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PREFACE

WHEN all but the last of the following chapters were
already in type, I was offered a seat on the Royal
Commission (1913} on Indian Finance and Currency.
If my book had been less far advanced, I should, of
course, have delayed publication until the Commission
had reported, and my opinions had been more fully
formed by the discussions of the Commission and by
the evidence placed before it. In the circumstances,
however, I have decided to publish immediately
what 1 had alrcady written, without the addition of
certain other chapters which had been projected. The
book, as it now stands, is wholly prior in date to.

the labours of the Commission.
J. M. KEYNES.

Kixa’s CoLLEGE, CAMDBRIDGE,
12th May 1913.
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CHAPTER I
THE PRESENT POSITION OF THE RUPEE

1. On the broad historical facts relsting to Indian
currency, I do not intend to spend time. It is
sufficiently well known that until 1893 the currency
of India was on the basis of silver freely minted,
the gold value of the rupee fluctuating with the gold
value of silver bullion. By the depreciation in the
gold value of silver, extending over a long period of
years, trade was inconvenienced, and Public Finance,
by reason of the large payments which the Govern-
ment must make in sterling, gravely disturbed ; until
in 1893, after the breakdown of negotiations for
bimetallism, the Indian Mints were closed to the
frec mintage of silver, and the value of the rupee
divorced from the value of the metal contained in
it. By withholding new issues of currency, the
Government had succeeded by 1899 in raising the
gold value of the rupee to 1s, 4d., at which figure it
has remained without sensible variation ever since.

2. There can be no doubt that at first the Govern-

ment of India did not fully nnderstand the nature of
i B
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the new system ; and that several minor mistakes were
made at its inception. But few are now found who
dispute on broad general grounds the wisdom of the
change from a silver to a gold standard.

Time has muffled the outeries of the silver
intercsts, and time has also dealt satisfactorily with
what were originally the principal grounds of criticism,
namely,—

(1) that the new system was unstable,

(2) that a depreciating currency is advantagcous

to a country’s foreign trade.

8. The second of these complaints was urged with
great persistency in 1893. The depreciating rupee
acted, it was said, as a bounty to exporters; and the
introduction of a gold standard, so it was argued,
would greatly injure the export trade in fea, corn, and
manufactured cotton. It was plainly pointed out by
theorists at the time (@) that the advantage to
exporters was largely at the expense of other members
of the community and could not profit the country
as a whole, and (D) that it could only be temporary.

The recent spell of rising prices in India has
shown clearly in how many ways a depreciating
currency damages large sections of the community,
although it may temporarily henefit other sections.
In fact, some recent complaints against the existing
currency policy have been occasioned by the tendency
of prices to risc; whereas it is plain that the great
change of 1893 must have tended to make them fall,
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and that rupee prices would, in all probability, be
higher than they now are, if the change had not been
effected.

With regard to the temporary nature of the effect
on exporters, experience has decisively supported
theory. The nature of this experience was admirably
summed up by Mr. J. B. Brunyate in the Legislative
Council (February 25, 1910), speaking in reply to
the similar line of argument brought forward by the
Bombay mill-owning interests in connexion with the
imposition in 1910 of a duty on silver.!

