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PREFACE

The purpose of this book is to present in one volume the back-
ground and principal developments in the use of silver ag money since
the beginning of the nineteenth century. The silver question was an
important and controversial one from about 1876 to 1896, and again
become a subject of dispute during the early 1930’s. The present situa-
tion cannot be understood fully without some knowledge of the past.

The literature of the former period is extensive, and I have re-
lied largely upon secondary sources for the earlier chapters of this
book. For the recent period, comparatively few general surveys have
appeared as yet, and I have made use of contemporary newspaper re-
ports and published government documents. I have had no access to
any inside sources or confidential information which eventually may
make it possible for a future historian to write a fuller account of the
developments of recent years and the real reasons therefor.

Since the material, especially for the recent period, has been
gathered from diverse sources, it has seemed worth while to give ref-
erences in considerable detail, for the sake of such readers as may
wish to study the subject more fully.

A Selected Bibliography of the books and articles which have
been found helpful in the preparation of this study has also been in-
cluded. It is arranged by groups of chapters, and brief descriptive
comments follow most of the titles. This Bibliography makes no pre-
tense of being complete, but it is planned to be helpful to those who
wish to pursue the subject further.

In the Appendixes are included various numerical data and the
texts of important legislation enacted and executive measures taken
concerning silver in recent years.

The charts have been planned with care to bring out certain
quantitative aspects of the silver question which sometimes are lost
sight of in controversial argument. Since statistical data are so quick-
ly out of date, space has been left in many of the tables and charts
for the reader, if he desires, to add figures for the next few years, al-
though, in view of the sudden and violent changes in the silver situa-
tion, it cannot be guaranteed that sufficient space will be available on

the vertical scales.

My interest in silver developed during a residence in Changsha,
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China from 1909 to 1928, where, as treasurer of Yale in China, I found
the fluctuations in its price a perplexing problem. Since then I have
spent much of my spare time on the general subject of silver, and
was occupied for more than a year of full time in the preparation of
this book. Just after the manuscript was completed and accepted by
a commercial publisher in March, 1934, I was appointed a special
agent of the Treasury Department to assist Professor James Harvey
Rogers in his study of the silver problem in China and India. At the
request of the Department, publication of the book was deferred while
I was in its employ. A four-month stay in China was of great help
in supplementing what I had read of the developments in that coun-
try during six years of absence, while two months in Bombay gave
me a better appreciation of what I had formerly learned from the re-
ports of the various commissions that had studied Indian currency.

Since then the manuscript has been completely rewritten and
brought up to date as regards the numerous developments in the sil-
ver situation. I wish to emphasize, however, that I have not made
use of ahy confidential material obtained while in the service of the
Department, and that I have no knowledge of official opinion execept
what is available to the public.

My thanks are due to Alfred Cowles 3rd, president of the Cowles
Commission for Research in Economics, for including this book in
the geries of Cowles Commission Monographs.

I am also grateful to Wallace B. Donham, dean, and Clinton P.
Biddle, associate dean, of the Harvard Graduate School of Business
Administration, by whose courtesy I had the use of an office at the
school and the facilities of the Baker Library while writing the book.

I am indebted to C. W. Handy of Handy & Harman for furnish-
ing me with an unpublished series of monthly high and low silver
prices running back to 1898, which is shown in Chart 2, as well as for
helpful correspondence and conversations on the subject of silver. The
editors of several journals in the United States and China have kindly
given me permission to use ideas or wording from articles of mine
which they have published during the past twelve years; these articles
are all listed in the Bibliography, but detailed references have not
been made when a sentence or a paragraph here and there has been
incorporated in the text. My wife, Marjorie B. Leavens, collected and
preserved for me a mass of newspaper material about silver which
appeared during my absence from the country in 1934, and which it
would have been very difficult for me to assemble otherwise.

The Bibliography will give some idea of the numerous writers
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PREFACE

whose works have had a share in educating me about silver. It has
heen my good fortune to have the acquaintance of the two who per-
haps have been the most prolific in their publications about the white
metal: to conversations and correspondence with Herbert M. Bratter
of Washington and Eduard Kann of Shanghai I owe a great deal, as
I do also to their comprehensive writings,

The manuscript has been read, in whole or in part, at various
stages of its preparation, by the following, who have been kind enough
to give me the benefit of their suggestions and criticisms, but the re-
sponsibility for all statements is wholly my own: Herbert M. Bratter,
of Washington, D.C., author of Silver Market Dietionary, and numer-
ous other publications on silver; Harold T. Davis, professor of mathe-
matics at Northwestern University and research associate of the
Cowles Commission ; Eduard Kann, of Shanghai, exchange broker and
author of The Currencies of China and numerous other publications
on silver and Chinese economics; Y. 8. Leong, of Washington, D.C,,
author of Silver: An Analysis of Factors Affecting Its Price; Richard
S. Meriam, professor of business economics, Harvard Graduate School
of Business Administration; Jeannette P. Nichols, of Swarthmore,
Penn., who is engaged in a study of silver diplomacy with special ref-
erence to American politics ; Joseph E. Reeve, of the Federal Deposit
Insurance Corporation, who has made a study of monetary proposals
for curing the depression; Frances V. Scott, research assistant, Har-
vard Graduate School of Business Administration; H. W. Spaulding,
of Handy & Harman, New York bullion dealers; and Gerhard Tintner,
assistant professor of economics, Iowa State College.

The proof has been read by Alfred Cowles 3rd and Francis Mec-
Intyre of the Cowles Commission, and by J. R. Kantor, professor of
psychology, Indiana University, and editor of the Principia Press, all
of whom have discovered errors which otherwise might have been
overlooked and have made suggestions for greater clarity of expres-
gion; the responsibility for any mistakes which remain is my own.

My thanks are also due to Richmond F. Bingham, Grace E.
Crockett, Forrest Danson, Mary Jo Lawley, Aileen C. MacLaughlin,
Lucille Marian Nelson, Fred H. Shantz, Marion White, H, Catherine
Williams, and Kathryn Withers, who have assisted in the preparation
of the manusecript or charts or in seeing the book through the press.
The Dentan Printing Company has also been very co-operative in the
manufacture of the bock.

DicksoN H. LEAVENS
Colorado Springs
February 8, 1939
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CHAPTER 1
SILVER AND GOLD BEFORE THE NINETEENTH CENTURY!

Thence we sailed against the Spaniard with his hoards of
plate and gold
Which he wrung with cruel tortures from the Indian
folk of old.
CHARLES KINGSLEY, The Last Buccaneer

Silver and gold have been regarded as precious metals from the
earliest times. Because of their beauty, their original use was as orna-
ments. The demand for this purpose made them universally accept-
able as common media of exchange. The monetary use, in turn, cre-
ated a new demand, which, as the economic system developed, became
predominant.

The value of either metal in terms of other commodities and their
relative values in terms of each other have varied greatly through the
ages. These variations have resulted from differences in the absolute
and relative production of gold and silver, from their changing popu-
larity both for luxuries and for a medium of exchange, and from their
movement between different countries. Laws and conventions which
have fixed the relation of the two metals in the monetary system have
also been an important factor.

Gold probably came into use before silver, because it was found
in nuggets and in dust mixed with sand, from which it could be
washed by crude methods. Silver, on the other hand, usually occurred
in ores, from which it could be extracted only by smelting. Some sil-
ver in its native state, however, probably was available in prehistoric
periods in Mexico, North America, and Egypt. It was found also in a
natural alloy with gold called electrum. It is not improbable that,
because of the relatively small supply of the white metal, silver may,
in some prehistoric times and places, have been as precious as gold
or even more so, With the development of mining and smelting, how-
ever, silver became more plentiful and less valuable than gold.

1 This chapter has been based to a considerable extent on Rickard, Man and

Metals and Jacob, An Historical Inquiry into the Production and Consumption of
the Precious Metals.

References in the footnotes throughout this book will give only anthor’s sur-
name and the {itle of the book or article, abbreviated when possible. Full names
and titles will be found in the Bibliography, at the end of the volume.

—1—



2 SILVER MONEY

In classical times the two metals were well known, Athens oper-
ated silver mines at Laurium, and from them gave each citizen an
annual dividend of ten drachmas during a prosperous period in the
sixth and fifth centuries before Christ. Rome obtained silver from
mines in Spain which were an important factor in her struggles with
Carthage. In addition, she acquired much silver and gold as plunder
from her conquered enemies. The adoption of silver coinage in 269
B. C. gave to money the name argentum, perpetuated in French as
argent. Later, with the growth of luxury under the Empire, the tide
turned; the precious metals began to flow outward in trade for the
purchase of silk and other products of Asia. The coinage was debased
gradually as Rome declined in power.

During the Dark Ages little gold and silver were mined in Europe.
William Jacob estimated, on the basis of a 10-per-cent decrease
every 36 years by abrasion and export, that the stock of the precious
metals had declined to less than £35,000,000 by the year 806 A.D., but
that from then until the discovery of America mining in Europe was
revived to such an extent that the stock probably was maintained at
about that level. Among the new silver mines were those at Joachims-
thal in Bohemia, opened at the beginning of the thirteenth century.
Here in the sixteenth century were coined the Joachimsthaler, later
-abbreviated to fhaler, and then corrupted to dollar, a name adopted
for the Spanish “pieces of eight” and their successors, which have
circulated in so many countries of the world.

During the period from the fall of Rome to the discovery of
America, the decreasing supply of the precious metals was accom-
panied by a declining price level. Under such conditions even the
smallest gold and silver coins were too large for daily transactions.
Europe during the feudal period was practieally on a barter economy,
with little use of any money.

In trade with the Orient there was a tendency to export silver
rather than gold, since an ounce of gold was worth only eight or nine
ounces of silver in Asia as against ten to thirteen ounces in Europe.
To some extent gold came into Europe as silver went out. On the other
hand, the Crusaders sometimes brought back both the precious metals
as booty.

The discovery of America opened up large supplies of both gold
and silver. At first these were obtained by plunder of the Indians.
Afterward extensive mining operations were earried on by the Span-
iards, especially in Bolivia, Peru, Colombia, and Mexico. At the same
time mine production in Europe was increasing. As a result there
was an enormous increase in the total money supply of Europe. World
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TABLE 1
PRODUCTION OF PRECIOUS METALS, 1493-1800
. Ratio b A lmate
Gold Silver uantitics of totn) valua
Millions of Millions of silver and gold Millions of
fine ounces fine ounces produced pounds sterling
1493-1600 23 T47 32 £290
1601=1700 29 1,272 44 460
1701-1800 61 1,833 30 750
Total 113 3,852 34* £1,480
*Average ratio, 1493 1800
SOURCES

Ridgway, Summarized Data of Gold Production, p. 6; Merrill, Summarized Data of Silver Pro-
duction, p. 3, Values have been computed very roughly on the basis of 15 ounces of silver = 1
ounce of gold == £4.
production for the next three centuries is shown in Table 1. The in-
jection of this great amount of gold and silver into the monetary sys-
tem of Europe brought about the transition from a barter economy to
a money economy. This process was accompanied by rising prices
and by increased economic activity, which had reactions on the whole
structure of European civilization.?

As shown by the above table, the quantity of silver produced dur-
ing the sixteenth century was 32 times that of gold, and during the
seventeenth century was 44 times that of gold. The ratio between the
value of equal weights of gold and silver, which had been about 11 to
1, rose gradually, with some setbacks, to about 15 to 1, where it re-
mained for two hundred years until the latter part of the nineteenth
century.®

The American silver found its way into circulation partly through
new coinage in various countries of Europe, and partly in the form
of crude “pieces of eight” or coins of eight reals, struck in Mexico and
South America. Later the minting was improved and the coin became
known as the Spanish doliar. It bore the head of the reigning king
on the obverse and the Spanish arms with the Pillars of Hercules
on the reverse. During three centuries, when many European coins
were being debased, the Spanish dollar was held very closely to its
original weight and fineness and as a result it became practically a
world currency. It was legal tender in the United States until 1857,
and was long the principal medium of exchange in many parts of

2 For an account of this process in Spain, based on an exhaustive study of
original price data, see Hamilton, American Treasure and the Price Revolution
in Spein, 1501-1650,

4 See Laughlin, A New Fuxposition of Money, Credit, and Prices, Vol. 1, pp.
9497, for a table and chart of estimates of the value ratio from the earliest his-
torical times. A table giving annual figures from 1687 to date is included each
year in Annual Report of the Director of the Mint.



4 SILVER MoNEY

Asia. After its coinage was stopped by the independence of the Span-
ish American colonies, the dollars of Carolus IV continued to be sought
after in China, where they acquired a scarcity value well above that
of their bullion content. Occasional specimens were to be found in
cireulation in the interior of China well into the twentieth century.

After Mexico became independent in 1821, the new Government
continued {o coin dollars or pescs of the same weight and fineness, but
with a Mexican republican device, until Mexico adopted the gold stand-
ard in 1904. These doilars gradually replaced the Spanish dollars in
the {rade of the Far East. They made up the greater part of the sil-
ver coing cireulating in China until the Chinese Government in 1914
began coining silver on a large scale. The term “Mexican” or “Mex.”
is still used in China to distinguish the Chinese dollar currency from
American or “zold” dollar currency.

SPANISH DOLLAR

Two main features stand out in the history of European coinage
during the sixteenth, seventeenth, and eighteenth centuries. TFirst
were the attempts to establish a fixed value ratic between the two
metals for coinage purposes. Since different coinage ratios were set in
different countries, and since the commercial market ratio might be
still different, there was always a tendency for the coins of whichever
metal was undervalued in the coinage ratic to be culled out and ex-
ported or melted for sale. Thus, when gold was undervalued, the eir-
culation would consist chiefly of overvalued silver; to correet this, the
government would set a new ratio, but very likely go too far, and the
reverse process would set in. For example, the English guinea, so
named because it was to be coined from gold brought from Guinea in
West Africa, was set as equivalent to 20 shillings silver in 1663. Later
conditions caused it to pass for as much as 30 shiliings, although this
was in terms of short-weight eoins. Toward the end of the century it
was set officially equivalent to 22 shillings, then to 213 shillings, and
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finally in 1717 to 21 shillings.* Although the guinea coin was re-
placed later by a new 20-shilling sovereign, the name continues to this
day as a money of accounit, or rather as money in which to state pro-
fessional and club fees, marine insurance rates on heavy risks, and
yenerally for any transactions that are considered a little superior to
the plebeian pounds, shillings, and pence.

The other feature of European currency experience was the in-
tentional debasement of coinage by the sovereign power and the at-
tempt to continue its circulation at its old value. Here again, as soon
as people realized what was being done, they tended to hold out any
undebased coin which they had, and to circulate the overvalued coins.

The imperfect adjustment of the coinage ratio to the market ratio
and the debasement of coinage both served to illustrate the well-known
law stated by Sir Thomas Gresham, that, when two kinds of money
have the same nominal value in circulation, the poorer money will
drive the better out of circulation, because it will be profitable for
holders of the better money to dispose of it elsewhere.

By the beginning of the nineteenth century both metals were in
world-wide monetary use. The intentional debasement of coins no
lenger was so common. Long and sad experience had proved honesty
to be the best policy. There remained, however, the problem of how
to set the coinage ratio between the two metals, and this has continued
an important question in the ensuing century and a third. It has
dropped out of sight for considerable periods, and then has popped
up again. The story of different attempts to solve it is the story of
silver money.

4+ Horton, The Silver Pound, pp. T0-77, 96-110.



CHAPTER 11
SOME QUANTITATIVE ASPECTS OF SILVER

1 often say that when you can measure what you are speaking about
and express it in numbers you know something about it; but when you can-
not measure it, when you cannot express it in numbers, your knowledge of
it is of a meagre and unsatisfactory nature.

Lorp KELVIN, Popular Lectures and Addresses

Some knowledge of the history of the production and price of
silver will be helpful in understanding questions which arise in dis-
cussing silver money. Since silver has been related intimately to gold
in the monetary system, it is necessary also to consider the produc-
tion of gold and the relationship between the values of the two metals.
The fundamentals of these topics are presented in this chapter. Tech-
nical details will be found in Appendixes I-V.

1. The Production of Gold and Silver

The top part of Chart 1 shows the production of gold since
1493. Annual figures are available since the 1870’s; earlier in the
nineteenth century, the chart is based on decennial or quinguennial
totals. For the preceding centuries, the rectangles at the left are
drawn with the same area scale as the main charts, so that equal
areas represent equal quantities in any part of the chart. The middle
part of Chart 1, for silver, is drawn in the same way.

The scales in each chart are in millions of fine ounces per year:
it should be remembered that in weighing the precious metals the
troy ounce of 480 grains is used instead of the avoirdupois ounce of
4374 grains. The scale for gold is drawn just 16 times as large as
that for silver. Since an ounce of gold was worth about 16 times as
much as an ounce of silver down to 1873, equal areas on the two
charts represent approximately equal values prior to that date. After
1873, when silver declined in price, the value of the annual produc-
tion of the white metal is exaggerated by these scales. For much of
the subsequent period the silver curve should be compressed to about
half its height to represent the gold value of the current silver pro-
duction ; and for most of the 1930's, when the market ratio has been in

—6—
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the neighborhood of 80 to 1, it should be compressed to one-fifth of
its height.

To measure the dollar value of the annual production there are
two value scales at the right-hand side of each chart. One is in terms
of pre-1934 dollars of 23.22 grains of fine gold; the other is in terms
of dollars of 13# grains of fine gold, that is, $35.00 per fine ounce,
the standard set by President Frankiin D. Roosevelt in his proclama-
tion of January 81, 1934. The value of the gold can be read directly
from these scales. For the period prior to 1873 the current value of
the silver can be read with approximate correctness from the scale
based on the 28.22.grain gold dollar and on silver at 16 to 1; and for
most of the time since 1934 from the scale based on the 13§-grain
dollar and on silver at 80 to 1. For the intermediate period adjustment
must be made for the changes in the relative value of gold and silver
from time to time,

The charts show by shading the division of the production be-
tween the United States, the British Empire, Russia, Mexico, South
America, and all other countries, the last classification including some
of the former regions at times when their individual production was
not large enough to warrant a separate showing,

It is evident that from 1493 to 1850 Mexico and South America
were the leading producers of both metals. During the 1850’s and
1860°s there was a large production of gold in California and Aus-
tralia, making the United States and the British Empire the leading
producers; Russia, which had been the chief producer before the
United States took the lead, developed her Siberian placers and con-
tinued as an important source of supply. After a drop in total gold
production in the 1870’s and 188(’s, South African production in-
creased very greatly from about 1820, so that the British Empire in
some years produced over 70 per cent of the world’s gold; in the 1930’s
this percentage has been reduced by the increasing Russian output.

The United States first came into the silver picture with the de-
velopment of the Comstock lode in Nevada in the 1860’s, and since
then has shared the leadership with Mexico, the two countries to-
gether producing about two-thirds of the world’s silver, with Mexico
ahead in recent vears. The British Empire produces only about 15
per cent of the total.

In addition to the new mine production of both metals, the charts
show, by areas enclosed in dotted lines, “Other Supplies” during cer-
tain periods. In recent years the increased price of gold, measured in
depreciated paper currencies, has attracted to the market large quan-
tities formerly hoarded or held in the form of ornaments in India
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and China and to a lesser extent old gold in America and Europe.
While there is always a certain quantity of scrap gold coming on the
market, the offerings in recent years, plus that from India, which
usually has absorbed the yellow metal, have been of such magnitude
as to be an important factor in the current supply of gold.

In the case of silver, there were large sales of bullion derived
from melted coing in the 1870’s when Germany changed from a sil-
ver standard, as described in Chapter V. In 1518 2nd 1919 the United
States under the Pittman Aect, as deseribed in Chapter XVII, sold to
the Government of India about 200,000,000 ounces of silver derived
from melted dollars, Since the World War, reorganization of mone-
tary systems with reduced silver content of coins, or reduced need of
coins in eirculation, has caused a number of governments to dispose
of large quantities of silver bullion. As early as 1932 there began
an outward movement of silver from China, which had been absorb-
ing silver on a very large scale ever gince the war, After the passage
of the American Silver Purchase Act of 1934 this outward movement
was greatly accelerated and several hundred million ounces of the
white metal have been exported or smuggled ocut of the country to
find their way to the vaults of the United States Treasury. These
various “Other Supplies” of silver will be discussed more fully later.
The data are given in Appendix I as are the sources of all the data
for Chart 1.

A few broad facts are evident from the charts. Before 1800, as
pointed out in the preceding chapter, the production of silver was
many times that of gold by weight and more than double by value.
This condition continued down to the 1840’s after which the large
production of gold was two or three times that of silver by value. In
the 1880’s silver production in value nearly caught up with gold, but
since then the production of gold has increased more rapidly than
that of silver, so that the value of the gold produced in the last half
century has been considerably more than the value of the silver, even
figured at the 16-to-1 ratio, and far more at the actual current mar-
ket ratios which averaged around 30 to 1 during the period.

2. The Price of Silver

The bottom part of Chart 1 shows the annual high and low price
of silver in cents per cunce, 0.999 fine, as quoted in New York. Ac-
tual New York quotations are not available prior to 1874. From 1833
to 1873 the prices shown are the equivalents of those in London,
taken at the par of exchange; these figures, of course, represent
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prices in gold dollars, unadjusted for the depreciation of American
currency after 1862. The figures from 1874 to date are actual
New York prices. The rise in 1933 and 1934 is due in part to the
departure of the United States from the gold standard and the re-
duction of the fine-gold content of the dollar to 13% grains on Janu-
ary 81, 1934. The broken line near the top of the chart represents the
bullion parity of the silver dollar, or the American monetary value
of silver, which, as explained below, is $§1.29 per ounce. From 1834
to 1933, this was equivalent to a 16-to-1 coinage ratio between gold
and silver.

Three additional scales are shown for this chart. That at the
extreme left gives the equivalent price in pence per ounce, (0.925 fine
(called standard or sterling silver), which is the way of quoting in
London. This secale is applicable only when the pound is at its old
par of $4.8665. The first scale at the right-hand side gives the equiva-
lent ratio between the values of equal weights of gold and silver when
the dollar was 23.22 grains of fine gold. The scale at the extreme right
gives the ratio when the dollar is 13% grains of fine gold as has been
the case since January 31, 1934.

Sinece the price of silver often has fluctuated greatly in the course
of a year, annual high and low figures are hardiy sufficient to give a
true idea of its movements. Chart 2 is included, therefore, to show
monthly high and low prices, in London since 1871 and in New York
since 1893. Data for these curves have been obtained from the annual
table published by Pixley & Abell, long-established London bullion
brokers, and from the records of Handy & Harman, leading New York
bullion dealers. The New York annual highs and lows differ slightly
in some cases from those of the Director of the Mint, which were used
in Chart 1. Prices in both pence and cents are in the money cur-
rent af the time, unadjusted for the wartime and recent depreciation
of the pound sterling and for the depreciation of the American dollar
sinece 1933. These curves are plotted on a ratio grid, so that equal
vertical distances in any part of the chart represent equal percentage
differences. At the bottom are indicated some of the important mone-
tary events and legislation, in this country and abroad, which have in-
fluenced the price of the white metal.

Several facts are evident from Charts 1 and 2. Until 1873 the
price of silver almost always was above $1.294-, which corresponded
to the coinage ratio of 16 to 1 between gold and silver. After 1873 it
declined for 20 years, and after 1893 it fluctuated around a new
level of about 60 cents per ounce, which corresponded to a value ratio
of about 34 to 1. During the World War it rose to its former level,
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after which it declined again, reaching in 1932 an unprecedented low
of 241 cents (12 pence)! per ounce or a value ratio of more than 80
to 1. In 1933 the price of silver turned sharply upward, and the rise
continued to a maximum of 81 cents per ounce in April, 1935, but
later was stabilized at around 65 cents per ounce for several months.
Early in 1936 it dropped to a new level around 45 cents per ounce,
which, on the basis of the devalued gold dollar, again represented a
value ratio of about 80 t¢ 1. It dropped 2 cents more in the spring of
1938,

Long series of historical data on the production of gold and sil-
ver and the price of silver are readily available in such books as the
Annual Report of the Director the Mint and Bratter, Silver Mar-
ket Dictionary. They are, therefore, not repeated in this volume. For
the convenience, however, of readers whe wish to keep up-to-date
records, Appendix II contains data for 1933-38, together with space
for filling in figures for the next few years as they become available
from current sources. In this way, it will be possible to keep Charts
1 and 2 up to date if the reader so desires,

3. Silver Markets®

It should be noted that the London price of silver for about a
century has beenh set daily at a meeting of representatives of four
firms of bullion brokers. They disclose to each other the net balances
of their buying and selling orders at different prices, and fix the day’s
spot price at a figure which will move the greatest quantity of silver.
A forward price, for delivery in 60 days, is also set; this facilitates
transactions by producers and holders of silver at distant points.
Because of the pre-eminence of London as the world’s financial and
commercial center and its relations with the Asiatic silver-using
countries, it naturally has been the most important silver market, al-
though silver is produced chiefly in the Western Hemisphere.

Transactions in New York have usually been carried out in a
less organized way between buyers and sellers and their brokers, at
prices related to the London price. The so-called “official” price is set

.1 Here and throughout the book, where a price in cents is followed by a price
In pence In parenthesis, it is to be understood that the former is per ounce, 0.999
fine and the latter per ounce, 0.925 fine. The all-time low of 12 pence in London
was a.ctu-a.l}y reached in February, 1931; the London price in December, 1932,
corresponding to the New York all-time low of 24 1/4 cents, was 16 3/8 pence in
the then depreciated sterling eurrency.

2 This section is based on Bliss, The Bombay Bullion Market, pp. 8-26; Brat-
ter, The Silver Market, pp. 9-22; and White, Silver, Its History and Romance,
pp. 165-179; which see for full details,
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each day by Handy & Harman; originally it reflected the London
price, but later was based on actual prices in New York, usually about
1 cent below the market. Its principal function is as a basis for settle-
ment between mines and smelters. Although it does not represent the
exact market price, records of it are complete and extensive and so
it is the most convenient indicator of the price in the United States.
In recent years it has been practically pegged for months at a time
by the purchasing policy of the United States Treasury. For a few
years, from 1931 to 1934, trading in silver for spot delivery or for
delivery in any of the 11 subsequent months was carried on at the
National Metal Exchange, Inc. (later merged into the Commodity Ex-
change, Inc.), and served as a basis for speculation and for hedging.

In Bombay there is an organized bullion exchange where large
transactions in gold and silver take place. This provides facilities both
for speculators and for the distribution of the large quantity of silver
that goes into the making of ornaments, as described in Chapter IX,
Section 2.

4. The Relationship befween Different Measures
of the Price of Silver

Reference has been made already to the value ratio between gold
and silver. This is the ratio between the values of equal weights of
fine gold and fine silver, or, in other words, the number of fine ounces
of silver equivalent in value to one fine ounce of gold. Such a ratio
can be eomputed readily from the prices of the two metals at any
place or time, and so offers a permanent basis of comparison, free
from the influence of changing monetary standards or of different
weight units.

It is convenient to be able to convert figures for the price of sil-
ver in New York or London into the equivalent price in the other
center or into the equivalent value ratio. With the dollar and the
pound both at their old gold values, the following formulag held true:

S = 2.1908,
E = 943.00/8,
R =2065.1/5;
where S =price of silver in London in pence per ounce,
0.925 fine,
8" == price of gilver in New York in cents per ounce,
0.999 fine,

K = value ratio between equal weights of gold and
silver,
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The derivation of these formulas and the adjustments necessary
when the currencies are off gold are explained in Appendix III.

It should be pointed out that the first formula, for converting
London price to New York price, gives only a theoretical equivalent
or parity. The actual New York price may vary above or below this
by an amount not exceeding all costs of shipping silver bullion across
the Atlantic,

5. The Coinage Ratio and the Bullion Parity

The value ratio, or market ratio, described above, represents the
relationship between the current market values of the two metals con-
sidered as commodities. On the other hand, in any coinage system
using both gold and silver, there is a conventional relationship be-
tween the two metals which is known as the coinage ratio, the legal
ratio, the mint ratio, or the coinage rate. The coinage ratio is the
ratio of the quantity of fine silver per monetary unit in the silver
coins to the guantity of fine gold per monetary unit in the gold coins.
For example, the American silver dollar, established by the act of
1837, weighed 412.5 grains, 0.900 fine, and contained 371.25 grains
of fine silver; the American gold dollar, established by the same act,
weighed 25.8 grains, 0.900 fine, and contained 23.22 grains of fine
gold. The coinage ratio, therefore, was 871.25/23.22 = 15.988 or
approximately 16 to 1. This coinage ratio, originally set near the cur-
rent market ratio, was continued for the coinage of silver dollars
after silver began to fall in value relative to gold in the 1870’s, In
the case of subsidiary coins, the coinage ratio was changed in 1853
and 1873 as described in Chapter III. The change in the weight of
the gold dollar in 1934 of course affected the coinage ratio for both
the silver dollar and subsidiary coins, making the former 27.07 to 1.

Corresponding to any given coinage ratio is a bullion parity, that
is, a price of gilver per ounce at which the silver in the coin is worth
exactly the face value of the coin. The bullion parity in terms of the
currency concerned may be found by dividing the number of grains
of fine silver in an ounce by the number of grains of fine silver per
monetary unit in the coin. Thus the bullion parity of the American
silver dollar is 480/871.26 = $1.2929-}- per fine ounce, which is equiv-
alent fo $1.2916-- per ounce, 0.999 fine. The bullion parity for any
currency in terms of cents or pence (with those currencies at their
old gold pars) may be computed from the coinage ratio by the for-
mulas that were given above connecting the market ratio and the
price of silver. This formula makes the bullion parity of the Ameri-
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can silver dollar 2065.1/15.988 = 129.16}- cents per ounce, 0.999 fine.

The bullion parity may be thought of as a melting point for the
coin, When the price of silver is below the bullion parity, the coin is
worth more as money than as a commodity. When the price of silver
rises sufficiently above the bullion parity to allow for any loss which
the coin has suffered from abrasion and for the costs of melting and
refining, then the coin becomes worth more as a commodity than as
money,

Another name for the bullion parity is the monetary value of
silver. That is, in the United States, the monetary value of silver is
$1.29294 per fine ounce or $1.2916-+ per ounce, 0.999 fine. The 1934
reduction in the content of the gold dollar affected the coinage ratio,
but not the bullion parity, because the value of the silver dollar and
the value of the bullion both were measured in the same depreciated
currency.” Therefore, silver dollars containing 371.25 grains of fine
silver would still be worth melting if silver should rise above 129.16-|-
cents per ounce, no matter how much the weight of the gold dollar
might be changed.

6. A Chart of Coinage Ratios and Bullion Parities

The coinage ratios and bullion parities of the silver coins of some
of the principal countries of the world are showh in Chart 3 and
Appendix IV.? Chart 3 may be compared to a thermometer, with
Centigrade, Fahrenheit, and Reaurnur scales, and with points marked
for “Freezing,” “Temperate,” “Blood Heat,” “Boiling,” and the like.
The temperature scales are replaced by scales for S = the price of sil-
ver in London, §' = the price of silver in New York, and R = the
coinage ratio. The marked points are replaced by the names of coun-
tries and their silver coins, set opposite the points corresponding to
the bullion parities and coinage ratios of the coins.

The left-hand side of Chart 8 gives the status of silver coing in
use before the World War. The right-hand side gives the status of
silver coins in use after the war, when most nations had altered the
fine content of their silver coins, as described in Chapter XVIII, and
in many cases had altered also the gold content of their monetary
units, The right-hand side is based on effective gold standards and
so is not valid under present conditions, but is applicable to the years
of monetary stabilization during the 1920°s. The three central gcales
also give an easy way of finding the approximate equivalents of S,

2 A similar chart, with special reference to Chinese exchange rates, may
be found in Leavens, “A Chart of Silver and Exchange Parities.”
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S', and R at times when both the United States and England were on
their old gold standards.*

A few facts are evident from Chart 3. The left-hand side shows
that the prewar ratios in many Western countries were bunched close-
ly in the neighborhood of 15 or 16 to 1; those of Asiatic countries
tended to be between 19 and 25 to 1. The right-hand side shows that
after the war most countries raised the bullion parities and so
decreased the coinage ratios. The reasons for the difference of ratios
between countries and between periods will be made clear in later
chapters.

+ For a similar chart based on the conditions of 1935, sea Leavens, “Silver
Coing to the Melting Pot.”” For a convenient nomographic chart by means of
which the bullion parity corresponding to any exchange rate may be found for
the principal coinages of the world, see G. A. Roush, “Melting Point of Silver
Coinage the Resultant of Price and Exchange Rates.”



CHAPTER III

BIMETALLISM IN THE UNITED STATES, 179318731

How happy could I be with either
Were t’other dear charmer away.
JOHN GAY, The Beggar's Opera

1. The Establishment of the American Currency System

During the colonial period a great variety of foreign currency
circulated in America. Although some accounts were kept in pounds,
shillings, and pence, the Spanish dollar had become the predominant
money by the time of the Revolution and was the natural basis on
which the new republic could establish its currency.

The Constitution, adopted in 1789, placed the monetary system
under the control of Congress by the following provision:

Article 1, Section 8. 1. The Congress shall have power . . .
5, To coin money, regulate the value thereof, and of fereign coin, and fix

the standard of weights and measures . . . .
Section 10. 1. No state shall . . . coin money, emit bills of credit, make any-

thing but gold and silver coin a tender in payment of debts, . . .

Congress in 1792 adopted, on the recommendation of Alexander
Hamilton, a bimetallic standard of money, defining the dollar in
terms of both gold and silver. The silver dollar was to weigh 416
grains, 1485/1664 or 0.89243 fine, containing 371.25 grains of fine
silver, this being the approximate average content of the Span-
ish dollars then in circulation. Thus the bullion parity or monetary
value of silver was 480/371.25 = $1.2929-- per fine ounce, or
$1.2916- per ounce, 0.999 fine. The gold eagle was to weigh 270
grains, 1} or 0.916% fine (i.e., the British gold-coin standard), con-
taining 247.5 grains of fine gold, or 24.75 grains to the dollar. The
coinage ratio, therefore, was 371.25/24.75 = 15 to 1. This ratic was
stated explicitly in the act of 1792:

Section 11. And be it further enacted, That the proportional value of gold
to silver in all coins which shall by law be current as money within the United
States, shall be as fifteen to one, according to quantity in weight, of pure gold or

1This chapter has been based to a considerable extent on Hepburn, A His-

tory of Currency in the United States and Laughlin, The History of Bimetallism
in the United States.
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pore silver; that is to say, every fifteen pounds of pure gilver 'shall be of equal
value in all payments, with one pound weight of pure geld, and so in propor-
tion as to any greater or less quantities of the respective metals.?

This law also provided for unlimited coinage (“free coinage”),
without any charge (“gratuitous coinage”), of both metals as pre-
sented by holders:

Section 14. And be it further enacted, That it shall be lawful for any per-
son or persons to bring to the said mint gold and silver bullion, in order to their
being coined; and that the bullion so brought shall be there assayed and coined
us speedily as may be after the receipt thereof, and that free of expense to the
porson or persons by whom the same shall have been brought.?

The right of free coinage of gold continued down to 1933, when
the use of gold coin was discontinued. This right, and the converse
privilege of melting up gold coins into bullion, are essential to the
full operation of a gold-coin standard. The right of free coinage of
gilver was terminated in 1873. From 1792 to 1873, however, the
United States was legally on a bimetallic standard, both gold and
gilver being freely convertible from bullion to coin and vice versa,
except as regards subsidiary coin after 1853.

It was Hamilton’s intention to make the coinage ratio equiva-
lent to the market ratio. The chosen figure of 15 to 1 was close to
the actual fact in 1792, but, unfortunately for the new monetary sys-
tem, there began about that time an increase in the production of
gilver and a decrease in the production of gold, which made the
white metal relatively cheaper. The market ratio in Europe rose as
high as 15.74 to 1 by the year 1799, and for the next half century
was usually between 15.5 and 16 to 1, with occasional fluctuations
outside those limits.

2. Difficulties in Keeping Both Metals in Circulation

At the beginning, while the market ratio was close to 15 to 1,
the bimetallic system worked satisfactorily enough, and both metals
were presented at the mint for coinage. Later, as the American mar-
ket ratio of the precious metals adjusted itself to the higher Euro-
pean market ratio, there was a tendency for Gresham’s law to oper-
ate. Since an ounce of gold was worth only 15 ounces of silver at the
mint, but more than 15 ounces elsewhere, gold tended to be used
elsewhere, and more silver was presented at the mint. This ten-

t Laws of the United States concerning Money, Banking, and Loans, 1775

1909, p. 476.
3 [bid., p. 477.
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dency began to appear before 1810 and was marked in the 1820’s.
Thus, the circulation tended to be predominantly silver, and gold
was exported.

Nevertheless, American silver coins did not have the field free
to themselves. The law provided that Spanish dollars and other for-
eign coing should be legal tender if not below certain weights, and
these made up a large part of the circulation. Full-weight Spanish
dollars contained more silver than American dollars, and were
hoarded by bankers. Slightly underweight Spanish dollars passed
in ordinary use, American dollars and subsidiary silver coins were
exported in large guantities to the West Indies, where they were
accepted in exchange for full-weight Spanish dollars, which were
imported, melted up, and sold to the mint at a profit. Thus, an end-
less stream of silver circulated through the mint, profiting only the
manipulators. As a result, President Jefferson ordered the suspen-
gion of coinage of silver dollars in 18086, after less than one and one-
half million had been coined prior to that year. No more were
coined until 1836. The coinage of subsidiary silver continued, how-
ever; nearly $33,000,000 in half dollars were coined in the years
1793-1833 inclusive, and something under $2,000,000 in quarters,
dimes, and half dimes. It was estimated that only about half of the
silver coinage remained in eirculation, while such foreign coins as
circulated were worn and underweight.

The currency difficulties had begun to suggest that bimetallism
was impracticable because the market ratio could not be prevented
from fluctuating. Great Britain in 1816 had adopted the single gold
standard. From 1817 on Congress considered various proposals, in-
cluding the continuance of bimetallism with the ecoinage ratio
changed to bring it closer to the market ratio, France in 1803 had
adopted bimetallism at a ratio of 15.5 to 1, and this would have been
the logical ratio for the United States to choose.

Finally the ratio was changed by the coinage act of 1834. The
fine content of the silver dollar was left unchanged at 371.25
grains and the fine eontent of the gold dollar was reduced from
24.756 grains to 28.2 grains, which made the coinage ratio 16.002 to
1. In 1837 the fine content of the gold dollar was adjusted to 23.22
grains, which made the coinage ratio 15.988 to 1, although it is usual-
ly spoken of as 16 to 1. At the same time the fineness of both gold
and silver coins was changed to 0.900. This made the gross weight
of the gold dollar 25.8 grains and of the silver dollar 412.5 grains.
Since the silver content of the dollar was unchanged, the bullion
parity or the monetary value of silver remained at $1.2916} per
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ounce, 0.999 fine, This was equivalent, on the basis of the 23.22-
grain gold dollar, to 58.98+ pence per ounce, 0.925 fine.

The market ratio in 1884 was between 15.5 and 16.0 to 1, so that
the 16-to-1 coinage ratio intentionally overvalued gold, just as the
aet of 1792 unintentionally had overvalued silver. As a result, gold
vninage increased considerably in comparison with silver, as shown
by Table 2.

TABLE 2
COINAGE oF THE UNITED STATES, 1793-1873

Gold Silver Dollars Subsidiary Silver
1793-1833 $ 11,825,890 $1,439,517 $34,835,661
1834-1848 64,512,740 954,873 36,257,043
1849-1873 776,775,807 5,636,848 67,141,067

SOURCE: Summarized from annual figures given in Annwal Report of the Director of the Mint.
8. The Effects of Increased Gold Production

In the late 1840’s and early 1850’s, gold discoveries in Califor-
nia, Russia, and Australia began to pour into the world markets a
flood of the yellow metal unprecedented in volume. It was the more
impressive because the production of gold in the three preceding dec-
ades had fallen below the level attained at the turn of the century.
Gold now depreciated in terms of commodities, or, in other words,
the general price level rose.* Silver, the production of which was in-
creasing only slightly, shared in the price rise, although only to a
limited extent, because of the effect of French bimetallism with its
coinage ratio of 15.5 to 1, which will be discussed in the following
chapter. The market ratio decreased from about 15.7 to 1 in the
1840’s to about 15.3 to 1 in the 1850’s. Thus, the American coinage
ratio of 16 to 1 became even more out of line with the market than
before. The force of Gresham’s law in driving gilver out of clrcu-
lation was increased. This was of little importance in the case of the
small amount of silver dollars, but caused a serious shortage of small
change. By 1853 the country for all practical purposes had been on
a single gold standard for several years.

The need of subsidiary silver for daily use was so great that in
1853 Congress passed an act which entirely changed the status of
these coins. Previously they had been proportional to the silver dol-
lar in fine content, they had been coined without limit and gratui-
tously, and they had been unlimited legal tender. By the new act,

4 Jevons, Investigations in Curreney and Finance, pp. 11-111.
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their fine content was reduced to remove the incentive for melting;
they no longer were to be coined for the publie, but only for govern-
ment account; and they were to be legal tender for not over $5.
Their weight was reduced to 384 grains to the dollar as compared
with 412.5 grains for the standard silver dollar, both 0.900 fine. This
corresponded to a coinage ratio of 884,/25.8 = 14.88 to 1 and to a
bullion parity of $1.389 (or 634 pence) per ounce, as compared with
the coinage ratio of 15.988 to 1 and bullion parity of $1.2916 (or
58.98 pence) per ounce for the standard silver dollar. Therefore,
they were more valuable as eoin than as bullion, unless silver rose
above $1.389 (or 63.4 pence) per ounce. The difference between
$1.389 (or 63.4 pence) per ounce and the actual cost of the bullion
purchased for coinage represented a seigniorage profit to the Gov-
ernment; but, on the other hand, the Government was responsible
implicitly for keeping the coins at a parity with other money, al-
though there was no explicit provision for redemption until 1879.

The act of 1834 had been a first step toward placing the United
States on the gold standard. The act of 1853 was a further step in
the same direction. There was still unlimited coinage of the silver
dollar, but from 1849 to 1872 the annual average market value of
the bullion in a silver dollar was at least $1.01 and rose as high as
$1.05 in 1859, so that there was little incentive to take the white
metal to the mint for coinage.® The total coinage of silver dollars
from 1833 to 1873 inclusive was only six and a half million, It is
probable that much of this was coined to be used in trade with China.
Although silver dollars remained unlimited legal tender, they were
an insignificant part of the currency.

The rise of commodity prices which accompanied the great in-
crease of gold production caused serious concern among economists
as to the future of monetary and price gystems. Chevalier in France
recommended the establishment of the silver franc as the sole stand-
ard. MacLaren in England suggested that that country might well
congider changing from the gold standard to the silver standard; or,
if that were too radical a proposal, that life insurance companies
should issue policies payable in silver, which he believed would have,
in the long run, a more stable value in terms of commodities.” In this
country, in 1859, the Holyoke Water Power Company, in making per-
petual leases of water-power rights, stipulated that the annual rent
per unit should be “260 ounces troy weight of silver, of the standard

5 A table of the annual bullion value of the silver dollar since 1837 is given in
the Annual Report of the Director of the Mint.

¢ Chevalier, On the Probable Fall in the Value of Gold, pp. 134-188.
T Macl.aren, A Sketch of the History of the Currency, 2d. ed., pp. v—vi.
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value and fineness of the United States silver coinage of the year 1859
or its equivalent.”® In the late 1850’s there was real justification for
such expectation that gold would depreciate further and that silver
would be a more stable measure of value.

These fears, however, were not realized, for gold production did
nol increase in the 1860’s and actually began to fall off in the 1870°s.
At the same time the production of silver began to increase, after the
discovery of the Comstock lode in Nevada in 1858. Meanwhile, the
Civil War brought about the issues of Confederate currency in the
South and of greenbacks in the North. Gold went out of circulation
and was traded in at a premium which reached a maximum of 186
per cent in 1864 ; that is, $100 gold was worth $285 in greenbacks, or
the greenback dollar was worth only 35 cents in gold. Silver dollars,
of course, remained out of circulation. Silver subsidiary coins tended
{0 disappear as soon as gold dollars rose enough to balance the low-
ered silver content of the coins.® The Legal Tender Act, providing for
the issuance of greenbacks, had been passed on February 25, 1862,
and by July the newspapers were noting the shortage of small coin.*®
Congress had to authorize the issue of fractional paper currency.

4. The Coinage Act of 1878

The country was still on a greenback basis in 1873, when a new
coinage act was passed.’* This act was primarily a revision of various
laws regulating mint procedure, and had been under discussion since
1870. All through that time, the silver dollar was worth a few cents
more than $1.00 in greenbacks. There were no silver dollars in circu-
lation, and there was no incentive to coin them except to get currency
for the oriental trade, for which they were cheaper than Mexican dol-
lars. The latter were at a premium over their bullion value because
of an export duty in Mexico and because of a limited supply of them
to meet the Chinese demand. It was brought out in the debates in
Congress that the silver dollar of 412.5 grains could not circulate; at
one time, the bill contained a provision for a silver dollar of 384
grains, proportional to the subsidiary coinage.

® Boaton Evening Tmsm"i%t, Aug. 1, 1932,

% In 1862 the market ratio between gold and silver was ahout 15.35 to 1. The
subsidiary coins were based on a ratio of 14.88 to 1. Thus, when the gold dollar
rose ahove 16.35/14.88 or $1.032 in greenbacks, it became profitable to melt the
subsidiary coins.

10 Carothers, Fractional Money, pp. 156-159, .

11 Spe detailed discussions in Hepburn, pp. 271-273 and Laughlin, pp. 92-105;
and record of all documents and legislative proceedings concerning the act in

History of the Cotnage Act of 1878,
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The act of February 12, 1873, as finally passed, omitted all men-
tion of the standard silver dollar, but provided for subsidiary silver
coins, whose weight was changed slightly to 25 grams or 385.8 grains
to the dollar, making the coinage ratio 14.95 to 1 and the bullion parity
$1.3824 (or 68.1 pence) per ounce. It also provided for a new coin,
a trade dollar of 420 grains, 0.900 fine, for use in oriental trade.
The trade dollar was subject to free coinage; it also was in-
cluded in the list of subsidiary silver coins which were legal tender
up to $5.00, but iis legal-tender quality was removed in 1876. The
act did nothing to take away the unlimited legal tender enjoyed by the
previously minted silver dollars, of which, however, there were few
in existence and none in circulation. In effect, however, the omission
of the silver dollar from the act of 1878 really established the gold
standard, because it left the privilege of free coinage to gold, but tock
it away from silver, Actually, the country was on a paper basis at
the time and until specie payments were resumed in 1879. The im-
plications of the act apparently were recognized by few in Congress
or outside. If silver producers had realized what it involved, they
probably would have protested before the bill was passed.



CHAPTER IV
BIMETALLISM IN FRANCE AND THE LATIN MONETARY UNION?

They order thig matter better in France.
LAURENCE STERNE, A Sentimental Journey

1. The French Monetary System

During most of the period when the United States was on a bi-
metallic standard with a coinage ratio of 15 to 1 at first, and of 16 to
1 after 1834, France was on a similar standard, with a coinage ratio
of 15.5 to 1. A law of 1803 set as the monetary unit the franc of 5
grams of silver, 0.900 fine {1 gram = 15.4324 grains}, and aiso pro-
vided for gold coins at the rate of 3100 francs to 1 kilogram of gold,
0.900 fine. There was to be unlimited coinage (“free coinage™) of both
metals, with a small charge for expenses (i.e., not “gratuitous coin-
age”). In effect this was a bimetallic standard, although it may be
argued from the wording of the law that silver was the legal stand-
ard, and the gold coins merely supplementary.?

The law of 1803 perpetuated a coinage ratio established in 1785.*
Moreover the coinage ratio of 15.5 to 1 was fairly close to the current
market ratio in 1803, as was the American choice of 15 to 1 in 1792.
Most of the time from 1803 to 1850, however, the market ratio fluc-
tuated between 15.5 and 16 to 1. Thus, silver was overvalued by the
coinage ratio, and, therefore, as in America up to 1834, the coinage
tended to be chiefly silver, and the white metal was imported in con-
siderable quantity. During the same period there was a net export
of gold, and gold coin disappeared almost entirely from ecirculation.
These facts are brought out by Chart 4, although figures are not avail-
able for the whole period.* It should be noted that the scale for the
market ratio is upside down, so that the curve rises and falls with
the price of silver, or just opposite to the movement of the ratio
proper.

1This chapter has been based chiefly on Willis, A History of the Latin Mone-
sz %1&, On the Probable Fall in the Value of Gold, pp. 107-109.

3 Shaw, The History of Currency, pp. 172-173.

+ Sources of data for Chart 4: Price of silver, from Annual Report of the

Direetor of the Mint; French gold and silver movements, coinage, and reserves,
from Shaw, op. cit., pp. 183186,
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The situation changed with the increase of the world gold sup-
ply, which began in the late 1840°s. The price of silver rose; that is,
the eurve crossed the 15.5-to-1 line and, except for occasional lows,
remained between that and 15 to 1 until 1866. Gold, therefore, was
overvalued at the French mint. The chart shows large imports of
gold and an even larger coinage, suggesting that the yellow metal was
being aftracted out of hoards. At the same time the sgilver coinage
dropped to a minimum, and considerable silver was exported. These
movements affected both the money in circulation and the reserves
of the Bank of France, increasing the proportion of gold in both.

Thus, prior to 1850 France was in effect on a silver standard;
after that date, silver was replaced rapidly by gold. The process was
facilitated by the proximity of France to London. England in 1816
had adopted a gold standard, coining silver only on government ac-
count, although for the next few years she was in fact on a depre-
ciated-paper basis, With London as the world’s financial center and
chief silver market, it was easy for silver to flow from there into
France whenever the disparity between the coinage ratio and the
market ratio permitted, When the tide turned in 1850, although Lon-
don itself could not absorb silver, conditions in India were such as to
favor the importation of the white metal into that country.’

