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LEGISLATIVE ASSEMBLY,
¢ “Tuesday, 25th 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 Cocke, 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 Interests). -

e MOTION FOR ADJ OUBHMENT.
DEsPATCH OoF INDIAN TRoOOPS TO (CHINA.

Mr. President: I have received the following notice of motion for adjourn-
ment of the House from Mr. Srinivasa Iyengar:

“I give notice that I shali move the adjournment of the House to-morrow (256th
January) to consider a matter of urgent pubiic importance : )

the action of the Government of India in agreeing to contribute a contingent
including Indian troops to take part in the military operations in China.”
I do noé understand 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 ‘Government or that of the Government of India, the metion
is clearly out of order. I should like, therefore, in the firsp instance, to
ascertain from the Honourable Member what the object underlying his
motion is. The wnotion, I regret to observe, is in very wide Yerms and
I should like to know from the Honourable Member what really he means
or what point he intends to raise by this motion.

M, 8. Srinivasa Iyengar (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 con-
sulting the Indian Legislature,

Mr. President: I do not know if, in view of the narrow issue which
Mr. Srinivass Iyengar proposes to raise on his motion, Government have
any objection. ) .

' The Honourable Sir Alexander Muddiman (Home Member): Yes, Bir,
I am afraid I must object—for this reason pbecause it seems to me impos-
sible to discuss the question of sending troops to China without explaining
to the, House the reason why %roops are being sent to China, andesthat
would involve a discussion which cannot fail to affect our relation—not only
the relation of this Government but of the British Government—with many
other for‘aign powers. . A disoussion of this kind at this stage could not fail

* . "(. 51‘ ) . ’ 4,
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in my judgment, and it is a considered judgment speaking as & Member
of the Government, to have the most disustrous results. I believe it would
be impossible, however carefully my Honoursble friend was %o avoid going
beyond the narrow issue, not to discuss the necessity and other points:
relating to the sending of these troops, and, even if he was successful in
that, thdre is no guarantee that other Members of the House would observe
the same restraint. 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 internationsl
relations which may have reactions which this House I am sure would be
very very reluctant to stir.

Pandit Motilal Nehru (Cities of the United Provinces: Non-Muham-
ruadan Urban): Sir, the motion which is before the House and in respect
of which leave is being asked for arises out of an announcement made by
His Excellency the Governor General in his Inaugural Address.

Mr, President: Order, order. The only question now under considers-
tion is the point of order, and I would ask Yhe Honourable Mcmber to be
as brief a8 possible.

Pandit Motilal Nehru: I will not be more than five minutes. It arises
out of the announcement made by His Excellency that the Government
of India had agreed to send a contingent including Indian trosps to Chinn.
Well, the objeet of the motion is simply to protest against any such agree-
ment having been arrived at without any reference to this House and with-
out giving i an opportunity to express its views on the subject. As the
issue has been limited by the Mover, there is no question of any [oreigr
relations between the British Government and any foreign power. The
Viceroy hitnself said that the reason why the contingent was being sent
was Ythe lawlessness of u certain section of the Chinese public which had
resulted in insccurity of life and property and that this was a purely
defensive measure against such lawlessness. That was the reason assigned
by His Excellency himself. We are not going beyond that, and T do not
think it is proposed to discuss anything else. There are no relations betwcen
the British Government and His Excellency the Governor General or
between the® Governor General and any foreign State involved. It is a
purely domestic question whether the Yroops that are being sent out to
China for whatever reason (with which we are not concernd) should include
a contingent from India containing Indian troops without reference to the
Legisluture. That is the whole point. As for the apprehension of my
friend the Honourable the Home Member that, although the Mover of
the Resolution may restrict himself to the narrow issue he has stated,
thore is a likelihood of the other Members going beyond the limits, I submit,
Sir, that it will be for you to see that the Members do not go beyond those
limits,' and I think the House may well leave it in your hands. We are
gure that you will not allow the discussion to digress.

Pandit Madan Mohan Malaviya (Allahabad and Jhansi Divisions: Non- R
Muhammadan Rural): Sir, I support what my Honourable friend the last
speaker has said and T wish t¢ draw attention to just one or two other
points. The troops of India cannot be employed outside India without the
sancton of Parliement. The troops of India should not be employed out
of India without consultation with this Assembly. When there was a war,
the Government were pleased O call a Conference. That Conference was
invited in Delhi in order to explain, to the Princes and people of India the
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reasons which led His Majesty's Government to enter upon the war and
to ask for their continued support in carrying the wat to a successful issue.
We do not know what developments may take place in the fujure in con-
nection with the despuatch of this contingent to China, but I am sure that
if such a mdre serious contingency should arise, Government would wish
to enlist the sympathy and support of the Indian public represcntedesas it
is in this Legislature, in order to carry out their policy, and it seems Yo
me, Sir, that the question as to whether the Government should have sent
out troops without any reference to this Assembly is a question of vital
importance snd that it should be dispussed as such without entering intu
questions which will affect the foreign relations of His Majesty's Govern-
ment.

Mr. R. K. S8hanmukham Ohetty (Salem and Coimbatore cum North
Arcot: Non-Muhammadan Rural): 8ir, are we to understand that the
Honourable the Home Member has 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?

Mr. President: The Honourable Member has heard the Home Member
88 I have done. The Home Member is quite clear that he objects to the
motion on the grouhd that it falls within the mischief of rule 22 or 28—
whichever it is—of the Resolution Rules and he further objects on the
ground Yhat ‘any discussion of the subject matter of the motion at this
stage would lead to disastrous comsequences. I have no power to disallow
this motion on the ground that it can not be moved without detriment
to the public interest. That power is vested in the Gevernor General. The
Chair is therefore not concerned with the second objection. The main
objection of the Home Member, ag I understand, is thut the motion comes
within the mischief of Rule 23 of the Resolution Rules.

*Mr. M, A. Jinnah (Bombay City: Mubammadan Urban) Bir, I
understand that the motion which is now hefore the House is sought
to be confined only to one point, namely, whether the Government o}
India should have agreed to send Indian troops to China, as was afinounced
by His Excellency the Vmemy, without reference to this House. That
is what I understand to be the issue. If that is the only issue, then the
only question that we can discuss js 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 Muddiman: I should like to say, Bir,
that if I am to justify, I must explain; if I am to explain, I must explain
foreign relations. It is quite obvious that I ecannot justify by any other
way., It was said that Members would confine themselves Strictly to the
terms of the motion. I am quite prepared to admit that they will endea-
voir to do so. But I cannot confine myself to the terms of the motion.
I cannot explain matters that cannot be explathed without references that
at this stage might have most unfortunate results and would open s’ debut-s
not within t,he rules. I do appeal to the House to consider the mtmt:o
[ Spuch not corrected by the Eonwnble Member. 9

. L] A

.
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implications of this matter. Already in this discussion I have heard
the use of the term ‘‘war’’. Do you really desire to prejudice negotiations
of the most delicate character? If, I am to justify this, I ¢annot justify
it fully without breaking the rules. Do you wish to force me into that
position? I appeal to the House.

Mr. 8. Srinivasa Iyengar: I wish to reply in a word or two. I do not
propose to argue it.

Mr. President: 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 that 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. 'The main ground on which he objects to
this motion is that it relates to & matter affecting the relations of the
British Government with the Chinese Government. This Assembly ia 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 this 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 discussion
on the subject matter of this motion at this stage would lead to disas-
trous consequences. But, as I have already pointed out to this Assembly,
it is not a question for the Chair to consider. The Chair is bound by
the rules and regulations, and, if the motion does not raise any question
of foreign. policy of the British Government or of the Govérnment of
¥ndia and merely calls in question the action of the Government of
India in &greeing to send Indian troops without any reference to this Legis-
lature, I do not see how I can disallow it. It was contended that Mem-
bers would not have sufficient restraint in discussing this motion and
would criticise the foreign policy in their speeches. It is of course for
the Chair to see how it would regulate the discussion on this motion, and
I am perfectly certain that, so far as I am concerned, I shall not allow any
Member in the slightest degree, directly 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 shall also see that the discus-
sion on this question is restricted to the one issue and the one issue alone,
namely, the action of the Government of India in agreeing to send Indian
troops without reference to this Assembly. The Home Member further
contended that Members might put s restraint on themselves but he
could not explain his case without giving reasons why the Government
of India had been obliged t¢ agree to send troops to China. Well, that is
his misfortune. The Chair cannot help him. In the opinion of the
Uneisuitais not at all necessary for the purpose of this restricted motion
for the Home Member to touch on and discuss the question of foreign
policv. He can very well say mn reply ‘‘Well, we are not hound_under
the Government of Indis Act. to consult the Legislature, and therefore



MOTION WOR ADJOURNMENT. ; 5b

L ]
L] .

[Mr, Pre.sident.] .
' Or he might go further and say, *‘Ordi-

we have not consulted them™. I
narily, we would consult the Legislature, but in this matter, there are
therefore it is

gecret negotiations going on, or anything of that kind, and
not in the Public interests to discuss the whole matter on the floor of
this House’’. He can, if he wishes, meet the Legislature in that way.

But, as I say, it is not my fault that the Home Member finds him#elf in

a difficult position. For all these reasons, I rulé that the motion, restrict-
ed us it is on a single narrow issue, is in order.

1 now ask whether the Honourable Member has the leave of the.
House to move the adjournment?

The Honourable Sir Alexander Muddiman: I oppose it.

Mr, Presgident: _As objection is taken, I request those Honourable ’
Members who are mn favour of leave being granted to rise in their places.

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

) _Hr. President: 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 o.therwise directs.

.

ELECTION OF THE STANDING FINANCE COMMITTEE FOR
RAILWAYS,

Mr. President: I huve to announce that the following Members have
been elected to serve on the Standing Finance Committee for Railways:

Maulvi Muhammad Yakub,

Mr. H. G. Cocke,

Mr. k. K. Shanmukham Chetty,

Mr. E. F. Sykes, ' . ¢
Mr. Jamnadas M. Mehta,

Haji Chaudhury Mohammad Ismail Khan,
Mr. Fazal Ibrahim Rahimtulla,

Mr. Ghanshyam Das Birla,

Haji Abdocla Haroon,

Mr. M. S. Aney, and

Mr. Varahagiri Venkata Jogiah.

. STATEMENT LAID ON THE TABLE.

. The Honourable Sir Oharles Innes (Membbr for Commerce and Rail-

maé,-s])a.sggi, I lay ;ir_l t.h?r table thoiu Agreement* between the United Kingdom
) 8 regarding Tonnage Measurement of Merchant Bhips,sieget

with Notes exchanged, which affects India. erchant Ships, g

L ]

*Not printed. ,



ELECTION OF THE PUBLIC ACCOUNTS COMMITTEE.

Mr, President: Non-ofticial Members of ‘the 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 in which I call them.

(The ballot was then taken.) °

LY

THE NEGOTIABLE INSTRUMENTS (AMENDMENT) BILL.

The Honourable Sir Basil 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 add anything to

the Statement of Objects and Reasons setting forth the purposes of this
technical Bill. I move.

The motion was adopted. ’
The Honourable Bir Basil Blackett: I introduce the Bill,

THE INDIAN SECURITIES (AMENDMENT) BILL.

The Honourable 8ir Basll Blackett (Finance Member): I move for

leave to introduce a Bill to amend the Indian Securities Act, 1920, for

-certain purposes for the reasons given in the Statement’ of Objects and
“Reasons. )

The motion was adopted.
The Honourable 8ir Basil Blackett: I introduce the Bill.

THE CODE OF CIVIL PROCEDURE (AMENDMENT) BILL.
(AMENDMENT oF SECTION 115.)

The Honourable Sir Alexander Muddiman (Home Membdr): I move

for leave to introduce a Bill further to amend the Code of Civil Procedure,
1908, for certain purposes.

The ftotion amended ie section 115 of the Code which deals with revi-
sions. As this is a new House, I may explain the genesis of the Bill.
The Government of India appointed a very strong Committee which is
generally kndwn us the Civil Justice Committee and they made a very
large number of recommendations. Those recommendations have been
in large part dealt with, but still there are some which have not been
disposed of. The particular proposals which this Bill puts forward were
recommended by that strong committec which was presided over by the
present Chief Justico of the Bengal High Court. The reasons which led
¢ the Civil Justice Committee to make those recommendations will be found
on pages 870 to 375 of their Report. They examined the matter with
considernble care. The proposals in a word effeet a considerable redue-
tion in the power of the High Court to interfere on revision. The Gov-
ernment of India felt thot proposals of this kind required further examina-
tion and they circulated it to Local Governments and High Courts, and
a considerable hodv of opinion supported the Civil Justice Committee's
Propucsh: In these circumstances I felt it my duty, ss the recommenda.
tions of this powerful Committee had been supported in varioes competent

[ 58 ) : ¢
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quarters, to bring in a Bill tn this House to give effect to this. T ‘acoord- .
ingly ask %or leave to do so.

The motion was adopted.
The Honourable Sir Alexander Muddiman: I introduce the Bill.

]
L ]

TIEtE INDIAN LIMITATION (AMENDMENT) BILL.

The Honourable Bir Alexander Muddiman (Home Member): Bir, I
move for leave to introduce a Bill further to amend the Indian Limitation
_Act, 1908, for certain purposes. ,

Those Members who were Members of the last House will have seen
this Bill before. It is a Bill with a short history. It was originally intro-
duced and passed in the Council of State. 1 moved on it in the ladt
Assembly and objection was taken on two small points. 1t wuas ut the end
of the Session. 1 could not plead any great urgency and, therefore, I asked
and obtained the permission of the House to withdraw that Bill. The Bill
as introduced endeavours to mect the two points that were taken in the
debate on the occasion when T last moved. Our late colleague, Sir
Bivaswamy Aiyer, ruised the question of clause 2 of the Bill and we have
amended clause 2 of the Bill as now introduced in a manner which I hope
meets the point Yaised. He raised the question—1 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 olause 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 handwnting of or in the
writing signed by the person making the payment. That, I think, goes
some way to meet the objection then raised. Another objection of a more
general character was that a Bill providing for limitation should not be
introduced without a reasonable amount of notice to people concerned and,
we have provided for that by inserting in the Bill that I now ask for leave
to introduce a commencement clause providing that it should not come into
force till the first day of January 1928. The other small amendments with
which the Bill deaks are of a trivial nature and were not challenged or®the
1ast ocoasion they were before the House, and I conceive *will not be
<hallenged on this occasion. Bir, I move for leave.

The motion was adopted.
The Honourable Sir Alexander Muddiman: Sir, I introduce the Bill.

THE INDIAN REGISTRATION (AMENDMENT) BILL.

The Honourable Sir Alexander Muddiman (Home Member): Sir, I
move for leave to introduce a Bill further to amend the Inflian Registration
Act, 1908, for a certain purpose. .

*  This, Sir, is s Bill which has been thought to be necessary in view of
a certain decision of their Lordships of thg Privy Council. That decision
was given in the case of Dyal Singh vs. Idar Singh. The Privy Council
in that case lay down that an agreement to sell immoveable property of
the value of Rs. 100 or more, if it contains the recital of pa " t of
purchasegmoney by way of earnest, requires registration so as to render it
ndmisaibl.e in evidence. Our attention has been drawn to this case both by

.
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questions in this House and also by a reference from. the Bombey Govern-
ment, and the consensus of opinion we have received and the best advice
we can obtain go to show that unless we legislate we shall' leave the law
in a very unsettled condition. What exactly is the effect of the decision
is possibly doubtful. I sec that it has been judicially considered in a
Bombay case comparatively recently, and if the view of the Bombay court
ig the correct one, then the scope of the effect, or as we eonceive the effect,.
of the former decision of the Privy Council is somewhat limited. The case-
was that of Lachmi Das and Company' versus D. J. Akali, which was heard'
vy 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 n considernble period of years by the
Indian courts. Therefore it is for that reason, 8ir, T ask leave to introduce:
the Bill.
The motion was adopted.