! Mr. Brunyate spoke as follows:—"“Many here will remember the
arguments used on behalf of the tea-planting industry. At that time India
and China had been competing together for years on the same footing as
regards currency. ki was argued that the disturbance of the exchange, the
appreciation of the rupee and the depreciation of silver, might not only result
in India's ascenduncy in regard to tea being wrested from her, but in the
entire apd irrctrievable ruin of the tea industry. I am quoting the words
actually used by the Darjeeling Planters' Association in 1892. In the year
before the closing of the Mints India exported 115 million pounds of tea to
foreign countrics, and by 1909 had a little more than doubled that amount,
Almost exactly the same arguments were nsed in regard to the cotton industry,
and here T mnst enter into more detail, What the mill-owners feared, and
had excellent reason for fearing, was an enormous depreciation in silver.
This actnally took place. Tn 1892-93, the year before the Mints were closed,
the average value of silver per ounce was nearly 40d. The next year it fell to
334d. ; the year after to about 29d.; and it stayed at or below 30d. for some
years. Surely here were the conditions in which a disastrous stimaunlus to
production in China might have been expected. The so-called bounty in
this case was not 2 per cent but 25 per cent. It was not a temporary
decline which might be counterbalanced by other causes in the course of a
gingle month. It continued for years, and as we all know silver has not
since returned to a price anything like 40d. an ounce. In addition, just
before the closing of the Mints occurred there had been considerable over-
trading, and the mills had actually been working short time for some months
before to enable the Chinese markets to dispose of their accumulated stoecks.
Thers was, a3 & matter of fact, a fall in exports in 1893-94 partly due to the
dislocation arising from the changes in our currency system and partly to the
existing glut of the Chinese markst. The exports picked np, however, in
1894-95, and it would appear that the adjustment of prices and wages in
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4. The criticisms of 1893, therefore, are no longer
heard, and the Currency Problems with which we are
now confronted are new. The evolution of the
Indian currency system since 1899 has been rapid,
though silent. There have been few public pro-
nouncements of policy on the part of Government,
and the legislative changes have been inconsiderable.
Yet o system has been developed, which was con-
templated neither by those who effected nor by those
who opposed the closing of the Mints in 1893, and
which was not favoured either by the Government or
by the Fowler Committee in 1899, although some-
thing like it was suggested at that time. It is not
possible to point to any one date at which the cur-
rency policy now in force was deliberately adopted.

The fact that the Government of India have drifted
into a system and have never set it forth plainly is
partly responsible for a widespread misunderstanding
of its true character. But this economy of explanation,
from which the system has suffered in the past, does

China to the extraordinary new conditions began very quickly, for I find
it stated that by the first month of 1894 the mills were again working
steadily and profitably. I may perhaps give the actual figures. In 1891-02
the exports of yarn had been 161 million pounds. In 1892-93 the inflated
year just preceding the closing of the Mints, they rose to 189 million pounds.
In 1893-84 thay fell (as I have sajd) to 134 millions, but went up again the
following year to 159 millions. In 1902-3 and 1903-4, though by this
time the value of silver had now fallan to 24d., the exports were ahout
250,000,000 pounds, and in 1905-6 they reached the record figure of 298
millions. In the last two or three years there has been a falling off, owing
to varions causes, but the amount exported in 1808-9 was as much as 235
millions, and in the exports to China in particular there was a marked
improvement.”
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not make it any the worse intrinsically. The prophecy
made before the Committee of 1898 by Mr. A. M.
Lindsay, in proposing a scheme closely similar in
principle to that which was eventually adopted, has
been largely fulfilled. ¢ This change,” he said, « will
pass unnoticed, except by the intelligent few, and it
is satisfactory to find that by this almost imper-
ceptible process the Indian currency will be placed on
a footing which Ricardo and other great authorities
have advocated as the best of all currency systems,
viz.,, one in which the currency media used in the
internal circulation are confined to notes and cheap
token coins, which are made to act precisely as if
they were bits of gold by being made convertible
into gold for foreign payment purposes.”

5. In 1893 four possible bases of currency
seemed to hold the field: debased and depreciating
currencies usually of paper; silver; bimetallism ; and
gold. It was not to be supposed that the Govern-
ment of India intended to adopt the first; the second
they were avowedly upsetting; the third they had
attempted, and had failed, to obtain by negotiation.
It seemed to follow that their ultimate objective
must be the last—namely, a currency of gold. The
Committee of 1892 did not commit themselves; but
the system which their recommendations established
wag generally supposed to be transitional and o first
step towards the introduction of gold. The Com-
mittee of 1898 explicitly declared themselves to be
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in favour of the eventnal establishment of a gold
currency. -

This goal, if it was their goal, the Government of
India have never attained. The rupee is still the
principal medium of exchange and is of unlimited
legal tender. There is no Jegal enactment compelling
any- authority to redeem rupees with gold. 'The
fact that since 1899 the gold value of the rupee has
only fluctuated within narrow limits is solely due to
administrative measures which the Government are
under no compulsion to undertake. What, then, is
the present position of the rupee ?