Although the existence of legal bimetallism in France did not
give that country a truly bimetallic currency, it served to steady the
world market ratic. During the first half of the century, when there
was a relatively small production of gold, an ounce of gold probably
would have been worth more than 16 ounces of silver, if it had not
been for the fact that it could, in effect, be obtained for 15.5 ounces
of silver in France. After 1850, when all prices were rising contem-
poraneously with the inecreased production of gold, an ounce of gold
probably would have been worth less than 15 ounces of silver, had it
not. been for the fact that 15.5 ounces of silver could be obtained for
it in France. As Chevalier put it, France acted as a parachute to re-
tard the fall of gold.* Something of the extent of this retardation may
be seen in the fact that from 1848 to 1870 France imported nearly
two-fifths of the world’s production of gold for the period.,

The shift from silver to gold in the French currency system took
place 8o rapidly that there soon began to be discussion as to the proper
monetary policy for the ecuntry fo pursue, some supporting the status
quo, others favoring a single silver standard, and others a single gold
standard. Chevalier urged keeping the silver frane as the standard,

& Laughlin, The History of Bimetalliom in the United States, pp. 122-134.
& Chevalier, op. cil., p. 62.
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but allowing gold, coined in units of weight with no expressed value
in francs, to serve as limited legal tender at a value determined by
the current market ratio.” Meanwhile, a searcity of small silver coins
began to be felt. This did not come about as quickly as in the United
States, for the French coinage ratio of 15.5 to 1 was not so far from
the market ratio as was the American coinage ratio of 16 to 1, so that
in the ease of worn coins the amount lost by abrasion often was suf-
ficient fo make them not worth melting, Nevertheless, the scarcity
eventually became critical, and in 1864 the fineness of the 20-centime
and 50-centime pieces was reduced to 0.835, thus making their coinage
ratio equivalent to approximately 14.38 to 1. This made them safe
from the melting pot, for the market ratio did not fall below 15 to 1.
The larger silver coins, however, were still unprotected.

2. The Latin Monetory Union

Meanwhile, Belgium, Switzerland, and Italy, all of which had
coinages closely similar to that of Franee, but differing in details, also
were experiencing the loss of silver coins. They likewise were in-
creasing the proportion of gold in their currency and were looking
favorably on gold as a standard. In Belgium conditions were worst,
and in 1865 ghe proposed fo France that the countries using the
franc or its equivalent should form a union for the protection of their
currency.

A conference of delegates from the four countries was held in
November and December, 1865, The three smaller countries and the
French delegates themselves favored a single gold standard, but
French official policy, perhaps dictated by the Bank of France and
other financial interests, favored the continunance of the nominal bi-
metallism, regardless of the fact that the current market ratio made
gold the actual currency. The treaty signed on December 23, 1865,
establishing the Latin Monetary Union, therefore perpetuated the
double standard. It provided for uniformity in the gold and silver
coinage of the four countries. Gold coins were to be of five denomina-
ticns, ranging from 5 to 100 francs, and to weigh 0.3225806 grams
per franc, with a fineness of 0.900. The gold coins of any state were
to be received freely by the treasuries of other states, provided they
were not unduly worn. Silver 5-franc pieces were to weigh 5 grams
to the franec, with a fineness of 0.900, thus continuing the 15.5-to-1
ratio, and likewise were to be received by the treasuries of the other
states. All gold coins and silver 5-franc pieces were to be unlimited

7 Ibid., pp. 134-138.
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iegal tender and subject to free coinage. Subsidiary silver coins, mint-
vd only for government account, of 2 franes, 1 frane, 50 centimes, and
20 centimes, were to weigh 5 grams to the frane, but with a fineness
of 0.835, thus having a coinage ratio of 14.38 to 1. These subsidiary
roins were to be legal tender between individuals in the issuing coun-
try to the extent of 50 francs, and were to be receivable at the public
treasuries of other countries to the extent of 100 francs in one pay-
ment. Coins previously issued of different fineness were to be retired
from circulation within a few years, Moreover, the new subsidiary
silver was to be issued to an amount not exceeding 6 francs per capita.
The union was to last for fifteen years.

The reduction in the fineness of subsidiary coins, begun by
France in 1864, served the purpose of making it unprofitable for the
public to melt them unless the market ratio should reach 14.38 to 1.
After 1866 the market ratio, which for a decade and a half had been
between 15 and 15.5 to 1, rose to between 15.5 and 16 to 1, so that gold
again was overvalued slightly at the mints as it had been before 1850.
The ratio remained close enough te 15.5 to 1, however, so that for
several years bimetallism, modified by the special features protecting
subsidiary coinage, worked with fair success in the Latin Monetary
Union. The shift of the ratio, while not large enough to cut down
greatly the importation of gold into France, changed the direction of
the flow of silver, which had been exported steadily from 1852 to
1864, but from 1885 began to show a considerable net unporta.tlon,
most of which was coined.

The monetary question was not solved permanently, however,
and continued to be discussed. The International Monetary Confer-
ence of 1867 (Chapter VII, Section 1) favored a universal gold
standard, but bimetallism still had its advocates. Nevertheless, a
strong tendency toward a gold basis for France and her allies was
growing, when it was interrupted by the Franco-Prussian War of
1870-71. The developments following that war are discussed in the
next chapter.



CHAPTER V
THE DEMONETIZATION OF SILVER IN EUROPE !

+ .+ and great was the fall of it.
MATTHEW 7:27

1. The Situation in 1870

The total world production of gold during the two decades from
1851 to 1870 was nearly equal to the total production in the previous
three and a half centuries (see Chart 1, page 9). Thus the world’s
supply of gold was practicaliy doubled in less than a generation.
There was, however, no great increase of silver. The total pro-
duction of silver from 1493 to 1850 had amounted to about 33 {imes
that of gold by weight, or more than twice that of gold by value. Dur-
ing the next two decades the production of silver was less than 6
times that of gold by weight. By 1870, the cumulative production of
silver since 1493 amounted only to about 20 times that of gold by
weight, or 11 times by value. Moreover, the large flow of silver to
the Far East probably had left in the West a monetary stock consist-
ing, in value, of at least half gold. Before 1850, silver, perforce, was
the more important monetary metal. By 1870, however, enough gold
was available in the Western world so that the gold standard became
a practical possibility, The ensuing decade was to see this possibility
become a fact in all countries of financial importance.

England had been legally on the gold standard from 1816. Por-
tugal had taken advantage of the new gold supplies to go on the gold
standard in 1854, The remainder of Europe, in 1870, was on either
silver or bimetallic standards, but there was a strong sentiment for
gold, as shown by the unanimity at the International Monetary Con-
ference of 1867 (Chapter VII, Section 1). Numerous articles appeared
on the desirability, not only of a universal gold standard, but also of
a uniform international coinage, although some favored the continu-
ance of bimetallism. The French Government strongly favored the
gold standard, and, but for the Franco-Prussian War of 1870-71,
probably would have induced the Latin Monetary Union to adopt it.

1 This chapter has been based chiefly on Willis, A Histery of the Latin Mone-
tary Union and Laughlin, The History of Bimetallism in the United States.
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2. Germany

The Franco-Prussian War left Germany in a stronger position
than her opponent, so that she was able to anticipate France in adopt-
ing the gold standard. The German states before the war had had
what was in effect a silver standard with a small amount of gold in cir-
culation at its market value, rather than at a fixed ratio. The new Ger-
man Empire, financially strong with the French indemnity of five
milliards of franes (approximately $1,000,000,000) in hand, took the
first step toward z gold standard late in 1871. A law was passed
which provided for the minting of new gold coing at a coinage ratio
of 15.5 to 1, as compared with the existing silver coins, and for the
suspension of coinage of any more large silver coins. The unit was
to be the mark, equivalent to 5.531 grains of fine gold. In July,
1878 another law definitely established the gold standard and pro-
vided for the coinage of new silver coins with the weight reduced one-
tenth from the existing standard, making the coinage ratio 13.95 to
1 as compared with 14.95 to 1 for American and 14.38 to 1 for Latin
Monetary Union subsidiary coins. These coins, of course, were to be
minted only for government account. They were to be legal tender
up to 20 marks, and the total issue was to be limited to 20 marks per
capita. Old silver coins were to be withdrawn from circulation, but
until withdrawn were to retain their full legal-tender rights,

Under this plan there were withdrawn more than 1,000,000,000
marks of the old silver coins, of which something over one-third were
recoined. Most of the remainder, amounting to 7,104,800 metric
pounds {of 500 grams), or approximately 114,000,000 fine ounces,
was sold during the years 1873 to 1879, the greater part of the sales
occurring after 1875.2 There still remained about 450,000,000 marks
of the old thaler coins in cireulation, with full legaltender power.

Germany by this action considerably reduced the potential mone-
tary demand for silver, and dumped a large quantity of the white
metal on the market. Regardless of the time of actual sales, the pas-
sage of the first law, in December, 1871, was clear notice to the world’s
gilver market of what to expect. The market, however, did not im-
mediately respond to this tip (see Chart 2, page 11). The low
price in December, 1871 was 60} pence per ounce, corresponding to
a ratio of 15.59 to 1. The low for 1872 was attained in November at
591 pence per ounce or a ratio of 15.92 to 1. About the middie of
1873 a real fall began, and in November the price reached a low of

2 See Appendix I, Table B, for annual sales.
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57% pence per ounce, or a ratio of 16.2% to 1, which seriously threat-
ened the working of the coinage ratie of 15.5 to 1 in the Latin Mone-
tary Union.

3. The Latin Monetary Union

In 1872, with the market ratio close to 15.5 to 1, less than 400,000
franes of silver 5-franc pieces had been coined in France. In 1873,
nearly 155,000,000 francs of silver was presented for coinage. A
similar situation cecurred in Belgium. Obviocusly, if the ratio should
continue above 15.5 to 1, the members of the Latin Monetary Union
would find their gold currency rapidly being repiaced by silver, just
as the reverse process had taken place in the 1850’s.

The countries of the union, therefore, were forced to take a sue-
cession of steps to protect themselves against a replacement of gold
by silver. In November, 1873 France and Belgium limited the amount
of silver to be coined daily. In December Belgium passed an act giv-
ing the Government authority to suspend the coinage of 5-franc pieces.
In January, 1874 a convention of the Union met in Paris, at the re-
quest of Switzerland. At this convention Belgium and Switzerland
advocated a gold standard, while France and Italy favored the main-
tenance of the status quo, modified by some restriction on the amount
of silver coinage. The latter plan prevailed, and it was decided to
limit the coinage of 5-franc pieces in 1874 to 60,000,000 francs in
France and lesser amounts in the other countries, making a total of
120,000,000 francs. The agreement said nothing about restricting the
right of the public to present silver for free coinage, within the limits
set. . France continued to allow free coinage, on a “first come, first
served” basis. The other three countries, however, refused to coin
for individuals, but purchased silver at the market price for coinage,
thus making a seigniorage profit of the difference between 15.5 to 1
and the market ratio. The limitations were continued in 1875 and
1876, and in the latter year France took away the right of free coin-
age from individuals. Finally, by a new treaty in 1878, the Union
suspended the coinage of 5-franc pieces, except that Italy was al-
lowed to coin a limited amount to facilitate resumption of specie pay-
ments after a long period of depreciated paper.

The countries of the Latin Monetary Union coined no more sil-
ver for the public after 1878, but they had large amounts of 5-franc
pieces, of full legal tender, in circulation. The free coinage of gold
continued, but there was no obligation to redeem the silver 5-franc
pieces in gold. These countries, therefore, were not on a strict gold
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ptandard, but rather on what has been called the éfalon boiteux or
“Himping standard.”

The dissemination of each country’s silver coins in circulation in
the other countries belonging to the union brought about various prob-
iems of redemption and adjustment, but these did not affect the world
siiver situation.

4. Other Countries

The fall of silver induced a change to the gold standard in other
countries of Europe. In 1873 Denmark and Sweden formed the Scan-
dinavian Monetary Union, later joined by Norway, which unified the
currency of these countries on a gold standard, replacing former sil-
ver standards. They sold a certain amount of silver, but it was negli-
gible compared with Germany’s large sales.

Holland had been on a bimetallic standard from 1816 to 1847,
and after that on a silver standard. In 1872 the Bank of the Nether-
iands stopped a twenty-year practice of buying at a fixed rate all silver
offered, and in 1873 the Government stopped silver coinage. In 1875
another law provided for coining gold at the ratio of 15.625 to 1 and
for the continued suspension of silver coinage. The silver coins ac-
guired a scarcity value after 1873. In 1883 a law was passed authoriz-
ing the melting and sale of 25,000,000 florins of silver coins, but this
was not carried out except to provide silver for subsidiary coinage.

Russia in 1876 suspended the coinage of silver for individuals,
except silver needed for trade in China. Spain in 1878 suspended the
eoinage of silver for individuals, but continued it on government ae-
count. Austria-Hungary discontinued the free coinage of silver in
1879.

By 1880 there was no longer any mint in Europe where silver
rould be presented for free coinage. There was still a certain demand
for silver for subsidiary coins on government account, but these were
of only limited legal tender. At the same time in many countries there
were large silver coins, issued under former laws, which retained their
full legal-tender qualities, and which formed an important element of
circulation and of bank reserves, In view of the existence of these
legal-tender silver coins, most European countries could not be said
to be fully on the gold standard, but were on the limping standard.
Moreover, some used depreciated paper from time to time, but none
returned to the free coinage of silver. The white metal continued to
i used in India and China, but gold was to be the money of Western
countries.
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5. The Fall in the Price of Silver

The price of silver had shown a downward trend, with fluctu:=
tions, during the decade from 1870 to 1880, as may be seen in Chart
2. It reached a spectacular low of 46% pence per ounce, or a ratio of
20.17 to 1, in July, 1876, but for most of the remainder of the decade
was between $1.10 {or 50 pence) and $1.20 (or 55 pence) per ounce.
The price continued in a general downward direction until 1893. The
reasons for this great fall in price, extending over a period of twenty
years, have been a subject of considerable controversy, partly be-
cause of the complexity of the economic forces operating, and partly
because contemporary discussion lacked the necessary perspective.

The following were probably among the most important factors:

1. A fundamental cause was that, whereas before 1850 silver
and gold both had been important monetary metals, the great gold
production of the next two decades supplied enough gold to take the
place of silver in large measure. The great advantage of gold as a
standard for large transactions made it preferable, and, as we have
seen, Europe generally adopted it in the 1870’s. Thus, the monetary
demand for silver in the Western world was largely removed, leaving
only that of Asia. This naturally tended to make the price fall, since
there were no longer any mints to receive silver at a fixed price.

2. The adoption of the gold standard in a way overshot its mark.
The production of gold actually fell off in the 1870’s and 1880's, and
at the same time world industry and commerce were expanding. The
supply of gold was hardly adequate for the world’s needs, From about
1865 to 1896 there was a long period of falling commodity prices
which were ascribed by many to the shortage of gold. Since the price
of silver no longer was pegged by free coinage, it shared in the de-
cline of other commodity prices.

3. At the same time the production of silver was increasing, in
large part because of the exploitation of the Comstock lode in Nevada.
The average annual world production rose from about 25,000,000
ounces in the 1840’s to about 40,000,000 in the 1860’s, 70,000,000 in
the 1870’s, 100,000,000 in the 1880s, and 160,000,000 in the 1890’s.
This rapid increase tended to lower the price.

These three forces certainly were sufficient, when taken together,
to account for the general downward trend. The minor, or sometimes
violent, fluctuations which occurred in the price are to be explained
by more temporary causes, by the psychology of the market as influ-
enced by the twenty-year discussion of the silver question, and by the
varying national and international actions taken.
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6. The Berlin Silver Commission of 1894

The fall of silver caused some reconsideration of the demonetiza-
timm. Discussions in the United States and in international confer-
enices will be described in the following chapfers. A few words may
i ndded here about the situation in Germany. In 1893 the German
{iovernment, although committed fo the gold standard, recognized
siiver depreciation as a serious economic problem. It appointed a com-
mission composed of officials, members of the Reichstag, representa-
tives of various business interests, and university professors, to dis-
euss the question.

. . .whether and by what means it seems practicable te raise and fix the price of
gifver.®

This commission held twenty-one sessions between February 22
und June 6, 1894. There was lengthy discussion and bitter argument
over the causes and effects of the fall in the price of silver, and over
vitrious proposals for doing something about it. Some members were
die-hard bimetallists and would be satisfied with nothing less than a
return to the 15.5-to-1 ratio. Others were willing to accept comprom-
ise measures that would re-establish the monetary position of silver
at a higher ratio. The majority, however, favored the continuance of
the gold standard unchanged, or at least believed that it was inex-
pedient for Germany to take the lead in any attempt to secure inter-
national agreement, In summing up the chairman stated that he
thought the assembly had reached an agreement in three directions:

That in fact the fluctuating and low price of silver involves certain injuries
o our foreign trade, and also to our international productive life,

That Germany is not able alone to adopt effective measures to raise the value
of gilver.

That the raising of the value of silver by way of monopolizing, pooling, or
subsidizing the silver production would certainly be impracticable,

No agreement had been reached on other points:

‘Whether in view of the free production the raising of the price of silver
scems attainable at all; and if so, by what method?

What weight ought to be given to the economic interest injured by the de-
cline of silver as compared with the interest of our entire economic life?

‘What ratio should be proposed between the price of gold and silver for an
international regulation; and

Whether the remedies proposed by the various parties might not be more
dangerous than the silver disease itself?+

3 The Berlin Silver Commission, p. 141.
4 Ibid., p. 1184.



CHAPTER VI
THE SILVER QUESTION IN THE UNITED STATES, 1873-1893

.+ . and heard great argument

About it and about, . . . ;
OMAR KHAYYAM, The Rubaiyal

1. The Situation in 18782

The omission of the silver dollar in the Coinage Act of February
12, 1873 (Chapter III, Section 4) passed unnoticed. Only 8,000,-
000 silver dollars had been coined from 1792 to 1873, and probably
most of these had been melted or exported. For ten years the coun-
iry had used no hard money at all in ordinary transactions. In 1873
the silver in a dollar was worth a cent or two more than a gold dol-
lar, and about thirteen cents more than a greenback dollar, There
was no incentive for the holder of silver to have it coined. He could
get a better price in the domestic or foreign silver market.

Although silver was absent from the currency, it had become,
during this period, an important product of the country. Prior to
1860 the United States had furnished only a small fraction of 1 per
cent of the world’s total silver production, but with the development
of the Comstock lode and other deposits it furnished nearly 20 per
cent in the 1860’s and 40 per cent in the 1870°s and 1880°s (see Chart
1-B, page 9). Although much of it was produced in territories,
which had no vote in Congress, there were already in 1876 two im-
portant gilver states, Nevada and Colorado; between 1880 and 1896
three more, Montana, Idaho, and Utah, were admitted to the Union.
Thus, the political importance of gilver was inereasing, particularly
in the Senate, where these small western states had as strong a voice
as the larger and more conservative eastern ones.

Nevada and Colorado alone could not have swung the strong sil-
ver movement of the next two decades, had not other forces operated
to create a demand for increased currency. The falling world price

1 The earlier part of this chapter has been based chiefly on Hepburn, A His-
tory of Currency in the United States, Laughlin, The History of Bimeiallism in
the United States, Russell, International Monetary Conferences, and Byars (ed.)
An American Commoner, Chapter XII, pp. 101-122, in which Richard P. Eland
gives an account of the silver contests in which he played a large part.
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level was bringing hardship to debtors, who were obligated to pay
fixed amounts of money which represented more in commodities than
it the time when the debts were contracted. In the United States this
situation was aggravated for debts contracted in greenbacks. The
post-Civil-War development of the West had induced much specula-
tion in land; farmers were burdened with mortgages representing
more than their land was really worth, even had the commodity price
ievel not been falling, At the same time the creditor was gaining by
the appreciation in value of both gold and greenbacks. In particular,
the holder of government bonds, purchased with depreciated paper,
but with prineipal and interest payable in “coin,” which was inter-
preted to mean gold, became indeed a “bloated bondholder.” The devel-
oping West was largely a debtor community, in contrast to the East
which had loaned its aceumulated capital.

Conditions were favorable, therefore, for agitation by the west-
ern debtors for inflation. This already had taken the form of a move-
ment to retain and even increase the issue of greenbacks. The finan-
cial crisis of 1873 had stimulated it still further; in 1874 an inflation
bill was passed but was vetoed by President Grant. In January, 1875,
however, the conservative forces succeeded in passing a law provid-
ing for the reduction of the volume of greenbacks from $356,000,000
to $300,000,000, the resumption of specie payments on January 1,
1879, and the earlier replacement of fractional paper currency by
subsidiary silver coins. Attempts were made later to repeal this act,
but it was carried out, except that the greenback issue was finally
left at $346,681,016, at which figure it still stands.

When the greenback avenue of inflation was closed. the advo-
cates of cheap money joined with the mining states in favoring sil-
ver, Reference to Chart 2, page 11, shows that the price of silver had
been falling steadily since 1873 and took a sharp downward turn in
1876. The bullion parity of the silver dollar was $1.29 (or 59 pence)
per ounce, but with the gold dollar ranging from about $1.10 to $1.15
in greenbacks between 1873 and 1876, silver had to fall nearly to
$1.10 (or 50 pence) per ounce before silver dollars could replace
greenbacks profitably, When this happened in 1876, silver producers
and their spokesmen in Congress suddenly awoke to the fact that
there was no longer free coinage of silver. Practically no use had
been made of free coinage for a quarter of a century, because a bet-
ter price for silver could be obtained ¢lsewhere, but now it would
have been a profitable privilege. A number of bills were presented
in Congress to restore the use of silver. The omission of the silver
doliar from the coinage act was referred to as the “Crime of 1873.”
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Members of Congress who had voted for the act claimed that they
had not known that it would demonetize silver, Impartial studies of
the evidence have shown that the significance of the measure was
brought out fully in reports and debates before it was passed, and
that many of the protesting congressmen were on record in words
which showed that they must have understood it.

2. The Bland-Allison Act of 1878

‘No legislation on silver was enacted by the Forty-fourth Con-
gress (1875-T7) although a freecoinage bill proposed by Represen-
tative Richard P. (“Silver Dick™) Bland of Missouri was passed by
the House. Congress, however, appointed a commission, which re-
ported in March, 1877, recommending bimetallism either at 15.5 to
1, to match the ratio of the Latin Monetary Union, or at 16 to 1, the
old American ratio. In November, at the first (special) session of
the Forty-fiftth Congress, Bland secured the passage by the House,
under suspension of the rules, of a bill for free coinage. In the Sen-
ate, where it was reported back from the Committee on Finance by
Senator William B. Allison of Iowa, it was changed radically. In-
stead of free coinage of silver, the Senate bill provided that the Gov-
ernment should purchase and coin into dollars not less than $2,000,000
and not more than $4,000,000 worth of silver each month. This, of
course, was an entirely different proposition. Under free coinage,
gsilver producers would have been assured a price of $1.2916 per
ounce, 0.999 fine. Under the Allison plan, they would sell at the mar-
ket price, which, to be sure, would be raised somewhat by the assur-
ance of a steady new demand, but which still would fluctuate accord-
ing to the variations of other demand and of supply. The Govern-
ment would profit by a seigniorage equal to the difference between
the market price and $1.2916 per ounce, 0.999 fine.

President Rutherford B. Hayes, in his annual message to Con-
gress, emphasized the dishonesty of making these dollars legal ten-
der in payment of the government debt, technically payable in “coin,”
which commonly was understood to mean gold; he recommended a
heavier silver dollar, containing nearly a gold dollar’s worth of silver
at the current price, and of limited legal tender. Secretary of the
Treasury John Sherman recommended exempting existing bonds
from payment in silver, and also favored payment of all bonds in gold.

The Bland-Allison act, as finally passed, with the Senate changres,
was for silver purchase instead of free coinage. The 412.5-grain sil-
ver dollars (containing 371.25 grains of fine silver) were to be legal
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tender for all debts, public and private, except where otherwise stipu-
lated in the contract. There was also provision for the issuance of
silver certificates, against deposit of dollars, in denominations of $10
and up, which certificates would be receivable for public dues, but
not legal tender for private debts. In addition, the President was in-
structed to call an international monetary conference for the pur-
pose of establishing international bimetallism.

The act passed hoth hcouses, was vetoed by the President, and
was passed over his veto on February 28, 1878. Meanwhile, a con-
current reseclution, which did not require the President’'s approval,
had been passed by the House, stating that silver dollars could be
used for the payment of United States bonds.

The Bland-Allison act was in force for the next twelve years, but
only the minimum $2,000,000 worth of silver per month was pur-
chased, These purchases absorbed over 60 per cent of American sil-
ver production, but were not sufficient to counteract the world forces
tending to lower the price of silver, which declined slowly but steadily,
decreasing the bullion value of the dollar from about 90 cents in 1878
to about 72 cents in 1889. Thus, in 1878, $2,000,000 worth of silver
per month provided for the coinage of about $24,000,000/0.90 or
about $27,000,000 per year, while in 1889 it provided for the coinage
of about $24,000,000/0.72 or about $33,000,000 per year. The Treas-
ury, therefore, made a seigniorage profit ranging from $3,000,000 to
£9,000,000 per year, totalling about $68,000,000 during the operation
of the act. The total quantity of silver purchased was about 291,000,-
000 fine ounces, at an average cost of $1.0568 per ounce.?

This addition to the country’s currency was about two-thirds of
the gold coinage during the same period. In view of the rapid eco-
nomie and population growth of the United States the new silver
coinage filled a need for additional currency and therefore did not
cause the inflation which some had feared. This was especially the
case after 1886 when a new law allowed for the issuance of silver
certificates in denominations down to §1. These circulated much more
freely than the actual dollars, and became the pocket money of the
nation.®

During the years when the Bland-Allison act was in force, the
silver question did not die down. The proponents of silver still were
endeavoring to secure unlimited free coinage; the opponents were try-
ing to get the act repealed. President Hayes (1877-1881) and Sec-
retary Sherman from time to time recommended to Congress suspen-

2 Annual Report of the Director of the Mint .. . 1864, p. 1T.
s Taussig, The Silver Situation in the United States pp 75-18.
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sion of the act. Presidents James A. Garfield and Chester A. Ar-
thur (1881-1885) were opposed to free coinage, and no progress was
made by silver advocates during their administrations. Secretary
Hugh McCulloch, although favoring international bimetallism, pointed
out the difficulties of the Treasury in 1884. Grover Cleveland, who
became President in 1885, represented the Democratic party, which
was divided on the question of silver. Mr. Cleveland personally fav-
ored stopping the coinage of silver dolars, but no action was taken
either way during his first term of office.

3. The Windom Plan

During President Benjamin Harrison’s term (1889-1893) the
subject came up again in Congress. Secretary of the Treasury Wil-
liam H. Windom, in his report for the fiscal year ended June 30,
1889, discussed the silver problem and the various possible methods
of continuing to use silver as money along with gold. He recommend-
ed that the Bland-Allison act be replaced by a law authorizing the
issue of Treasury notes against deposits of silver bullion at the mar-
ket price when deposited. These notes would be

- - - payable en demand in such quantities of silver bullien as will equal in value,
at the date of presentation, the number of dollars expressed on the face of the
notes at the market price of silver, or in gold, at the option of the government;
or in silver dollars at the option of the holder.*

For example, if the market price of silver were 80 cents per ounce,
notes to the amount of 80 cents would be issued. for an ounce of sil-
ver deposited. Later, if the price of silver fell to 75 cents per ounce,
these 80 cents in notes would be redeemable with 80/75 or 1.067
ounces of silver. In effect, the dollar represented by such notes would
have been a variable weight of silver, similar to the variable weight
of gold proposed by Irving Fisher as a standard of currency or the
“rubber dollar” of George F. Warren. As far as the user of the notes
was concerned, he always could get them redeemed at their full gold
value in silver bullion. The Government, on the other hand, would
take the risk of a further fall in the price of silver, which would
cause a loss if notes were presented for redemption. It was claimed,
however, that the operation of the plan would tend to support the
price of silver. Although the Windom plan was not adopted, it is of
interest because similar plans were proposed forty years later when
silver once more became a political issue.

¢ Annual Report of the Secretary of the Treasury .. . 1889, p. ixxiv.
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4. The Sherman Silver Purchase Act of 1880

A new silver purchase bill brought forth vigorous debate in both
houses of Congress. The silver party in the Senate was able to bring
about the passage of a free-coinage amendment, by a vote of 42 to 25
with the support of 14 Republicans and of all but 3 Democrats. The
House turned this down by a small majority. The bill went to con-
ference where a satisfactory compromise was worked out under the
leadership of Senator Sherman. It became law on July 12, 1890. Sen-
ator Sherman’s own account of his part in it says:

The authorship of this law has been generally credited to me, and it was
commonly called the “Sherman Silver Law,” although I tock but little part in
framing the legislation until the bill got into conference. The situation at that
time was critical. A large majority of the Senate favored free silver, and it
was feared that the small majority against it in the other House might yield and
agree to it. The silence of the President on the matter gave rise to an appre-
hension that if a free coinage bill should pass both Houses he would not feel at
liberty to veto it. Scme action had to be taken to prevent a return to free silver
coinage, and the measure evolved was the best obtainable. I voted for it, but the
day it became a law I was ready to repeal it, if repeal could be had without sub-
stituting in itz place absciute free coinage.s

The act as passed differed considerably from Secretary Win-
dom’s proposal. It provided for the purchase of 4,500,000 fine ounces
per month at not o exceed one dollar for 371} grains of fine silver,
(that is, $1.2916 per ounce, 0.999 fine) and payment for it with Treas-
ury notes. The notes were to be redeemable on demand in coin. They
were to be

.. . legal tender in payment of all debts, public and private, except where ‘other-
wise expressly stipulated in the contract, and shall be receivable for customs,
taxes, and all public dues, and when sec received may be reissued; and such notes
when held by any national banking association, may be counted as part of its
lawful reserve. That upon demand of the holder of any of the Treasury notes
herein provided for the Seeretary of the Treasury shall, under such regulations
as he may prescribe, redeem such notes in gold or silver coin, at his discretion,
it being the established poliey of the United States to maintain the two metals
on & parity with each other upon the present legal ratio, or such ratio as may
be provided by law.s

The provisions of the Bland-Allison act for the purchase and
coinage of silver were repealed, but it was provided that, of the sil-
ver purchased under the new act, 2,000,000 ounces per month should
be coined into standard silver dollars, until July 1, 1891 ; thereafter,

s Sherman, Recollections . . . ,Vol. II, pp. 1069-1070.

¢ Laws of the United States concerning Money, Banking, and Loans, 1778
1809, p. 590.
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coinage was to be only to provide for the redemption of Treasury
notes; seigniorage was to go to the Treasury.

The price of gilver had fallen to about 92 cents per ounce in 1889.
The discussion and passage of the bill raised the price in 1890 to a
maximum of about $1.21 in August and September, but thereafter
it fell off steadily, going as low as 83 cents by the end of 1892.

This increased injection of a currency based on silver, at a time
when the price of silver was depreciating more rapidly than in the
previous decade, brought about a beginning of distrust of the Ameri-
can monetary systein. Moreover, it satisfied neither those who want-
ed a gold standard nor those who wanted free coinage of silver. The
subject continued to be debated in Congress; free-coinage measures
were passed by the Senate, but in the House were defeated by fili-
busters or by vote. The silver question was not a major issue in the
1892 elections, but a third party, the Populists, got over a million votes
on a platform favoring free silver and various radical monetary plans.
Grover Cleveland, the Democratic condidate, and a Democratic Con-
gress were elected,

5. Cleveland and the Repeal of the Sherman Act, 1898

Cleveland resumed the Presidency after four years’ absence to
find the Treasury in a much worse condition than when he had left
it. The gold reserve was down nearly to $100,000,000 which had been
conaidered the minimum requirement to hold against the $346,000,000
of greenbacks, and implicitly against the even greater volume of sil-
ver currency. Greenbacks were presented for redemption in gold.
They were re-issued for government expenditures, and presented
again for redemption in gold, making an “endless chain” which
drained the gold reserve from the Treasury. Lack of confidence led
to the liquidation of American securities by European holders and
the consequent export of gold. In the spring of 1893 business condi-
tions were bad in many parts of the world. There were numerous
bank failures in the United States. Uncertainty as to Democratie
action on the tariff and on the silver question was also a depressing
factor for business.

President Cleveland at first made no open move toward assem-
bling Congress, which normally would not meet until December. Ag
business conditions became worse, he announced on June 5 his inten-
tion of calling a special session not later than September 15.7 On June

287 American Review of Reviews, Vol. 7, Apr., 1893, p. 266; Vol. 8, July, 1883,
Pp. 28.
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26, the Government of India, acting on the recommendation of the
Herschell Committee which had been studying the problem for sev-
eral months, closed the Indian mints to the free coinage of silver
(Chapter X, Section 1). This action removed one of the most impor-
tant factors in the demand for the white metal. The price of silver
dropped 15 cents in a few days. This determined the President to
hasten the assembling of Congress, and on June 30 he issued a call
for it to convene on August 7 to consider repeal of the Sherman act.®

Throughout the summer, business depression and panic condi-
tions continued. Among the symptoms were bank failures, railroad
receiverships, closing of industrial plants, unemployment, fall of
stock prices, decrease of the Treasury gold reserve below the stand-
ard of $100,000,000, and a currency famine, which necessitated large
issues of clearing-house certificates.® Confidence was restored some-
what by the assembly of Congress but fluctuated as the discussions
dragged along in that body. In October the editor of the Com-
mercial and Financial Chronicle wrote that there appeared to be only
one redeeming feature among the business ventures of the whole
country, namely the success of the World’s Fair at Chicago, where
nearly three-quarters of a million visitors attended on one day.1°

Congress assembled on the President’s call, which attributed the
money panic to the Silver Purchase Act of 1890 and asked for the
repeal of the act. Although there might be difference of opinion as
to the variety of causes for the panie, the act undoubtedly was an im-
portant factor, and most competent chservers considered its repeal
as the first esgential for the restoration of confidence. After that was
accomplished, the larger question of the whole monetary system could
be taken up with more deliberation. Many who favored efforts fo
bring about international bimetallism felt that the repeal of the act
was 5 prerequisite before other nations could be induced to consider
the question dispassionately.** As long as American purchases sup-
ported silver, other nations would not have to do so, hut if our sup-
port were removed and silver fell in price, England, with Indian cur-
rency to think of, and France, with her large volume of silver coin-
age, would feel the necessity of action.

The House of Representatives acted fairly expeditiously, reject-
ed amendments proposed by Bland for free coinage at various ratios
from 16 to 1 up to 20 to 1, and on August 28 voted 239 to 108 to re-

8 Ibid., Vol, 8, Aug., 1893, p. 134,

9 Ibid., Vol. 8, Sept., 1893, pp. 243-248,

10 Commercial and Fi inancial Chromiele, Vol, 57, Oct. 14, 1893, p. 616.

11 B.p., Senator Allison and President E. B. Andrews of Brown University.
American Review of Reviews, Vol. 8, Oct., 1893, p. 372.
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peal the silver-purchase clause of the act. One of the speakers against
repeal was William Jennings Bryan who had “sprung into a consid-
erable reputation by his eloquent, though wholly sentimental, plea
for free silver.':* .

The Senate, however, had a strong minority of men who favored
free silver. They adopted filibustering tactics, easily carried out un-
der the Senate rules.’* Party lines were of little importance, eastern
Senators largely favoring repeal and southern and western ones be-
ing chiefly for free silver. The fight was long drawn out, and created
great interest throughout the country. In Colorado, Governor Waite
talked about “insurrection and war” and “wading in blood to the
horses’ bridles”* if Congress did not support free silver. Finally, the
so-called Voorhees repeal act was passed by the Senate on October
30 by a vote of 43 to 32, and by the House on November 1 by a vote
of 193 to 945

The act contained the following declaration:

And it is hereby declared to be the policy of the United Statez to continue the
use of both gold and silver as standard money, and to coin both gold and sil-
ver into money of equal intringic and exchangeable value, such equality to be
secured through international agreement, or by such safeguards of legislation
as will ingure the maintenance of the parity in value of the coins of the two
metals, and the equal power of every dollar at all times in the markets and in
the payment of debts. And it is hereby further declared that the effort of the
government should be steadily directed to the establishment of such a safe sys-
tem of bimetallism as will maintain at all times the equal pewer of every dollar
coined or issued by the United States, in the markets and in the payment of
debtars

The act left the country with silver dollars or silver bullion coin-
able into dollars to a tetal of about $570,000,000, These dollars were
full legal tender and unredeemable. They formed a monetary element
similar to the French 5-franc pieces which remained after further
coinage of them was stopped in 1878. The United States thus was
on a limping standard rather than a strict gold standard. In fact, the
declarations above guoted stood explicitly for the continuance of some
king of bimetallism,

12 Ibid., Vol. 8, Sept., 1893, p. 247,
18 Ibid., Vol. 8, Oct., 1893, p. 371; Nov., 1893, pp. 499-501.
4 Ibid., Vol. 8, Sept., 1893, p. 247.
16 Ibid., Vol. 8, Dec., 1893, p. 648. For a full account of the repeal session,
séee Né_c!xols, “The Politics and Personalities of Silver Repeal in the United States
enate.” )
16 Laws of the United States . . . , p. 600,



CHAPTER VII
INTERNATIONAL MONETARY CONFERENCES®

America has never lost a war and never won a conference,
WiILL ROGERS.

The habit of summoning or taking part in international confer-
ences, which has been conspicuous in recent years, is not a new de-
velopment in American history. During the last third of the nine-
teenth century there were held four international monetary confer-
ences, in three of which this country took the initiative. The story of
them parallels and overlaps the developments in Ameriea and Europe
described in the preceding chapters.

1. The Poris Conference of 1867

The first conference grew out of a movement towards inter-
national uniformity in weights, measures, and coinage, which began
to develop about 1850. It is of interest to note as some indication of
the contemporary American attitude toward monetary standards,
that Samuel B. Ruggles, American delegate at the International Sta-
tistical Congress in Berlin in 1883, opposed the suggestion of uniform
international gold and silver coins with a continuance of bimetallism,
bat favored an international gold standard, with the half-eagle and
the sovereign reduced in weight to the equivalent of the French
25-frane piece. No agreement, however, was reached by this con-
gress.

After the formation of the Latin Monetary Umon, France, under
Emperor Louis Napoleon, made overtures to the United States and
other nations for joining the union, and in 1867 called an internation-
al monetary conference. Ruggles, who was one of the American dele-
gates, obtained from Senator Sherman, then travelling in Paris, a
letter approving an international uniform gold coinage, and speaking
of a double standard as an ‘“impossible effort.” 2

The conference assembled on June 17, 1867, with delegates from

1 This chapter has been based chiefly on Russell, International Monetary
Conferences, which presents an excellent condensation of the extensive original
reports, together with background material.

2 Sherman, Recollections . . ., Vol. I, pp. 406409,
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twenty nations, including many men of experience and wide knowl-
edge of monetary science. The French chairman, Esquirou de Parieu,
knew what he wanted, and led the delegates step by step to the ap-
proval of certain proposals. In the first place, it was voted that an
international currency should be based on modifications of existing
national systems, to reconcile them to each other, rather than on an
entirely new basis. Next, it was agreed that the base for the new
system should be that of the Latin Monetary Union, which already
had united several countries, and that the gold coinage of other coun-
tries should be made in multiples of the 5-franc piece.

On the third day the important question of the standard was
discussed. Of the twenty countries represented, only two, Great
Britain and Portugal, were on the gold standard, the others having
bimetallic or silver standards. Nevertheless, the discussion brought
a general agreement, in which the American delegates concurred,
that the gold standard was the only practicable bagis for inter-
national uniformity. The conference voted, only Holland opposing,
in favor of the gold standard, leaving each country which had a silver
standard free to continue it temporarily during a transition period.
The coinage ratio during the transition period was to be such as not
to hinder the introduction of gold.

The conference seemed fo show a surprising unanimity up to
this point, but at a later session the British delegates announcegd that,
although they had voted for the various resolutions because they were
in harmony with their own gold standard, the British Government
was galisfied with its present monetary system, and would not be
likely to change except with very good reason; and that the British
delegation could not bind its Government in any way.

This somewhat dampened the enthusiasm, and in the remaining
discussions, on more technical details, there was not as much unanim-
ity as at first. The conference adjourned at its eighth session on July
6, after referring the whole question to the individual governments.

The conference marked an important crystallization of monetary
thought. Prior to 1850, the supply of gold was entirely inadequate
for the world’s currency needs, and silver had to play a large part
in the currency of Europe. With the great quantity of gold which
had been produced since 1849 the picture was changed entirely. There
appeared to be a sufficient supply of the yellow metal, better suited for
& universal standard on account of its more coneentrated value, and
the delegates at Paris naturally chose it. The unanimous opinion of
the conference undoubtedly was a factor in inducing one nation after
another in the ensuing years to adopt a gold standard.
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The conference may be said to have been a failure as to its direct
recommendations. Even in France there was banking opposition to
a change from bimetallism, and no final steps were taken. In Germany
opinion developed in favor of a gold standard, but the Government
was not inclined to commit itself towards harmonizing its coinage
with the frane. In Great Britain there was some support for the
project, but the Government was not disposed to act until France
should have adopted a gold standard. In the United States in 1868
the Senate Finance Committee reported favorably a bill drawn up by
Senator Sherman to reduce the content of gold coins to correspond
with the recommendations, and to discontinue coinage of the silver
dollar, a plan which would put the United States effectively on a gold
standard. There was little opposition to this proposal but Congress
was occupied with the greenback inflationary struggle, and with its
contest with President Johnson, and took no action. In 1870 the
Franco-Prussian War broke out, and with the defeat of Louis Na-
poleon the prestige which he had given to monetary unity vanished,
and the nations were left to go their own ways. Nothing more came
of the plan for uniform coinage, but the gold standard made rapid
progress, and by 1880 had been adopted by the United States and
most of Europe, as outlined in the preceding chapters.

2. The Paris Conference of 1878

The demonetization of silver by so many countries during the
1870’s made a considerable change in the situation. The gilver question
had become important in the American congress. The Bland-Allison
act of 1878 contained a provision that the President should invite the
members of the Latin Monetary Union and other nations to join in a
conference to establish bimetallism internationaily.

President Hayes sent out invitations to such a conference. Ger-
many declined, because she recently had adopted the gold standard
and was not disposed to change. Great Britain was not interested in
considering any modification of her own gold standard, but, in view
of her concern with silver in India, was willing to be represented at
a conference to consider the relationship between coins of different
countries. The Scandinavian countries accepted on the same basis.
In all, twelve nations were represented by delegates who assembled
at Paris on August 10, 1878.

The American delegates were Senator R. E. Fenton of New York;
W. 8. Groesbeck, who had been an expert on the 1876 commission;
General Francis A. Walker, son of the economist, Amasa Walker, and
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himself professor of political economy at Yale; and S. Dana Horton,
a writer favorable to silver, who was secretary and later was made a
regular delegate. They laid their cards on the table with two pro-
posals. The first stated the desirability that unrestricted free coinage
of silver as unlimited legal tender should be continued where in force
and if possible restored elsewhere. The second declared that this could
be nccomplished by international agreement fixing a ratio between
gold and silver and allowing both metals to be coined on the same
terms.

The ensuing discussion of the proposals showed little chance of
their adoption. France was in an attitude of waiting until the sale
of German demonetized silver was completed; although she favored
the continued use of silver, she was not ready to assent to the pro-
posals in full. Belgium and Switzerland preferred a gold standard.
W. C. Mees, president of the Bank of the Netherlands, a theoretical
bimetallist who had opposed the gold standard at the 1867 conference,
could not give the support of his Government to the Ameriecan pro-
posals, and personally felt that, while theoreticailly good, they were
not practicable. He suggested that the United States might find in
Asia, in South America, and in European states on a paper basis,
allies who might join in a bimetallic league which would be large
enough to maintain a legal ratio against the forces of supply and
demand. Great Britain and the Scandinavian countries were unable
to accept the proposals. George J. Goschen, a British delegate, author
of the classic Theory of the Foreign Exzchanges, considered the estab-
lishment of a fixed ratio economically impossible. Austria and Russia
were not ready to support it. Only Italy, then on a depreciated-paper
basis, approved.

Since opposition to the American proposals was practically
unanimous, the European delegates asked to be allowed to draw up
counter proposals. These stated, first, that it was desirable to con-
tinue the monetary use of silver in the world, but that the question of
standard should be governed by the special position of each state or
group of states; second, that the question of the restriction of the
coinage of silver should be determined similarly; and third, that in
view of the differences of opinion, it was useless to discuss the adop-
tion of a common ratio.

The wording of these proposals was such that all the European
delegations, except Italy, were able to accept them. The American
delegates regretted that they could not concur fully, and the confer-
ence adjourned on August 29, after seven sessions. It had not ac-
complished the purpose for which it had been called. It disclosed,
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nevertheless, a considerable change of attitude from the universal
support of the gold standard, given by the conference of 1867. In
1878 there was little argument for a universal gold standard, which
was considered impracticable except for the wealthiest nations.
France, Holland, and Austria-Hungary were sympathetic to ultimate
bimetallism, but did not think it could be established immediately.
The supply of German silver hanging over the market was the princi-
pal factor which prevented the Latin Union and the United States
from opening their mints to free coinage of silver.

8. The Paris Conference of 1881

The United States experienced a period of prosperity after the
resumption of specie payments on January 1, 1879, but conditions in
Europe were not good. As a result, there was more readiness to con-
sider changes, and when the United States and France, in February,
1881, sent out a joint invitation for another conference, there was a
more general response than in 1878. Germany accepted, as did Great
Britain, and there were sixteen nations represented when the con-
ference assembled at Paris on April 19.

After some disagreement, a questionnaire was adopted as the
basis for discussion. This covered the question of whether the decline
and the fluctuations in the price of silver had been harmful, whether
it was desirable and possible to stabilize the price of silver by inter-
national agreement, and if so, how, and at what ratio.

Germany, which had not taken part in the 1878 conference, took
the lead at this one. She admitted the desirability of rehabilitating
silver, and, although she was too far advanced in her monetary reform
to adopt bimetallism, she would be willing to consider co-operating
by stopping or limiting her sales of silver, replacing gold and notes
of 5-mark denomination by silver, which would involve 67,000,000
marks, and recoining her 2-mark and 5-mark silver pieces at a ratio
of 15.5 to 1 instead of 13.95 to 1. _

The other gold-standard states, Great Britain, Denmark, Portu-
gal, Russia, Greece, Norway, and Sweden, intimated with more or
less firmness that they were not likely to give up gold.

Enrico Cernuschi, a leading French bimetallist, stated that the
success of bimetallism depended on France, the United States, Ger-
many, and Great Britain. The first two were in accord. If both the
others agreed, it was assured. If one agreed, it might be possible.
He suggested that nations which had profited by buying Germany’s
silver should reimburse Germany pro rata for the 96,000,000 marks
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which she had lost on the transaction. Then all could start fresh with
bimetallism. If Germany came in, all other continental states of im-
portance would follow.

In the ensuing sessions, France, the United Statfes, and the Neth-
erlands were the principal supporters of bimetallism. India offered
to continue free coinage of rupees for a definite period if a certain
number of states united in free coinage at 15.5 to 1.

The conference took a recess from May 19 to June 30 in order
to allow consultation with the home governments. After the recess,
a communication was received from Moritz Levy, a Danish delegate
who was not able to attend the later sessions. He did not favor bi-
metallism, but believed that it was desirable to do something for
silver, in order to aid commerece with the Orient, to support the value
of current silver circulation, and to offset the shortage of gold. For
this purpose he recommended economizing gold by replacing all gold
and notes of nominal value under 20 francs by silver coing, or, for con-
venience, by silver certificates. This would involve at least 2,000,000,-
000 francs of new silver coinage, thus helping the silver market and
releasing gold for reserves. This suggestion was not discussed seri-
ously by the conference, but came up again in 1892,

The American delegation opposed any half-way measures. It
would welcome international bimetallism if participated in by a large
group of nations, but was not willing to join with France alone in
opening its mints and so running the risk of a drain of gold and the
substitution of a circulation entirely of silver.

Some encouragement was given to the advocates of bimetallism
by a statement of the Bank of England, obtained in answer to queries
made by the American and the Italian ambassadors, as to whether the
Bank would be prepared to exercise its statutory right to hold 20 per
cent of its reserve against notes in the form of silver bullion instead
of gold. The Bank intimated that it would be prepared to do so, pro-
vided silver again were made aecceptable at the mints of other coun-
tries under such conditions as would insure the free interconverti-
bility of gold and silver at some fixed ratio, not necessarily the cld
one.

This statement was hailed as most significant by Pierson, a Dutch
delegate. He considered it as an admission that the price of silver
could be stabilized by bimetallism in several countries. If Great Bri-
tain admitted that, why should she not adopt bimetallism herself?
He urged her to take the lead; but without success.

At the thirteenth and closing session on July 8, the French and
American delegations made a declaration favoring a bimetallic agree-
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ment between Great Brifain, France, Germany, and the United States,
and such other countries as would join, for free coinage of both metals,
preferably at the 15.5-to-1 ratio. They had nc hope of converting
England and Germany at once, and proposed adjournment to the fol-
lowing vear in the hope that diplomatic negotiations or changed cir-
cumstances might acecomplish something in the meantime. The con-
ference adjourned to April 12, 1882, but in fact never reassembled.

The third conference thus closed with a deadlock between France
and the United States, on the one hand, favoring bimetallism, and
Great Britain and Germany, on the other, holding fast to gold. Never-
theless, the bimetallic cause had made some progress. Germany at-
tended the conference and offered to make real concessions. The Bank
of England offer was not only important in itself, but, as Pierson
peinted out, was an implicit admission of the bimetallist argument.
The continued low price of silver and the current tightness of money
made hoth these countries admit the need of some support for the
price of the white metal. Even though they were not prepared to go
very far themselves, they would have been glad to have other nations
take action; their tactics in the conference were directed toward
leading France and the United States to resume bimetallism. The
latter countries, however, refused to be beguiled. On the other hand,
they did not make any aggressive counfermove. If the American
delegates had been in a position to threaten the repeal of the Bland-
Allison act, thus removing the artificial support to the silver market
and at the same time putting the United States more into the inter-
national scramble for gold, it might have been enocugh to stir Great
Britain to protect her Indian interests.

