the stability of the rupee at any ratio ot. all, and. it hal 
b"een rcgurd.erl with some alarm, for not. only have we had to accept theBe 
rUpfltlS into the rel!erves, but we have had to 'use up gold assets to the 
extent of over 20 crores in the course of last year, in order to t;.nd room 
for them in the reserves. I do not think that anybody would really 
question the sufficiency of our reserves for maintaining stability in ex-
change at the present de facto ratio, but we must be willing'to use our 
reserves. But for the purposes of a gold bullion standard undoubtedly we 
need to strengthen the gold portion of our reserves. It is interesting, 
therefore, to consider the causes of this phenomenon of the fhw of rupees 
into the Paper Currency Reserve. The explanations, I think, are many, 
but one may choose 8 few of the moRt important. One:-and perhaps the 
'most interesting-is undoubtedly the increase in the banking and invest-
ment habit of India, which has induced }Ieople, who formerly kept their 
savings in the form of rupees locked up in their houses, to keep them in 
the form of money invested or money banked. But that is only one 
cause, and certainly not the bijl ~e t cause, of bringing rupees out of what 
one calls hoards. The more important reasons are, I think, the suosti-
tution of gold bullion and silver bullion for rupees in the hoards. People 
have bought gold and silver bullion-principally gold-and put ' it into 
the hoards and turned out rupees. T.hese rupees do not affect the 
amottnt of .legal tender in circulation for the purposes of affecting prices. 
so long as tbey are hoarded, but once they come out of the hoards and 
are in circulation, they are at once a potential increase in the volume of 
money circulatin~. With the level. of prices which they find they are 
redundant, and they find their way, therefore, into the cU1'l'E',ncy reserves 
anrl notes are taken out in their plaoe. That is the first step. But the 
notes themselves also contain the same threat of causing conditions of 
inflation. They, therefore, have to be prevented from causing inflation-
pry conditionR. The currency authorities, therefore, are obliged to do 
"'hat iR cancel contraction of currency. I woulcl ask you to ob ~r e that 
irll these circumstances contract~ is not something in the option of Gov-
ernment: it is absolutely obligatory Unless conditions of inflation are to be 
sHowed to be orea~d. . 

The Government during the ~ t year have therefore been considerably 
concerned in effecting what is ca'lled a contraction of the ourrenoy by find-
ing rDOtt in the reserves for these silver rupees, by usin,;t up their gold 
Rsset;" Ii _ BOme extent, also their rupee &Baets also in the form of 
o ernlD~t of India ecuriti~ ,. but .mainly their ~d aneta. ~ut they 
have not'!eally been contracting the currency in the aellM of causUlg lea . , 

• 
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currency to ~e in existence th:n there· was when they began this process. 
What has really happened is that rupees which were formerly immobilized 
in the hoards are now immobilized in the Paper Currency Reserve, and 
the amount of effective circulation of legal tcnder is very mullh the same 
a.t the end of the process as it wa.s at the beginning. 

I have dwelt on this aspect of the question n.t a little length portly 
because I believe that the existence of this large surplus of silver rupees. 
is the crux of all currency problems in India, and partly because I think 
that the lesson t,pat we have to learn from what hus happened is thai; 
any attempt to go ahead faster than is proposed by th Currency Com-
mission and by this Bill would be accompanied by some risk. There is no. 
reason to doubt that our reserves are ample to maintain stability of ex-
change, but we do not want to ignore the existence of this large surplus. 
of silver rupees in any plans that we a~ make for improving India's 
currency. I am inclined myself to believe that the amount of surplua 
rupees still outside the control of the Currency Authority has been reduced 
to comparatively modest proportions. If 80, we cannot feel that t ~ 

experience ~a . been altogether harmful because we are obviously much 
better off if we'have broken the back of the business of dealing with thes& 
superabundant rupees than if the danger is still aU ahead. But in any 
steps that we take for improving India's currency we have to take accoun~ 
of the existencaein tur re.scrvcs and still in hoards of an undesirably lar"e 
surplus of silver rupees. This subject will come up aPisin in another 
aspect when we deal with the proposals mRde by the Currency Commis-
sion Bnd contained in t,his Bill for the composition of the new currency 
reserve. The proposal is that the Gold Sta.ndard Reserve and the a ~r 

Currency Reserve should be a al~a ated into one Currency Reserve and 
detailed conditions are Ia.id down for the composition of that reserve· One 
of those provisions is that the amount of silver rupees held jn the reserve 
shall be limited to 8 progressively smnller figure. We shall have to con-
sider that tnatter very cnrefuHy when we come to deal with the Bill in 
datlnil. ' 

The exi&tencc of these surplus silver rupees ha.s nlso a·n important beJ. 
ing on one other proposnl in this Bill which hRS been the. sub,ect of IS 
certain amount of comment. It is proposed in this Bill, in accordaDce 
with the re-commendations of the Currency Commi!!sion, that when th& 
new Heierve Bank notes come into exi!!tence, they fo'hould no longer be 
what our Government currency notes now nre, promises to JIIIY so many 
rupees, but should be what the one poUnd and ten shilling notes are in 
Englancl, pieces of pa.per expres&ing a given va.lue in terms of rupees; 
their value being maintained, not by any right to convert them into silver 
rupee!!, but by the automatic provisions of the currency luw and the work-
ing of the currency machinery under t.be Re.serve Bank. J think it is 
very essential that we should get rid of this obliga.tion to give silver rupee" 
for notes. It was that obligation which caused the brE'Rkdt9Wn of t·he pre-
wlr currency system during the war, Rnd it is that obligation which 'ill 
respon&ible for the existence of thE'! enonno.s surplus of coined rupees 
to-day. It is an entirely illogical oblillation too under the new system, 
for Under the new !!vstem both the silver rupee and lhe lurrenc ,~ 
will depend for their value on their convertibility into gold, lifif"""it is 
both illogicw, and dangerous in the future' to tnake one fonn of note, the 
'note printeq oa paper, convertible into apother form of note, the note 
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'printed on silver when the value of both of them depend simply on both 
.of them beiag oon ertibl~ into gold. ' 

I need not, I think, say much about the detailed proposal!'!' for the com-
' o i~ion of the reserves. The proposals are very luoidly set out in the 
Currency Commission's Report and we have followed those proposals· in 
this Bill in essence. I would only draw attention to one particular point. 
We have provided in olause 80 of the Bill that when the new Reserve 
Bank comes into being and the new currency systen'l comes· into being, 
:the resel'V(lS shall contain at the outset a minimum of 50 per cent. of gold 
assets, although the proposal of the Currenoy Commission for the minimum 
legal requirements for this reserve, as followed b;y us too in clause 28, is a 
40 per cent. minimum only. We propose for safety to start with a 50 
.per cent. minimum, leaving a-margin over the legal minimum. 

I oan now turn from the gold bullion standard to the question of the 
.Reserve Bank. It is difficult to exaggerate the importance for India of 
the proposed new Reserve Bank of Indio.. The proposals of the Royal 
.commission on Currenoy in this respect have been given worldwide atten-
tion and evoked worldwide interest. The establishment of a Reserve 
.Bank for India will be all enormous step forward in the develop-
ment of India's finanoial and monetary maohinery and"wm, I think, assist 
that gradual silent revolution in India's eoonomic life which promises to 
·bring higher opportunities of life and higher standards of living to every 
one in the country. But it is not only in its effect on financial maohinery 
or on its currency side only that this proposal is of interest. It is an 
'important oontribution to the consolidation of the national unity of India._ 
When Alexander Hamilton was devoting his $enius to the promotion of 
-the unity of the States of what are now the United States of America at 
the time when the Union was first 'being formed, he laid special tltres'S on 
'the Bank of the United States which he was largely re on ible~ or starting. 
That Ba.nk was destroyed by the provinoial jealousies of the various States 
!Iefore .it had been many years in existence, and for over a hundred years 
from t ~ day the United States were without any kind of central banking 
.organisation, with great loss to the people of the United States both in 
regard to their currency'. and in regard to other matters. Finally in 1918 
the Act was passed whi()h established the federal reserve system. It is 
·interesting to observe that even that Act feU short of what those who 
were thinking solely of the ourrency and banking interests of America. 
desired, for instead of creating a single Central Bank for the United States 
it established a Federal Reserve BOR.l'd sitting in W Mhington a.nd twelve 
eder~l Reserve Banks scattered all over the country; and it is generally 
"l'ecognJsed by those who have' devoted thought and attention to this subject 
in the United Statos that the system they have obtained falls short of the 
ideal which they would hR.ve liked, namely, a single strong Federal Reserve 
Bo.nk. That was, however, a. concession that had to he made to Stl\te 
'Separatism-perhaps ro inc~al autonomy is the Indian term-in the United 
'States. . , 

1"lI1. U t¥ just &8" in the United States the estahliBhment of a central bank-
ing institution was regarded:. by Alexander Hamilton &8 a key contribution 
to the unity of the country; so 1n India I think the establishment of the 
"Reserve Bank of India will be rn important step forward in the unifioation 
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of Indian life. ·1 am inclinfjl therefore to regard tM proposal resplting 
the Reserve Bank of Indio. as the ~~t important measure of liberalism 
in finance that has been ever offered to India. It is a measure which I 
am proud to think is the first one tha.t is being discussed in tbis ne\\' 
Council House of New Dclhi. I think it iIJ a very fittinA measure to 
take the fil'8tplace in the new Council House. It is a measure that has 
8 claim to bear comparison with the various progressive develovments 
t,hat ha.ve been and are being realised in accordance with the spirit of tJie 
declaration of 1917" and I am ,sure that when it comes effectively into 
existence the Reserve Bank of India will add enormously to the importance 
and influence of India's position in the financial counsels of the world 
when the Reserve Dank takes its place side hy side with the ot,her great 
Central Banks of the Empire Rnd of the United Stutes' and elsewhere. 

Up till 1920, t,here wus no kind of Central Bank in Jndia, just 8S in the 
United States up to H114. The balances of the Government of India 
were all held in Government treasuries, not in any bank, The subject 
came before the Chamberlain Commission on Currency in 1913·1914; but 
in the end, although they gave considerable attention to the subject, they 
decided to make no recommendation in regard ·to the establishment of II 
State or Central Bank. 'I'heir labours were not however nltogcther fruitless, 
for it was largely in consequence of their deliberations and of the docu· 
ments which they published that in 1920 the Imperial Bunk of .India. was 
brought into e.ste!J.ce by the 1lm8lgamation of the three Presidency Banks. 
In the few years of its' existence the Imperial Bank hus rendered very 
grea.t services to India, More has been done ,in those few years, with the 
opening of over 100 new branches' all over the country, for the spread of 
the banking ha.bit and for the spread of banking: fac:i1ities throughout 
India than had ever ,been done in a similar period before. But there is 8 
very grea.t .deal more to do and the flrRt consideration that WI" have to 
take into account in dealing with the question of the new central banking 
institution for India is that nothing we do sha11 threaten the continued 
activities of the Imperial Bank in spreading banking throughout India. or 
withdra.w tranking facilities from th08e to whom the Imperial Bnnk is noW' 
beginning to ofter them. It was this consideration of the enormoU6 irA .. 
portance of the Imperial Ba.nk's work in commercial blLllking 1I ~oountr  

t,bat finally dissuaded the Currency Commission from recommending the 
transfer to the Imperial Bank of the functions which the 'Government now 
do and which it, regarded as deait:able to transfer to Q banking institution. 
No one likes to face the difficulties and trials of the creation of B DeW 
institution until he is convinced that it is absolutely impossible to \l!oe an 
existing institution for the putpo£"e. but the Currency Commission were 
convinced, and the Government of Inaia hn.ve -,heen convin€'...eil bv the facts 
of the 'Case. that there is no option-that if the Imperial Bank is to conti· 
nue to do the s'ervices for India which nre required from it, and if the 
central bankipg functions now perf0!'ffi.ed by the Government Rre fa he 
trimsferred from the shoulde1'8 of the Government to a Iiank. then the, 
on~ choice is to create an entirely new in4!titution. And though one may 
begin by dislilring the' id~a of o~ating a tJ.ew lriatitution there is much to 
be gRined when you look At the picture of'the Ixistence eide by side of two 
strong institiltfOllIi, one COIltinuing with' greater freedom than a,t re ent~ 

bmineRB of expanding ba,nking facilities throughout India. n.nd ~ 
t~  OTer froJ:n. ~be . o ero e~o  India eJl the, functions whiGh the 

• ';J'" II ,'4','; '," 



6& ~B IS tI B S B i~ ' [25'rH JAN. 1027. 

l~r Basil Blackett.] , ' 

Government at present er or~ i~ l~tter  that are essentiuUy cl a banking 
c~lIua.cte,~  <?nce these two lOstltutlons are tr~ngl  estahJibhed side by 
BIde Indio. WIij move forward towards that finanCial and economic develop-
ment, with the grunting of additional financial und banking fJlciliti6s for 
Illdio.nagriculture, Indilln commerce and Indian industry, which hils been 
the therme and object of one Commission and Comm.ittee after another. 
We allall see the develqpment of a discount market and an Ilcceptance 
business, of increased facilities for the marketing of produce; und, in 
short, a gradual mobilisation of India's immense potentinl capital for the 
development of India's own resources. 'l'he opportunity will at la.st arise 
for giving greater effect to some of the recommendations of the Industrial 
Commission of which rny Honourable friend Pundit Mlldnn Mohan Malaviya 
was a member, or of the External Capital Committee. In fact a new 
chapter will open in the financial history of India. The Government will 
hand over to the Bank a large portion of the work which the Reserve Bank 
will undertake. 'l'he re i~tance husines's of the Government, will be taken 
over by the Bank. The Bnnk will take over the responsibility for the 
note ioue. The Secretary of State has intimated his willingness to pro-
mote in the British Parliament the necessary legi6'lation for the amend-
ment of the Government of Indin Act to enable the control of the Secre-
ta.ry of State's ba.lttnces to be handed over to the new .. ~ ler o Bank in 
London. ( 

And not, only will the Ueserve Bank take over all the Government 
business including the control of the bulunces, but it will under the pro-
pos/l,ls ,towards the end of this Bill, in clause 41, Ifnt6l'1 into special rela.tions 
with the other bunks in India.. It will concentrate the banking a.nd 
currency' reserves of the country. It is proposed by the Commission that 
it should be obligatory on other b&D.ks in _India to keep ,!ith the new 
e~er e Bank 10 per cent. of their demand liabilities a.nd 3 per cent. of 
their time liabilities. After careful consideration the Govem"l-ent came 
to the oonclusion that, ha.ving rega.rd to the speoiaJ conditions of banking 
,in!olndia. and to the need for rather., a. larger ro ort~on of t.iJl money than 
is nece ~ in oountrieil where banking is more developed, these propor-
tions' wel'l~ rather, too large. The figures in the Bill, instead of 10 per 
cent. and 8 percent., are 7. pel' cent. and 2i per cent. re ect~ el . 

It is prop\Jsed that aU other banks should keep these proportions of their 
demand and time liabilities with the Reserve Bank. ' 

Membership of the federal re er ~ systePl of India. will come, I tliink, 
tQ be regarded' a.s 0. very great p,rivjJege. by oth«;ll," , banks. They wi~ rea.lise 
that in the Reserve Bank of India they a.~e Bf;riend and ,counsellor ,and 
tlJa.t in the rediscounting facilities which ere -oftared by llieB~ they 
hi;.ve, a.n o ortuni~  of, being sure that their B8SE)ts are Blw!:'ys lUtuid-a 
~~td,eul more liquidity, will, be g~ eJ) to their. ~ et  than they ~ look 
fQf J~ i l~, i t~ 9onditioJl6'. Tqe credit, of th-esobaJl.ks will,thereby. 
I 't1rl~ : ~e con~i~rabl~, i , ro. ,e~~d bE  ,B:esep;e, 13.ank m"mwhile ~i11 
bYlJl,eaD41"of thls,eantrol o ert~. r.tl n of ,t e~.bala ,ce . .El. ~le to fleoure 
that, ci9ntrol of the Jq<>llU xna.rket.wbioh, is ~ e ~ti ... l i redi.~t Ql. ~  

pal 1ll I.~ ll'  system;, .' 'I ", I ".' 1 ' 

. in iMd.ition, 'it ts" rd~o.d 'iilit £'beM" tJan.li$' ::Ah&bld' mAe"Mbdtildy 
retumt In a prescribedJ form to the Reserve Bauk, the existen£ of which 

" . 
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\Will undoubtt'dly give cOllfllerwu toe the public anti I think our statisticiuns' 
will (ed. thut n long-felt WlIut is being supplied wlwn they get t.hese 
figure!:;. 