6. The main features of the Indian system as now
established are as follows :—

(1) The rupee 1s unlimited legal tender and, so
far as the law provides, inconvertible.

(2) The sovereign is unlimited legal tender at £1
to 15 rupees, and is convertible at this rate, so long
as a Notification issued in 1893 is not withdrawn,
i.¢., the Government can be required to give 15 rupees
in exchange for £1.

(3) As a matter of administrative practice, the
Clovernment is, as a rule, willing to give sovereigns
for rupees at this rate; but the practice is some-
times suspended and large quantities of gold caunot
always be obtained in India by tendering rupees.

(4) As a matter of administrative practice, the
Government will sell in Calcutta, in return for rupees
tendered there, bills payable in London in sterling
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at a rate not more unfavourable than 1s. 3%3d. per
rupee. ) .

The fourth of these provisions is the vital one for
supporting the sterling value of the rupee; and,
although the Government have given no binding under-
taking to maintain it, a failure to do so might fairly
be held to involve an utter breakdown of their system,

Thus the second provision prevents the sterling
value of the rupee from rising above 1s. 4d. by more
than the cost of remitting sovereigns to India, and
the fourth provision prevents it from falling below
1s. 343d. This means in practice that the extreme
limits of variation of the sterling value of the rupee
are 1s. 41d. and 1s. 333d.

7. The important characteristics of the Indian
gystem are so much a matter of notification and
administrative practice that it is impossible to point
to single Acts which have made the system what it
is. But the following list of dates may be useful
for purposes of reference :—

1892. Herschell Committee on Indian Currency.

1893. Act closing the Indian mints to the coinage of
silver on private account, Notifications by Govern-
ment fixing the rate, at which rupees or notes
would be supplied in exchange for the tender of
gold, at the equivalent of 1s. 4d. the rupee.

1898. Fowler Committee on Indian Currency. Exchange
value of rupee touched 1s. 4d.

1899. Act declaring the British sovereign legal tender at
1s. 4d. to the rupee,
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1899-

1900.

1904.

1905.

1906.

1907.
1908.

1910,

1913.
8.

INDIAN CURRENCY AND FINANCE CHAP.

1903. Negotiations for coinage of sovereigns in India
(dropt indefinitely Feb. 6, 1903).

Gold Standard Reserve instituted out of profits of
coinage.

Secretary of State’s notification of his willingness to
sell Council Bills on India at 1s. 4%d. the rupee
without limit.

Act authorising the establishment of the Currency
Chest of “ earmarked ” gold at the Bank of England
as part of the Currency Reserve against notes,
and the investment of a stated part of the Currency
Beserve in sterling securities.

The Notification withdrawn which had directed the
issue of rupees against the tender of gold (as dis-
tinguished from British gold eoin).

TRupee branch of the Gold Standard Reserve instituted.

Sterling drafts sold in Caleuita on London at
1s. 322d. the rupee, and cashed out of funds from
the Gold Standard Reserve. .

Act rendering Currency notes of Rs. 10 and 30
universal legal tender? and directing the issue of
notes in exchange for British gold coins.

Royal Commission ¢n Indian Finance and Currency.