The Honourable 8ir Alexander Muddiman: Sir, T introduce the Bill:

THE CURRENCY BILL,

The Honourable 8ir Basil Blackett (Finance Member)? Si, I introduce
the Bill further to amend the Indian Coinage Act, 1906, and the Indian
Paper Currency Act, 1928, for certain purposes, and to lay upon the Gover-
nor General in Council certain obligations in regard to the purchase of gold
and the sale of gold exchange.

8ir Purshotamdas Thakurdas (Indian Merchants’ Chamber: Tndian
Commerce): May I ask the Honourable Member one question? When is it
his intention Yo bring up this Bill for consideration before the House ?

The Honourable Bir Basil Blackett: Sir, T am not preparcd at. tho
moment to answer that question which is one for the Leader of thes House.

L0

THE GOLD STANDARD AND RESERVE BANK OF INDIA BILL,

The Honourable Sir Basil Blackett (Finance Member): Sir, I introduce:
the Bill to establish a gold standard currency for British India and’consti-
tute a Reserve Bank of India.

THE IMPERIAL BANK OF INDIA (AMENDMENT) BILL.

The Honoursble Sir Basil Blackett (Finance Member): Sir, I introduce:
the Bill further to amend the Imperial Bank of India Act, 1920, for certain:

purposes.

t
THE STEEL INDUSTRY (PROTECTION) BILL.

TH§-=c=ourable Bir Obarles Innes (Member for Commerce and Rail--
ways): 8ir, I introduce the B#l to provide for tlie contiuance of'the pro:-
tection of the steel industry in British India, &

\



THE INDIAN MERCHANT SHIPPING (AMENDMENT) BILL.

The Honourable Mr, J. W. Bhore (Member for Edgcation. Health Jand
Lands): Sir, I introduce the Bill further to amend the lndian Merdhant.
Shipping Act, 1928,

THE INDIAN INCOME-TAX (AMENDMENT) BIRL.

The Honourable Sir Basil Blackett (Finance Member): Sir, I introduce
the Bill further to amend the Indian Income-tax Act, 1922, for eertain

purposes.

THE GOLD STANDARD AND RESERVE BANK OF INDIA BILL.

The Honourable Sir Basil Blackett (Finance Member): 8ir, the
motion that I now have Yhe privilege to move is that the Bill to establish.
a gold standard currency for British India and constitute a Reserve Bank
of India be circulated for the purpose of eliciting opinions thereon.

Of the three Bills relating to currency which have just been introduced
this is the one which desals in a comprehensive manner with the recom-
mendations ¢f the Currency Commission as a 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 ¥ & sense consequential on the Bill now before us. It is
designed to regulate the position of the Imperial Bank of India when the-
Reserve Bank has come into effective existence. The first of the three
Bills, the Currency Bill, is in substance a revival of the Bill introduced
last August into the last Assembly, the purpose of which is to regulate the
stabilization of the currency of India during the interim period between now-
and the moment when the Reserve Bank of India comes into existemce.
The Gold Standard and Reserve Bank of India Bill covers the whale of the
recommendations of the Currency Cemmission. It provides for the intro-
duction of a gold standard into India in that form which has come to be:
kmown 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 hesifa-
tion in any part of the House in agreeing with the view whicA 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 advantage in a measure-
of this sort of the judgment of the commercial and general public, both
on the principles on which the Biil is founded and on the details as set.
out in the various clauses. It has been no light task for those responsible:
to get this Bill ready and published by the time this House began its
Bession. For our success in producing and publishing a Bill at that date
We arc very much indebted to the team work that has been put in by all
those who have been responsible for preparing the Bill, in the Finance-
Department of the Government of India, in the India Gffice and in the
Tmperinl Bank of India. I should like to pay a special tribute of thanks
to the Controller of Currency, Mr. Denning, for the work that he has done,.
and last but not least to the draftsman, Mr, Wright, who has worked
very hard in preparing this Bill.

. The principles of the measure have been before the pub‘Iim;:rly
Six monthk, since the date of the issué of ‘the Report of the Currency
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‘Commission on August 4th, and the whole subject of India's currenoy
and the possible methods of reforming it has been under discussion in
‘the Press and in the study very vigorously since that date. Attention has
perhaps been somewhat unduly concentrated on one particular point, a
point which from the angle of vision of the Bill now before us may be
®aid t¢ be u minor one. The subject of the vatio 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 House
. 1f we defer to another opportunity the continuance of the discussion of
‘that particular subject. The Currency Bill raises the question of the ratio
in a specific form, and it is the intention of the Government to press that
Bill to a decision during the curremt Delhi Session. In answer to the
-point that was put to me by Sir Purshotamdas Thakurdas a few minufes
ago, the Government have not yet come to a decision as to the further
procedure which will be adopted in regard to the currency measures gen-
erally. It depends partly on the progress of other 'business; but I may
say that after consulting opinions so far as they could do so in various
‘quarters of the House, Government are inclined to the view that it will be
the desire of the majority of the Members of this House that the Currency
Bill shou!d not be brought on for effective discussion until the Budget has
‘been introduced. Meanwhile we propose that the Gpld Standard and
Reserve Bank Bill should be circulated for public opinion® and we may
woll hope that before it returns from circulation, the long drawn-out contro-
‘versy about the ratio will have been happily settled as a result of our dis-
cussions in connection 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 ratio, into the
equilibrium which it is most desirable should exist when you arr attempt-
ing an important reform. Clearly, the intrusion of such a disturbing
fagtor would render it at least open to question whether it was not desir-
able to pogtpone for a time »nv further attempt to reform the curreney
‘systern until prices had settled down again at an equilibrium in connection
with a new ratio. But the subject of the ratio can be dissociated for
purposes of discussion; and as I have said, it is desirable that we should
‘80 dissociate it T think if we are not to becloud the discussion of this Bill
now before us and for the rest of what I shall have to say on this Bill to-
day, I propose to leave the question of the ratio entirely aside.

The study of the Bill which we have before us can be conveniently
divided under two heands—the gold bullion standard and the Reserve
Bank. It is important, however, that we should remember, if we disso-
ciate these two questions for purposes of study, that they are intimately
‘bound up the on> with the other. The two parts of the Bill are mutually
‘interdependent. There are certain responsible and important duties whicn
are thrown upon the Currency Authority by the new gold bullion standard
that is proposed to be introduced by thia Bill. They are not altogether
simple duties, and it is very important that if they are to be undertaken,
thte??'ém at the same time be an improvement in our currency machi-
nery and a unification in the eontrol of the reserves and the confrol of the
machinery which is bound up with our proposals in regard to titxe Reserve
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Bank. There is a very inferesting® statement by one of the American e
witnesses, Dr. Sprague, in giving evidence before the Currency Commis-
sion on this question of the intimate inter-connection between the prob-
lems of currency and the problems of central banking (question No.
15415). I the course of his reply Dr. Sprague says:

« T think in your experience a rather interesting analogy in the United Btgtes arises.
This is one of f seriesp:E Royal Commissions wh?ch have been concerned :’ath Indian
currency and monetary matters. I think it is rather striking that these successive
‘Commissions up to the Freaant one at uny rate have given comparatively little attention
to banking matters. If one looks into our history, one finds that public attention
‘throughout many decades concerned itself almost entirely with the securing or propos-
ing of monetary changes. After the crisis of 1873, for example, there was much
.discussion of the unfortunate situation in which we found ourselves and its causes;
and public opinion settled down to the belief that the main cause of difficulty was in
‘the green-back issue,” ,
and 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 those 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
"nf' change in our monetary arrangements would have enabled us to escape the diffi-
culties. Perforce we were driven to perceive that difficulties in our banking system
were present, gndewere in that particular the seat of the troubles,”

with the result that the attention of the students of the subject was
diverted somewhat from currency to the question of banking, and ultimately
the federnl reserve system was established in 1914. So that we must re-
member in our study of 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 mutual
interdependence of all their proposals in this respect.

I t®n now to the gold bullion standard. The essential feature of the
gold bullion standard is that the rupee becomes a gold value equivglent
to a definite amount of gold automatically secured from riging in value
above that amount of gold or falling in value below it by obligations laid
ion the Currency Authority and rights given to the putlic to secure the
12 Noox absolute interconvertibility of legal tender and gold. The rupee

: " has a long history in Indin and I suppose the meaning that the
ordinary man attaches to the rupee is that it is a silver coin. It is this
silver coin (here the Honourable Member showed a rupee) that the word
rupee means to most people. But under our new system as proposed in
this Bill the rupee will become a gold unit of account and a gold standard
of value. Its meaning as the coin will still remain but that will not be
its essential meaning. The rupee will ke a given amount of gold as a
standard of value and as a unit of account. It is interesting to compnre
the position in some of the countries of Furope which hmve reverted to the
gold standard after a period of difficulty after the war. The Iatest of
them to do so is Belgium. In Belgiugn they have introduced a new
currency called the Belga. The Belga is equal to 5 Belgian francs and
85 Belgas go to a British sovereign. There is no such thiance
a8 n Belga. It has no physical existence. It is nothing notional
entity gepresenting a certain number of grains of gold, asbout 81 grains
of gold, Its value is kept from rising and falling by an obligation laid
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on the Currency Authority to give not gold but gold exchange for legal
tender and legal tender for gold exchange; in other words, Belgium has.
gone on to the“gold exchange standard. Indin goes a step further in this.
Bill. The Indian rupee becomes a notional value just as the Belga. and
for a period, that is for the period between now and 19381, the standard
will be the gold exchange standard. The obligation will be laid first on
the Government as Currency Authority—that is under the Currency Bill—
and then on the Reserve Bank as Currency Authority under the Bill now
before us to give gold exchange in exchange for legal tender in India and
to acocept legal tender in exchange for gold. But after 1931, the position
is that we shall go a step further and there will ke laid on the Reserve
Bank as Currency Authority an absolute obligation to give gold in exchange
for legal tender and to pay out 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 bullion
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 ceased
to be a paper currency as it had been for some time aftor the war and
became & gold standard currency again. But whereas before the war the:
public had the right to take gold to the mint and get it: coined into
sovereigns, that right was taken away 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 that right an dbsolute obligation was laid upom
the Bank of England to pay out gold in -the form of 400 ounce bars i
exchange for legal tender and to receive gold from the public and give
legal tender for it and the public were given the right to obtain gold ir
- 400 ounce bars from the Bank of England. What we propose for India
in practically the same, subject only to certain special arrangements made
in regard to the rates at 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 stated in the
Curreney Commission’s Report and are turned into legal language in the
Bill now before us; but their essence can be quite simply explained.
‘ Their essential purpose is on the one hand to secure absolute convertibility
Letween legal tender and gold, so that there is no possibility of the value
of the rupee rising above or falling below its gold value. Automatically
* that right is secured to the holder of the rupee and an absolute obligation
laid on the Currency Authority. But provisions are also in ced 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
urposes, and at the same time provision is made  to secure the con-
tinuance of the free working of Yhe gold market in India and to prevent
any disturbance of its present powers of providing for the retail demand
for gold in India.. It is proposed to introduce the gold bullion at.nndard
by stages. There is first the stage covered by the Curremcy Bill, the
period between now and the time that the Reserve Bank begins to fune-
tion. There is then the stage from the time the Reserve Bank begins to
function. i.e., not later than the beginning of 1929, and the 1st of January
1031*“Yowming that interim period the Currency Authority will be obliged
to give foreign exchange for legal tender and will ke engaged in puilding
up its gold reserves in order that not later than the 1st of Januaty 1831



.

THE GOLD s-rmnxLD AND RESERVE BANK OF INDIA BILL. 63

it may be in a position to ihtroduce*the gold bullion standard. It will be .
seon that®under these proposals India gets an absolute gold standard.
Bhe joins the ranks of the gold standard countries of the world with her
rupec s gold standaurd of value and a gold unit of account and the last
semblunce of the monometallic silver standard will have been shed.

The chief criticism that I have seen or heard in regard to these pro-
posals in regard to the gold standard is that it does not give Indi a gold
currency. This is an old controversy but happily, I think, we are in a
position not to quarrel about it on this occasion, for whatever school of
thought one muy belong to, the school which thinks that it is desirable
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 s gold currency, or the school that thinks that the use
of gold currency is undesirable—whatever school one may Ltelong to, the
proposal of this Bill for the establishment of a gold bullion standard can
be accepted by all as the right step to take next. If you adopt the view
that a gold currency is desirable at the earliest possible moment, you must
still take as the next step the establShment of s gold bullion standard.
It is & stage that you must necessarily pass through. since no one, not
even the most confirmed advocate of gold currency, believes that it can
be introduced this year or next year. The strongest advocates of a gold
currency regpgnése that it must be postponed for o considerable period
while n transitional arrangement is in force, and that transitional arrange-
ment must necessarily be the same as the gold bullion standard proposed
to be established by this Bill.

But it may be said, if you cannot give a gold currency at once, why do
you not provide in this Bill that on and after a certsin date 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 aceepted that a gold
currency is desirable, it is absurd to think that we can bind our succes-
sors by _fixing in this Bill a date at which a gold currency must be in-
troduced. Indeed, by so doing you may very likely not hasten but re-
tard the date at which gold eurrency would be possible. Ten years hence,
fifteen years hence—the date must depend on many factors, most of which
arc entirely out of the control either of the Government or pdbple of India
or of any one nation in the world—ten years hence it may be possible to
introduce a gold currency, 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,
8 gold currency will be intréduced: and you will gain nothing, and pos-
sibly may actually retard the date, by trying to fix it in advance in the
provisions of this Bill. The first step is obviously to get over the not
inconsiderable difficulty of establishing firmly and effectively the gold
buillion standard.

That this cannot bo established without considerable difficulty as early
a8 the 1st January, 1931, is perhaps one lesson that we can learn from
the events of the last year., The crux of any proposal for reforming
India’s currency is in my opinion to be found in the existence of a large
surplus of coined silver rupees. That sufplus came into existence—or the
greater part of it came into existence—as a result of the extra comnage
that was necessary during the war and towards the end of t?_““ja—o Ob-
viously if we are going to introduce . gold bullion standard, we require
a consilerable quantity of gold assets. I use the words ‘‘gold assets
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to cover gold coin and bullion securities easily converted into gold, and
any other assets which can be turned into gold. At the present moment
the fact stares us in the face that of our potential gold assets in the
resorves—even if we tuke silver at the figure of 24 pence—something over
50 crore.ig of our gold assets are locked up in the ailver rupees which are
in the Paper Currency Reserves, silver which it is very ditficult, if not
impossible, to convert into gold value at the present time. ‘We have
got over 100 crores of silver rupees in the reserves, and in the course of
last year over 20 crores of silver rupees have been drawn into the reserves
because they were redundent. 'This redundancy of silver rupees has
caused a certain number of people to be apprehensive_as to the possibility
of maintuining the stability of the rupee at any ratio at. all, and it has
been regurded with some alarm, for not only have we had to accept these
rupees into the reserves, 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 find room
for them in the reserves. 1 do not think that anybody would really
question the sufficiency of our reserves for maintaining stability in ex-
change ot 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 flow of rupees
into the Paper Currency Reserve. The explanations, I think, are many,
but one may choose a few of the most important. One—and perhaps the
1most interesting—is undoubtedly the increase in the banking and invest.
ment habit of India, which has induced people, 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 biggest cause, of bringing rupees out of what
one calls hoards. The more important reasons are, I think, the substi-
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. These rupees do not affect the
amotmt of legal tender in circulation for the purposes of affecting prices,
so long as they 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 cireulating. With the level of prices which they find they are
redundant, and they find their way, therefore, into the currency reserves
and notes are taken out in their place. 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-
avy conditions. The currenoy authorities, therefore, are obliged to do
vhat is called contraction of currency. I would ask vou to observe that
in these circumstances contracting is not something in the option of Gov-
ernment : it is absolutely obligatory unless conditions of inflation are to be
allowed to be creabed.