The rdat.io1l1:l of the Imperinl Bunk of Indiu find t ~ H(,i.urvt' B~lll  

nre provided for iu pUl'ticular in the ~e ud ~c l1dule to this Bill. It is 
of hllpPY Ilugury that the Cuntral Board of the Imperilll Hunk hllR found 
itl'l~l  a.ble to approve for recommendut.iun 10 its shareholclers the ·propmiltlH 
whi'ch urc included in this Bill for eOlupenRlltiug the Imperial Bank for 
gi ill~ up it.K pr'.,sent cout,l'act, with Oll' (lnV('l'lllll('Ut. It has lit prCR(!llt a 
!:ont;ruct, which rUlls till W31 for Hw lllllllllgl'l\lcnt nf thl' (lovernment's 
halllllceB. It has expn'sl'lod it·self willing to allow thiH ('ontrnct to be 111)1:0' 
gated forthwith in exchange for thp proYisiollS rq.(lIrrling till' rI·la! iom;hip 
Iwtll'pen tll ~ Imperial Hnnl, lind tl ~ Ht'sl!rve Blink ..... hieh an! fOI't'"hllduWl,t! 
in thi!'l Hill. In arriving at those pl'OposlIl,; tlw (Jon,rnllWll1 'have had to 
take into Ilccount on tilt' one hand I hL' IIlhsolute llL'cessit.l' of not doing 
nnything to damage t he Imperial Bank for whosl' coming into exist,encl' 
Hw.\' hnd SOTlW .rl'spo!lsibil il,l' lind for w o~ ' futul'l' in devdoping blUlldng 
in till' llIufllssil they lire rlef'ply (·oncprlll'd. On the otlwr hand they hnd 
to be f'Hrdlll thnl sueh tenllS were lIot. given to the Imperial Bank I1S would 
damage' other hllnl<s or wou.ld be con!rnry to tIll' inl;(-mJsts of till' tax-puyeI', 
I think that \\"t' hn,v(' 811('(\(,0der) in UH'f'P ro l~al  in nrriving lit, It plilu 
whieh d(II':O; ('vljl-hanrll'(! justice 1111 round, lind 1 truKL tllllL when Uw 
Tmpl'rial Ba~l  gn('!" lH'fore its shureholrJprs, ns it must rio Iwforl' thi,,' Bill 
bf'('omf'R 111\1'. no trouble will be met with in s('cnriug approval of what i" 
propnsl'd. 

It is diffillult wlll'lI one hilS sturter) on the IlIcrits of Ill!' Hpserv(, Bnnk 
10 knn\\' wlwro to s\pp; hut I havl' nlruarly rnllrl ~ It long 8pI,p('h lind ot.her 
opPol'l,unitiuR will ariK(' for rli"cuf.if.iiol1 of t,his mpur,;ure, I have c1er,;crihcd 
it 1If; 1110 grell!eOlt nWIlSllre uf tinnncilil lilwrnlism evrr :)fforl!(l t.o till' Indilln 
T,,'ople and Us snch I comnll'nd it 10 the HOllsP lind to thp puhlie. Hir, 
l move. 

. . 
Kr, President: l\T (,t-ion moved: 

• 
" That the Bill tn estnl,lish a gold standard currency for Rritish Ill4Jin: and consti· 

tute a R"Kerve Bank of India he circulated for the purpose \of eliciting opinions 
'thereon ... 

Sir Purahotamdas Thakurdas (lndi:m Merchrmlf;' Chamber: Indinn 
Commerce): Sir, that the Bill should be circulated there will hardly 
be differenee of opinion on in this House. But the Honourable Member 
has takon advantilge of this motion to tell the House a good dcal not 
only about the main uspectl:l of the Bill hut ahm about the other subject 
in which he elected to give u technical reply to me this morning. I think, 
I too may, Sir, put before the House the main Il.8pects of the Bill and 
currency refonn liS t.hey I:ltrike me. 

'J'he Honourable the Finance Memher quoted Dr .. Sprague of the 
American Deputation who gave evidence before the Royal Commission 
'n connection with the importance of banking to any country. Dr. 
8prague, Sir, is a great authority. But \reater authorities or equally 
great authorities in the past suggested the sa.m.e thing to the Government 
of India as far back 88 1898. The Herschel! COIV..mittee and .t,l~& er 
'Committee said the. Mme thiDg. aDd several members on those two Com-
mittees J¥1t on record distinct recommendations or minutes to the effect 

• 
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that the whole of the currency reform iu India hs underbaken in 1892' and' 
1898 would be of no avail if banking was not developed. li~ is the 
result? The Bill itself contains a very vivid picture of the Government 
of India's acceptance of that recommendation. I would ask Honour-
able Members for a minute if I may to turn to the First Schedule to the-
Bill which it is now proposed to c ' ~te. The First Schedule. Sir, 
contains the names of banks which the HGnourllhle the Finance Member 
proposes should be looked upon as important banks to; be controlled by 
the Reserve Bank which he asks this House to approve of. Out of 26, 
banks in that Schedule, the first 7 contain the names of Indian banks;. 
and out of this 7 there is one which is now owned by a British bank-I 
refer to the Allahabad Bank which for all practical purposes has been 
taken over by the P. & O. Bank. You are then left with 6; and out of 
this 6 again you have one, the Imperial Bank, which owes its existence' 
s great deal to assistance from the Government. There are therefore 
five banks left. Since 1893 there have been five Indian banks and the 
HIonourahle Member to· day quotes Dr. Sprague to show the importance 
of banking for the development of India .  . .. ' 

'!'he Honourable Sir BuD Blackett: May I jURt silty that I quoted 
him on the importance of central banking, which is ra.ther a different. 
thing? . 

Sir Purahotamdu Thakurdaa: If the Honourable J.IJletn'~er quoted. 
Dr. Sprague in connection with central hanking my remarks would not. 
a.pply; but I have not Dr. Sprague's evidence with me here and 1 under· 
stood that the quotatioa was in connection with banking generally. 

RegardiD.g central banlnng, thon, I would say that the Reserve Bank 
as it is now proposed by Government requires to· be looked· at from the 
point of view of the main requiremeftt of India, namely, whether this 
step will encourage banking in India. or the development of banking, 
about the importance of which the Honourable Member himself, I expect, 
will not have much difference of opinion. I wish then to ask W!lCther 
tho main aim of this Reserve Rank is not control of ·currency and credit 
in a 'single hand. And if that is so, it is o~l  right that the publ10 in 
India, both c'6mmercial and the other public, should have a very sub· 
stantial say before the Bill comes up before this House for their considera • 
• tioD. . 

Next the Honourable Member turned to the question of the bullion 
.. standard. I have nothing to' add to what -r have said in my Minute of 
Dissent on the Royal Commission's Report. I there expre88edmy 
conviction tha.t the demonetisation of the sovereign and half· sovereign, 
the only gold coins which are now legal tender in India, was not neces-

',. ".ary. Bince then, Indian publio opinion hatt expressed itself unequi-
vooally against thiR. And this is " matter on whicb. we will hear more 
Jater on. The  Honourable Member indica.ted finally that he sympathised 
witkI do not knOw if he actually said this or not, but he certainly 
indiQated .that if there was a strou,g £eelingin f.vour of gold currency it ' 
would still be feasible even witlithis gold bullion stmd8.rd, I think a 
categorical question may be asked, wheth$l' the Gover:nmeDt of .India 
are 'i. I RifL to accept the unuimous recommendation of the. Bqyal 
CommissioQ tb.at" .when India ·haa adequate gold. resource., the Allsembly 
on demand:· ou~d. have gold olhTenby for India. 1 tbiak &, c~ioaJ 

:  d .' 
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. .e ~  .tothis reco .e~dati.r;'~ of tq.e Boyo.l Commission would perhaps 

.remove a good deal of SUSpICion .and what appears to me at least to be 

.some 'apprehension on this score. " •  -

. 'I'he Honourable Member,Sir, then thought fit to enlarge upon the 
·rather technical reply: that &e gave me earlier this morning and told 
..the House how he happened to come to the decision that the Currency 
.Bill which contains the question of the ratio need not come before this 
House till the Budget time. I do not know which section of the House 
..the .Honourable Member sounded in order to come to the conclusion that 
this was .the general feeling in the House. From the inquiries that 1 
have been .able to make since he said this, I find that at leallt one CJr 
.two important sections of the House have not been sounded at all. At 
Simla, Sir, we were told that the Honourable Member was prepared 
to go ahead with this question (and 1 am now mainly referring, Sir, to 
Ithe question of the ratio) there and then. Then, owing to various circum-
.. stances which need not .be related here .. very nearly five or six months 
time had to be ,given and has passed. One woul~ have thought that this 
House, 8S soon as it met here, would be given the opportunity of finally 
-expressing its opinion. The Honourable Member does nO.t evidentl'y 
wish to do so and now wishes to put before the Assembly what strikes 
me as bei~ a!lOther fait accompli because, when he brings up this question 
with the Budget, it would mean that. if the Assembly does not ·accept 
what he brings before it, namely, the lB. 6d. ratio. there will be no time 
.left to 'alter ,the Budget and after all the Budget has to be passed before 
the 31st Maroh. both -by this House and by the other. (Mr. Jamnada. 
M. Mehta: "Then drop the Budget".) I therefore feel, Sir, that this 
;at least is not the right way of ascertaining the views of the Assembly. 
The Honourable the Finance Member knows that there are strong views 
against his 'policy and I happen_ to have very strong views on the question 
..of the ra.tio. I feel that, if he does not want to handicap this House 
in an-impartial consideration of that question. he should bring it up as 
early . as possible, ·and the longer the delay the more one will b~ able 
-to say the handicap to this House and to those who hold _views dilferent 
from what the Honourable the Finance Member holds. (Mr. M. A. 
Jinnah: "Unfortunately".) Bir, the FinaDce Member has made 0. few 
references to the adequacy of the r ~ ource  of the Government of India 
.tomaintlain the h. 6d. ratio. It is a very big question. I do not 
-propose, Sir, to go into it at present .. But I cannot help feeling that 
-when he said that, he had perhaps this in mind, because he indeed did 
mention that in silver rupees alone he had fifty crores of rupees worth 
·of reserve. If the Honourable the Finance Member has in mind the 
9ale of Hilver in case of need, all that I can say is that my greatest 
.1Iympathy will be with the clas86s whose savings in silver will be further 
.depreciated. He further told us that whilst currency had been contracted. 
-he felt that the same amount . of currency was estill in circulation. 
rPerhaps a. more detailed examination of that aictum would be necessary. 
But it would be very important for this House to have ample time at 
,j~ di al to iliscu8s the question and to expl'ess its opinion. I, Sir. 
·very strongly protest against the decision, as it appears to ~ the 
.Honourable the Finance Member. w i~  may be taken ~to be 
rthe . decision of the Government of .Indla. r6 this method of preventing 
fa air'~ance . of the case being put bef()re this Assembly to thOse who ~ 
:hold _ewe other than the Finance Member's. I do bope that the Gov-
~rn ent of-India will thipk Qver it and will see. their WRy to gi ~ this 

• 
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House timely opportunity, so that the views of both 'Sides may be weighed. 
,by the Blouse a,nd there may not be undue haste in the final' step that 
is to be taken. '  ' '. 
I wish, Sir, again to refer to the question of the development of' 

banking. ~ What I sa.id at first I stopped short at, because -the Honour-
&ble toe Finance Member drew my attention to the fact that he quoted 
:fir. Sprague in connection ,with central banking. ,Even in connection 
with cen~rlll ban~ing anc;l ,the necessity of It Reserve Bank, ;Dr. Spra.gue, 
I think, himself told us that in America they had the Feden} Reserve 
Hank on thc top of, how many banking branches in that country? 
M,OOO bankirig brancPes. Canada" Sir, has 4,000 banks and banking 
brllDches und is still considering the necessity and the advisability of 
having '8 Central Bank. I wish the Honoll'1"able the Finance Member 
had given us the figures, in his ela.borate speech, of how many baRks 
and bn.nking brancl!.es there Ilre in India. You put m in India to.da.y 
11 pure unalloyed Reserve Bank 'M t,he type, of the Western countries. 
I know that in Indiuut times we..2tndeed in the past, and may in future-
start from the top instead of starting from the bottom. 13ut such 
movement in this direction, Sir, in connection wil!h banking is not likely 
to help und mny velj' likely retard progress. If I have any apprehension 
rognrding either the desirability or the value of 8. pure 'unlUloyed Dew 
Rtlserve Bnnk heing started, it is only becauge I greatly apprehend that 
with the responsibility of developing banking taken away from the-
Imperial Bunk, Ilt' at present, there ma.y be very little done by anybody 
in connection with the development of banking. Till 1919, Sir, there 
were hardly 200 bunking branches available all over India. It WIUI only 
when the'Imperinl Bank Bill was brought before the Imperial Legislative 
Council that thnt, Council said th'at before they came to any AOrt of 
(lontract with the Imperinl Blink, they would iosiHt that within five' 

~l r  the Imperiul Bank mU!'It stllrt a hundred now branches. l~da  

1 P H. ~ e Imperinl Blink ~tand . out as t~e only ban ~ng i.nsbtution 
. In the whole of India, whIch hilS branohes runDing mto three' 

tigur~ . 'l'}\e branches of the Imperial Bank to-day I understand number 
about ](\4. "hey had 60 branches OJ' so till 1919 and 100 new braoohes 
haVE' been ttlrt~d in uccordance with the contract since 1920. Now,. 
the Imperial Bunk is II. combination of three bn.nking institutions, namely, 
the Bank of Bengal, the Bank of MndrRs, and the Bank of Bombay. 
The Rank of Bengal wnll first started in 1805 if I mistake not. During 
] 15 years of the Rank of BengR.I and the existenct' of very nearly half' 
a century bnck of the Bank of Madras Ilnd the Bank of Bombay-
these t,hree hetween them could or did only start and open branohes to' 
the extent of 60. And it was only when the Indian I Legislature of the' 
duy said "Nothing doing with any banking institution which will have 
the balances of the Government without an undert in~, a.. bard and 
tast undertflking, ~ ) open so many 'branches" that withiil five years 
India had 100 new brancheR. J know and I sm q.uite aW6N that there 
is a ,certain nmount of feelitg tha,t the competition jC6used ,by the· 
Imperial .B8Dk branches is B handicElp to private . Indian banks-being-
started. I do not wish. Sir, in the sljghtest de~e to indicate that tIlet:-' 
is neM ... , ... thnt. pIeR. I mentiOn it, beeause I do aot want to be mis-
understood. The maiD thing .~bia  the country reqUire. to-day is.to 
consider, from the point of view: of those who run Indian ba'nb and' 
t ~ who wish to develop banii_ ' inBti~uti n  in -:India, what., sho,.. , 
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be done t6I encourage banking. Th: starting of 8' e er ~ Bank pf .tho 
type t a~ is now proposed will hardly meet the question; in. fact, it. 
is' possible tha.t there will be nobody left to think of developing branohes 
iJa the interior of India, and in that connection 8-referenoEf to Schedule I 
is very instructive "and hRs.8. number ofles'SOns. Out of the 26 Bunh-s 
which can be looked upon as respectnble banks' for the purpose of bank-
ing'in India 21 . are ~ non-Indian banks. They are either. Brttish or 
Japanese or American or Dutch. There are only 5 Indian banks, and 
tha.t, Sir, after the Govcrnmf'nt of India having acoepted the Herschell 
and Fo,,'ler Committees' recommendntions that developnl'erit· '0£ bank-
ing in this country was. most necessary even from the o~nt of ~ew of 
Il very correct and adequ!ite currency policy. I therefore submIt that. 
the question which is being raised by this Bill is a very important one. 