In § 6 I have stated the practical effect of

these successive measures. But the legal position is so
complicated and peculiar, that it will be worth while
to state it quite precisely. Previous to 1893 the
Government were bound by the Coinage Act of 1870
to issue rupeces, weight for weight, in exchange for
silver bullion. There was also in foree a Notification
of the Governor-General in Council, dating from 1868,

1 There had been temporary Acts to the same effect in 1898 and 1900,
? Notes of Rs, 100 were universalised in 1911 by Netilication nnder this

Act.
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by which sovereigns were received at Government
Treasuries as the equivalent of ten rupees and four
annas, This Notification, which had superseded a
Notification of 1864 fixing the exchange at ten rupees,
had long been inoperative (as the gold exchange
value of ten rupees four annas had fallen much below
a sovereign). The Act of 1893 was merely a repeal-
ing Act, necessary in order to do away with those
provisiong of the Act of 1870 which provided for the
frec mintage of silver into rupees. At the same time
(1893) the Notification of 1868 was superseded by a
new Notification fixing fifteen rupees as the rate at
which sovereigns would be accepted at Government
Treasuries ; and a Notification was issued under the
Paper Currency Act of 1882, directing the issuc of
currency notes in exchange for gold at the Rs. 15 to
£1 ratio. The direct issue of rupees against the
‘tender of gold also has been regulated by a series of
Notifications, of which the first was published in
1893, up to 1906 rupees being issued against either
gold coin or gold bullion; and since 1906 against
sovereigns and half-sovereigns only. Apart from
Notifications, an Aect of 1899 declared British
sovereigns legal tender at the Rs. 15 to £1 ratio,
an indirect effect of which was to make it possible for
Government, so far as Acts are concerned, to redeem
notes in gold coin and refuse silver. And lastly, the
Paper Currency Act of 1910 bound the Government
to issue notes against the tender of British gold coin.
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The convertibility of the sovereign into rupees at
the Rs. 15 to £1 ratio is not laid down, therefore,
in any Act whatever. It depends on Notifications
withdrawable by the Executive at will. Further,
the management of the Gold Standard Reserve
is governed neither by Act nor by Notification, but
by administrative practice solely; and the sale of
Council Bills on India and of sterling drafts on
London is regulated by announcements changeable at
administrative discretion from time to time.

All this emphasises the gradnal nature of the
system’s growth, and the transitiomal character of
existing legislation. As matters now are, there is
something to be said for a new Act, which, while
leaving administrative discretion free where there is
still good ground for this, might consolidate and
clarify the position.

9. As a result of these various measures, the rupee
remains the local currency in India, but the Govern-
ment take precautions for ensuring its convertibility
into international currency at an approximately stable
rate. The stability of the Indian system depends
upon their keeping sufficient reserves of coined
rupees to enable them at all times to exchange inter-
national currency for local currency; and sufficient
liquid resources in sterling to enable them to change
back the local currency into international cur-
rency, whenever they are required to do so. The
special features of the system, although, as we shall
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see later, these features are not in fact by any means
peculiar to India, are: first, that the actual medium
of exchange is a local currency distinct from the
international currency ; second, that the Government
is more ready to redeem the local currency (rupees)
in bills payable in international currency (gold) at
a foreign centre (London) than to redeem it outright
locally ; and third, that the Government, having taken
on itself the responsibility for providing local currency
in exchange for international currency and for changing
back local currency into international currency when
required, must keep two kinds of reserves, one for
each of these purposes.

I will deal with these characteristics in successive
chapters. It is convenient to begin with the second
of them and at the outset to discuss in a general
way the system of currency, of which the Indian
is the most salient example, known to students as
the Gold-Exchange Standard. Then we will take
the first of them in Chapters III. and IV. on Paper
Currency and on the Present Position of Gold in
India and Proposals for a Gold Currency ; and the
third in Chapter VI. on the Secretary of State’s
Reserves.

10. But beforc we pass to these several features of
the Indian system, it will be worth while to emphasise
two respects in which this system is not peculiar.
In the first place a system, in which the rupce is
maintained at 1s. 4d. by regulation, does not affect
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the level of prices differently from the way in which
it would be affected by a system in which the rupee
was a gold coin worth 1s. 4d., except in a very
indirect and unimportant way to be explained in
a moment. So long as the rupee is worth 1s. 4d. in
gold, no merchant or manufacturer considers of what
material it is made when he fixes the price of his
product. The zndirect effect on prices, due to the
rupee’s being silver, is similar to the effeet of the use
of any medinm of exchange, such as cheques or notes,
which economises the use of gold. 1f the use of gold
is economised in any country, gold throughout the
world is less valuable—gold prices, that is to say, are
higher. But as this effect is shared by the whole world,
the effect on prices in any country of cconomies in
the use of gold made by that country is likely to be
relatively slight. In short, a policy which led to a
greater use of gold in India would tend, by increasing
the demand for gold in the world's markets, some-
what to lower the level of world prices as measured
in gold ; but it would not cause any alteration worth
congidering in the relative rates of exchange of Indian
and non-Indian ecommodities.