The Government during the Jast year have therefore been considerably
concerned in effecting what is called a contraction of the currency by find-
ing room in the reserves for these silver rupees, by using up their gold
assets some extent, also their rupee assets also in the form of
Government of India securities,sbut -mainly their gold assets. ub they
have not really been contracting th? currency in the semse of causing less

A
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currency to Qe 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 tender is very mu8h the same
at the end of the process as it was at the beginning.

I have dwelt on this aspect of the question at a little length partly
because I believe that the existence of this large surplus of silver rupees.
is the crux of all currency problems in Indis, and partly because I think
that the lesson that we have to learn from what has happened is that
any attempt to go ahead faster than is proposed by the 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 may make for improving India’s
currency. I am inclined myself to believe that the amount of surplus
rupees still outside the control of the Currency Authority has been reduced
to comparatively modest proportions., 1f so, we cannot feel that the
experience has, been altogether harmful because we are obviously much
better off if we have broken the back of the business of dealing with these
‘superabundant rupees than if the danger is still all shead. But in any
steps that we take for improving India’s currency we have to take account
of the existence®in our reserves and still in hoards of an undesirably large
surplus of silver rupees.  This subject will come up again in another
aspect when we deal with the proposals made by the Currency Commis-
sion and contained in this Bill for the composition of the new currency
rescrve. The proposal is that the Gold Standard Reserve and the Paper
Currency Reserve should be amalgamated into one Currency Reserve and
detailed conditions are laid down for the composition of that reserve. One
of those provisions is that the amount of silver rupees held in the reserve
shall be limited to a progressively smaller figure. = We shall have to con-
Eider that gnatter very carefully when we come to deal with the Bill in

abail. '

The existence of these surplus silver rupees has also an important bea®
ing on one other proposal in this Bill which has been the sublect of a
certain amount of comment. It is proposed in this Bill, in accordance
with the recommendations of the Currency Commission, that when the
new Reserve Bank notes come into existence, they should no longer be
what our Government currency notes now are, promises to pay 8o many
rupees, but should be what the one pound and ten shilling notes are in
England, pieces of paper expressing a given value in terms of rupees;
their value being maintained, not by any right to convert them into silver
rupees, but by the automatic provisions of the currency law and the work-
ing of the currency machinery under the Reserve Bank. T think it is
very essential that we should get rid of this obligation to give silver rupees
for notes. It was that obligation which caused the breakdawn of the pre-
wer currency system during the war, and it is that obligation which ‘s
responsible for the existence of the enormowys surplus of coined rupees
to-day. It is an entirely illogical obligation too under the new system,
for under the new system both the silver rupee and the currency Dol
will depend for their value on their convertibility into gold, A it is
both illogicgl and dangerous in the future' to make one form of note, the

\note prin d on 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 convertible into gold. '

1 need not, I think, say much about the detailed proposals for the com-
position of the reserves. The proposals are very lucidly 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 clause 80 of the Bill that when the new Reserve
Bank comes into being and the new currency system comes into being,
the reserves shall contsin at the outset a minimum of 50 per cent. of gold
assets, although the proposal of the Currency Commission for the minimum
legal requirements for this reserve, as followed by 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 can 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 India. The proposals of the Royal
Commission on Currency in this respect have been given worldwide atten-
tion and evoked worldwide interest. The establishment of a Reserve
Bank for India will be an enormous step forward in the develop-
ment of India’s financial and monetary machinery and'wil!, I think, assist
that gradual silent revolution in India’s economic 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 machinery
or on its currency side only that this proposal is of interest. It is an
important contribution to the consolidation of the national unity of lndia.
‘When Alexander Hamilton was devoting his genius 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 stress on
‘the Bank of the United States which he was largely responsible for starting.
That Bank was destroyed by the provincial jealousies of the various States
before it had been many years in existence, and for over a hundred years
from that 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 which established the federal reserve system. It is
interesting to observe that even that Act fell short of what those who
were thinking solely of the ourrency and banking interests of America
desired, for instead of creating & single Central Bank for the United States
it established a Federal Reserve Board sitting in Washington and twelve
Federal Reserve Banks scattered all over the country; and it is generally
recognised by those who have devoted thought and attention to this subject
in the United States that the system they have obtained falls short of the
ideal which they would have liked, nemely, a single strong Federal Reserve
Bank. That was, however, a concession that had to be made to State
%efgtaratlsm-—perhaps provinclial autonomy is the Indian term—in the United

8. : .

“*mdlow just as in the United Btates the establishment of a central bank-
ing institution was regarded by ‘Alexander Hamilton as a kev contribution
to the unity of the country, 8o in India I think the establish-ent of the
Reserve Bank of India will be en important step forward in the unification
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of Indian lifer ‘I am inclingd therefore to regard thé proposal resthi.ng
the Reserve Bank of India as the most 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 that is being discussed in this new
Council House of New Declhi. 1 think it is a very fittin} measure to
take the first place in the new Council House. 1t ie & measure that has
a claim to bear comparison with the various progressive developments
that have been and are being realised in accordance with the spirit of the
declaration of 1917, and I am sure that when it. comes cffectively 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 Bank takes its place side by side with the other great
Central Banks of the Empire and of the United States and elsewhere.

Up till 1920, there wus no kind of Central Bank in India, just as in the
United States up to 1914. The balances of the Government of India
were all held in Government treasuries, not in any bank. The subjeet
came before the Chamberlain Commission on Currency in 1918-1914; but
in the end, slthough they gave considerable attention to the subject, they
decided to make no recommendation in regard to the establishment of a
State or Central Bank, Their labours were not however altogether fruitless,
for it was largely in consequence of their deliberations and of the docu-
ments which they published that in 1920 the Imperial Bank of India was
brought into exstelice by the amalgamation of the three Presidency Banks.
In the few years of ite existence the Imperial Bank hus rendered very
great services to Indin. More has been done in those few vears, with the
opening of over 100 new branches all over the country, for the spread of
the banking habit and for the spread of banking facilities throughout
India than had ever been done in a similar period before. But there is a
very great deal more to do and the first consideration that we have to
take into account in dealing with the question of the new central banking
institution for India is that nothing we do shall threaten the continued
activities of the Imperial Bank in spreading banking throughout India or
withdraw banking facilities from those to whom the Imperial Bank is now
beginning to offer them. It was this consideration of the enormous im-
portance of the Imperial Bank’s work in commercial banking wp-country
that 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 ns desirable to transfer to a banking institution.
No one likes to face the difficulties and trials of the creation of a new
institution until he is convinced that it is absolutely impossible to use an
existing institution for the purpose, but the Currency Commission were
convinced, and the Government of India have heen convinced by the facts
of the ease, that there is no option—that if the Imperial Bank is to conti-
nue to do the services for India which are required from it, and if the
central banking functions now performed by the Government are fo be
transferred from the shoulders of the Government to a Lank, then the
only choice is to create an entirely new institution. And though one may
begin by disliking the idea of creating a new institution there is much to
be gained when you look at the picture of the Lxistence eide by side of two
strong institutions, one econtinuing with greater freadom than at present t.hg
business of expanding banking facilities throughout India, and
taking over from-the -Government of India @]l the functions which the
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Government at present perform in matters that are essentislly of a banking
character. Once these two institutions are strongly established side by
side India will move forwurd towards that financial and economic develop-
ment, with the granting of additional financial und banking facilities for
Indian agriculture, Indiun commerce and Indian industry, which has been
the theme and object of one Commission and Committee after another.
We shall sce the development of & discount market and an acceptance
business, of increased facilities for the marketing of produce; and, in
short, a gradual mobilisation of India’s immense potential capitul for the
development of India’s own resources, The opportunity will at last arise
for giving greater effect to some of the recommendations of the 1ndustrial
Commission of which my Honourable friend Pandit Maudan Mohan Malaviya
was s 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. The remigtance business of the Government will be taken
over by the Bunk. The Bank will take over the responsibility for the
note issue. The Becretary of State has intimated his willingness to pro-
mote in the British Parliament the necessary legislation for the amend-
ment of the Government of Indin Act to enable the control of the Secre-
tary of State’s balances to be handed over to the new Reserve Bank in
London. ¢

And not only will the Reserve Bank tuke over all the Government
business including the control of the bulunces, but it will under the pro-
posals towards the end of this Bill, in clause 41, ¢nten into special relations
with the other banks in India. It will concentrate the banking and
currency reserves of the country. It is proposed by the Commission that
it should be obligatory on other banks in India to keep with the new
Reserve Bank 10 per cent. of their demand liabilities und 8 per cent. of
their time liabilities. After careful consideration the Government came
to the conclusion that, having regard to the special conditions of banking
ineIndia and to the need for rather a larger proportion of till money than
is necessamy in countries where banking is more developed, these propor-
tions were rather too large. The figures in the Bill, instead of 10 per
cent. and 8 per cent., are T} per cent. and 24 per cent. respectively.
1t is proposed that all other banks should keep these proportions of their
demand and time liobilities with the Reserve Bank.

Membership of the federal reserve system of India will come, I think,
to be regarded ‘as a very great privilege by other banks. They will realise
that in the Reserve Bank of India they have & oéri&nd and counsellor .and
that in the rediscounting facilities which are -offared by The Bank they
have an opportunity of being sure that their assets are always liquid—a
grept deal more liquidity will be given to their assets than they can look
for ynder existhg conditions. Tl;e credit of these banks will thereby,
I think, be considerably imprayed, and the Reserye Bank meanwhile wiil
by means -of this eontrol overta portion of their balances.be able to secure
that. dpntral of the money market which. is an esgential ingredient in any
PRpsLanatary system.. SR o e B P

© ¥n ‘addition, it fs’ propoved 'that fhese : danks #hduld make 'onthly
returns in & prescribed form to the Reserve Bank, the existendd of which

r
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will undoubtedly give confMence tosthe public and I think our statisticiuns®
will feclethat o long-felt wunt is being  supplied when they get these
figures,

The relations of the hnperial Bank of Indian and the Reserve Bank
are provided for in particular in the Second Schedule to this Bill. 1t is
of happy augury that the Central Board of the Imperin]l Bank has found
itselt able to approve for recommendation to its sharcholders the .pmpusa]s
which are ineluded in this Bill for compensating the Imperial Bank for
giving up its present eontract with the Government. It has at present
contraet. which runs till 1981 for the muanagement of the Government's
balunces. 1t has expressed itself willing to allow this contract to be abro-
gated forthwith in exchange for the provisions regarding the relutionship
between the Imperial Bank and the Reserve Buank which are foreshadowed
in this Bill. 1In arriving at those proposals the Government ‘have had to
take into necount on the one hand the absolute nccessity of not doing
anything to damage the Tmperinl Bank for whose coming into existence
they had some responsibility and for whose future in developing banking
in the muflassil they are deeply coneerned.  On the other hand they had
to be enreful that such terms were not given to the Imperial Bank as would
damage other banks or would be conteary to the interests of the tax-paver.
1 think that we have succceded in these proposals in arriving at a plan
which does evep-handed justice all round, and I trust that when the
Imperial Bank goes hefore its shareholders, as it must do before this Bill
hecomes Jaw. no trouble will be met with in securing approval of what is
proposed.

It is difficult when one has started on the merits of the Reserve Bank
to know where to stop; but T have alrendy made a long speech and other
opportunitics will arise for diseussiop of this mensure. 1 have deseribed
it n8 the greatest mensure of financinl liberalis ever offered to the Indian
people and as such I commend it to the House and to the publie. Sir,
1 move.

R ]
Mr. President: Motion moved: .

“ That the Bill to establish a gold standard currency for British Ingin and consti-
tute n Reserve Bank of India le circulated for the purpose “of eliciting opinions
thereon.'”

Bir Purshotamdas Thakurdags (Indian Merchants' Chamber: Indian
Commeree): Sir, that the Bill should be circulated there will hardly
be difference of opinion on in this House. But the Honourable Member
has taken advantage of this motion to tell the House o good deal not
only about the main nspects of the Bill but also about the other subject
in which he eleeted to give n technical reply to me this morning. I think,
I too may, Sir, put before the House the main aspects of the Bill and
currency reform as they strike me,

'he Honourable the Finance Member quoted Dr, Sprague of the
Americun Deputation who gave evidence before the Royal Cemmission
Yn connection with the importance of banking to any country. Dr.
Sprague, Sir, is a great authority. But Ygreater authorities or equally
great authorities in the past suggested the same thing to the Government
of India as far back as 1898. The Herschell Copgmittee and Hec AW or
‘Committee said the same thing, and several members on those two Com-
mittees put on record distinct recommendations or minutes to the effect

. B2
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that the whole of the currency reform in India és undertaken in 1892 and
1898 would be of no avail if banking was not developed. Whdc is the
result? The Bill itself contains a very vivid picture of the Government
of India’s acceptance of thut 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 circulgte. The First Schedule, Sir,
contains the names of banks which the Henouruble the Finance Member
proposes should be looked tipon as important banks to: be controlled by
the Reserve Bunk which he asks this House to approve of. Qut of 28.
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 &xistence-
s great deal to assistance from the Government. There are therefore
five banks left. Since 1893 there have been five Indian banks and the
Honourable Member to-day quotes Dr. Sprague to show the importance
of banking for the development of India .o '

The Honourable 8ir Basil Blackett: May I just eay that I quoted
hirtn on the importance of central banking, which is rather a different
thing ? .

Sir Purghotamdas Thakurdas: If the Honourable Member quoted
Dr. Sprague in connection with central banking my remarks would not
apply; but I have not Dr. Sprague’s evidence with me here and 1 under-
stood that the quotatiom was in connection with banking generally.

Regarding central bonKing, then, I would say that the Reserve Bank
a8 it 18 now proposed by Government requires to be looked at from the
point of view of the main requiremeMt of India, namely, whether this
step will encourage banking in India or the development of banking,
sbout the importance of which the Honourable Member himself, I expect,
will not have much difference of opinion. I wish then to ask whether
the main aim of this Reserve Bank is not control of ‘currency and credit
in a single hand. And if that is so, it is only right that the public in
India, both cbmmercial and the other public, should have a very sub-
stantial say before the Bill comes up before this House for their considera-
tion.