I \ did in my Minute of Di ~ent say ~ at there should be a . Reserve Bank 
and it is necessary for me to sa.y why I favoured at all the sta.rting of a; 
Reserve Bank if I held the vielVs whit'h J have enuncia.tedjust now. My' 
reason for fa.vouring a Reserve Bflnk is this. At present t.he curreMy 
policy'df this country is .directed by the Government of India under the 
control and direct,ion of t~e Seilretory of State; in fnct it is directed from 
Whitehall. I feel thlit· any measure which could be put before' this 
House to tnkjl t.Q/1t control.nw,ny from it~ all and vest it in. the Gov-
emm(mt of IndIa such as It IS at present, Imperfect Rnd a.t times llon-
responsible to olir demn.nds as it mflY 1:e, (Some Honourable  MemberB: 
.. Always non-responsive. ")-well, you may say that, but I say that that 
is the least that we could do immediately. Let U8 therefore support a.: 
scheme w i~  ,,\'ill take away control froin Whitehall and which will give . 
the control here to the (}overnmrnt of India. who will be' available to us 
for explanations, Rnd if need be £6r our telling them plainly ",hilt we think. 
of their policy from time to timC'. 1 th(>refore felt that II. scheme. which 
showed us a. way out of this wll.~ worth considering.' But I feel, indeed 
I have qid 80 in my Minute. of Dissent, that t.he Reserve Bank Dl'ed not 
necessarily be different from thE' Impl'riAI Bank., The Imperia') Bank, I' 
know, has many critics. At the moment I happen. to have the hanoUi' of 
beil!-g one of tho Governors of tht' Imp.erial Bank in my iapacity . as 
chBlrmnn of the local board of Bomhav.Rnt in the Assemblv on this 
question I do not look nt this subject from t,he point of view of the sh8l'e-
holder of the Irnperilll Bank at all. Thut is much too insignificant to 
have the slightest consideration in t.he Vf:'ry seriou8 problem that facf)f.l 
us--of solving how best to encourage banking and how best to have the 
currency policy directed from within India and by the Govemment of 
Indin. I therefore fcel that we need not at the start go on to t,he pure 
unalloyed western stondard which hns bePJl_,:goodfor Am f:'rica. with its 
35,000 bnnk branchf!R hut which is not. y{'t g'OOd for Canada with hf'r 4,000 
bank branches and which may not, b ~ at. !ill suitable to India in hpr pre-
sent conditions. How many bflnk bl'flDches are there ·in India to-da.v? 
A RUess was risked and I was told that it would not M more tlllln 200. 
'lDdia., which is 8 continent, with 250 banking br&!lches is sought· to be 
tl'e&ted in the same manner a. Oanada witch besitatee about it with bel' 
4,000 branches, and the size of the two countries ba.rdlv stannR com· 
p.mSOll. I therefore feel that, so far IIR thi. question is con~erned~ 
deal should be concentrated on what we Ret for developing our 't i ~ou. 
banking;· I therefore feel that it is drily right that this TIm should be 
circul .. t~, . aud, in conclusion, I will o~l  hope' t.bat the G()vemment Of 
Indi. in \be J~wance DeplH'tment will seriously think over their . pi't'!Rpnt 
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jdA;,a.of delaying tlie other Bill until Budget time, beoause if nothing elae,. 
,*here will be very strong ground for suspicion, w\lich has, been lurking up 
to this time, that they do not want the question of ratio to bt! discussed 
'Oil its merjts and that they propose to, use the PQwers vested in them 
in ordell to force this Assembly to,. a certain decision. I hope that it 
'would not be so. 

1Ir. GhaDshyam DII Bk'la (Benares and Gorakhpur Divisions: . Non-
Muhammadan Rural): Sir, 8S has been stated by my Honourable, friend, 
Sir PurshotamdlMl Thakurdas, any measure calculated to take away the 
control from the Secretary of .State should only be welcomed by us. But 
the BiB as drafted at present and put before the House is very unsatis-
factory in many we.ys and, therefore, whether the House should finally 
accept the scheme of the Reserve Bl!tJlk or not would very much depend 
On its constitution and the provisio B which may be made about the 
location and composition of the reserves, aud also on the representation 
which Indians may receive in it. It has been stated in the 
Preamble that this ,Bill is to establish a gold standard currency for 
British India. I flope, .Sir, that these words will not mislead this House. 
This Bill is ca'lculated neither to give a gold standard nor a gold currency 
to India. Sir, if I am to' understand properly the me"aniBg of a. gold 
standard, I think under t.he scheme of a gold standard the silver rupee 
ought to represent 68 a token coin a given amount of gold, but on reading 
the Bill carefully one can find very easily that under the Bill there is no 
fixing of any given a.mount of gold which the rupee will represent. As a. 
matter of. fact the buying and selling rates of gold by the Government 
will tuctuat~ to the extent of 2t per cent. Sir,-the Government will sell 
gold at the rate of Rs. 21·10·10 only when the exchange is lB. 5-18/}6d. 
and will buy gold at the r,ate of Rs. 21-8·0 per-tola. only when exchange is 
lB. 6d. That means that 'the price of gold itself, which is intended to be 
the standard of value, wiH fluctuate to the extent of 2, per cent~ to the 
• extent of 8 annBS per tola. . 

(. 

The lIoDBurable Sir Bull Blackett: Can the Honourable Member 
suggest any country where it is not true? . 

JIr. Ghalllhyam Du Birla: I will suggest the case' of England, Sir, 
where the selling price of gold by the .Bank of England is 778. lOid. per 
standard ounce and the buying price 778. 9d. per standard 
ounce. That mesn,.s about half an anna per tola., whereRs in 
. India the difference -will be about 8 annas a. tola. Therefore it cannot be 
called 0. gold standard. ' 

The Honourable Sir' Basil Blacket,t was kind enough to teU us that the 
question of a gold • currency will 'entirely depend on the' will of the Indian 4 
Legislature. But I, Sir, ohallenge the statement. I want Sir Baaii' 
Bla4ktttt to enlighten UB 88' to liow under· the gold bullion standard pro-
posed under this Bill he would be able to introduce a gold currency in 
In~ any time. I submit, Sir, that under the' soheme of gold bullion 
stan • proposed under ·this Bill India. oan never get a. gold currenoy 
even after 20, 80 or 40 years. -In order to have a gold' ourrency !Vemua, 
have a gold standard as Pl'OpdBed by'tlle Honourable Sir Basil Blaeketfl 
himse1fbefore the Currency Commission .. I, Sir, fail to ~derat'a.nd why. 
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the on~urable the Finance Member, who submitted a scheme 
for a gold standard and a gold currency only II; e~ months 
back before the Currency Commission; wants to.go" back on 
it, and after reje~ting the same he' i ~l  wants to sing the 
praises of this new ,gold bullion standard. Sir. ",e had many defeots , 
in the past in oqr currency system, and if for nothing else, ju ~ to. prevent 
future manipulations by the Government we mustbave nothmg short of 
a gold standlU"d and a. gold currency. r hope that when this Bill comes 
up for proper consideration before the House it will oonsider the same in 
this light ,and will strongly press for a gold standard and a. gold currency. 

Then, Sir, with regard to the question of the ratio, I do not thlDk 
that this is the proper time to discuss it, but I was very much interested 
to hear the remarks which fell from Sir Basil Blackett about the recent 
contraction of the currency. He, Sir, tried to justify the recent contraction 
of currency by saying that it was due to the fact that the rupee by i'tisplf 
came into the reserve of Government because :it was not required in the 
currency. 'I'hat is the conclusion a.t whicn he arrives; but may I ask, 
. Sir, whether this contraction of currency was automatic or whether thE' 
'Government effected this contraction in order to stabilise exchange at 
lao 6d. or in anticipation of the exchange going down below lB. 5td.? I 
hope, Sir, t¥t ilir Basil Blackett will admit that this contraction was 
not automatic but was manipUlated by the Government in order to stabi1i&e 
excha.nge at lB. 6d. or rather to prevent exchange from going down. Sir, 
if Sir Basil Blackett could oontract a very huge amount of currency at a 
time when generally the .season is at its busiest and when currency is 
specially required in the country, I do not know wha.t he will have to no 
when the season is very dull after three or four months. If Sir Basil 
Blackett realizes his mistake and if for the samE' reason he wants to postpone 
·,the consideration of the question of ratio, then. Sir, I woula welcome it, 
because I do not want Sir Bu,sil Blackett to commit the same mistakes B!I 

were co .. mitted in the past by Sir Malcolm Hailey. Sir Malcolm Hailf'Y 
'who was then Finance Member could ,commit many such mistakes,. bu. 
an expert like Sir Basil Blackett should be the last person to make i\loh 
blunders. •  . 

Then, Sir, there is the question of the representation .. As I read the 
Bill, Sir, I do not find suffi'cient provision in it about the representation 
o~ Indians on the Board and in the management. There is no ,guarantee, 
,Slr, tha'ti this new Reserve Bank will not be ruled, will not be dominated, 
by a partiCUlar group of financiers or by a particular community. Therefor£, 
I hope that when the proper time comes, the House will consider as to 
how be,st they caD provide for proper representation of Indians and prol)er 
'Control of the Bank by Indians. • 

Then, Sir, there is the question of the location of the gold reserves nod 
of their composition. If, Sir, an automatic expansion and an automatic 
contraction are to be provided for under this Bill, I hot>e that there will 
.!loot be much necessity of keeping a large amount of reserves in any other 
. countries than India. Similarly. having .. egard to the past experience 
"Which we have had of England 'being divOl'Ced ~ the gold standard. 
1 hope that proper safeguards will be provided asainst any large in ~Dt 
-of· our gold in sterling securities or in any other securities except-niit 'Jf 
. .the IndilflGovernment. •  • . 

'Regar!UDlf the Sohedule' of ~an , Sir,· much has already bee1l laid by 
--my Honooraby, trienti,' ,Sir Pmthotamdas Thakurdas. I regret to fiDei, 

• • 
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Sir, ,that names have been ~cluded of banks which'. have very little con-
nectioB.' with Indian industries. or with IndIan trade; for instance I'find 
~e . inclusion· of Japanese banks. anq of French . banks and (liso ~  liuch 
E~g~~  banks as nre n~t ~onneotEl , directly or indirectl" with In.dian, trade. 
H"Su;, the new Reserve-Bank IS to act. as a banKers' bank til. the bE!st 
, interests (if India, mainly far the ben~ i't of Indian indust.ries and· trade,. 
then we should sce to it tba\ more Indian banks are included in the 
Schedule, and. those, banks which qave not much connection with Indian 
busin:-ss ~ncl trade, .are excluded. ~ ha:vc got nothing more to sa.y, Sir, 
. on HIIR pomt, I qUIte agree thnt, ',hit'! Rdl should be circulated for opinion, 
. 'and I hope that, when the proper time comes, the House will take into 
consideration all these points. 

MOTION FOR ADJOURNMENT. 

DESPATCH OF INDIAN TROOPS TO CHINA. 

JIr. Pr8l14ent: Order, .. order, I have received the following communi-
I cat,ion from His Excellency. .. ,the Viceroy on Mr. SrinivasQ Iyengar's motion 
for adjournment: ' . 

I .. 

"In e erci~  01 thr. .power tJp.,tp.d in "... by Ilt1b·rult-·(2) 01 rule se 01 tile' Indian 
Legislati", Rilles, I, ]lJilu,urd fl'red,rick Iflndhy, Baron l,uo1n, herr'", di8all()w the 
m"tioo 01 Mr. S. ini' ~a I't/e-ngar to 'qI.01.t tAe adjtmrnmtnt of tlr,e HOWIe 1M the 
'P"r'POile 01 r.01INidering. tile ar.tion ('f the Govtr'nfMnt 01 India in agrteing to contri-
bute tl r,olltingent including Indian troops to tilh part in the militaryoperationA i,,· 
~~ .i , on the flro/mil tl"" it cannot b~ moved tojthOtft dttri"..,7tt to tAe public 
Inte ~t. 

(Sd,) IRWIN, 
Victroy and GOt'er7lOTGeneral.·· 

As a reRult of this order, no discussion of this motion shall tc.ke place. 
The Houscnow stands adjourned till Twenty.Five Minutes to Three of 
'th\.. Cloek. ... 

'rIte AsAembly then adjourned for Lunch till Twenty-Five Minutes to 
r,rhree of the loc ~ 

'rho ARscmblv re-assembled after Lunch a~ Twenty-Five Minutes to 
1'hree of the Clock, Mr. President in the ,chair. 

THE GOLD STANDARD AND RESERV])J BA}!fK OF INDIA BILL. 

JIr. President: The HouRe will now resume consideration of the motion 
of Sir 'Basil Blackett on the Reserve Bank Bill. ' 
1Ir. JlUDDadUK •• ehta (Bbmbay City: Non-Muhammadan Urban): 

Sir; I support the motion 1M the circula\ion of this Bill. I wish the Finana& 
Member bad. Ilt this stage 11\; any rate, contented· himself with having 
made'li mete motion to that eileot wi\houti adding a provocative tipeeoh 
't. 'li~ afraid he has a ~ , happy or unhappy, of provoking unneeBIJ-
sllry opposition when be might wen avoid it. As he bu gone into :matttlra 
which are more OT less conf.rovefsial, I feel compelled to· mtke a ff!\V 
observa.tions on' some of his. sta"e7Jlentti. His ftret' •• tement whieB. l' 'Want 
to contradict is thatanybocly hlidbeeD:' apPl'Oaehed, ,1tJi "I'y ra\e On thi. 
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side of the H61UBe, who had told the i~Bnce ¥ember that w~.wel'e willing 
that the discussion on the Currepcy Bill .should be posteo,lll'ld till the 
Budget. This' iB, to' uote~r. Wil,lston Churchill's, well-knoWn phrase, 
.. B tenninological inexaetitude ". It~  w.~ Il i~e, rre .~. So far ,BS. theMe 
Betlohss are concerned, 'nobody ~  given· him to understand anythlDg of 
the kind, arid I am 1Lriuuo;ed that he sho'uld"h8ve i1 ad~a stateplent like 
this wit.hout proper foundation.· "  • 

'l' ~. aODoura.ble I,b-.jaa Bla.c ~~t  I re~ret i~t ~~,~~er anding ,j!! 
at fault. '  ,  : ~, . 

IIr. Ja n~ II. lIehta:One of the misstatements iR·tl1e'n withdrawn? 
'., 

The Honourable SIr Basil .1ack&tt(I Ilnve not withdre,wn .~t i.I sald m'! 
undel'!lbuding must have 'been at fault;'· . ,....... 

IIr. Jamnadal II. Jlehta: It is ,clear "ll'llm:·tlu. that he, ,at leaat, is 
willing thnt the discussion should be' o t on~ i tiUAhe Budget and the 
reasons are quite obviOUs. He could l'e en~. tnp. Budget on the one h!J.nd 
on the ,basis of 1IJ.' 6d': tUld the lflilI on the other and will then say: 
.. Gentlemen, here is tha,:Budget wbi(\h hangs on this Hill. You shall 
pass thi$ or this Budget shall bell. deficit Budget. You win have no 
provincial contr.ibutions remitted. YOlf will have more ta ~tion to uQdergo. 
Pass this Bill <li' Ulis penalty will await )u'~. It; is this pistol aimed 
at the head of the Legislature in March next, with which he hopes to cqmpcl 
the House to Q(,(lept the 18. 611. -ratio. I can MBure him t,hat th(' Honse 
will resont it. The HouRe wants ·to judge this issue entirely on its own 
merits, not complieatr.d in the manner he intends. It is therefore necessary 
that before MQnday next he should announce t,he consideratirn stage, sn 
t,hat the. House may have an early opportunity Rnd ample time for dill-
cussing this most important and revolutionary measure,-I melln tho 
Currency Bill .. 

Sir, coming to the present Bill, I find it is 'called 'the Golel Standard and 
e er t~ Bnnk Bill. There is, however, all much of gold st.andard in this 
Bill as there is of self-government in the Government of India Act,' w i '~ 

means there is neither self-govenunent in the Government of TJldin. Act 
nor gold standard in this Bill. The gold stnndaM, at! he has expoundt"d 
it to-day, is merely an expanded gold exchange standard. We were told 
t,hllt under the gold bullion ",tandarti there would be fl.n obligation on t, ~ parl 
of the currency authority to buy Bnd sell gold; all that pretention is 
given up in the Currency Bill. The only thing that will be sold now will 
be sold exchange, 110 that even the recommendation of the Commissioc. 
is now abandoned and gold will only btl purchased; but gold will not 
be sold; gold exchange will only be sold, and gold exchange may mean 
anything, nv\' necessllrily gold. This sale of gold exohange. on foreign 
countries is simply another way, and a more extended and mOFe insidious. 
and therefore more mischievous, way of diverting India's gold· outside 
India. Up till now the gold has been kept in London; we h've been giveD 
,in~ead a huge volume of the ru,pee token currency. All the gold hu 
heen kept in EnJlland. Then that gold hat been invested in British 
lIecl,lritiee, so that the Indian gold is really used for the PUW01eB of London 
finances and not for the reserves of. the Paper Currency or Gold Standlml. 
If o ~rJlad the weekly currency tate~eot  \hat are published inili.i 
~a ette, YOll will find there cle&1'ly ,stated ~ee  a te~ week that ." the ~ 
tn.the gold standard l:ranch amounted ,to rupees nil ". That IB b~ 
the gold is I1bt t.h:re, but in place of gold t\ere are gold Becunties: aod if 
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-we pass +.his clause about the sale q(gold. eXobauge to foreign ~ountrie . 
'Our gold. ~n tead of being diverted t.o Lon!ion alone as now will be also 
, e ~ in rance,Ja ~n ,or N.fi\:W York, where it will be wanted for Britain 
t<.t pay her debts" Bnd the .b~ e of It,ldia to get gold for her own reserves 
-wlll vanish int,o remote futunty. 