In the second place, although it is true that the
maintenance of the rupee at or near 1s. 4d. is due
to regulation, it is not true, when once 1s. 4d. rather
than some otlfer gold value has been determined, that
the volume of curfency in circulation depends in the
least upon the policy of the Government or the caprice
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of an official’ This paré of the system is as perfectly
automatic as in any other country. The Government
has put itself under an obligation to supply rupees
whenever sovereigns are tendered, and it often permits
or encourages the tender of sovereigns in London as
well as in India; but it has no power or opportunity
of forcing rupees into circulation ctherwise. In two
matters only does the Government use a discretionary
power. First, in order that it may always be possible
to fulfil this obligation, it s necessary to keep a certain
reserve of coined rupees, just as some authority in
this country—in point of fact the Bank of England
—must keep some reserve of token silver and coined
sovereigns and not hold in its vaults too large a
proportion of uncoined or foreign gold. The magni-
tude of this reserve is within the discretion of the
Indian Government. To a certain extent they must
anticipate probable demands on the output of the
Mint. But if they miscalculate and mint more than
they need, the new rupees must lie in the Government's
own chests until they are wanted, and the date at
which they emerge into circulation it is beyond the
power of the Government to determine. In the second

1 The HMon. Mr. Dadabhoy, speaking in the Legislative Couneil in 1910,
argued that * the harmful effects of a further fall in silver (i.e. in its ballion
vzlue) can be neutralised by Government by creating a further contraction
in the volume of the currency, and thus producing a greater scarcity of the
rupee, by maintaining the Gold Standard Reserve at a higher figure, and,
further, by more frequent withdrawal of Council Bills from the market.” A
contraction of the eurrency would not, of course, have the effect supposed,
but the Government could not, in fact, bring about a contraction in the
manner desctibed.
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place, the Government can postpone for a short time
a demand for rupees by refusing to supply them in
return for sovereigns tendered in London and by
ingisting upon the sovereigns being sent to Calcutta.
Sometimes they do this, but very often it is worth
their while, for reasons to be explained in detail later
on, to accept the tender of sovereigns in London.
In either of these cases the permanent effect of their
action one way or the other on the volume of ciren-
lation is inconsiderable. The kind of difference it
makes is comparable to the difference which would
be made if it lay within the discretion of a government
to charge or not, as it saw fit, a small brassage not
much greater than the cost of coining.

1 This question of the power of Government over ihe volume of girculation
is digeussed in much greater detail in § § of Chapter V.



CHAPTER 1II
THE GOLD-EXCHANGE STANDARD

1. Ir we are to see the Indian system in its proper
perspective, it is necessary to digress for a space to a
discussion of currency evolution in general.

My purpose is, first, to show that the British
gystem is peculiar and is not suited to other condi-
tions ; second, that the conventional idea of * sound™
currency is chiefly derived from certain superficial
agpects of the British system ; third, that a somewhat
different type of system has been developed in most
other countries; and fourth, that in essentials the
system which has been evolved in India conforms to
this foreign type. I shall be concerned throughout
this chapter with the general characteristics of cur-
rency systems, not with the details of their working.