Next the Honourable Member turned to the question of the bullion
standard. I have nothing to  add to what T have said in my Minute of
Dissent on the Royal Commission’s Report. 1 there expressed my
conviction that the demonetisation of the sovereign and half-sovereigm,
. the only gold coins which are now legal tender in India, was not neces-
“wary. Bince then, Indian publie opinion hag expressed itself unequi-
voocally against this. And this is a matter on which we will hear more
later on. The Honourable Member indicated finally that he sympathised
withe—] do not know if he actually said this or not, but he certainly
indicated that if there was a strong feeling in favour of gold currency it
would still be femsible even with this gold bullion standard. I think a
categorical question may be asked, whether the Government of India
arc P to seccept the umanimous recommendation of the ral
Commission that, when India has adequate gold resources, the Assembly
on demand should have gold cdrrendy for Indie. I think a catggorical
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xeply t:) this recommendation of the Boyal Commission would perhaps
remove & good deal of suspicion and what appears to me at least to be
some apprehension on this score. » * :

The Honourable Member, 8ir, then thought fit to enlarge upon the
rather technical reply that He 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 I
have been .able to make since he said this, I find that at least one or
two important sections of the House have not been sounded at all. At
Simla, Bir, we were told that the Honourable Member was prepared
to go ahead with this question (and 1 am now mainly referring, Bir, to
the 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 would 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 not cvidently
wish to do so and now wishes to put before the Assembly what strikes
me as beiMy ahather 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 1s. 6d. ratio, there will be no time
Jeft to alter the Budget and after all the Budget has to be passed before
the 81st March, both by this House and by the other. (Mr. Jamnadas
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 Fmance Member knows that there are strong views
against his ‘policy and I happen to have very strong views on the question
wof the ratio. 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 bg able
4o say the handicap to this House and to those who hold yiews different
from what the Honourable the Finance Member holds. (Mr. M. A.
Jinnah: ‘‘Unfortunately'’.) B8ir, the Finance Member has made a few
references to the adequacy of the resources of the Government of India
to ‘maintain the 1s. 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
#ale of silver in case of need, all that I can say is that my greatest
#ympathy will be with the classes whose savings in silver will be further
depreciated. He further told us that whilst currency had been contracted,
he felt that the samc amount of currency was wtill in circulation.
Perhaps a more detailed examination of that dictum would be necessary.
But it would be very important for tl"a House to have ample time at
dts disposal to discuss the question and to express its opinion. I, Bir,
-very strongly protest against the decision, as it appears to m the
Honourable the Finance Member, whigh may be taken p& g8 to be
the decision of the Government of.India, re this method of preventing
'a fair’chance of the case being put before this Assembly to those who _
‘hold wews other than the Finance Member’'s. I do hope that the Gov-
ernment ofeIndia will thipk qver it and will see, their way to give this

L
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House timely opportunity, so that the views of both sides may be weighed.
by the House and there may not be undue haste in the final step that
is to be taken. s .

I wish, Sir, again to refer to the question of the development of
banking. . What 1 said at first I stopped short at, because the Honour-
able the Finunce Member drew my attention to the fauct that he quoted
Dr. Sprague in connection with central benking. Even in connection
with central banking and the necessity of a Reserve Bank, Dr. Sprague,
I think, himself told us that in America they had the Federal Reserve
Bank on the top of, how many benking branches in that country?
35,000 banking branches. Canada, Bir, has 4,000 banks and banking
branches and is still considering the necessity and the advisability of
having a Central Bank. I wish the Honourable the Finance Member
had given us the figures, in his elaborate speech, of how many banks
and banking branches there are in India. You put im in India to-day
a pure unalloyed Reserve Bunk g@f the type. of the Western countries.
I know that in India at times we—indeed inr the past and may in future—
start from the top instead of starting from the bottom. But such
movement in this direction, Sir, in conneetion with banking is not likely
to help and may very likely retard progress. If I have any apprchension
rogurding either the desirability or the value of a pure ‘unélloyed new
Reserve Bank being started, it is only becuuse I greatly apprehend that
with the responsibility of developing banking taken away from the
Imperial Bank, as at present, there may be very little done by anybody
in connection with the development of banking. Till 1919, Sir, there
were hardly 200 banking branches available all over India. It was only
when the Imperinl Bank Bill was brought before the Imperial Legislative
Council that that Couneil said that before they came to any sort of
contract with the Ilmperinl Bank, they would insist that within five
yenrs the Imperial Bank must start a hundred new branches. To-day

1 the Imperin] Bank stands out as the only banking institution

P in the whole of India which huas branches running into three:
figurés. The branches of the Imperial Bank to-day I understand number
about 164. "Phey had 60 branches or so till 1919 and 100 new branches
have been started in accordance with the contract since 1920. Now,
the Imperial Bank is a combination of three banking institutions, namely,
the Bank of Bengal, the Bank of Madras, and the Bank of Bombay.
The Bank of Bengal was first started in 1805 if 1 mistake not. During
115 years of the Bank of Bengal and the existence of very nearly half
a century back of the Bank of Madras and the Bank of Bombay—
these three between them could or did only start and open branches to
the extent of 0. And it was only when the Indian: Legislature of the
duy said ‘““Nothing doing with any banking institution which will have
the balances of the Government without an undertaking, a hard and
fast undertnking, {o open so many branches’’ that within five years
India had 100 new branches. I know and I am quite aware that there
is & ecertain amount of feeligg that the competition paused by the
Imperial Bank branches is a dicap to private Indian banks being
started. I do not wish, Bir, in the slightest degree to indicate that there:
is novtegein that plea. I mention it because I do not want to be mis-
understood. The main thing Shich the country requires to-day is $o
consider, from the point of view of those who run Indian banks and
-. those who wish to develop bankimp “instifutions in India, whats should

4
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be done te encourage banking. The starting of a Reserve Bank of the
type that is now proposed will hardly meet the question; in fact, it
is possible that there will be nobody left to think of developing branches
in the interior of India, and in that connection a réference®to Schedule I
is very instructive 'and has a number of léssons. Out of the 26 Banks
which” ean be looked ypon as respectable banks for the purpose of bank-
ing’in India 21 are non-Indian banks. They are either British or
Japanese or American or Dutch.  There are only 5 Indian banks, and
that, Sir, after the (overnment of India having accepted the Herschell
and Fowler Committees’ recommendntions that development ‘of bank-
ing in this country was most necessary even from the point of view of
a very correct and adequate 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 Dissent say that there should be a Reserve Bank
and it is necessary for me to say why I favoured at all the starting of &
Reserve Bank if I held the views which T have enunciated just now. My
reason for favouring a Rescrve Bank is this. At present the currency
policy ‘of this country is dirccted by the Government of India under the
contro] and direction of the Secretary of State; in fact i} is directed from
Whitehall. I fee! that' any measure which could be put before this
House to tnkg that control away from Whitehall and vest it in the Gov-
ernment of India such as it is at present, imperfect and at times non-
responsible to our demands as it may te, (Some Honourable Members:
““ Always non-responsive.’'')—well, you may say that, but I say that that
is the least that we could do immediately. Let us therefore support a
scheme which will take away control fron Whitehall and which will give
the control here to the Government of India who will be available to us
for explanations, and if need be for our telling them plainly what we think
of their policy from time to time. 1 therefore felt that a scheme which
showed us a way out of this was worth consideyring. But I feel, indeed
I have sgid so in my Minute of Dissent, that the Reserve Bank nced not
necessarily be different from the Imperial Bank. The Imperial Bank, I |
know, has many critics. At the moment I happen to have the honoug of
being one of the Governors of the Tmperial Bank in my gapacity as
chairman of the local board of Bombay. DBut in the Assembly on this
question 1 do not look at thie subject from the point of view of the share-
holder of the Imperial Bank at all. That is much too insignificant to
have the slightest consideration in the very serious problem that faces
us—of solving how best to encourage banking and how best to have the
currency policy directed from within India and by the Government of
Indian. T therefore fcel that we need not at the start go on to the pure
unalloyed western standard which has been-good for Americn with its
85,000 bank branches but which is not vet good for Canada with her 4,000
bank branches and which may not be at all suitable to India in her pre-
sent conditions. How many bank branches are there in India to-day?
A guess was risked and T was told that it would not b& more than 250.
India, which is a continent, with 250 banking branches is sought to be
treated in the same manner as Canada which hesitates about it with her
4,000 branches, and the size of the two countries hardly stands com-
parison. I therefore feel that, ao far as this question is concerned,
deal should be concentrated on what we get for developing our 1digenous
banking. , I therefore feel that it is only right that this Bill should be
ciroulated, and, in conclusion, T will o lv hope that the Government of
India in %he Finance Department will seriously think over their present
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idea of delaying the other Bill until Budget time, because if nothing else,,
there will be very strong ground for suspicion, which has been lurking up
to this time, that they do not want the question of ratio to be discussed
-on its merits and that they propose to use the powers vested in them
in order to force this Assembly to. a certain decision. I hope that it
'would not be so.

Mr. Ghanshyam Das Birla (Benares and Gorakhpur Divisions: .Non-
Muhammadan Rural): 8ir, as has been stated by my Honourable friend,
8ir Purshotarnduas Thakurdas, any measure calculated to take away the
control from the Secretary of State should only be welcomed by us. Butb
the Bill as drafted at present and put before the House is very unsatis-
factory in many ways and, therefore, whether the House should finally
accept the scheme of the Reserve Bank or not would very much depend
on its constitution and the provisio s which may be made about the
location and composition of the reserves, and 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 Kope, Sir, that these words will not mislead this House.
This Bill is calculated neither to give a gold standard nor a gold currency
to India. Sir, if T am to understand properly the méanifig of a gold
standard, I think under the scheme of a gold standard the silver rupee
ought to represent as 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 amount of gold which the rupee will represent. As a
matter of fact the buying and selling rates of gold by the Government
will fluctuate to the extent of 24 per cent. Sir,-the Government will sell
gold at the rate of Rs. 21-10-10 only when the exchange is ls. 5-18/16d.
and will buy gold at the rate of Rs, 21-8-0 per tola only when exchange is
1s. 6d. That means that the price of gold itself, which is intended to be

the standard of value, will fluctuate to the extent of 2} per cent’ to the
+ extent of 8 annas per tola.
[

The HonSurable Sir Basil Blackett: Can the Honourable Member
suggest any country where it is not true?

Mr. Ghanshyam Das Birla: I will suggest the case of England, Bir,
where the selling price of gold by the Bank of England is 77s. 10§d. per
standard ounce and the buying price 77s. 9d. per standard
ounce. That means. about half an anna per tola, whereas in

India the difference will be about 8 annas a tola. Therefore it cannot be
called & gold standard. '

The Honourable Sir Basil Blackett was kind enough to tell us that the
question of & gold*currency will entirelv depend on the will of the Indian
Legislature. But I, Sir, cheallenge the statement. 1 want Sir Basil’
Bladkett to enlighten us as to how under the gold bullion standard pro-

osed under this Bill he would be able to introduce a gold currency in
f i any time. I submit, Sir, that under the scheme of gold bullion
sta proposed under -this Bill India can never get a go%d currency
even after 20, 80 or 40 years. *In order to have a gold currency we musé
have a gold standard as proposed by ‘the Honourable Bir Basil Blackett
himself before the Currency Commlission.- I, 8ir, fail to understhnd why.
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the Honourable the Finance Member, who submitted & scheme
for a gold standard and a gold currency only a few months
back before the Currency Commission, wants to ,go back on
it, and after rejecti the same he himself wants to sing the

praises of this new gold bullion standard. 8ir, we had many defects
in the past in our currency system, and if for nothing else, just to, prevent
future manipulations by the Government we must have nothing short of
& gold standard and a gold currency. I hope that when this Bill comes
up for proper consideration before the House it will consider 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 think
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 sbout the recent
contraction of the currency. He, 8ir, tried to justify the recent contraction
of currency by saying that it was due to the fact that the rupee by itself
came into the reserve of Government because it was not required in the
currency. That is the conclusion at which he arrives; but may I ask,
-8ir, whether this contraction of currency was automatic or whether the
‘Government effected this contraction in order to stabilise exchange alt
1s. 6d. or in anticipation of the exchange going down below 1s. 53d.? I
hope, Sir, that &ir Basil Blackett will admit that this contraction was
not automatic but was manipulated by the Government in order to stabilise
exchange at 1a. 6d. or rather to prevent exchange from going down. Bir,
if Bir Basil Blackett could contract a very huge amount of currency at a
time when generally the geason is at its busiest and when currency is
specially required in the country, I do not know what he will have to do
when the season is very dull after three or four months. If Bir Basil
Blackett realizes his mistake and if for the same reason he wants to postpone
“the consideration of the question of ratio, then, Bir, I would welcome it,
because I do not want Sir Bagil Blackett to commit the same mistakes as
‘were committed in Yhe past by Sir Malcolm Hailey. S8ir Malcolm Hailey
‘who was then Finance Member could commit many such mistakes, but
an expert like SBir Basil Blackett should be the last person to make guch
blunders. .’

_ Then, Sir, there is the question of the representation. * As I read the
Bill, Sir, I do not find sufficient provision in it about the representation
of Indians on the Board and in the management. There is no guarantee,

¢8ir, that this new Reserve Bank will not be ruled, will not be dominated,

by a particular group of financiers or by a particular community. Therefore,
I hope that when the proper time comes, the House will consider as to
how best they can provide for proper representation of Indians and prover
control of the Bank by Indians.

Then, Sir, there is the question of the location of the gold reserves and
of their composition. If, Bir, an automatic expansion and an automatic
contraction are to be provided for under this Bill, I hope that there will
*not be much necessity of keeping a large amount of reserves in any other
‘countries than India. Similarly, having tegard to the past experience
‘which we have had of England ‘being divorced from the gold standard,
1 hope that proper safeguards will be provided against any large inv, nt
-of our gold in sterling securities or in any other securities except“that of
‘the Indign Government. < e .
B arding the Schedule of Banks, 8jr,'much has already been said by
“my Hondurablp friend, Sir Purthotamdas Thakurdss. I regret to find,
L] . .
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Bir, that names have been included of banks which have very little con-
nection’ with Indian industries or with Indian trade; for instance, I find
the inclusion of Japanese banks and of French banks and also of such
- English banks as are not connected, directly or indirectly, with Indian trade.
If, Bir, the new Resefve Bank is to act as a bankers' bank in the best
. interests of Indis, mainly for the benefit of Indian industries and trade,
then we should sce to it that more Indian banks are included in the
Bchedule, and those banks which have not much connection with lndian-
business and trade. are excluded. I have got nothing more to say, Sir,
on this point. I quite agree that this Bill sﬁou]d be circulated for opinicn,
and I hope that, when the proper time comes, the House will take into
consideration all these pointa.

MOTION FOR ADJOURNMENT.

DespraTcH oF INDIAN TrooPs To CHINA,

Mr, President: Order, .order, I have received the following communi-
! ca¥ion from His Excellency the Viceroy on Mr. Srinivasa Iyengar's motion

for adjournment: .

“ In exercize of the rwﬂr vested in me by sub-rule (2) of rule 22 of the: Indian
Legislative Rules, [, Bdward Frederick Iandley, Baron Irwin, herchy disallow the
motion of Mr. 8. Srinivasa lyengar to move the adjournment of the House for the
purpore af conaidering.the action of the Government of India in agreeing to contri-
bute a contingent including Indian troops to take part in the military operationa in
China, on the ground that it cunnot be wmoved without detriment to the public
interest,

(Sd.) IRWIN,
Viceroy and Governor General.”

As a result of this order, no discussion of this motion shall tcke iﬁlace.
I'Igle Hm_;:se now stands adjourned till Twenty-Five Minutes to Three of
thy Clock. : ' .

The Asfembly then adjourned for Lunch till Twenty-Five Minutes to

[Three of the Clock.

The Assembly re-assembled after Lunch at Twenty-Five Minutes to
Three of the Clock, Mr. President in the Chair.

THE GOLD STANDARD AND RESERVE BANK OF INDIA BILL.

Mr, President: The House will now resume consideration of the motion
of Sir Basil Blackett on the Reserve Bank Bill.