4. The Brussels Conference of 1892

During the decade, 1882-1892, American silver purchases were
continued under the Bland-Allison and Sherman acts, and any at-
tempts to repeal these were countered in Congress by efforts to pass
a free-coinage law. Meanwhile, the continued depreciation of silver,
checked only in part by the American purchases, began sericusly to
affect India, whose Government tended to favor a gold standard if
international bimetallism could not be secured. In Great Britain
there developed a congiderable bimetallic sentiment, particularly
among interests exporting to the East, such as the Lancashire cotton
industry, the arguments then made about silver and oriental pur-
chasing power being similar to the ones used again in 1930 to 1934.

In 1891 the United States Government began negotiations for
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another conference. The British Government, as in the past, made
it clear that it would not eonsider giving up the gold standard, but
would be willing to participate in a conference for the consideration
of measures to increase the use of silver as currency. Most other
powers accepted. France, however, foreseeing failure, did not care to
have the conference meet in Paris, so it was held in Brussels, where
it finally assembled on November 22, 1892.

Nineteen countries took part and the British delegation included -
separate delegates for British India. Many countries however, were
represented merely by their ministers to Belgium instead of by mone-
tary experts. Mexico appeared for the first time. It is interesting to
note that although silver had been her chief export, her delegates
were not eager to raise its price. The low price of silver had de-
creased the gold value of her other products sufficiently to promote a
demand for them abroad, so that the export of commodities other
than silver had increased from 6,000,000 pesos in 1873 to 27,000,000
pesos in 1891 and was expected soon to surpass the 40,000,000-peso
production of silver.

The American delegates at this conference, although instructed
to press for international bimetallism, actually proposed first the dis-
cussion of plans for the enlarged use of silver as money, including the
Levy plan and a somewhat similar one prepared by Adolph Soetbeer,
the well-known authority on the production and prices of the precious
metals.

Alfred de Rothschild of the British delegation presented another
plan. He proposed that, on condition that the American purchases of
54,000,000 ounces per year were continued, the European powers
should combine to purchase, say, £5,000,000 worth annually, for a
period of five years, at not over 43 pence per ounce, suspending pur-
chases if silver rose above that level. He also favored making silver
coin legal tender up to £5 instead of £2. He felt that this plan would
stabilize silver to the benefit of India and indirectly of the world.

The Rothschild proposal on its face was simple. The United
States had been supporting silver by purchases; let European nations
join her in doing the same thing. Three points, however, should be
considered. In the first place, it was by no means certain that the
United States would continue her purchases. There was a growing
feeling in the country that the Sherman act would have to be repealed.
The Rothschild proposal would force the United States to continue
her expensive support. In the second place, although the United
States would be obligated to buy 54,000,000 ounces per year, all the-
European nations together would be buying only about 28,000,000
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cunces per year, at the current price of silver. In the third place, the
Sherman Act provided for buying silver so long as the price was not
more than $1.00 for 371.25 graing of fine silver, which corresponded
to a London price of about 59 pence per ounce, whereas Rothschild’s
plan allowed Europe to stop buying as soon as the price rose above 43
pence per ounce, The adoption of the plan would assure an American
market for about one-third of the world’s silver production for five
years; the balance probably would be taken by the arts and by Asia,
so that the price might be stabilized above 43 pence per ounce, in
which case Europe would not have to put up anything, 1t is also in-
teresting to note that 43 pence per ounce was the bullion parity cor-
responding to a value of 1s. 4d. for the Indian rupee. This was the
value adopted a few months later at the suggestion of the Herschell
committee, which had begun sitting in London shortly before the con-
ference met in Brussels. Thus, the Rothschild plan was a very good
one for British and Indian interests, involved little sacrifice for them
or for other European countries, and left the United States to bear
the main burden.

The Levy, Soetbeer, and Rothschild plans were referred to a
committee. In this committee, the American member stated that if
some agreement were not reached at the conference, it was probable
that the Sherman act would be repealed. The Indian delegate said
that, in case of no agreement, India would have to act for herself and
take steps towards the adoption of a gold standard, and that such a
course would be worse for the gold countries than for India, On the
other hand, if some plan were adopted to stabilize silver, India prob-
ably would keep her mints open to free coinage or at least buy a fixed
quantity for coinage.

The committee reported favorably on the Levy and Rothschild
plans, slightly modified, with preference for the former. The confer-
ence itself, however, after several days of discussion, including a two-
day speech by Senator J. P. Jones of Nevada, could come to no agree-
ment on those or on other plans submitted. It adjourned at its tenth
session, on December 17, 1892, until May 30, 1893, but in fact never
reassembled. '

5. Summary

Thus ended four international monetary conferences. The first,
held in 1867 when gold was plentiful and silver at a premium, evoked
an almost unanimous approval of the gold standard. The second, held
in 1878, after the situation had been changed entirely by the actual
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adoption of the gold standard in several countries and the concurrent
depreciation of silver, found Great Britain and Germany strongly for
gold, the United States for bimetallism, and France watchfully wait-
ing, with the smaller states distributed among these three positions.
‘By, the third conference in 1881, France had lined up definitely with
the United States for bimetallism; but Great Britain and Germany,
although ready to make some concessions and anxious to persuade
others to support silver, would not go far enough to bring about a
practical agreement. The fourth conference, in 1892, in spite of
greatly increased depreciation of silver and the imminent danger that
both India and America would withdraw their support from the white
metal, again found no unanimity.



CHAPTER VIII

THE ABANDONMENT OF SILVER BY THE UNITED STATES, 18931900

Speech is silver, silence is golden.
Republican slogan, 1896,

1. The Attempt to Coin the Setgniorage

The repeal of the Sherman act in 1893 did not close the silver
question. In the regular winter session of the Fifty-third Congress
Representative Bland brought up a bill for the coinage of the seign-
iorage on the Sherman-act silver.! The Bland-Allison act had pro-
vided for the immediate coinage of all silver purchased, and the trans-
fer of the seigniorage profit to the Treasury, where it went into cur-
rent revenue. In this way a total profit had been realized of about
$68,000,000 spread over a period of thirteen years.? By the Sherman
act, only a small amount of the silver was to be coined, to provide
for redeeming such Treasury notes as might be presented; the rest
of the silver was to be held as bullion with the implicit idea that it
served as a reserve against the notes. The total purchases had
amounted, in round numbers, to 168,000,000 fine ounces, at a cost of
$156,000,000 which had been met by the issue of Treasury notes.
This silver was sufficient for the coinage of $218,000,000, making a
potential seigniorage profit of $62,000,000. On the coinage up to 1894
there had been realized a seigniorage profit of about $7,000,000 which
had been turned over to the Treasury. The Bland Lill proposed that
$55,000,000 should be coined immediately and turned over to the
Treasury, representing the balance of the seigniorage, and that there-
after, as rapidly as possible, the remaining bullion should be coined,
producing just enough silver dollars to redeem the outstanding notes;
and that the notes should then be redeemed, with the new dollars,
which would readily pass into circulation in the form of silver cer-
tificates.

This would have made a considerable change in the composition
of the currency. In the first place, $150,000,000 of Treasury notes,

1 American Review of Rewviews, Vol, 8, Mar., 1894, pp. 266-2687; Apr., 1894,
Pp. 389-39%0; May, 1894, tﬁe 519. .
2 Annual Eeport of Director of the Mint . . . 1884, p. 17.

—55 —



56 SILVER MONEY

which were full legal tender for all debts, would have been replaced
by silver certificates which were not legal tender, although receivable
for dues to the Government. In the second place, the silver pur-
chased under the Sherman act, which formerly had served as a bul-
lion reserve against the $150,000,000 of paper money, would now
serve as a silver-coin reserve against that plus the $55,000,000 of
seigniorage, which also would get into circulation through silver cer-
tificates. The bullion already had- depreciated so that it was worth
only about 67 cents per dollar of Treasury notes outstanding, and
this plan would dilute the backing to less than 50 cents worth of sil-
ver, in a coined dollar, against each dollar of silver certificates out-
standing. Thus, the fiat element of the currency, already large, would
have been increased greatly, The effect would have been much great-
er than that of the gradual coining of the seigniorage under the form-
er act.

This bill finally passed both houses of Congress, after much fili-
bustering by its opponents and railroading by its supporters. Finan-
cial circles were strongly opposed to it, and the New York Chamber
of Commerce appointed a committee to eall on President Cleveland
to urge a veto. The President, however, notified them that it would
not be necessary to come, and a few days later, on March 29, 1894,
vetoed the bill in a lengthy message.® He based his action partly on
the ambiguous wording, which would have led to difficulties in inter-
pretation, but especially on the effects which the bill would have had
in diluting the security behind the eurrency and in causing distrust
of American finance, as previous inflationary legislation had done.
An attempt to pass the bill over his veto failed.

A few words may be interpolated here as to the later history of
this matter. Few dollars were coined in 1894 and 1895, but in 1896
coinage was resumed in quantity, as Treasury notes were redeemed
gradually. In 1898 the Spanish War Revenue and Loan Act au-
thorized and directed the Secretary of the Treasury to coin the re-
maining bullion as rapidly as the public interest might require, to
an amount of not less than one and one-half millions of dollars per
month.* Finally, the Gold Standard Act of March 14, 1900 provided
that as fast as dollars were coined, the Secretary should retire and
cancel an equal amount of Treasury notes whenever they were re-
ceived into the Treasury, whether for redemption or in the ordinary
course of business, and that silver certificates should then be issued

3 Commercial and Financial Chroniele, Vol. 58, Mar. 31, 1894, pp. 536-537.
+ Ibid., Vol. 66, June 18, 1898, p. 1197.
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against the silver dollars.® The coinage was completed in 1904, and
thereafter not a single silver dollar was eoined until the Pittman-act
coinage beginning in 1921, which will be deseribed in Chapter XVII.
Within ten years the purpose of the Bland bill was fulfilled, but it
was accomplished gradually, and accomplished after the election of
1896 and the Gold Standard Act of 1900 had allayed foreign and do-
mestic distrust of our currency. This was quite a different matter
from attempting it in 1894 when the finaneial structure was still in
a delicate condition.

2. Silver Propaganda

During these years popular interest in the monetary question had
been growing. In June, 1894, there was published a little book, print-
ed on cheap stock in a yellow paper cover, called Coin’s Financial
School. The author, W, H. Harvey, presented arguments for the free
coinage of silver, in the form of lectures by “Coin, a young financier
living in Chicago.” The book was written in a colloquial style, and
illustrated with striking pictures and cartoons. In the accounts of
the lectures, from time to time there were interpolated counterargu-
ments purporting to be made by well-known opponents of free silver,
such as Lyman Gage, president of the First National Bank of Chi-
cago, and Professor J. Laurence Laughlin of the University of Chica-
go. In every case Coin apparently refuted all their arguments. His
reasoning was very plausible. He started with the thesis that the
original dollar intended by the act of 1792 was silver, and that gold
coinage was defined in terms of silver, so that the omission of the
silver dollar in 1873 was an unjustified change of standard; that this
demonetization in the United States, followed by demonetization in
Europe, was responsible for the fall of prices and for the current de-
pression; and that the free coinage of silver should be restored. This
little book, selling for 25 cents, together with other similar publica-
tions by the same author, reached a circulation of many million cop-
ies during the next two years, especially in the Middle West, and had
a great influence on public opinion.

Numerous other pamphlets and books appeared on both sides
of the question. Periodicals, both popular and learned, published ar-
ticles on monetary questions, dealing chiefly with aspects of the sil-
ver problem, with increasing frequency, until in the autumn of 1896,

5 Ibid., Vol. 70, Mar, 3, 1900, p. 411; Laws of the United States . . . , pp.

606-607.
s Annual Report of the Director of the Mint, 1984, p. 67.
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twenty-five or thirty such articles were appearing each month in
American and European periodicals.’

There was good reason for this interest, because the long period
of falling prices since 1865 undoubtedly had caused much hardship,
especially to farmers and to debtors. Thus, the free coinage of silver,
which seemed to promise cheaper money and higher prices, appealed
very strongly to the agricultural class in the West, who saw their
products selling at low prices and their liabilities for interest and
principal on their morigages remaining fixed in doHars. They can
hardly be blamed for grasping at a solution which in any event was
far more conservative than the greenback panacea of an earlier decade.

In the state and congressional elections of 1894, neither of the
two large parties included the free coinage of silver in its platform,
but both favored international bimetallism. Still, there was a large
element in each party, and especially among the Democrats, in favor
of free silver, that is, national bimetallism. Even such staunch Re-
publicans as Senator Henry Cabot Lodge and Representative Tom
Reed had suggested compelling other nations, by threats of tariff
legislation, to join the United States in the free coinage of silver.s
Meanwhile the new Populist party, which stood firmly for free eoin-
age at 16 to 1, was growing in power. It attracted to its ranks John
P. Jones of Nevada, who had been a Republican senator for twenty-
one years.” In the elections, however, the Populists did not have much
success. The Republicans obtained a majority in Congress. There
had been a good deal of dissatisfaction with the discord shown in the
Democratic ranks of the Fifty-third Congress and only the South
went solidly Demoecratic.

Silver measures continued to be proposed and debated in Con-
gress during 1895 and 1896, but no legislation was passed. President
Cleveland, unlike many ¢f his party, was a sound-money man and
probably would have vetoed any extreme measures. Meanwhile, there
was much interest in the question throughout the country. By the
spring of 1896 it was evident that the silver issue was to be the most
important one in the presidential campaign, and that it might split
the Democratic party. The free-silver advocates were believed to
have enough strength to secure a majority vote, which would deter-
mine the platform, but hardly enough to obtain the two-thirds vote
required to nominate the presidential candidate.r®

’ Based on actual count of articles digested or listed in the American Review
of Reviews.
8 American Review of Reviews, Vol 10, July, 1894, pp. 8-9.

8 1bid., Vol. 10, Oct., 1894, p. 376.
10 Ibid., Vol. 13, May, 1896, p. 519.
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8. The Nominating Conventions

In the Republican party, there was less uncertainty, and its con-
vention at St. Louis, in June, 1896, unanimously nominated William
MecKinley of Ohio, and by a vote of 8124 to 1104 adopted a platform
which declared for sound money, opposed the free coinage of silver
except by international agreement, and favored the maintenance of
all government bonds and currency at a parity with gold.:* A small
group of western Republicans, led by Senator Teller of Colorado, op-
posed this platform and withdrew.’? McKinley had been noted es-
pecially for his work on behalf of tariff legislation, and there had
been some doubts as to his position on monetary matters. After the
nomination, however, he came out strongly against free coinage of
gilver, although favoring, with his party, international bimetallism.

The western and southern Democrats were strongly for free
gilver, that is, national bimetallism, President Cleveland issued an
appeal to the sound-money Democrats to prevent the parly from get-
ting into the control of the silver forces, but it was a forlorn hope.™®
At the Democratic convention silver men had a large majority from
the start.!* On the third day a free-silver platform was adopted and
a minority report favoring international bimetallism was rejected.
This platform declared that silver was the original monetary unit,
that it had been demonetized in 1873 without the knowledge or ap-
proval of the American people, that this had caused falling prices
and depressions; it opposed monometallism as a British and anti-
American policy; it demanded the free and unlimited coinage of hoth
gold and silver at the ratio of 16 to 1, the standard silver dollars to
be full legal tender; it favored legisiation forbidding the demonetiza-
tion of any kind of legal tender by private contract; and it opposed
the Treasury policy of redeeming in gold government obligations
which specified only “coin.” The platform was drawn up with great
care, and was unambiguous.

Following the adoption of the platform, speeches were made by
several delegates, and in particular by William Jennings Bryan, a
86-year-old delegate from Nebraska. He had served two terms in
Congress, where he had made an impassioned speech for free silver
during the debate on the repeal of the Sherman Act. He had failed
to be elected to the Senate in 1894, when Republicans were victorious
everywhere except in the South. He had done a great deal of speak-

1 Ihid,, Vo] 14 July, 1896, pp. 3-4.

12 Ibzd p-

12 Jbid.
14 Ibid., Vol 14, Aug., 1896, pp. 185-142,
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ing on the silver question, and when he rose to his feet at Chicago,
he utilized in his extemporaneous address many of the arguments
and phrases that had been successful elsewhere. In one of the most
famous oratorical effusions in American history, before a sympathetic
and enthusiastic audience of 15,000 people, the “boy orator of the
Platte” made an electrifying appeal for the interests of the common
people, he attacked the gold standard as the oppressive instrument of
capital, he argued that Americans were able to decide monetary affairs
for themselves without co-operation from England, and he concluded
with the following peroration:

1f they dare to come out and in the open defend the gold standard as a good
thing, we shall fight them to the uttermost, having behind us the producing mass-
es of the nation and the world. Having behind us the commercial interests and
the laboring interests and all the toiling masses, we ghall answer their demands
for a gold standard by saying to them, you shall not press down upon the brow
of labor this crown of thorns. You shall not erucify mankind upon a cross of
gold.16 ‘

This speech took the audience of delegates and visitors off its feet, and
there was wild enthusiasm. Bryan probably could have been nomi-
nated by acclamation then and there, but preferred to let the usual
order continue. On the following day when balloting began, Bland
led at first, but by the fifth ballot Bryan was nominated with a wide
margin above the requisite two-thirds.1

Democrats who favored a gold standard did not bolt the conven-
tion, but in September they met and nominated Senator John Palmer
of Illinois, not with any hope of electing him, but for the purpose of
keeping together a nucleus of a Gold Democratic party.”” They had
the support of Cleveland and his cabinet.

The Populist convention was divided on whether to support the
Democratic candidate or choose its own. Western Populists were
ready to side with the Democrats, but delegates from the South,
where the Republican party was negligible, so that Democrats and
Populists had previously been lined up against each other, opposed
this plan. Finally, the convention nominated Bryan for President,
with Thomas Watson of Georgia for Vice-President, in place of Ar-
thur Sewall of Maine, the Democratic candidate.'® This necessitated
negotiations with the Democratic party in each state as to a combi-
nation choice of electors, so that Populist votes might still count for
Bryan.:

15 I'bid., pp. 174-176.

16 I'bid,, p. 149.

17 I'bid., Vol. 14, Sept., 1896, pp. 259-260; Oct., 1896, PP. 394-396.
18 Ibid., Vol. 14, Sept., 1896, pp. 265-266.
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4. The Campaign of 1896

Thus, the issue was divided sharply on the monetary question,
and party lines were weakened. The campaign of 1896 was one of
the most hotly contested which the country ever has seen. The East
was expected to go strongly for McKinley, but the labor vote was
uncertain, and Bryan devoted a great deal of attention to it. He came
into the enemy’s country to make his acceptance speech at Madison
Square Garden in New York City. Although fundamentally the inter-
ests of labor and of farmers were different, he tried for the support
of beth. One cartoon showed him as a double-faced orator, on the one
side telling western farmers that prices would advance under free
gilver, that the purchasing power of the current dollar was too
great; and on the other side telling eastern workingmen that prices
would not advance under free silver, that the country was strong
enough to make a silver dollar under free coinage worth as much as
a gold dollar,®

The eastern press largely ridiculed the silver cause. On the other
hand, the South and the western silver states were almost certain to
go for Bryan. The uncertain territory was the Middle West, and both
parties concentrated their efforts on it. It was more a campaign of
education than one of vituperative political speeches. The Republican
National Committee distributed some 250,000,600 copies of nearly
300 different pamphlets and documents, in addition to posters and
cartoons, beside providing copy and plate matter for newspapers.2®
The Democrats and Populists also distributed much literature, al-
though the way had been prepared for them for two years by the cir-
culation of Coin’s Financial School and similar pamphlets.

The two candidates adopted different policies, Bryan covered
the East and Middle West most thoroughly, traveling 13,000 miles
and making 400 speeches in 29 states, addressing several million vot-
ers, in addition to those who read the newspaper reports.®> MeKin-
ley, on the other hand, stayed at home and from his front porch at
Canton, Ohic addressed large delegations representing particular
trades or interests.>*? His speeches likewise reached the country
through the newspapers. Much work was done for both sides by lesser
orators and by personal workers. The question of free silver was
discussed wherever men met together.

In November, McKinley was elected by a popular plurality of

19 Ibid., Vol. 14, Nov., 1886, pp. 535; reprinted from the New York Press.
20 Jbid., pp. 5564-55T7.

21 For a map of Bryan's travels, see ibid., p. 514.

22 I'bid., p. 519,
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over a million votes. All states east of the Mississippi and north of
Tennessee {except Virginia), with the addition of North Dakota,
Oregon, Minnesota, Jowa, and California, voted for him.®*

5. The Decline of the Silver Problem

The Republican platform had declared for international bimetal-
lism, In December, 1896 Senator Edward Q. Wolcott of Colorado, who
favored bimetallism but was too loyal a Republican to bolt with his
friend Senator Teller, went to England with McKinley's endorsement
to sound out British official opinion informally. The Fifty-fourth
Congress, in its closing sessions, authorized the appointment of a
commission for the promotion of an international agreement for bi-
metallism. In April, 1897 President McKinley appointed Senator Wol-
cott, with ex-Vice President Adlai E. Stevenson, a Silver Democrat
from Illinois, and General Charles J. Paine of Massachusetts, a sup-
porter of international bimetallism.?* They visited England and
carried on negotiations with British and French officials. At one time,
expectations of success were aroused by an offer of the Bank of
England to exercise its statutory right to hold not over 20 per cent of
the reserve in its issue depariment in silver. The British Government,
however, announced that it could not consider the reopening of the
Indian mints to the free coinage of silver, and did not favor an inter-
national conference.?® Although the French authorities were interest-
ed in the establishing of international bimetallism at 15.5 to 1, nothing
came of the negotiations.

The silver question soon began to drop out of the limelight. The
Spanish-American War in 1898 brought a temporary boom which
dimmed the memory of the “hard times” of the earlier 1890’s. More
important was the increasing gold production. Actually, world pro-
duction of gold had begun to increase in 1887 (see Chart 1-A, page
9). A few economists and publicists had begun to call attention to
this fact during the early 1890°s and had predicted that the trend
would continue, because of the development of South African mines.
They had argued that this would be reflected in a rising price level,
and that in this way some of the evils for which free silver was pro-
posed as a remedy would be alleviated. These predictions to a large

23 Ihid., Vol. 14, Dec., 1896, pp. 643-646.

24 Jbid., Vol. 16, May, 1897, pp. 516-517. For a rather full account of the
work of the commission, see Dawson, Life and Character of Edward Oliver Wol-
cott, Vol. I, pp. 661695, Vol. II, pp. 670-693,

25 American Review of Reviews, Vol. 16, Nov., 1897, pp. 528-529; Dec,, 1897,
bp. 6564-655.
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extent had been ignored in the heat of partisan discussion between
1893 and 1896.

By the end of the century, however, these forecasts were coming
true. The production of gold in 1899 was nearly three times the an-
nual average in the 1880°s, and promised to increase still more, in
spite of a temporary setback caused by the South African War. The
price level was beginning to show a slight upward trend. There was
a genera] feeling of prosperity. In the 1900 campaign Bryan insisted
on including a 16-to-1 plank in the Demoeratic platform, but this was
not the “paramount issue,” and indeed alienated some who would
have supported him in his antfi-imperialistic program.?®* MecKinley
was re-elected on the ‘“full dinner pail” slogan. By 1904, the Demo-
cratic party had receded so far from its old position as to nominate
Alton B. Parker, a strong Gold Democrat, and to tell him, when he
expressed fear that his views might not be satisfactory, that the
monetary question was not considered an issue in the campaign.*

Meanwhile, on March 14, 1900, Congress had passed the Gold
Standard Act, which declared that:

« « « the dollar, consisting of 25.8 grains of gold nine-tenths fine . . . shall be the
standard unit of value, and all forms of money issued or coined by the United
States shall be maintained at a parity of value with this standard, and it shall
be the duty of the Secretary of the Treasury to maintain such parity . ..

That nothing contained in this Act shall be construed to affect the legal ten-
der quality as now provided by law of the silver dollar, or of any other money
coined or issmed by the United States.z8

The act concluded with pious lip service to an outmoded idol:

. . . that the provigions of this Aet are not intended to preclude the aceomplish-
ment of international bimetallism whenever conditions shall make it expedient
and practical to secure the same by concurrent action of the leading nations of
the world, and at a ratio which shall insure permanence of relative value be-
tween gold and silver.?®

Thus ended the struggles of a generation over the complicated
and confroversial subject of the monetary standard. In the ensuing
years gold production increased greatly, and at the same time the
development of bank credit made it possible for a given amount of
gold to support a larger volume of currency and credit than before.
There were two decades of rising prices and general prosperity,
broken only by minor depressions. Except for the embargo on the ex-

28 Ibid,, Vol. 22, Aug., 1900, pp. 131-141.
*7 Ibid., Vol. 30, Aug., 1904, pp. 131-136.
28 Lawsa of the United States . . ., p. 610.
29 Ibid., p. 614.
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port of gold during the World War, the United States remained on
the gold standard down to 1933. It was not until after 1929 that
falling prices and severe depression again brought silver and other
monetary problems to the fore in this country.



CHAPTER IX
SILVER AND INDIA BEFORE 18921

The Rains may serve,
Rupees may rise—three pence will give you Fame—
It’s rash to hope for sixpence. . . If they rise
Get guns, more gunsg, and lift the salt-tax.
RupyaARrn KIPLING, One Viceroy Resigns?

1. Factors Affecting Silver in India

India, often called the “sink of the precious metals,” long has
been one of the two largest absorbers of silver, both for monetary
purposes and for the arts. She has not been partial to silver, but has
taken also all the gold that she could lay hands on, so that it has been
said that “men dig up gold in Africa in order to bury it in India.” (In
recent years it has been dug up in India to be buried in Kentucky.)
Naturally, however, silver has been more within the reach of the
great masses of the Indian population. An understanding of the cur-
rency history of India is necessary for an intelligent appraisal of the
forces acting on silver today.

There are certain fundamental factors which have important
bearings on the position of silver in India. These are:

{1) The extensive use of gold and silver ornaments by the
women and of gold and silver paraphernalia in the temples and
courts, and the existence of some hoards of coin and bullion.

(2) The vital importance of the monsoon rains to Indian agri-
culture and commerce, and the great variability of the rainfall from
year to year.

(3) The fact that, unless the monsoon is very poor, India usual-
ly has a large export balance of merchandise trade.

(4) The considerable amount of “Home charges” which the
Government of India has to meet in London for supplies, debt serv-
ices, pensions, and other expenses.

1 This chapter and the following one are based to a large extent upon the
reports of the various commitiees which have examined the Indian currency prob-
lem. These reports are listed in full in the Bibliography, but in the footnotes are
cited by the name of the chairman only.

2 Reprinted by permission of the late Rudyard Kipling.
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2, Ornaments, Paraphernalia, and Hoards®

By Hindu law and custom a woman cannot own real estate or
any form of property other than jewelry and ornaments. During the
lifetime of her husband these are free from attachment by his credi-
tors. On his death, his property goes to the male heirs, but the widow
can retain these personal possessions. Therefore, there iz great in-
centive for a man to give ornaments to his wife, because they are the
only things that he can give her. When a woman marries she receives
gifts of jewelry and ornaments both from her own family and from
that of the groom; later, if her husband prospers, she receives more
from him. While the very poorest classes may have clay or brass or-
naments, and the wealthy, gold and precious stones, the great masses
of the people use silver. This use of ornaments persists throughout
all strata of society. Even a well-to-do professional man with an edu-
cated wife must provide for her future in the same way, unless he
can be sure that his male relatives would treat her with a considera-
tion beyond that reguired by law. Among Mohammedans, the widow
theoretically has more property rights than among the Hindus, but
actually she is equally at the mercy of the male relatives who man-
age the estate.

The result has been that India has absorbed the precious metals
to an extent far greater than necessary for strictly monetary uses.
The gold and silver so used have practically disappeared from the
world’s monetary stocks. Much is said about Indian hoards, but the
use of the word “hoards” is misleading. There undoubtedly are large
hoards of gold and silver, both coin and bullion, held by rajahs and
wealthy individuals, and there are small supplies of coin held by peas-
ants because of a lack of banking facilities. The ornaments owned
by the women of all classes, however, are in large part comparable to

% This discussion of ornaments and hoards has been written after a study of
material in the various committee reports referred to in footnote 1. Some of the
statements in them are contradictory, but an attempt has been made in the text
to present a balanced picture, References follow, the letter Q. standing for ques-
tion number in the minutes of evidence taken:

Select Committee, Report, p. xxxvi; Minutes of Evidence, Q. 1045-55,

Herschell, Minutes of Eviudence, Q. 1077-82, 3020-3129, pp. 193, 271, 304-
306, 307-308. )

Fowler, Minutes of Ewvidence, Q. 156-180, 695-697, 910-918, 120412, 3608-
10, 422531, 5765-74, 8444, 9204-16, 9752, 9798-9810, 10391-95, 10692-98, 10841
58, 10881.

Chamberlain, Minutes of Evzdence, Q 5786, 6490-91, 7895-97, 893742,
11300-06, 11425; Appendix, pp. 624 ff., 6T0-675.

Babmgton Smlth Report, p. 28 A;opendw, pp. 78, 118, 122,

Hilton Young, Minutes of Emdence, Q. 523-529, 905—907 1421-23, 2798-
2809, 454445, 5425-26, 650607, 7928, 7950-62, 8293-94 8317—25 9212-—16 13473~

80, 13523-31.
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the jewelry, table plate, and other luxuries owned in Western coun-
tries.

To some extent, ornaments partake of the nature of a savings
deposit, without interest, held for a rainy day (or rather, in India,
for a dry day). In time of famine, when all other resources are ex-
hausted, the wife may have to come to the assistance of the family
by pawning her ornaments. Again, for personal needs beyond the liv-
ing accommodations and food to which she is entitled in the family,
a widow may dispose of an ornament from time to time {o get ready
cash, but she will save as many as possible to pass on to her daugh-
ters. Thus, the guantity of gold and silver that comes on the market
in the form of discarded ornaments is normally very small compared
with the total inflow of fresh metal. In the 20 years preceding 1893
the ornaments presented at the mint for coinage averaged less than
5 per cent of the total silver coinage; in famine years, the amount was
much greater, but in normal years it was negligible.* In more recent
times, when, the mints have not been open to the free coinage of sil-
ver, the quantity of ornaments reaching the Bombay bullion market
has averaged perhaps 25 per cent of the total silver passing through
that market, ranging from 10 per cent in good years to 80 per cent
in bad times. The proportion of distress gold, prior to 1931, was
somewhat less.’

The price also is a factor in the movement of the precious metals,
Some silver ornaments were attracted to the market during the World
War when silver was high. Again, the increased rupee price of gold,
since India accompanied England off the gold standard in 1931, has
drawn a large amount of the yellow metal ouf of the country.

In addition to the ornaments of the women, considerable quan-
tities of gold and silver are used in the implements and paraphernalia
of temples and of rajahs’ courts. Moreover, well-to-do Hindus use
cups and table ware of silver because by their religious customs it re-
guires lesg eceremonial cleansing than earthenware.

The use of the precious metals for ecrnaments and paraphernalia
can hardly be called hoarding. There are some true hoards, in the
form of coins or bullion: small quantities held by the poor and re-
putedly some very large quantities held by certain rajahs. So far as
silver is concerned it is probable that hoards of silver bullion have be-
come relatively less important in the period since 1893.

It should also be noted that not inconsiderable quantities of the
precious metals are used in the arts for making gold and silver thread

4+ Herschell, Minutes of Evidence, p. 308, statement by F. C. Harrison.
& Bliss, The Bombay Bullion Market, pp. 54, 61.
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and gold leaf, and in other ways in which the metal is practically
lost beyond recovery.

3. The Monsoon

The southwest monsoon is a moisture-laden wind which blows
over the Indian Ocean bringing rain to India from June to Septem-
ber. Fundamentally it is caused by the inrush of moist oceanic air fo
replace the air over continental India which becomes heated in the
summer and rises. The monsoon leaves its rain sparingly on the low
coastal plains, but as it strikes the mountainous region of the Deccan
more water condenses, while the great Ganges valley receives a heavy
rainfall, especially at the Bengal end. Thus the bulk of the rainfall
throughout India comes in the four months of the southwest monsoon.
Some regions always get an ample supply. In other places much de-
pends on the character of the monsoon: a gpood monsocon means large
harvests and prosperity ; a poor monsoon means famine.

Since India is predominantly an agricultural country, dependent
upon the fruit of the soil for her export trade in jute, cotton, oilseeds,
tea, and other agricultural products, as well as for her own subsis-
tence, her prosperity is entirely bound up with the harvests, There-
fore, as long ag the demand for her products remains constant, her
export trade is influenced greatly by the monsoon. While government
Tevenue is not derived from direct taxes on agriculture, it is affected
by the state of {rade, especially as regards customs duties and rail-
way revenue; moreover the land tax, normally fixed, has to be re-
duced in years of poor harvests, Thus, the government budget, adopt-
ed in March for the fiscal year beginning April 1, must simply make
a conservative guess at certain items of revenue which are dependent
to a large extent upon the character of the monsoon of the following
summer. The monsoon, therefore, is inextricably related to the eco-
nomic condition of India, government finance, and the price of silver.
A good monsoon means a prosperous India, a treasury surplus, which
may be used to reduce debi, and a large favorable balance of trade,
part of which goes to bring more silver and gold into the country. A
poor monsecon means famine in some districts and less prosperity
everywhere, a treasury deficit, which may require borrowing, a de-
creased balance of trade, and, therefore, a Iessened demand for the
import of gold and silver. As a result, the prospects of the monsoon
in June and its actual character in the subsequent months were im-
portant factors in the price of silver, at least before the complications
brought about by the World War,
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4. Favorable Balance of Trade

Under ordinary circumstances India can produce far more of
agricultura® products than she consumes. She exports the surplus,
for which there is usually a demand abroad. In return she takes some
imported merchandise, chiefly manufactured goods, among which cot-
ton textiles have predominated until recent years.

Usually exports greatly exceed imports. The amount of the ex-
cess varies according to the character of the monsoon, but since 1851
there have been only two years in which merchandise imports have
exceeded merchandise exports. These years, 1920-21 and 1921-22, re-
flected postwar adjustments.

The annual excess of merchandise exports is balanced in part
by the import of gold and silver, and in part by the “Home charges”
described below.

5. Home Charges

The Government of India consists of the Viceroy or Governor
General and his Council in India. They are under the Secretary of
State for India and his Council in London, who in turn are respon-
sible to the British Parliament. Parliament, however, has no finan-
cial responsibility for India; all of her expenditures must be met from
her own revenue, or her own borrowings. This revenue, with trifling
exceptions, is raised in India in rupees. Although the larger part of
the expenditure is in India in rupees, about 30 per cent of it must
be spent in London in sterling. This is called the “Home charges”
and includes service of sterling debt, purchase of supplies and equip-
ment, pensions to retired officials, and military expenses. The Home
charges have risen from £6,000,000 in the 186¢’s to £10,000,000 in
the 1870’s, £16,000,000 in the 1890’s and about £30,000,000 at pres-
ent. They sometimes have been called “tribute” by ill-informed crit-
ics of British imperial policy; they are not in any sense tribute, how-
ever, but are due rather to the incidental fact that some of the legiti-
mate expenditures of the country are payable in England rather than
in India. This economic faet, that the Government of India must re-
mit annually a considerable sum to England, involves certain aspects
of the Indian monetary system.

Government remittances for Home charges play an important
part in Indian finance. Until recent years they were controlled en-
tirely at the London end by the Secretary of State for India in Coun-
cil, who was responsible for managing the Home end of Indian
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finance. Drafts, called Council bills, drawn on the Government of In-
dia and payable in rupees in Bombay, Calcutta, or Madras, were of-
fered for sale weekly in London. Each Wednesday announcement was
made that bids would be received for a certain amount of rupees, to
be allotted to thoseé offering the highest price in sterling. Between
Wednesdays further amounts often were sold, at a higher rate. The
Secretary of State regulated the weekly offers of Council bills accord-
ing to his need for funds, so that in the course of a year they amounted
practically to the total of Home charges, except as far as balances
were increased or diminished, or capital transfers were undertaken.
Telegraphic transfers were also sold, at a slightly higher rate than
the bills. Bills and transfers were bought by the London offices of the
Indian exchange banks, the transaction being equivalent to the sale
of drafts on them by their Indian offices: for them it was fundamen-
tally a receipt of rupees in India against payment of eguivalent ster-
ling in London.

6. The History of Indion Currencys

Prior to the nineteenth century there was no uniform monetary
standard in India. Both gold and silver were used in various
parts of the country, while many districts were in a state of barter
economy. The unit was the rupee, which was divided into 16 annas
and the anna into 12 pies. Rupees of various weights were in circu-
lation. In 1835 the East India Company established a rupee of 1 tola
(180 grains) of silver, 1} fine, containing 165 grains of fine silver, as
legal tender in the territory under its control. Indian princes in some
cases continued to coin their own rupees, but these coins gradually
were superseded by the standard rupee, which has remained of the
same weight and fineness ever since. Gold mohurs, of the same weight
and fineness as the rupee, were accepted for a time as equivalent to
15 rupees, that is, at a gold-silver ratio of 15 to 1. In 1852, when
gold was tending to depreciate, because of increased production, the
Government demonetized gold, leaving silver the sole legal tender. In
1864 sovereigns and half sovereigns were made receivable for Z0V-
ernment dues, but not legal tender, at 10 rupees to the sovereign.

With the above exceptions, however, India was on a straight sil-
ver standard during the greater part of the century. Silver was ac-
cepted for free coinage at the mint with a small seigniorage charge
of 2 per cent. Thus the holder of ornaments, if she desired, always

8 This section is based on Fowler, Report, para, 4-10,
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could obtain rupees for them at nearly full value. Actually, of course,
this was done through a succession of middlemen, each of whom made
some profit. On the other hand, there was no loss in melting up rupees
to make ornaments, since the cost of silver was practically the same
whether i® was in the form of rupees or of bars. Most of the imported
silver was coined at the mints and passed out into circulation; many
of the coins eventually were melted up to make ornaments. The peas-
ant preferred rupees for this purpose, because the Government guar-
anteed their fineness at 1}, whereas he would have had to take the
word of the silversmith as to the fineness of silver in other forms. Of
course, the price of silver, in terms of silver rupee currency, re-
mained practically constant; expressed in rupees per 100 tolas of
fine silver, when 1 rupee was 1 tola, 1} fine, the parity price was
12/11 X< 100 or Rs. 109-1-5. The price of gold, in terms of silver
rupee currency, fluctuated inversely with the gold price of silver in
London, but neither varied greatly up to 1873.

A competent authority” estimated that there were about 5,100,-
000,000 rupees’ worth of silver in India in 1892, of which about
1,700,000,000 rupees were in active circulation, 400,000,000 rupees
were in hoards of coin, and 3,000,000,000 rupees were held in the form
of bullion, obsoclete coins, and ornaments.* By weight, 5,100,000,000
rupees, at 165 grains of fine silver per rupee, represented about
1,750,000,000 fine ounces, or approximately one-quarter of the world’s
production of silver from 1493 to 1892.

In addition to actual rupee coins, there were in circulation about
250,000,000 rupees of currency notes. The Government held assets in
the Paper Currency Reserve to the extent of 100 per cent of the notes
outstanding. Of this reserve, 80,000,000 rupees could be in govern-
ment securities, but the balance had to be in silver rupee coin. Note
circulation had increased gradually up to this time, but the mass of
the people still preferred hard money. There was also a large volume
of subsidiary silver and copper coins in eirculation.

*F. C. Harrigson in Herschell, Minutes of Evidence, pp. 307-308.

2In this book, ordinary English notation is used in expressing quantities.
For those who wish to refer to the literature on Indian currency listed in the
bibliography, the following notes are important:

In Indian decimal notatien, two places are pointed off at a time instead of
three, after thousands have been reached. Thus, 5,100,000,000 would be written
5,16,00,00,000. The denominations above the thousand are the lakh, which equals
100,000, and the crore, which equals 100 lakhs, or 10,000,000. The above expres-
sion would be read “510 crores.”

In some of the older literature the sign Rx. will be found, meaning 10 ru-
pees. Thus Rx, 5,000,000 — Rs. 5,00,00,000 — 5 crores. This notation was es-
pecially common before the depreciation of silver, for then Rx. 1 = £1 approxi-
mately, and was so taken in government accounts.



72 SILVER MONEY

7. Effects of the Fuall in the Price of Silver

When silver began to fall in price about 1873, the gold value of
the rupee necessarily fell with it. Since the rupee contained 165
grains of fine silver, and the standard ounce contained 0.925 < 480 =
444 grains, the value of the silver in the rupee was equal to 165/444
(or approximately §) times the London price of silver. Thus, before
1873, with silver at about 60 pence per outice, the value of the silver
in the rupee was about 22} pence. India’s favorable balance of trade,
however, tended to make silver more valuable in India than in Lon-
don. As a result the actual exchange rate usually was above the bul-
lion value of the rupee; 2 shillings per rupee was considered a normal
level. The course of Indian exchange from 1873 to 1893 may be esti-
mated from the course of silver prices in Chart 2, page 11 by taking
2% pence in the price of silver as roughly equivalent to 1 penny in
the exchange rate. When silver reached its low point in 1876, the ex-
change rate fell as low as 184 pence per rupee or nearly 25 per cent
below the 2-shilling normal. This was exceptional, but for the next
ten years the rate was from 10 per cent to 20 per cent below 2 shill-
ings, and thereafter was even lower, except for a temporary rise in-
duced by the Sherman Silver Purchase Act passed by the United States
Congress in 1890,

To the mass of the people in India the fall in exchange did not
make very much difference in the earlier years. Internal prices did
not rise greatly, and imported goods, the price of which did rise, were
not used to any great extent by the peasants, There was still free
interconvertibility between rupees and silver ornaments. CGold be-
came more expensive in terms of rupees, but this affected only the
wealthier classes.

To the Government of India, however, a 25-per-cent depreciation
in the gold value of the rupee meant that Home charges, of, say,
£15,000,000, which had cost 150,000,000 rupees at the 2-shilling rate,
would now, at 18 pence, cost 200,000,000 rupees. To the resident Eng-
lishman in government service or in trade who received his salary in
rupees and desired to send part of it to England for the support of
his family or to prepare for retirement, it meant that 100 rupees
saved in India would bring only £7 10s. instead of £10 as before. To
the import merchant, it meant that a commodity which formerly had
cost him 2 shillings or 1 rupee to import now cost him 2 shillings or
Rs. 1-5-4, and that he would have to raise his retail price, risking a
drop in demand, or reduce his margin of profit. The exporter bene-
fited, however, because a commodity which had cost 1 rupee or 2
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shillings now cost 1 rupee or 18 pence; this gave him a chance to
stimulate demand in the English market by lowering the retail price
while still keeping a better margin of profit than before.

In March, 1876, when silver and exchange had depreciated only
about 10 per cent, the House of Commons considered the matter seri-
ous enough to appoint “a Select Committee . . . to consider and report
upon the causes of the Depreciation of the Price of Silver, and the ef-
fects of such Depreciation upon the Exchange between India and Eng-
land.”® This committee, under the distinguished chairmanship of
George J. Goschen, held nine sessions, and examined fourteen wit-
nesses, In its report it discussed the causes of the fall of silver, re-
ferred to in Chapter V, but did not recommend any action for India.

In 1886 a Royal Commission was appointed to

. investigate the canses of the said recent changes in the relative values of
the precious metals and especially to inquire whether the said changes are due—
(1.) To the depreciation of silver; or
{(2.) To the appreciation of gold; or
{(3.) To both these causes;10

to study the effects upon India and the United Kingdom, and to sug-
gest any remedies. This commission, under the chairmanship of Bar-
on Herschell, heard a large number of witnesses, and finally reported
in 1888. They considered the problem as of the greatest complexity.
They agreed that the fall of silver was due to a variety of causes, in-
cluding appreciation of gold and demonetization of silver. They could
not agree upon the relative importance of these two causes, or upon
remedies, All admitted serious effects upon Indian finance. Six of the
twelve commissioners opposed bimetallism as impracticable, and pro-
posed the issuance of silver coin notes for 10 and 20 shillings in Eng-
land and negotiations with other countries for increased use of silver
coins. The other six commissioners felt that the situation demanded
an international bimetallic agreement, which they believed would be
workable.

During the whole period from 1873 to 1893, the Government of
India and such European residents as were affected adversely by the
continued decline of silver were losing more and more, except in so
far as their loss was offset by the declining world price level in terms
of gold currencies. In the case of the Government, for example, the
falling price level balanced, to some extent, the loss on remittances

® Report from the Select Committee on the Depreciation of Silver, p. il.

10 Firgt Report of the Royal Commission Appointed to Inguire into the Re-
cent Changes in the Relative Values of the Premous Metals, p. iii.

11 Final Report of the Royal Commission .
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for purchase of stores, but did not offset that on remittances for debt
service or pensions, which were fixed in terms of sterling. The Gov-
ernment of India was represented at the international monetary con-
ferences, and was anxious to obtain some settlement of the silver
question. The Brifish Government, however, which held firmly to
the gold standard, was one of the chief factors in preventing these
conferences from accomplishing anything,



CHAPTER X
IxNDIAN CURRENCY REFORMS, 1892-19141

He that loveth silver shall not be satisfied with silver; nor he that
loveth abundance with ine¢rease: this also is vanity.
ECCLESIASTES 5:10

1. The Herschell Commitice, 1892-1893

Although the British Government had not been interested in co-
operating in the movement for international bimetallism, it appreci-
ated the critical situation in India. In 1892, when it became evident
that the coming international monetary conference at Brussels would
accomplish little, the Secretary of State for India appointed a commit-
tee, under the chairmanship of Lord Herschell, to consider the ques-
tion of Indian currency. This committee was appointed on October
21, 1892 and reported on May 31, 1893, thus overlapping the Brussels
conference, with which it had two members in common. One of the
chief matters before it was a proposal of the Government of India,
dated June 21, 1892, that, if the Brussels conference failed, the Indian
mints should be closed to the free coinage of silver, and a gold stand-
ard introduced.

The committee, sitting in London, heard 28 witnesses, all Euro-
peans, except for one Indian; they included government officials, bank-
ers, merchants, and planters. There was no unanimity ameng the
witnesses, partly because of the complexity of the problem, and part-
ly because their interests were affected differently by the fall of sil-
ver. Government officials were mostly in favor of the gold standard,
because the Government was losing on the remittances for Home
charges, and this loss had to be met by increasing taxation, which al-
ready had reached the desirable limit. Their personal interest in
higher exchange?* was evidenced by over 1700 memorials from indi-
vidual officials, recounting their losses on personal remittances to
England.?

Merchants were divided. Importers of cotton piece goods to In-

1 This chapter has been based chiefly on the Reports of the Herschell, Fowler,
and Chamberlain committees.
2 Exchange rates in India are quoted in terms of shillings and pence per

rupee,
3 Herschell, Minutes of Evidence, pp. 155-159.

— 75—
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dia found it difficult to sell them at increasing prices in rupees, and
favored stabilizing the rupee. Exporters of Indian products, however,
were profiting by the fall in silver, as long as sterling prices in Eng-
land and rupee prices in India did not adjust themselves imme-
diately to it. The tea planters in particular urged the retention of the
silver standard; they were paying the same wages in rupees as be-
fore and were selling their product at about the same price in ster-
ling, so that there was a widening margin between cost and selling
price as the rupee went down. No one, however, when pressed, could
say just how far the currency could continue to depreciate, in gold
value, and still be to his advantage. Bankers tended to favor the sil-
ver standard, because they profited by the volume of business which
wags stimulated by a slowly depreciating currency.

One objection to stopping free coinage was that if the rupee were
given an exchange value higher than its bullion value there would be
a danger that counterfeit coins containing the full weight of silver
would be manufactured. Another objection was that the value of sil-
ver ornaments held by the masses would be depreciated if the rupee
were divorced from silver.

The committee discussed the evidence in its report under date of
May 31, 1893, It agreed that there had been some benefits from the
fall of silver, but that a further fall, which seemed likely in view of
the failure of the Brussels Conference and the probable repeal of the
Sherman act, would increase the ill effects. It did not deem it ex-
pedient to increase taxation or decrease expenditure in order to bal-
ance further Joss by exchange on Home charges. After considering
and refuting various objections to the government proposal, the com-
mittee recommended closing the mints to the free coinage of silver.
There remained the question of what the exchange rate should be.
The Government of India favored 1s. 6d., but as the current rate was
only about 1s. 2d. the committee thought that too great a rise would
bring the evils of deflation which accompany an appreciating cur-
rency. The committee finally recommended that the Government coin
and issue rupees, on demand, in exchange for gold at the rate of 15
rupees to the sovereign, or 1s. 4d. per rupee. This was equivalent to a
coinage ratio of 21.90 to 1 and to a bullion parity of 94.3 cents (or
43.1 pence) per ounce.

This report was communicated at once to the Governor General.
His Government approved it, asked and received permission from
London to act without delay, and, on June 26, 1893, closed the mints
to the free coinage of silver. Thus, India went off the silver standard,
to which she has never returned.
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2. The Period 1893-1898

For the next few years, India was on neither a silver nor a gold
standard. The standard was the rupee, the exchange value of which,
although somewhat above its bullion value, did not reach the 1s, 4d.
rate. It was expected that, with gradually increasing trade and with
only a fixed amount of rupees in existence, the gold value of the rupee
would rise gradually, in accordance with the quantity theory of mon-
¢y. This process took more time than had been anticipated; appar-
ently there were large supplies of inactive rupees in hoards, which
gradually came out and increased the effective circulation. In fact,
the exchange value of the rupee fell for a year and a half, dropping
as low as 1s. 1d. In 1895, however, it began to rise and by 1898 had
reached 1s. 4d. Meanwhile, of course, no one had presented gold for
rupees at the 1s. 4d. rate, since rupees could be obtained more cheaply
in the exchange market.