The Honourable Sir Bull Bl~e  The .HoDOurable ,Member. ma.es so 
'many' miss1iaiJements that'l'would like him to explain some of them. Will 
he explain how the keeping of India's ,gold assets in New York will enable 
.. Britain to pay. ~, debts?' -' . " 

m. Ja.mDadu K. Mehta: I say you 81'8 ·keeping our gold in the form 
of securities,': not in gold. To that' extent our gold goes into American 
hands. That is all. 

-ne HonoUrable SIr BI8Il Blackett: Thank you. 
lit. ' a naduJl~ Kuta: The author oi' the, misstatements stauds 

·exposed. He had to admit ~at only, nve minutes ago. 

"1 w¥ trying to e a ~e the fact that under this new system as pro-
posed in .. he Bill, the gold reserves of India. will be scattered all over the 
world, not merely in England,' and this is the most objectionable 'feature 
of, this Bill. The Honourable the }4'inance Membe., hes repeatedly aaid 
·to-da.y that the introductior). of 0. gold currency hu been delayed on account 
,of the huge volume of the rupee token currency in circulation. Really 
,lIpeaking the immense amount of token currency is the result of the facs 
that gold belonging to India was never a.llowed to, come to this couptry 
in payment of our bala.nce of trade; it .was insisted that payment should 
be made in rupees even in the time of the War when silver was so dear., 
and now we are made to realise that that is going to be one of the reasons 
why the gold currency is delayed. How far that sort of argument appeals 
to anybody I cannot understand. It really is adding insult to injury. .. 
'.At least it cannot appeal to any reasonable man. to 

Sir, I do not want \'0 delay the House very much at this stage !utd 
'1 would not bave done so except for some controversial statements which 
-the Fin1mce Member made. There is one more thing 1 wish to em· 
phasize; I am not prepared at this Rtage to say whether it would be right 
.-to ha.ve Q 'separate Reserve Bank or whether it would be desirable to 
develop the existing Imperial Bank into a Reserve or Central Bank. That 
would be naturnlly considered when we ha.ve received the opinions of the 
"Various interests that are concerned in this matter, but I would like to 
say that there' should be no unnecessary duplication of institutions, and 
-if what we want to be done through this Reserve Bank can, be effectively 
.done with the necessary changes by legislation through the machinery 
of the Imperial Bank, we should certainly like tha.t Miat also should be 
Ccm&idered: ,if it is found that that is hopeless and cannot be done, then 
-oDly should, a separate institution be started; otherwise 'the ImpC}rial 
Bank will weaken the Reserve Bank and the Reserve Bank will weaken 
·.ebe Imperial Bank. " '. . 
.  • Then, Sir, another statement' was made by the Finanoe Member, 
.... 11' 'that 'for the 'ftl'llt .time the rupee wi~; .u~der this,BiII, be~o e a 
'COm 'l~ed to gold. ~t . ta~ ent, I say, IS ~~rl  u~ , u ded, m. f·aot 
"he rupee h\W been alwa.ys re~d, sincel898,f1,8 contlUDlDg a particular 
amount of gold, that "is 7' 58 'grains of gold. It bas alwaYBlbeen under-
stood that the rupee contahied 7'58 grains of gold and.that hu been the 

, , 
• l l. 
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ba i~ of our curreacy legislation.' The rupee was linked -with gold since' 
that time nnd it is not that this new legftllation is going to link it for the . 
first time. If lhe Finance Member will only refer to the speeches of his 
predecessors, such 119 Sir James Meston, hf!, will find that that grea.t 
authority 'has made that statement, and the Chamberlain Commission also 
has made the statement that the rupee was linked )Vith gold, and I wonder 
that the Finance Member should come forwardancl s8.ythat he is now 
linking it with gold for the first time. 
The HouOllrable Sir BuU Blacken: A thing maybe linked without 

being completely linked. 
Mr. Jamnadal K. Kula: So tha.t we are not getting any reform which 

we had not had. Sir, I hope that this Reserve Ba.nk or Imperial Bank, 
or whatever the institution eventually is, will become a truly bankers' ' 
bank and will ha.ve a good policy for developing a re-discount market. 
The Finance Member will be glad to note the recommendation of two 
great a.uthorities, Drs. Kemmerrer and Visserin'g to the South African' 
Government. They made a report in which they said that the right 
method for developing a discount market was: 
.. that merchanta should lI';ive )H'efereDtia\ terma to purchasers who are 

willing to accept. bills ill lieu of obtaining credit on open aL'CouDts ani 
that commercial banks Ahould give rates that are more preferential than 
thOle now prevailing to merchants' who obtain their advances from banks 
by discounting such bills a8 compared with merr.hants who borrow front banks on 
current account, namely, everdrllfts or one-name ro i ll r~ notes and that the Reserve 
Bank should give sUlistantialIy prcferenti&: discount and 'rediscount rates on trade 
acceptances." 

'I'his is the kind of a discount market which I should like to see de-
veloped in this country through the machinery of a. Reserve Bank, or 
similar institution. 

Then I want to sound a note of warning before I finally close my 
observations. As my Honourable friend Mr. Birla pointed out, there is 
not going to be under this Bill any sale of gold BS the rate at wEich 
gold will be sold will be so prohibitive that instead of buying goJd it will 
pRy merchanM to sell gold when the Government are also selling gold~ 
because the difference between the buying and the selling rates will b~ 
so great that when Government are willing to sell gold to ll1-ercqants, ' 
they themselves will be willing to sell gold to Government; Bnd, th'refore, 
this provision about the sale of gold is going to remain a dead letter even 
if it is not an eye-wash. 
Sir, I want to warn tho Houlle ·again that the provision, in this Bill 

as also in the Currency Bill, that our gold may be invested in foreign , 
securities and that the ~o e ent or, the ourrency authority may sell 
gold exchange' to foreign countries when necessary-this, as I said at the 
beginning, would dissipate our gold reserves. Take even a poor oountry. 
like Germany to-d,ay-I have the latest issue of the .. Statist," dated 1st 
January 1927, in which the gold policy of. the Reiehs Bank i~ ta~ed. 
Dr. Schacht, who is the greatest, authority on banking in Germany, says 
thnt, it is de irable~ have the gold,reserves kept in your ,owl!' country and 
"Dot lIave gold inv'ested in securities. This is how the matter, ill stated: 
.. The Reichs Bank in general holds the view that its &lut. abroad ehouid Slot 

exceed certain limite. Gold although it yield. no interest ie not ~iable 'to 'the risks 
to which investment. abroad may Dderl~  .circ l l t&D III';iJe'~lacalc.~ 
iog gold cover, allowance mUltbe iIiade for the not iocon.ider.bl. circulation 01 0IfftII • 
with,. largep ... njo,n o~ .:1oy. I'~. Jf1MI ~ .dl&l t. e, S~' D.  
,:,that l~,e re~'l l'llb1ie ,~1.~11 rerJ~ ~~ t~. ~d Alzpon, I~~ :Ja re.ohecl." " ,':: 
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As I said before, Dr. Schacht is the greatest authority, on German 
banking and his view i~ thut it is better to have actual gold insteu.d. of 
gold securities. I hope that II.]SO will not be forgotten when we eventually 
pass the Bill. 

The Honourable Sir Basn Blackett: Is there uny difference between 
the nrnlll~ system and thil,t proposed. here? A certain proportion is to 
be kept in Germany and the rest in gold securities. 

IIr. J&D1nadaa II. lIehta: We had in tJIC pm;t gold in the Gold Standurd 
Heservil uut )'ou have seen to it tha.t there is now us little 
gold as pmulib'Je. That is the point 1 UJ..ll making, that we should havo 
a substantial proportion of gold in our reserves-Il fur more I>ubstuntial 
proportion than in the pust. 

Th. Honourable Sir Basil Blackett: Thnt is tbe proposal oE the Bill, 
Sir. 

IIr. J&D1nadaa :M. Mehta: Well, l:iir, if that is so, we will tulw it into 
account. I um simply warning you in vil'w of th;! past history of the caSl~. 
:Even the Bunk of l';nglulld, ill tlpite of 1111 t.hat iH lSuid tu I,he euntmry 
hert\ docs not. gn in for innova.tions of having golJ securitip>I ill other 
eountries but keeps all it.s gold in its own emmtl'y. Sir, 1 tmpport this 
mot.ion for circulation. 

:Mr. T. Prakasam (East Goduvari uwl Wm;L od~ a.-t c'Um Kistna: 
NOll-MuhammadlUi Hurnl): tiir .. the history of currency in this country 
has been u continullus tragedy. E ~r  etlmt thll.t hilS beLln made at every 
stage by Indian experts or by the leader!; of Indil:Ul indu!;il'Y or commerce 
to get a proper rcdruss has bl'cn circulllvented by the Government and 
by the j<'inance Member in chu,rge each ti/lw. 1 do not propose /lOW lit 
this tltnge to deal with the different at Ugl1tl of t1w mtio '1 uefltiun in cunnec-
tion with this Hill. It is proposed t.hat. thill measure !;hould be circulated 
Ilnd i,t has bl'l'/l stat.lld bv tlw Honouraule MpmlHlr ill eilltrge of this Bill 
t.hllt it orwns lip .(1 new ~ra for this country. I hop(' that t i~ opens up 
a new ert\, fit 'least by the time it passell out of this House finall.v. AI:! 
it st,lmds, whcthHr really therH would l:e any such rcliHf to the country, 
I have 'I1{>t . heen uble to convince myself. Rut the establisliment of 0. 
'Centml Bank with the object of removing the power from the tkcretury 
,of State in Council there Imd from the hands of the Finance Department 
herl' Ilnd locating it in It eflDtml bank if it should le nn 
;/LutonomOUR body hy itself Rnd if it shou'ld be II body 
which would control the currency and credit of the country. will be a 
wnlcome measure. I hllve be!:'n anxious to SNI whetlHlr the proposed 
institution of this Central Rank would at least {rco us from the danger 
of deflation and inflation Bnd from the power which the 'Finance Minister 
and the Secretary of State in Couneil hnve been abl~, to exercise and 
bring this cmmtry to ruin from time to time. While thc Currency Com-
mission, which WIlS brought into exist!:',nce for the purpoSfl of knowing what 
is the proper ratio, was sitting IloUd while the CUrrenCly Commission was still 
proposing to take evidence, the Finance Minister has been bu~  
.deflating . 

.. ~ lIoDourable BlrB.lll1 B1ICJr,eU: And inflating. 

III. If •. JIrak .... : And what Ja the amount? In the month of April 
192f.-I tliinc by that time, the deilation wus' by about 8 crores·of rupees. 



'11'1111 GOLD iTANDArut AND RESJlRVB BANK OF INDIA BILL. " 81 

While this ver,. questIOn wa~ In Issue, whIle the Commisslon was sitting 
~o inquire whether it is this ratio of '"18. 6d. or that ratio of la. 4d. that 
should bo adopted by this country, this process of de6a.tion has been going 
()n. I wi'll now reoo this short paragraph .from the TimeB of India of the 
4th December, 1026, which will tell the House what the process of this 
deflation hus heen and what the finnncio.I oonditi\)n haa 'been: 
.. 4th December 1926: The Imperial Bank's tate~~t shows a deereale in the 

<cash balance of 331 lakhs; the trade demand is better by 162 lakha, ,nd GO\1lrnment 
and other securities held by the Bank, have declined by 110 laklls; Government 
deposits show a. decline of 349 lakhs and this is aCllOuuted for by a further deflation 
()f 5·33 crores carried out by Government la~t week. 4 crores of this deflation haa 
been carried out against withdrawal of sterling securities in London and the balance 
()f 132 lakhs by cancellation of ad hoc securities in India. The total deflation since 
.the be~innillg of the fin:lncial Yllar now amounts to 24·84 crares, of which 19 croreB 
is against withdrawal ->f sterling securities and 5'84 crores against cancellation of 
ad hoc rupee securities. This reduces the ster!ing securities held in London ofor the 
Currency Department to 9.99 crores. It is considered that it will not be mUU'weeks 
.before the blilarlce of 9·99 crore& disappears if the present policy of deflation con 
tinues." 

Well, Sir, if we could l:e suved at least from this power which this 
.department could exercise in this maDner, that will be the greatest thing 
S p wiih regard to this measure when it passes this House. 1.'he 
.11. Central Bank, I presume, from the imperfect knowledgo that 

I have of the diffcrent parts of the world. must beq.n autonomous body, 
If the Central Bank proposed by this lUoUlmre wi'll be suoh a hody, which 
will exercise clI ~lete control over currency and (:l'edit, unhampered by 
the l:)ecretary of State or the Finance Department here, and if the Central 
Bank is 80 constituted with regard to the mlUlsgement, constitution of 
the Board and other matters 8S to gUllrnntee the interests of this country, 
certainly, Sir, this will be a measure wliich we should all welcome and 
which we should support. 

I have gone through this Bill that has been p'laced b~ ore us and l:efore 
the country for circulation. In Chapter II, share capital is proposed. 
What 1 l~ e been feeling 1 am trying to place before this House at present. 
This Centl'al Bank under the present conditions of the cOllntrv I feel must 
be one that would not have any sharc capital at all. There'should be no 
shareholders. It must 1:e an institution ·which should be financed frem 
our own finances and that should be mooe an independent' bedY. Then 
-c'lause 10 lays down that the Governor or Deputy Governor of the Board 
eould be removed by the Governor General in Council. Well, tha.t power 
should not be in that fonn. And in Chapter III, clause 18, there is a. 
proviso whioh gives the power to the Governor General to take away 
whatever may ha.ve been granted in the previous portions 01 the Bill. 
"The proviso is as follows: (The Bank to have the right to trulaof; 
Government bUlineBs) . 

.. Provided that nothing in this lub·section shall prevent the ~ ernor General. in 
ColHlcil from carr inl~ on money tranaac:tiona at Government treasuries or sub·treasurles 
at places where the· Bank has no 1muicb811 or agencies, and the OO.-mar Gtmeral in 
Council may hold at such· treasuries and lub·treasuries Buch ¥ances as be -, 
lequire." .  . .. 

Certain.ly if thil proviso il to .be effective, w~~er~we~,~a  l1ave beMa. 
given ·to the Central Bank m ~ other clauses wi11 oeO<JD!l.e . nugatorr 
whenever tbia power could be exerc1sed by .the.Governor General In Counoat 
and, by the propopnder of thii Bill to- a ~, thi!! Houae. ~B reg&'l15.. file 
'OI:Hgatiolitl'toseU ingol4, ci'UM 85' deals Wlthlheee obligatlODB. I ~ 
'Submit t8_ thil HOUle that the ob'liption .to buy aDd aeU must be regul~ted 
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in such a Dlanner that gold is bought'and sold in India only: As regard .. 
the location of our reserve fund, I should say that the whole tlf it must 
1:e only in India.. If all these points .lLl'e embodied in this and if we 
modify the meBsure finally in such a. manner BS would give the Central Bank 
or the Reserve Banks a proper JDanagement and a proper power which 
will protect the interests of India.n commerce and Indian industry, I should 
say tha,tr there would be 8Olllegood done to this country. Otherwise, if 
the Bill should pass in the form in whioh it has been presented here, it 
will be another camouflage similar to the other measures that have been 
introduced nnd that have been given effect to in the Bamc manner what· 
ever may have been the form or the language in which they haa appeared. 

lIr .... It. ShIDJDukham Ghetty (Sa:Iem and Coimbatore cum North 
Arnot: Non·Muhammadan Rural): Sir, I must confess I did not expert 
that at this stage of the Bill we would hear the very ~ntere ting speech 
t.hat the Honourable the Finance Member delivered to us  this morning. 
I am glad, he has confessed that at least on one point he has been 
misled . 

The Honourable Sir BuD Blackett: What point fs that? 
lIr. It. It. Shuunukham Ohetty: Just wait a minute,-and that is 

about the wishes of the various sections of this House as to the exact 
time when they would like to have the Currency BiJl dill1cussed. It is 
usual to ascertain the opinion of the V!lr:iOU8 sections of. tbe House by 
personal ta.lks, either with the leaders or the Secretaries or the Whips of 
the various pries ~once ed. So fILl' as we are concerned, Sir, none of 
these officers in our party have been consulted, and from what my Hon· 
ourable friend Sir Purshotamdus has said, and from what I have heard 
from other friends, none of them have been consulted on this ma.tter, and 
yet, the Honourable the Finance Member had the courage to say he 
understood from the various sections of the House .  .  . 
Sir Walttlf WUl!lOD (Associa.ted a b~r  of Commerce: Nominated 

Non.Official): Did he say 'of the House'? 
JIr. B. It. ShIDlDukham Ohetty: Yes. .. 
Sir WlI:ter WDlIon: I do not remember it. 
JIr. It. 4med IRajshahi Division: Muhammadan RUTal): When w(':re 

the office bearers of your Party elected? 