Mr. Jamnadak M. Mehta (Bombay City: Non-Muhammedan Urban):
Bir, I support the motion for the circulation of this Bill. I wish the Financé
Member had, at this stage & any rate, contented himself with having
made & mere motion to that effect without adding s provocative speech
; m afraid he has a knack, happy or unhappy, of provoking unneees-
sary opposition when he might well avoid it. As he has gone into matters
which are more or less confrovetsial, I feel compelled to- mgke a few
observations on'some of his stategnents. ¥is firet statement whieh T wanl
to contradict is that anybody had been'approsehed, &t sny rate on this
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gide of the House, who had told the Fir;ance Member that we were .willing
that the discussion on the Currency Bill should be postpomed till the
Budget. This'is, to'quote Mr. Winston Churchill’s well-known phrase,
“ & terminological inexactitude . It is wholly inicorrect. So far as these
Benches are concerned, nobody has given him to ‘understand anything of
the kind, and 1 am amazed that he should have ade a statement like
this without proper foundation. ‘ ' - o

The Honourable Sir Basil Blackett: T regret that my, understanding is
at fault. © ! ; .
Mr, Jamnadas M. Mehta: One of the misstatements is tHen withdrawn?

The Honourable Sir Basil Blackett: I have not withdrawn it; I said my
understanding must have ‘been at fault.”

Mr. Jamnadas M. Mehta: It is clear from this that be, at leagt, is
willing that the discussion should be postponed till.the Budget and the
reasons are quite obvious. He could present tlie Budget on the one hand
on the basis of 1y 6d. and the ‘Bill on the other and will then say:
** Gentlemen, here is the,.Budget which hangs on this Bill. You shall
pasg this or this Budget shall be s deficit Budget. You will have no
provincial contributions remitted. . You will have more taxation to undergo.
Puss this Bill o this penalty will await you *'. It is this pistol aimed
at the head of the Legislature in March next with which he hopes to campel
the House to accept the 1s. 8d. ratio. 1 can assure him that the House
will resent it. The House wants to judge this issue entirely on its own
merits, not complicated in the manner he intends. 1t is therefore necessary
that before Monday next he should announce the consideraticn stage, sn
that the House may have an esrly opportunity and ample time for dis-
cussing this most important and revolutionary measure,—I mean tho
Currency Bill.

Sir, comjng to the present Bill, I find it is called the Gold Standard and
Reserve Bank Bill. There is, however, as much of gold standard in this.
Bill as there is of self-government in the Government of India Act,” whick
means there is neither self-government in the Government of Ipdia Act
nor gold standard in this Bill. The gold standard, as he has expounded
it to-day, is merely an expanded gold exchange standard. We were told
that under the gold bullion standard there would be an obligation on the part
of the currency suthority to buy and sell gold; all that pretention is
given up in the Currency Bill. The only thing that will be sold now will
be gold exchange, 3o that even the recommendation of the Commissiorn
is now abandoned and gold will only be purchased; but gold will not
be sold; gold exchange will only be sold, and gold exchange may mean
anything, nut necessarily gold. This sale of gold exchange,on foreign
countries is simply another way, and a more extended and more insidious.
ond therefore more mischievous, way of diverting India's gold outside
_Indln. Up till now the gold has been kept in London; we htive been given
instead a huge volume of the rupee token currency. All the gold hss
been kept in England. Then that gold ha# been invested in British
securities, 8o that the Indian gold is really used for the purposes of London
finances and not for the reserves of the Paper Currency or Gald Stan
If you read the weekly currency statements that are published if
Gazette, you will find there clearly stated week after week that ** tho gold
in the gold ‘standard tranch amounted to rupees nil "’. That is because
the gold is 1ot bhgre, but in place of gold there are gold securities; and if
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“we pass this clause about the sale of gold exchamge to foreign countries,
‘our gold jnstead of being diverted Yo London alone as now will be also
" kept in France, Japan ar New York, where it will be wanted for Britain
‘to pay her debts, and the hope of India to get gold for her own reserves
“wil] vanish into remote futurity.

~ The Honourable Sir Basil Blackett: The Honourable Member makes so
many’ misstatéments that I"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 her debts? ' ' B

Mr. Jamnadas M. Mehta: I say you are -keeping our gold in the form
of securities,” not in gold. To that extent our gold goes into American
hands. That is all. ‘

‘The Honourable Sir Basil Blackett: Thank you.

 Mr. Jamnadas M. Mehta: The author of the misstatements stands
exposed. He had to admit that only five minutes ago.

‘T was trying to emphasize the fact that under this new system as pro-
posed in the 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 Finance Membe? has repeatedly aaid
‘to-day that the introduction of & gold currency has been delayed on account
.of the huge volume of the rupee token currency in circulation. Really
speaking the immense amount of token currency is the result of the fact
that gold belonging to India was never allowed to. come to this country
in payment of our balance 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. ¢

Sir, I do not want Yo delay the House very much at this stage and
*I would not have done so except for some controversial statements which
the Finance Member made. There is one more thing 1 wish to em-
phasize; I am not prepared at this stage to say whether it would be right
to have a separate Resorve 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 have received the opinions of the
~arious 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 that that also should be
considered : if it is found that that is hopeless and cannot be done, then
wnly should. 4 separate institution be started; otherwise 'the Imperial
Bank will weaken the Reserve Bank and the Reserve Bank will weaken
‘the Imperial Bank. . . -
" Then, Sir, another statement wss made by the Finance Member,
«axgply, that for the first time the rupee will, under this Bill, become &
eoin linked to gold. That statement, I say, is utterly unfounded, in fact
‘the rupee has been always regarded, since 1898, as containing a particular
amount of gold, that is 7-58 grains of gold. It has alwaym been under-
stood that E; rupee contained 7°58 gmi?s of gold andethat has been the

. '
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basis of our curremcy legislation.] The rupee was linked +with gold since
that time and it is not that this new leghlation is goin%'to link it for the -
first time. If fhe Finance Member will only refer to the speeches of his
predecessors, such as Sir James Meston, he will find that that great
authority has made that statement, and the Chamberlain Commiesion also
has made the statement that the rupee was linked with gold, and I wonder
that the Finance Member should come forward and say that he is now
linking it with gold for the first time. . .

The Honourable Sir Basil Blackett: A thing may be linked without
being completely linked.

Mr. Jamnadas M. Mehta: So that we are not getting any reform which
we had not had. 8ir, T hope that this Reserve Bank or Imperial Bank,
or whatever the institution eventually is, will become a truly bankers’
bank and will have a good policy for developing a re-discount market.
The Finance Member will be glad to note the recommendation of two
great authorities, Drs. Kemmerrer and Vissering to the South Afriean -
Government. They made a report in which they said that the right
method for developing o discount market was:

‘“that merchants should give preferential terms to purchasers who are
willing to accept bille in lieu of obtaining credit on open accounts and
that commercial banks should give rates that are more preferential than
those now prevailing to merchants: who obtain their advances from banks
by discounting such bills as compared with merchants who borrow from banks on
current account, namgly, everdrafts or one-name promissory notes and that the Reserve
Bank should give substantially preferentin! discount and rediscount rates on trade
acceptances.”’

This 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 1 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 as the rate at which
gold will be sold will be so prohibitive that instead of buying gold it will
pay merchanes to sell gold when the Government are also selling gold,
because the difference between the buying and the selling rates will be
so great that when Government are willing to sell gold to merchants, '
they themselves will be willing to sell gold to Government; and, th¥refore,
this provision about the sale of gold is going to remain a dead letter even
if it ie not an eye-wash,

8ir, I want to warn thec House 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 Government or the currency authority may sell
gold exchange to foreign countries when necessary—this, as I said at the
beginning, would dissipate our gold reserves. Take even & poor country
like Germany to-day—I havet the latest issue of the '‘ Statist,’’ dated 1st
January 1927, in which the gold policy of the Reichs Bank is stated.
Dr. Schacht, who is the greatest authority on banking in Germany, says
that it is desirable to have the gold reserves kept in your owr country and
‘not have gold invested in securities. This is how the matter is stated:

“The Reichs Bank in general holds the view thal its assets abroad should not
exceed certain limits. Cold although it yields no interest is not ‘liable to the risks
to which investments abroad may under oqrtain circumstances be-axposed. In cajculst-
T aon ropoian o oy Furibae & 4 Sovar . dhe peycbaiagies s mneays -
that tho gonersl public clearly realisss When the gold expor point, s resched.” ..
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As 1 said before, Dr. Schacht is the greatest authority: on German
banking and his view is thut it is better to have actual gold instead of
~gold securities. I hope that also will not be forgutten when we eventually
pass the Dill. :

The Honourable Sir Basil Blackett: Is there any difference between
the German system and that proposed here? A certain proportion is to
be kept in Germany and the rest in gold securitics.

Mr. Jamnadas M. Mehta: We had in the past gold in the Gold Standurd
Reserve but you have seen to it that there is now as little
gold as possible. That is the point I um making, that we should have
a substantiul proportion of gold in our reserves—n far more substantial
proportion than in the past.

The Honourable Sir Basil Blackett: That is the proposul of the Bill,
Sir.

Mr. Jamnadas M. Mehta: Well, Sir, if that is so, we will take it into
acecount. L ami simply warning you in view of the pust history of the case.
Even the Bank of knglund, in spite of all that is said to the contrary
here, does not go in for innovations of having gold securities in other
countries but keeps ull its gold in its own country. Sir, 1 support this
motion for eirculation.

Mr. T. Prakasam (Eust Goduvari and West Godfiva® cum Kistna:
Non-Mubammuaduan Rural):  Sir. the history ol currency in this country
has been u continuous tragedy. Every cffort that hae been made at every
stage by Indian experts or by the leadery of Indian industry or commerce
to get a proper redress has been eircumvented by the Government and
by the Finance Member in charge each time. 1 do not propose now at
this stage to deal with the different stuges of the ratio question in connce-
tion with this Bill. It is proposed that this mensure should be circulated
and it has been stated by the Honournble Member in churge of this 1ill
that it opens up a new era for this country. I hope that thig opens up
a new cra, at least by the time it passes out of this House finallv. As
it stunds, whether really there would Le any such relief to the country,
I bave not been uble to convinee myself. But the estublishiment of a
Centrul Bank with the objoet of removing the power from the Secretury
of State in Council there and from the hands of the Finance Depurtinent
here and locating it in a centrnl bank if it should Le an
nutonomous  body by itself and if it should be a  body
which would control the currency and credit of the country, will be a
welecome measure. I have been anxious to sce whether the proposed
institution of this Central Bank would at least free us from the danger
of deflation and inflation and from the power which the Finance Minister
and the Secretary of State in Council have been able to exercise and
Ering this country to ruin from time to time. While the Currency Com-
mission, which was brought into existence for the purpose of knowing what
is the proper ratio, was sitting and while the Currency Commission was still
proposing to take evidence, the Finance Minister has been busy

'deﬁﬂﬁng . - . .
. The Honourabls Sir Basil Blackett: And inflating.

Mr, 7. Prakasam: And what js the amount? In the month of April
1926—1 think by that time, the deflation wus by about 8 croressof rupees.
* L
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‘While this very question wagfin issue, while the Commission was sitting
%o inquire whether it is this ratio of *ls. 8d. or that ratio of 1s. 4d. that
should bo adopted by this country, this process of deflation hes been going
on. I will now read this short paragraph from the Times of India of the
4th Decermber, 1926, which will tell the House what the process of this
deflation has been and what the financial conditipn has been:

“ 4th December 1826 : The Imperial Bank's statement shows a decrease in the
cash balance of 331 lakhs; the trade demand is better by 102 lakhs, and Government
and other securities held by the Bank, have dectined by 110 lakhs; Government
deposits show & decline of 349 lakhs and this is accounted for by a further deflation
of 533 crores carried out by Government last week. 4 crores of this deflation has
been carried out against withdrawal of sterling securities in London and the balance
of 132 lakhs by cancellation of ad hec securities in India. The total deflation since
the baginning of the financial year now amounts to 24-84 crores, of which 19 crores
is against withdrawal of sterling securities and 5'84 crores against cancellation of
ad hoc rupee securities. This reduces the steriing securities held in London for the
Currency Department to 8.99 crores. It is considered that it will not be many weeks
before the balance of 9-98 crores disappears if the present policy of deflation con
tinues."

Well, Sir, if we could ke suved at least from this power which this
department could exercise in this manner, that will be the greatest thing
with regard to this measurec when it passes this House. The
Central Bank, 1 presume, from the imperfect knowledge that
1 have of the different parts of the world. must be an autonomous body.
1f the Central Bank proposed by this meuasure will be such a tody, which
will exercise a:.mblete control over currency and credit, unhampered by
the Secretary of State or the Finunce Department here, and if the Central
Bank is so constituted with regard to the management, constitution of
the Board and other matters as to guarantee the interests of this country,
certainly, Sir, this will be a measure which we should all welcome and
which we should support.

1 have gone through this Bill that has been placed before us and tefore
the country for circulation. In Chapter II, share capitsl is proposed.
What 1 have been feeling 1 am trying to place before this House at present.
This Cenwral Bank under the present conditions of the country I feel must
be one that would not have any share capital at all. There should bé no
sharcholders. It must ke an institution ‘which should be financed frem
our own finanees and that should be made an independent’ bedy. Then
«clause 10 lays down that the Governor or Deputy Governor of the Board
could be removed by the Governor General in Council. Well, that power
gshould not be in that form. And in Chapter III, clause 18, there is a
proviso which gives the power to the Governor General to take away
whatever may have been granted in the previous portions of the Bill.
The proviso is as follows: (The Bank to have the right to transact
Government business)

“ Provided that nothing in this sub-section shall prevent the Governor General in
Council from carrying on money transactions at Government treasuries or sub-ireasuries
at places where the Bank hss no branches or agencies, and the Governor General in
Council may hold at such tressuries and sub-treasuries such bplances as he may
‘gequira." . N
Certainly if this proviso is to be effective, whatever powery mpay. have been .
given -to the Central Bank in the other clauses will bécome nugatoty
whenever this power could be exercised by the Governor General in Counail
and by the propounder of this Bill to-day in. this House. Aa regarG¥ the
otligations to sell in gold, clsuse 85 deals with These obligations. I would
submit t& this House that the obligation to buy and sell must be regulated

3 r.u.
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in such a manner that gold is bought and sold in India only. As regards
the location of our reserve fund, I should say that the whole of it must
te only in India. If all these points are embodied in this and if we
modify the measure finally in such & manner as would give the Central Bank
or the Reserve Banks a proper management and a proper power which
will protect the interests of Indian commerce and Indian industry, I should
say that there would be some good done to this country. Otherwise, if
the Bill should pass in the form in which it has been presented here, it
will be another camouflage similar to the other measures that have been
introduced and that have been given effect to in the same manner what-
ever may have been the form or the language in which they had appeared.

Mr. R. K. Shanmukham Ohetty (Salem and Coimbatore cum North
Arcot: Non-Muhammadan Rural): Sir, I must confess I did not expect
that at this stage of the Bill we would hear the very interesting speech
that the Honourable the Finance Member delivered to us this morming,
I am glad, he has confessed that at least on one point he has been
misled

The Honourl.ble Sir Basil Blackett: What point fs that?

Mr. R. K. Shanmukham Ohetty: Just wait & 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 Bill discussed. It is
usual to ascertain the opinion of the various sections of the House by
personal talks, either with the leaders or the Becretaries or the Whips of
the various parties concerned. So far as we are concerned, S8ir, none of
these officers in our party have been consulted, and from what my Hon-
ourable friend Sir Purshotamdas has said, and from what I have heard
from other friends, none of them have been consulted on this matter, and
yet, the Honourable the Finance Member had the courage to say he
understood from the various sections of the House

Bir Walter Willson (Assocmted Chambers of Commerce Nominated
Non-Official): Did he say ‘of the House’'?

Mr. R. K. Shanmukham Ohetty: Yes. ¢

8ir Walter Willson: I do not remember it.

Mr. K. Ahmed (Rajshahi Division: Muha.mmadsn Rural): When were
the office bearers of your Party elected?

Mr. President: Order, order. The Honourable the Finance Member
can take care of himsgelf.