When the rupee had reached 1s. 4d., the next question was how
to keep it there. It could not go appreciably higher, since the Gov-
enrment was obligated to give 15 rupees for a sovereign. There was
no legal or economic foree, however, to keep it from dropping below
1s. 4d. again, for the Government was not required to give a sovereign
for 15 rupees. The Government thought it very important to prevent
any fall of the exchange rate, which not only would mean loss in re-
mitting for Home charges, but also would create distrust among the
commercial community. Since the rise in exchange apparently had
heen brought about by “starving the currency,” it was argued that a
real contraction of the currency should clinch the matter. In March,
1898, therefore, the Government of India proposed to the Secretary
of State that the Government be prepared to borrow up to £20,000,000
in gold for a fund to which couid be charged the loss incurred in buy-
ing up rupees, melting them, and selling the bullion.* Since the rupee
at 1s. 4d. had a bullion parity of approximately 43 pence per ounce,
and the current price of silver was in the neighborhoed of 26 or 27
pence per ounce, there would be a loss of about 37% per cent in this
process. The fund of £20,000,000 or 300,000,000 rupees thus would
be sufficient to absorb the loss on the melting of 800,000,000 rupees.
The Government argued that the mere announcement of this plan
probably would keep the rupee up to 1s. 4d., and that certainly con-
traction of the currency to the extent of 800,000,000 rupees would
do so. Gold would not be made legal tender in India until after the
exchange value of the rupee was established at 16d.

4 Fowler, Report, para. 4243,
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3. The Fowler Committee, 18981899

On Aprit 29, 1898 the Secretary of State for India appointed a
committee under the chairmanship of Sir Henry Fowier to consider
these proposals and the whole question of Indian eurrency. This com-
mittee held 43 sessions in London, asked 13,000 questions of 49 wit-
nesses, examined a large quantity of doecumentary material, and fi-
nally presented its report on July 7, 1899. ‘

As in the case of the Herschell committee there was no unanim-
ity in the ideas of the witnesses, who represented varying occupations
and interests. As before, the evidence was largely from Europeans;
only two Indians were heard, and a few other Indians were repre-
sented by written stalements. Some witnesses who had opposed the
closing of the mints in 1893 felt that the results had not been bad,
and that it would not be well to reopen them. The fear of illicit coin-
age had not been realized, according to government officials. The
charge that it was a great injustice to the Indian people to depreciate
the rupee value of their silver ornaments did not seem to be borne
out by a study of the vernacular press, which would have been sure
to play up such a grievance if it had existed. In fact, the low price
of silver apparently had stimulated the purchase of ornaments, since
silver had continued to flow into India almost at the same rate as
before the mints were closed. Trade had continued to expand in spite
of the fears of exporters. The tea planters and some other exporters
still argued for the advantages of a depreciating currency, but eould
not say just how far the depreciation should go. Other witnesses
urged that the depreciation from the old 2s. rate to 1s. 4d. was quite
enough, and should not be allowed to go further.

There was little support for the government plan of melting
down rupees. There was at the time a considerable stringency in In-
dian money markets; rates of interest were high, and leans were dif-
ficult to procure on the best security. Rightly or wrongly many wit-
nesses ascribed this to the discontinuance of rupee coinage, and were
loath to see a further contraction,

The alternatives were a reversion to the silver standard or fur-
ther steps toward a gold standard. Comparatively few witnesses fa-
vored the former. Two important plans for a gold standard were
presented to the committee.” The first was that of Lesley Probyn, a
retired official with twenty-five years’ experience in India, chiefly in
finance. He suggested a gold standard without gold currency in cir-
culation. Notes of 10,000 rupees would be issued in exchange for gold,

5 I'bid., para. 48-54.
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and these notes would be redeemable in rupees or in gold at the op-
tion of the holder, but with government option to give the gold in
the form of bars instead of sovereigns. This plan was essentially
what now is called the gold-bullion standard. It would allow the cur-
rency to expand with the needs of trade by the importation of gold,
but would not introduce into circulation a mass of sovereigns which
might be hoarded. It might be expected eventually to build up a suf-
ficient reserve of gold so that India would be practically on a gold
standard. .

The other plan was presented by Alexander Martin Tindsay,
deputy secretary and treasurer of the Bank of Bengal, with thirty-
two years of financial experience in India. Lindsay originally had
proposed his plan as far back as 1876, and in 1892 had published a
pamphlet which was included in the material submitted to the Her-
schell committee, but was not considered seriously at the time. The
Fowler committee, however, heard Lindsay at considerable length,®
and also questioned many of the other witnesses about his plan.

The Lindsay plan was for what is known now as the gold-ex-
change standard. Lindsay pointed out that there was no real need
for a gold currency in India, but that there was a need for a fixed
gold value of the rupee in foreign trade, and for some means by which
the balance of payments could be adjusted as antomatically as it was
adjusted between gold-standard countries by the shipment of gold.
He proposed therefore that, instead of offering to give rupees for sov-
ereigns and sovereigns for rupees in India, the Government should
stand ready to give rupees in India for sovereigns or checks in Lon-
don, and to give sovereigns or checks in London for rupees in India,
Such transactions would be made at rates respectively above and be-
Iow the established par of 1s. 4d. by an amount sufficient to represent
the expenses of shipping gold between India and London. The market
exchange rate always would remain between the gold shipping points;
when it reached either of these points, the banks would not actually
ship gold, but would make exchange transactions through the Gov-
ernment. The Government already was providing rupees in India
against sterling in London by the sale of Couneil bills, but there was
no obligation to provide these to the full extent of demand, or at any
fixed rate. There was no legal provision at all for the reverse opera-
tion of providing sterling in London against rupees in India.

The Lindsay plan involved the establishment of a special fund of
£10,000,000, most of which would be kept in London, and the remain-
der in India in rupees. The fund would be kept, both phys1cally and

s Fowler, Minutes of Evidence, Q. 3275,
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in the accounts, quite distinet and separate from the Government's
cash balances in London and in India, and under no circumstances
would it be available for government expenditures. When drafis were
sold in London, gold would be received into the fund there, and rupees
paid out from the fund in India. If the rupee portion of the fund
were depleted, some of the gold would be used fo purchase silver to
be shipped to India and ceined, and the fund would profit by the seign-
jorage. When drafts were sold in India, rupees would be received
into the fund there, and gold paid out from the fund in London. If
the gold portion of the fund were depleted, then it would be necessary
either to borrow temporarily in London, or to melt some of the rupees
in the fund, ship them to London, and sell them to replenish the gold
part; this would involve some loss. It was expected, however, that
under normal conditions, the £10,000,000 fund would be sufficient to
provide for fluctuations in the balance of payments, and that with
the gradual increase of India’s trade the fund would grow with seign-
iorage profits and be still better able to meet any strain.

An essential feature of the Lindsay plan was the provision that
the rupee part of the fund should be kept entirely separate from the
internal currency system of India. Rupees paid into it for the pur-
chase of drafts would be just as much out of the currency system as
if they had been shipped out of the country; similarly rupees paid out
from the fund in return for sterling received in London would pro-
vide new currency, just as if gold had been imported. In this way,
the effect on the currency system would be exactly the same as the
effect of exports or imports of gold in a gold-standard countiry, and
would produce the same reactions on the price level which, under the
classical theory of the gold standard, were supposed to bring about
automatic adjustments of exchange rates and prices between coun-
tries.

Some of the witnesses before the Fowler committee approved the
Lindsay plan or at least certain of its features. Most of the bankers
and merchants, however, opposed it., There was a general feeling that
it was too artificial and that it would lend itself to manipulation, in
spite of the fact that when fully’ understood it clearly provided an
automatic system so long as the fund was administered according to
plan and not mixed with the government treasuries.

The committee in its final report rejected not only any idea of re-
turn to silver, but also the government plan for melting rupees, the
Probyn gold-bullion plan, and the Lindsay gold-exchange plan. In-
stead, it recommended a gold standard with gold coin in circulation,
making the sovereign legal tender and a current coin, and the estab-
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lishment of a mint for the coinage of gold. On the other hand, the
committee thought that the time was not ripe for limiting the legal-
tender quality of rupees, which would make up the bulk of the circula-
tion for some time to come. It did not go so far as to recommend
making rupees redeemable in gold, but it did recommend that the
Government should be ready to use gold to support exchange, More-
over, it recommended that the Government should coin no more ru-
pees until the proportion of gold in the currency was found to exceed
the requirements of the public; profits on coinage should be held in
gold as a special reserve. It recommended continuing the 1s. 4d. rate
as the official relation between the rupee and sterling. The report
concinded:

In conclusion, we desire to record our opinion that the effective establishment
of z gold standard is of paramount importance to the material interest of India.
Not only will stability of exchange with the great commercial countries of the
world tend to promote her existing trade, but alse there is every reason to an-
ticipate that, with the growth of confidence in a stable exchange, eapital will be
encouraged to flow freely into India for the further development of her great
natural resources. For the speedy attainment of this object, it is eminently de-
sirable that the Government of India, with whom it will rest to decide when suc-
cessive steps should be taken, should husband the resources at their command,
exercise a resolute economy, and restrict the growth of their gold obligations.”

4. The Period 1899-1913®

While the Fowler committee was sitting, exchange had held
gteady around 1s, 4d., and the public had begun to present sovereigns
in exchange for rupees at the 15-rupee rate. The Government of In-
dia carried out the recommendations of the Fowler commitiee, passed
an act making sovereigns and half soverecigns legal tender, and in-
structed government offices to facilitate the circulation of gold.

Gold, however, did not stay in circulation, but kepi coming back
into the government treasuries. The people apparently wanted ru-
pees. No new rupees had been coined since 1893, and there began to
be a serious shortage of them. In 1900, therefore, the Government re-
sumed the coinage of rupees, using some of its accumulated gold for
the purchase of silver bullion, and placing the seighiorage profit in
a special Gold Standard Reserve. The Government favored keeping
this fund in actual gold in India; that was the logical place for it, if
a straight gold standard was desired. The Secretary of State, how-
ever, ordered that it be remitted to London and invested there, be-

7 Fowler, Report, para. 70,
8 This section is based on Chamberlain, Report, para, 1548, and on material
in the Appendices to that Report.
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cause he thought it would be more useful in London for supporting
the exchange rate. This, in effect, was a step toward the gold-ex-
change standard. From 1906 a part of the Gold Standard Reserve
was kept in India in silver rupees as an emergency fund to aveid de-
Iay in shipping bullion from I.ondon and coining it in India.

During these years, the problem was not to keep exchange up to
1s. 4d., but rather to be able to supply the full amount of rupees need-
ed. To avoid the shipment of gold to India by banks and its shipment
back to London by the Government, the Secretary of State from 1905
made a standing offer to sell Council bills without limit at the rate of
1s, 4}d., which was the normal gold import point. Previously Coun-
cil bills had been sold only to the extent of the Secretary of State's
needs, but these unlimited sales were negotiated through the Paper
Currency Reserve or the Gold Standard Reserve. From the proceeds
in London silver bullion was purchased for shipment to India for
coinage, Over 1,200,000,000 rupees, were minted from 1899 to 1907,
and over £16,000,000 profit from seigniorage and interest was accu-
mulated in the Gold Standard Reserve. The size attained by this
fund caused the Secretary of State, in June, 1907, to apply over
£1,000,000 of it to capital expenditure on government railways. More-
over, he directed that one-half of the annual increase until the fund
reached £20,000,000 and thereafter all of the annual increase should
be so applied. This was done against the protest of the Government
of India, which argued that the reserve should be aliowed to increase
in order to protect the exchange rate in case of emergency.

The emergency feared by the Government was not slow in mak-
ing its appearance. The monsoon of 1907 was a partial failure, thus
disturbing the prosperity which India had been enjoying for several
years. At the same time occurred the American financial crisis which
had its repercussions throughout the world. The prospects were for
a greatly decreased export balance; this caused a decreasing demand
in London for remittances to India, and in fact a temporary reversal
of the flow of exchange. There was thus a demand in India for ex-
change on London. The Government of India was under no legal or
customary obligation to provide such remittances, nor was it obli-
gated to give out sovereigns, which could be exported, in exchange
for rupees. The system provided only for selling Council bills in Lon-
don and for giving out rupees in exchange for sovereigns in India.
It was a one-way scheme, which worked perfectly under normal con-
ditions; but now there was need for operating it in reverse.

In November, 1907 the exchange banks requested the Govern-
ment of India to sell them drafts on London at 15 rupees to the pound;
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the Government, however, after consuitation with the Secretary of
State, refused. It also refused to give gold for export in excess of
£10,000 to any one individual in one day. The banks urged that gold
be given freely; they said that not over £1,000,000 would be needed,
and that, if it were announced that gold were available, a much small-
er amount would be taken. This, of course, was sound banking doc-
trine; if the Government had shown the eourage that the wisest bank-
ers have displayed in times of crisis, there would have been no trouble.
As it wasg, the Government hesitated and exchanged cables back and
forth with the Secretary of State, who finally, on November 28, ap-
proved inviting tenders in India for £250,000 telegraphic transfers
on him in London at rates not over 1s, 321d. per rupee; he intimated
that further tenders would be invited from time to time. The mere
mention of this to the bankers in India eased the situation. It was not
necessary actually fo offer transfers at this time, because the banks,
reassured, were able to supply the needs of their customers for ex-
change on London. :

In the spring of 1908, however, exchange remained weak in what
was normally the busy season, and no Council bills could be sold in
London. In March the Governor General warned the Secretary of
State to keep his funds liquid, and secured his permission to offer up
to £500,000 a week of bills on him. On March 26, 1908 such bills were
sold for the first time. They were known as “Reverse Councils.” In
effect they were exactly what the Lindsay plan had recommended to
be used when it was necessary to keep exchange up to 1s. 4d., ordi-
nary Councils having the effect of keeping it down to 1s. 4d. Reverse
Councils were sold until September, when conditions had improved
greatly and the offer was withdrawn. A total of over £8,000,000 was
sold; of course, no Council bills were sold during the period.

In 1909, when the exchange crisis was past and India again had
a favorable balance of trade, the Government of India urged on the
Secretary of State that measures be taken in preparation for future
emergencies.® It was peointed out that there had been a total drain of
£15,000,000 in gold from the various reserves and balances, and that
this had been the result of a single year of moderate famine, com-
bined with the American crisis. A greater famine, or two consecutive
yvears of famine, or a more serious world crisis would put a much
greater strain on the system. It was urged that no more profits be di-
verted from the Gold Standard Reserve for other uses unti]l it had
reached at least £25,000,000 and that a good part of the fund be held
in actual gold, instead of in securities which might be difficult to

# Chamberlain, Appendices, Vol. I, pp. 162-209.



84 SILVER MONEY

liquidate in an emergency, The first request was granted in 1909, but
the second not until 1912. Meanwhile, India had been enjoying a
period of exceptional prosperity, so that not only were the accumu-
lated rupees reissued, but more coins had to be minted.

The Indian currency system in 1913 may be summarized as fol-
lows: The rupee was unlimited legal tender, and the sovereign was le-
gal tender at 15 rupees. Currency notes circulated widely, the total is-
sue amounting to nearly 700,000,000 rupees, with a reserve of about
15 per cent in silver rupees, 55 per cent in gold, partly in England
and partly in India, and the balanee in securities, the limit of the
fiduciary portion having been increased to 140,000,000 rupees. The
Secretary of State sold Council bills without limit at 1s. 44 d., and at
lower rates when the market necessitated it; the Government of In-
dia gave 15 rupees for a sovereign. These arrangements kept ex-
change from rising much above 1s. 4d. On the other hand, there was
no statutory provision to keep exchange from falling. In normal years
this was unnecessary, because the fact that India’s export balance
was more than enough to meet the Home charges created a demand
for Council bills and kept the exchange rate up. In the actual crisis
of 1907-08, the Government, after some hesitation, had supported ex-
change by selling Reverse Councils and giving gold for rupees, but it
was hot required to do so; what would happen in the next erisis would
depend upon the wisdom and courage of those in control at the time.
Nevertheless, with a growing Gold Standard Reserve, already over
£22,000,000 and with a large part of it in liquid form, it was prob-
able that the next crisis could be met more easily.

5. The Chamberlain Commassion, 1913-1914

In 1913 a Royal Commission on Indian Finance and Currency
was appointed under the chairmanship of Austen Chamberlain. This
commission held 34 sessions in London from May 27 to November 14,
at which it examined 33 witnesses, Its final report was dated Feb-
ruary 24, 1914.

The abandonment of the silver standard had been accepted by all
except an occasional die-hard bimetallist. This commission was more
concerned with strengthening the existing gold-standard system so
that it would meet the needs of the country and stand the strain of
crises. Unlike the Fowler committee, which favored actual circulation
of gold, the Chamberlain commission recommended that gold be al-
lowed to circulate, but that the use of notes be encouraged. It made
various recommendations as to the management of the Paper Cur-
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rency Reserve, the Gold Standard Reserve, and government balances,
all intended to facilitate the supply of currency when and where need-
ed and to make the system more able to stand a strain. It recommended
keeping the whole of the Gold Standard Reserve in London, with a
good part of it in actual gold, and with no diversion of profits to other
purposes. It recommended that the Government definitely undertake
to sell Reverse Councils at 1s. 333d. whenever called upon to do so,
thus earrying out the principle of the gold-exchange standard. Many
other recommendations about financial and fiscal matters were made,
and in addition the commission urged that the advisability of estab-
lishing a central bank be studied.

Before anything had been done about putting into effect the ree-
ommendations of the Chamberlain commission, the World War inter-
vened. This soon raised entirely new problems about Indian exchange
and silver. These problems will be discussed in Chapters XIX and
XX.



CHAPTER X1
SILVER AND CHINA

A peneration ago missionaries living in the interior found it expe-
dient to wear Chinese clothes and grow a queune in order not te be too
conspicuous. One man cut off his queue and saved it when he went to
England on furlough. Returning to China he resumed Chinese clothes
in Shanghai, and pinned his queune to the lining of his Chinese skulleap.
It eame unfastened and fell off while he was in the Hongkong and Shang-
hai Bank. One of the clerks found it and hung it on the wall with a no- .

tice: “Deposits of one tael not accepted.”
China Corast Yarns

1. Chinese Money in Ancient Times

China usually has stood next to India as a large consumer of sil-
ver in modern times, but the conditions surrounding its absorption
of the white metal have differed considerably from those in India.

Although some silver probably has been found in China from an-
cient times,? the country never has produced any great quantity, and
gilver at first did not play much part in her monetary system. “Cop-
per cash” (actually brass), small round coins with a square hole in
the center, formed the bulk of the currency for over two thousand
years, down to the beginning of the twentieth century. Silver has had
a monetary status for about a thousand years, in a theoretical trime-
tallic standard of 1 unit (by weight) of gold equivalent to 10 units of
gilver or 1,000 units of copper.2 Actually gold seldom has been used
as a currency in China, although it has served as a convenient store
of value, and in recent years as a medium of speculation. The 10-to-1
ratio was in effect in the early days of foreign trade, and during the
first half of the eighteenth century it was profitable for the ships’
officers and supercargoes of the English East India Company to take
out silver to China, buy gold, and take it back to England where the
ratio was around 15 to 1, As a result of such transactions the ratio
in China rose to the world level by the middle of the century.?

1 Edkins, Chinese Currency, p. 52.
2 Morse, Trade and Administration of China, p. 143.
3Leavens, “The Gold-Silver Ratio in the Early Foreign Relations of the Far
East,” pp. 323-825; this gives references to original sources in Morse, Chronicles
3}' tllée”Ea.st Indig émpany Trading te China, See also index of the latter under
gold.

— 8§ —
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Silver, on the other hand, during the last few hundred years in-
creased in importance as an element of the monetary system. It cir-
culated side by side with copper, at varying ratios thereto. Never-
theless, the Government, which cast the brass cash, never, with two
or three unimportant exceptions, minted any silver coins until the
end of the nineteenth century. Silver circulated only as bullion by
weight, or in the form of imported foreign coins. The unit of weight
was the Chinese ounce or tael; the tael of silver of a prescribed fine-
ness was used as a money of account. The weight and fineness of the
currency tael varied in different places, and will be discussed later in
this chapter.

2. The Importation of Silver into China

Barring the very small native production all China’s silver has
come from foreign trade., Before the sixteenth century a certain
amount of silver reached the couniry in the course of the limited
caravan and junk trade of the period.* Then the Portuguese began
commerce with China by sea; in 15657 they were allowed to settle at
Macao, near Canton, where they carried on a very lucrative trade,
although under considerable restriction by Chinese authorities.® Tt
was not until the latter part of the seventeenth century that the Eng-
lish were able to get into the China trade, but, after a few sporadic
voyages, the English East India Company dispatched ships to Canton
annually from 1699 onward.

This early trade was very largely one-sided. The West wanted
silk and tea from China, but the Chinese wanted no merchandise from
the West. They would, however, accept silver, and thus, except for a
very limited quantity of merchandise, silver was the principal cargo
carried to China by the Portuguese, the English, and the other na-
tions which later joined in the trade. ‘

As a result there was, during the sevenfeenth and eighteenth cen-
turies, a steady flow of the white metal into China, This was largely
in the form of “pieces of eight,” later called Spanish dollars.

8. The Development of the Foreign Trade of China

Eventually there arose a Chinese demand for one import, and as
a result the trade became less one-sided. This import was opium. It

4 Edkins, p. 8.

5 Morse, ghronicles .ea, Yol. I, p. 2,

¢ The word “dollar” first appeared in the East India Company’s records in
1664. Morse, Chronicles . . ., Vol. I, p. 47, note 1.
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is probable that the smoking of a mixture of opium and tobacco was
introduced during the seventeenth century from Java to Formosa, and
thence to China by returning emigrants; later opium was smoked
alone.” Portuguese traders carried on the early import of the drug,
which was not large.? English private merchants (that is, those not
connected with the BEast India Company) also joined in the trade.

The position of the East India Company was rather peculiar. In
Bengal the Company controlied the production of opium, and sold it
to all comers, both for consumption in India and to private merchants
who were exporfing it to China. On the other hand, since the import
of opium into China was prohibited by the Chinese Government,
although permitted by Chinese officials in return for a suitable
“squeeze,” the Company, from 1733, shipped none for its own account
and forbade its servants to take any to China.® This policy was con-
tinued for the remaining hundred years during which the Company
had the monopoly of trade from England to China, except for one
rather unsuccessful venture at official smuggling in 1782.1° Never-
theless, the Company benefited by the traffic of others, because it
profited on the sale of opium in India. Moreover, at times when it
was difficult to find silver in London in sufficient quantity for the
China trade, the Company was able to obtain silver in Canton from
opium importers in exchange for its bills on Calecutta or London.
Thus, the opium trade relieved the drain of silver from Europe.
Opium imported to China was not limited to the Company’s Bengal
opium, but also included Malwa opium, raised outside of its jurisdic-
tion in India, and Turkish opium, much of which was imported by
American ships when they engaged in the China trade after the
American Revolution.

Meanwhile other merchandise, such as eotton from India, woolen
goods from England, and furs from the American Northwest, gradu-
ally were finding a market in China, so that by the end of the eight-
eenth century the merchandise trade was becoming much more near-
ly balanced. As a result, the East India Company, which imported no
opium, but conducted something of a banking business in Canton,
sometimes found itself with a surplus of silver, which it had to ship
to England. This gave rise to Chinese complaints that their money
was being taken from their country.”? On the whole, however, the

7 Morse, Trade and Administration . . . , pp. 335-3317.
8 I'bid., pp. 337-338.
® Morse, Chrontcles . . ., Vol. I, p. 215.

0 Ihid., Vol. IT, pp. 76-79.
11 Ibid., Vol. IV, pp. 94, 260.
1z Fbid., Vol. IV, pp. 60, 226-227, 330.
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evidence seems to show that in the years down to 1833, when the
Company’s charter expired, its exportations of silver were more than
balanced by importations of the white metal by other merchants.

The monopoly of the East India Company was terminated in
1833, and thereafter trade at Canton was open to private English
firms, as to those of other nations, but foreigners were not allowed
to trade at other ports. Vigorous Chinese measures against opium
smuggling, which had been connived at by former officials, led to a
showdown on the whole status of foreign trade in China, and brought
about in 1840 the First War with Great Britain.* The Treaty of Nan-
king, which concluded the war in 1842, said nothing about opium but
allowed British merchants to trade under more equitable regulations
than in the past and opened up to them the ports of Shanghai, Foo-
chow, Amoy, and Ningpo, in addition to Canton. It also ceded to Great
Britain the island of Hong Kong, a barren rock, but with one of the
world’s best harbors. Other countries later made treaties with China
and shared in all benefits under “most favored nation” clauses.

Qtatistics on the inflow of silver prior to 1889 are lacking, but it
is probable that there was a considerable net inward movement, tak-
ing the period from 1834 to 1889 as a whole.!® This was especially
true during the time of the Taiping Rebellion in the middle of the
century, when western demand for China’s produce continued, but
when the Chinese, on account of disturbed conditions, bought less
from the West and hoarded silver.®

4. The Chinese Balance of Paymenis

In the latter part of the nineteenth century, although opium be-
came of less relative importance in the China trade, other imports
inereased, including cotton piece goods, cotton yarn, kerosene, and
miscellaneous items, commonly spoken of as “muck and truck.” By
the end of the century, the merchandise trade, which had been about
balanced between exports and imports, was beginning to show a large
import balance.”* This unfavorable balance of merchandise trade has
shown an upward trend, with fluctuations, down to the present time.
Tt thus affords a strong contrast to the almost uninterruptedly favor-
able merchandise balance of India.

The unfavorable balance of merchandise trade has not been off-

18 Morse, Trode and Administration . . ., pp. 339-340,
14 Morse, International Relations of the Chinese E'mpire, Vol. 1, pp. 170-254.
15 Remer, The Foreign Trade of Chira, pp. 27-28, 212-215.

16 Morse, International Relations . . ., Vol. I, pp. 467-468.
1? Remer, The Foreign Trade-of China, p. 209,
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set by exports of treasure. There usually has been recorded a smali net
export of gold, normally representing gold produced within China or
brought in by travelers and returning emigrants. The movement
of gilver, in the 25 years prior to the World War for which customs
figures are available, was sometimes inward and sometimes cutward.
The net outward movement of {reasure always was small com-
pared with the unfavorable merchandise balance, and often there was
a net inward movement of treasure. After the war, there was a large
net inward flow of silver, amounting to over 1,000,000,000 fine ounces
in the 15 years from 1918 to 1932 inclusive, after which an outward
movement began, as described in Chapter XXVIII, Sections 2 and 7.

The large unfavorable visible balance of trade has been offset
by invisible exports, that is, iransactions which, like exports, tend to
bring money into the country. The most important of these have
been remittances from Chinese abroad.’® Various estimates show
from five to nine million Chinese abroad, chiefly in southeastern Asia
and the East Indies. Many of these have gone as coolies on planta-
tions and in mines; their earnings are not large but are managed
with thrift. Other Chinese to a very large extent contro] the small
retail business in that part of the world, and probably make satisfac-
tory profits in dealing with the native population. Still others have
gone into business enterpriscs on a larger scale and made fortunes
in tin, rubber, and other tropical products, and in trade. In addition,
there are Chinese in lesser numbers in America and other parts of
the world. Many of these overseas Chinese remain abroad for years
and some become rather thoroughly Westernized. In the great ma-
jority of cases, however, there is still close association with the home-
land. The Chinese family system lays on them heavy obligations for
the support of parents, wives, children, and other relatives left at
home; these obligations increase with ability to pay, much like a pro-
gressive income tax. Thus, there is a continual homeward flow of re-
mittances, supplemented by special transfers when a coolie or a mil-
lionaire returns home on a visit or to retire. In addition to family
needs there have been transfers for other purposes. Sun Yat-sen se-
cured considerable financial assistance for the Revolution of 1911
from overseas Chinese, and in recent years there have been gifts for
educational and philanthropic purposes. Remer estimates the total
remittances from Chinese abroad at $150,000,000 Chinese currency
- annually during the period 1902-1913, $200,000,000 annually during

13 See Remer, ibid., pp. 215-221, and Foreign Investments in Ching, pp. 177-
189, for the detailed estimates upon which thiz aceount is based.
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the period 1914--1980, and an average of nearly $300,000,000 annually
for the years, 1928, 1929, and 1930.*°

Invisible exports also include investment by foreigners in plants
and inventories, and in Chinese securities. These have averaped
from two-fifths to three-quarters as much as the overseas remit-
tances. Finally, there are numerous minor items, including military
and naval expenditures of foreign governments in China, missionary
and philanthropic expenditures, expenditures of tourists and of di-
plomatic and consular offices. For the period 1928-1930 Remer esti-
mates these minor items as aggregating even more than the new capi-
tal investment.?

There are also invisible imports, consisting chiefiy of the service
of Chinese government debts and indemnities due to foreign nations
and nationals, and some minor items. The invisible exports, however,
far exceed the invisible imports, and so very largely explain the net
import of merchandise and silver.

China, therefore, received silver from the West during several
hundred years of intercourse; the amounts, although relatively small
at first in comparison with world supplies, came to play an important
part in Chinese economic life; after the World War they increased
greatly and consumed a good part of the world’s annual production.
Kann estimated that there were about 2,200,000,000 silver dollars, or
their equivalent in sycee, minor eoins, and bars, in China at the end
of 1980. At slightly over 4 ounce of fine silver to the dollar, that
would represent 1,700,000,000 fine ounces, He estimated silver used
in the arts in China at 800,000,000 fine ounces, making a total of
2,500,000,000 fine ounces in China at the end of 1930.22

5. Sycee and the Tael

China coined no silver money until the end of the nineteenth cen-
tury, and, except for foreign coins, silver circulated in the form of
bullion. Such a system involved weighing and determining the fine-
ness of the silver to the satisfaction of both parties in a transaction.
It was complicated further by the variety of weights. The Chinese
ounce or tael (Chinese name: liang) may be taken roughly as 1}
ounces avoirdupois, but the various standard taels used in different
cities or for different classes of transactions varied over a range of
several per cent. The standard of fineness also varied. To one who

18 Remer, Foreign Investments . . ., pp.. 188, 189, 214.
26 Ibid., tables on pp. 220-222,
21 Xann, “How much Silver is there in China?” pp. 410—420.
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reads of some of the complicated transactions in various taels de-
scribed by different writers it seems a hopelessly involved and absurd
system.?? It undoubtedly was inconvenient. And yet, in a country
where time and labor were cheap and money scarce, the trouble in-
volved did not matter greatly, and the banks and cash shops prob-
ably enjoyed the complications as well as the profit which they brought
to the expert.

The variety of local taels which existed in the nineteenth cen-
tury gradually diminished, and in any case only three have been of
national importance; the Shanghai tael, the Kuping or Treasury tael,
and the Haikwan or Customs tael.

The Shanghai tael,®® from its adoption in 1857 te its abolition in
1938, was the standard currency of China’s most important port and
the basis of her international trade for three-quarters of a century.
In spite of apparent inconveniences it served its purpose well, and
probably better than any government currency could have done dur-
ing the same period,

The Shanghai tael never was coined, and only in rare instances
have any other taels been coined. It was represented by silver ingots,
called “shoes of sycee.””?* Sycee means literally “fine silk” and is some-
times explained as referring to the thread-like appearance of silver.
The silver usually was east in a boat-like shape, called a shoe from
the Dutch word schuyt for “boat,” or, as popularly explained, from
its resemblance in size and shape to the footgear of a Chinese woman
with small bound feet.> A shoe was about 5 X 3 X 8 inches overall.
and weighed approximately 50 taels or about 4 pounds avoirdupois.
Just as in Western countries bank reserves were more conveniently
kept in gold bars than in coins, so in China these shoes of sycee were
well suited for bank reserves and large transactions.

The shoes were cast, usually from imported bar silver, but some-
times from melted and refined coin, by loo-fangs or smelting shops,
the name of the shop being stamped in the metal. Then they were
examined by a representative of the Kung-ku-chu, or Public Assay
Office, an institution which was sponscred, not by the Government,
but by the Chinese banks. He weighed each shoe and marked on it
in ink the weight, which in the case of the shoe in the Frontispiece
was 49.94 Chauping taels, the Chauping tael being the weight tael on
which the Shanghai currency tael was based. He also tested the fine-

22 Kann, The Currencies of China, pp. 59-86, discusses taels; his Appendix
11, pp. 467-510, gives extracts from other writers on the subject.
23 This account is baged on Kann, The Currencies of China, pp. 6588, 74-78.

2¢ See Frontispiece. .
25 Bratter, Silver Market Dictionary, pp. 146-147.
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ness by rather primitive methods, noting the color, the smoothness,
and the sound when struck. Such methods, of course, could not be as
exact as scientific tests, but proved fairly close to the fact when
checked by a thorough assay. Scientific accuracy, however, was not
so important as some certification which would be accepted by all
parties. As one writer put it, “It is the common understanding that
the Kung-kw's appraisals shall be accepted, not necessarily as correct,
but as authoritative.”’?¢ The fineness was stated in terms of a pre-
mium above a standard® fineness of 0.935374. The Kung-ku-chu es-
timated this premium to the nearest tenth of one per cent. The shoe
in the Frontispicce was marked 5.5%. Thus, it represented

Actual weight 49.94 Chauping taels
Plus premium, 5.5% 2.75 o “
= Equivalent weight of standard fineness 52.69 “ “

This was not the end, however, for by an “clo custom,” called the
Shanghai convention, of which the origin is obscure, 98 taels by
weight of the standard fineness passed as 100 Shanghai currency taels.
Thus, this particular shoe passed for 52.69/0.98 = 53.76 Shanghai
currency taels. Once the shoe was marked by the Kung-ku-chu, it was
accepted by Chinese and foreign banks and merchants in Shanghai at
the above fixed value, and might change hands many times without
being reweighed.

The Shanghai currency tael, therefore, was based on three
things; a certain standard of weight, a certain standard of fineness,
and the Shanghai convention, The standard of weight was the Chau-
ping weight tael of 565.65 grains; the standard of fineness was
0.935374: the convention factor was 0.98. Thus, we have:

Equivalent fine silver content of 1 Shanghai currency tael
= 565.65 X 0.985374 X 0.98 = 518.512 grains.

This figure, first definitely published in 1927 by Eduard Kann,*® was
accepted generally in Shanghai by the mercantile and banking com-
munity, which before that time would have found it difficult to

26 Edward B. Drew, Commissioner of Customs at Ningpo, reporting in 1878
to Robert Hart, Inspector General of Customs, as quoted in Hanna et al., Gold
Standard in Internationcl Trade, p. 221,

27 Thig rather strange “standard” apparently was derived as follows: the
original standard was 11/12 or 0.916667, the same as that of the Indian rupee.
By the Shanghai convention, 98 taels by weight were taken as 100 currency
ta.el5_]?ri6viding 0.916667 by 0.98 gives 0.035374. Kann, The Currencies of China,
p. -

28 Kann, “What is a Shanghai Tael?” pp. 769-772.
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assign an exact fine-gilver equivalent to the currency in which they
daily made large {ransactions,

The above definition of the Shanghail tael as 518.512 grains of
fine silver applied only to silver which had been cast into shoes of
sycee by a smelting shop and certified by the Kung-ku-chu. The
smelting shops naturally made a charge for their services. The charge,
not stated as such, but implicit in the amount of currency taels re-
turned by them for a certain weight of bar silver, amounted to about
g of 1 per cent.?® This may be considered as comparable to seign-
iorage. Since the tael formed the basis of the currency, and since bar
silver could be imported free of duty and converted into sycee at any
smelting shop, it may be said that from 1857 to 1933 there existed in
China the equivalent of free (though not gratuitous) coinage of silver.
Just as the producer of gold could always dispose of it to the United
States mint at $20.67 per fine ounce, so the producer of silver could
always ship it to China and get credit in taels, with which he could
buy exchange on New York or London. Similarly, sycee could be
shipped from China to New York or London, refined and melted into
bar silver, and sold there. The costs of shipping and refining, and the
loss of inferest, restrained such movement to some extent, but, barring
that, there was in China the same free interchangeability between
silver bullion and silver currency that there was between gold bul-
lion and gold currency under the gold standard in America and Eng-
land.

Thus, the Shanghai tael was based firmly on silver. The actual
shoes of syeee remained for the most part in bank vaults, and trans-
actions were made with tael bank notes or checks drawn in taels. A
certain amount of sycee was moved back and forth daily between
banks in settlement of balances, for there was no clearing house in
Shanghai until recent years, and shipments of sycee were made be-
tween Shanghai and other ports. Most wholesale-trade and foreign-
exchange transactions were based on the tael currency, while retail
trade usually was carried on in terms of silver dollars and minor coin.
The everyday transactions of the masses were largely in brass cash,
or in copper 10-cash and 20-cash pieces which began to supplant the
old cash at about the beginning of this century. The value of these
coing wasg not fixed definitely in terms of silver, but fluctuated, partly
in sympathy with the market value of their copper content, and part-
ly in accordance with the quantity in circulation. Paper money was
issued by banks and cash shops in terms of taels, silver dollars, and
copper cash. This paper money not infrequently depreciated, but the

28 Kann, The Currencies of China, pp. 16-17, 31,



SILVER AND CHINA 95

effects of such depreciation usually were confined to the limited area
within which each issue circulated.

The Kuping tael, equivalent to 1.0960 Shanghai taels, was used
for government transactions and accounts under the Empire, but was
replaced by the dollar or yuan under the Republic. The Haikwan or
Customs tael was created when the Customs Service was organized
in 1858. It was taken as equivalent to 1.1140 Shanghai taels, and to
appropriate values in the local currencies of other ports. It was pure-
ly a money of account. The Customs assessed duties in this unit, but
payment was made in local currency at the fixed rate.

In April, 1938, as will be described in Chapter XXI, Section 9,
the Government ordered that all taels be abolished, and that all sub-
sequent transactions be in terms of silver dollars or yuan.

6. Foreign Silver Coins

The Spanish dollar was the principal form in which silver first
entered China.®® At first, it was accepted by the Chinese only by
weight, but, as the coins became more familiar and were found to
be of uniform weight and fineness, their convenience was recognized,
and they eame into use as a medium of exchange at Canton. A cus-
tom, peculiarly Chinese, grew up of “chopping” coins. That is, the
holder of a dollar stamped his name on it with a metal stamp or chop,
which bit deeply into the silver, making a character } to 1 inch square.
This served the same purpose as the endorsement on a check: it guar-
anteed the genuineness of the coin, and gave subsequent holders re-
course to the endorser. Dollars frequently were chopped many times,
since each recipient would require the payer to chop them. This pro-
cess naturally mutilated the design of the dollar, and gradually re-
duced the weight as bits of silver broke off. Some dollars were
chopped so much that they were distorted into the shape of a bowl;
the “spectacle” dollar also was found, where the whole center had
been punched out. Nevertheless, a reasonable number of chops was
a guarantee, like “two-name paper,” and only chopped dollars were
acceptable in many transactions.

After Mexico became independent of Spain in 1821, its silver
production continued to be coined into dollars or pesos of the same
weight and fineness but with a new image and superscription. These
dollars began to flow into China instead of the old ones. Because of

30 for an account of the Spanish dollar and other dollargs which have circu-
lated in the Far East, see A, Piatt Andrew, “The End of the Mexican Dollar,” on
which much of this section is based. See also illustration, page 4.
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Chinese love for the accustomed and suspicion of change, they were
not welcomed at first, but gradually became acceptable at Canton, In
Shanghai, however, the Spanish dollar with the head of Carolus IIII
(sic) remained the standard, and began to acquire a scarcity value
which raised it above the Mexican dollar of equivalent silver content.
Spanish dollars were imported from all sources where they could be
found, but still were insuflicient and in the years 1853 to 1856 at-
tained a high premium over their bullion value. Finally in 1857, by
general agreement in Shanghai, all accounts in Carolus dollars were
converted into Shanghai taels at the rate of one dollar per tael, al-
though the bullion content made the tael equivalent to about $1.88.%
The Mexican dollar came into use in Shanghai and other ports as a
medium of exchange for retail transactions, and was valued in taels
in proportion to its bullion value. By the end of the nineteenth cen-
tury it had become the principal dollar coin in circulation, and gave
its name of “Mexican” or “Mex.” to the dollar currency in general, a
name which has persisted to the present day, after most of the Mexi-
can dollars have been replaced by Chinese doilars, officially called
yuan, and after these in turn have been replaced by bank notes.
During the last half of the nineteenth century there came into
the country other foreign dollar coins which may be enumerated and
described briefly. Various South and Central American countries con-
tinued to coin doillars or pesos similar to the Spanish dollar, and some
of these reached China. The British colony of Hong Kong coined dol-
lars from 1866 to 1868, but they were not popular and the experiment
was abandoned. Japan issued about 165,000,000 silver yen from 1871
until she adopted the gold standard in 1897. About two-thirds of
these were exported and competed with the Mexican dollar in China
and southeastern Asia. The American trade dollar wag coined from
1873 to 1878 to the extent of nearly 36,000,000 pieces. These were in-
tended solely for the China trade, but some of them cireculated at
home. In 1887, after the fall of silver had made their silver content
worth less than a dollar gold, a redemption law was passed, which
explicitly excluded defaced and mutilated dollars. About 8,000,000
were redeemed, so it may be assumed that about 28,000,000 remained
in China as chopped dolars, or already had been melted into sycee be-
cause their bullion content was slightly above that of the Mexican
dollar. Beginning in 1885, the Government of French Indo-China is-
sued a piastre de commerce, sometimes called the Saigon dollar, A
British dollar, issued from Indian mints from 1895 on, circulated in
Hong Kong and in parts of China. Spanish “Alfonsino™ pesos, coined

51 Morse, International Relations . .., Vol. I, pp. 469—471.
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in Spain in 1897 for the Philippines, and the first American Philip-
pine peso, coined from 1908 to 1206, also came to China, as did the
first Straits Settlements dollar of 1903 to 1906.

These dollars all approximated the Spanish and Mexican dollar
standard. This legally was 417.8 grains, 0.902 65/72 fine, containing
377.14 grains of pure silver, but practically was about 416.5 grains,
0.898 fine, containing 374 grains of pure silver.?® The other foreign
dollars varied slightly from this. Thus the American trade dollar, the
Japanese ven for a few years, and the picsire de commerce for the
first ten years weighed 420 grains, 0.900 fine, and contained 378 grains
of fine silver. While they passed for no more than a Mexican dollar
in ordinary transactions, their extra weight caused them to be culled
out and melted. Some of the other dollars were slightly under the
Mexican in silver content, but nevertheless passed as a dollar. It was
a very nice point in China just how much underweight a coin could
be and still pass at its face value. Often it might be accepted in one
market and rejected in another.

- 7. Chinese Silver Coins®

Chinese provincial dollars had been coined at Foochow and Amoy
in the 1880’s and 1840’s but never attained wide use. In 1889 Chang
Chih-tung, the progressive Viceroy of the Liang Kwang, opened a
mint at Canton with Imperial sanction. There were struck silver dol-
lars, with a dragon design, and an inscription making them provineial
rather than national coinage. In later years other provinces opened
mints; the dragon design was continued, but each provinee marked
the dollars with its own name. These coinages provided an opportun-
ity, too good to be missed, for experimenting as to just how much un-
der the Mexican standard a dollar could be, so that there was consider-
able variety in their silver content, with a range of several per cent.

Although most of these provincial dollars contained inscriptions
in both English and Chinese, it is interesting to note that none of
them used the word “dollar,” nor any equivalent Chinese word. In-
stead, they were marked “7 mace and 2 candareens,” that is, 0.72 of
a tael. This had been the accepted relationship between the tael and
the dollar from the earliest days of foreign trade; since taels varied
in different places and the provincial dollars varied in silver content,
it was only a conventional expression. The actual daily exchange rate
between the tael and the dollar was determined by the cash shops and

32 Kann, The Currencies of China, p. 146.
33 I'bid., pp. 149-159, 177-183; Chang, “The Vanishing Mexican Dollar,”
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banks in accordance with relative supply and demand, as well as with
the bullion content.

There gradually developed, at first in the ports and later spread-
ing to the interior, a more extensive use of the dollar as a medium of
exchange and a money of account. It occupied an increasingly impor-
tant place in retail trade, and stood between the tael, in which large
transactions were carried out, and the brass cash and copper 10-cash
coins, which were the money of the masses.

At the same time many of the provincial mints issued 10-cent and
20-cent silver pieces, marked “7.2 candareens,” and “1 mace and 4.4
candareens,” respectively. These coins, like the subsidiary coins of
the United States after 1853, contained less silver to the dolar than
did the dollar coins. In the United States the law made such coins
legal tender to a limited amount and redeemable in standard money,
but there were no such provisions in China, and the provincial mints
flooded the market with them. As a result they passed at a value pro-
portional only to their silver content, or even less. A silver dollar,
“big money,” would exchange for $1.10 to $1.25, “small money.”

The Imperial Government made some attempts to stop the pro-
vincial mints and establish a national currency, but nothing effective
was done until 1910; a new national dollar was put into circulation
about the time the first Revolution broke out in 1911. This was marked
in English “One Dollar” and in Chinese “One Yuan” (the same char-
acter as that for the Japanese yen).

At thig time, then, the dollar circulation in China consisted of
Mexican dollars, which formed a large part of the currency of Shang-
hai, a scattering of other foreign dollars, and large numbers of Chi-
nese provincial dollars. Each kind of dollar cireulated in 2 more or
less limited area, and was discounted elsewhere. In some ports there
was a distinction between “clean” and “chopped” dollars, Clean dol-
lars were those free from scratches or marks; chopped dollars in-
cluded not only those actually chopped with a metal die, but also other-
wise acceptable dollars showing even a slight scratch, and dollars,
even if clean, of issues not regularly acceptable. In Shanghai, the
more modern custom prevailed of chopping dollars with a rubber
stamp, half an inch or an inch square; mutilated coins did not pass
there at all, being confined to more remote districts. The writer, in
Changsha, at about the time of the Revolution of 1911, collected over
40 varieties of foreign and Chinese dollars out of ordinary circulation,
including all the foreign dollars mentioned above, and dollars from
all Chinese provinces which had coined them. Most of these were
chopped badly. The only dollar which passed as clean in Changsha at
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the time was the Hupeh dollar, and that had to be absolutely without
a scratch.

8. Hong Kong Currency®

Hong Kong, although politically a British colony, is related so
closely to China geographically and economically that its currency
system should be considered here. In the early days of the colony an
attempt was made to adopt the British gold standard, but that proved
impracticable, and in 1863 the Mexican and equivalent silver dollars
were made legal tender. The experiment of minting dollars in Hong
Kong from 1866 to 1868 was unsuccessful; one reason assigned was
the existence of a rumor among the Chinese that they would be liable
to criminal prosecution if they chopped the coin bearing Queen Vic-
toria’s head.**

Bank notes issued by branches of British Indian banks operating
in Hong Kong and by the Hongkong and Shanghai Banking Corpora-
tion, organized there in 1864,* came into considerable acceptance in
circulation during the 1860’s and eventually largely replaced actual
dollars, The issues were limited in amount by the charters granted to
the various banks: they were secured by silver dollars, including
Mexican dollars and British dollars eoined in Bombay since 1895 for
Far Eastern use, and by securities deposited with the Colonial Gov-
ernment. Notes were convertible freely into dollars, but dollars were
not convertible into notes. On account of the limited amount of notes
and the demand for them not only in Hong Kong itself but also in
Canton and South China, the notes frequently were at a premium
over the value of the silver dollars which they were supposed to rep-
resent. This premium in 1908 reached as high as 34 per cent. A plan
was proposed at that time by which the Government should undertake
the management of a note issue, but this was not adopted. In later
years, the premium was even greater.

9. Summary

The currency system of China, at the outbreak of the World
War, if it could be called a system at all, was most complex, and made
the country a paradise for the money changer, Leaving out entirely

34 This section is based on the following, which should be consulted for fur-
ther information; Eitel, Europe in China: The History of Hongkong; Kann, The
Currencies of Ching, pp. 243-256; Kann, “The Mystery of the Hongkong Dollar.”

36 Eitel, op. cit,, p. 441.

38 Ibid., p. 386.
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the question of foreipgn currency, the exchange of the different do-
mestic currencies was a science in itself. The traveler found that the
coins or bank notesg of one city were taken only at a discount in the
next. Even within a city there were one or more local taels; a variety
of different dollars, with perhaps a distinction between clean and
chopped; small silver coins, depreciated with respect to the big dol-
lar; 10-cash copper coins; the small brass cash with a hole in the cen-
ter, which still were current, although rapidly disappearing; and also
paper money, expressed in taels, dollars, or eash. The little cash shop,
often nothing more than a “hole in the wall,” had a signboard with a
dozen different quotations of daily-changing rates between the differ-
ent currencies, and did a thriving business, making its small profit on
each transaction, and usually taking advantage of any lack of experi-
ence or bargaining ability in its customers.



CHAPTER XII
BUSINESS IN CHINA UNDER THE SILVER STANDARD

Lawyer (in American Court in Shanghai) : How old are you?
Lady witness (of uncertain age): Twenty-one.
Judge: Pardon me, is that gold or Mex.?

China Coast Yarns

The fall in the price of silver, beginning in 1873, considerably
disturbed the trade between gold-standard and silver-standard coun-
tries. As a result, India abandoned the silver standard in 1893, and
in the succeeding decade many other silver countries foliowed her ex-
ample, as will be related in Chapter XIII. Although China, as has
been pointed out in the preceding chapter, made much use of copper
currency internally, she was practically on a silver standard as re-
gards her foreign trade. She continued to use silver as the standard
while other countries were discarding it, and so was subject to the
influence of all the major and minor fluctuations in the value of the
white metal for sixty years, a full “cycle of Cathay.” These fluctua-
tions have made foreign exchange in China a very important factor
in the export and import trade.

1. Ezxchange Pority

Between New York and London, when both were on the gold
standard, there was a fixed par of exchange, $4.8665 per pound ster-
ling, which represented the ratio between the quantities of gold in a
sovereign and in a dollar. The cost of shipping a sovereign across the
Atlantic, including interest, was in the neighborhood of 2% cents. A
New York bank, therefore, could not charge its customers more than
$4.8665 + 0.025 = $4.8915 for cable transfers on London, because at
a higher rate it would be cheaper for the customers to ship full-weight
gold coin or bars, Similarly, it could not offer less than $4.8665 —
0.025 = $4.8415 for cable transfers on London, because at a lower
rate it would be profitable for customers to import gold from London.
Thus, $4.8915 was the gold export point, and $4.8415 was the gold
import point. Between these two points a New York bank set its ac-
tual rates depending upon the relative supply of and demand for ster-
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ling exchange among its own customers, and ultimately upon the sup-
ply and demand in the whole exchange market, as adjusted by inter-
bank transactions. The figures given are purely for illustration, since
the actual gold points varied from time to time with changes in ex-
penges and interest rates, and it was often a point of discussion in
the financial press as to just what the current points were. Roughly,
however, it may be said that exchange between New York and Lon-
don varied within about } of 1 per cent each side of par or a total
range of 1 per cent.