Mr. Prellident: Ordp.r, order. The Honourable the Finance M .. mher 
can take care of himself. 

JIr .... It. ShaDmukham Ohet'y: He said that he had reason to think 
that the various sections of the House would like the Currency Bill to be 
discussed at the time of the Budget. I am glad t."at the Honourable the 
l<"inaI)ce Member has confessed that he has been misled somehow or 
ot ~ in this matter. 

111'. II. A. "Juab (Bombay City: Muhammadan Urban).: .He stands 
'exposed. 

JIr. Jamnadu II. .uta: He misled. 
"'.B. E. Shanmuldiam Chatty: He has stood exposed for the last • 

three years ·8[ld t,hat is no new o iti~n for him. . .  . 
Sil'\"4he mn.in principles of this Bill are to introduce a. modified form 

of gold. standard in this country· and ~o co· ordinate the. curreilcy ana credi~ 
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policy of the c.~ulltr  I wholjeartedly support these principles underlying 
this Bill. :But unfortunately, the goid standard that is sought to be in· 
troduced by tE~ measure is one which at is difficult for even experts to, 
thoroughly grtl~r. l!'rom the trouble that the Honourable. the l"iulLIlce 
Member had in tuking out a rupee coin from his pocket and in trying to 
explain what i~ will mea.n in future we can gather some idea of the compli-
cations underlying the new gold bullion standard. In paragraph. 22 of 
thoir Report the Hoya.l Commission have made the' following observa-
tions: 
.. Certainty and simplicity have heen lacking (in the present system) ; and for .. 

B te~ of currency: under Indian conditions and o~ the India~ people t ~ e '~~ ~~t 
qualities are as VItally necessary as the first. Without certamty and 81mphOity III 
the system, thero will never ill India be' confidence in the at.ability of the currency, 
and without confidence jn the stability ,of ,t.he currency, the ullin.truc~d public will 
lIever h, weaned from those uneconomic ab~t  of hoarding and that disinclinat.ion to-
investment which are now the worst obstacles to 'the progress of the nation." 

Sir, having made the statement that simplicity ,is yery necessary especially 
in Indian conditioDs the Currency Commission proceeded to ad ocat~ a. 
policy which is far froUl s.imple. So far 8S the obligation, to purchaae 
gold is concerned it does not differ from the present statutory obligation 
imposed upon the Government.' E ~n under the. present law Govel'lllQent 
are bound to take sovereigD8 and, al ~ o ereign  at a partioular price and. 
the effect of the new system will be to re-enact th;is obligation on the, 
part of the. Go'tenrment in a more stringent fonn j because in future t.he 
Government will only be obliged to purchase gold in a quantity not less 
than 400 ozs. in weight. So far as the obligation to purchase gold i-. 
concerned, it does not therefore differ from the, existing statutory obliga.-
tion that is imp.>St'd upon the Government'. What the people of India 
would like to geo is a simple 'and honest gold standard if I might use such 
a term. I recognise, Sir. that it may not be possible :immediately to 
achieve this aim and introduoe a simple gold standard in this country. 
But I do not see what obstacle there might be for the Government either 
to give an undertaking or to make a. provision in the Bill that within a. 
certain i e~ period this form of gold standard will be brought into existence. 
I was 4!urprised to hear the Honourable the Finanoe Member saying. ~  

the fixation of such a period would indefinitely retard the acI ~e' ent of' 
a pure gold standard in India. I for my part must confess that I cannot 
understand this statement of the Honourable Member. 

The Honourable Sir Bun Blackett: I am being misquoted so frequently 
that I must apologise if I intervene to correct the Honourable Member. 
I said "at might even retard" not "would indefinitely retard". 
IIr. :a. It. ShaDmukhaln Ohetty: I am prepared to ,accept the amend. 

ment of the Honourable the Finance Member. May I ask what grounds 
he has to suspect that the fixation of II. period like that might even retord 
the realisation of a full gold standard in this country I So far as I can see, 
if It provision of that kind is ;Introduced in this Bill it w,ill impose eithClf 
on the Government or upon the Reserve Bank that will cflme into exist-
enee an obligation to build up its gold resources so 38 to be ahle in the-
fixej period to issue gold :in any quantity an~ fonn that the public want; 
and I cannot understand how such a provision will have the tendency' 
,.to retard the reaIiFoation of the object tha.t we have got in view. ".-. 
The policy that has been recently pursued by the Honourahle the Finance 

Member wiU indefinitely p'08tpone the l'CaUsation of a  simple gold stand-
ard in this cauntry. As a reflult of ~e d~tion policy which he has bem 

• • 
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pursuing during the current financial year our gold securities have been 
reduced by about Us. 23 crores and contraction of the volume of currency 
has been brought about. My Honourable friend in his speech attempted 
to give an explanation of tha.t policy. That explanation was this. To his 
dismay he found Hs. 20 crores coming into the Paper Currency Reserve 
and this he thought was evidence of artificial inflation and his policy was 
simply to neutralido this artificiaJ inflation. May I ask the Honourable the 
Finance Member what basis he has got to assume that this Rs. 20 crores 
has come from the hoards .and not from the actual rupees jn circulation? 
We know that we have got two kinds of currency circulating in the land, 
l'UpeCI:! and notes. And, so far as rupees are concerned, we know tHat a 
certain amount of rupees are in active circulation and a certain amount is 
in hoards. Now, what. is there for the Honourable the Finance Member 
to presume t,hat this Rs. 20 crores came from hoards and not ·from the 
rupees that are ~nacti e' circulation? I maintain that the Rs. 20 crorea 
carne from rl,lpees in active circulation and to that extent the number of 
rupees in circulation. has been reduced and, if this assumption is correct, 
there cannot be any justification· for the deflation pOlicy that he has been 
pursumg .. Sir, the explanation for his policy is nol:. far to seek. The 
tendency is towards an exchange below lSd. The Honourable the Finance 
Member wants to m/l.intain exchange at lSd. at any f cqat. During the 
last year. there has been a steady decrease in gold prices in tr,e world. 
Does the Honourable Member· deny that, Sir? He is shaking his head 
and I do not know .  .  .  . . 

TluI Honourable Sir Bull Blackett: Will the Honourable Member 
repeat ws tate ~nt  

Mr. B.. E. ShaDmukham Ohetty: During the last year there has been ·a 
steady fall in the gold prices in the world and that is the statement that 
I make deliberately, .and I challenge the Honourable the Finance Mem-
ber to dispute th Itt statement. I am prepared to prove it if hi challenges 
il. . . 

.. The Honourable Sir Basil Blackett: Mav I ask the Honourable" Mem-
ber to ~ liun why the index number of pr,ices in the United Kingdom, 
aceording t,o the Board of Trade, waR 152·1 in December, 1925, 'and 
152·1 in October, 1926. 'fhere ho.s been a. steady fall in prices! 

Mr. R. E. Shanmukh&m Ohetty: l\lay I ask the Honourable Member 
t.o f'xplnin this. According to the statistics of the United States Burea.u 
of Labour tho index number in J IInullry 1926 was 156; :in February 155; 
March, April !lnd May about 151·5; July 150·7; August. 149'2. Those are 
tht' J ~url'  I have got flnd these figurps were taken from t.he index figures 
III the TTnit.cd States Rurean of La.bour. 

The onou~ble Sir Basil Blackett: Will the Honourable Member go 
on to t,he nextto month? 

Mr. ll.. K. S a n~ Ohetty: The next month is 150. aug t~r.) 
There is not rmfch differenoe between 149.2 and 150. If the Honom\ble 
• Member is to gloat over this difference of 8 points I can only s.vmpathisc 
"'\vitl\ his nowled~c of price. movements. Sir. there has been a steady' 
decline in the gold prices in the world during the current year. 
The .000arable SIr Bull JtIIUe\\.: I deny It. .. 

• . , 
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IIr. It. It. Shanmukham. Jhetty: j ;nailltuin it. The fall in gold priLl'lI 
would be ~eutrali ed either by rupee prices falling or by rupee prices 
remaining the S8me and exchange falling. The Finance Member wants to 
prejurlfe the whole issue by attempting to keep exchanf¥\ tit a certain 
level tlud bringing about 11 mIl in int.emal prices by defill,tion of our cur· 
rency. The :{Ionourable Member who ever since he ca.me to India hils 
,heen singing the praise of the stability of internal level of prices is now 
,deflating the currency and bringing down the level of prices with a view to 
keep up his pet theory of an lSd. ratio to the rupee. That is the 09 
expla.nation that can be given for the artificial deflation that he has been 
bringi~ about and there is no use his tr in~ to say that the policy of de-
flation is the result of neutralising the artificial inflation tha.t has, been 
brought about by the coming out of 20 crores of rupees to his dismay. 
'So much for the polley that he has been pursuing. So much for the dis-

I  • sipation d the gold resources and thereby indefinitely postponing the 
"realisation of a simple gold standard in the country. ' 
So fa.r as the constitution of the Reserve Ba.nk is concerned, I whdle-

heartedly welcome the prop'osal in so far as it aims at oo-ordinating the 
currency ood the credit policies of the country. And in making this state-
ment I must take ieave very diffidently to differ from my Honourable col-
:,league Sir Purshotamdas Thakurdas. I think, Sir, that, if we are to place 
our currency ~ic e n a. lICienti& ba.sis, there must. be a co-ordination of cur-
rency and credit policies in one band.. and, for obvious reasons, th!lt cannot 
be placed in the handa of any Government, even the Government of 
India. My HOJlourable friend Sir Purshotamda.s Thakurdas thouflbt that 
the remedy lay in transfelling the control from Whitehall to the handa 
of the officials of the Government of India. I for one am not 
, prepared to accede to any' Buch step. The control of the currency 
and credit policy cannot be placed in the hands of a. Government. 
It is best for all concerned that it should be placed in the' hands 
of a.n independent bank. (An 'Honourable Member: "Swarajista?") Tha.t 
will be t~ ideal. Unfortunately the history of currency in this country 
has brought to the forefront this fact, that the interests of India. 88 under-
stood by Indians are very different from the interests of India. as undllr-
stood by the European oommunity. I would therefore impressethe neces-
sity for making ample provision to entrust the control oJ- the Reserve 
Bank to Indian hands, people who know the interests of Indin. best. 
Safeguards must also be made for the composition and location of the 
reserves of the Bank, It has always been our complaint that the free 
inflow of gold into India has been artificially stopped by the action of the 
SACretary of State in purchasing sterling beyond his actual requirements. 
If n Reserve Bank is to be given unlimited freedom to locate its reserves 
in any countl'V' in any form that it pleases, it 'Would still be possible for the 
,Ban k to prohibit th'e free inflow of gold into India. Ample provision 
must therefore be made to define the composition an'd location of the 
reserveR of the Bank, Rnd in this particular matter I fOl one mURt pm· 
ptintically protest against the proposal to allow the Bank to keep its re-
serves in foreiJZIl countriell RII well. I w(lUld not eo to t,he C'xtpn.t. of 
my friend Mr. JamnadBs Mehta in sayinC!'! tha.t it would IlDl\bln th ... ~rlt~  
'Government to pav off its debts in times of crisis, but r would mBlDtam. 
thBt the placing of' our reserves in foreign countrieB would expo"e o~'  
1'eSeTVtlS to lIerious risks in times of internationBt criBis. RII war, and I' (10 
"Dot want that the slender resources of our countrv IIhould be exposed to 

• ,.' c ~ 
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thole risks. I hope that whon the' time comes the public a6 large and. 
this House will-suggest suitable modificlltions and amendments to ensure· 
these safegullrds. With these observations I support the proposition of 
the Honourab1e the Finance Member. 

!iii J'aaal Ibrahim Bah1m.tuUa (Bombay Central Divij,lion: Muham-
madan Hural) : Sir, when I entered this hall I ha.d no desire to take part 
in the deliberations to-day on a Bill which was going for circulation for· 
ejpiting opinions ·thereon. But one remark of the ~nourable the Finance 
~ ber has come to those of us who have read hIS speeches carefully, 
whicp I shall refer to presently, with 0. considerable amount of surprme. 
His remark that the Currency Bills will be discussed after the Budget i •. 
introduced amounts to nothing more than the strengthening of the nimout 
thll,t there is no sincerity on the part of Government regarding the exohange· 
ratio. I shall presently read some of the paragraphs of his speeches to" 
convince this House of the anxiety of the Honourable the Finance Mem-' 
ber to deal with this question in an atmosphere of oalm deliberation. 
I shall read to you, Sir, the speech of the Honourable Sir Basil Blackett, 
before the Delhi University on the 28rd November, 1926, on the Report 
of the Indian Currenoy Commiasion: 

,. My anxiety throughout has been that the Commiaaion's recommendations should' 
iHl studied and weighed in an atmOilphere of calm de:iberation, aLld tpt oonteDtion or 
at least oobtentioulll"s should be avoided. India is dee,Ply interested in right oon·· 
elusions being J'8IIoChed, and putting into operation a spIrit of controversy not only· 
prejudices judgment but allO· involves the risk that we may 10", the whole of the· 
great benefits which are I helieve capable of being derived from the Commillion'. 
Report." • 

.  I shall read, Sir, a similar paragraph from ~  speech at Cawnpore on> 
the 4th December, 1926: 

.. My dearest wish is that the Commission's propoeals may be as widely under· 
stood as their importance deaerves." 

c 
I shall read another speech of his at Lahore:, 

" It is .moat desir"ble that its meaning and purpoae shotLd be fully explained to> 
the Indian public, 10 that the discussion of it in the' Legislature may proceed in the-' 
light of a8 oomplete an· understanding as is pollible. The desire of the Government.· 
of India is that the action finally taken shall be taken after a most thorough examina-
tion of their proposals by the public and" 

-I may draw the attention of the House to this--

.. the fullest consultation with the Legi.:ature." 

. I. Sir; share with him in that anxiety that he wjU give us the fulleat 
opportunity to discuss this question and not cloud the issue, namely, by 
bringing the discussion on the Currency Bills after the Budget is introduc-
ed. . We ATe here, Sir, to be convinced by the Honourable Finanoe Mem· 
ber about the exehnnge ratio which he has advocated all along, and he has-
taken one departure which r welcome, namely, of ISiving expression tJo· 
opinions outside this House, ~t oug  the practice was all along that as 
long as the Honourable Members of the Executive Council remained as 
such, they never ventilated their opinions outsid'e the House· It is a-
very weloome· move and I hope, Sir, it will be allowed to be continued. 
As "regards .the Bill, Sir, I do not wish to say anything at present but I 
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&hail appel\J to the !Honourable the Finance Member that, if he wishes us 
to give full consideration to the Currency Bills which are at present com-
ing up for discussion, he will bring them up as soon as possible. 