Mr. R. K. Shanmukham Ohetty: 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. T am glad that the Honourable the
Finance Member has confessed that he has been misled somehow or
other in this matter. .

Mr. M. A. Jinpnah (Bombay City: Muhammadan Urban): He stands
exposed. .

Mr, Jamnadas M. Mehta: He misled.

Mr. B. K. Shanmukham OBetty: He has stood exposed for the lust
three years and that is no new position for him.

Siradhe main principles of this Bill are to introduce a modlﬁed form
of gold standard in this country and to co-ordinate the currency and credit
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policy of the country I wholeheartedly support these principles underlying
this {Bill. But unfortunastely, the goid standard that is sought to be in-
troduced by this measure is one which jt is difficult for even experts to
thoroughly grusp. From the trouble that the Honourable, the Finance
Member had in tuking out a rupee coin from his pocket and in trying to
explain what it will mean in future we can gather some idea of the compli-
cations underlying the new gold bullion standard. In paragraph.22 of
their Report the Royal Commission have made the following observa-
tions :

‘“ Certainty and simplicity have been lacking (in the present system); and for =&
system of currency under Indian conditions and for the Indian people these two last
qualities are as vitally necessary as the first. Without certainty and simplicity in
the system, thero will never in India be confidence in the stability of the currency,
and without confidence in the stability of the currency, the unminstructed public will
never be weaned from those uneconomic habits of hoarding and that disinclination to
investment which are now the worst obstacles to the progress of the nation.”

Bir, having made the statement that simplicity is very necessary especially
in Indian conditions the Currency Commission proceeded to advocate a
policy which is far from simple. So far as the obligation to purchase
gold is concerned it does pot differ from the present statutory obligation
imposed upon the Government.” Even under the present law Governmeént
are bound to take sovereigns and half-sovereigns at a particular price and
the effect of the new system will be to re-enact this obligation on the-
part of the Go%ernment in a more stringent form; because in future the
Government will only be obliged to purchase gold in a quantity not less
than 400 ozs. in weight. Bo far as the obligation to purchase gold is
concerned, it does not therefore differ from the existing statutory obliga-
tion that is imposed upon the Government. What the people of India
would like to see 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 introduce 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 fixed period this form of gold standard will be brought into existence.
I was surprised to hear the Honourable the Finance Member saying. thaet
the fixation of such a period would indefinitely retard the achieyement 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 Basll Blackett: I am being misquoted so frequently
that T must apologise if I intervene to correct the Honourable Member.
I said *‘it might even retard”” not ‘“would indefinitely retard’’.

Mr. R. K. Shanmukham 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 a period like that might even retard
the realisation of a full gold standard in this country! So far as I can see.
if a provision of that kind is introduced in this Bill it will impose either
on the Government or upon the Reserve Bank that will cbme into exist-
ense an obligation to build up its gold resources so as to be able in the
fixed period to issue gold in any quantity andd form that the public want;
and T cannot understand how such a provision will have the tendency *
Yo retard the reslication of the object that we have got in view. s

The policy that has been recently pursued by the Honourable the Finance
Member wil] indefinitely postpone the realisation of a simple gold stand-
ard in this cguntry. As a result of the deflation policy which he has been

. [}
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pursuing during the current financial year our gold securities have been
reduced by about Rs. 23 crores and contraction of the volume of currency
has been brought about. My Honourable friend in his speech attempted
to give an explanalion of that policy. That explanation was this. To his
dismay he found Iis. 20 crores coming into the Paper Currency Reserve
and this he thought was evidence of artificial inflation and his policy was
simply to neutralise this artificial 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 in circulation?
We know that we have got two kinds of currency circulating in the land,
rupecs 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 that this Rs. 20 crores came from hoards and not from the
rupees that are in active circulation? I maintain that the Rs. 20 croreas
came from rupees 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
pursuing. Bir, the explanation for his policy is not far to seek. The
tendency is towards an exchange below 184. The Honourable the Finance
Member wants to maintain exchange at 184. at anyc cqst. During the
last year there has been a steady decrease in gold prices in the world.

Does the Honourable Member deny that, Sir? He is shaking his head
and I do not know . . . .

The Honourable Sir Basil Blackett: Will the Honourable Member
repeat his statement ?

Mr. R. K. Shanmukham 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 that statement. I am prepared to prove it if hg challenges
it. '

* The Honourable Sir Basil Blackett: May I ask the Honourable Mem-
ber to explain why the index number of prices in the United Kingdom,
according to the Board of Trade, was 152.1 in December, 1925, ‘and
152.1 in October, 1926. There has been a steady fall in prices!

Mr. R. K. Bhanmukham Ohetty: May I ask the Honourable Member
to explain this. According to the statistics of the United States Bureau
of Labour the index number in January 1926 was 156; in February 155;
March, April and May about 151-5; July 150.7; August 149-2. Those are
the figures T have got and these firures were taken from the index figures
of the Tlnited States Bureau of Labour.

The Honourable Sir Basil Blackett: Will the Honourable Member go
on to the next month?

Mr. R. K. Shanmukham, Ohetty: The next month is 160. (Laughtoer.)

. There is not much difference between 149.2 and 150. If the Honouthble

Member is to gloat over this difference of 8 points I can only sympathise

*with his knowledge of price movements. Sir, there has been a steady
decline in the gold prices in the world during the current year.
The Honourable Sir Basll Blackett: I deny it. *

3
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Mr. R. K. Shanmukham Qhetty: P maintuin it. The fall in gold prices
would be feutralised either by rupee prices falling or by rupce prices
remaining the same and exchange falling. The Finance Member wants to
prejudge the whole issue by attempting to keep exchanga at a certain
level and bringing about u 1all in internal prices by deflution of our cur-
rency. The Honourable Member who ever since heé came to India has
.been singing the praise of the stability of internal level of prices is mow
-defluting the currency and bringing down the level of prices with a view to
keep up his pet theory of an 18d. ratio to the rupee. That is the ongy
explanation that can be given for the artificial deflation that he has been
bringing about and there is no use his trying to say that the policy of de-
flation is the result of neutralising the artificial inflation that has been
brought about by the coming out of 20 crores of rupees to his dismay.
'So much for the policy that %le has been pursuing. 8o much for the dis-
,-sipation cf the gold resources and thereby indefinitely postponing the
‘realisation of a simple gold standard in the country. :

So far as the constitution of the Reserve Bank is concerned, I whole-
heartedly welcome the proposal in so far as it aims at co-ordinating the
ourrency and the credit policies of the country. And in making this state-
ment I must take ieave very diffidently to differ from my Honoursble col-
:league Bir Purshotamdas Thakurdas. I think, 8ir, that, if we are to place
our currency pqlicyson a scientific basis, there must be a co-ordination of cur-
rency and credit policies in one hand, and, for obvious reasons, that cannot
be placed in the hands of any Government, even the (Government of
India, My Hordourable friend Sir Purshotamdas Thakurdas thought that
the remedy lay in transferging the control from Whitehall to the hands
of the officials of the Government of India. I for one am not
"prepared to accede to any such 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 un independent bank. (An Honourable Member: ‘‘Swarajist?’’) That
will be the idenl. Unfortunately the history of currency in this country
has brought to the forefront this fact, that the interests of India as under-
stood by Indians are very different from the interests of India as under-
stood by the European community. I would therefore impressethe neces-
sity for making ample provision to entrust the control of the Reserve
Bank to Indian hands, people who know the interests of India 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
Secretary of State in purchasing sterling beyond his actual requirements.

If a Reserve Bank is to be given unlimited freedom to locate its reserves
in any country in any form that it pleases, it would still be possible for the
Bank to prohibit the free inflow of gold into India. ~ Ample provision
must therefore be made to define the eomposition and location of the
reserves of the Bank, and in this particular matter T for one mu.?t em-
phatically protest against the proposal to allow the Bank to keep its re-
serves in foreign countries ns well. T wauld not go to the ox‘ten't_ﬂf
my friend Mr. Jamnadas Mehta in saying that it would enablo the 'f!rit.t-nh
Government to pay off ita debts in times of erisis, but T would maintain,
that the placing of our reserves in foreign countries would expose ol

reserves to serious risks in times of international crisis, as war, and T do

not want .at the slender resources of our country should be exposed to
. . c-ﬁ
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thode risks. I hope that when the time comes the public a4t large and:
this House will suggest suitable modifications and amendinents to ensure
these safeguards.  With these observations I support the proposition of
the Honourable the Finance Member.

Mx: Fazal Ibrahim Rahimtulla (Bombay Central Divigion: Muham-
madan Rural): Sir, when I entered this hall T had no desire to take part
in the deliberations to-day on a Bill which was going for circulation for-
elipiting opinions thereon, But one remark of the Honourable the Finance

mber has come to those of us who have read his speeches carefully,
which I shall refer to presently, with a considerable amount of surprise.
His remark that the Currency Bills will be discussed after the Budget is-
introduced amounts to nothing more than the strengthening of the rumour
that there is no sincerity on the part of Government regarding the exchange
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 ocalm deliberation.
I shall read to you, Bir, the speech of the Honourable Sir Basil Blackett,
before the Delhi University on the 28rd November, 1928, on the Report
of the Indian Currency Commission :

“ ‘{\i!edmxiaty thro:’ghout has been that the Commission's recommendations shounld’
be stu and weighed in an atmosphere of calm deliberation, aud that contention or
at least cohtentiousness should be avoided. India is deeply interested in right ocon--
clusions being reached, and putting into operation a spirit of controversy not only
prejudices judgment but also involves the risk that we may lose the whole of the:

t benefits which are I helieve capable of being derived from the Commission's

n.f'

[ ]

-.I shall read, Sir, & similar paragraph from his speech at Cawnpore on
the 4th December, 1926:

*“ My dearest wish is that the Commission’s proposals may be as widely under-
stood as their importance deserves.'

(=
1 shall read another speech of his at Lahore:.

' It is smost desirable that its meaning and purpose should be fully explained to
the Indian pablic, o that the discussion of it in the Legislature may proceed in the-
light of as complete an-understanding as is possible. 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 "’

—1I may draw the attention of the House to this—
* the fullest consultation with the Legisiature.’

I, Sir, share with him in that anxiety that he will give us the fullest
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 are hero, Bir, to be convinoed by the Honourable Finance Mem-
ber about the exchange ratio which he has advocated all along, and he has
taken one departure which I welcome, namely, of giving expression to
opinions outside this House, ¢though the practice was all along that as
long as the Honourable Members of the Executive Council remained as
such, they never ventilated their opinions outside the House. It is a
very welcome move and I hope, Sir, it will be allowed to be continued.
As regorde the Bill, Sir, I do not wish to say anything at present but I
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shall appes) 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. Rangaswami Iyengar (lunjore cum Trichinopoly: Non-Muham-
madan Rural): Bir, 1 desire only 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. The Honourable Sir Basil Blackett referred
to the new standurd that is going to be established in this country as a
gold standard, and he also referred to the terms in which rupees will be
valued hereafter. He contended, Sir, that we ought by this process to
arrive at the stage in which gold should cease to be in uctual circulation
in this country, and that we should go only by ua method
of valuation in terms of gold by o process of offering to
buy and sell gold through the Central Bank at a fixed rate. I am not
-sure, Sir, whether this proposal is one which could be immediately adopted
in this country with safety, and that is the reason, Bir, 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 gold coin in actual
-circulation.  The theory that you can have a gold standard without gold
being in actual circulation is all right, but it has to be recollected that even
in England theyidem thatj gold could be actually absent from circulation was
only adopted in the year of grace 1925, and the point is still not free from
controversy. The Honourable Sir Basil Blackett quoted an American
authority to say that this is an ideal state of things. It may be ideal,
8ir, but I think it is not a practical state of things in which we could
-eagily find this country to be for some years to come. On the
-other hand, I can quote him another well known American
authority who says that the theory that gold ought not return to gemeral
-eirculation but ought to be kept in great reserves where it would be in-
‘stantly subject to the control of organised Banking or public treasuries as
a basis fop credit, is thoroughly unsound. Because under normal condi-
tions, as he points out, in a gold standard country, people will be seeing
and handling a substantinl amount of the actual yellow metal: They
will respect their paper money more if they know that it actually re-
presents gold and that gold can be got for it, instantly and without diffi-
culty. e presence of a substantial amount of gold in general cireula-
tion has a splendid psychological effect and is a very important factor in
combating money heresies. The ordingry man thinks—and I think the
man in India thinks particulérly—in very simple terms, and, as my
friend Mr. Shanmukham Chetty said, he wants to have his currency on
a simple and easily understandable basis, but he is quite capable of undet-
standing the true theory of paper money only if that theory is emphasised
in his daily practice. Thae true theory of paper money is, as this authority
points out, that a piece of paper money is a demand promissory note, &
promise to pay real money—gold—on demand. If the ofiihary man has
‘inehis own practice an opportunity to test this principle, to present paper
money for redemption, and to have it reddemed, to get gold when he
wants it, and to turn in gold for paper when it is more eonvenient to use
the paper, he is not easily misled by fiat money propagandists. .

Sir, what. T want to know is whether it is the Government’s intention
to withdray currency notes in their present form, which says *‘I promise
#o pay 80 agd so Rs. 5" and substitute ime its place the form which is put
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down in the Currency Commission’s Report which does not indicate any
such promise. I say, Sir, that this is a proposal which ought to be very
carefuily considered because of its psychological effect on people of this
country.  That is a matter, Sir, on which, I think, the Government
should inquire fully and obtain the-opinions of Local Governments and
of represcntative bodies in the sevaral Provinces. Then, the idea that
all gold should be stocked in the reserves and that gold should not actually
circulate i# also, I think, fallacious, because the feeling that gold is in
actual ecirculation will, as the authority I quoted puts it, have a great
psychological effect, and I think it would be unwise in this view to say
that a mere gold bullion standard is a proper standard to maintain in this
country,  Therefore, whether we have got to go through the transitory
process of having a gold bullion standard before having a gold standard or
not, it seems to me essential that we should now declare it to be the
settled policy of this Government that the Act we now put into opera-
tion and the central banking authority that we now set up are out to:

establish early n gold currency in actual circulation and operate the reserves
in their hands for that purpose.

As regards the constitution of the Central Bank, I agree with my
friend Mr. Prakasam that there is a great desl to bg looked into before:
we can accept the constitution as it is detailed in this Bill. We feel,
8ir, that it must be in a very true sense ‘‘Swarajist’’ in the sense that
it is self-governing, that it is not controlled by foreign capitalist interests,
that it is essentially comtrolled by interests that are Indian and national'
and that the Indian Government should, as far as possible, not seek to-
put itself in the position of being dictated to from Whitehall 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-

cally Indian. These are the remarks that I wanted to make on this.
question.

. Mz, N. M. Joshi (Nominated: Labour Interests): Bir, at this stage
I wish tomake 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 Schedule, I mean the Central Co-operative Banks which exist
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 public
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 there should be no share capital for the Reserve Bank,  Gov-
ernment are quite rich enough for the capital required for the Reserve
Bank. If the control of the nation’s currency is %o be left to anybody,
it should be a body representative of the whole people and not a body
copresenting a few sharcholders. If the Government insist, and if the
people approve of their doing so, that the control of the currency should
be in the hands of a sharaholders’ bank, may I suggest that the amount of
such share of the Reserve Bank should be a very small one. I would
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not put it at more than Re. {. I wpuld also make it a condition that no
man should 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
regards this Bill. "

Mr. M. A. Jinnah: Sir, ‘ do no# wish, so far as the provisions of this
Bill are concerned, to take party in the debate and make any
startling suggestion or even reasonable suggestion at the present
moment, for the simple reason that when a motion 18 moved
for the circulation of a Bill, I believe this is the first time that I
know thut a debate of this character has taken place. (Several Honour-
able Members: '“Nowno.””) If the Honourable Members will permit me,
I will say that I do not remember a single oceasion when o motion that a
Bill be circulated was moved, that the principles of the Bill were discussed.
I do pot remember it.