Between New York and Shanghai there could be no fixed par,
because the currency of one place was gold, and that of the other was
silver. There was, instead, a daily parity based on the day’s price of
silver. Since the Shanghai tael contained 518.512 grains of fine sil-
ver, and the ounce of silver, 0.999 fine, contained 479.520 grains of
fine silver, the theoretical parity of the Shanghai tael was 518.512/
479.520 = 1.0813 times the price of silver in New York. That is, if
silver cost 50 cents per ounce, 0.999 fine, in New York, the equivalent
value of the Shanghai tael on that day would be 1.0813 < 5O or
54.065 cents. The cost of shipping silver between New York and
Shanghai, including interest, was in the neighborhood of 21 per cent.
Thus the actual exchange rates, New York on Shanghai, could vary
between 21 per cent below and 24 per cent above the day’s parity.!

For Shanghai exchange on London the corresponding parity was
computed as follows: Sinece the price of silver in London was quoted
per ounce standard or sterling, that is, 0.925 fine, it represented the
price of 0.925 X 480 = 444 grains of fine silver. The parity ratio,
therefore, was 518.512/444 = 1,168; that is, the exchange rate,
Shanghai on London, tended to fluctuate around 1.168 times the price
of silver in London. The writer made an extensive study of the fluc-
tuations of the actual Shanghai-London exchange rate relative to the
price of silver for the period 1909-27. This ratio showed fluctuations
as high as 18 per cent during the war period and nearly 5 per cent in
normal times.?

It will be evident that even if silver had a fixed price in terms of
gold, Shanghai exchange, with a range of 5 per cent, would show
much more fluctuation than exchange on a gold-standard basis across
the Atlantic with a range of only 1 per cent. With the gold price of
silver itself subject to fluctuations, which amounted even in unevent-
ful years to 10 per cent and often to 20 per cent, 30 per cent, or even

1 For discussion of the parity constant, especizlly between Shanghai and Lon-
don, see Kann, The Currencies of Ching, pp. 16-19, 31-86; and Leavens, “The
Ratio between the T. T. Rate and the Silver Price.”

2 Leavens, op. cit.
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more, exchange transactions between Shanghai and the rest of the
world were highly speculative,

2. Exchange Futures

The position of silver and foreign exchange rates in Shanghai
may be compared to the position of wheat in the American market.
The price of wheat is determined by world factors entirely out of the
control of the individual producers and consumers. The producer
may have a legitimate need of knowing in advance the price he will
receive for his crop; the miller who contracts to sell flour at a certain
price needs to contract to buy wheat at the corresponding price, so
that he can rely on his manufacturing efficiency for profit, rather
than on speculating in the price of wheat. At the same time, there
are speculators who believe that they can predict the price of wheat,
and who are willing to risk their capital in futures transactions. The
Chicage Board of Trade provides a market where the transactions of
the producer, the miller, and the speculator are brought together. Al-
though there are well-known evils arising from this system, neverthe-
less, the provision of a futures market is practically a necessity so
that the producer and the miller may be able to shift risks.

Similarly, in Shanghaj, under the silver standard, there were im-
porters who would need to buy exchange some months later and ex-
porters who would have exchange to sell some months later. Both of
them wished to be able to know the rate in advance, in order to avoid
danger of fluctuations in exchange which might more than wipe out
their merchandising profits. Since both parties dealt with banks, the
banks had considerable calls for both buying and selling future ex-
change contracts, and so were able to provide a market for such busi-
ness. There were also speculators who believed that they could pre-
dict the price of silver, and who would make future exchange con-
tracts with the banks, expecting on the due date to oifset a future
purchase of exchange by a spot sale of the same amount, or vice versa.

The banks undertook such futures business at rates based on the
current rate, but with a small premium. A bank did not need to specu-
late; it could balance its purchases and sales of exchange. This bal-
ance needed to be only in total amount, not in due dates, provided the
bank had enough funds, both in Shanghai and abroad. For example,
a bank could sell $100,000 T. T, (telegraphic transfer) on New York,
against a purchase of $100,000 in three months’ bills on New York,
provided it had or could borrow $100,000 in New York to meet the
T. T. at onee, since this fund would be replenished when the bills come
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due, or earlier if they were discounted. On the other hand, a bank
might, if it wished to speculate, take a position in exchange by over-
buying or overselling, if it had strong reason to expect that the ex-
change rate would move in the direction which would make such a
transaction profitable. A bank could, however, make a fair profit on
the difference between buying and selling rates, without taking the
risk of an overbought or oversold position.

Regardless of exchange risks, a bank took a credit risk in mak-
ing any future contract, and had fo scrutinize the credit of the cus-
tomer and the nature of the transaction on which the contract was
based. The risk of financing the movement of a staple commodity for
a sound customer was small. That of making a contract with a shoe-
string speculator was large. The bank had to use discrimination in
making future exchange contracts just as it had to in making loans.

3. Exchoange Fluctuations and the Import Trade

In the days of the East India Company, there was not the ex-
treme gold-silver fluctuation to contend with, although the Company
did have its problems of obtaining Spanish dollars, and later of acting
as a banker in Canton. The margin of profit was so large, however,
that exchange was a minor matter, When silver began to fall in the
1870’s, China’s foreign trade was still small, but the country was
gradually being opened up, so that over the peried down to the World
War, during which the depreciation of silver might have been ex-
pected to check imports, the import trade actually grew fairly steadi-
ly. That is, the long trend of trade was more important than the
trend of silver, although year-to-year fluctuations of silver prices
showed some effects.?

This long-time growth of imports did not mean that exchange
fluctuations were not important. The foreign import merchant, how-
ever, tried, with considerable success, to shift the risk of exchange to
his Chinese customers. The foreign merchant ordered goods only to
fill definite orders from Chinese dealers; he quoted to them a price in
sterling or other gold currency sufficient to pay the landed cost of the
goods and his profit. The contract was made in sterling, and the Chi-
nese dealer could take his choice of making a forward exchange con-
tract with a bank, thus determining at once how much a shipment
would cost him in taels, or of waiting until the goods arrived. For ex-
ample, suppose the merchant signed a contract with a Chinese dealer

3 Remer, “International Trade between Gold and Silver Countries: China,
1885-1913.”
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to import a shipment for $1,000 U. S. currency, for delivery and pay-
ment in 4 months. If the current exchange rate was a little over 80
cents per {ael, the bank probably would be willing to make a contract
to sell the Chinese dealer $1,000 four months thence at 80 cents flat;
that is, for Tis. 1250, If the dealer accepted that, he knew just how
much the goods were to cost him, and perhaps sold them in advance
to retailers at a price which would allow him his profit. On the other
hand, he might elect to wait and see what happened to exchange. If
it went up, say, to 85 cents, he would have to pay only Tls. 1176 for
the $1000; on the other hand, if it went down, say, to 75 cents, he
would have to pay Tls. 1333. The foreign merchant theoretically did
not care how exchange went, since he was to get $1,000 anyway.

As long as the foreign merchant could be sure that the Chinese
dealer would meet his liabilities, there was little risk. Up to the latter
part of the nineteenth century, there was not too much competition,
the market was not overstocked, there was ample margin of profit for
all concerned, and the system worked fairly satisfactorily. Losses or
decreased profits due to exchange fluctuations could be absorbed by
the Chinese dealers without difficulty, with the hope that they would
have better luck next time.

Ag competition increased, both among foreign importers and
among Chinese dealers, especially in staple commodities like cotten
piece goods, the situation changed somewhat. Goods were imported,
not only to fill orders received, but also speculatively in the hope of
being able to sell them on arrival. Stocks accumulated in Shanghai.
There were usually some dealers who had settled thejr exchange at a
more favorable rate than others, and thus could undersell competitors.
Competitors then would be forced to lower their price. The dealer
who had settled at a rate that proved to be unfavorable, in the light
of conditions when the cargo arrived, could not bear the loss. He was
inclined to ask the foreign importer for a concession, and in some
cases to go back on his contract. Thus, the foreign importer, although
theoretically safe because contracting in gold, actually was taking
a risk.

This was not a sudden change, but rather a gradual development,
not important when exchange fluctuations were narrow, but unpleas-
antly evident at times of sudden and considerable changes in the price
of silver. It also varied between different commeodities, being worst
in the case of raw materials and staple items like piece goods, where
there wasg a broad market and much competition, and least in the case
of specialized goods like machinery. The tendency toward repudia-
tion of contracts was especially pronounced in the postwar depression
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and in the depression of the 1930’s. At those times the Shanghai pa-
pers spoke often of Chinese dealers who had gone “Ningpo more far,”
the pidgin-English phrase for leaving for parts unknown.

4. Exchange Fluctuations and the Export Trade

The foreign export merchant in China theoretically was also
able to protect himself against exchange risks. He received an in-~
quiry by cable from America or Europe for a guotation on some Chi-
nese product, such as silk. He found the price he must pay in taels,
added freight, insurance, and other charges, computed the gold-cur-
rency equivalent at the rate which the bank quoted for buying his
draft, and cabled back a quotation in gold currency for the goods de-
livered in New York or London. He might get a cabled acceptance
within a few hours, and meanwhile might have been protected by op-
tions on the silk, the cargo space, and the exchange, Thus, for any
single transaction he was independent of the exchange rate.

Nevertheless, the exporter was fundamentally dependent on ex-
change because, if the exchange rate were too high, the resultant gold
price of the goods would be too high for them to be sold abroad, and
he would get no orders at all.

5. The Theoretical Effects of High and Low Ezchange

Theoretically, when silver and exchange were high, imports into
China were stimulated, because then a given amount of Chinese eur-
rency would buy more foreign currency or, in other words, the price,
in silver currency, of imported commodities was lowered. On the
other hand, when silver and exchange were low, imports were hin-
dered because the price in silver currency of imported commod1t1es
was raised.

Similarly, when silver and exchange were high, exports were hin-
dered, because either their silver price must be lowered or their gold
price must be raised; and when silver and exchange were low, ex-
ports were stimulated, because their gold price could be lowered,
while their silver price was unchanged or even raised,

The above theory assumed that all other factors were unchanged,
which was seldom the case. Thus, in studying China’s foreign trade
from 1885 to 1913, Remer found that the theory was verified by the
facts for a few years of falling silver in 1891-1894 and a few years
of rising silver in 1903-1806; but that, for the whole period covered,
imports increased greatly in spite of falling silver, because of the rapid
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opening up of new areas to trade; and that expérts did not increase
as much as expected, because of the inability of the Chinese to take
advantage of the opportunity.*

The test of the theory by the rise of silver during the World War
and by the postwar decline of silver will be discussed in Chapters
XXI and XXIL

¢ Ibid.



CHAPTER XiII

THE CHANGE FROM SILVER TO GOLD STANDARDS IN ASIA AND LATIN
AMERICA

I loved thee once; I'll love no more—
Thine be the grief as is the blame;
Thou art not what thou wast before,
What reason I should be the same?
RoBERT AYRTON, To an Inconsiant

The United States and most of Europe adopted the gold standard
in the 1870’s; India abandoned silver in 1898 and finally adopied a
form of gold-exchange standard; China remained on the silver stand-
ard. At the same time, the problem naturally presented itself to the
other silver-standard nations of Asia and of Latin America, and it is
of interest to see how it was met by some of the more important
eountries.

1. The Dutch East Indies

The first Asiatic eountry to make the change from silver to gold
was the Dutch East Indies. When the price of silver began to fall,
Netherlands India was on a satisfactorily working silver standard,
with the unit, the guilder (or florin), the same as that of the silver-
standard mother country. After Holland suspended silver coinage and
made the 10-guilder piece full legal tender in 1875, there was a
period of two years when Netherlands India remained on silver, and
suffered inconvenience due to the falling price of the white metal.
Finally in 1877 the colony was placed on the same basis as the mother
country. Actually, little gold circulated, the silver token coins being
accepted by the Government and the public at their face value. The
exchange rate with Holland was maintained between the points at
which it would pay to ship silver coins between the two countries
rather than gold. Manhagement of the exchange was largely in the
hands of the Java Bank. With a usually favorable trade balance, it
was not difficult to maintain the gold, or perhaps more properly gold-
exchange, standard.?

t Bee Vissering, On Chinese Currency, Vol. I, pp. 113-134, for an account of
the system.
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2, Japan?®

Before the Perry Expedition of 1853-54, Japan had been shut off
almost completely from foreign nations. She had, at that time, a
monetary system which included gold, silver, and copper coins. Prac-
tically the base was bimetallic, gold and copper, which circulated at
a ratio about equivalent to that in the West. Silver coins were token
money, artifically valued at a ratio to gold of about 5 to 1. This was
fixed by law because the Government of the Shogun or Tycoon had a
monopoly of silver mines, and so profited by keeping the white metal
high in comparison with gold.

Townsend Harris, the American Consul General whoe was sent
in 1856 to negotiate a treaty, apparently did not understand the token
status of silver coins, and demanded that foreign silver coins be ex-
changeable with them weight for weight. He managed, after long
insistence, to get this provision incorporated in the treaty.® In No-
vember, 1857 he complacently recorded in his journal that after meet-
ing his living expenses he could remit home about $6,000 a year out
of his salary of $5,000 a year, and that he had made a profit of $2,500
on the side by the purchase of gold.* As a result of his efforts, when
foreigners first were allowed to take up residence in Japan, they
were able to exchange Mexican dollars for equal weights of Japanese
silver, convert the latter to gold at 5 to 1, ship the gold to Shanghai,
and exchange it for Mexican dollars again at 15 or 16 to 1, thus mak-
ing a quick 200-per-cent profit. Fortunately for Japan, the supply
of domestic silver coin was insufficient to permit this endless-chain
process to be continued permanently, and within a year or two the
Japanese ratio between gold and silver approximated the world one.

Under the Meiji Emperor, who came into power when the Sho-
gunate was overthrown in the Restoration of 1888, it was intended
to adopt a silver standard, but on the advice of Mr. (later Marquis)
Ito, a gold standard was adopted in 1871, with provision for the tem-
porary coinage of a silver yen weighing 416 grains, 0.900 fine, which
was to be legal tender in the treaty ports. From 1875 to 1878 the
experiment was tried of making the yen 420 grains and marking it,

2 This account of Japanese currency is based on Matsukata, The Adopiion
of the Gold Standard in Japan.

3 For an account of Harris's negotiations, see Cosenza, The Complete Jour-
nal of Townsend Harris, pp. 226, 233-234, 238, 241, 246, 264-2656, 272274, 281,
287-288, 310-813, 316, 322-327, 333-336, 343, 351, 369, 364, 372374, 409, 512,
520, 571-572, 581. See also Sawada, “The Financial Difficulties of the Edo Baku-
fu,” f?l; % J ;p:;régse account of the situation.

5 Leavens, “The Gold-Silver Ratio in the Early Foreign Relations of the Far
East,” pp. 326-327.
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in English, “Trade Dollar,” but this did not accomplish the desired
purpose of driving out the Mexican dollar.

The attempt to establish a gold standard was unsuceessful. A
considerable amount of inconvertible paper money had been carried
over from the Shogunate; the new Government was compelled to issue
more to meet the expenses of civil war. Finally, in 1878, the Govern-
ment made the silver yen and Japanese trade dollar legal tender
throughout the country and equivalent to the gold yen. This in effect
set up a theoretical bimetallism at a ratio of 16.17 to 1.

The next stage in currency reform was to deal with inconver-
tible paper and restore it to parity with silver. By a careful fiscal
policy and wise management, this finally was accomplished when the
Government resumed specie payments in silver on January 1, 1886;
thereafter government paper money was replaced gradually by con-
vertible notes issued by the Bank of Japan. From that time the coun-
try was on a de facto silver standard, since silver had depreciated so
much that the Japanese 16.17-to-1 ratio became ineffective.

The country now was subject to all the influeneces of a falling
(i.e., when the yen was quoted in terms of sterling or American dol-
lars) exchange rate, that is, a depreciating currency. This led to
rising prices, speculation, and increase of national expenditure; on the
other hand, it stimulated agriculture, industry, and the export trade.
A commission which studied the matter from 1898 to 1896 was divided
as to whether the effects had been, on balance, beneficial or harmful
to Japan. Seven members supported the silver standard, two favored
bimetallism, and six wished to adopt the gold standard,

Count Matsukata, Minister of Finance, was an advocate of the
gold standard, but he had been unable to find a practicable way of
obtaining the necessary gold reserve with which to inaugurate it.
When China, by the Treaty of Shimonoseki, April 17, 1895, agreed to
pay Japan an indemnity of 200,000,000 Kuping taels, he saw his op-
portunity and succeeded in arranging that this should be paid in
sterling in Londoen instead of in actual silver,

Count Maksukata was succeeded in office by Viscount Watanabe,
whe was opposed to the gold standard, but who, in order to avoid
disturbing the silver market, allowed most of the indemnity to remain
temporarily in London. In September, 1896 Count Maksukata re-
turned to office, and immediately instructed the Bank of Japan te
use a new policy in transferring the indemnity money, buying chiefly
gold and bills of exchange instead of silver, At the same time he suc-
ceeded in getting a new gold-standard coinage law promulgated on
March 26, 1897.
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The coinage law provided for a new gold yen unit of 0.76 grams
of pure gold, which was approximately equal to the current bullion
value of the gilver yen. It also provided for subsidiary silver coins of
50, 20, and 10 sen, with a mint ratio of 28.75 to 1, or a bullion parity
of T1.8 cents (or 32.8 pence) per ounce, which was at least 10 per
cent above the current market price of silver. The law was to go into
offect on October 1, 1897, from which date the old silver yen gradually
would be redeemed in gold, but still would be legal tender, until pro-
hibited after six months’ notice; the coins still would be redeemable
five years after that. Another law provided for the redemption of
convertible notes in gold coin, and stated that not more than one-
fourth of the reserve against these notes should be in silver coin. The
mint at once began making new coins from the gold shipped from
London, producing 49,000,000 yen before October 1, 1897 and 25,000,-
000 more in the next six months. At the same time it was decided to
issue a total of 40,000,000 yen of silver subsidiary coins within the
next three years, which would approximately double the amount of
such coin in circulation and relieve a scarcity which was being felt.

There was some distrust of the plan on the part of the foreign
banks, which notified their customers in July that they would reserve
the right to pay in silver after October 1. To insure confidence, Count
Matsukata immediately announced that on October 1 the Government
would redeem in gold all the silver yen held by the Bank of Japan
and the Yokohama Specie Bank, and would allow foreign banks to
get their silver yen redeemed through the Bank of Japan. The Yoko-
hama Specie Bank also announced that it would receive silver yen,
but would pay out only gold and would redeem convertible notes in
gold.

These measures dispelled doubt, and in September prospects of
success were so good that the date for stopping circulation of silver
yen was set for April 1, 1898. By June redemption was proceed-
ing so satisfactorily that the five-year redemption period was abol-
ished, and the final date for redemption was set at July 31, 1898.

There had been some uncertainty as to how many silver yen
would be presented for redemption. A total of 165,000,000 had been
coined since 1871, but about two-thirds of these had been exported.
To redeem all of these exported coins would have been a heavy strain.
Count Matsukata, however, had had a careful investigation made by
Japanese consular officers throughout Asia. He came to the conclusion
that a great many of these coins had been melted up into bullion, that
most of those still circulating in China had been chopped and so were
not redeemable, and that, although unmutilated coin made up a good
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part of the circulation in the Straits Settlements, it was not likely
that more than 10,000,000 yen would come in from abroad for re-
demption, because they could not be spared from circulation. More-
over, the gold content of the new yen was such that there would not
be much profit in presenting the silver coins unless silver should fall
in price. His prediction turned out to be very close to the actual re-
sults, less than 11,000,000 yen being returned from abroad.

After the redemption, the Government was left with 75,000,000
yen of silver, partly in coin, partly in bullion against which the mint
had iskued receipts redeemable in silver, Of this, 27,000,000 yen were
used in minting new subsidiary coins, 41,000,000 yen were sold in
Hong Kong, Shanghai, and other ports, and 7,000,000 yen were
shipped to Korea and Formosa, after being stamped with a symbol
to make them irredeemable in Japan. The retired coins were disposed
of entirely by the end of 1898. Great skill was shown in the sale of
silver. Although the price of silver had fallen in the summer of 1897
in anticipation of the change, it recovered in the autumn and during
1898. Conditions in the- Far East, together with the effect of the
Spanish-American War, combined to strengthen the price of silver,
so that this amount was disposed of with none of the ill effects re-
sulting from the sale of German silver in the 1870’s or of Indian silver
in recent years. The average price obtained was a fraction of a penny
above the London average for the same period. A total loss of about
five and one-half million yen was sustained, but this was more than
made up by seigniorage profit on the new subsidiary coins.

~In this way, the change from a silver standard to a gold standard
was accomplished successfully in little over a year from the passage
of the law. It was facilitated by the gold provided from the Chinese
indemnity, but this was used oniy as a loan to finance the currency
operations and then reverted to the Government Treasury. There was,
of course, a certain element of luck. If outside forces had tended to
push the price of silver downward instead of upward, more silver yen
from abroad would have flowed in for redemption and greater losses
would have been realized on the sale of the bullion. It is always dan-
gerous to be dependent on the uncertainties of the silver market, but
the danger avas reduced by Count Maksukata’s careful planning and
wise management, and by the expedition with which the plan was
carried through.

The steady rise in the price of silver from 1903 to 1906 bhrought
the white metal to a maximum of 71§ cents (or 33§ pence) per cunce
in November, 19086, or slightly above the bullion parity of the subsidi-
ary coins. In anticipation of a continued rise, a recoinage law was
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passed in April, 1906, by which the fine-silver content of the sub-
sidiary coins was reduced.® The new silver content corresponded to
a coinage ratio of 21.60 to 1, or to a bullion parity of 95.6 cents (or
43.7 pence) per ounce, which made the coins safe from any danger of
the melting pot until the great rise of silver occurred during the
World War.

8. Mexico?

The Spanish dollar, minted chiefly in Mexico, and its successor,
the Mexican dollar or peso, were a world currency for several hundred
years. Before the expansion of silver production in the United States
in the 1870’s, Mexico was the largest producer of the white metal, and
since then it has been a close competitor of the United States, some-
times producing more, and sometimes less. Silver, usually exported
in the form of dollars until the end of the nineteenth century, made
up a good part of the country’s total exports. The fall in the price of
silver, therefore, could not fail to show its effect.

Mexico for two hundred years had been theoretically on a bi-
metallic standard with a coinage ratio of approximately 16.5 to 1, but
practically little gold was coined, so that in effect it was on a silver
standard. In 1903 it was estimated that there were in the country
over 100,000,000 peso coins, a few million pesos in subsidiary coins,
a very little gold, and bank notes bringing up the total circulation to
about 200,000,000 pesos.

The fall in the price of silver which began in 1873 had mixed
economic effects in Mexico. It increased the burden, in silver, of the
foreign debts of Mexico, which amounted to over $100,000,000 United
States currency. This, in addition to the effect on customs duties,
made it difficult to budget government income and expenditure. The
export trade of the country was stimulated, as is always the tendency
with a depreciating currency, but it was held by some that Mexico
was having to give an increasing portion of her products in return
for imports. Moreover, the falling price of silver discouraged the in-
vestment of foreign capital, which was needed for the development of
the country.

Early in 1908 the Government of Mexico united with the Govern-
ment of China in asking the United States to co-operate in seeking a
remedy for the difficulties raised by the fluctuation in the relative

8 Eemmerer, “The Recent Rise in the Price of Silver and Some of its Mone-

tary Consequences,” pp. 262-263.
T This account of Mexican currency is baged chiefly on Kemmerer, Modern
Currency Reforms, pp. 4656-552.
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value of gold and silver. These governments presented partly identical
memoranda reciting the difficulties of trade between gold-standard
and silver-standard countries, the important volume of that trade and
its future potentialities, the difficulties of foreign investors, and the
great desirability of finding some method of stabilizing the exchange
between the two types of countries, while not making any material
changes in the monetary system of the gold-standard countries.®

The American Congress, on March 3, 1903, gave President Theo-
dore Roosevelt authority to co-operate in the study of this problem.
Secretary of State John Hay appointed a Commission on International
Exchange, consisting of Hugh H. Hanna, Charles A. Conant, and
Jeremiah W. Jenks. They were instructed

. . . to confer with the executive departments of Mexico and China, and also with
England, Germany, France, Russia, and such other Eurcpean countries as time
and opportunity will permit, for the purpose of formulating, if possible, some
wise and feasible policy.

They were expressly

. . . not authorized to suggest any specific changes in the currency systems of the
gold-standard countries, nor to suggest that any change whatever will be made
in the present monetary standard of the United States.?

The Gold Standard Act of three years before had closed definitely
the period when the United States was interested in discussing in-
ternational bimetallism.

The commissioners, in company with a Mexican commission,
visited Great Britain, France, Holland, Germany, and Russia, meet-
ing there with commissions appointed by those governments and with
representatives of the Chinese legations. The discussions concerned
chiefly the problems of China, and there was general agreement as to
the desirabilify of some form of gold-exchange standard for that coun-
try;1° this will be discussed in Chapter XIV, Section 1.

Meanwhile, in February, 1903, the Mexican Department of Fi-
nance had appointed a large commission of bankers, economists, busi-
ness men, mine owners, and others to study the monetary problem.
The commission was divided into four subcommissions which reported
to the general effect that, although there had been many advantages
from the fall of silver, there had also been serious disadvantages, and
that stabilization in the future was highly desirable.

A fifth subcommission then was appointed to make definite

8 Hanna et al., Stability of International Exchange, pp. 37-46.

® Ibid., pp. 4647,
10 Ibid., pp. 12-14.
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recommendations for monetary reform.* In the final report'? of the
fifth subcommission there was general agreement on the desirability
of a gold standard, on fixing the new unit at approximately 50 cents
United States currency, on stopping the coinage of, and prohibiting the
importation of, old dollars, and on exchanging those in circulation at
par for new silver dollars, of changed design, but containing the
same quantity of fine silver. The subcommission was divided, how-
ever, as to whether a gold reserve should be established to facilitate
the transition and to support exchange. A minority favored estab-
lishing a reserve, but the majority felt that it was better simply to
let the stopping of increase in the silver-dollar currency bring about
a gradual appreciation in its value up to the gold parity, as had been
done in India.

A decree of May 21, 1904 imposed a high import duty on Mexican
silver pesos after January 1, 1905. In December, 1904 the Mexican
Congress passed a law giving the Executive very broad powers for
monetary reform, without specifying details to any extent except that
the old dolar should be retained, and that it should be given a value
equivalent to 0.75 grams of fine gold or 49.85 cents United States
currency, the same as the Japanese gold yen.

President Diaz established a new monetary system by decree on
Mareh 25, 1905. This discontinued free coinage of silver, and did not
provide for free coinage of gold, but additional silver money could be
coined for those presenting gold.” Old subsidiary coins were to be
replaced by new ones containing 25 grams of silver, 0.800 fine, to the
peso. The coinage ratio for the old peso worked out at 32.59 to 1, and
the bullion parity was 63.4 cents (or 28.9 pence} per ounce. For the
new subsidiary coins, the corresponding figures were a coinage ratio
of 26.67 to 1, and a bullion parity of 77.4 cents (or 35.4 pence) per
ounce. Although no provision was made for immediate support of
exchange, a regular fund was provided for, to be started with a con-
tribution from the Treasury and added to from profits on seighiorage
and other monetary transactions. This fund was to be administered
by a speeial Commission on Exchange and Money.

The price of silver, which had reached a low level at the beginning
of 1903, had recovered by the end of 1904 to 61% cents (or 22&
pence) per ounce, which was close to the 63.4 cents (or 28.9 pence)
bullion parity of the old peso. The price fell off during the first half
of 1905, but the peso remained practically at par, and in the latter
part of the year silver rose sharply so that the peso was worth more

11 Hanna et al., Gold Standard in International Trade, pp. 336-338.
12 Ibid., pp. 890-422,
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as bullion than as money, a condition which held good for two years.!®
The Mexican commission of 1903 had foreseen the possibility of such
a contingency, and had pointed out two alternatives: either to raise
the legal parity, or else to demonetize silver and let it be replaced by
gold coin. They strongly favored the latter.*

When this situation actually occurred, the Commission on Ex-
change and Money took control, and sold out not only silver pesos from
the regulator fund but also the holdings of banks, giving the banks
the benefit of any profit. By a centralized management of sales, dis-
turbance to the sensitive world silver market was minimized, so that
the exchange value of the peso rose only slightly above its gold par.
The eommission exported about 60,000,000 pesos. Private parties ex-
ported about the same amount until a 10-per-cent tax was imposed;
this tax was remitted if the exporters presented equivalent gold for
colnage. As a result of this exportation there was danger of a cur-
rency famine at home. The coinage of new gold coins as well as of
subsidiary and minor coins was hastened, and gold certificates were
issued againgt bullion deposited for coinage.

Thus, by a fortunate turn in the silver market, Mexico was en-
abled to replace her silver currency by gold, except for the necessary
amount of subsidiary coins, which had a fine content low enough to
protect them from exportation.

4. Stroits Settlements 1%

The British Colony of the Straits Settlements, together with the
Federated Malay States and Johore, was dependent upon foreign coin
for most of its currency. Spanish doliars, rupees, and other coins had
circulated in the early days of the Colony. In 1867 the Spanish, Mexi-
can, Bolivian, Peruvian, and Hong Kong dollars were made legal ten-
der, the American trade dollar and the Japanese yen being added to
the list in 1874. The Colonial Government itself issued subsidiary
coins, and also notes secured by a 100-per-cent reserve of coin and
securities,s

The fall in the price of silver from 1873 to 1893, although it had
many of the same effects as in India, did not greatly disturb the trade
of the colony, which had been developing satisfactorily, and there was

13 For a chart illustrating these movements, see Xemmerer, Modern Currency
Reforms, p. 535.

14 Hanna et al., Gold Standard in International Trade, p. 417.

15 This account of Straits Settlements eurrency is based chiefly on Kemmerer,
Modern Currency Reforms, pp. 389-463, and Anthonisz, Currency Reform in the

Straits Seltlements,
16 Straits Settlements Currency Committee, Report, pp. 4-6.
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no general demand for currency reform. In 1893, however, after the
report of the Herschell committee and the closing of the Indian mints,
the Secretary of State for the Colonies appeointed a committee, also
under the chairmanship of Lord Herschell, to consider currency ques-
tions in the Eastern colonies.’” To assist in this investigation, the
Governor of the Straits Settlements appointed a local committee to
study the problem.’®* The local commitiee was divided, some favoring
a gold standard, but some European and all the “native” (apparently
this meant Chinese) members favoring silver. Many in both groups
desired the coinage of a special dollar coin for the Colony, although
a4 majority of those who favored a gold standard believed that it might
be more practicable to adopt the Indian rupee. The committee ap-
pointed by the Secretary of State published no report and took no
position as to the standard, but recommended the issuance of a Brit-
ish dollar at the Bombay mint for circulation in the Straits Settle-
ments and other colonies, including Hong Kong.'® As a result of this
recommendation and of the fact that the Indian mints were idle, ar-
rangements were made for the coinage of a British dollar at the Bom-
bay mint.>* This dollar was coined for anyone who presented silver
bullion, at a seigniorage charge of 1 per cent. It weighed 416 grains,
0.900 fine. Only a few millions of these were coined in 1895 and 1896.
At this time the British dollar, the Mexican dollar, the Hong Kong
dollar of 1866-68, and the Japanese yen were legal tender.

When, however, in 1897 Japan started her currency reform, there
was a tendency for silver yen to flow back to Japan. The banks in
Singapore met this contingency by ordering more British dollars, so
that the Bombay mint worked to capacity, producing $20,000,000 to
$30,000,000 per year.2r The silver yen was demonetized in the Colony
in 1898, but retained its value as bullion and could be converted into
British dollars at a small loss.

The continued fall in the price of silver in 1896-97 caused rising
prices and aroused fresh interest in currency reform. In 1897 the
Singapore Chamber of Commerce, in view of the difficulties brought
about by falling exchange, urged the adoption of a gold standard, with
a 2-shilling doliar.22 The authorities did not favor this proposal. It was
not until 1902 that any action was taken, when the Governor asked

17 Ibid., p. 6.

18 The ’rtl:port of this committee is reprinted in Straits Settlements Currency
Committee, Minutes of Evidence and Appendices, pp. 103-106.

19 Straits Settlements Currency Committee, Report, p. 6.

20 Andrew, “The End of the Mexican Dollar.”

21 I bid.

22 Straits Settlements Currency Committee, Report, pp. 6-7; Minutes of Evi-
dence and Appendices, pp. 107-110.
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the Secretary of State for the Coleonies to have the subject investi-
gated by experts.?®* The Straits Settlements Currency Committee, un-
der the chairmanship of Sir David Barbour, who had been finance
member of the Government of India, and a member of the Fowler
committee, was appointed in November, 1902. In March, 1903 this
committee recommended serious consideration of the establishment
of a gold standard. It suggested that this could be done by gradually
introducing a new Straits dollar, equivalent to the British dollar, de-
monetizing old dollars when the supply of new coins was suflicient,
prohibiting the import of old ones and the export of new ones, and
then stopping further coinage until the exchange value of the new dol-
lar should rise to whatever point was considered desirable. Thereafter
the Government would issue new dollars only in exchange for gold at
the fixed rate. Gold coins would not be legal tender but the Govern-
ment would give dollars for sovereigns, and sovereigns or bills of ex-
change on London for dollars.z+

On June 25, 1903 an order of the King in Council gave authority
for such a plan. No indication of the ultimate parity was given, but
it generally was accepted that 2 shillings per dollar would be chosen.
Recoinage was begun at once, of new dollars of the same weight and
fineness as the British dollar. The free movement of coin was not in-
terfered with until October. The old dollars were demonetized in Au-
gust, 1904. By the end of 1904 recoinage was completed, about
$35,000,000 of the new dollars having been minted.

Meanwhile, the price of silver, which had reached an all-time low
of 46% cents (or 211} pence) per ounce in 1902, had begun to rise
and continued fairly steadily upward to a high point of 71§ cents (or
884 pence) per ounce at the end of 1906. This rise has been discussed
by Kemmerer, who ascribed it in part to the rise of all commodity
prices which accompanied the rapid increase of gold supplies during
that period, and in part to the large demand for silver for European
coinage and for India.”® During 1904 and the first half of 1905 the
exchange value of the Straits dollar fluctuated fairly closely with the
price of silver, with a tendency to be relatively higher in view of the
expected parity of 2 shillings.>® By the middle of 1905 the price of
silver had risen so that the bullion content of the dollar was worth
more than 2 shillings. Finally, in January, 1906, after several weeks
of violent fluctuations in exchange, the Governor fixed a rate of $60

23 Straits Seitlements Currency Committee, Report, p. 7.
24 Thid., pp. 12-14,
25 Kemmerer, “The Recent Rige , . . ”

26 For a chart illustrating these movements, see Kemmerer, Modern Currency
Reforms, p. 408.
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= £7. This in effect set up a theoretical gold-dollar unit equivalent to
7/60 of a pound (or 28 pence = 2s. 44.), that is, containing 7/60
% 118.0016 = 18.1835 grains of fine gold. This made the coinage ra-
tio of the Straits dollar 28.40 to 1, and the bullion parity 72.7 cents
{or 33.2 pence) per ounce,

At the same time the Governor proclaimed that currency notes
of the Colony might be issued in exchange for gold in Singapore at
the 28-pence rate. These currency notes had been established in 1899;
they were covered by a 100-per-cent reserve, of which at least half had
to be in coin, while the remainder was invested in British or Co-
lonial securities, The system was under the control of Currency Com-
missioners, The Governor now authorized the commissioners to in-
vite and accept at their discretion tenders for the issuance of notes
in Singapore against telegraphic transfer on London at rates which
would cover the expenses involved in bringing out equivalent gold
from London to Singapore. If the gold were used to acquire silver
for coinage, the seigniorage profit was to be placed in a separate gold
reserve fund. These measures assured that gold, in Singapore or Lon-
don, should be convertible into Straits dollars at a fixed rate, allow-
ing for charges, but did not make any provisions for the reverse con-
version of dollars to gold or sterling. They thus fixed a maximum
rate of exchange, but did not fix any minimum rate, It was hoped
later to be able to offer to redeem notes in actual gold, but there was
no intention of establishing a gold-exchange standard and being ready
to sell transfers on London at a fixed rate,

Meanwhile, the uncertainty as to the rate to be fixed, and the
rising silver market, had caused a great deal of speculation in ex-
change at Singapore. A few, who guessed right, made large profits,
but there were many more who lost and there was a general demoral-
ization. One bank made large profits by taking a position in exchange
instead of sticking to the more conservative practice of balancing
purchases and sales of exchange.

Kemmerer has criticized the monetary-reform plan because no
rate was set in advance, as it had been in India when the mints were
closed in 1893 and the 1s. 4d. rate was officially promulgated by offer-
ing to give 15 rupees for a sovereign.? On the other hand, this policy
has been defended by J. O. Anthonisz, late Treasurer of Straits Settie-
ments, on the ground that business men in the Straits were fully ac-
customed to a fluctuating silver currency, and that it would have been
impossible to predict the course of the silver market, so that if a rate
had been set in advance it might not have proved practicable. More-

27 I'hid., pp. 433-444.
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over, he argued that the 2s. 4d. rate was a fair representative of the
average rate for the preceding 10 or 15 years, and so was preferable
to the level at which it would have been set if based on the low price of
silver in 1902 and 1903.28

The continued rise in the price of silver during 1906 made even
the 2s. 44, rate too low for a 416-grain silver dollar. In January there
had been a margin of about 10 per cent between the bullion value of
the dollar and its exchange value, but by October silver had risen to
705 cents (or 32; pence) per ounce or close to the bullion parity of
72.7 cents (or 38.2 pence) per ounce. If the price of silver should go
a little higher, there was danger that the coins would disappear from
circulation.

To remedy this situation it was possible either to raise the ster-
ling value of the dollar, or to decrease its silver content. Since by this
time the new dollar had eome to be accepted as equivalent to 2s. 4d.
gold, and since notes were very largely taking the place of dollars,
and in turn were accepted as 2s. 4d. gold, it was considered unde-
sirable to change that parity. After some uncertainty as to the weight
of the new dollar, in February, 1907 it was reduced to 312 grains,
0.900 fine; 50-cent pieces, which had been of a lower silver content than
the standard dollar, were made proportional to the new dollar. This
was a 25-per-cent reduction in the silver content of the dollar, and so
reduced the ratio by one-quarter to 21.30 to 1, and raised the bullion
parity by one-third to 97.0 cents (or 44.3 pence) per ounce. Before
the recoinage the exportation of the old dollars had been prohibited
and British sovereigns had been made unlimited legal tender. More-
over, the old 50-cent pieces, remaining from a time prior to the cur-
rency reform, and having a bullion parity of 81.2 cents (or 37.1
pence) per ocunce, had been made unilimited legal tender.

Actnally the peak of the silver price was passed in November,
1906, and the white metal did not again attain such a high level until
during the World War. The recoinage, however, put the Colony in a
better position to meet the wartime rise. No difficulty was experienced
in getting the lighter dollars accepted, because their gold parity was
assured, In fact, notes became increasingly the currency of the Straits
Settlements.

One effect of raising the dollar to 2s. 4d. was a depreciation, in
~ terms of dollars, of the book value of the sterling securities in the

Currency Reserve Fund. Securities of the value of £1000, purchased
when exchange was at, say, 20 pence, represented $12,000, whereas
at 28 pence they represented only $8,571. To help meet this depre-

28 Anthonisz, Currency Reform in the Straits Settlements, pp. 36-46.
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ciation, the Government authorized the use of all income from the se-
curities, part of which formerly had gone into the Colonial Treasury,
and also made contributions from the Treasury.

At the same fime, when gold accumulated in the fund in Singa- -
pore, it was found not to be needed there, and was shipped to London
for investment in securities, so that more income might be available
for the fund. Later, in the autumn of 1906, when exchange was tend-
ing to depreciate below the fixed parity, the Government desired to
support it, and therefore offered to sell exchange on London, By this
action, the lacking element of a gold-exchange standard was provided,
and the Government later expressed its intention of buying and sell-
ing exchange on London at rates 8 pence above and below the 2s. 4d.
parity. Thus, as in India, a de facto gold-exchange standard was
eventually set up.

5. Philippine Islands?®

The currency of the Philippines, at the time of the American oc-
cupation in 1898, consisted of a variety of silver coins, which ciren-
lated at a value somewhat higher than their bullion value because of
seareity. No gold had circulated since the early 1880°s, and the im-
portation of foreign dollars had been prohibited since 1877. Subsid-
iary silver coins were minted at Manila, and in 1897 some 6,000,000
“Alfonsino” pesos were coined in Spain and imported. Although these
were about 8 per cent lighter than Mexican dollars, they circulated at
par with them., Some Mexican dollars were smuggled in, but the pro-
hibition was sufficiently enforced so that Mexican dollars had a higher
exchange value in the Islands than in neighboring Hong Kong and
China.?

During the American military occupation, a large amount of
American currency was brought in to pay wages and other expenses.
The exchange rate was then about 50 cents to the peso or Mexican
dollar, and “2 to 1” came to be looked on as a kind of par, although
actually there was no par. The three Manila banks, two British and
one Spanish, arranged with the Military Government to remove the
prohibition against import of Mexican dollars, and in return agreed
to keep the exchange rate at not less than 2 to 1, that is, to keep the
peso from rising above 50 cents. They succeeded in doing this for
two years, until the autumn of 1900, when the Boxer Rebellion in
China created a large demand for silver and raised the price. For a

28 This account of Phlhppme currency is based chiefily on Kemmerer, Mod-

ern Currency Reforms, pp. 2
30 Kemmerer, op. cit., pp. 251—253
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time thereafter the banks maintained the rate at 2 to 1 by an arrange-
ment which amounted to selling to the public the Government’s own
local curreney balances and replacing those balances with American
currency. To keep the Mexican dollar from appreciating further in
the Philippines, a tax of 10 per eent was imposed on the export of
the coins.

At the end of 1900, however, conditions changed. The price of
silver began to fall and continued downward for two years. The prob-
lem now was to keep up the value of the peso, that is, to keep the ex-
change rate from rising above 2 to 1. The Philippine Commission,
which had succeeded the Military Government, did this at first by pay-
ing out American currency and taking in local currency, but after
January 1, 1902, it gave up the attempt and raised®: its official rate to
2.10, thereafter adjusting it at frequent intervals until it reached a
maximum of 2.66 at the beginning of 1903. The government rates
were not adjusted as rapidly as the market rates, so that the public
and the banks usually were able to profit by the discrepancy between
the two.

As a result of these difficulties with fluctuating exchange rates,
the need of monetary reform soon was recoghnized. Three main lines
were possible, The first was the continuance of a silver standard, but
with a new American coinage. This was favored by export merchants
and bankers for the same reasons that these classes had favored it in
India and elsewhere. A second plan was the introduction of American
currency. This appealed to government accounting officers and many
other Americans because of its convenience. On the other hand, it
was objected to by some who had given it more study, since it would
be difficult to get the population accustomed to such a change. The
dollar was congidered too large a unit for the Philippine standard of
living. There might be danger of counterfeiting American silver coing
which were highly overvalued at the current low price of silver, and
it was feared that if gold currency were in circulation it might be
drained to China. A third plan was for the use of silver eoins which
would be maintained at a value equivalent to 50 cents gold to the peso.

The third plan, suggested by the Philippine Commission in Jan-
uary, 1801, and worked out by Charles A. Conant, was presented to
Congress in 1902, but no agreement was reached. A bill for subsidiary
coinage was passed, but, on account of its shortcomings, never was

311t should be noted that, with the rate quoted in terms of pesos to the
American dollar, “raise” and “lower,” etec.,, have a meaning exactly opposite to
what they have in India, China, Japan, and other countries where guotations are
in terms of American dollars per unit of loeal currency.
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put into effect. Finally, the third plan was embodied in the Philippine
Coinage Act of March 2, 1903.%2 This provided for a theoretical gold
peso of 12.9 grains, 0.900 fine, or exactly one-half of the American
dollar. No gold pesos were to be coined, but silver pesos, weighing
416 grains, 0.900 fine, were to be coined for government account. Sub-
sidiary coinage was to be of the same weight and fineness per peso.
Gold coins of the United States, at the rate of one dollar for two pesos,
were to be legal tender for all debts, public and private; the new pesos
were likewise to be legal tender, unless otherwise specifically provided
by contract; debts existing before December 31, 1903 might be paid
in legal-tender currency existing at the time of the contract. The Gov-
ernment of the Philippines was to take such measures as it might
deem proper to maintain the value of the silver peso equivalent to the
gold peso. Old peso coins were to be received temporarily at rates to
be fixed by the Governor. Silver certificates could be issued against
the deposit of the new pesos. The act also authorized temporary bor-
rowing to the extent of $10,000,000 to set the system in operation.

The Government of the Philippines immediately set about put-
ting the act into effect, borrowing money on certificates of indebted-
ness and purchasing silver for coinage. It appointed Edwin W. Kem-
merer, who served from 1903 until 1906, as expert adviser in getting
the system organized. In earrying out the new coinage the Govern-
ment purchased altogether some 12,000,000 ounces of silver at an
average price of about 55 cents per ounce; further coinage needs
were met by recoining old coins withdrawn from government treas-
uries or accepted at a discount during the transition period. Strong
pressure was brought to bear by banks and other interested parties
to have the old currency redeemed at par, but the Government accept-
ed the old pesos only at an official rate of 1.15 old pesos per 1 new
peso. The old pesos usuaily commanded a better rate in the open
market.

The new money was not well received by the public, because it
was not accepted by shopkeepers as any better than the old, so that
it was more profitabie to change the new for the old before making
purchases. To hasten the transition, the Government limited the time
during which the old currency would be received for dues, and during
which it would be legal tender, prohibited the importation of any sil-
ver-standard ecurrency, and imposed heavy taxes on any contracts
made or bank accounts kept in the old currency.®* The success of these
measures may be seen from the following quotation from the report

32 Hanna et al,, Stability of International Exchange, pp. 394-405.
83 Hanna et al., Gold Standard in International Trade, pp. 307-312.
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for 1904 of the Chief of the Bureau of Insular Affairs of the War De-
partment, speaking of the fact that the new gold-standard currency
had become generally accepted:

The varicus steps taken by the civil government to gain this result were met
by violent opposition and predictions of inevitable disaster, made to the govern-
ment officials both in Manila and Washington, but in every case, as soon as def-
inite legislative action had been taken, the atmosphere cleared, and the business
interests commended, by acquiescence and co-operation, the action of the Govern-
ment.

The Philippine Currency Act was passed by Congress April 3, 1903. The first
new Philippine peso was placed in circulation July 23, 1903.

Since that time the Government has eliminated thirty or forty millions of
debased currency and has substituted for it a currency based upon the gold stand-
ard without serious jar or dislocation, all accomplished within seventeen months,
In the minds of financiers and bankers, this accomplishment is considered a won-
derful achievement, unique in the history of the world.s+

The Philippine Coinage Act had left the maintenance of parity
with gold to the Philippine Government. To implement this general
provision, the Philippine Commission on October 10, 1303 passed the
Philippine Gold Standard Act.3®* This provided that all proceeds of
the sale of certificates of indebtedness (of the $10,000,000 authorized),
all seigniorage profits, all profits on the sale of exchange, and all other
receipts on account of eurrency operations should be placed in a spe-
cial trust fund, to be known as the Gold Standard Fund. This fund
was to be used only to meet the expenses of the currency system and
the payment of interest and principal of the certificates of indebted-
ness.

To maintain the parity of exchange, the Insular Treasurer was
authorized to sell drafts on depositories of the fund in the United
States, and these depositories were authorized to sell drafts on him.
Such sales were to be in amounts of not less than $5,000 or 10,000
pesos, and were to be made at a premium of £ of 1 per cent for de-
mand drafts or 1% per cent for telegraphic transfers. These rates
might be increased or diminished temporarily by the Secretary of
Finance. There were also provisions for exchanging American paper
currency, gold coin, or gold bars, for Philippine coin in Manila at the
2-to-1 par, and vice versa, with a charge equivalent to transportation
costs in the case of gold.

By the Gold Standard Act, the Philippine Islands were given a
gold-exchange standard which had been planned carefully, instead of
a system developed from force of circumstances as in India and the

34 Ihid., p. 297,
25 flanna et al., Stebility of International Exchange, pp. 409413,
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Yiraits Settlements. It worked successfully on the whole, and in later
vears the profit on recoinage operations, after the repayment of all
loans, built the fund up to 43 per cent of the circulation by 1911. Since
this was considered more than was necessary, the Philippine Govern-
ment quite properly set a limit of 35 per cent, additional gains to re-
vert to the Government Treasury. The Government also authorized
the deposit of part of the Gold Standard Fund in Manila banks, and
the investment of not over half of it in leans to municipalities and
provinces for public works, and in loans to the Manila Railroad Com-
pany. This measure went against the fundamental principle of the
gold-exchange standard, that the domestic part of the fund should be
kept entirely separate from the internal circulating currency, and
thus left the system with some elements of weakness.*®

Meanwhile, as in the Straits Settlements, the rise of silver in
1906 had threatened to attract the new peso to the melting pot. The
new peso had a coinage ratio of 32.25 to 1, or a bullion parity of 64.0
cents (or 29.2 pence) per ounce. That is, if silver reached 64.0 cents
(or 29.2 pence) per ounce, theoretically it would be profitable to melt
up the new pesos and sell them as bullion, provided the excess was
enough to cover melting, refining, and shipping costs. Moreover, with-
out melting, they could circulate in China side by side with the Mexi-
can and other dollars.>” Conant in 1901 had recommended a some-
what lighter peso,®® but when the Philippine Coinage Act was passed
in 1903, the price of silver was around 48 cents (or 22 pence) per
ounce and had been going down steadily for two years, so that 64.0
cents (or 29.2 pence) per ounce seemed a safe bullion parity. The
steady rise of silver, however, brought the price above this point in
November, 1905, and to a maximum of 71§ cents (or 33} pence) per
ounce a year later.