2. The history of currency, so far as it is relevant
to our present purpose, virtually begins with the
nineteenth century. During the second quarter of
this century England was alone in possessing an
orthodox ‘“sound” currency on a gold basis. Gold

was the sole standard of value; it circulated freely
5
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from hand to hand; and it was freely available for
export. Up to 1844 bank notes showed a tendency
to become a formidable rival to gold as the actual
medium of exchange. But the Bank Act of that year
set itsell to hamper this tendency and to encourage
the nse of gold as the medium of exchange as well
as the standard of value, This Act was completely
successful 1n stopping attempts to cconomise gold by
the use of notes. But the Bank Act did nothing to
hinder the use of cheques, and the very remarkable
development of this medium of exchange during the
next fifty years led in this country, without any
important development in the use of notes or tokens,
‘to a monetary organisation more perfectly adapted for
the economy of gold than any which exists elsewhere.
In this matter of the use of cheques Great Britain
has been followed by the rest of the English-speaking
world — Canada, Australia, South Africa, and the
United States of America. But in other countries
currency evolution has been, chiefly, along different
lines.

3. In the early days of banking of the modern
type in England, gold was not infrequently required
to meet runs on banks by their depositors, who were
always liable in difficult times to fall into a state of
panic lest they should be unable to withdraw their
deposits in case of real need. With the growth
of the stability of banking, and especially with
the growth of confidence in this stability amongst
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depositors, these occasions have beeome more and
more infrequent, and many years have now passed
since there has been any run of dangerous proportions
on English banks, Gold reserves, therefore, in Great
Britain are no longer held primarily with a view
to emergencies of this kind. The uses of gold coin
in Great Britain are now three—as the medium of
exchange for certain kinds of out-of-pocket expendi-
ture, such as that on railway travelling, for which
custom requires cash payment; for the payment
of wages; and to meet a drain of specie abroad.

Fluctuations in the demand for gold in the first
two uses are of secondary importance, and can usually
be predicted with a good deal of accuracy,——at holiday
seasons, at the turn of the quarter, at the end of the
weelk, at harvest. TFluctuations in the demand in the
third use are of greater magnitude and, apart from
the regular autumn drain, not so easily foreseen.
Our gold reserve policy is mainly dictated, therefore,
by considerations arising out of the possible demand
for export.

To guard against a possible drain of gold abroad,
a complicated mechanism has been developed which
in the details of its working is peculiar to this
country. A drain of gold can only come about if
forcigners choose to turn into gold claims, which they
have against us for immediate payment, and we have
no counterbalancing claims against them for equally
immediate payment. The drain can only be stopped

c
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if we can rapidly bring to bear our counterbalancing
claims. When we come to consider how this can best
be done, it is to be noticed that the position of a
country which is preponderantly a creditor in the
international short-loan market is quite different from
that of a country which is preponderantly a debtor.
In the former case, which is that of Great Britain, it
is a question of reducing the amount lent; in the
latter case it is a question of increasing the amount
borrowed. A machinery which is adapted for action
of the first kind may be ill suited for action of the
second. Partly as a consequence of this, partly as a
consequence of the peculiar organisation of the London
Money Market, the “ bank rate” poliey for regulating
the outflow of gold has been admirably successful in
this country, and yet cannot stand eclsewhere unaided
by other devices. Itis not necessary for the purposes
of this survey to consider precisely how changes
in the bank rate affect the balance of immediate
indebtedness. It will be sufficient to say that it tends
to hamper the brokers, who act as middlemen
between the British short-loan fund and the foreign
demand for accommodation (chiefly materialised in the
offer of bills for discount), and to cause them to enter
into a less volume of new business than that of
the short loans formerly contracted and now falling
due, thus bringing to bear the necessary counter-
balancing claims against foreign countries.

4, The essential characteristics of the British
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monetary system are, therefore, the use of cheques as
the principal medium of exchange, and the use of the
bank rate for regulating the balance of immediate
foreign indebtedness (and hence the flow, by import
and export, of gold).