Now, I am not committed in the least degree to the principles of this
Bill, and I am not asked to cornmit myself to the principle of this Bill to-
day. All that the Honourable Member wants is that this Bill be circulated
for opinion, - but the Honourable Member set the example—a
very noble example it may be—he set the example of making a
very long statgment. And, Sir, listening to that long and very
interesting stBtement, I found that the only point of any importance
in that statement was that the Bill further to amend the Indian
Coinage Act of 1906 and the Indian Paper Currency Act of 1928 for certain
purposes would be considered along with the Budget. 8ir, I do ask the
Honourable Member, is he really serious about it? Does he not realise
that a worse possible course the Government cannot follow than the one
that he suggested. Bir, when my Honourable friend, Bir Purshotamdas
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 within 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 permission of ethe
Leader of the House to make that statement. “et

The Honourable Sir Basil Blackett: Yes, Sir.

Mr. M. A, Jinnah: He did I thought so, Sir: he is a very loyal follower
of his Leader. I do ask the Honourable Member not to regard 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 & dilemma. ‘‘I have got the Budget, I
have prepared my Budget on the basis 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? 8ir, I would like to use much stronger language, but I
say that it will be a breach of faith with this House, for this resson that in
dugust the Honourable Member spesking on behalf of the Government of
India urged that this was a matter which opuld not brook delay. He was
anxious that that measure should be discussed in the August Session.
8ir, we pleaded with folded hands and on our knees . that
we had mnot yet received a copy of the recommendations *of
the Commission. We had not received the evidence, we had not

- received the papers and we pleaded with him. The Honourable Member
L] L]
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said: ‘“ I cannot help that; what can I do?  The urgeney of this measure
is such that we must proceed.”’ It was after great pressure from a con-
siderable sectionof the House that he himself realised that it would be im-
possible to do justice to that subject and eventually the Government them-
selves agreed that it should stand adjourned. "And then we understood
clenrly that this measure would be tuken up al the earliest possible moment
when the Assembly met, but now we are told that it will be considered along
with the Budget. .

An Honourable Member: After the introduction of the Budget.

Mr. M. A. Jinnah: After the introduction of the Budget, quite so; and
we know when the Budget is introduced—practically at the fag end of the
Scssion. We know that after the Budget is introduced there is very little
time; so it menns practically the same thing as that it will be considered
along with the Budget. Sir, I know I have no power and therefore I
-eannot indulge in any threats, 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
House 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 possibl
moment before the House. ’

Pandit Madan Mohan Malaviya (Allahabad and Jhangi Rivisions: 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 place will have 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 us for dis-
cussion, but I wish to join with my friends in requesting the Eonourable
the Home Member—I mean the Finance Member—to fix an early date for
the discussion of that Bill. He showed from his speech made at the com-
mencement of the dcbate to-dav that he had some regard for the opinion
of thia House when he told the House that he understood, as he thought,
that the sense of the House was in favour of the postponement of the discus-
“sion on the measure until after the introduction of the Budget. By saying
8o he clearly gave the House reason to believe that he respected and wished
ta respect the opinion of this House. Therefore, now that that opinion has
'al_becn expressed here in very clear terms . ; .".
' The Honourable Sir Basil Blackett: Has it?
Pandit Madan Mohan Malaviya: Hag it not? .

An Honourable Member: If you like we shall move an adjournment on
that. '

L]

Pandit Madan Mohan Malaviya: I do not think that after hearing tke
speeches which have been made here the Honourable the Finance Membear
could ‘be left in any doubt that there is a strong feeling in this House that
the discussion of the question of the ratio should not be postponed till after
the 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 further on that as-
pect of the question. I hope that the Honoursble the Finande Member
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-will not be g.uilty of a disc&urt.eay $o this House by not acceding to a
request which 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
Honoursble friend Mr, Jinnah in his view as to whether a discussion of the
principle of the Bill should take place at this stage. When a Bill of im-
portance is introduced, the principle or principles of the Bill must be discuss-
-ed before a motion for a circulation of the Bill is carried out. The country
expects that those of us who have been elected to represent the people
and to wateh over their interests will study the meusures that are introduced
in this Council and give such a lead, such an indication of our opinion te 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 a Bill at once to establish a gold standard
currency for British India and to constitute a Reserve Bank of India. It is
unfortunately couched in language which is open to the charge of being
-calculated to mislead. It is & 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 Figgnce Member to
-consider the importance of the question of banking apart from the question
of the gold standard currency. The importance of a gold standard with a
‘gold currency is sufficiently great to require to be dealt with in a separate
'measure. Taking up first the question of the gold standard currency, I

“wish the Preamble had read:

i
‘“ Whereas it is expedient to {mwide for the establishment of a gold standard
with a gold currency for Dritish India ',

and that it had stopped there, There should then have been a separate Bill
“to deal with the question of a State Bank or a Central Bank or a Reserve
Bank and of the whole system of banking for India. I am sorry to find, Sir,
that in the year of grace 1927 we are still debating the question of a gold
standard in this country- Japan which was very far backward in '1872,
started with a gold standard in that year. It has developed its system of
banking “enormously. It has prospered wonderfully. Here in India
though the question has often been taken up it has not vet been decided.
When in 1808 it was decided to close the mints to the freq eoinage of
_silyer, it was done distinetly with the objeet of introducing a gold standard
in India. Five years later the Fowler Committee was appointed in 1868,
to consider and report on ‘‘the proposals of the Government of India’".
<. . to give effect to the policy which ‘‘had.for its declared object the
_establishment of a gold standard in India’’. The Fowler Committee,
looking forward . . . . to the effective establishment in India of a gold
standard and currency based on the principles of the free inflow and out-
flow of gold,”’ recommended that:

.. ‘(1) The Indian Mints should continue closed to the unrestricted coinage of
silver and should be o];ened to the unrestricted coinage of gold;

(8) The sovereign should be made legal tender andgo a current coin;

(3) The ratio between the ru and the pound steriing shouMd be Rs. 15 to the
mrad.;th::t is, the exchange value of the rupee should be ls. 4d.;

: ';,3" 2 E"d e;sr;}“:bllgatmn to give gold for rupeesgfor merely internal purposes should

e profit on the coinage of rupee should be held in gold as a special reserve

and made ﬂu}y available for foreign remittances whenever eg:chm;a'fe_l] below gold

RR N ‘

e Government should continue to give rupees for gold, but fresh rupses
should not coined until the proporti f i & w ceod
tthe requi . ts of the public.” o0 of gold in the currency was found fo ex

L]



92 - " LEGISLATIVE Assmmry, [26TE JaN. 1027,

[Pandit Madan Mohan Malaviya.}

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 Membaer of this
House in the excellent minute of dissent written by my Honourable friend
Sir Purshotamdas Thakurdas. But I wish to draw attention to the im-
portant fact that these decisions were arrived at by a Committee appointed
by His Majesty's Government so far back as 1898, and that on the 31st
of July 1909, the Viceroy telegraphed to the Secretary of State that the
Government of India were preparing for the coinage of gold. How
inexpressibly sad it is that the scheme has not been carried out
during all these years. 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 Central 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 fnportant 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
Curréncy 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 repoit of the Com-
mission and in the evidence taken by it enough material to discuss and
decide the question. The Financa 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.

The Honourable Sir Basil Blackett: I' have not changed my opinion,
Bir.

Pandit Madan Mohan Malaviya: 1 am very glad and thankfvl to note

that. I hope that you still adhere to the schemé for a gold standard with
& pold currency for India. )

The Hdnourable Bir Basil Blackett: I still adhere to my evidence.

Pandit Madan Mohan Malaviya: Very well. I see that I was .giving
my friend greater credit than he is willing to take. Now, Bir, the scheme
that was placed before the Commission on behalf of the Government of
India supports the demand of the educated Indians, of the representatives:
of the people, that a gold standard, a true and effective gold standard with
8 gold currency in circulation should be introduced in India. The Com-
mission have given us their reasons, why they rejected that scheme. It
is up to us to examine those 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 any other question should be mixed up with it; and
if that is to be the 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 ratio—whether it should be
16d. or 18d.—and the other the larger question whether we are going to
have a ftrue 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; ana I submib
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that whilg we should scc that the® ratio should be fixed at the correct
figure, we should also see that the larger question of the establishment
of a gold standard with a gold currency should be taken up and decided
now. 1 think it has been a crime against the Indian peoplc thai this
has been so long delayed. Who can say how much of injury Indis has
suffered monetarily and otherwise by this question not having been taken
up and settled so long? India has lost cvery day during the last 28 years.
It has lost enormnously. It is lositg and it will continue to losc a great
deal until this question is correetly decided. Is there any country in the
world of the magnitude of India, with the magnitude of its import and
export trade, which has suffered so much on account of exchange as
Indis has suffcred? There is none. And if you are now going to deal with
this question of currcney, are you not bound in duty to the people of
India to adopt the right course, to adopt 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 the Finance Member is unquestionably one of
the ablest financial experts that India has known. This year ie the last
vear of his office. I appeal to him to give to India the benefit of his
entire ability and wisdom in solving it correctly. (The Honourable the
Finance Member here held up & copy of the Bill.) I shall be sorry to think
that that is a1l that the Honourable Member can offer. I hope the Honour-
able Member has something 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 1is fully discussed and rightly decided.
The question now 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 reasons-
commegd themselves to this House, we must accept the proposals of the-
Commission. But if o being examined, those reasons are found to be
untenable, if we can point out where they have erred, how many asspmp-
tions they have made which should not have been made, how the cul-
ties mentioned by them can be overcome, I am sure we shall be satisfied
in not accepting their proposals. The matter deserves to be most care-
fully examined. And that is what I ask this House to do. I am glad
this Bill is going out in circulation for eliciting opinions. Let it be cir-
culated. I hope every Member of this House and everyone interested in
the proper solution of this question will note the incongruity and complexity
which has been introduced in the Bill by two matters of great importance
being mixed up. My request to the House is to use all its influence—
what little influence it has—to see that at this critical 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*Honourablc friend
*Mr. Ghanshyam Das Birla—whom I cordially congratulate on his excellent
maiden speech in this House—I entirely aghee with him that for many many
years to come we shall not have a gold standard, and it will be a great
national calamity if we do not have it. I hope therefore that eyery
Member of this House will give his best eare to the consideration of this
questioy, and use all his influence to see that the two guestions are dealt
with sepgrately, namely, the question of a gold standard and currency and
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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, Bir, coming to this question of a Central Bank, the House is
probably aware, that the idea of a Central Bank for India was mooted so far
back as 1860. It was discussed several times between that year and 1876.
But no decision was arrived at on the subject. The 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, as one of great importance for lndia, which deserves careful
and early consideration by the Secretary of State and the Government
of India’’. They recommended that there should be a committee appoint-
-ed to consider and report whether o Central Board should be created and
to submit to the authorities a concrete scheme for the establishment of
such a Bank fully worked out in all its details and capable of immediate
application. We Indians have repeatedly urged that a State Bank should
be established. Writing my minute as & member of the Industrial Com-
mission in 1918, I said: )

' The interests of the country demand the early creation of sn ipstitution which
will at once be the central reservoir to which all public balances should belong and
the :remﬁal fountain which will feed all fruitful national activities throughout the
country.

But the matter has not been taken up all this time. We had also an
External Cupita! Committee. From. what the Honourable the Finance
Member told us then we expected that the question of increasing bonds
and banking facilities would be taken up early, but it has not been taken'
up. The. question now. brought before the House is one of establishing &
*Central Reserve bank. I endorse what Sir Purshotamdas Thakurdas hes
said upon this point. I feel that it is. a questiop of greater iufportance
that we should first provide banking facilities in this country by a sound
system of. national banking which will give to India what every civilised
country enjoys in the way of those facilities. The Honourable the
Finance Member referred to certain remarks of Dr. Sprague. But I can
also quote Dr. Sprague. in support of my view. He was asked by the
Chairmnn of the Royul Commission to assist the Commission with advice
upon the topic of a Central Bank and as regards its fundamental

e principles. The Chairman said to him:

,'* Without entering into any matters requiring s‘pecini knowledge about ' India,
thére must be points which emerge from the genera} principles of Central Banki
which are applicable to those features of Indian conditions which are common know-
ledge to all of us.”

And in answer«Dr. Sprague said:

* In considering in general the subject of banking in India, I would like to describe®
first. my feeling about the general ‘principles which apply to the reorganisation of
bunking as distinguished from purely monetiry problems. I would liken it, if you
please, first to the construction of a foundation for a super-structure, and the founda-
tioncfor a central banking system in Indin, to my mind, must be carefully introduced
among and interwoven with the existing banking practices, the existing customs of
business, the existing methods of Government in managing its fiscal affairs, and the
-existing business that India conducts; but that it should not be applied, as'was done
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to a considerable extent in America, as a sort of forced readjustment of methods. If
this foundation upon which the super-structure of a great bank of issue is to
erected in Indis is not a secure one, if the concrete in other words, has not had time
to set, and the completed super-structure is built upon that foundation, the super-
structure is lisble to weaken, rettie and possibly crack and fall.”

He further said:

I am sure that you will not gain the i.mgreauion from what I say that the suggee-
tions involve any criticism of the course of India in these matters in the past. You
certainly cannot believe that when I remind you of the fact that it was only 12 years

that the United Btates undertook to do exactly what India is now undertaking
to do and indeed with us after B0 years of rather more extreme disorder in banking
and monetary matters than probably any nation has experienced.”

The Honourable 8ir Basil Blackett: Perhaps thati is the answer to the
Honourable Member’'s earlier question whether any nation has suffered
more than Indin. [The Honourable Member (Pnndit Madan Mohan
Maluviya) did not catch the interruption.]

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

Pandit Madan Mohan Malaviya: I beg your pardon, Sir. I wanb 4o
draw the attentiop of the House—the Honourable the Finance Member
knows it—to vhat- Dr. Sprague further said in this connection. He said:

‘“ Following the crisis of 1907, a Monetary Commission was appointed which under-
took detailed studies of our own currency and banking experience together with
detailed stodies of banking organmisation and practice in other s of the world.
After some three years of investigation, which inciuded, the publication of 30 or 40
volumes on currency and banking matters, this monetary commission ared a Bill
for a central bank, a Bill which we know in America as the Aldrich Bill. That Bill
brought forward in 1911 was the subject of wide-spread discussion and criticism.”

Dr. Bprague went on to say that it was after all that extended consi-
deration discussion that the Federal Reserve Act was passed. Here,
the Royal Commission was appointed early last year, and so far as L
remember, it took about six months’ time to make its recommendatioms.
Bix months’ time might have enabled it to make a recommendation with
regard to the gold standard and gold currency being established 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 tha country and the Government a scheme for a Central Bank
such as the country needs. Leti 'me quote the last piece of advice which
Dr. Sprague gave to this Commission. ' He said:

“T think our experience raises the presumption that in the case of India you will
not reach the desired haven by & consideration of banking, currency, and exchange
matters alone; but you wil! find that they are inextricably interwoven in with hanking
development, organisation and practice; and possibly our experience may suggest the
rather unpleasant consequence that a number of years' work may be ahead of this
dommissien.'! .

® Practically the same advice was giveny by another eminently high
authority, viz., Mr. 8trong, Governor of the Bank of England, who said:
:* The point that I would like to make, using this statement by way of analogy, *is

that the study of monetary reform in America extended over iod sctually of six
m'ip the effort made immediately prior to the ntabliahmqnt‘of‘:he I*‘«iorr-l"r .