To meet the situation, the export of pesos or of silver obtained
from them was forbidden, but this regulation could not be enforced
completely, and many coins were smuggled out and got into circula-
tion in China, In June, 1906 Congress, on recommendation of the
Philippine Government, approved making future issues of silver cer-
tificates payable in gold or silver, thus allowing actual gold to play
more part in the system. At the same time the Philippine Govern-

38 Luthringer, The Gold Exchange Standard in the Philippines, pp. 14-34,
discusses this point very fully.

37 For a chart illustrating the movements of the exchange value and the
bullion value of the peso, see Kemmerer, Modern Currency Eeforms, p. 353.

28 Hanna, et al., Stability of International Exchange, p. 396. The Commission
plan of 1900, approved by Conant, recommended a peso of 25 grams (incorrectly
printed “grains” in the reference), 0.835 fine, containing 322.14 grains of fine
gilver as compared with 374.4 grains in the ¢oin adopted in 1903,
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ment was authorized to change the weight and fineness of the coins.

As a result of this authorization, the peso was reduced from 416
grains, 0.900 fine, to 20 grams, or 308.648 grains, 0.800 fine. This
made the coinage ratio 21.27 to 1, and the bullion parity 97.1 cents
(or 44.3 pence) per ounce, which put the peso in a slightly safer po-
sition than the rupee and the Japanese silver coins. At the time it
seemed reasonable to believe that silver hardly could rise above 94.3
cents (or 43.1 pence) per ounce, the bullion parity of the rupee, in
view of the vast stores of rupees that might be thrown on the mar-
ket. At the same time, it was decided to make the subsidiary coin-
age, which originally had a silver content proportional to that of the
peso, still safer from the melting pot, so these coins were given the
weight of 20 grams to the peso but a fineness of 0.750, which made
their bullion parity $1.036 (or 47.3 pence) per ounce.

Reccinage was begun early in 1907 and was practically completed
by 1911. There was some difficulty at first in getting the lighter coin
accepted as equivalent in value to the original, but wide publicity and
the exchangeability of the new coins for silver certificates and minor
coins soon made the population accustomed to them.

6. Latin-American Countries

In addition to Mexico, many eountries of Central and South
America abandoned silver or bimetallic standards for some form of
gold standard. Tn many cases, however, the actual currency was de-
preciated paper and there was little hard money of any kind in cir-
culation. The experience of a number of countries, taken in alpha-
betical order, is sketched briefly here for the period prior to the World
War. For the effects of the war, see Chapter XVIII, Section 5.

The Argentine Republic, when silver began to fall, was on a
regime of inconvertible and greatly depreciated paper, although a
variety of foreign silver coins circulated in some places. In 1881 a
new law attempted to set up bimetalliam at the already out-of-date
ratio of 15.5 to 1; this was not successful, although the country did
attain a brief interlude in 1883-84 when paper was convertible to
gold, only to be followed by a relapse to inconvertible paper again.®

Bolivia was on a nominally bimetallic, but actually silver, stand-
ard after 1872, with consequent depreciation in exchange rates. In
1904 to 1908 steps were taken toward the adoption of a gold stand-
ard, and although this was not fully carried out, gold bank notes, and

30 See Williams, Argentine International Trade under Inconvertible Poper
Money, 18801900, pp. 31-85, for a brief account of Argentine currency.
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subsidiary nickel coins became the currency of the country. By the
beginning of the World War most of the silver currency had been ex-
ported at times when a rise in the price of bullion made it profitable,
or had been redeemed and disposed of by the Government.*

In Chile, under a nominal bimetallism, which before 1873 over-
valued gold, internal conditions led to a suspension of specie payments
in 1878, so that the country was not greatly affected by the fall of
silver: in the 1890’s it attempted to adopt the gold standard.*

Costa Rica, the most advanced of the Central American repub-
lics, teok steps in 1896 to establish a gold standard, and by 1900 had
succeeded. Unlike its neighbors it was able to get rid entirely of the
miscellanecus foreign coins which had made up a large part of the
circulation.*?

In Guatemala, where there was nominally bimetallism at a ratio
of about 15.51 to 1, the fall of silver caused the exportation of gold
coins and a circulation consisting of silver. In 1894 excessive note
issues led to exportation of silver, followed by government issues of
debased coins, and by increasingly great note issues, so that from 1897
silver was entirely out of circulation.s

Honduras, which had suffered from debased metallic money dur-
ing much of the nineteenth century, was on a fairly satisfactory sil-
ver basis after 1879, and made no attempt to shift to gold, although
there were some inconveniences to foreign trade from fluctuations in
the price of silver.*

In Niecaragua, which had been on a silver standard, the Govern-
ment began the issue of large amounts of paper money after 1894, or
about the time when other silver countries were considering monetary
reforms. The resulting depreciation divorced the currency from sil-
ver, and, when a reform law was finally passed in 1912, the silver
question was dead, and a gold-exchange standard, with a unit equiva-
lent to the American dollar, was adopted.*® Although the exchange
standard was suspended after about a year of operation, the exchange
rates were in faet kept near par, except for a short period, by the
operations of the National Bank.*

Peru, after the experience of a quarter century of depreciat-
ing silver, adopted the gold standard in 1897, with the Peruvian pound

40 McQueen, Currency, Exchange and Banking in Bolivie.

41 See Fetter, Monetary Inflation in Chile, for Chile’s monetary history.
42 Young, Central American Currency and Finance, pp. 185-199.

43 Jbid., pp. 11-34.

#t Ibid., pp. 91-95. .
45 Harrison and Conant, Report Presenting a Plan of Monetary Reform for

Nicaragua, op. cit.
<6 Young, op. cit., pp. 145-188,
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equivalent to the English pound, and 25-gram, 0.900-fine silver soles
retained as fiduciary currency. She remained firmly on the gold
standard until the World War.#*

In El Salvador there had been an unsuccessful attempt in 1892
to establish a gold standard, but the silver standard was continued
down to the World War.+*

7. Summary

In addition to the countries whose change to some form of gold
standard has been described above, nearly all the principal nations of
the world changed their monetary system from a silver standard or
bimetallism to some form of gold standard during the period from
1870 to 1914. At the beginning of the World War there remained on
the silver standard only China, the adjoining British colony of Hong
Kong, French Indo-China, and a few Asiatic and Latin-American
countries of minor commercial importance.*® Not all of the countries
which adopted the gold standard were able to maintain it, but when
financial or political conditions forced them off gold they used incon-
vertible paper currency and did not revert to silver.

It is of interest to compare the experiences of India and of the
five principal countries described in this chapter in changing from a
silver standard to some form of the gold standard. In all of them,
except Netherlands India, the change was adopted only after many
years of depreciating silver currency, which undeniably had stimulated
certain branches of their industry and export trade. There was con-
siderable opposition to a gold standard on the part of the interests
which had profited by declining silver. On the other hand, the import
trade had been affected unfavorably, and the governments were bur-
dened by the increasing cost of meeting their gold obligations. This
latter force operated espeeially in India with its heavy Home charges.
The final change to gold standards probably represented a fair com-
promise between the different interests involved.

The methods of change were diverse. In India, by closing the
mints and starving the currency, the exchange rate was stabilized
finally after it had fluctuated for five years through a range of about
25 per cent. BEfforts to establish a scientific gold-exchange standard on
the Lindsay plan were rejected and it was only after the troubles of

47 Dunn, Peru, A Commercial and Industrial Handbook, pp. 249-250; McQueen
Peruvian Public Finance, pp. 92-100.

48 Young, op, ¢il., pp. 63-66.
. % Annual Report of the Director of the Mint . . . 1916, I:P 216-218, gives an
incomplete table of the then current monetary standards and units.
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1907-08 that the principles of this plan were adopted, and then only by
implication rather than by statute. Except in an occasional emer-
gency, however, the lack of provision for Reverse Councils did not
cause much trouble, because of the usually large favorable halance of
trade which India enjoyed.

The Dutch East Indies were a colony much more closely linked
with the mother country than with other nations, and this fact made
the early adoption of the home currency a reasonable and effective
plan.

In Japan the change had long been contemplated by Count Mat-
sukata. His arrangements for receiving the Chinese indemnity in
gold, and his careful study of the circulation of Japanese yen abroad
paved the way for what was perhaps the most skillfully managed of
any of the reforms. In this he was aided by the fact that he was not
hampered by waste of time in negotiations between home and colonial
authorities, and perhaps by the advantages of a stronger central power
than under democratic British and American institutions.

Mexico, as one of the world’s chief producers of silver, had a
somewhat different aspect of the problem, but it was felt that the
advantages of stabilization would aid even the silver industry. Mexico,
like Japan, had a strong central government. Although at first adopt-
ing a gold standard with silver circulation, she seized the opportunity
offered by the rise in the price of silver to go on a straight gold stand-
ard.

The Straits Settlements rather muddled through the problem,
adopting the Indian method of starving the currency, but without the
Indian announcement of the ultimate parity. This resulted in highly
harmful speculation and disruption of ordinary business. Although
the gold-exchange standard was suggested from the beginning, it was
not adopted till the plan was well under way.

In the Philippines, there was some excuse for the mistakes made
in the early years, for the American military and civil authorities
were thrown info a situation entirely new to them, and much harder
for them to comprehend than it would have been for British colonial
officials, accustomed to the conditions of Far Eastern trade. Later,
the authorities were wise enough to obtain expert asgistance from
Conant and Kemmerer, and the plan finally adopted was theoretically
good, and was carried out with satisfactory success.

The different countries met in different ways the rising price of
silver in 1903 to 1906. Mexico boldly adopted a gold currency. The
Straits Settlements and the Philippines recoined their new silver cur-
rency, which had just come into general use, but found comparatively
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little difficulty in getting a lighter coin accepted, for the way had been
prepared by the first reforms. Japan reduced the weight of her sub-
sidiary eoins, but this gave little trouble since the standard silver
yven already had been replaced by notes and subsidiary coins. In India,
the rupee was well above the melting point, and nothing had to be
done.

Thus, at the beginning of the World War, the gold standard in
some form was operating satisfactorily in all of these countries, except
Mexico, where eivil war had interfered. The various silver coins
were safe from melting unless the price of silver rose above 94 cents
(or 43 pence) per ounce, which was 22 cents (or 10 pence) above the
maximum reached in 1906, and about 33 cents {or 15 pence) above
the average level of the preceding twenty years.



CHAPTER XIV
PROPOSALS FOR MONETARY REFORM IN CHINA

The boy stood on the burning deck,
Whence all but he had fled.
FeLicia DoroTHEA HEMANS, Casabionca

1. The American Commission on Inlternational Exchange, 1903-190}

The penetration of foreign trade and new ideas into China was
slow, but by the end of the nineteenth century both were gathering
headway. The Emperor XKuang Hsu was influenced by Chinese re-
formers who had learned from the West, but he was prevented from
carrying out his ideas by the Empress Dowager’s coup d’efat of 1898.
Soon after that, antagonism to everything new and foreign flared up
in the Boxer outbreak of 1900, but after the storm, as not infrequent-
ly happens in China, there was a reaction to a much more receptive
attitude.

In January, 1903 the Chinese Government joined with the Mexi-
can Government in presenting nearly identical notes and memoranda
asking “ the co-operation of the Government of the United States in
representations to other leading powers in favor of international con-
cert of action relative to the silver question.”* A commission, consist-
ing of Hugh H. Hanna, Charles A, Conant, and Jeremiah W. Jenks,
was appointed, and in company with a Mexican commission visited
the principal capitals of Europe and conferred with government and
central bank representatives,? as related in Chapter X1, Section 3.

The commission drew up a tentative plan for a gold-exchange
standard for China, somewhat similar to the Philippine system, pro-
viding for a silver coin about the size of the Mexican dollar, to bhe
coined at a ratio of about 32 to 1 with respect to a theoretical gold
unit, and for government regulation of the exchange rate by the pur-
chase and sale of exchange on the prinecipal financial centers of the
world.! The system was to be under the management of a foreign
controller of the currency. This plan was discussed with the various
Europeans consulted, because it seemed highly desirable, in view of
European interest in the Boxer indemnity and in other matters of

* Hanna, et el., Stability of Internationel Exchange, pp. 42-46.

2 Ibid., pp. 12-13.
3 Ibid., pp. 5b1-53.
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Chinese finance, that international approval should be secured for
any reform of Chinese currency. General approval of the plan in
principle was secured from Germany, France, the Netherlands, Mexi-
co, the United States, Great Britain, and Russia; the last two coun-
tries preferred to begin with the unification of Chinese currency on
a silver basis before attempting to establish a gold standard.®

The commission returned to the United States in September,
1903, and reported the progress which it had made. In 1904 Professor
Jenks proceeded to China to report to the Imperial Government and
give it any assistance necessary in carrying out the proposed plan.
He spent some time traveling in China to get a first-hand view of
monetary conditions, confer with officials, ascertain the public atti-
tude towards the plan, and explain it more fully.* Later, in Peking,
he consulted with a commission which had been appointed by the Chi-
nese Government. He found that these officials tended to favor the
unification of the currency on a silver basis, with no plans for a gold
standard. He finally succeeded in convincing them of the advantages
of a gold standard, but, because of the lack of interest on the part of
the chief official on the Chinese commission, negotiations were de-
layed, and no action had been taken when Professor Jenks had to
leave Peking in August, 1904, on account of the expiration of the
appointment under which he was acting.”

The Jenks plan was never carried out, nor were any of the other
plans proposed at about the same time, such as Sir Robert Hart’s plan
of 1903 for a gold standard with a silver eurrency, the tael to be fixed
at 2s. 6d.; the rather impractical and naive proposal in 1903 of Hu
Wei-te, Minister to Russia, for a silver-dollar currency on a gold ba-
sis; the plan of Viceroy Chang Chih-tung for a unified tael currency
on a silver basis; the plan issued by the Board of Revenue in 1905
for a gold standard, later altered to a silver standard; or the plan for
first unifying the silver coinage and then placing it upon a gold basis,
proposed by Wang Ta-hsie, Minister to Great Britain, in 1907.

While nothing was accomplished toward a thoroughgoing re-
form, a national dollar coin was provided for in 1910, and came into
circulation in 1911 at the outbreak of the first Revolution.! Since it
bore the name of the Manchu dynasty (Ta Ching) it was not destined
to be widely popular after the Revolution.

4 Ibid., pp. 13-14.

& Ibid., pp. 82-35. .

¢ Hanna, et al., Gold Standard in International Trade, p. 14.
* I'bid., pp. 15-21.

¢ Kann, The Currencies of China, pp. 368-386.

¢ I'bid., pp. 153-159.
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2. The Vissering Plan, 1912--191}

In the spring of 1911 the Chinese Government negotiated with
a syndicate of American, British, French, and German banks for a
£10,000,000 loan, of which 70 per cent was to be used for currency re-
form. By agreement between the Four-Power Syndicate and the Chi-
nese Government, Dr. G. Vissering, president of the Java Bank, was
appointed as monetary adviser.’® This appointment was made just
before the outbreak of the Chinese Revolution in the autumn of 1911,
but, in spite of the political disturbance, Dr. Vissering carried out
an extensive study and issued a report in July, 1912, with a supple-
mentary report on a central bank in 1914.%

In Dr. Vissering’s report he pointed out that monetary condi-
tions had become worse since the beginning of the Revolution, and
that

it might seem best to begin with such modifications of the currency as would offer
for the time being the best chances of success and the best security for the Gov-
ernment, for everyday life, and for general business.!?

Dr. Vissering discussed the comparative advantages of gold-coin,
gold-exchange, and silver standards. He rejected a gold-coin stand-
ard as involving coins too valuable for the low scale of living in
China. The gold-exchange standard would give stability of prices,
but required strong and able management; it usually had been applied
to colonies backed by strong home governments. The silver standard
required no management, but left prices to fluctuate, and did not solve
the problem of variations in the relative value of copper and silver
coing.®

Dr. Vissering considered that the great geographical extent of
China and the variety of eonditions existing in different parts would
make the immediate universal introduction of a gold-exchange stand-
ard impracticable.r* He recommended, instead, that the existing sil-
ver currency be allowed to remain in circulation, and even to be in-
creased, if necessary, but that a gold-exchange standard be started
alongside it."s He pointed out that the Chinese were well accustomed
to fluctuations between various forms of silver and copper money, and
that the addition of another unit would not create any great difficul-
ties. He recommended that a cenfral bank should administer a theo-

10 Ihid., pp. 386391,

11 Vigsering, On Chinese Currency, Vols. I and IL.
12 I'bhid., Vol. 1. p. 2.

13 Jbid,, pp. 15-18.

14 Ibid., pp. 18-25.

15 I'bid., pp. 28—43.
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retical gold currency, on which bank acecounts and bank notes could
be based. Thus a merchant could deposit silver currency, receiving
credit In gold units at the rate of the day; when he withdrew
money from his account, he would receive silver at the new rate of
the day. Dr. Vissering ecompared this to the practice of the Amster-
dam Wisselbank, which had provided a stable bank currency in a
period when many different metallic currencies were in circulation.
The bank itself would have to balance its operations by having its
gold assets mateh its gold liabilities, and its silver assets match its
gilver Iiabilities, and not run any risks by taking a position in ex-
change. It could accomplish this by adjusting its exchange and dis-
count rates., It was claimed that such a bank currency would facili-
tate foreign-trade operations and would grow in importance in the
ports. Gradually the system would spread throughout the country,
and pave the way for a possible eventual complete adoption.®

In regard to the unit, Dr. Vissering considered the Mexican dol-
lar and the tael both too large for China’s convenience, and proposed
a unit of one-third of the then current value of the tael, or about 25
cents in American money.” This eventually could be represented by
a silver coin, when the Government was strong enough, on a coinage
ratio of about 21 to 1, with subsidiary eoins of 0.10, 0.01 and 0.005
units, Seigniorage would be kept as a special fund.’”®* He suggested
that Amsterdam might be selected as a neutral center for the admin-
istration of the gold reserve, under one or more Hollanders with Chi-
nese associates, and insisted that the central bank must be absolutely
independent of the Government and of other banks,®

The outbreak of the World War and the continuance of ecivil war
in China prevented any action on Dr. Vissering’s plan. What has been
proposed since and what has been accomplished in improving Chinese
currency will be discussed in Chapters XXI, XXVIII, and XXIX.

18 Ihid., pp. 43-56.
17 Ibid., pp. 6070,
18 Ibid., p. 95.

12 fbid., pp. 104-106.



CHAPTER XV

THE WARTIME RISE IN THE PRICE OF SILVER, 1915-1920

For he sometimes shoots up taller than an India-rubber ball,
And he sometimes gets so little that there’s none of him at all.
RoBERT Lovuls STEVENSON, My Shadow

The World War brought about an unprecedented rise in the price
of silver, which was followed, in the postwar depression, by a slump
to former levels. These movements had their origins in many coun-
tries, and their effects were world-wide. Thig chapter and the follow-
ing one will discuss the main features of the rise and fall respectively.
Particular forces and results in different parts of the world will be
described in more detail in later chapters,

1. Silver at the Beginning of the War

The silver question had been settled for most countries by the
end of the nineteenth century or soon after. All attempts to promote
international bimetallism had failed, and by 1914 only China and a
few minor countries remained on a silver standard. Silver, however,
continued to be used almost universally for subsidiary coins. Some
countries also had large stocks of silver coins of full legal tender, such
as the American standard silver dollar (legal tender except where
otherwise stipulated in the contract), and the French five-franec piece;
since, however, these stocks were not being increased, they became
relatively less important. The Indian rupee was of full legal tender
and was being coined as needed; since it was stabilized at a fixed gold
value and had a bullion parity well above the eurrent market price of
silver, it was in effect comparable to the subsidiary silver coinage of
other countries. Fluctuations in the price of the white metal no longer
were of political significance. It is true that the rise of silver in 1906
caused some difficulties to the countries which were changing to the
gold standard, but it did not affect the rest of the world.

When the European War began in the summer of 1914, silver
shared in the general slump which was felt by most commodities
not immediately needed for military purposes. The price dropped in
August to 52 cents per ounce, 0.999 fine, in New York (or 23% pence
per ounce, 0.925 fine, in London) from a level of about 58 cents (or 26

— 1356 —
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pence) per ounce during the first half of the year. At this time Sena-
tor Smoot of Utah presented to Congress a bill which would authorize
the Secretary of the Treasury to purchase within six months 25,000,
000 ounces of silver produced within the United States, to anticipate
needs for subsidiary coinage.' Since purchases had averaged only
about 4,000,000 ounces a year for the previous 5 years, this was rather
a large order. The bill was passed by the Senate after the Committee
on Finance had reduced the quantity to 15,000,000 ounces, but it failed
to pass the House. The editor of the Commercial and Financial Chroni-
cle denounced the bill as seeking unjustified aid to a particular indus-
try, when prospects in all industries were uncertain, and when the
Treasury was in poor condition because of the reduction in imports
and consequent loss of revenue.? This reasoning certainly was justi-
fied at the time, and yet, in view of later developments, the passage of
the bill would have saved the Government a considerable sum.,

2. The Rise in the Price of Stlver

The price of silver remained low for more than a year, reaching
a minimum of 464 cents per ounce in New York in September, 1915
(or 22} pence per ounce in London, in November, 1914). Then it began
to rise, reaching a high of 773 cents (or 37} pence) per ounce in May,
1916, dropping back in the summer, and rising again nearly to the
same peak by the end of the year. This was higher than silver ever
had been since the closing of the Indian mints in 1893. In the spring
of 1917 a sharp rise began which brought the price to a new peak of
$1.08% (or 55 pence) per ounce in September, after which it dropped
to about 85 cents (or 43 pence) per ounce at the end of the year. After
the Pittman act was passed in April, 1918, as described in Chapter
XV1], joint action of the British and American Governments kept the
price pegged around $1.00 per ounce in New York, and the equivalent
in London, until May, 1919. When the peg was removed, the price
shot up, reaching a final peak of $1.374 per ounce in New York in
November, 1919 (or 89% pence in London in February, 1926). The
course of the silver price may be seen in detail in Chart 2 (page 11).

8. Coauses of the Rise

The great rise in the price of silver from 1915 to 1920 was partly
in sympathy with the general wartime rise of all commodity prices.

1 Commercial and Financial Chronicle, Vol. 99, Aug. 29, 1914, pp. 564, 584.
2 I'bid.
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In the last two years of the period the London price also reflected the
depreciation of the pound. There were, however, in addition, some
very important special forces which acted on silver alone.?

The supply of silver was reduced considerably. The annual pro-
duction immediately before the war had been about 225,000,000 fine
ounces, of whieh 75,000,000 came from Mexico. From 1914 fo 1917
inclusive, Mexican production was reduced, because of civil war, to
about 30,000,000 fine ounces per year; in addition, there were restric-
tions on the export of the white metal from Mexico.

Coincident with a decreased supply was an increased demand.
In addition to the normal private importation of silver into India for
ornaments, the Government, in the two years ending March 31, 1914,
had coined rupees extensively for the first time since 1908, and for
this purpose had imported about 84,000,000 fine ounces. China had
been importing silver on balance for five years ending with 1913.
European coinage also had taken considerable gquantities of silver.
There was no surplus on hand at the beginning of the war.

The war itself created 2 very large demand for silver subsidiary
coinage in almost all countries, belligerent and neutral alike. This be-
gan to appear in 1915 when the first slump had been succeeded by
widespread industrial activity and employment. More men and women
were working than ever before, wages were rising, and money was
circulating in the hands of people who were accustomed to use ready
cash rather than bank accounts. As a result the supply of circulating
money, including silver, minor coins, and in some countries paper
notes of small denominations, had to be increased greatly. Another
factor wasg that with rising prices for the goods and services for every-
day life, a larger amount of pocket money per person was needed even
by those who always had had pocket money to spend.

This need of more currency began to make itself felt in the
United States in 1916 and continued through 1920, as may be seen
from Table 3.

The report of the Director of the Mint for the fiscal year ending
June 30, 1921, stated:

The large demand of recent years has been met only by operating the mints
for long pericds of time on 24-hour and 16-hour schedules, and as a result of in-
stalling improved machinery and appliances designed for quantity production.t

A similar situation existed in Europe. In spite of the greatly increased
production of subsidiary coinage, the supply could not keep up with
2 Ibid. Vol. 102, May 20, 1916, pp. 1846—47, gives an early contemporary dis-

cussion of the causes of the rise in the price of silver.
4 Annual Report of the Director of the Mint . . . 1921, p. 8.
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TABLE 3
UNITED STATES COINAGE OF SUBSIDIARY SILVER, 1913-1921

Calendar Years Miliions of Dollars
1813 3
1914 6
1915 4
1916 9
1917 29
1918 25
1919 11
1920 25
1521 1

SOURCE: Annual Report of the Director of the Mint, any year.

the demand for circulation and for hoarding; the newspapers had
frequent stories of shortage of currency both in the United States and
in other countries.s

In addition to the coinage needs of countries of the West, there
was a very large demand for coinage in India. That country had even
larger favorable trade balances than usual; the importation of silver
and gold, except on government account, was prohibited, and as a re-
sult people hoarded rupees or melted them to make ornaments. In
addition, large war expenditures were financed from India, includ-
ing operations with Indian troops in Mesopotamia, Persia, and East
Africa, which brought the rupee into use in a wider area.® The Indian
Government made large purchases of silver in the open market and
also obtained 200,000,000 ounces of silver from. American silver dol-
lars under the Pittman Act, as desceribed in Chapter XVIIL

Chinese demand for silver did not make itself felt as scon as
that of India, because Chinese trade at first was not so greatly stimu-
lated by the war. During the four years from 1914 to 1917, China
exported silver on balance to a total of nearly 100,000,000 fine cunces,
part of which went to supply the needs of India. By 1918, however,
China’s trade was increasing, more currency was needed, and her
demand was so insistent, that she absorbed in the three years from
1918 to 1920 about 200,000,000 cunces of silver. The Chinese demand
was perhaps the most important factor in the rise of silver after the
peg was removed in May, 1919.7

& Commercial and Financial Chronicle, Vol. 103, Dec. 23, 1916, p. 2286; Vol.
105, Nov. 24, 1917, p. 2041; Dec. 22, 1917, p. 2405; Dec. 29, 1917, p. 2496; Vol.
106 May 25, 1918, p. 2165; "Tune 15, 1918 p. 2493.

°Babmgton Snuth, Report para. 1

T Annual Report of the Dt'rector of “the Mint . . . 1813, pp. 1565-157, quoting
from Sharps & Wilkins,
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4. Effects of the Rise

The effects of the rising price of silver on India and China will
be discussed in Chapters XIX and XXI respectively. In many other
countries it eventually tended to make the silver coins worth more as
bullion than as money. The way in which a rising price of siiver
would pass the bullion parity of one country after another may be
seen in the “thermometer seale” of Chart 3 (page 16). As a result
there were many changes in the use of silver for coinage in many
countries, as will be discussed in Chapter XVIII.



CHAPTER XVI
THE POSTWAR DECLINE IN THE PRICE OF SILVER, 1920-1933

Perhaps it was right to dissemble your love,
But — why did you kick me downstairs?
J. P. KEMBLE, The Panel

1, The Movement of the Price of Silver, 1920-1933

The maximum quotation for silver in New York, $1.373 per
ounce, 0.999 fine, was reached in November, 1918, although actnal
sales were transacted in San Franciseo at even higher figures.' The
New York price remained near this level for three months. The Lon-
don price, because of the continued depreciation of the pound, reached
its maximum of 89§ pence per ounce, 0.925 fine, on February 12, 1920.

Soon after this the price of silver began to decline, and fell rap-
idly from March to June, often several cents a day, getting down to
80 cents per ounce in the latter month, and, after a slight reaction in
the summer, ending the year around 70 cents per ounce. In 1921, the
price fell as low as 52§ cents per ounce, but improved. From the au-
tumn of 1921 to the summer of 1926, the price ranged between 62
and 74 cents per ounce; this narrow range represented rather more
stability than the whife metal had shown in the two decades before
the World War. The price in London showed a little more variability
in the earlier years, because of the depreciation of sterling, but after
the return of England to the gold standard in 1925 the London price
and the New York price were related closely, as before the war.

From August to October, 1926, the price of silver broke sharply,
but then apparently settled on a new level, fluctuating most of the
time for the next three years between 53 cents and 60 cents per
ounce in New York (or about 24 to 27 pence per ounce in London).

In 1929 the price again began to decline and went down steadily
through 1930, reaching an all-time low of 25% cents per ounce in New
York (or 12 pence per ounce in London) in February, 1981. During
1931 and 1932 the price seemed to have stabilized at a new low level,

. 1 Annual Report of the Director of the Mint , . . 1920, p. 8. Tables published
1n subsequent Keports show $1.38% as the high in New York in 1919 and $1.37%
ir} 1]920, but the records of Handy & Harman show $1.37% and $1.37 respec-
ively.

— 140 —



THE PoSTWAR DECLINE IN THE PRICE OF SILVER 141

fluctuating between 25 cents and 32 cents per ounce in New York, ex-
cept for one brief rise in November, 1931. The price in London re-
mained under 15 pence per ounce until England went off the gold
standard in September, 1981, after which it reflected the depreciation
of sterling. A final all-time low, of 24} cents per ounce, was reached
in New York in December, 1982; this corresponded to a value ratio
between gold and silver of 85 to 1.

From March, 1933 to January, 1984 the price of silver was ris-
ing fairly steadily in terms of depreciating American dollars, but in
relation to gold the value ratio remained in the neighborhood of 80
to 1. A real, but temporary, rise in relation to gold occurred in 1934
and 1935 as a result of American silver policy, and will be discussed
in Chapters XXVT and XXVIIL

2. Couses of the Decline

As is evident from the above outline and from Chart 2 (page
11) which shows monthly prices, there were three distinct breaks in
the price of silver: in 1920, in 1926, and in 1929-1930, separated by
periods of fairly level price.

The first break, beginning in February, 1920, anticipated the
ending of the postwar boom. This ending came a little later in the
spring in America, but the demand for the products of India and
China already was slackening; hence their ability to absorb silver
on a large scale was lessened. Silver, a sensitive commodity, led the
break in commodity prices, but eannot be said to have caused it.

The fairly level price from 1921 to 1926 was maintained by the
balance of supply and demand. Chart 5 shows the supply and con-
sumption of silver from 1920 to 1938 as estimated by Handy & Har-
man. The detailed data for supply, other than production, are given
in Appendix I, Table C, and the detailed data for consumption are
given in Appendix V, Table 1.

On the supply side, production, which had fallen to about 160,-
000,000 ounces in 1920 and 1921, rose by 1923 to about 250,000,000
ounces and maintained that level through 1930. In the years from
1921 to 1926 there were also moderate and decreasing supplies of de-
monetized silver, resulting from European recoinages.

On the side of demand, a slightly increasing quantity was used in
the arts. American coinage under the Pittman Act, as described in
Chapter XVII, absorbed American silver until the middle of 1923,
and in 1924 considerable European coinage demand set in. India and
China, after a decrease in 1921, again took between them around
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150,000,000 ounces a year. The Indian consumption was for orna-
ments; the Government purchased practically no silver, since the
large wartime coinage had left an ample supply of eurrency in India.
Silver imported into China went directly into the monetary system.

In 1926, at about the time that European supplies of demone-
tized silver seemed to be exhausted, there appeared the report of the
Royal Commission on Indian Currency and Finance (Chapter XX,
Section 2) which looked toward the sale of demonetized rupee siiver
to the extent of at least 200,000,000 ounces over the next ten years.
This announcement precipitated a drop in price of about 10 per cent,
which apparently represented the market’s appraisal of the effect of
those expected sales.

Sales by the Indian Government were small in 1927, but begin-
ning in 1928 they were in the neighborhood of 80,000,000 ounces per
year, At about the same time the supply of demonetized silver from
other couniries revived, so that the total annual supply of silver on
the market during the years 1928 to 1930 was over 300,000,000
ounces per year. Meanwhile the coinage demand in Western coun-
tries declined. India and China together took over 200,000,000 ounces
in each of those years; in the two latter years they were able to do
this only at a falling price of silver. The Kemmerer proposal for a
gold-exchange standard in China (Chapter XX, Section 7) was
announced early in 1930 but had been anticipated in 1929. This ac-
celerated the decline in price, as did the adoption of a gold-exchange
standard by Indo-China in 1930, By 1931 the world depression had
cut down the export trade of India and China; this was reflected in
a decrease of their imports in general and of their import of silver
in particular, which was cut in half. In 1932 it was cut in half again,
to about 50,000,000 ounces for the two countries, and in 1933 India’s
net absorption was down to 10,000,000 ounces, while China exported
15,000,000 ounces,

3. Speculative Stocks of Silver

With the two best customers for silver thus out of the market,
it is not strange that the price of silver remained low down to 1934.
In fact, it is surprising that it did not fall lower. The explanation
perhaps may be seen in the large “Unaccounted” consumption shown
in 1933. There is something of an unaccounted area each year, since
statistical information is not adequate to estimate the destination of
every ounce of silver. For 1933, however, the unaccounted item ran
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to over 160,000,000 ounces. This amount, and perhaps some unaccount-
ed for in 1931 and 1932, represented silver which was being held
by speculators for a rise. In normal times, little silver was held in
either the New York or the London market. The white metal always
could be disposed of at a price, for it could be sent to China, where it
was primary money, and exchange on New York or London could be
purchased with it there. In 1932, however, there began an accumula-
tion of silver by speculators in the hope of American government ac-
tion which would increase the price. When America went off the gold
standard in the spring of 1933, there was a desire to invest in com-
modities that would serve as a protection against inflation, and silver
was chosen by many for this purpose. This choice was stimulated by
the increasing agitation for inflation in general and for silver legis-
Iation in particular.

By early 1934, over 100,000,000 ounces of silver were stored in
licensed depositories of the New York Commodity Exchange.? Since
this figure represented chiefly silver held by persons operating on the
exchange, and did not include silver hoarded by others in safe de-
posit vaults or elsewhere, it was not indicative of total silver hold-
ings. The total held in New York was estimated as high as 200,000,-
000 ounces.® Holdings in London and elsewhere perhaps brought
the total world supply of speculatively held silver to 250,000,000 or
300,000,000 ounces.

If it had not been for these speculative purchases, the price
of silver probably would have declined in terms of gold in 1933; that
is, it would not have risen as much as it did in terms of paper dollars.
These holdings, amounting to more than a year’s normal world pro- -
duction, were a potentially bearish factor in the silver market at the
beginning of 1934.

2 Commerciel and Financial Chronicle, Vol. 1388, Feb. 10, 1934, p. 971.
8 Ladd, “What about our Silver Hoarders?”



CHAPTER XVII
THE PITTMAN ACT OF 1918

Take my silver . . .
Old Hymn.

1. The Need for Silver in India

In the autumn of 1917 (see Chapter XIX, Section 3) the Gov-
enment of India was having great difficulty in securing enough sil-
ver to provide for rupee cireulation and for an adequate reserve be-
hind the paper currency. Unless more silver could be procured, there
was danger of uprisings in India which would handicap seriously
British participation in the World War.

The British Government, therefore, on behalf of the Government
of India, began negotiations with the United States Government to
arrange for the control of American silver production, and for the
rationing of the product between the British and American Govern-
ments at a fixed price.t Conferences were held with American silver
producers, and after investigation of costs a general agreement was
reached that $1.00 per fine ounce would be a fair price, This was
above the current market, but would allow for production from some
mines that could not operate at a lower price on the basis of current
costs.

2, The Passage of The Pittman Act

The quantity of silver that couid be allotted to India from new
American production, however, was quite inadequate for her needs,
and it was urgent that more silver be procured. It was suggested that
some of the 500,000,000 silver dollars lying in the Treasury as a re-
serve against silver certificates in cireulation might be spared to meet
the Indian emergency. The Treasury Department and the Federal
Reserve Board drew up a bill.> Senator Key Pittman of Nevada and

1 Commercial and Financial Chronicle, Vol. 105, Nov. 17, 1817, p. 1938; Dee.
29, 1917, p. 2496.

2 For the Treasury Department’s history of the bill, see letter of Seymour
Parker Gilbert, Under Secretary of the Treasury, to Senator Pittman, Aug. 25,
1928, in Commercial and Financial Chronicle, Sept. 29, 1923, Vol. 117, pp. 1419~
21 for Senator Pittman’s own account, see zbui Vol 115 Sept 9, 1922, pp. 1156—
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other members of Congress from silver states were consulted. Al-
though India’s need provided an excellent opportunity to get rid per-
manently of these dollars which formed an anomalous element of our
currency system, such a plan naturally would not have been accept-
able to the silver states, which had some justification for feeling that
they had a vested interest in the perpetuation of the silver element
of our currency. To secure their support, provision was made for the
replacement of the dollars by purchase of silver when it should be
available again. The price of $1.00 per fine ounce, already settled
for domestic production, was agreed upon for the sale and the repur-
chase. As it happened, this was almost exactly what the silver in the
coins had cost.?

The bill, after being presented to the Banking and Currency
Committee of each House, was given to Senator Pittman to be intro-
duced in the Senate, and generally has been called by his name, al-
though he was not the author of it. It was brought before the Senate
on April 9, 1918. In view of the delicate situation in India, which
rapidly was becoming acute, publicity was not desired ; senators were
informed privately of the reasons for the bill, and it was passed with
little debate. The original plan provided for melting and selling not
more than 150,000,000 silver dollars;* the bill as presented increased
this figure to 250,000,000; it was finally amended to 350,000,000.5 An-
other very important amendment, proposed from the floor by Sena-
tor A. B. Fall of New Mexico, provided that the silver to be repur-
chased should be “the product of mines situated in the United States
and of reduction works so located.”” The bill was passed by the Sen-
ate on April 18, by the House, without change, on April 22, and was
signed by President Wilson on April 23, 1918.

The Pittman act provided that the sale of bullion should be at a
price of not less than $1.00 per fine ounce, and that the repurchase
should be at the fixed price of $1.00 per fine ounce, delivered at the
mints. It also provided that, if necessary, silver derived from the
dollars might be allocated to the purpose of making subsidiary coins,
such allocations being regarded as sales, to be balanced by repurchas-
es. The loss of seigniorage, that is 29.29-1- cents per fine ounce of sil-
ver, representing the difference between the coined value and the sale
price as bullion, was to be made up by an appropriation from the

3 Annual Report of the Director of the Mint . . . 1894, p. 17, shows average
cost to have been $1.0093 per fine ounce.

+ Commercial and Finaneial Chronicle, Vol. 106, p. 338, Jan. 26, 1918.

5 Ibid., Vol. 106, Apr. 13, 1918, pp. 1513-15.

8 Ibid., Vol. 106, Apr. 27, 1918, pp. 173940, gives the full text of the act.

7 Ibid., Vol. 117, Sept. 29, 1928, p. 1421,
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Treasury. This loss, of course, would be recaptured from the seign-
iorage realized when new dollars should be coined from purchased
silver, so that in the end the Government would suffer no loss. Pro-
vision was made also to replace the silver certificates in circulation,
which would have to be called in to release the dollars, by Federal Re-
serve bank notes, which would be backed chiefly by government se-
curities, and would require only 5 per cent gold reserve.

3. Sales under the Pittman Act

Immediately on the passage of the act, the mints began melting
up dollars from the free stock in the Treasury, that is, those not back-
ing silver certificates,® while the Federal Reserve banks and their
member banks began the replacement in circulation of silver certifi-
cates by newly-issued Federal Reserve bank notes.® The silver ac-
tually was sold at $1.01} per fine ounce, the 14 cents being to allow for
the expenses of melting and of recoining.* The Government, carrying
out the earlier arrangements with American silver producers, kept the
price of other silver pegged at the same figure in the New York mar-
ket; the London price was pegged at the equivalent.

A total of 259,121,654 silver dollars were melted and sold to the
British Government for the Indian Government, realizing 200,032,-
325.64 fine ounces. The bullion was shipped to India as fast as it
was ready, and the operation was completed in May, 1919. In ad-
dition, 11,111,168 silver dollars were allocated to subsidiary coinage,
producing 8,589,730.13 fine ounces.

4. Purchases under the Pittman Act

Toward the end of 1919, and at later times, Representative Louis
T. McFadden of Pennsylvania tried to have the purchase clause of the
act repealed, but did not succeed.* In May, 1920 the price of silver
dropped below $1.00 per ounce. The Director of the Mint immediately
began the purchase of silver bullion at the stipulated price of $1.00
per fine ounce,** under regulations which assured that the silver pur-

8 Ibid., Vol. 106, May 4, 1918, p. 1846,

® Jbid,, Vol, 106, May 25, 1918, p. 2167,

10 Ibid,, Vol. 107, Aug. 17, 1918, p. 646.

11 Annual Report of the Director of the Mint . . . 1919, p. 102.

12 Annual Report of the Seeretary of the Treasury ... 1923, Dp. T3-77.

13 Commercial and Financial Chronicle, Vol. 109, Dec. 20, 1919, p. 2313-14;
110, Jan. 17, 1920, pp. 207-208; Vol. 112, Feb. 26, 1921, pp. 790-791.

14 Annual Report of the Director of the Mint . . . 1820, p. 8.

Vol.
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chased represented actual American production.’® Thereafter, as long
as purchases were under way, the New York official price for Ameri-
can silver was 99-}- cents per ounce, 0.999 fine. This was the basis
for settlement between smelters and miners; the difference of a frac-
tion of a cent from the government price of $1.00 represented trans-
portation from smelter to mint and the adjustment between the gov-
ermment basig of 1,000 fine and the New York bagis of 0.999 fine.*®
At the same time, another price was quoted for foreign silver; this
usually was well below $1.00, and was under 70 cents per ounce for
the greater part of the period during which purchases were made.

Purchases under the act continued for about three years. Coinage
of dollars did not begin until February, 1921, because the mints still
had been extremely busy during 1920 in the manufacture of subsidiary
and minor coins.™ The coinage was carried on as rapidly as possible
in order to convert the dead stock of bullion into dollars which could
be used as reserve for silver certificates, and so allow the retirement
of the Federal Reserve bank notes and the government securities be-
hind them.®

Announcement was made from time to time of the progress of
purchases. In August, 1922 it was expected that silver purchases
would continue nearly to the end of 1923.%° Since American producers
would receive no more bohus after purchases were completed, they
saw the necessity of action to perpetuate the benefits which their in-
dustry had been receiving, An attempt was made to have a con-
gressional commission appointed to study the question of silver, but
this was defeated in the House; the Senate, however, on March 3,
1923 provided for a Commission of Gold and Silver Inquiry, to study
the production and use of both metals.® The members appointed to
this commission were Senators Tasker L. Oddie and Key Pittman of
Nevada, Thomas Sterling of South Dakota, Frank R. Gooding of
Idaho, and Thomas J. Walsh of Montana.

5. Disputes between Silver Producers and the Treasury

Soon after the appointment of the commission the Director of
the Mint announced that silver purchases under the act would be

15 g::wdmercial and Financial Chronicle, Vol, 110, June 19, 1920, pp. 2530-31.
18 :
. 17 Ibid., Vol. 112, Feb. 26, 1921, p. 790; Annual Eeport of the Director of the

Mint ... 1921, p. 8.

18 Annuael Report of the Director of the Mint . . . 1922, p. 7; ibid, 1923, p. T.

19 Commercial and Financial Chronicle, Vol. 115, Aug. 26, 1922, p. 917.

20 I'bid., Vol. 116, Mar. 17, 1923, pp.1122-23; Commission of Gold and Silver
Inguiry, Serial 4, pp. 1-3.
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completed by July 1, 1923.2* As this was considerably sooner than had
been expected from previous announcements, strong protest arose
from silver producers.2? The reason that the time of completion was
advanced in comparison with expectations was threefold. In the first
place, the rate of production had increased.® In the second place, the
Treasury had accepted offers of a total of 12,000,000 ounces from
smelting companies for future delivery of silver already in process.
Sinee different methods of smelting required different lengths of time,
it was considered equitable to do this in order that American silver
might be purchased up to the end in the order of its actual extraction
from the earth. In this way no miner would be penalized because his
ore had to go through a long smelting process.? In the third place,
the Secretary of the Treasury had revoked allocations of Pittman-act
silver originally made for the production of subsidiary coinage, but
not needed for that purpose.

There ensued a lengthy correspondence between Senator Pittman,
on behalf of the silver interests, and S. Parker Gilbert, Jr., Under
Secretary of the Treasury.® The revocation of allocations for subsidi-
ary coinage was the principal point at issue. In the opinion of the
Comptroller General, the Treasury had authority to revoke the alloca-
tions. Senator Pittman claimed that it had not the authority, and
moreover that the actual silver obtained from melted dollars had been
coined into subsidiary silver and had been replaced by miscellaneous
gilver from mint stocks. The Treasury maintained its position, and
suggested that the matter could be taken to the courts if the silver
producers so desired. They did not so desire; Senator Pittman instead
succeeded in getting the Senate to pass, on May 29, 1924, a bill calling
for the purchase of 14,589,780.13 ounces at $1.00 per ounce, to make
up for the Treasury’s revocations; this bill, however, was not acted
on by the House* Another attempt to pass such legislation in 1926
was strongly opposed by Secretary Mellon, and it met with no suc-
cess.®

21 Commercial and Financial Chronicle, Vol. 116, Apr. 7, 1923, p. 1484,

22 Jbid., Vol. 116, Apr. 14, 1923, p. 1603.

23 Ibid,, Vol. 116, June 30, 1923, pp. 2941-42. United States production in
1920, 1921, and 1922 had been about 55,000,000 ounces per year; in 1923 it rose to
73,000,000 ounces; Merrill, Summarized Data of Silver Production, p. 18

2¢ Commercial and Financial Chronicle, Vol. 116, Apr. 28, p. 18b7T.

25 Tbid., Vol. 116, Apr. 14, 1923, p. 1603. See also Annuel Report of the See-
retary of the Treasury .. .1928, p. 7377, for full account.

28 Commercial and Financial Chroniele, Vol. 116, May 12, 1923, p. 2073-74;
June 9, 1923, pp. 2689-90; June 30, 1923, pp. 2041-42; Vol. 117, Sept. 19, 1923
pp. 141821, See also remarks of Senator Pittman in Commission of Gold and
Silver Inquiry, Serial 4, pp. 12-17.

27 Commercial and F’?m*rw{a.l Chronicle, Vol. 118, June 21, 1924, p. 3033-34.

28 Jbid., Vol. 122, Mar. 13, 1926, pp. 140001,
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Another point of dispute between Senator Pittman and the
Treasury was based on the fact that smelters paid miners on the basis
of 95 per cent of the estimated metal content of the ore. This was in
effect a 5-per-cent charge for smelting but Senator Pittman argued
that it meant that only 95 per cent of the estimated quantity of metal
was realized from the ore and that therefore only 95 per cent of the
Treasury’s purchases from the smelters really represented American
gilver, the rest being foreign silver; accordingly he demanded that the
Treasury should purchase 5 per eent of 200,000,000 ounces or an ad-
ditional 10,000,000 ounces. This argument was disposed of in one of
Mz, Gilbert’s letters.»

6. Appraisel of the Pittman Act

The Pittman act must be judged as a war measure, and not as a
monetary one. It adequately fulfilled its purpose of aiding one of our
allies in a very serious emergency, This alone would have justified it,
even if it had cost the country money. As it was, it cost nothing, for
the seigniorage lost by melting was to be gained by recoining. It
would have been desirable to get rid of the silver dollars permanent-
ly, accepting the loss of 29.29-1 cents per ounce as balancing the
original seigniorage realized when the coins were minted, during the
period from 1878 to 1904, but it would not have been practical politics
to propose such a plan, for it would have alienated the support of the
silver-state senators and prevented or at least delayed the passage of
the bill.

As far as American silver producers were concerned, the Pitt-
man act was, of course, a very profitable measure. Tt enabled them,
in effect, to make a short sale of several years’ postwar production at
a high wartime price, while the Government loaned them, free of
charge, the ready metal with which to make immediate delivery.
Nevertheless, as the act served its war purpose, and did not cost the
country a cent, the benefit to the silver producers hardly can be
grudged them. There is much more to be said in defense of the Pitt-
man act than of many other war measures, and of many other silver
bilis, proposed or enacted.

29 Thid.,, Vol. 117, Sept. 29, 1923, pp. 1419-21.



CHAPTER XVIII

DECREASED USE OF SILVER IN COINAGE

It is not now as it hath been of yore.
WiLLiamM WORDSWORTH,
Ode on the Intimations of Immortality

1. The Price of Silver and Bullion Porities

The price of silver, as early as September, 1917, rose above the
bullion parities of the silver coins of many countries which had adopt-
ed the gold standard around 1900. The post-Armistice rise, combined
in some cases with currency depreciation, threatened subsidiary coins
of the white metal throughout the world. As a result, silver coins
disappeared from circulation in many countries, and in others such
disappearance was prevented only by government action of various
kinds., Even when the price of silver returned to normal levels, the
memory of its 1920 peak was influential in determining the bullion
parity of silver coing provided for under monetary reforms.

This chapter will discuss the action taken in different countries to
protect silver coins from the melting pot, and the changes in bullion
parities which are shown by the difference between the two sides of
Chart 3 (page 16). The particular case of India will be discussed in
the two following chapters.

2. United States

The price of silver in New York reached the bullion parity of
the silver dollar, that is, $1.291 per ounce, 0.999 fine, in November,
1919, and remained above it for two or three months; the maximum
of $1.37} cents in November was still under the bullion parity of
subsidiary silver coins, that is, $1.38+ per ounce.