:Mr. A. Ranlaswami IyeDlar (l'llnjore ~1n Tricilinopoly: Non-Muham-
madan :Uural): l)ir, I desire onry 'to say a few words in regard to two 
points that struck me as necessary" to be considered in connection" with 
the circulation of this Bill. 'l'he Honourable Sir Basil B1aclett referred 
to the llew standard tha.t is goin,g to be estl\blished in this country 8S 0. 
gold standard, and he also referred to the terms in which rupees will be 
valued hereafter. He oontonded, Sir" that we ou£ht -by this process to 
arrive at the stage in which gold should cease to be in u.ctual circulation 
in this country, and that we should go only by I/. method 
of valuation in terms of gold by It process of offering to 
buy and sell gold through the Central Bank at a fixed rate. I aID not 
":mre, Sir, whether this proposal is one which could be immediatcly adopted 
in thiR oountry with sllfety, and that ill Pthe reason, Sir, why all along 
pUblicists in this country have insisted that we should not only have gold 
bullion standard but an actual gold standard with a QOld coin in actual 
"circulation. The theory that you CRn have a gold standard without gold 
being in actua~ circula.tion is all right, hut it has to be recollected tha,t even 
in England t e.id~ t a~ gold GOulcl be actually absent from circulation was 
"only adopted in the year of grace 1925, "BOd the point is still not free from 
controversy. The Honourable Sir Basil Blackett quoted an American 
.authority to sa.y that this is an ideal state of things. It may be ideal, 
Sir, but I think it is not a practical state of things in which" we could 
.easily find this country to be for some years to come. On the 
-other hnnd., I" can quote him another well known American 
authority who" says that the theory that gold ought not retum to general 
"(lirculation but ought to be kept in great reserves where it would be in-
·stantly subject to the control of organised Banking or public treasuries 8S 
a basis fo, credit, is thoroughly unsound. Because under normal condi-
tions, 8S he points out, in 8 gold standard country, people will be seeipg 
and handling a substantial o,p1ount" of the actual yellow e~l  They 
will respect their paper money more if they know that it actually re-
presents gold and that ~ld can be got for it, instantly and without diffi-
culty. The presence of n substantial a.mount of gold in general circula-
-tion has a splendid psychological effect and is a very important fRctor in 
co batin~ money hereRies. The ordinary man thinks--and I think the 
man in India thinks particulsrly-in very simple terms, and. as my 
"friend Mr. Shanmukham Chetty said, he wants to have his currency on 
n simple nnd easily understandable basis, but he is quite capable of under-
standing tIle true theory of paper money only if that theory is emphasised 
in his daily practice. The true theory of paper money is, as this authority 
points out, that a piece of paper money is a demand promissory note, a 
promise topa.y real money-gold-on demand. If the otdihary man has 
"in.his own practice an opportunity to test this principle, to present paper 
money for redemption. and to have it red"emed, to get gold when he 
wants it, and to tum in gold for paper when it is more convenient to use 
the paper, he is not easily misled by fiRt money ro ~di t . • 
Sir, what. I want to know is whether it is the Government's intention 

to withdraw (lurrency notes in their present form, which says "! ~j e 
. ..to pay so aid so Rs. 5" and substitute in. it"s place the form which 18 put 

I  • 
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" down in the Currency Commist>ion's Report which does not indicate any 
such promise. 1 SIlY, Sir, that this is a proposal which ought to he very 
carefuily considered because of' its psychological effect on peoplo of this 
,country. 'That is a matter, Sir, on which, r think, the Government 
should iI)quire fully and obtain the-opinions of Local Governments and 
of representative bodies in the se'f'G,ra.1 Provinces· 'rhen, the idea tha.t 
all Ib~ld should be stocked in the reserves a,od that gold should not actually; 
circulate if' also, I think, fallacious, because the feeling that gold is in 
actuul circulation will, as the authority I quoted puts it, have's great 
psychological effect, and I think it would be unwise in this view to say 
that a mere gold bullion stllndlll'd is a proper standard to maintain in this 
country. 'rherefore, whether we have got to go throllglh the transitory 
process of having a gold bullion standard before having a. gold standard or 
IlOt, it seems to me essential that we sJlOuld now declare it to be the 
settled policy of this Government tha.t the Act we now put into opera· 
tion and the central banking authority that we now set up are out to' 
establish early u gold currency in actual circulation and operate the reserves 
in their hands for that purpose. 

As regards thc constitution of the Central Bank, I agree with my 
friend Mr. Prakasam that there is a great deal to b~ IOQked into before' 
we can accept the constitution as it is detailed in thIS :.t3ill. We feel, 
Sir, that it must be in a very true sense "Swarajist" in the sense that 
it is self.&overning, that it is not controlled by foreign capitalist interests, 
that it is essentially controlled by interests that are Indian and national' 
and that the Indian Government should, as far BS possible, not seek to, 
put itself in the position of being dictated to from W,.hitehall on this, 
matter. Therefore, as regards the constitution, I say we have every right, 
to reserve, our opinion to see that this institution is made truly and typi. 
oallv Indian. These are the remarks that I wanted to make on this, 
question. 

" Mr. B. K. 10lbl (Nominated: Labour Interests): Sir, at this stage, 
I wish to.make a few remarks on only two points. One point that I want. 
to refer to is the omission of an  important class of banks from the list, 
,given in the Sobedul~ I mean the Central Co.operative Banks which mst 
now in most of the provinces. These banks, from the point of view of' 
the common people, are as important as several other banks mentioned in. 
the list given in the First Schedule. I therefore hope that the publio 
will insist, when the Bill is circulated among them for opinion, that these 
banks are given the status which they deserve along with the other banks, 
mentioned in this list. 

The second point on which I wish to say a word is the constitu-
tion of the Reserve Bank. I agree with the Honourable Member from·. 
Madras that th'ere should be no share capital for the Reserve Bank. Gov-
ernment are quite riOO enough for the capital required for the Rese'rve 
Bank. If t,he control of tte nation's currenoy is ~o be left to anybody" 
it should be a body representative of the whole people. a~d not a. body 
"'epresenting a few shareholders. If the Government ID81st, and if the' 
people approve of their doing so, that the control of the currency should 
be in the hands of a shareholdeJ'8' bank. inay I suggest that the amount of 
such share of the Reserve Bank should ,be 0. very small onp.· I woultl 
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not put it at ~ore than Re.l. I w&>uld also make it. a condition that no 
man ~ oul. be given more than one share. I hope that the Govern-
ment will take my points into consideration:, and I also hope that. the 
public will insist upon the two points being considered very seriously as 
regl1l'ds this Bill. . 

:Mr. :M. A. JiDnah: Sir, l do n~ wish, so far a.s the provisiollR of ihis 
Bill Ul'O concerned, to take partr, in the debate and make any 
startling suggestion or even reasonable suggestion at the present 
moment, for the sill1ple reason that when a motion is movod 
for the circulation of a Bill, I helieve t,his is the first time that I 
know ,thut a debate of this character has taken pIneo. (Several Honour-
allie Mem.bers: "No,.no.") If the Honourable Members will permit me, 
I will say that I do not remember a single occasion when a motion that Q. 
Bill be circulated! was moved, that the principles of the Bill were discussed. 
I do not remember it. 

Now, I am not committed in the leasi degree to the principles of this 
Bill, and I am not asked to commit myself to the principle of this Bill to-
day. All that the Honourable Member wants is that this Bill be circulated 
for opmlOn,' but the Honourable Member set the example-o. 
Tery noble example it may be--he set the example of making a 
very long stat,nent. And, Sir, listening to that long and very 
interesting stltement, I found that the only point of any imvortance 
in tha.t statement was that the Bill further to &mend the Indian 
Coinage Act of 1006 and the Indian Paper Currency Act of 1928 for certain 
purposes would be considered along with the Budget. Sir, I do ask the 
Honourable Member, is he really serious about it? Does be not realise 
that a worse possible course the Govemment cannot follow than the one 
that he suggested. Sir, when my Honourabre friend, Sir Purshotamdu 
asked the Honourable Member, "When will you take up that Bill?", he 
said that question might well be addressed to the Leader of the House. 
And witlVn a very short time he gave us the information that the intention 
of the Government was to take up that Bill along with the Budget. I 
wonder whether he had in the meantime obtained the pennission of .the 
Leader of the House to make that statement. 

The Hououable Sir BUll Blackett: Yes, Sir. 

Mr ••• A. oTlmI&h: He did I,thought so, Sir: he is a very loyal follower 
of his Leader. I do ask the Honourable Member not to rega.rd the Mem-
bers of this House as children. He knew perfectly well that he was going 
to make that statement: he knew perfectly well that what he wanted was 
to put the House on the horns of a dilemma. "I have got the Budget, I 
have prepared my Budget on the hasis of one and six pence; if you change 
the ratio now, see what the consequences will be." Is that what he wanted 
us to deal with? Sir, I :!Vould like to use much stronger language, but I 
say that it will be a breach of faith wIth this House, for fJlis reason that in 
August the Honourable Member speaking on behalf of the Govel'DDl.ent of 
India urged that this was a matter which C¥luld ,not brook delay. He was 
anxious that that measure should be discussed in the August Session. 
Sir, we pleaded with folded hands and on our kneel!. that 
we had not yet recE\ived a oOPY of the recommendations· of 
the Commission. We had, not received the evidence, we bad not 
. received the papers and we pleaded with him. The Honourable Member 

• • 
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said; " I ,cannot help that; wha.t can I do? . The urgency of ttis measure 
is sueh that we must proceed." It was after great pressure from a con-
sideT;\bltl ll~tion 'of the House t,hat he himself realised that it would be im-
possihle to do justice to tha.t subject and eventually the Government them-
selves agreed that it. should stand, adjourned. -And then we lmderstood 
cleurl.v thnt this mpasurH would be tayn up 'at tllC earliest possib'1e moment 
when the Assembly met, but now we are told that it will be considered along 
with the Budget. 

An Honourable Kember: After the introduction of the Budget. 

Xr. X. A • .TiDllah: After the introduction of the Budget, quite so; and 
we know when the Budget is introduced-practically· at the fag end of the 
Session. We know that after the Budget is introduced there is very little 
time; so it meRns prRcticftlIy the snme thing as that it will be considered 
along with the BUdget. Sir, I know I have no power and therefore I 
,cannot indulge in Bny threa.ts, but I say again that it will be in the highest 
degree an act of breach of faith on the part of Government to put this 
HouRe in that difficult position, and I do therefore wish expressly to appeal 
,to you not to adopt that course but to bring this Bill at the earliest possible 
moment before the House. 

Pandlt Kadan Xohan lIalavlya (Allahabad and JhlU¥li :QiviRions: Non-
Muhammadan Rural): Sir, I agree with the Honourable the Home Mem-
ber-I mean the Finance Member-that the measure before us. is one of the 
most important measures ever introduced into this House, and I hope 'the 
·discussion which has taken plBce will hBvfl impressed that importance upon 
every Member of this House. The Bill is important in many ways. The 
three Bills taken together deal with questions which vitally affect the people 
of this country, but the Bill which is now before us has been presented to 
us in a form which specially enhances 'its importance. Of the three Bills, 
that which relates to the fixing of the ratio is not now before U8 for dis-
-Qllssion, but I wish to join with my friends in requesting the Konourable 
the Home Member-I mean the Finance Member-to fb: an early date for 
t,h\:» discu,Asion of that Bill. He showed ro~ his speech made at the com-
mencement 0'£ the debate to-dRY that he had some regard for the opinion 
of t.hiR Rom'le when he told the ;House that he understood, QS ~ thought, 
that the sensp of the House WQS in favour of the postponement 01 the discus-
'fiion on the measure until after the introduction of the Budget> By sa.ying 
80 he ch'lRl'ly gave the House reRson to believe that he respected and wished 
to respect the opinion of this House. Therefore, nOw that that opinion bas 
'.been E>xprcRsed here in very clear terms .  ; .'. 

\ The Honourable Sir BasU Blackett: Has it? 
Pandit Kadan KQhan Xalavl)'a: Has it Dot? , 
An Honourable Member: If you like we shall move an adjournment on 

that. • 
P&ndlt Madan Kohan KaI&vty&: I do not think tha.t after hearing tlriie 

,speeches which have been maie here the Honourable the Finance Member 
could 'be left in nny doubt that there is a strong feeling in this HOUA& t,hat 
the discussion of the question of the ratio should not· be postponed till after 
tt'e introduction of the Budget. After what has been said it will be inexcus-
able for me to take up the time of the House by dwelling fu:rther on that as-
pect of the question. I hope that the Honourable the Fina.n8e Membel' 

• 
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-will not be guilty of a discLrtesy j,o this House by not acceding to a 
request weich has been made from so many quarters of this House. 
Coming now to the Bill before us, I regret I have to differ from my 

Honourable friend Mr. Jinna.h in his view 8S to whether a. discussion of the 
principle of the Bill should take placo at this stage. When 0. Bill of im-
portance is introduced, the principle or principles of the Bill must be discuss-
,cd before K motion for a circlllll.tion of the Bill is carried out. The country 
expects tha.t those of us who have been elected to represent the peopie 
and to wa.tch over their interests will study the measures tha.t are introduced 
in t,his Council Bnd give such a lead, such an indication of our opinion tQ the 
country, as may help the people to understand those measures and to dis-
,.cuss them. Now here is a measure of very great importance. It is a. 
mixture of curious quality. It is 0. Bill at once to establish a gold standa.rd 
currency for British India and to constitute a. Reserve Bank of India.. It is 
unfortunately couched in language which is open to the cha.rge of being 
,calculated to mislead. It is a question whether a Bill to establish a. gold 
standard currency for British India and one to constitute a. Reserve Bank of 
India should be mixed up. I ask the Honourable the Fi.,ce Member to 
,consider the importa.noe of the question of bankinR apallt from the question 
of the gold standard currency. The importance of a. gold standard wit,h a 
'gold currency is suffioiently great to require to be dealt with in a separate 
·measure. Takin,-up first the question of the gold standard currency, I 
wish the PreJnble had read : 

I 

.. WMreaa it ia expedient to provide for the eatabli.hmont of a gold standard 
with a gold currency for British India", 

and that it had stopped there. There should then have been a. separate Bill 
-to dea.l with t.he question of a State Bank or a Central Bank or a. Reserve 
BllJlk and of the whole system of b.anking for India.. I am sorry to find,' Sir, 
that in the year of grace 1927 'We a,re still debating the question of Q gold 
Rtandard in thiR country. Ja.pan which was vf!ry far backward in '1872, 
tart~ 'l¥ith a gold standard in that year. It bas developed its system of 
bankmg enormou8'ly. It-bas prospered wonderfully. Rere in India 
though the question has often been taken up it has noi; :Vet been deci~ed. 
When in 1893 it WIlS decided to close the mints to the l'e~eoina.ge of 
,~il er, it wa.s done diRtinctly with t ~ object of lhtroducirtg 8 gold" standard 
II'! Indin.. Five years Inter the Fowler Committee was appointed in "1898, 
to con id~r and report on "the proposals of t.he GGvemment of India". . 
, .. to give effect to the policy which "had. for its declared object the 
esta.blishment of a gold Rtandard in India". ,The Fc:m"ler Committee, 
""looking forward .... to the effective establishment in India. of a gold 
standard nnd currency bllSed on the principles of the free inflow ani:1 out-
flow of gold," recommended that: 

. .. (1) The Indian Mints should continue closed to the unrestricted coinage of 
"SlIver lind should be opened to the unre~tricted coinage of gold; 
(2) The sovereign should he made legal tender and a current coin; 
(3) The ratio between the rupee and the pound st . ..,rang should be RI. 15 to the 

)tOUnd.-that is, t ~ ell~ ange ~ue of the rupee should be le. 4tl.; 
. (4) No legal obhgatlon to give gold for rupeesef0r merely intemal purposes should 
be accepted; b11t! 
(5) The profii on !-he coinage of. rupee "should be hald in gold as .. special reserve 

land . ad~ freely available for foreign remittances wheuevM' exchange fell helow JWld 
8poclepolnt ; '," " 
h (6) The o e~n ent ~ ould continue to give rupees for gold, but fresh ru..-
:heouJd JK?t.btI ClOJned until the proportion of gold in the currency was found to uceed 
, reqUJrelDlllltiI of the public. "  " • • 
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How very valuable were these recommendations as th"y are even to-
day; I do not wish to repeat here the whole history of this question of 
a gold standard and currency. It is available to every Member ot this 
House in the excellent minute of di ~ t written by my Honourable friend 
Sir Purshotamdas 'l'hakurdas. But I wish to draw attention to the im-
:Rortant fact that these decisions were arrived at by a Committee appointed 
by His Majesty's Government so far back BS 1898, and that on the 31st 
of July 1909, the Viceroy telegraphed to the Secretary of State that the 
Go"\fernment of India were preparing for the coinage of gold. How 
inexpressibly sad it isthllt the scheme has not been carried out 
during all these yeal'S. But what is sadder is this. Until the last Royal 
Commission sat and carried on its deliberations, the question of the in-
troduction of a gold standard with a gold currency was not complicated by: 
being mixed up with the question of a Centraol Bank for India. All pre-
vious discussions dealt only with the question of the introduction of a gold 
standard with 'a gold currency. So far as I am .aware this is the first 
time that two .portant schemes have been mixed up in the way in which· 
they have been, and that has placed us at a disadvantage in discussing 
them. We have :first to consider whether the recommendations of the 
Cun-enc,V Commission on the question of the introduction of a gold stand-
ard with a gold currency should be accepted by this House or not, 
whether they are sound or unsound. We have in the ;epoa of the Com-
m'ission and in the evidence taken by it enough material to discuss and 
decide the question. The Finanoo Department of the Government of 
India submitted a scheme to the Commission for a gold standard with a 
gold currency for India. The Honourable the Finance Member himself 
gave evidence before. the Commission in support of that scheme. It is: 
unfortunate that he changed his opinion later on. 
TJle Honourable Sir Bull Black.": I' have not changed my opinion, 

Sir. 

,. Pedlt .&dan .ohaD .&lavi),a: I am very ,lad and tha.n1W,l to note' 
that. I hope that you still adhere to the c e ~ or a gold standard with, 
a ~old ~urrenc  for India. . 