L]
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He went on to say:

*¢ Therofore, if T may make these remarks by way of suggestion,: it seems to us that
the first stane of development should be a study of those banking and business condi-
tions in India which will lay the foundation for the erection of this super-structure
of a central bank of issue. Those studies, it seems to us, should extend specifically
into the business that India does, which is largely agricultural and largely confined
1o four or five major crops which produce a large export balance.”

T could not cite two greater authorities than Dr. Sprague quoted by
the Honourable the Finance Member himself, and Mr. Strong, the Gov-
ernor of the Bank of England. They have hoth recommended that we
should take more time and study the question more fully before we should
discuss the question of establishing a 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 tha time of the House at this stage by pointing
out, the objections to which the constitution of the Reserve Bank is open,
but I agree with my Honourable friend Mr. Joshi in one view which he

+has put forward. I would not go so far as to say that the shares in the
Bank ‘hould -be rupee shares, but I certainly agree- with him that the
ghares should not be held by any one man or a'group of pen in excessively
large numbers, and that this Bank to which it is proposed t§ transfer very
great powers in the administration of the country’s affairs, should .be a
bank which will have Indians fully represented on it. Let the House
realise what this Benk is going to do. With the proposed modifications
and extension of ‘the ¥meerial Bank of India and the creation of the
Reserve 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 ceutious to see that the
representation of the peoplsa on such institutions is quite safisfactory.
They cannot take too great care to see that the Legislature and the Gov-
ernrment  acting according  to its wishes, should exercise full control
over such' institutions. 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 borne in mind.

_l!r. T. Gavin-Jones (United Provinces: Furopean): 8Sir, T am in
entire agreement with the Honourable the Finance Member that this Bill
should be circulated for eliciting opinions thereon. It requires the most
careful consideration and deliberate action, but T was very surprised to
hear that he wished to delay the consideration of the ratio problem until
the introduction of the Budget. 1 entirely agree with the other Honour-
able Members here who have protested against this delay. The Honour-
able the Flnqncé Member introduced a Bill last Session which was to
seftle the ratio question from the very beginning. It is a question that
is of. vital importance; it is £ question on which everybody in India is
wanting to know what is going to be done and what is going to be the
result of our deliberations in this House, and T think we should consider
1% as soon as possible. Personally I am a protagonist of 1s. 4d. ratio, but
there are other Honourable Members in this House who consider that
1s. 6d. is the correct ratio who also consider that this Bill shonld not be
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delayed. 1 hope therefore, that the Honourable Member for Finance
will reconfider what he has said and will endeavour to take the Coinage
Amendment Act into consideration as soon as possible.

The Honourable Sir Alexander Muddiman (Home Member): Sir, I
‘very rarely intervene in a financial debate, and, I should not have done so
on this occasion, in spite of the invitation of my Honourable friend the
Pandit (Pandit Madan Mohan Malaviya) who so frequently referred to
the Home Member in his spcech that it looked as 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, 8ir Basil
Blackett, has been attacked with great ferocity one might almost say,
for his desire, his alleged desiréi—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. In fairmess 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 Bir Purshotamdas Thakurdas a
few minutes ago, the Government have not yet come to a decision a8 to the further
g.rocednre which will be adopted in re?rd. to the currency measures generally. It

)

pends partly on the progress of other business; but I may say that after cotisulting
-opinions so far as they could do so in verious quarters of the House, Government
are inclined to the view that it will be the desire of the majority of the Members of
this House that the Currency Bill should not be brought on for'effective discussion
until the Budge h#s been introduced.” Co

I have no doubt that my Honoursble friend in making those remarks
desired to elicit opinions from -other quarters of the House and he has
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 bear in mind that no Government can
hand over the carriage of its own case to the House. The Government
must observe their reasonable rights in these matters just as the carriagp
of a case is with the plaintiff, if he is the plaintiff and not with the
defendapt. - However, I have no doubt that the observations that have
fallen from the Members of this House in this debate will receive careful
consideration from Government. I cannot say more at present. I wpuld
however, point out to the House that, whether you discuss this* Bill now
or whether you discuss it at the time of the Budget, you cannot possibly
divorce the, Bill from ithe Budget—whether vou discuss it in March or
discuss it in January. T am not a financier and therefore speak subject to
correction, but I think whether you discuss it now or in March the differ-
ence between the ratios in their effect is not likely to be a severe
mathematical sum. I sece my Honourable friend opposite smiles. I ad-
mit that I am not strong on this point. T however thought 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 vet on the
question as to future progress of the Currency Bill. .

Mr. Vidya Bagar Pandya (Madras: Indian Commerce): As I am a
enew Member, T must confess I am not quite familiar with the business
and procedure of this House. I was under the impression that the Bill
would simply be introduced without a speech from the Honourable the
Finance Member, as was the case with other Bills that came before.
However, as the Bill has been introduced it is not my intention, at the
fag-end of the day, to make any long speech. But I want to warn this
House sbout certain matters which have come to my notice- Tt was very
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unfortunate that the Royal Commission began its work under very bad
circumstances. It wus boycotted practically in the southern part of India.
In spite of representations made and Resolutions moved in this House
the personnel of the Commission was not set right. The resuli was that
very valuable evidence which would otherwise have come to the notice of
the Royaul Commission was not tendered before it. Further, it will be
noticed from the second volume of the Royal Commission's Report that
they have omitted to publish the evidence of about 60 gentlemen. I do-
not see why this evidence should be removed. I may further say that I
addressed those gentlemen and nsked them to let me have the views they
expresscd 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 Party may like to publish those views so-
that the House may judge on the actual evidence tendered and not on the
“gelected’’ evidence that has been put forward and published by the
Government. Besides that, some gentlemen addressed the Royal Com-
mission and offered to tender evidence. They did not even receive the
courtesy of a reply from the Royal Commission. Here I have got with
me & letter written by the Chairman of the Ionian’ Bank in London, and
this is what he says:

‘“ Nevertheless I may be able to give you some points of intorest, which are not
available to the public. When the Currency Commission was appointed I wrote to-
Commander Hilton Young and told him I wished to give evidence bafore the Com-

mission and that I should be obliged if he would furmish me with the names of the
Commissioners and with the address at which they would meet in London. From that

day to this "'—
The letter is dated the 7th December 1926.
—*“T have not heard one word from Commander Hilton Youhg and was surprised
one day to see a notice in the press that the members of the Commission, or some of
the members, had returned to India. Before the Commission was formed I sent to-
Commander Hilton Young all the documents I am now sending to you, and as they are
now all out of print may I ask you to return them to me . . ..
snd®o on. I do not see why a gentlemsan of the standing of the Chairman
of the Ionian Bank who comes %orward to give evidence before the Royal
Commission should not even have been shown the courtesy of an answer
to his letter. I am sorry I have not brought the file of papers with me,
as I was not aware that the principles of the Bill would be discussed to-day.
I thought it would be simply moved in a formal way. I have other
letters with me in which a number of witnesses complain that they were
called upon to give evidence and they took the trouble of tendering evidence
but were not shown the courtesy of having their evidence published.
They did not know that ‘“‘only selected’’ evidence would be published. I
hope the Government, as they are going to send the Bill for eliciting
public opinion, will make the evidence which has not been published avail-
able to the Members of the House. It would be better dn fact if it il
published so that the public may judge why it was not published at all.
Well, it is not my intention®to deal in detail with the ratio question,
but in passing I may say that the Honourable the Finance Member in his
Memorandum before the Royal Commission has himself admitted that the
silver rupee is only a promissory note printed on silver. May I explain
the position? It is this, that the Government 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 semd remittances
home. The result is that the Government have been taking away 6 to
8 annus per rupee, keeping it in the form of a Gold Standard Reserve, and
returning it only to the foreigners who send remittances and never under-
taking the obligation to pay this balance to the public here. The result
is. that when we now demand the return of the full value of the rupee, a
portion of which Government have praetically been usurpibig to their own
uses, we are told that instead of 15 rupees we shall get hereafter only
Rs. 18-8-0. I may be mistaken by about 2 annas, but on the whole there
is a big loot.

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

Mr. Vidya Sagar Pandya: I think I am fairly correct.

Now regarding the Gold Btandard, well, I do not want to take up much
of the time of the House, but it seems to be something like a *‘bridegroom"
without the ‘‘ bride '’. We had so far only a sterling exchange stundard,
and now we age made to believe, to take it at something better than what
it was befdre, but really, I do not find any difference between the two.
If there is any difference, it is this. We have in the past been criticizing
the Finance Member and the Government that they have been selling
Reserve Council Bills without consulting’ the Assemhly or anybody else.
The result of the Bill is that what they have been doing unauthorisedly,
they propose to do with our permission, and it is better that we under-
stand fully what the Bill amounte to before we grant our permission. Now
some of the Honourasble Members here are very happy that we are going
to have a transfer of the control of currency from the Secretary of Btabc
for India®to the Government of India here. But from what I have seen
of the constitution of the Reserve Bank and the management of the
Imperial Bank, I am afraid—I am taking into considergtipn ouy 8wn
experience with the Imperial Bank—it might be a transition from *‘ King
Log *’ to ‘* King Stork '’. We are not sure what control we are going to
have. It is all right to say that all other countries have got a Central
Bank and it i & nice thing to get a Central Bank, but we have to con-
gider whether it is not the people in those countries who manage the
Central Bank. Are they not managed by the people themselves in the
hest interests of the country? Here, according to the constitution it
eppears to me something like handing it over to the foreign exploiters
1o 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 and
the authorities appointed by the Government to control the currency are
umenable to the discipline and to the orders and mandates of this House,
% will be verv dangerous to hand over the currency to a new institution
of the kind proposed in the Bill. Well, sbout the Imperial Bank, I am
speaking now as a banker and as one who represents the intercsts of the
commercial community in the Madras Presidency. I am sorry to confess
that our experience of the Imperial Bank has been very unfortunate. We
can neveg depend upon the Imperial Bank for help (Laughter)—and unfortu-
nately the Tmperial Bank still follows, the old traditions of the three

. D
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Presidency Banks and I think several Members of this House will recall
the part played by the Bank of Bepgsl in the past in the matter of
advances and how they brought about the ruin of the People's Bank uf
India and also how they readily came forward to help the Alliance Bank
of Simla, When we make any business proposition to the Imperial Bank,
we are never sure about it and . .

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

Mr. Vidya Bagar Pandya: That was to save the prestige of the British
Banks. While the People's Bunk was able to pay 19 annas in the rupee,
the Imperial Bank never came forward to help them, while they readily
came forward to help the Alliance Bank who could only pay 8 annas in
the rupee without sufficiently examining the ass ts of the Alliance Bank.
I must warn the House at this stage to go very carefully through the
whole evidence—even the evidence which has not been published should be
published—uand after fully considering the full bearings of the question,
they should come to a conclusion on this questién. Then, about the gold
standard, as I have already said, it looks like a bridegroom without &
bride. What is the meaning of gold standard? What we are anxious to
have is that we should have gold coin as unit of mone§ arfd yalue. 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. Tt is the bastard rupee, which ought to get out of place and we
should be assured of the gold standard with gold currency and an under-
taking should be given that gold will be given to people on demand, not
only to a man who asks for 1,600 tolas of gold but to every body. (Mr.
Jamnadas M. Mehta: *‘1,065.”") I do not want to detain the House any
more. I am glad that the Government have agreed to circulate the Bill
and I hope we will have ample opportunities of going through the evidence
and taking up the Bill at o later stage.

“The Horioprable Sir Basil Blackett: Sir, I do not think it is entirely a
novel procedure to make a fairly lengthy speech on & motion for circula-
tion, and if I did so to-day, it was because I desired—and il has always
been my desire—that this whole subject of the reform of Indian currency
should be studied and decided upon with intelligence, and if I may say so
without offence, I think that some of the speeches to-day showed us that
it is &till desirable. The last speaker made a great point about the absence
of & certain number of written gtatements. The choice of what to publish
is always left as a matter of practice to a Royal Commission. The Royal
Commission have explained that considerations of convenience and economy
have precluded the inclusion in the published volumes of the whole of
their materinl. These are some only of the published volumes. I do not
think that it is.really reasonable to charge them with having specially
selected evidence for a particular point of view. But I may add that we
have, I believe, the original statements in most of these cases where
evidence has not been published in the Finance Department and I shall be
h}?‘ppy to allow any Member who wants to see them and strain his eyes over
thém

I do not propose, 8ir, to attempt to cover much of the ground that
has been covered by the various speakers to-day. There are juﬁt one or
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‘two casua} points that I should like %o take up. The question of the rela-
tion of the co-operative banks to the 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 Department very
carefully. It is %uite clear, I think, that the obligations, for instance of
keeping & 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 form in the case of the co-operative banks. There is
no kind of slight to the ¢o-operative banks in not putting them in there and
Government does not consider them suitable for the sort of connection
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 ihe
bank out of its own funds. Well, now, the whole object of our proposals is
to transfer control over the currency and credit machinery of India from the
Secretary of State and the Government'of India to an independent body.
If the Government is going to put up the capital, Government is going to
be 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 eskeGovernment to put up the whole capital. It certainly
seems to me to ke a contradiction in terms.

A good deal has been said about the absence of gold currency. I tried
to make it clear in the course of my earlier specch that a gold currency
might or might not be desirable hereafter—that was a matter on which I did
not 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 & gold currency, and that the right method of progression wus
via the gold bullion standard. I think it was Sir Purshotamdas who asked
me whethgr Government was prepared to give mome 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 if. would ®he
absolutely useless to pretend to bind your Legislature ten or fifteen years
shead. I have not the least doubt that if the Legislature find that the
position is such that there is a possibility of introducing & gold currency,
and they take the ordinary steps to show that that is their wish, I have
:l? dpubt that it will be introduced. No pledge given now would affect

e issue.

I would like once more to emphasize the point, in view of what Pandit
Malaviya said, that the Reserve Bank and the gold standard are mutually
interdependent, 4nd any attempt to separate them will be very undesirable.
{You cannot solve India’s currency problem unless you take up the question
of central banking. Any attempt to separate it would lead you to a wrong
end, I think it absolutely essential that this Bill should deal with both
s@bjects, the gold standard and the Reservq Bank, and that they should
not be separated into two isolated compartments where one might proceed
faster than the other with possible damage to both.

A good many speakers have talked about the gold bullion standard mot
beifig a gold standard. Every economist who writes on the sub]ec.t that
ow of .admits that the gold standard as at present in force in the
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United Kingdom is a gold standard, ard if that is a gold standard in 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 that used to be regarded as the Victorian form, a gold currency
standard, into all sorts of other forms. But all these shades are gol'g
standards, provided that there is absolute and automatic provision for the
maintenance of the gold unit, and it is rather waste of time to argue that
one is and one is not a gold standard. What we are proposing is a gold
standard without gold currency. We are not proposing a gold standard
with gold currency at the present time. But that both are the gold
standard is admitted by all those who have really scriously studied this
subject, and I do not think we really gain much by quarrelling about
words, I do not think it is necessary for me to attempt to follow the
very many other interesting lines of thought that have been raised to-day.
A great many statements have been made with which I disagree so entirely
that it would .take me a very long time, even if I had noted them all, to
correct them, but we shall have another opportunity at a later stage to
deal with this Bill, and I do not think I need continue to discuss it now.

Mr. President: The question is:

** That the Bill to establish & gold standard currency for British Yndia and consfi-
tute a Reserve Bank of India, be circulated for the purpose of eliciting opinions there-
lon.” .

The motion was adopted.

The Assembly then adjourned till Eleven of the Clock on Wednesday,
the 26th January, 1027.
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