Under the operation of the Pittman act, deseribed in Chapter
XVII, about half of the 500,000,000 silver dollars in the Treasury had
been melted and sold to India, at $1.00 per fine ounce, plus 11 cents
to cover expenses. Most of the remainder were represented by silver
certificates in cireulation. There was no law against melting Ameri-
can coins, and apparently it would have been profitable for the publie
to secure silver certificates, demand silver dollars in redemption of

—151—
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them, melt up the dollars, and sell the bullion.® It does not appear
from contemporary literature that this was done to any extent. ®
would have taken a certain amount of time and expense, and there
would have been loss in the case of worn dollars; moreover, if it had
been attempted on any large scale, special legislation might have been
enacted to prohibit it; in any case, silver bullion could be exported
only by government license,

The Treasury, however, undertook such an operation on its own
account. It considered undesirable any further increase in the price
of silver that might threaten dollars and subsidiary coins more seri-
ously. No steps were taken toward reducing the silver content of the
coins, but arrangements were made between the Treasury and the
Federal Reserve Board to release silver dollars that were free in the
Treasury, that is, not held as reserve against certificates. These dol-
lars were turned over to American banks with branches in the Orient,
to be sold there at a commission, the profit above coin value going to
the Government. It was expected that this operation would keep the
price of silver and the Chinese exchange from rising further. Under
this plan a total of about 29,000,000 silver dollars was thus disposed of
between November, 1919 and May, 1920.2 This action was entirely
gseparate from the operation of the Pittman Act; these coins were
sold, not at $1.00 per ounce, with a loss of seigniorage, but around
$1.35 per ounce, with a profit of about 6 cents per ounce. They were
not replaced from new purchases, and thus represented a permanent
decrease in the country’s stock of silver dollars,

Members of the Commission of Gold and Silver Inquiry later pro-
tested against sales of silver. Senator Charles S. Thomas of Colo-
rado made a lengthy investigation of the matter and argued that
these sales should be treated as under the Pittman act, and that the
Treasury should be required to repurchase equivalent American sil-
ver.® No action, however, was taken. It would seem that the Treasury
was perfectly within its rights in disposing of the silver dollars at a
profit; and that it acted wisely, thus forestalling private profits on
similar operations and perhaps preventing a rise of silver which would
have threatened even the subsidiary currency.

The possibility that the price of silver might rise above the
$1.284 bullion parity of subsidiary coins led to the introduction of a
bill in the House of Representatives to reduce the weight of these coins

i Commercial and Financial Chronicle, Vol, 109, Nov. 8, 1919, p. 1746; Nov.

29, 1919 dfrp 2030-31.
Vol. 109, Dee. 13, 1919, p. 2215; Annual Report of the Director of the

Mmt 1920 pp. 8-9.
3 Commission of Gold and Silver Inquiry, Serial ?, pp. 28-37.
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to 300 grains to the dollar, making the bullion parity $1.776 per ounce,
0.999 fine. Government officials did not believe that this was neces-
sary, and no action was taken on the bill. Silver for subsidiary coin-
age was obtained by melting dollars under the provisions of the Pitt-
man act.*

8. Philippine Islands

The silver peso of the Philippine Islands had a bullion parity of
97.1 cents (or 44.3 pence) per ounce, and the subsidiary coinage a
bullion parity of $1.036 (or 47.3 pence) per ounce. These coins, there-
fore, were endangered when the price of silver reached $1.08% (or 55
pence) per ounce in September, 1917. The situation in Manila at that
time may be illustrated by the following extracts from the daily

papers:

Where is the silver change of coin of the realm gone to? This is the guestion
now asked in all quarters of Manila, but apparently an answer is not yet forth-
coming. That silver coin is fast disappearing from cireulation, every resident of
Manila has been made to feel recently. Stores on the Escolta and everywhere
are finding it difficult to make change, while in the markets, vendors and stall
holders will not change a bill even at the expense of losing a purchase. A two-
peso bill may not be changed for the asking, and even an offer of purchase will
not induce a Chino storekeeper to change the smallest paper money.

... At Clarke's refreshment emporium the management had to accept two
chits from customers on account of its inability to make change. Cigar stands
and establishments where the Manila public are wont to congregate, found them-
gelves yesterday in the same predicament, while yesterday the Malabon Ciné had
to close for the night at nine o’clock for the same reason.

Certain Chinese are out buying all the silver change they can lay hands
on. It was stated yesterday in certain quarters that offers of seven centavos over
the peso were being offered by certain silver manipulators.?

Sunday, the effect of the hoarding of the subsidiary coins and the peso, began
to be apparent on the street car lines. Meraleo conductors reported from all parts
of the city, particularly those districts where the cockpit crowds were to be found,
an unusual amount of paper currency presented for fares. So great was this
condition on some lines that the conductors ran cut of change completely.®

The difficulty was felt chiefly in the case of subsidiary coins, al-
though they had a higher bullion parity than the peso, because the
peso was to a large extent represented in circulation by silver certifi-
cates of 2, 5, and 10 pesos. To relieve the small-change situation, the
Government arranged for the National Bank of the Philippines and

+ Commercial and Financial Chronicle, Vol. 109, Dec. 13, 1919, p. 2216.

s Manila Daily Bulletin, Sept, 18, 1817.
& Manila Times, Sept. 18, 1917,
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the Bank of the Philippine Islands to issue bank notes in denomina-
tions of 1 peso, and 50, 20, and 10 centavos.” This action, together
with strict precautions againgt the clandestine export of silver coins,
and a recession in the silver price to nearer the bullion parity, restored
normal conditions in October.?

The danger to the coins continued when silver was pegged around
$1.00 an ounce, and increased when it rose above that level in 1919,
but it was believed by the authorities that the efficient customs secret
service prevented the export of silver coins in any quantity.® Recoin-
age with a lower silver content was contemplated in early 1920,'® but
the subsequent fall in the price of silver removed the necessity, and
no action was ever taken.

The workings of the gold-exchange standard in the Philippines
were upset during the postwar pericd, partly because of decreased
exports after the war boom, and partly because the Currency Reserve
Fund, which had been constituted in 1917 by the amalgamation of the
Gold Standard Reserve Fund and the Silver Certificate Fund, was
tied up in investments and in a deposit in the badly-managed Philip-
pine National Bank.? As a result, the Government in 1920 had to
raise its price for exchange on New York to 11 per cent premium for
telegraphic transfers,** and toward the end of 1921 had to suspend
sales entirely for about a year.* Conditions improved in 1922,
the Currency Reserve Fund was replaced by -a Gold Standard Fund
and a Treasury Certificate Fund, and the gold-exchange standard
again was put into operation on practically the same basis as in 1903.14
After the United States went off gold in 1933, the peso was main-
tained at 50 cents currency instead of 50 cents gold. In June, 1934
Congress passed an act granting the Philippine Government an ap-
propriation of some $23,000,000, representing that Goverhment’s
share of the profit on the devaluation of the dollar, as based on its
bank balances held in the United States on January 31, 1934.° There
was opposition to this act at the time and subsequent attempts have
been made to repeal it.

7 Annual Report of the Governor General of the Philippine Islands, 1817, pp.
103-104.

8 Ihid.

v Ibid., 1919, p. 108.

10 Ibid., pp. 17, 108.

11 Ibid., 1920, pp. 78-81.

12 Ihid., p. 6.

13 7bid., 1922, p. 111,

14 Ibid., pp. 111-112,

13 Luthringer, The Gold-Exchange Standard in the Philippines, pp. 249-252.
This book should be consulted for a complete account of the wartime and postwar
working of the system.
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4. Strails Settlements

In the Straits Settlements, as in the Philippines, the rise of silver
in the summer of 1917 brought currency troubles. The bullion parity
of the dollar and the half dollar was 97.0 cents {or 44.3 pence) per
ounce, and that of the subsidiary coins was $1.083 (or 49.4 pence)
per ounce., The price of silver passed the dollar parity before the end
of August, 1917, and early in September passed the subsidiary-coin
parity. The silver dollar had been replaced in circulation to a consid-
erable extent by currency notes, which were acceptable to all classes
of the population. Since the notes were redeemable in silver dollars,
however, there was danger that there would be a demand for the
coins, which had become worth more as bullion than their 2s. 4d. par.
Accordingly the Legislative Council on September 7 rushed through
an ordinance, which gave the Government authority by proclamation
to defer redemption of currency notes. A proclamation was issued
putting this suspension of specie payments into effect, and was re-
newed from time to time until December 6, 1920.1* There was some
objection in the Legislative Council to this step, it being suggested
that a reduction of the silver content, as in 1907, would be preferable.
This was considered impracticable at the time, because the Indian
mints, on which the Straits Settlements depended, were working to
capacity on their own coinage. The suspension of specie payments did
not affect the maintenance of the 2s, 44, par, and there was no loss
of public confidence in the note issue.

The effect on the subsidiary currency of the rise in the price of
stlver was more troublesome. There was not only a large population
of Chinese, as in the Philippines, but also many Indians. Both classes
took every opportunity to make small exchange profits. When silver
passed the subsidiary-coin parity, they began to hoard the coins. By
the beginning of September the sudden shortage of small silver was
noticeable and was causing inconvenience to the public.”” The banks at
first tried to supply all demands, but stocks of the coins were inade-
quate to meet the call from hoarders. On September 12 the Govern-
ment appointed & commission to inquire into the causes and suggest
remedies.® On September 26 the Government issued regulations
which forbade all persons to keep on hand more than their reasonable

16 Straits Settlements, Treasurer, Report on the Working of the Currency
Department, 1828-24, pp. 9-10; Streits Times, Sept. 8, 1917, p. 10.
17 Straits Times, Sept, 4, 1917, p. 8; Sept. 5, 1917, p. 8; Sept. 10, 1917, pp. 8,

10.
18 I'hid., Sept. 13, 1917, p. 6; Straits Settlements, Treasurer, Report, 19£5-24,
p. 11. ]
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needs of subsidiary currency, under penalty of imprisonment for not
over six months, or fine of not over $850, or both.'* At the same time,
the Governor, acting under authority conferred in 1903, prohibited the
exportation of coins abroad and their exportation to other parts of
Malaya except under license.?® On October 1 the Legislative Council
passed a bill authorizing the issue of 5-cent, 10-cent, and 25-cent notes,
logal tender up to $2.00.2* Locally-printed 10-cent notes (later suec-
ceeded by more elaborate ones printed in England) were issued before
the middle of October and were helpful in meeting the needs of the
public.2?2 At the same time some Chinese hoarders were prosecuted
and given exemplary punishment.?® Meanwhile the price of silver re-
ceded to below the subsidiary-coin parity, so that it was only during
September and October that the small-change question was acute.

The Government recognized, however, that the small notes were
only an emergency solution. The Subsidiary Coinage Commission
recommended retaining the 0.800 fineness of the coins, but reducing
them to about two-thirds of their former weight, making a bullion
parity of about 75 pence per ounce.* The Government considered
establishing its own mint, and sent officials to Bangkok to study mint
experience there.”” It was found not to be practicable to reduce the
weight of the coins,? or to establish a mint.

The Government decided, therefore, to retain the original size
and weight of the subsidiary coins, but to reduce the fineness from
0.600 to 0.400, giving a bullion parity of $1.624 (or 74.2 pence) per
ounce. The first of these new coins were placed in circulation in April,
1918, and by the end of 1919 a total of over $3,000,000 had been
coined and two-thirds of it placed in circulation. For a few months,
from November, 1919 to April, 1920, the price of silver was above the
new bullion parity of 74.2 pence per ounce, and plans were made to
reduce the content of the 10-cent piece still further, but this was not
actually done.”” Incidentally, in view of the unsatisfactory nature of
coins of such low fineness, the 0.600 fineness, was resumed in 1926,
and the printing of fractional notes was discontinued.?

18 Straits Times, Sept. 27, 1917, p. 8.
20 Ihid,
21 Ibid., Oct. 2, 1917, p. 7; Straits Settlements, Treasurer, Report . . . 192924,

3.
22 Straits Settlements, Treasurer, Report . . . 1923-2}, p. 3; Streits Times,
Oct. 8, 1917, p. 8; Oct. 15, 1917, p. 8. :
23 Straits Times, Oct. 12, 1917, p. 8; Qet. 31, 1917, p. 8.

24 Straits Settlements, Treasurer, Report . . . 1923-2}, p. 11,
25 Straits Times, Oct. 24, 1917, p. 11.
2¢ Straits Settlements, Treasurer, Report . . . 1923-24, p. 11.

27 Ibid., pp. 11-12.
28 Ibid., 1925-26, p. 9.
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The matter of silver dollars had been taken care of temporarily by
the suspension of specie payments. For a more permanent remedy,
the weight was reduced from 312 grains to 260 grains and. the fine-
ness from 0.900 to 0.500, giving a bullion parity of $2.094 (or 95.6
pence) per ounce. These new coins were issued first when specie
payments were resumed in December, 1920.2* The 312-grain dollars
continued to be legal tender, and there were over $2,500,000 of them
nominally in eirculation as late as 1937,* although presumably a con-
siderable part of this amount was melted up clandestinely during the
yvears 1917-1920.

Thus, because of the widespread circulation of notes instead of
silver dollars and the prompt action taken to protect the subsidiary
coinage, the Straits Settlements passed through the wartime rise in
the price of silver without any serious difficulties. Incidentally, the
par of 2s. 4d. was maintained throughout the war and postwar years,
and the currency remained linked to sterling at that rate when Eng-
land went off the gold standard in 1931.

In 1938, as a result of the desire of the Federated and Unfederat-
ed Malay States, users of Straits Settlements currency, to share in the
profits aceruing from investments and seigniorage, the Secretary of
State for the Colonies appointed Sir Basil Blackett, formerly Finance
Member of the Government of India, as a “Commissioner to enquire
into the question of Malayan Currency.” His report, dated January 8,
1934, recommended a system by which the various governments
should share, in proportion to their estimated currency consumption,
in the liability for the note issue. The governments also would share
in any profits over and above what were needed to meet expenses and
to maintain an adequate reserve.’* These recommendations were not
adopted.

5. Wartime Adjustments in Asia and Latin America

In Japan the subsidiary silver coins had a bullion parity of 95.6
cents (or 48.7 pence) per ounce. In September, 1917 the rise in the
price of silver to $1.08% (or 55 pence) per ounce made it profitable to
melt up these coins, and a shortage of amall coins was experienced.?
On May 1, 1918 the fine silver content was reduced, giving the coins
a bullion parity of $1.484 (65.56 pence) per cunce.®® In 1922, a further

2¢ I'bid,, 1928-24, p. 10.
20 Tbid., 1936-37, p. 18.
51 Report of Commiissioner . . . to tire into . . . Malayan Currency.

3z Commercial and Financial Chronicle . Vol. 105, Dee. 22, 1917, p. 2406.
83 Annual Report of the Director of the Mint . . . 1918, p. 260.



158 SILVER MONEY

reduction of weight and fineness made the bullion parity $2.173 (or
99.2 pence) per ounce.’*

In Mexico the monetary situation had been unsettled by civil
wars even before the rise in the price of silver, and hard money had
been replaced to a large extent by paper. By a decree of November
13, 1918, to meet the situation caused by “the rise in the price of
silver and the consequent sale and hoarding of silver coins by the
people,” new silver coing were authorized, with a builion parity of
$1.068 (or 48.8 pence) per ounce.*® These replaced the earlier coins
which had had a bullion parity of 77.4 eents (or 35.4 pence) per ounce.
On October 27, 1919 the bullion parity was changed to $1.291 (or
58.94 pence) per ounce.*® The subsequent rise in the price of silver
made this insufficient and silver coins continued to be exported
through 1920. Thereafter conditions were changed. The Mexican
Government, in need of funds, took advantage of the seigniorage profit
to coin silver pesos at the rate of over 30,000,000 a year, and as a
result silver coins went to a discount of a few per cent as compared
with gold.** During the world depression this discount increased
greatly. Finally in 1934 the value of the peso was stabilized at 3.60
pesos to the new American gold dollar, or about 28 cents per peso,
which was still considerably above the bullion value except for a
few weeks in the spring of 1935, as described in Chapter XXVTI, Sec-
tion 2.

In Siam which had adopted a gold standard some years before
the World War, a succession of steps was taken: (1) On J uly 2, 1919,
the fineness of subsidiary coins was reduced. (2) On September 4,
1919, the theoretical gold unit was raised in value. (3) On October 4,
1919, the Minister of Finance was authorized to fix the exchange rate
with sterling at such a point as might be necessary to protect the
silver coinage. (4) On Janunary 16, 1920, the fineness of the silver
coins was reduced again. (5) On August 19, 1920, when the emer-
gency was past, the fineness of silver coins was restored to the level
of the first cut.®

Similar reductions of silver content were made in other countries
of Asia, for example, in 1919 in Ceylon® and the Dutch East Indies,*
and in 1920 in French Indo-China.s

34 Japan Yearbook, 1928, p. 467.

3 Annual Report of the Director of the Mint . . . 1919, p. 163,

s6 Ibid., 1820, p. 167; Bratter, Monetary Use of Silver in 1933, p. 81.

87 McQueen, Foreign Exchange in Latin America, pp. 7-9.

38 Annual Report of the Director of the Mint, 1920, p. 266; 1921, p. 245,
3@ Ipid., 1921, p. 189.

40 I'bid., 1922, p. 210.

41 Ibid., p. 204.



DECREASED TUSE OF SILVER IN COINAGE 159

Many Latin-American countries experienced similar difficulties.
In Chile the paper currency depreciated sufficiently in 1921 to make
the silver coins worth more as bullion than as money, even at the
current price of the white metal, and, as a result, the Government
coined new 1-peso pieces of 0.500 fineness, containing only 4.5 grams
of fine silver to the peso, as compared with 22.5 grains fine which had
been the original standard of most Latin American countries.*

In Costa Rica the World War and inflationist administration
caused a depreciation of paper currency, and this combined with the
high price of silver made the silver fiduciary coins worth much more
than their face value in paper. Silver coins were hoarded or ¢landes-
tinely exported. The Government made a large profit by replacing
silver certificates, which had a 100-per-cent reserve in coin 0.900 fine,
by silver notes, with a 40-per-cent reserve in new coin (or old coin at
its hullion equivalent) only 0.500 fine. In 1923, when a 50-per-cent
depreciation of the paper money was accepted as the de facto condi-
tion, the Government restamped and later recoined all silver coins at
double their face values.s

In Honduras the advance in the price of silver during the war
led to considerable exportation of the white metal, and to making
American money legal tender at the rate of 2 pesos to the dollar.
After silver fell in price in 1920, old silver coins returned to circula-
tion from hoards, and became the chief medium of exchange in the
interior, while American money formed the circulation on the north
coast, where foreign trade predominated. Thus the country had two
standards in different regions.*

In Peru the wartime rise in the price of silver drove out the fidu-
ciary silver currency and necessitated the issue of paper money in
denominations as low as 5 centavos. In 1921 new silver coins only
0.500 fine were issued replacing those of 0.900 fine.«

El Salvador, one of the few remaining silver-standard countries,
had declared a moratorium on specie payments on August 11, 1914,
when conditions were upset by the outbreak of the World War. The
banks had ampile silver reserves amounting to over 50 per cent of their
note issues, but these reserves were sealed by the Government during
the moratorium, Although silver was at a premium over the bank
notes, this was offset to some extent by the high gold price of silver,
so that exchange was not greatly disturbed. In September, 1919 it
was decided to adopt a gold standard. Banks and individuals were

42 McQueen, Chilean Currency and Fxchange in 1921, p. 8.
43 Young, Central American Currency and Finance, pp. 200-217.

# Ibid., pp. 103-118,
#5 Dunn, Peru, p. 261.
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allowed to export their silver, on guaranteeing to import American
gold in its place. Most of these transactions were carried through
within the next six months, when the price of silver was at its high-
est. The reserves of pesos weighing 25 grams, 0.900 fine, were replaced
by 50 cents’ worth of U. 8. gold to the colon, which was tobe exchange-
able at par for the old peso. Since the value of the silver content of the
peso probably averaged at least 75 cents gold during that period,
there was a good profit, which in the case of the bank reserves was
divided between the banks and the Government. The country thus
successiully acquired a substantial gold reserve and adopted the gold
standard with little difficulty. Later, when silver dropped in price,
some of the old silver coins, which had been demonetized, eame out of
hoards and got back into circulation. When the Government tried to
stop this, it caused some popular excitement for a time, but the situa-
tion soon quieted down.*¢

In Venezuela silver coins of reduced content were coined on the
basis of a law of 1918+

6. Recoinage Laws in Western Countries

In many of the countries mentioned above, the price of silver
had risen above the bullion parity of the coins even before the Armis-
tice. In countries with coinage ratios in the neighborhood of the old
16 to 1, the coins were not threatened until the price of silver began
its rapid rise in the latter half of 1919 and reached its peak in Febru-
ary, 1920. As mentioned above even the American dollar was en-
dangered. Because of the depreciation of many European currencies
below their former gold values, the corresponding silver coins became
worth much more as bullion than as money.

Only three countries, however, reduced the content of their silver
coifts while silver was still high. In the Netherlands the fineness of
the larger silver coins was reduced from 0.945 to 0.720 in November,
1919.#* Canada changed the fineness of her silver coins from 0.925
to 0.800 in January, 1920,

The most important change, both in amount of reduction and in
volume of currency effected, was in Great Britain. The bullion parity
of British silver coins had been $1.445 (or 66.0 pence) per ounce.
The price of silver passed 66 pence per ounce in QOctober, 1919, and
remained above that point for about four months, during which time

4 Young, op, cit.,, 63-90.
#7 McQueen, Foreign Exchange in Lotin America, p. 22.

48 Bratter, The Sitlver Market, p. 61,
89 Annual Report of the Director of the Mint, 1920, p. 165.
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it was profitable to melt up silver coins. The British Government
placed an embargo on the export of silver,® and, in March, 1924,
passed a law providing for the recoinage of silver coins on a basis of
0.500 fine instead of 0.925 fine;** this raised the bullion parity to
$2.674 (or 122.1 pence) per ounce, or considerably above the highest
price (894 pence) reached in February, 1920.

The rapid fall of silver in the spring of 1920 made this recoinage
unnecessary, but the law was not repealed. The new coins were issued
first to the public on December 13, 1920. Their composition was 500
parts silver, 400 parts copper, and 100 parts nickel. Their yellowish
color made them unpopular.”? The recoinage was continued for sev-
eral years, and the extra silver realized was sold on the market.

Before the war France had a large stock of silver 5-franc pieces
in cireulation and in bank reserves, as a legacy from bimetallism, and
in addition a large stock of smaller silver coins in circulation. In 1919,
the price of silver rose above the bullion parity. Silver coins largely
disappeared from circulation; laws were passed forbidding their
melting and exportation.®® Brass, cardboard, and paper token money
was issued by shops and by Chambers of Commerce, but the Govern-
ment made no attempt to issue paper money under 5 franes.

After the price of silver fell in 1920, the depreciation of French
currency still kept the bullion value of silver coins higher than their
face value, Silver thus remained out of circulation, and to coin more
on the old basis was impossible. Bronze-aluminum coins of 2 francs,
1 franc, and 3 franc were issued fo an extent greater than the prewar
circulation of silver.®* It was estimated that 2,000,000,000 francs in
gold and silver coins were being hoarded. Legally these could not be
melted or exported; a gradual flow of them, however, kept coming to
light as estates were settled, and the administrators perforce had to
turn them in to the Bank of France at par. It was not until Septem-
ber, 1926 that the Government finally undertook to draw out these
hoards by buying coins at a premium, when 5.70 francs paper were
offered for 1 franc gold, and 2.40 francs paper for 1 franc silver.®®
This brought out a large quantity of coins; after two or three weeks
the price of gold coins was lowered, and the purchase of silver coins
was stopped, because of the falling market price for silver.*

In 1928 the franc was stabilized at 0.0655 grams of gold, 0.200

50 Commercial and Financial Chroniele, Vol. 109, Nov. 15, 1919, p. 1840.
51 Bratter, The Silver Market, p. 61.

52 Annual Report of the Director of the Mint, 1921, p, 194.

53 Commercial and Finaneial Chronicle, Vol. 109, Nov. 8, 1919, p. 1742,
54 Ibid., Vol. 116, March 10, 1923, p. 1019.

85 Ibid., Vol. 123, OQect. 2, 1926, p. 1703,

56 Ibid., Vol. 123, Oct, 16, 1926, p. 1946.
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fine, and provision was made for silver 10-franc and 20-frane coins,
weighing 1 gram to the frane, 0.680 fine.*” This made the coinage
ratio 11.54 to 1, which corresponded to a bullion parity of $1.790
{or 81.8 pence) per ounce, and thus left an ample margin of safety.

7. The Monetary Status of Silver in 1928 and After

In 1923, a eomprehensive study of the monetary use of silver was
made by Dr. Leland Rex Robinson of the Department of Commerce.
The introduction to this contained the following summary:

The final results of this analysis, reduced to a few words, may be stated as

follows:
1. The use of silver for reserve purposes has declined since 1914 in most
countries, both absclutely and in proportion to gold and other forms of cover for

note issues.
2. Numerous forces have cperated to reduce the relative importance of silver

as a circulating medium.
3. In many countries there has been a reduction in the fineness or content of

silver coins.
4. No movements appear to be in progress to justify an assumption that
silver will soon regain its prewar relative position as reserve for note issues or

as a circulating medium.58

When this report was issued, reduction in silver content had not
been made by any European countries except Great Britain and Hol-
land. In the ensuing years, however, as conditions in Europe became
more stable, one country after another reorganized its currency sys-
tem, and, in almost every case, less use was made of silver than before
the World War. Higher denominations of silver coin were replaced
by notes. Subsidiary silver coins were replaced to some extent by
coins of aluminum, nickel, or copper. When silver was used for sub-
sidiary coins, the fineness instead of being in the neighborhood of
0.800 or 0.900 as before the war was in most cases reduced to some-
where between 0.500 and 0.750. The coinage ratios, instead of being
in the neighborhood of 16 to 1, were reduced in some cases as low as
7 to 1, which made the bullion parities, in all but a few cases, range
from about $1.80 to as high as $2.96 per ounce in the case of German
coins (or from 59 pence to 135 pence). As many as 33 countries re-
duced the silver content of their coins between 1919 and 1933, and 6
countries abandoned the use of silver entirely.®® The changes in coin-

51 Annual Report of the Director of the Mint . . . 1929, pp. 156-157,
58 Robinson, Changes in the Monetary Use of Silver since 1914, p. il
te Bratter, The Monetary Use of Silver in 1988, p. 6.



DECREASED USE OF SILVER IN COINAGE 163

age ratios and bullion parities in some of the countries may be seen
in Chart 3, page 16, and Appendix IV.

This replacement of siiver by baser metals or by coins of lesser
fine content was in part a measure of economy, and in part a protec-
tion against any future rise in the price of silver, although such a rise
did not seem probable. It was recognized that a certain amount of
subsidiary coinage was needed for hand-to-hand circulation. Provided
it was not issued to excess, and provided the government was always
ready to redeem it in standard money, there was no particular need
that it should have an intrinsic value comparable to its face value.
The baser coin was well fitted for its purpose, and there was no need
of going to the expense of making the coins contain nearly their face
value in silver.

8. The Monetary Use of Silver in 1933

In 1933 the Department of Commerce published a book with the
above title by H. M. Bratter, giving up-to-date information about
silver currency. This pointed out that silver was no longer a stand-
ard of value except in China, Hong Xong, and one or two unimportant
countries, and that there was little inclination anywhere to use silver
as a medium of exchange except for subsidiary coins. In India and
the United States rupees and silver dollars, respectively, were un-
limited legal tender, and the same was true of some silver coins in
certain other countries. In most countries, however, the silver coin-
age consisted only of subsidiary coins of limited legal tender. The
total issue of such subsidiary coins usually was limited either by law
or by the practical necessity of adjusting the amount to actual needs
and keeping it at par with standard money. Many countries had not
minted the full amount of silver coins which they were allowed by
law, and so were theoretically potential purchasers of silver for coin-
age. Whether or not they would increase their silver coinage would
depend on a variety of factors,

The above publication listed the stock of silver coins in all coun-
tries, as far as lnown, expressed in local currency. In order to arrive
at an estimate of the total monetary stock of silver in the world, the
local currency figures there given have been multiplied by the fine
econtent of the silver coins per currency unit and by the par value
of the currency unit to compute the number of fine ounces of silver
and the equivalent monetary value in United States dollars of 23.22
grains fine gold, which were current at the beginning of 1933. The
detailed results by countries are given in Appendix VI, which also
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shows monetary gold and nonmonetary supplies of both metals. As
explained there, they cannot be cousidered entirely accurate, but
should give a roughly correct picture of the distribution of the world’s
precious metals, The summarized distribution of monetary silver is
ag follows:

TABLE 4
DISTRIBUTION OF THE WORLD'S MONETARY SILVER, 1933
. Quantity of Monetary Average Avara}f
silver in value of bullion coinage
coins gilver coina parity ratic
at par of per
exchange ounce
Mlllions of Millions of
fine ounees 23.22.grain
gold dollars
) ) (2) | (@ &) (5)
United States 640 0z. | § B4Y $1.32 159
North America (except U.S5.) 95 128 1.35 15.3
South and Central America 46 60 1.30 15.9
Europe i 635 1,385 2.02 10.2
British India 1,050 1,117 1.06 19.5
Asia (except India, China) 277 577 1.58 13.6
Africa and Australia 78 138 177 11.7
Total, Gold Standard Countries 2,971 4,252 $1.43% 14.4%
China, Hong Kong, Ethiopia, Persia 1,969 492*
GRAND TOTAIL { 4,940 0z, | $4,744

*The sllver in the four gilver-standard countries is taken arbitrarily at 26 cents per ounee,
the approximate price at the beginning of 1933.

tAverage,
SOURCES
(2) and (3) from Appendix VI.
(€) = (3)/(2).
(8) = 2085.1/(4).

The distribution of monetary silver at the beginning of 1933 is
shown in detail in Chart 6.

#0 A gimilar chart was first publiched in the writer's paper, “The Distribution
of the World’s Silver.”



CHAPTER XIX
THE EFFECT OF THE WORLD WAR ON THE INDIAN CURRENCY SYSTEM ?!

“How puzzling all these changes are! I'm never sure what I'm going to
be, from one minute to another!”
Lewis CARROLL, Alice’s Adventures in Wonderland

1. The Increased Demand for Currency

The outbreak of the World War at first disrupted trade in India
as elsewhere and the immediate effect was a lack of confidence in the
currency and a demand for rupee coins in place of notes and for gold.
There was no statutory provision for redeeming notes except in silver
rupees, but it had been customary to give gold when desired. In the
first four days of August, 1914 the Government paid out nearly
£2,000,000 of gold against notes, but then suspended payments, and
cashed notes only in rupees. Legitimate needs of the public for re-
mittances were met by the sale of nearly £9,000,000 of Reverse Coun-
cils between August, 1914 and January, 1915. Confidence soon was
restored; by the latter date exports were increasing and imports
decreasing, the demand for Council bills revived, and exchange was
strong.?

Exchange conditions were normal through 1915 and 1916. By the
end of the latter year, however, the amount of silver coin in the Paper
Currency Reserve had fallen to about 140,000,000 rupees as compared
with 340,000,000 at the outbreak of the war; this represented only
17 per cent of the note issue outstanding, and the drop had occurred
in spite of record purchases of silver and coinage of rupees, as de-
scribed below. For this reason it did not seem wise to continue un-
limited sales of Council bills in London, the encashment of which
would still further reduce rupee reserves in India. From December
20, 1916, therefore, sales were limited, the limit being fixed from
time to time in accordance with available resources of coin in
India, and varying between 3,000,000 and 12,000,000 rupees per week.
From January 3, 1917 the rate was fixed at 1s. 41d. for telegraphic

1 This chapter is based on the general account given in the Babington Smith
Eeport, paras, 6-30, and on material in the Appendices and Minutes of Evidence
accompanying that Report.

2 Babington Smith, Report, paras. 9-10.
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transfers. The amount available each week was rationed to banks and
firms on an approved list. Purchasers in turn were required to retail
exchange to their customers at fixed rates, and fo restrict the use of
their funds to financing the export from India of products needed for
the war.?

In addition to the demand for rupee eirculation within India,
which by this time was stimulated by rising prices and increasing
exports, thus bringing more income into the hands of the cultivator,
there was a large demand for rupee coin in Mesopotamia, Persia, and
East Africa. India was the base for operations in these countries,
where the payment of Indian troops and other military expenditures
were effected with rupee coin and notes. Thus there was an unprece-
dented demand for more silver rupees, beginning early in 1916.*

To meet this demand the Government of India began to make
large purchases of silver for coinage. At first it was comparatively
easy to acquire silver and in 1916-17 government purchases amounted
to 115,000,000 fine ounces. As the world price of silver rose and as
the demand for silver for ornaments revived with increasing pros-
perity, it became necessary to take further measures to restrict silver,
and gold as well, to currency uses. From June 29, 1917 the Govern-
ment prohibited the use of gold and silver coin for other than cur-
rency purposes, such as the manufacture of ornaments; from Septem-
ber 3 it prohibited the import and export of silver bullion on private
account except under license.®* Government purchases during the war
and immediate postwar peried are shown in Table b.

To econcmize the use of coin, it became necessary to increase the
limit to which securities might be held in the Paper Currency Re-

TABLE 5
PURCHASES OF SILVER BY THE GOVERNMENT OF INDIA, 1915-1920

Fiscal years In open From U. 8. Government
ending March 31 market (Pittman act)
Fine ounces*
1915-16 7,989,000
1916-17 115,195,000
1917-18 65,604,000
1918-19 98,429,000 141,079,000
1919-20 48,285,000 56,240,000
Total 335,502,000 197,319,000

* Original data in standard ounces have been converted to fine ounces by multiplying by 0.925,
SOUTRCE: Hilton Young, Report, Vol. IL, p. 12.

3 I'bid., para. 21.

¢ Ibid., para. 13; Minutes of Evidence, Q. 20-28, 273-282.

5 Babington Smith, Report, paras. 25-25; Minutes of Evidence, Q. 73-76. The
restrictions on the movement of gold and silver were removed in 1920 (Hilton
Young, Report, Vol. II, p. 16).
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serve. Before the war this had been set at 140,000,000 rupees. Be-
ginning in November, 1915 the limit was raised nine times till it
reached 1,200,000,000 rupees in 1919, the actual amount of securities
reaching a maximum of nearly 1,000,000,000 rupees in the latter year.
From the end of 1917 an attempt was made to increase the use of
paper money by issuing notes of 2% rupees and 1 rupee; previously
b rupees had been the lowest denomination used.s

2. Ruaising the Rate of Exzchange with the Rising Price of Silver

As pointed out in Chapter X, Section 1, the bullion parity of the
rupee was 43.1d. per ounce. The price of silver had not been as high
as 34d. since 1893, and the rupee had not been threatened by the rise
to nearly that level in 1906 and 1907, when recoinage was necessitated
in the Philippines and the Straits Settlements. The brief rise to 37d.
in the spring of 1916 was not dangerous, but, when the price rose to
46d. in August and 55d. in September, 1917, the rupee faced the peril
of melting as did the silver coins of other countries, as described in
Chapter XVIIL. The problem, however, was much more serious in
India, on account of the status of the rupee. This coin was the stand-
ard money of the country, of full legal tender; its weight and fineness
had been unchanged since 1835; about five thousand million rupees
had been coined, and, although many had been melted up while India
was still on the silver standard, there were large amounts in cireula-
tion and in hoards throughout the country. To have reduced the silver
content of this historic coin might well have caused such popular dis-
trust of the Government as to have precipitated an internal crisis,
which would have been fatal to British success in the war. Effective
prevention of melting and smuggling out silver, such as the Philippine
authorities claimed to have accomplished, could not have been carried
out in India. At the same time, an expansion of currency was needed
for the increasing trade; and the Government could not afford to buy
silver at 55 pence per ounce to coin into rupees with a bullion parity
of 43.1 pence per ounce. To let silver be replaced by gold, as Mexico
had done in 1906, was also impossible, for the world had no gold to
spare.’

The Government, therefore, did the only possible thing, and
raised the value of the rupee in terms of gold, or rather of sterling,
peri pessy with the rise of silver above 43.1 pence per ounce.®* The

¢ Babington Smith, Report, paras. 24, 28.
” Babington Smith, Minutes of Evidence, Q. 173-174, 232-236, 407-449,

& Babington Smith, Report, para. 22.
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minimum rates set for sales of immediate telegraphic transfers by the
Secretary of State are shown in Table 6.

TABLE 6

RATES SET FOR THE SALE OF TELEGRAPHIC TRANSFERS ON INBIA
BY THE SECRETARY OF STATE FOR INDIA

Date on which rate Rate for T.T. Corresponding ballion parity
"went into effect per rupee per ounce, 0.925 fine
Jan. 3, 1917 1s. 4u4d. 43.8d.
Aung. 28, 1917 1s. b5d. 45.7d.
Apr. 12, 1918 1s. 6d. 48.4d.
May 18, 1919 1s. 8d. 53.8d.
Aug. 12, 1919 1s. 10d. 59.2d,
Sept. 15, 1919 2s. 64.64d.
Nov. 22, 1919 2s. 2d. 70.0d.
Dee. 12, 1919 . 28 4d. 75.3d.
Feb. b, 1920 2s. Biid. 88.6d.
Feb. 12, 1920 2s. 10%id. 93.8d.

SOURCE: Bsbington Smith, Report, para. 22; Hilton Young, Report, Vol. II. p. 15.

A comparison of these bullion parities with the course of the
London price of silver, given in Chart 2, page 11, will show that,
except in 1917 when the price receded quickly from the September
peak, the value of the rupee was raised nearly as fast as the price of
silver rose; the difference in pence and the time lag were small
enough so that there was little chance for profit in melting the coins
for clandestine export. In the domestic market, however, the price
tended to be above parity with the London price, because of an import
duty of 4 annas per ounce and because, in fact, private import of bar
silver was prohibited. Thus the melting of coins was the only source
of net new supply to the domestic market, over and above the quantity
realized by the melting of such old ornaments as came on the market.
Although melting was forbidden, subject to the penalty of imprison-
ment for three years, or a fine, or both, undoubtedly it was carried
on secretly to a considerable extent. Evidence sufficient to convict was
difficult to obtain, and apparently there were no prosecutions under
the law. During a pericd of wartime prosperity in India there was
inevitably a large demand for ornaments which had to be met by
melting coin, which could be done without loss for the first time since
1893.7

8. The Shortage of Rupees and the Danger of Inconvertibility
: of Notes,

As will be seen from Table 5, the Indian Government secured
only about half as much silver in the open market in the year ending

» Babington Smith, Minutes of Evidence, Q. 73, 286-243,
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March 31, 1918 as in the previous year. Meanwhile the demand for
currency had not abated. As mentioned above, the limits of the fidu-
ciary portion of the Paper Currency Reserve had been expanded al-
most tenfold. This made possible a great increase in the paper cur-
rency, but at the same time dangerously reduced the percentage re-
serve of silver rupees. This fell rapidly from the latter part of 1917,
reaching 17.6 per cent on December 51, 1917 and 10.8 per cent on
March 31, 1918, as compared with 57.7 per cent in August, 1914. The
total metallic reserve, rupees and gold together, fell below 40 per cent
of the note issue, as compared with about 80 per cent in 1914.*° The
rupee reserve was the more important, because the Government did
not wish to release gold, and because actual rupee coins were needed
for many purposes, such as the pay of laborers and the purchase of
crops from the cultivators.

There was thus grave danger that the currency notes could not
be redeemed on demand in silver rupees. The Government of India
viewed such a contingency with great alarm for a number of reasons.
Inconvertibility would lead to a run on Post Office Savings Banks. It
would prevent the further expansion of note issues and cause a rise
of prices, in paper currency, that would greatly increase the cost of
obtaining war supplies for export. It would prevent the successful
floating of domestic war loans. It would tend to cause general econ-
omic panic, for the Indian people were not educated to understand
that inconvertibility was forced merely by the inability te find
sufficient silver in the world markeis, and that there was ample other
security behind the notes. To them it would mean only that the Gov-
ernment was insolvent. In three years the note issue had been greatly
expanded, and trust in it had been built up because the notes were
readily convertible to rupees on demand in all parts of the country.
Even a temporary inconvertibility would destroy the sensitive strue-
ture of confidence.

Moreover, in addition to the economic effects, the political effects
probably would have been even worse. Anti-British Indian politicians
would have made capital of it. Revolts and civil disorders might have
arisen. These would have reacted on the loyalty of Indian troops
serving on the various fronts, and would have necessitated bringing
out to India British treops who could ill be spared. In fact, incon-
vertibility might have been fatal to the winning of the war.

This situation led to the negotiations with the United States

10 I'bid., pp. 12-13.
1 Jbid,, Q. 348-350, 384-389; pp. 81-88.
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Government for a share of new production and to the passage of the
Pittman act, described in Chapter XVIIL.

News of the Pittman-act supplies came just in time to save the
situation, and, although rupee reserves fell dangerously low, it was
possible to keep notes convertible to rupees at all offices where there
was legal obligation to do so. Even at these offices, some restriction
of the drain was effected by limiting conversion of notes to rupees in
accordance with the physical capacity of the staff and facilities avail-
able, rather than putting on additional staff and working long hours.
These restrictions were accepted as reasonable by the public. More-
over, the privilege of note conversion at subtreasuries in smaller cen-
ters, not provided for by law but granted as a matter of convenience
for many years, was abolished. Progress was made in 1918 in per-
suading the cultivators to take notes in payment for some of the more
important crops, such as cotton and jute. In spite of all this, since
Pittman-act silver came in comparatively slowly, and coinage took
time, it was not until the latter part of 1918 that reserves were built
up again and that the crisis could be considered as past.*?

4. The Babington Smith Commitlee, 1919

The continued rise in the price of silver after control was re-
moved in 1919 necessitated the successive increases in the exchange
rate, shown in Table 6, and brought to the fore the question of
stabilizing the currency of India. On May 80, 1919 the Secretary of
State for India appointed a committee, under the chairmanship of
H. Babington Smith, to

examine the effect of the War on the Indian exchange and currency system and
practice, . . . and to consider whether, . . . modifications of system or practice
may be required.1s
This committee sat in London, held 40 meetings, and examined 28
witnesses, chiefly Europeans, although a few Indians appeared before
it and others sent, in written opinions.* While it was still deliberating,
the rate of exchange was raised four times, from 1s. 8d. to 2s. 4d.
The committee reported on December 22, 1919, at a time when the
postwar boom in many countries was still in progress, when the price
of gilver was rising, and when sterling was depreciating.

The Indian currency system, as it then existed after the applica-
tion of the various war measures, was as follows: Council bills were

12 Babington Smith, Repert, para. 29; Minutes of Evidence, Q. 631649,

13 Babington Smith, Report, para. 1.
14 bid., para. 2.
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being offered at competitive sales subject to a minimum rate of 2s.
4d. The Government was prepared to sell Reverse felegraphic trans-
fers, if desired, at 2s. 333d. All gold imported had to be sold to the
Government at a fixed price, including allowance for the premium of
gold over sterling. Gold sovereigns were legal tender at 15 rupees,
and the Government was required to pay 15 rupees for a sovereign,
but this rate was not effective, because the bazaar price of pold was
much higher, The private import and export of silver were prohibited.
The market price of silver was so high that purchase for coinage was
impracticable,* ‘

The committee agreed that the system built up since 1893 had
worked well before the war, and had insured stability of exchange,
but that it had not been able to meet the unforseen eontingenecy of a
high price of silver. It was desirable {0 refurn to a stable exchange
rate, although not necessarily at the old level. Any reduction of the
weight of the rupee was considered inexpedient, on account of the
difficulty of gefting the people to accept a change in the coin that
had been in use for nearly a hundred years. The committee also re-
jected any idea of replacing rupee circulation by token coins or in-
convertible notes. It expressed the belief that there was good prob-
ability that the price of silver would remain high for some years. The
commitiee debated whether the rate of exchange should be set in gold
or in sterling, which was still depreciating, and decided in favor of
gold. This decision was based on the disadvantages of the fluctuating
sterling currency, and on the desirability of making the rupee a token
coin and encouraging the free movement of gold. The question of the
level of exchange was settled in favor of a high one, because that
would prevent the rise in the internal commodity price level which
would occur if a return were made to the old 1s. 4d. rate; moreover,
the current high price of silver made such a return impracticable. The
committee recommended, therefore, that the value of the rupee should
be set at 2 shillings gold (equivalent at that time to over 2s. 6d. ster-
ling) which would make its bullion parity 64.6d. gold per ounce, or
well above the melting point of French and American silver coins,e
Minor recommendations were: that the Secretary of State should be
prepared to sell Council bills freely and that the Government of India
should be authorized to sell Reverse Councils whenever necessary;
that restrictions on the movements of the precious metals should be
removed ; that sovereigns should be minted in India and the obligation
to give rupees for sovereigns abolished, with the purpose of encourag-

15 I'bid., para 31.
18 Ibid,, paras. 33-60.
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ing the circulation of gold; that facilities for saving and investment
be promoted in order to discourage hoarding; that greater elasticity
be provided in the paper currency system; and that the Gold Stand-
ard Reserve should be allowed to increase and be kept in liquid form.”

17 Ibid., paras, 61-85.



CHAPTER XX
POSTWAR CHANGES IN THE INDIAN CURRENCY SYSTEM

. . to fresh woods, and pastures new.
JoHN MiILToN, Lyecidas

1. The Fall in the Exchange Rate.

The recommendations of the Babington Smith committee were
accepted by the Secretary of State, and, beginning February 5, 1920,
an attempt was made to peg the rupee at the sterling equivalent of
2 shillings gold. Before that time, the successive increases in the ex-
change value of the rupee had been made to keep up with its increas-
ing bullion value, and had been maintained by the high price of silver,
regardless of the balance of trade. In February, 1920, however, the
price of silver began its rapid decline. At about the same time the
world-wide postwar depression set in, the demand for India’s products
decreased, and her trade balance began fo become unfavorable. The
Government attempted to keep the exchange up to the equivalent of
2 shillings gold by the sale of Reverse Councils, but had to give that
up; it then tried, from June 24, to keep the rate at 2 shillings sterling,
but even that attempt was not successful, and was abandoned on’
September 28. The value of the rupee had to be left to the operation
of economic forces. Its silver content, of course, set a minimum level,
but the price of silver fell below 43.1 pence per ounce, the bullion
parity of the 1s. 4d. rate, by the end of 1920, and thereafter usually
was well below this point. Two years of unfavorable trade balances,
in 1920-21 and 1921-22, reduced the supply of export bills and hence
the demand for rupees, and the exchange rate fell, early in 1921, to
below 1s. 3d. sterling or less than 1s. gold, since sterling was then
depreciated about 25 per cent. Later, as the balance of trade again be-
came favorable, the supply of export bills increased and with it the
demand for rupees, so that the exchange rate rose during 1923 and
1924 to 1s. 6d. sterling, which then was equivalent to 1s. 4d. gold,
sterling having recovered somewhat in relation to gold. Exchange
showed a rising tendency, but the Government kept the rate from go-
ing above this level by purchasing sterling exchange freely. After
the middle of 1925, when England returned to the gold standard,
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sterling and gold were equivalent, and the rate was maintained at
1s. 6d. gold.?

2. The Hilton Young Commission, 1925-1926

In August, 1925 King George V appointed a Royal Commission
on Indian Currency and Finanee, under the chairmanship of Edward
Hilton Young. Four of the ten members of the commission were
Indians, as against one Indian on each of the two previous commit-
tees, and none on the earlier ones. This commission also was notable
as the first to proceed to India and hear evidence on the spot. It held
50 sessions in India from November 23, 1925 to January 8,°1926,
hearing 46 witnesses. Over 50 more sessions were held in London,
where 17 witnesses were heard between March 1 and May 12, 1926,
The commission’s report was dated July 1, 1926, but it was not made
public until August.?

The Indian currency system at the time when the commission
sat was as follows: The currency consisted of paper notes ang silver
rupees, both of which were token money and were mutually conver-
tible. By statute, the gold sovereign was legal tender at 10 rupees,
corresponding to the nominal 2-shilling rupee, and the Government
was obligated to give 10 rupees for a sovereign; but this law was in-
operative because it undervalued gold in comparison with the current
exchange value of the rupee. The value of the rupee was being main-
tained between the gold points corresponding to a parity of 1s. 6d.
gold by the fact that the Government was ready to buy or sell sterling
exchange at those points. This was not a statutory obligation on the
Government, however, nor had such a policy been declared explicitly.?
The Paper Currency Reserve was being managed under temporary
provisions by which the fiduciary portion was limited to 1,000,000,000
rupees, the balance to be in gold and silver coin or bullion. Actually,
the outstanding note issue of 1,850,000,000 rupees on April 30, 1926,
was backed by 1,070,000,000 rupees of gold and silver coin and builion,

1 Hilton Young, Report, para. 8.

2 Ihid., para. 218; Commercial and Financial Chronicle, Vol. 123, Aug,. 7, 1926,
644; Aug. 21, 1936, pp. 913-915.

s Hilton Young, Report, paras. 10-11. It should be noted that beginning in
1923-24 the sale of Council bills on India by the Secretary of State in London
had been supplemented by the purchase by the Government of India of sterling
drafts and telegraphic transfers from the exchange banks and recognized firms
(ibid., Vol. II, p. 22). This method was extended in 1924-25, and thereafter no
Couneil bills have been sold, all remittances being effected by the purchase of
sterling in India. Since the factors affecting Indian exchange can be followed
yore closely in India than in London, this method has allowed the Government to
plan its operations to the best advantage. )
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and 780,000,600 rupees of securities, and so conformed to a permanent
plan which provided for at least a 50-per-cent metallic reserve, Inci-
dentally, the note circulation had nearly tripled since the beginning
of the war. The Gold Standard Reserve of about £40,000,000 was
invested in sterling securities. Interest on securities in both reserves
was being applied to revenuie of the Government.*

The commission criticized the existing system on four counts:

(1) The use of two kinds of token money, notes and rupees, and
of primary gold money, the sovereign, was anomalous, especially when
the sovereign was set at such a low value in rupees that it could not
circulate, Moreover, the silver currency might be endangered again
if thesprice of silver should rise.

{2) The two reserves had grown up more or less by force of
circumstances, and were not well planned for actual needs; in addi-
tion, there was a dangerous division of authority for the control of
currency and the control of credit, the former by the Government and
the latter by the Imperial Bank of India.

{3) There was not the provision which a well-developed gold ex-
change standard should have for the automatic expansion and con-
traction of the currency, since in fact the volume of currency depended
on the discretion of the Government in managing its exchange tran-
sactions.