The BcmOuable Sir Bull _lacke": I still adhere to my evidence. 
Padit Ka4&D JIohaD Kalavi,.: Very well. ~ see that I was .giving' 

my friend greater credit than he is .willing to take. Now, Sir, the scheme' 
that was placed before the Commission on behalf of the G<>vemment of' 
India supports the demand of the educated Indians, of the representatives: 
of the people, that a gold standard, a true and effective gold standardwithl 
a gold currency in circulation ~ould be introduoed in India.. The Com-
mission have given us their reasons, why they rejected that scheme. It. 
is up to us to examine t o ~~ reasons and to discuss them and to come to. 
a conclusion. That is the great question that is now before this Assembly. 
I do not think that Bny other question should be mixed up with it; and 
if that is to be tthe point for consideration, apart from the question of a. 
Central or a Reserve Bank, 1 ask the Honourable the Finance Member and' 
the House to consider what istthe right course for us to follow. There are' 
two important questions: one is that of the ratic:r-whether it should be-
lQcl. or 18d.-and the other the larger question whether we are going to 
have 8 true and effective gold standard with gold currency. 
The whole history of the last twenty-eight years is full of 
instruction for us as to what we should do in this direction; allil I submiA;. 



mil (JOLD STANDARD AND RESERVE .BANK OF INDIA DILL. , ' • \13-
# 

that whilJl we should sec that the· ratio should be ,fixed at the correct " 
figure, we should also see that the larger question of the e tabli ~ent 
of It gold standard with a gold ~urr )nc . should be t~en up and decld~d 
now. I think it has been n cnme agamst the Indlan people that this 
has been so long delayed. Who can say how much of injury II1di ~ has 
suffered monetarily and otherwise by this question not having been talwn 
up and settled 1:10 'long ~ India has lost every day during the last 28 years. 
It has lost enonnously. It is losing and it will continue to lose a great 
deal until this qUel:;tion is correctly decided. Is there any country in the 
world of the magl1itude of India, with the magnitude of its import and 
export tro.de, which has suffered 80 much on account of exchange as 
India has suffered? There is none. And if YOIl urc now going to deal with 
this question of currency, are you not bound in duty to the people of 
India to adopt the right course, to Ildopt the right scheme in order that 
this loss should cease and the people of India should have a chance of 
becoming prosperous? I submit that this question ought to be taken up 
by itself, as the most momentous question that can be taken up by this 
House. The Honourable t.he ]'inance Member is un u~tionabl  one of 
the ablest financial experts thnt India has known. This YElar is the iaat 
year of his office. I appeal to him to give to India the benefit of his 
entire ability and wisdom in solving it correctly. (The HonouraDle the 
~inance Member here held up a oopy of the. Bill.) I shall be sorry to think 
that that is ~I i~at Ule Honourable Member can ofter. I hope the Honour-
able Member hsssomething more than that to offer, and I hope that he will 
endeavour to give us something better than what he has placed before 
this House in this Bill. But, Sir, if the Finance Member will not help 
us, I hope the House will help itself, and see that the question which 
most vitally affects the people is fully discussed and rightly decided. 
The question n'ow before the House is: What are the reasons which 
have been ,advanced by the Currency Commission for rejecting the scheme 
which was put forward by the Government of India? If those reason.· 
commeljd themselves to this House, we· mus,t accept the proposals of the· 
Commission. But if oft',being examined, those reasons are found to be 
untenable, if we can pdiiit aut where they have erred, how many assllmp-
tions'they have made which should not have been made, ho'f the di1Bcul-
ties mentioned by them can be overcome, I am sure we shan be s.tisfied 
in not accepting their proposals. The matter deaerv.es to be most care-
fully examined. And that is what I ask this House to do. I am glad 
this BiH is going out in circulation for eliciting opinions. Let it be cir-
culated. I hope every Member of this House and ever}.'one interested in 
the proper solution of this question will note the incongnllty and complexity 
w~ic  has been introduced in the Bill b.v two matters of great importance 
bemg mixed up. My request to the House is to use all its influence-
wha.t little influence it hAS-to see thnt. At t,his critica.l juncture the ques-
tion of the introduction of an effective gold standard with a gold currency 
is considered, that this opportunity also is not lost. If we adopt the 
recommendations of the Commission, I agree with my "Honourable friend 
-Mr. Ghanshyam Das Birls-whom I cordially congtatula.te on his excelJent 
maiden speech in this House-I entirely agPee with him t.bat for many many 
years to come we shall noi:tha.ve ~l gold standard, and it will he 8 great 
na.tional calamity if we do not have it. I hope therefore that elery 
Member .of thiil House will give· his best care to the consideration (If this 
q';lestiolf' and use aU bis influencp t(l seetha.t the two ~ tion  are dea.lt 
Wlth sePFately, namely, the u ~ tion 0.£ B gold stAndard and currency Bnd 
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the ratio to be fixed between the rupee and the gold, and the question of 
a. Central Bank with a sound system of banking such as this great country 
urgently needs. 

Now, Sir, coming to this question of a Central Dank, the House is 
probably aware, that the idea of a Central Bank for India. was mooted IiIO far 
back u.s 1860. It was discussed several times between that year and 1876. 
But no decit;ion wus arrived at on the subject. 'l'he question was taken 
up by the Royal Commission on Indian Finance and Currency and they 
said in para. 222 of their Report which was published in 1914 that they 
regarded "the question, whatever decision might ultimately be arrived 
at upon it, BS one of grea.t importance ~or India, which deserves careful 
and early consideration by the Secretary of State a.ml; the Government 
of India". They recommended that there should be a. comn;:ti.ttee appoint-
. ed to consider and report whether a Central Board should be created and 
to submit to the authorities a concrete scheme for the establishment of 
1!uch a Bank fully worked out in all its details and capable of immediate 
application. We Indians have repeatedly· urged that a Sta.te Bank should 
be established. Writing my minute as a member of the Industrial Com-
mission in uns, I said: 
. .. The interests 01 the country· d·emand the early creation of 4\n \tIstitution which 
will at once be the central reservoir to which all public b~anoe  shlS'uld belong and 
tbe central fountain which will feed all fruitful· national aotivities throughout the 
country." 

But the mA.tter has not bean taken up all this time. We had also an 
E:xterno.l ~ital o itt~e. From. what the HODourable the :F'inance 
Member. told us then we expected that the question of ~ncre ing bonds 
and hanking facilities would be taken up early, but. it has no~ been taken' 
up. The, question now. brought before the House is one of establishing a. 
"Centrlll.ReRcrve bank. I endoJ'se what Sir Purshotamdas Thakurdas has 
said upon. this' point. I feel that. ~t is. a questiop. of gl:eater infporlnnce 
thnt. we should first provide banking acilitie~ in this country by a .sound 
eysibm of; national banking wl1ich will give to Indio. what every civilised 
oountry enjo'ys in the way of those facilities. The Honoura.ble the 
Finll.nCtl Melnbsr referred to:oertain remarks of Dr. Sprague. But I can 
also quute Dl'. Sprague. in. support pf my view. He was asked by the 
Ohnil'n'll\n of the BOYlll Commission to assist the Commission with advice 

upon the topic of a.Central Bank a.nd.as regards its fundamental 
4. P.11. principles. The Ohairman said to him: 

, .. Without, entering into Rny matters requiring special knowledge about· India 
there must he .points which emerge from t ~ general. rinci l~  of Central BankinB 
wbi~  are Applicable to thOle features of  Indian oondl~ion  whIch are common know-
l~dge to alI of lIs/' 

Aod . in unswer .Dr. Sprague said: 

" In onBi~ering in gentJlll t.he lu~e~t ~  banking in India, I would like to describe· 
firsi ;my . feeh.ng, B~ut the general "rmOlples whiohapply to the reorpnisation of 
banking a. dlstlogUlshed from purely monetilry prol)lems. I would liken it if :vou 
pJease, first to the con ~ruction of .a o~dation for 11: luper-structure, and the' fOuDda-
tlon<: for a c~ntral bankmg system m IndIa, to my mmd, must be careflllly introduced 

~ng and 11I~~ en with the existing hank!ng practices, the esisting custom. of 
bUWIIIsI, the e~ ltlug method. of· Government In managing ita fiscal affairs and the 
,!existing bUlimeu that India coDclne ... ; ~t t.hat it should not be applied, as' was don. 
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"' . to B considerable extent in America, as a IOrt of forced readJustment of methods. If 
this foundation upon which the super-structure of a great bank of iSlue is to be 
erected in India is not a secure one, if the concrete in other words, ha& not had time 
to set and the compIet"d super-structure is built upon that foundation, the super-
truct~re is liable to weaken, 8ett:e and possibly (lrack and fall." 

He further said: 

.. I am sure that you will not gain the impression from what I say that the sugges-
tions involve any criticism of the course of India in these mattera in the past. You 
certainly cannot believll that when I remind you of the fact that it was only 12 years 
ago that the United States undertook to do exactly what Indiai. now undertaking 
to do and indeed with ua after 80 year" of rather more extreme disorder in banking 
and monetary matters than prohably any nation has experienced." 

The Honourable 111r BuU Blackett: Perhaps that is the answer to the 
Honourable Member's earlier question whether allY nation has suttered 
more than Indio.. [The Honourable Member (Pnndit Madaq Mohan 
MahwiYII) did not catch the interruption.] 

Mr. PrtIldlnt: If the Honourable Member desires to take not1oe of 
any interruption, he must give· way and resume his seat.. 

Pudlt JhdaD IIobaD lIalavl,a: I beg your pardon, Sir. I want; too-. 
draw the attentiov of the House-the Honourable the Finanoe Member 
knows it-to ~at Dr. Sprague further said in this oonneotion. He said: 

.. Following the crisis of 1907, a Monetary Commission was appoiJlted which under-
took detailed atudies ()f our own currency and banking experience together with 
detailed aiudiea of banking orgauieat.ion and practice in other· partll of t.he world. 
After lOme tbree years of investigation, which inc~uc1e . tl¥! publication of ~ « 40 
volumes on currency and bankin,. matters, this monetary commission prepared a BiD. 
for a central bank, a Bill which we know in America a8 the· Aldrich Bill. That BiB 
broaght forwardiD 1911 was the subject of wide-spread discussion and criticiam." 

Dr. Sprague went on to say that. ~t was after all that. extended oonsi· 
deration q,nd discussion that the Federal Reserve Act was pllssed. Here, 
the RoyaY Commission was appointed early last· year, and 80 far as 1 
remember, it took about six months' time to ·make its recommenar.tioas. 
Six months' time might have enabled it to make a recommeniatioo with 
regard to the gold standard and gold currency being est.ablished in India, 
because the subject had been very much discussed in the past. But I 
submit that six months' time was not sufficient to enable the Commission 
to give the. oountry and the Government a scheme for a Central Bank 
such as tho country needs. Leti 'me quote the last piece of advice which 
l>r. Sprague gave to this Commission. ' He said: 

"  I think our experience raises the presumpticn that in the case of India you will 
not reach tho desired h&ven by a consideration of banking, currency and exchange 
matters alone; but . o~ wil: find t a~ they are ine,xtricably interwoven in with hauking 
development, orgamsatlOn and practice; and poSSibly our experience may anggest the 
rather. u}lpleasant consequence that a number of years' work may he ahead of this 
OOmmusum .• , I 

• r~oti 1  the same advice was given. by another eminently high 
authority, VIZ., Mr. Strong, Governor of the Bank of Englanu, who said: 

.. Tbe point that I wou~d like to. make, ,?sing this statement hy "!"'y of analog ,~. 
tbat t~e IItudy of moneta.ry ref!>"" ID ~erlca extended over a  perIod actnally of IllI:· 
I ~ tbe eft'qrt made Immediately pnor to the establishment of the Federal Beeene-. 

• 
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•• Therefore, if I may make these remarks by way of It~ ti.on,. it seems. to us t l ~ 
the fiut "'(/IIP of drl.elopntrllt 8hould lie a d1ld" of t o~  b~n l1l 1 a l~ blM/nUIi condl-
f;on .• in India 'u·h,it:i" 11'ill lay th .. foundation fOT t ~ eTectrnn of tkl8 B l' l' -It~llctlJ e 
Uf a re1lfl'Ul l}(l1Ik of iuup.. Those studies. itsecms til us, should extend specifically 
into tho husiness that India doe&, which is largely agricultural and largely confined 
'to fonr or five major crops which produce a large ,export balance," 

I' could not cite two greater authorities than Dr. Sprague quoted by 
tbe Honourable the Finance Member himself. and Mr. Strong. the Gov-
~ or of the Bank of England. They have both recommended that, wc 
should take more time and study the question more fully before we should 
discuss the question of estBblishin, 0. Reserve Bank of the kind which has 
been recommended. I request the Government and the House not to 
disregard that advice. ' 

I do not wish to take up the time of the House ati this stage by pointing 
outtbe objections to whioh the constitution of the Reserve Bank is open, 
but I agree with my Honourable friend Mr, Joshi in one view which be 
. has put forward. I would not go so far as to say th.Rt the shares in the 
Eank' 'liho\1ld ·'be rupee shares., but I certRinly agnie''''With ~irri t &~ the 
gilA-PeR should not be held by .. ,ny one man or a'group of ~en 1n excess1vely 
la.rge numbers, and that thisBa.nk to which it is proposeo tl> tra.nsfer very 
great powers  in the administration of the country's affairs, should, be a. 
bank which willl18,ve Indians fully repre!tentea on it. J.Jet the House 
realise what this Rank is going to do. With the proposed modifications 
a.I1d extensiop of 'the Im,arial Bank of India and the creation of the 
Ita,erve Bank a tremendous amount of' power to direct and regulate 
the industrial, commercial and other business activities in this country 
will pass into the hands of the Governors of the Banks. That being so, 
the representatives of the people cannot be' too  cautious to see that the 
representation of the people on such institutions is quite satisfaetory. 
~ e  cannot take too great care to see that the Legislature Rnd the Gov-
ernr.nent aeting Mcording to its wishes. should exercise full control 
over ucb ial ~itution . I submit. therefore, that the proposal for a. Re-
serve Bank should be discussed separately from the question of the reform 
·of currency which is pending before us. I do hope that when the Bill 
goes out for opinions these aspects of the question will be home in mind. 

Mr. '1'. Qavln-Jones (United Provinces: RuropcRn): Sir. J am in 
entire ngreem(>nt with the Honournble the I 'inancl~ Member that this Bill 
,should he circulRtcd for eliciting opinions thereon. It requires the most 
car('ful consideration and deliberate nction, but I was very surprised to 
hear. that ~, wished to delay the consideration of the ratio problem until 
the mt,rodulltion of the Budget. I entirf'J:v agree with the other Honour-
a.ble orn ~r  here who hR,:e protested against this dela.y. The Honour-
Rblp, thp nnd~ Member mtroduc(Jd n BiB lust Session which was to 
~ettle t~le r!ltio question, fI"?Il'l t ~~ wry heginning. It is a question that 
IS of. VItal Importance; ,It IS. 1\ qupstion on which everybody in India is 
'\\'a.ntmg to know what IS gomg to bp done and what is going to be the 
p,\l,Iult of our deli?erations in this House. and r think we should consider 
It as, soon as· possIble. Personally I am a· protagonist of I •. 4d. ratio, but 
t. e~ ~ . (')ther Honourable MembC'rs in thi" House who con,qider ilhat 
1 •. 6d. IS the correct ratio who 1\,180 conllider that this Bill sho/lId not be 
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will reconSider what he has said nnd will endeavour to take the Coinage 
.Amendment Act into consideration as soon a.~ possible. 