5. The development of foreign monctary systems
into their present shapes began in the last quarter of
the nineteenth century. Af that time London was
at the height of her financial supremacy, and her
monetary arrangements had stood the test of time
and experience. Foreign systems, therefore, were
greatly influenced at their inception by what were
regarded as the fundamental tenets of the British
system. But foreign observers seem to have been
more impressed by the fact that the Englishman had
sovercigns in his pocket than by the fact that he had
a cheque-book in his desk; and took more notice of
the “ efficacy ” of the bank rate and of the delibera-
tions of the Court of Directors on Thursdays, than
of the peculiar organisation of the brokers and the
London Money Market, and of Great Britain’s position
as a creditor nation. They were thus led to imitate the
form rather than the substance. When they intro-
duced the gold standard, they set up gold currencies
as well; and in several cases an official bank rate
was established on the British model. Germany led
the way in 1871-73. Even now apologists of the
Reichsbank will sometimes speak as if its bank rate
were efficacious by itself in the same manner as the
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Bank of England’s. But, in fact, the German system,
though ostensibly modelled in part npon the British
system, has become, by force of circumstances,
essentially different.

It is not necessary for this survey to consider
individual systems in any detail.  Butf, confining
ourselves to European countries, whether we con-
sider, for example, France, Austria-Hungary, Russia,
Italy, Sweden, or Holland, while most of these
countries have a gold currency and an official Bank
Rate, in none of them is gold the principal medium of
exchange, and in none of them is the bank rate their
only habitual support against an outward drain of gold.

6. With the use of substitutes for gold I will deal
in Chapter IV. in treating of the proper position of
gold in the Indian system. But what props are
commonly brought to the support of an ¢ ineffective ”
Bank Rate in countries other than Great Britain ?
Roughly speaking, there are three. A very large
gold reserve may be maintained, so that a sub-
stantial drain on it may be faced with equanimity ;
free payments in gold may be partially suspended ;
or foreign credits and bills may be kept which can be
drawn upon when necessary. The Central Banks of
most Kuropean countries depend (in varying degrees)
upon all three.

The Bank of France uses the first two,” and her

! For example, in November 1912, "no pold was hoanded across the
counter ot the Bank of France cxcept on the niost urgent demand, and then



] THE GOLD.-EXCHANGE STANDARD T2

holdings of foreign bills are not, at normal times,
important.! Her bank rate is not fixed primarily with
a view to foreign conditions, and a change in it is
usually intended to affect home affairs (though these
may of course depend and react on foreign affairs).
Germany is in a state of transition, and her
present position is avowedly unsatisfactory. The
theory of her arrangements seems to be that she
depends on her bank rate after the British model;
but in practice her bank rate is not easily rendered
effective, and must usually be reinforced by much
unseen pressure by the Reichsbank on the other
elements of the money market. Her gold rescrve is
not, large enough for the first expedient to be used
lightly. Free payment in gold is sometimes, in
effect, partially suspended,® though covertly and with

the highest sum paid in gold was 300 franca per head, The other banks
followed this example, and the most generous released 200 franca in gold.
All special wishes for payment in money were charged 1 per cent premium.
At the same time, deposits in gold were credited with 1 per cent premium >
(sse Bankers' Magazine, Decomber 1912, p: 794). At the beginning of the
month cashiers wera charging a premium or commission of & f, per 1000 £, for
poyments in gold instead of silver (see Economdist, November 9, 1912, p. 961).

1 Althongh the Baok of France only holds an important quantity of
foreign bills {generally sterling), on exceptional occasions, e.g. at the
beginning and end of 1807 and at the end of 1909, foreign paper enters very
largely, through the agency of the great Crédit Banks, into the transactions
of the French Money Market. These ingtitutions take foreign hills into
their own portlolios, and obtain the necessary funds by rediscounting
inland bills at the Bank of France, Thus the French mechanism is much
more closely anmalogous to the British than appears ontwardly, and the
influence of the Bank of France, like that of the Bank of England, is mainly
indiract. The possibility of this is no doubt due to the fact that France,
like Great Britain, is a creditor nation in the international short-loan markat.

2 For example, in November 1912 thers was & preminm of nearly £ per
cent on gold for export.