The Honourable Sir Alnander KuddiDlaD (Home Member): Sir, I 
'very rarely intervene in a financial debate, and, I should not have done so 
on this occasion, in spite of tho invitation of my Honourable friend the 
Pundit (Pandit Mtldan Mohnn Mnlaviyn) who so frequently referred to 
the Home Member in his speech that it looked 8S if he thought that the 
Home Member was in charge of the Bill. (Laughter.) But my reason for 
intervention is this. My Honourable friend and colleague, Sir Basil 
Blackett, hilS been attacked with grent ferocity one might almost say, 
for his' desire, his alleged desire-for I am sure nothing is further from 
.his thought--to endeavour to force an issue on the House in a manner 
which it does not like. III fairness to the Honourable Member, let me 
read what he .said this morning. What he said was this: 

.. In answer to the point that was put to me by Sir Purahotamdas a~ 'du & 

lew minuiel aBO, the Government have not yet come to & decillion all to the further 
,prOC/ldure \Yhich will be adopted in regar~ to the currency measures general:y. It 
depe!lds partly on the progreu of other. b 1D~B ; but I may say that after oolilultillg 
.or)Jntona 10 far as they could do lit; In wrlOU8 quarters of the HOUle, Gowrnmeat 
are inclined to the view that it will be the delire of the majorit.y of the.Jlemberl.f 
this House that the Currency Bill Rhould not be brought on for' effective diacu,sion 
'until the Bud" hdB bmm introduced." .  , . .. , 

I have no doubt that my Honourable friend in mll.king those remarks 
desired to elicit opinioDs ~ro ', other quarters of the House and he haa 
been extraordinarily successful in doing so. (Laughter.) Therefore, we may 
say that in regard to that matter the debate has been profitable. I must 
really ask the House, however,. to bea.r in mind that no Government caD 
hand over the. carriage of its own casc to the House. The Government 
must observe their reasonable rights in these matters just 8S the ca.magp 
of a case is with the plaintiff, if he is the plaintiff and not with the 
defendait .. ,However, I have no doubt that the observations that have 
fallen from the Members of this House in this ciebatA will receive careful 
consideration from, Government. I cannot say more at present. I v;puld 
however, point. out to the House that, whether you discuss ijJ.itl· Bill now 
or whether you discuss it at the time of the Budget, you cannot possibly 
divorce the; 13ill from the Budget-whet.her you dis(lUSS it in March or 
discuss it in J anuury. T am not Q financier and therefore speak subject to 
correction, but I thinlc whether you discuss it now or in March the differ-
ence between the ratios in their effect is not likely to be a severe 
mnthomatical sum. I see my Honourable friend opposite smilcs. I ad-
mit that I am not strong on this point. I however thoul!'ht it reasonable 
to say, in view of the observations that; have fallen from different quarters, 
that Government have not come to a definite decision as yet on the 
question as .. to future progress of the Currency Bill.. .  . 

Mr. Vldya Sagar Pandya (Madras: Indian CommQCc): As I am a 
.new Mernber, I must confcss I am not quite familiar with the business 
and. procedure of this Hc)Use. I was under the impression that the Bill 
would simply be introduced without a speech from the Honourable the 
Finance Member, a8 was the case with other Bills that came before. 
However, as the Bill has been introduced it is not my intention. at· t~e 
fag-end of the day, to make any long speech. But I want to warn thIS 
"HOUSEl about certain matters which have come to my notice. It was very 

• 
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unfortunQ·te 'that the noyu) Commission btgo.n its work unde;-very bad. 
circumstances. It WIlS bo.ycotted practically in the southern part of India. 
In spite of representations made and Resolutions moved in this HousEt 
the personnel of the Commission was not set right. The resuli; was that 
very valuahle evidence which would otherwise have come to the notice of 
the Royal Commission was not tendered before it. l!"'urther, it will -be-
noticed from the second volume of the Ho.yul Commission's Report tha.t 
they have omitted to publish the evidence of ubout 60 gentlemen. I dQ. 
not see why this evidence should be removed. I muy further say that I 
addressed those gentlemen and nsked them to let me have the views they 
expressed before the Royal Commission if the Government are not prepared 
to publish the evidence tendered by those gentlemen. Some party in 
the House such as the Swaraj Part,v may like to publish those views so-
that the HOllse may judge on the actual evidence tendered and not on the 
"selected" evidence that has been put forward and published by the 
Government. Besides ·that, some ~entle en addressed the Royal Com-
mission and offered to tender evidence. Thev did not even receive the· 
courtesy of a reply from the Raja.!. pommiss[on. Here I have got with 
me a letter written by the ChairmlltD of the IoniaD' Bank in I.ondon, and 
this is what he .says: 

.... N evertheleslI I may be able to give you some pointl of int<Jres\., which are Ilot 
availab:e to the pub1.ic. When the Currency Commission wal appointed I wrote to-
Commauder Hilton Young and told him I wished to !Jive evidence before the Com· 
mil.ion aDd that I should be obliged if he would furnlsh me with t.he names of the 
COIIUIIialionerl aDd with th" addren at which they would meet in London. From tllat 
day to thii" - . 

The letter is dated the 7th December 1926. 

-" r have not heard ODe word fJ'OQl Commander Bilton Youbg and was lurpriled' 
OIIe day to see a notiCe in the preas that the members of the Commission, or lODle ot 
the members, had' returned to India. Before the 'Commis.ion was formed' I lent to-
CommaDder Hilton. YQ1UIg an the documents I am now IMInding to you, aDd as they are 
now all out. of print may I uk you to return them to me .  •  •  •  , .. 

&nd.so on. I do not see why a gentleman of the standing of the Chairman 
of the Ionian :Bank who comes forward to give evidence before the Roya.l 
Commission should not even have been shown the courtesy of an answer' 
to his letter. I a.m sorry I have not brought the file of papal's with me, 
as I WaR not aware that the principles of the Bill would be discussed to-day. 
I thought it would be simply moved in a fonnal way. I have other 
letters with me in which a number of witnesseIB complain that they were 
called upon to give evidence Bnd they took the trouble of tendering evidence 
but were not shown the courtesy of having their evidence published. 
'l.'hey did not know that "only selected" evidence would be published. I 
hope th(\ Government, IllS they are going to send the Bill for elicitin~ 
public opinion, will make the evidence which has not been published avail-
able to the Members of the House. It would be better in fact if it ~ 
published 80 tha.t the public may judge why it was not published at all. 

Well, it is not my intention' to deal in detail with the ra.tio question, 
but in passing I may Bay that the Honourable the Finance Member in his 
Memorandum before the Royal Commission ha.s himself admitted that the-
silver rupee is only a promissory-note printed on 'Silver. May I explain 
the position? It is this, that the Governmen.t of India had fixed the 
value of a sovereign at 15 rupees: the value of the silver content' of the-

,  " 1(,..;. .. :',-
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rupee was .about 8 to 10 annas, varYing :from time to time. The rest of 
the value of the contents of the rupee were kept in the form of a Gold 
Standard Reserve, and the Gold Standard Reserve has ~been used in the 
past only to enable the foreign merchants in India to sead remittances 
home. The result is that the Government have been taking away 6 to 
8 annll8 per rupee, keeping it in the form of a. Gold StaDdard Reserve, and 
returning it only to the foreigners who Bend remittances and never under-
taking the obliga.tion to pay this ba.lance to the public here. The result 
ia that when we now demand the return of the full value of the rupee, 8 
portion of which Government have practically been usurpibg to their own 
uses, we are told that instead of 15 rupees we shll.ll get hereafter only 
ns. 13-8-0. I may be mista.ken by about 2 annas, but on the whole there 
is a big loot. 

The Honourable Sir BIIil Blackett: If the Honourable Member wants 
to charge loot I think he had better bc right in his figures. 

Mr. VldJ'a Saaar PaudJa: I think I am fairly correct. 

Now regarding the Gold Standard, we'll, I do not want to take up much 
of the time of the House, but it seems to be something likf' a "bridegroom" 
without the" bride ". We had RO far only a sterling exchange stundard. 
und now we 9IC Jilade to believe, to take it at something better than what 
it was beldi'e, but really, I do not find any difference hetween tlu'l two. 
1£ there is any difference, it is this. Wf' have in the pl\8t been criticizin'l' 
the Finance Member and the Government that they have heen selling 
Reserve Council Bills without consulting' the AssemQly Or anybody else_ 
The result of the Bill is that what they have been doing unauthoritledl;v. 
they propose to do with our permission, and it is better that we under-
stand fully wha.t the Bill amounts to bpfore we grant our· pennission. Now 
some of the Honourable Members here are very hapPY' that we are going 
to have a trBD,sfer of the control of currency from the Secretary of Sttd;C' 
for India-to the Government of India here. But from what I have seen 
tJf the constitution of the Reserve Bank and the management of tho 
Imperial Bank, I am afra.id-I ani taking into con ide~ti n. .out ~wn 
experience with the Imperial Bank-it might be a transition from ., King 
Log " to II King Stork ". We are not sure what control we are going to 
have. It is all right to say that all other oountries have got a Central 
Ba.nk and it is a nice thing to get a Central Bank, but we have to con-
Hider whether it is not 'the people in those countries who manage t.he 
Central Bank. Are they not managed by the people themselves in the 
best interests of the country? Here, according to the constitution it 
eppears to me something like handing it over to the foreign exploiter" 
to have their own way, and unless we provide for ample  safeguards in the 
matter of giving control to the public, and unless the Reserve Bank a.nd 
the authorities appointed by the Govemmem to control the currenc!y are 
amenable to the discipline and to the orders and mandates of this House, 
h wnI be very dangerous to hand over the cUlTency to a new institution 
of the kind proposed in the Bill. Well, a"out the Imperial Bank. I am 
speaking now as a banker and as one who represents the interests of the 
commercial community in the Madras Presidency. I am sorry to (lonfesa 
that our experience of the Imperial Bank has been very unfortunate. We 
CSD ne ~ depend upon the Imperial Bank for help (Laughter)-and unfortu-
nately tift Imperial Bank still follows-the old traditions of the tlaec _. D 
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Presidency Banks and I think several Members of this ou~ewi1l recall 
the part. played by the Bank of Bengal in the past in the matter.)£ 
adva.nces and how they brought about the ruin of the People's Bank ~  

J ndia and also how they readily came forward to help the Alliance Bank 
(Jf Simla. When we make any business proposition to the Imperial Bank, 
we arE' never ~ure about it and •  •  •  • 

The Honourable Sir Bull Blackett: Sir, who helped the Alliance Bank 
of Simla? . 

Mr. Vldya Sag&1' Pandya: That was to save the prestige of the British 
Ranks. While the People's Dunk was able to pay 19 ann as in the rupee, 
the Imperial Bank flever came forward to help them, while' they readily 
came forward to help t.he Alliance Bank who could oniy pay 8 annas in 
t,he rupee without Rufficiently examining the ass ts of the Alliance Bank. 
I must warn the House at this stage to go very carefully through the 
whole Elvidence-even the evidence which has not been published should be 
published-and after fully considering the full bearings of the question, 
they should come to a conclusion on this question. Then, apout the gold 
standard, as I have already said, it looks ,like a bridegroom without a 
bride. What is the m(1aning of gold standard? What l~ are anxious to 
JULve is that we should have gold coin as unit of mone§ alffi i'a!ue. Gold 
coin ought to be the monetary unit. Talking about this stabilisation of 
the Rupee means we are still harping on the old tune· The rupee ought 
to go. It is the bastard rupee. which ought to get out of place and we 
should be assured ~  the gold stn.ndard with gold currency and an under-
taking should be given that gold will be given to people on demand, not 
only to n mAn who asks for 1,600 tolas of gold but to every body. (Mr. 
Jamnada8 M. Mehta: "1,065.") I do not want to detain the House a.ny 
more. I am glad that the Government have agreed to circulate the Bill 
and I hope we will haye ample opportunities of going through the evidence 
tlnd taking up the Bill at a. later stage. ~ 

ctrbe B&¥OJ11'able Sir Baall Blackett: Sir, -I do not think it is entirely a 
novel procedure to ma.ke a. fairly lengthy speech on a. motion for circula-
tion, and if I did so to-day, it was because I desired-and it has alwa.ys 
been my desire-tha.t this whole subject of the reform of Indian currency 
should be studied IUld decided upon with intelligence, and if I may say BO 
without offence, I think that some of the speeches to-da.y o~ us that 
it is still desirable. The last spooKer made a great point about the absence 
of 8 certain number of written ~a.te ent . The choice of what to publish 
is always left as a ma.tter of practice to a Boyal Commission. The Boya! 
Commission have expla.ined that considerations of convenience and economy 
bave precluded the inelusion in the published volumes of the whole of 
their matcrial. These are same only of the published volumes. I do not 
think that it is .really rell.SonBblc to charge them with ha.ving specia.lly 
selected evidence for a particular point of view. But I ma.y add that W9 
have, I believe, the original IItatements in most of these cases where 
evidence has not been published in the Finance Department and I shiloH be 
happy to allow any Member who wants to see them and strain his eyes over 
them. 

I do not propose, Sir, to attempt to cover much of tne ground that 
hAS been covered-by the various speakers to-day. There are juit ODe or 
•. r 
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. two casual points that I should like \0 take up. The question of the rela-
tion of the co-operative banks to tAe new Reserve Bank is a very interest-
ing one. The matter was, I believe, carefully considered by the Royal 
'Commission and has been considered by the Finance Depa.rtment very 
carefully. It is qpite clear, I think, that the obligations, for instance of 
keeping a. special proportion of their demand and time liabilities and 
publishing statements which are laid on the other banks concerned could 
not be laid in that fonn in the CBse of the co-operative banks. There is 
.no kind of slight to the oo-operative banks in not putt,ing them in there and 
Government does not consider them suitable for the sort of oonnection 
that is proposed in this Bill between the Reserve Bank and the other 
joint stock banks· 

Another suggestion is made that there should be no share capital; 
that the Government should put up the whole of this. capital for the 
bank out of its own funds. Well, now, the whole object of our proposals is 
to transfer control over the currenoy and credit machinery of Indio. from the 
.secretary of State and the Government 'of India to an independent body. 
If the Government is going to'put up the capitaJ, Government is going to 
l;le the controller. You do not get your independence. If you are going to 
get complete independence you must find some means of dissociating it 
from the Government, and it does not seem to me that the natural way to 
do that is to .skeGovernment to put up the who)e capita!/.. It certainly 
Beems to me to 1:e a contradiction in terms. 

A good deaJ has been said about the absence of gold currency. I trioo 
to make it clear in the course of my earlier speech that 0. gold currency 
might or might not btl desirable hereafter-that was a. ma.tter on which I did 
~ot wish to express any view at this' time-but that whether you regard it 
as desirable or not. it was quite impracticable at the present moment to 
introduce a gold currency, and that the right method of progression WIAS 

via the gold bullion standard. I think it was Sir Pursh6tamdas who asked 
me whetlylr Government was prepared to give 80nie pledge that a gold 
currency should be introduced if the Assembly or Legislature hereafter 
desired that it should be introduced. As I said. I think i~ould ~e 
absolutely useless to pretend to bind your Legislature ten or'1rfteoo. years 
ahead. I have -not the least doubt that if the Legislature find that the 
position is such that there is a possibility of introduoing a gold cUlTency, 
and they take the ordinary steps to show that that is their wish. I have 
no doubt that it w,ill be introduced. No pledge given now would affeet 
the issue. 

I would like once more to emphasize the point. in view of wnat Panwl; 
Malaviya sa.id, that the Reserve Bank a.nd the' gold standard are mutually 
interdependent. 'md any attempt to separate them will be very undesirable. 
iYou CQIlnot solve India's currency problem unless you take up the question 
of central banking. Any attempt to separate it would leaq Y9U to a wrong 
end. I think it absolutely cssentiaJ that this Bill should deal with both 
s1!bjects. the gold standard and the- Roserv, Bank. and that they shotJld 
not bo separated into two isolated compartments wliero one might proceed 
faster than the othel' with possible damage to both . 

. A good many speakers have talked about the gold bullioD standard DOli 
~eillg 0. gold' standard. Every economist ,,-110 writes on the subject that 
I know or admits tha.t the gold standard as at present in force in the • 
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[Sir Ba.sil Bla.ckett.] 
ni~ed Kingdom is a gold stlmda.rd, ald if that is a gold' standa.rd ~n the 
United Kingdom it is a. gold standard here. There is however no need "to 
be. too precise about terms. A gold standard obviously shades off from 
the form tha.t used to be regtU:ded as the Victorian form, 0. gold curren~, 
standard, into all sorts of other forms. But all these !!hades are gol'4 
&tll.Ddards, provjded that there is absolute and o.utomatic provision for the 
maintenance of the gold unit,o.nd it is rather waste of time to argue that 
one is and one is not a gold standard. What we are proposing is So gold 
standard without gold currency. We are not proposing 0. gold standard 
with gold currency at the present time. But that both aro the gold 
standard is admitted by all those who have really scr;iously studied this 
Bubj~ct. and I do not think we really gain much by quarrelling about 
words. I do not think it is necessary for me to'!ttempt to follow the 
very many other interesting lines of thought that have been raised to-day. 
A grea.t many statements have been made with which I disagree so entirely 
that it would ~ta e me a very long time, e~en if I had noted them all, to 
correct them, but we shall have another opportunity at a later stage to 
deal wit,h this Bill, and I do not think I need continue to discuss dt now. 

Kr. Pre_dent: The question is: 

.. That the Bi~ to establish a gold standard currency for British \ndia and cons£i-
tuts a Reserve Bank of India, be circulated for the purpose of eliciting opinions there· 
Ion." 

The motion was adopted. 

The Assembly then adjourned till Eleven of the Clock On' Wednesd6Y, 
the 26th January, 1927. 
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