(4) The system did not provide for elasticify to meet seasonal
and other variations of trade,®

The commigsion recognized that the exchange standard had been
well managed and had worked fairly well from 1898 to 1914, but con-
sidered that the time had come to place Indian currency “upon a more
simple, certain, and stable basis,”® in order to assure the confidence of
the public and train people away from hoarding and toward invest-
ment. 1t considered three alternative proposals for reform:

{i) the perfection of the sterling exchange standard,

(i1} the adoption of a gold exchange standard, and

(iit) the adoption of a gold standard proper, with or without a gold cur-
rency.”’

It is interesting, in view of later developments, to note that a
distinction still was made, as had been done by the Babington Smith
Committee in 1919, between gold and sterling. The return of England
to the gold standard in 1925 was so recent that the commission could

+ I'bid., para. 12.
5 Ibid,, paras. 13-21.
¢ [bid., para. 22,
T Ibid., para, 23.
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not ignore the contingency that the mother country again might have
to go off gold. In view of this possibility and of the possibility of an-
other world rise in the price of silver, the commission decided against
a sterling-exchange standard, on the grounds that either oceurrence
would upset the Indian currency as it had been upset during and after
the war.®

In considering a gold-exchange standard, the commission assumed
that the rupee should be linked, not merely to the gold currency of
Great Britain, but to the gold currencies of the prineipal nations, so
that the risk of inconvenience due to onhe nation’s going off the gold
standard would be minimized. There still would remain, however, the
danger that the price of silver again might rise above the bullion
parity of the rupee. A still greater objection was that the “mechanism
of an exchange standard is refined’”® and that it was desirable to have
a simple currency system which the Indian people could understand
and trust. The commission felt that

in the present state of its development Indian public opinion will have confidence
in one thing only as solid enough for a backing for its currency, and that is gold.2°

It therefore decided against a gold-exchange standard.™

8. The Finance Department’s Plan for an Ultimate
Gold-Coin Stondard

The commission proceeded to consider a plan submitted by the
Controller of the Currency, in consultation with other officials of the
Finance Department. This provided for the introduction of a gold-
bullion standard and ultimately of a gold-coin standard. The Govern-
ment would assume the obligation to give out gold bullion, in quanti-
ties of not less than 400 ounces, in exchange for rupees or notes. It
would at the same time, so far as it was able, but without legal obli-
gation, give gold coins for notes or rupees. After a period of, say,
five years, it would assume the obligation to give gold coins for notes
and rupees, and after another five years the rupees would be reduced
to a status of limited legal tender. The author of this plan estimated
that 1,000,000,000 rupees might be presented by the public for con-
version to gold, and that an approximately equivalent amount in the
Paper Currency Reserve also would have to be converted to gold,
or to sterling securities, making a total of 2,000,000,000 rupees. This

8 I'bid., paras. 24-25.
® [bid., para. 30

10 I bid., para. 31.
11 Jbid., para. 32.
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would involve the acquisition of gold to the extent of about 1,372,000,-
000 rupees, that is, about £103,000,000 or $500,000,000 worth, or
25,000,000 fine ounces, equivalent to more than a year’s world pro-
duction at the then current rate. It also would involve the melting
and sale of 2,000,000,000 rupees, which would yield nearly 700,-
000,000 fine ounces of silver, equivalent to nearly three years’
world production. It was urged that this plan would remove the
danger to the currency whiech would result from a rise in the price of
silver, and that it would educate the people against hoarding the
precious metals when they learned by experience that gold was always
readily obtainable against notes or bank deposits.’2

The commission examined this plan with care, and objected to
it on several grounds:

(1) Evidence from authorities on the subject made it doubtful
whether that amount of gold ecould be obtained by India, even over a
period of ten years, without very seriously disturbing the return to
financial equilibrivum in Western countries.

(2) There was considerable doubt as to whether the need for
gold would be limited to the amount estimated, and whether it could
be spread over ten years.

(3) It was feared that the disposal of such a large quantity of
silver would reduce the price below the average of 24 pence per ounce,
on which the proposer of the scheme counted.

(4) This in turn would result in depreciating the value of the
silver ornaments held by the masses; although it was proposed to
place a heavy import duty on silver, it would be difficult to maintain
a price within India well above the world price of silver, on account of
the ease of smuggling.

(6) The probable depreciation of silver would affect the purchas-
ing power of China, the sole remaining silver-standard country of any
importance and a great undeveloped market.

(6) It would be difficult to raise the necessary credits to put the
plan into operation except by the co-operation of the United States;
it was brought out in the statements and evidence from prominent
Americans that it would be hard to secure American financial support
for a project so likely to be injurious to the price of silver, in view of
the long-standing political importance of silver in the United States.s

12 I'hid., Vol. I, pp. 43-50.

18 I'bid., Vol. III, pp. 5560-554, statement of George E. Roberts; p. 606, state-
ment of J. P. Morgan; p. 611 statement of James 8. Alexander; Vol. V, Q. 15099
15106, 15131, 15212-17, testimony of George E. Roberts; Q. 15232 (v), (xiv),
testimony of Jacob H. Hollander; Q. 15270, testimony of Oliver M. W. Sprague:
Q. 15395, testimony of Benjamin Strong. .
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Because of all these objections, the commission rejected the plan
for an ultimate circulation of gold coin in India.**

4. The Commission’s Plan for a Gold-Bullion Standard

Instead, the commission recommended a plan which, like the re-
jected one, would require the Government, or rather a new reserve
bank, to buy and sell gold, in quantities of at least 400 ounces, in
exchange for notes or rupees, but which did not contemplate any gold
coin in circulation, and, in fact, would remove the legal-tender quality
of British gold coin in India. It recommended that the buying and
selling prices of gold should differ enough from the theoretical par to
relieve the Government from supplying gold for nonmonetary pur-
poses, which could be left to the bullion market. It recommended fur-
ther that the obligation to convert notes into silver rupees should be
rescinded, in order to avoid the possibility of such difficulties as oc-
curred during the World War, and in order to accustom the people to
the gold basis of the paper currency; the silver rupee itself, however,
would remain full legal tender. The commission also recornmended the
organization of a new reserve bank, which should take over from the
Government the management of the currency and exchange, as well as
the control of credit. The Gold Standard Reserve and the Paper Cur-
rency Reserve would be amalgamated, and the holding of silver rupees
would be reduced from the existing figure of 850,000,000 rupees to
250,000,000 rupees over a period of ten years. Finally, the price of
gold would be equivalent to a 1s. 6d. rupee, the actual current level,
instead of the prewar 1s. 4d.%*

This report was signed by all members of the commission, but
one Indian member added a lengthy note of dissent on some points.®
He favored a freer use of gold, advocated that the control of currency
should be given to the existing Imperial Bank of India rather than to
a new reserve bank, and argued for a return to the prewar rate of
1s. 4d. on the basis that a higher rate would be unfair to the debtor
class and would have a deflationary effect.

It will be seen that the commission’s plan involved the same
problem of the acquisition of gold and the disposal of silver as the
rejected plan, but on a smaller scale. The Paper Currency Reserve

14 Hilton Young, Report, paras. 35-53.

15 Ibid., pars. 221, summarizes 81 specific recommendations, with references
to precedmg lgarag:ughs in which they are discussed more fully. See, also, Com-
mercial end Finan Chronicle, Vol. 123, Aug. 21, 1926, pp. 913-915, for a like
summary, and for reprint of comment by London newspapers and authorities.

16 Hilton Young, Report, Vol. I, pp. 103-144,
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already had about 220,000,000 rupees of gold, and it was planned to
increase this to a minimum of 600,000,000 rupees in ten years.*” This
would involve the acquisition of the equivalent of 380,000,000 rupees,
or about 7,000,000 fine ounces of gold, much less than the 25,000,000
fine ounces required under the other plan. This fisure did not allow
for any gold which would be given out in exchange for notes, but it
was believed that such demand for gold would not amount to more
than the commercial demand which would exist under any currency
system. The stock of silver coin would be reduced from 850,000,000
rupees to 250,000,000 rupees over a period of ten years, that is, by
600,000,000 rupees or about 200,000,000 fine ounces of silver as
against 700,000,000 fine ounces contemplated under the other plan.
This figure would have to be increased to take care of any rupees that
might flow back into the reserve from circulation and hoards. Some
such flow might be expected because, with gold obtainable at a fixed
rate, there would be a tendency to replace hoarded rupees by gold.

On the whole, the potential effects on the silver market, while not
50 alarming as those of the rejected plan, were sufficiently great to
cause the drop of about 10 per cent in the price of silver which oc-
curred in the summer of 1926.

5. The Indian Currency Act of 1927

Action on the Hilton Young report was delayed for a few months
to give time for consideration, but meanwhile the Government con-
tinued to keep exchange pegged in the neighborhood of 1s. 64.** In
March, 1927 the Indian Legislature passed the Indian Currency Act
of 1927, which established a par of 1s. 6d. by requiring the Govern-
ment to purchage gold at an equivalent price, in bars of not less than
15 ounces, and to sell gold, or, at the option of the Government, ster-
ting, for immediate delivery in London, in quantities of not less than
400 ounces, at the same price, less transport charges.” The 1s. 6d. par
for the rupee corresponded to a coinage ratio of 19.47 to 1 and to a
bullion parity of $1.061 (or 48.4 pence) per ounce.

It will be seen from the italicized words that this act did not
carry out completely the recommendation of the commission for a
gold-bullion standard, but did establish a one-way gold-bullion stand-

17 I'hid., para. T8.

18 Beport of the Controller of the Currency . .. 1926-27, p. 3.

18 The price of gold was set at Rs. 21-3-10 (that is, 21 rupees, 3 annas, 10
pies) per tola (180 grains) of fine gold. A selling rate of 1s. 5 49/64d. for tele-
gi:l'aphlc transfers on London was set as the equivalent, to allow for transport
charges.



POSTWAR CHANGES IN THE INDIAN CURRENCY SYSTEM 181

ard for incoming gold, leaving the Government the option of supply-
ing either gold or sterling for outgoing needs; moreover, it confirmed
the 1s. 6d4. rate. Under this law the Government could acquire goid
gradually until it had a sufficient amount accumulated so that it could
begin to give it out freely to all comers.

No action was taken in 1927 as to a reserve bank, nor was any
taken in regard to the amalgamation of the Gold Standard Reserve
and the Paper Currency Reserve.

The new law in effect simply regularized the existing status of
the currency, and stabilized the exchange rate at the current level of
15, 6d. There had been considerable Indian opposition to this rate,
with the usual arguments favoring a lowered value of the currency in
order to stimulate exports. These argumenis continued te be put
forth, and when the depression reduced Indian exports, and internal
prices were falling, they were urged even more strongly. The Indian
Government, however, turned a deaf ear to them., When India ac-
companied England off the gold standard in 1981, as described below,
the rupee was depreciated automatically fo the same extent as sterling,
but this still did not satisfy the proponents of a lower rate, who con-
tinued to urge that the rate should be reduced to 1s. 4d. sterling, or
else cut entirely free from sterling.

6. Government Sales of Silver

Although the Currency Act of 1927 said nothing about selling
silver, the Government in August, 1927 began to carry out the selling
policy recommended in the Hilton Young report.?® No details of sales
were made public at the time of sale, but from time to time the Gov-
ernment has made genersal announcements on the subject.** The an-
nual Report of the Coniroller of the Currency stated each year (ex-
cept in 1928-29) either the face value in rupees of the amount sold
during the fiscal year ending March 31, or else the cumulative quantity
in fine ounces sold since the beginning of operations in 1927. From
thege data it is possible to construct Table 7 showing annual sales. A
subtotal is shown for sales to March 31, 1935, the date on which the
management of the paper currency was taken over by the Reserve
Bank of India (see Section 11 below).

It will be seen that before 1935 sales were in the neighborhood
of 25,000,000 or 30,000,000 fine ounces per year, except in 1933-34,
when the total was increased by 20,000,000 fine ounces which were

20 Report of the Controller of the Currency . .. 1927-28, p, 14.
21 I'nd., 1926-27, p. 8; 1928-29, p. 6; 1929-30, p. 11.
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TABLE 7
SALES OF SILVER BY THE GOVERNMENT OF INDIA
Fiscal year ending Face value Quantity
March 31 Millions of rupees Millions of fine ounces
1927-28 27 9.2
1928--29 65 225
192930 105 36.1
1930-31 97 33.2
1931-32 77 26.6
1932-33 69 23.6
193334 131 450
193435 93 32.0
Total to Mar, 31, 1935 664 228.2
1935-36 26 9.0
193637 2 0.8
193738 (9 mos.) 3 0.9
Total to Dee, 31, 1937 696 238.9

SOURCES
Report of the Controller of the Currency . , . 1927-28, p. 14; ibid., 1929-30, pp. 11, 22: ibid.,
1930-31, p. 12; ibid., 1931-32, p. 10; ibid., 1932-33, p. 10 Ibid., 1933-34, p. 1b; ibid., 1934-35,
p. 8; Financial News, Vol. 6, No. 8, Feb. 26, 1938, p. 14, Conversion between rupees and fine
ounces has been made on the basis of the fine-silver content of the rupee, which is 166/480 fine
ounees,

applied to the British war debt to the United States.?? For four years
beginning January 1, 1934 annual sales were subject to the limit of
35,000,000 ounces per year prescribed in the London Silver Agree-
ment, described in Chapter XXV, Section 5. During the last three
years of this period, however, sales were far under the quota. Exact
figures for 1938 are not available. Handy & Harman’s estimate is
2,300,000 fine ounces,

The first sales of silver were in the form of bar silver which had
been held in the Paper Currency Reserve awaiting eoinage.?? Later
sales included silver 1} fine obtained from simply melting rupee coins,
and also silver refined at the Bombay Mint into bars 0.999 fine. These
latter bars, after some initial hesitation, were accepted by the Bombay
market as readily as the imported bars which usually were dealt in
there.?* In Qctober, 1929 ithere developed a large demand for British
dollars for use in Hong Kong. Normally such dollars were coined at
a fee of 30 rupees per 1000 pieces from silver supplied by those desir-
ing them. At this time, however, the Indian Government required
applicants for dollars to buy silver from it, making payment in ster-
ling in London. This continued until December 13, 1929, after which
the Government suspended sales of silver for a time.?s

Since the bullion parity of the rupee was $1.061 (or 48.4 pence)
per ounce, and since the market price of silver after 1927 remained

22 Ibid., 1985-84, pp. 14-16.
22 Ilid., 192728, p. 14.

34 Ibid., 1929-30, p. 11.
25 [ind.
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under 30 pence and fell as low as 12 pence per ounce, sales of silver
were made at a loss equal to the difference between 48.4 pence per
ounce and the price realized. No details were reported as to the price .
received, but occasional general announcements were made as to the
minimum and average prices obtained. For example, the minimum
price received up to December 13, 1929 was 224 pence per ounce, and
the average price up to that time was 2564 pence per ounce.”® Again,
in November, 1933, Sir George Schuster, Finance Member of the
Government of India, announced that the average pnce realized: to
date had been 20.2 pence per ounce.*

Down to March 31, 1935 the annual Finance and Bevenue Aec-
counis of the Government of India contained a suspense account to
which losses arising from the sale of silver were charged each year.
The loss to March 31, 1935 amounted to over 396,000,000 rupees,* or
just under 60 per cent of the 664,000,000 rupess nominal value sold
up to that time, as shown by Table 7. That is, the average price real-
ized was about 40 per cent of the 48.4d, bullion parity of the rupee, or
about 19.5d. per ounce, 0.925 fine. That price was, if anything, slightly
less than the average market price for the 8-year period, whether
taken as a simple average or weighted by the quantities of silver sold
each year by the Government of India.

The accounting procedure, prior to March 31, 1985, when silver
was sold was as follows: Supposing silver derived from rupee coins
of a face value of 10,000,000 rupees were sold for 4,000,000 rupees,
the amount of 4,000,000 rupees was placed in the Paper Currency Re-
serve, usually in the form of sterling securities, and 6,000,000 rupees
of Indian Treasury bills were issued and placed in the reserve, thus
making up the full 10,000,000 rupees which were withdrawn from the
reserve in coin.?* The Treasury bills so issued formed a liability of
the Government, to the same amount as the loss charged to the sus-
pense account described in the preceding paragraph. They were
known as “created” .or “ad hoc” securities. Created securities also
were issued against new currency notes at times when the Govern-
ment wished to expand the currency. It has been charged that the
statutory provision for the issue of created securities was intended
only for the expansion of currency, and that to issue them to make up
losses without expanding the currency was illegal.® The law, how-

26 Ibid,

27 Commerce, Vol. 47, p. 723, Nov. 25, 1933. .

28 Finance and Revenue Acoounts af the Gevernment of India . . ., 1934—35,
P 522%’ Report of the Controller of the Currency ... 192728, p. 14,

30 Chunilal B. Mehta, Director of Bombay Bulhon Exchange, quoted in Fi-
nance & Commerce, Vol. 19, No. 86, Jan. 21, 1931, p. 14 -
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ever, did not seem to be explicit as to the purposes for which such
securities might be issued, but merely limited the amount.*

On April 1, 1935 the management of the paper-currency system
was transferred o the new Reserve Bank of India. In accordance with
the provisions of the establishing act, described in Section 11 below,
500,000,000 rupee coins were turned over to the Bank, and the re-
mainder of the silver in the Paper Currency Reserve, amounting to
404,000,000 rupees, partly in bullion, was retained by the Government
for melting and sale. These coins, therefore, were definitely out of
the monetary system, except for the rather remote possibility that
they might eventually be used to replenish the Bank’s rupee coin re-
serve if it should decrease.

7. The Return of Rupees from Circulation and Hoards

In spite of the large sales of silver from 1927 to 1935, the amount
of rupee coins in the Paper Currency Reserve increased during that
period. This was because of the large number of coins which flowed
back from circulation into the Reserve. After April 1, 1935 rupees
continued to flow back from cxrcu]atmn into the Issue Department of
the Reserve Bank of India.

The exact number of rupees still in existence out of the nearly
6,500,000,000 which were coined from 1835 to 1922 is not known,
because there is no record of the large numbers which were melted
by the public before 1893 and again during the World War. On the
basis of an estimate that 3,500,000,000 were in existence in 1926 and
using recorded figures for subsequent transactions, it is possible to
construct Table 8, which shows changes in the amount and location of
rupee coins from 1926 to the end of 1937. Complete figures for 1938
are not available. The Surplus Silver Stock was increased by 50,000,-
000 rupees turned back by the Reserve Bank in April, and apparently
very little silver was sold during the year.

The total amount of rupee coins thus decreased from 3,500,000,-
000 to 2,805,000,000, of which only 2,382,000,000 were in the mone-
tary system, the remainder being held by the Government for sale.
During the same period currency notes, after a decline in the depres-
sion years, showed a net increase from 1,833,000,000 to 2,147,000,000
rupees.®? The total circulation of rupees and notes, however, decreased
from 4,584,000,000 to 3,903,000,000 rupees. Most of this decrease of

31 Act No. X of 1923, Sec. 18, (5), (b).
22 Report of the Contiroller of the Curreney . .. 18926-27, p. 60; Financial

News, Vol. 6, No. 1, Jan. 8, 1938, p. 9.



PosSTWAR CHANGES IN THE INDIAN CURRENCY SYSTEM

TABLE 8

Ruree CoINg IN CIRCULATION AND RESERVES IN INDIA
(in millions of rupees) .

185

NOT IN
IN MONETARY SYSTEM MONETARY
SYSTEM
Dates In Paper In Reserve In Surplus
Circulation Currency Bank Silver
{estimated) Reserve* of India, Stock*
Issue Dept.

(6} (2) 8 (4) (5} (8)
Apr.1,1926 | Balance 2,651 849
1926-1935 Net return from

circulation —719 79 | | e
1926-1935 Sales of silver | ... —664 | . | ...
Mar. 31, 1935} Balance 1,932 04 | . | e
Apr.1,1935 | Balance,

redistributed 1,932 | ... 500 404
1935-1937 Net return from

circulation —176 | ... 176
19351937 Sales of silver B . — —31
Apr. 1837 Transfer from Re-

gerve Bank to

Government ! .. | ... —50 50
Dee. 31, 1_937 Balance 1,756 | ... 626 423
Deec. 31, 1937 | Balance,in millions

of fine ounces 604 | 0 215 145

* At times part of these stocks have beem in silver bullion, figured at its coinage value.

S0TURCES

(3) Cirenlation. April 1, 1926 balance is based on esiimate of A. C. McWatters, Secre-
tary to the Government of India, Finance Department, of 3,500,000,000 rupees as minimum
total! number in existence (Hilton Young, Report, Vol. II, pp. 72-74). Subtracting 849,000,000
rupess then in the paper Currency Reserve leaves 2,651,000,000 rupees as the amount in
eirculation, including hoards. .

{(4) In Paper Currency Reserve. April 1, 1926 and Mar, 81, 1936 balances are from
Report of the Controller of the Currency. Sales of silver are from Table 7 above. Net re-
turn of rupee coins from eirculation is resultant of the other items in this column.

(5) In Reserve Bank of India, Issue Department. April 1, 1935 and December 31, 1937 balances
and transfer to Govesnment are from weekly statementa as published in Financial News. Net re-
turn of rupee coins from circulation is resultant of other items in this eolumn.

(6) In Sarplus Silver Stock. Initinl stock, April 1, 1935, is result of redistribution when 500,-
000,000 rupees were transferred to Reserve Bank of India. Ssles of sllver are from Table 7 above.
Transfer from Reserve Bank is indicated by drop in the Bank's stock of rupees shown in weekly
statements in April, 1937.

681,000,000 rupees in the circulating medium may be ascribed to the
effects of the world depression. With lower prices and decreased
trade, not so much currency has been needed in circulation. At the
same time peasants have had to draw on their savings of a few rupee
coins; such drafts represent reduction of hoarding rather than of real
circulation. There has also been a tendency toward increasing invest-
ment in Post Office Savings Bank deposits and interest-bearing Post
Office Cash Certificates, although the popularity of these has appar-
ently been reduced by the low rate of interest obtainable recently.

33 Regerve Bank of India, Report on Currency end Finance for the Years
1985-36 and 1936-37, p. 27.
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8. The Postuar Movement of Silver

As has been pointed out in Chapter XIX, Section 1, the Govern-
ment from 1917 to 1920 controlled the movement of silver, restricting
it to monetary uses, although undoubtedly many millions of rupees
were melted for the manufacture of ornaments. When India recov-
ered from the post-Armistice boom and the ensuing slump, the nor-
mal demand for silver for the ornament trade revived, and during
the whole decade of the 1920’s the net import of the white metal was
considerable, as may be seen in Table 9. During this period the Gov-
ernment was buying no silver for coinage, and from 1927 was selling
silver derived from melted rupees. Nevertheless, the demand of the
Indian people for the ornament trade continued strong until 1931,
when India began to feel the full force of the world depression. For
the next five years, imports of silver were small, and exports included
not only government sales but also additional stocks of the white
metal, as is evident from a comparison of Tables 7 and 9. The large
exports in 1934 and 1935 represented silver attracted to the market
by the rising prices of those years.

TABLE ¢

INDIAN IMPORTS AND EXPORTS OF SILVER, 19201938
(Millions of fine ounces)

Period Imports Exports l Net Imports

Year ending Mar, 31, 1921 40 19 21
“ “ “ % 10923 68 2 59
“ “ “ %1923 89 9 80
“ “ € w1924 100 14 86
“ “ “ “ 1925 113 18 95
“ w €« 1926 100 14 86
wo “ % 1997 124 9 115
“ “ #1928 100 14 86
“ “ “ “ 1929 96 i 37 59
114 " a (13 1930 90 32 58
“ w “ % 1931 103 29 74
“* “ o 1032 30 40 —10
13 £€ £k iF 1933 8 31 _23
" " (14 & 1934 5 54 _49
1] “ [ (13 1935 21 63 _“42
Apr., 1935 to Dec., 1935 4 44 —40

{ Jan., 1936 to Mar., 1938 42 1 41
Apr., 1936 to Dec., 1936 75 2 73
Jan., 1937 to Mar., 1937 2 | 29
Apr., 1937 to Dec., 1937 21 5 16
{Jan., 1938 to Mar., 1938 1 3 — 2
Apr., 1938 to Oct., 1938 14 1 13

SOURCES
Staﬁ.lt.ieal Abstract for British India and Accounts Relating te the Sea-Borne Trade of British
India, varicus volumes. [tems there given in standard ounces have been eonverted to fine ounces by
multiplying by 0.926.
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At the beginning of 1936 the world price of silver had dropped
to the neighborhood of 45 cents per fine ounce. The price within In-
dia is quoted in rupees per 100 tolas fine. Since the tola is § of an
ounce, and the 1s. 6d. rupee, with the pound sterling in the neighbor-
hood of $5.00, is approximately & of a dollar, the price of silver in In-
dia should be approximately the same number of rupees as it was
cents in the United States. Actually the import duty, mentioned be-
low, kept the price at about 50 rupees per tola, or about 10 per cent
above the world price. This price, however, was as low as the white
metal had ever sold in India, except for a short period in 1930 and
1931. It seemed to the Indian people distinctly a bargain price, and
they had more cash to invest in it than in the former period.

As a result, silver began to be imported on a large scale, and im-
ports in the first three months of 1936 balanced exports in the pre-
ceding nine month. Imports continued strong and amounted to a net
total of 114,000,000 fine ounces for the calendar year. They were at
about this rate during the first quarter of 1937, but then declined, and
the total for that year was only 45,000,000 fine ounces of net imports.

9. Import Duty on Silver

In March, 1930 an import duty of 4 annas per ounce was imposed
on silver, and a corresponding excise tax was placed on silver mined
in India.»* In March, 1931 the rate was raised to 6 annas per ounce.*
In September of the same year a 25-per-cent surtax on all taxes in-
creased it to 74 annas per ounce.®® In March, 1934 the rate was re-
duced to 5 annas per ounce,®” and in March, 1935, to 2 annas per
ounce.®® In March, 1937 it was raised to 3 annas per ounce.?®

This tax was imposed partly with the idea of keeping the domes-
tic price of silver above the world price in order to protect Indian
holders of gilver from the effect of the falling world price, and partly
for revenue. The first object was attained, although there is some
ground for argument as to whether it was desirable. Since the In-
dian peasant is normally a buyer rather than a seller of silver, he
might be expected to prefer a low price. At the same time there un-
doubtedly was considerable distress selling of silver during the de-
pression years, and the import duty helped those in need to sell

34 Report of the Controller . . . 1928-30, pp. 11-12,
25 Jbid . . . 1950581, p. 12.
36 Ihid . . . 1981-32, p. 10.
st Ibid . , . 1983-34, p. 15.
2 Jbid, . . . 1984-35, p. 4.

= Reserve Bank of India, Report on Currency and Finance for the Years
1985-86 and 188687, p. 14,
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their ornaments for a higher price than they otherwise would have
received.

The second object, revenue, was not attained from 1931 to 1935,
because recorded imports of silver were very small, there was a large
amount of smuggling, and some silver was imported over land fron-
tiers where duties were not enforced.® The reduction of the rate in
1934 was made with the hope of increasing the actual revenue hy
making smuggling less profitable, and as a measure of co-operation
with the United States and other countries interested in silver.** The
further reduction in 1935 was

.+ . dictated by no theory as to the piace to be taken by silver in the monetary
economy of the world nor has it any c¢onnection with the view sometimes expressed
that India ghould be encouraged to build up her hoards of the metal. It is simply
a matter of business, There is no doubt that at the present level the duty is
encouraging smuggling . . . I propose to agssume that we shall get the same yield
from the 2 annas as would have been obtained from the 5-anna duty which is,
1 think, fully justified by the circumstances in which the reduction is taking
place.+?

10. The Departure from the Gold Standard and the
Export of Gold

The world depression affected India severely by reducing the de-
mand for her products. Her exports of domestic merchandise de-
creased from 3,301,000,000 rupees in 1928-29 to 1,332,000,000 rupees
in 1932-33; during the same period, her favorable balance of trade
declined from 265,000,000 rupees to nearly zero.** Since the favorable
balance of merchandise trade normally provides funds to meet the
Home charges, the Government had difficulty in making its remit-
tances during the early years of the depression, especially in 1931.
It was forced to meet some of its needs for funds in London by the
sale there of sterling securities belonging to the Gold Standard Re-
serve, and their temporary replacement by gold transferred in India
from the Paper Currency Reserve.#

When Great Britain went off the gold standard on September 21,
1931, the Government of India, after two or three days of uncertainty,
made the decigion to keep the rupee linked to sterling at 1s. 6d.** This
was exactly the step against which the Hilton Young Commission had

© Report of the Controller of the Currency .. . 1933-84, p. 1b.

1 Ibid. ... 1988-84, p. 15.

#2 Finance Member's Budget Speech in Gazette of India, Feh, 28, 1935, p. 112.
43 Beport of the Controller . ., 1928-29, p. 82; 198334, p. 51.

44 Thid, . .« 1980-81, p. 22; 193182, p. 19.

5 I'ndio wn 1931-32, p. 158.
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wished to guard when it advised against a sterling-exchange stand-
ard.** Under the circumstances, however, of the world-wide financial
crisis of 1931, it probably would have been impossible for India to
remain on the gold standard.

The depreciation of the rupee currency by this departure from
the gold standard might have been expected to raise commodity prices
in proportion. Because of the continued fall of world prices in terms
of gold, however, the prices of Indian export products were merely
checked in their decline.*’

An immediate effect, however, was a rise in the rupee price of
gold proportional to the depreciation of the currency. Even before
the departure from the gold standard a not incopsiderable amount of
gold had been reaching the Bombay market, representing partly dis-
tress sales by those who had to realize on their savings and partly the
liquidation of excess stocks held by bullion dealers.** The increased
price stimulated this movement, and also caused many who were hold-
ing gold as an investment to take a profit. This resulted in a steady
flow of gold to Bombay, where most of it was refined at the Mint, and
then exported by private parties, the Government taking no part in
the trade.®® Exports continued with little interruption, and in very
large quantities, as shown by Table 10. The magnitude of these ex-

TABLE 10
NET EXPORTS OF GOLD FROM INDIA, 1931-1938
Fiscal year ending Mareh 31 Thousands of fine ounees

1931-32 7,731
1932-33 8,364
1933-34 6,695
1934-35 5,695
1935-36 4,019
1936--37 3,010
1937-38 1,767
1938-89 (7 mos.) 1,052

SOURCES
Annual Statement of the Bea-Borne Trade . . . 1933, p, 68 ; Accounis Relating to the Sea-Borne
Trade, March, 1935, p. 266 ; ibid., March, 1938, p 2'76 ibid., Oct.ober 1438.

ports in comparison with annual world production- of go]d may be
seen by reference to the top part of Chart 1, page 9, where they form

part of the “Other Supplies” of gold there shown,
A result of this gold export was that the Government which, as

46 Hilton Yeoung, Report, para. 25.
47 India in 1981-82, pp. 132-133.
48 Report of the Controller of the Currency . . . 1930-21, p. 10; 1981-52,

a9 Ivid, . . . 198132, pp. 8-9.
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stated above, had been having difficulty in making remittances for its
Home charges, was able to purchase sterling exchange easily, since
the export of gold acted in the same way as exports of merchandise
to create a supply of exchange on London. The exchange rate, which
had fallen as low as 1s, 53d. during the first half of the fiscal year,
rose and remained well above 1s. 6d. thereafter.>®

11. The Reserve Bank of India Act

The plan for a reserve bank, proposed by the Hilton Young Com-
mission in 1926, was not adopted, but the subject was discussed from
time {o time in subsequent years. In 1933 a Committee on Reserve
Bank Legiglation, under the Chairmanship of Sir Reginald Mant, and
with about half of its membership composed of Indians, was appoint-
ed by the British Government. This committee reported on August
15, 193352 An act embodying most of the recommendations of the
committee was passed by the Indian Legislative Assembly on Decem-
ber 22, 1933,% and received the assent of the Governor General on
March 6, 1934.53

The banking provisions of the report and the act are not germane
to the subject of silver money, but the committee’s remarks about the
monetary standard, and the arrangements for the disposition of the
rupee coin in the Paper Currency Reserve are of interest. The com-
mittee dealt with the question of the monetary standard as follows:

19. The questions which arise in connection with the exchange obligations
to be imposed on the Bank present special difficulty in existing circumstances. In
the prevalent state of monetary disorganization throughout the worid, it iz im-
possible to incorporate in the bill provisions which would necessarily be suitable
when monetary systems generally have been recast and stabilized. In these cir-
cumstances we consider that the only sound course for India is to remain on the
sterling standard. On this basis the exchange obligations incorporated in the
bil! must necessarily be in accord with the rupee-sterling ratio existing at the
time when the bill is introduced. This statement does not, however, imply any
expression of opinion on the part of the Committee on the merits or demerits of
the present ratio. The ratic provigions in the bill are designed to make it clear
that there will not be any change in the de faeio situation by the mere coming
into operation of the Reserve Bank Act.

Suitable Ratio

A congiderable majority of the Indian delegates feel it their duty to record

their view that a suitable exchange ratio is one of the essential factors for the

30 Ibid. , . . 1981-92, pp. 12-13.
. 51 The report is reprinted in full, together with London newspaper comment,
in Commercial and Financial Chronicle, Vol. 137, Sept. 2, 1933, pp. 1638-42.

52 Ibid., Vol. 138, pp. 956-957, Feb. 10, 1934.

52 The Reserve Bank of India Aet, 1934.



PosSTWAR CHANGES IN THE INDIAN CURRENCY SYSTEM 191

puccessful working of the Reserve Bank. They point out that considerable changes
have occurred in the currency bages and policies of almost all the countries of the
world in the last few years, In their view it ig for the Government of India and
the Legislature to examine these and all other relevant considerations with a
view to ensuring that the minimum possible strain iz placed on the currency sys-
tem of India.

We are all agreed that it should, in any case, be made clear in the preamble
that the whole question of the monetary standard best sunited to India will have
to be reviewed when the international monetary position has clarified itself and
become sufficiently stable to make it pessible te frame more permanent pro-
vigions.54

Advocates of a lower rate for the rupee were unsucecessful in at-
tempts to have provision for that incorporated in the act.*®

The act provided for the transfer to the Reserve Bank of the
management of the paper-currency system. Under the new arrange-
ments, at least 40 per cent of the reserve must consist of gold (val-
ued on the basis of the gold content of the sovereign) and of sterling
securities ; at the outset at least 50 per cent must be in this form and
must include all the gold previously held in the Paper Currency Re-
serve and the Gold Standard Reserve., The remainder of the reserve
is to consist of rupee coins, rupee securities, bills of exchange, and
commercial paper. The normal holding of rupee coin is to be 500,
000,000 rupees or one-sixth of the total assets, whichever is greater.
At the end of any fiscal year during which the minimum holding of
rupee coin rises above that figure, the Bank is entitled to transfer an
amount of rupee coin equal to the excess back to the Government,
against payment in legal tender. Similarly, at the end of any fiscal
year during which the maximum holding of rupee coin falls below
that figure, the Government is entitled to transfer an amount of ru-
pee coin equal to the deficiency to the Bank, against payment in legal
tender. Such transfers are not to exceed 50,000,000 rupees in any
year except by special agreement.

12, Changes in the Currency System on April 1, 1985°°

On April 1, 1935 the management of the paper currency was
transferred to the newly-organized Reserve Bank of India, and at the
same time the Government made a number of changes in the various
assets and reserves connected with the currency system,

As noted in Section ¢ above, 500,000,000 rupee coins from the

54 Commercial and Financial Chronicle, Vol. 137, Sept. 2, 1933, pp. 1640-41.
55 I'hid., Vol. 188, Feb. 10, 1924, p, 9566.

56 This section is based on Fingnce and Revenue Accounis of the Government
of India . .. 1985-$6, pp. 518-622.
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Paper Currency Reserve were transferred to the Reserve Bank, At
the same time other assets in the form of gold, sterling securities, and
rupee securities were transferred to the Bank from the Paper Cur-
rency Reserve and the Gold Standard Reserve to an amount, which,
with the rupee coins, gave it a total reserve of 1,861,000,000 rupees,
divided in aecordance with the statute, against the like total of notes
outstanding, for which the Bank assumed responsibility.

The Paper Currency Reserve and the Gold Standard Reserve
ceased to exist on April 1, 1985. Since the transfers to the Bank were
equivalent in amount, though not in form, to the total value of the
former, the Government was left with assets equivalent to the latter,
amounting to £40,000,000 or 533,000,000 rupees. Of this amount
273,000,000 rupees were in rupee coins, 131,000,000 rupees in silver
bullion, valued at the coinage rate, and 129,000,000 rupees in sterling
securities. The 404,000,000 rupees of silver was placed in a Surplus
Silver Stock account, and is accounted for by weight instead of in ru-
pees. The balance in this account is increased by any return of silver
from the Bank under the provigions of the act, and diminished by any
return of silver to the Bank or by sales of the white metal.

Of the 129,000,600 rupees of sterling securities, 29,000,000 ru-
pees were applied against old losses on the sale of silver. The re-
maining 100,000,000 rupees, or £7,500,000, were transferred to a
new Silver Redemption Reserve. This Reserve was intended to pro-
vide sterling assets as needed to transfer to the Bank in return for
the rupee coin which it is entitled to hand back to the Government
each year if its minimum stock during the preceding year has ex-
ceeded 500,000,000 rupees. It was planned to keep the Reserve re-
plenished when necessary by transfers from the proceeds of sales of
silver from the Surplus Silver Stock; occasional other revenue might
be received from profits on casual sales of gold and from appreciation
of securities.

From another point of view the Silver Redemption Reserve of
100,000,000 rupees may be considered as a provision for loss on the
ultimate sale of such rupee coins as may be returned by the Bank un-
der the act. The Finance Member stated in his budgetl speech at the
end of February, 1935 that it would be sufficient to take up the loss on
returns to the extent of 250,000,000 rupees, or the maximum allow-
able in five years.”” Apparently this statement was based on a price
of about 29d. per cunce, which was a fair expectation at the time.
Since the end of 1935, however, the price has been in the neighbor-
hood of 20d. per ounce, and at that rate the Reserve would be suffi-

57 Finance Member’s Budget Speech, Gazette of India, Feb. 28, 1935, p. 108.
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cient to take care of the loss on only 170,000,000 rupees, or about the
amount which returned to the Bank from circulation between April 1,
1935 and December 1, 1937, as shown in Table 8.

The accumulated losses on earlier sales of silver, which amount-
ed on April 1, 1935 to 396,000,000 rupees, were transferred on that
date to a new account, Purchases and Sales of Silver. An additional
50,000,000 rupees was carried over to this account from a suspense
account, Sale of Silver. The account was credited on April 1, 1935
with the 29,000,000 rupees of sterling securities from the Gold Stand-
ard Reserve, mentioned above, Since that date it has been credited
with proceeds of sales of silver from the Surplus Silver Stock, less
any amounts appropriated to the Silver Redemption Reserve.

The transactions in these various accounts were of small magni-
tude in the fiscal years 1935-36 and 1936-37. Figures are not yet
available for 1937-38, but the chief item was a return of 50,000,000
rupees from the Bank to the Government, made in April, 1937. A
similar return was made in April, 1938. Instead of using the sterling
assets of the Silver Redemption Reserve, however, to pay the Bank,
the Government issued ad hoc rupee securities, just as was done to
take up losses on silver sales under the old system.®®

As is evident from Table 8, rupees have continued to flow back
to the Bank from circulation at an average rate of about 60,000,000
ounces per year, or faster than the rate at which the Bank is entitled
to turn back coin to the Government. Moreover, the first return could
not be made until April, 1937, two years after the system started.
The Bank seems likely for some time to have more than the standard
stock of 500,000,000 rupees in coin and to continue to turn back
50,000,000 rupees to the Government each year. The Government’s
stock of silver will thus be built up, except so far as it is decreased
by actual sales. This stock will continue to be a potentially bearish
factor in the world silver market.

13. Summary

The Indian currency system, after a few years of dislocation
subsequent to the World War, was reorganized in 1927 on what was
temporarily a gold-exchange standard but was expected to develop
into a gold-bullion standard. The rupee was stabilized at the equiva-
lent of 1s. 6d. gold, somewhat above the prewar rate of 1s. 44., to
which a considerable body of Indian opinion wished to revert. When

58 Financial News, Vol, 6, No. 35, Sept. 10, 1938, p. 19.
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Great Britain went off the gold standard in 1931, the Government of
India followed suit, and kept the rupee linked to sterling instead of
to gold.

Since 1927 the Government has been selling silver derived from
excess rupees, to the extent of nearly 700,000,000 rupees face value
or 240,000,000 fine ounces. An even greafer quantity, nearly 900,-
000,000 rupees, has flowed back from circulation, especially during
the depression years.

With the establishment of the Reserve Bank of India on April
1, 1985 the Government transferred to it the control of the paper cur-
rency system. The Government was left with a stock of silver coin
and bullion, of a coinage value of over 400,000,000 rupees, but a mar-
ket value during most of the subsequent vears of less than half this
amount. The proceeds of the sale of this bullion will eventually meet
part of the old losses on the sale of silver, which had totalled about
400,000,000 rupees up to April 1, 1935. The Government had a re-
serve of 100,000,000 rupees against losses on sale of the silver which
was expected to be returned by the Reserve Bank; it seems probable
that the whole of this reserve will ultimately be needed for the pur-
pose. The former Gold Standard Reserve, represented by the stock
of silver and the new reserve, will thus have been wiped out, and in
addition, the Government probably will have to meet at least 200,-
000,000 rupees of the old losses on sales of silver, carried for the pres-
ent in suspense. In return, however, the country has an improved
paper-currency system, with adequate reserves in gold and sterling
gecurities, and with a diminishing amount of overvalued silver coin
in circulation.



CHAPTER XX1I
CHINESE TRADE AND CURRENCY DURING AND AFTER THE WORLD WAR

What says the silver with her virgin hue?
“Who chooseth me shall get as much as he deserves.”
WILLIAM SHAKESPEARE, The Merchant of Venice

1. The Situation at the Beginning of the War

In 1911 occurred the Chinese Revolution in which the Manchu
dynasty was overthrown and a nominal republic established. There
followed a succession of civil wars, and the rise and fall of one war
lord after another, who controlled for a time a province or a group
of provinces. In spite of this political unrest there was an increas-
ing economic development and modernization.

Although the Vissering plan, described in Chapter XIV, Section
2, was not adopted, one step toward currency umification was made
toward the end of 1914 when a new national dollar, or yuan, bearing
the head of President Yuan Shih-kai, was coined® (it should be noted
that the Chinese character for dollar is not the same as the one for
the name of President Yuan, although they are pronounced alike).
Over 1,000,000,000 of these dollars were coined during the next thir-
teen years, many of them still dated the Third Year of the Republic
(1914) and all bearing the head of Yuan Shih-kai, in spite of the fact
that his name was anathema to later pairiots? During this period
these coins very largely came to replace throughout the country the
great variety of foreign and provincial doliars which formerly had
made up the circulation, and also to replace much of the sycee, until
the latter remained chiefly in the bank reserves at Shanghai and some
other ports.

The beginning of the World War caused something of a slump
in Chinese foreign trade as it did elsewhere, but, as the war pro-
gressed, trade revived, and China shared in the general wartime pros-
perity. The rising price of silver from 1915 to 1920 may be con-

1 Kann, The Currencies of China, pp. 159-167.

2 Kann, “How Much Silver Is There in China?” p. 418. This gives a total
of about 1,292,000,000 of Yuan Shih-kai and Sun Yat-sen dollars. Since only two
or three years’ coinage of the latter are included, the former must have amounted
to at least 1,00¢,000,000.

— 195 —
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sidered in its relation to the movement of merchandise and to the
movement of gold and silver.?

2, The Movement of Merchandise

A rising price of silver might have been expected to discourage
exports, because it would either increase their delivered price in gold
currencies abroad, or lower their price in silver eurrency in China.
Actually, however, China’s export trade increased fairly steadily dur-
ing the period, whether measured in gold or in silver.t This increase
was due to the world-wide demand for commeodities and to the fact
that world commodity prices rose just about as much as did silver,
s0 that the gold prices of Chinese commodities were not raised un-
duly. This was especially true during the postwar boom of 1919,
when China exported unprecedented quantities of silk, bean products,
cereals, oils, and other produce. Tea was the only important export
which fell off during the war period, because of the loss of the im-
portant Russian market., From another point of view, the large Chi-
nese exports may be considered as one of the causes of the rise in the
price of silver.

A rising price of silver might have been expected to encourage
Chinese imports. Actually imports did not increase as much as ex-
ports, so that China’s foreign trade, which normally shows a large ex-
cess of imports of merchandise, was approximately balanced during
the war period. This was because favorable exchange rates often
were more than counterbalanced by increased gold cost of imports
and by high freights, and because the rationing of export permits in
Western countries limited their sales of merchandise to China re-
gardless of the price.

3. The Movement of Gold and Silver

The low price of silver in 1914 and 1915 meant to the Chinese
that gold was high. Holders took advantage of the high price to dis-
pose of their gold and this resulted in the export of about Hk, Tls.*
30,000,000 of the yellow metal during those two years, which, at the
average exchange rate for the period, presumably represented about

3The following paragraphs are based largely on material in the Chinege
Customs reports from 1914 to 1920.

* Yang, Statistics of China’s Foreign Trade . 1-2.

5 This 18 the usual abbreviation for Ha.lkwan (Customs) taels, defined in
Chapter X1, Section 5. These and other figures in this section for the movement
of gold and silver are taken from Yang, op. cil.,, p. 142. Annual exchange rates
for the Haikwan tael in terms of gold dollars are given in ibid., p. 2.
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$20,000,000 U. S. Currency, or, say, 1,000,000 fine ounces. During
the same two years, there was also a net export of silver to the amount
of Hk. Tls. 82,000,000 or about 38,000,000 fine ounces; this export of
silver probably was necessitated by the great falling off of foreign in-
vestment in China and other invisible exports during the early years
of the war.

From 1916 through 1919, the price of silver was rising, or gold
was becoming cheaper for the Chinese, and seemed like a good inves-
ment. It is not surprising, therefore, that about Hk. Tls. 60,000,000
worth of gold, which at the current high rate of exchange may have
represented from $60,000,000 to $80,000,000 U. S. currency or from
3,000,000 to 4,000,000 fine ounces, was shown as imported during the
four years; probably additional amounts came in without being re-
corded by the Customs.® Many a Chinese bought a few gold coins or
a gold ring as an investment; it turned out to be a very good invest-
ment.

Net export of silver continued during 1916 and 1917, to the
amount of nearly Hk. Tls. 50,000,000 or about 60,000,000 fine ounces;
this was natural in view of the world-wide demand for silver which
made the operation profitable, A similar process took place in the melt-
ing up and exporting of brass cash to supply Japanese needs of cop-
per.” There was, as a result, an inconvenient shortage of both small and
large currency, and in 1918 the tide turned, and there was a net im-
port of silver for the first time since 1913. Even then China could
not obtain all the silver needed for her expanding trade, because of
the restrictions on the movement of the white metal from the United
States and Great Britain. During most of the time from the summer
of 1918 to the spring of 1920, the value of silver in Shanghai was far
above parity with the value in London.! When the restrictions on sil-
ver movements were removed in May, 1919, the Chinese demand was
one of the chief factors that kept the price rising.® Net imports of
gilver in 1918 and 1919 amounted to about Hk. Tls. 76,000,000 or over
90,000,000 fine ounces.

On the whole, then, the theoretical discouragement of exports
and encouragement of imports, which a rising and high price of sil-
ver might be expected to bring about in China, were not realized, be-
cause world commodity prices moved upward more or less propor-

136 China, Maritime Customs, Report on the Foreign Trade of China, 1816,
p. -

7 I'bid,

8416§avens, “The Ratio between the T. T. Rate and the Silver Price,” Chart
2, p. .

9 Annual Report of the Director of the Mint . . . 1920, pp. 1556-157, quoting
Sharps and Wilkins.
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tionately to the movement of the price of silver, and thus did not dis-
arrange greatly the relative position of import and export prices in
China. On the other hand, gold was a commodity in which the full
_effects were shown; this resulted in Chinese sales of gold when its
price was high in 1914 and 1915 and purchases of gold when its
price was low from 1916 to 1919.

4. Adjustment of Salaries of Foreigners

A relatively minor matter, but one important to those whom it
concerned, was the adjustment of the salaries of foreigners in China.
The foreign community included the following principal classes:

1. Diplomatic, consular, and military personnel;

2. Missionaries;

3. Servants of the Chinese Government in the Customs, Post

Office, and other services;

4. TForeigners in business for themselves;

B. Employees of foreign coporations.

Prior to the war, the salaries of Classes 1 and 2 usually were set
in the gold currency of the country from which they came; salaries
or earnings of Classes 3 and 4 usually were in Chinese silver currency:
and salaries of Class 5 in some cases were in gold and in some cases
in silver. The comparative stability of exchange for the twenty years
preceding the war made it of little difference whether salary was set
- in gold or silver. The American looked on “two to one,” that is $2.00
Mex. per dollar gold, as a kind of normal exchange; the Englishman
similarly looked on a half-crown tael as normal. When silver went
down, those paid in gold profited, because they got more silver; when
silver went up, those paid in silver profited, because such part cf their
salaries as they saved each month would purchase a larger remittance
home. The fluctuations in exchange gave a pleasant zest to life, and
formed a never-failing topic of dinner-table conversation.

In 1914 and 1915 those paid in gold were happy while those paid
in silver were handicapped in their homeward remittances; but from
1916 to 1920 the shoe was on the other foot. Those paid in gold kept
getting smaller and smaller silver proceeds from their salary checks,
but found no corresponding reduction in the cost of living. Those
paid in silver were no better off for meeting the cost of living, but, in
80 far as they could save money, they could remit it home at very at-
tractive rates.

To meet this situation, action was taken by many of the employ-
ers of foreigners in Classes 1, 2, and 5 to make up some of the “loss



CHINESE CURRENCY DURING AND AFTER THE WORLD WAR 199

by exchange” experienced by their staffs. In some cases, salaries
were changed definitely to a silver basis; in other cases, a bonus was
given from time to time; in others, a fixed rate of exchange was guar-
anteed, the employer making up the difference between the fixed rate
and the actual rate; in still others, the salary was fixed partly in gold,
and partly in silver, on the theory that the recipient spent part of
his income in China for things unaffected by the exchange rate, and
part for imported articles or for remittance home. The extent of
these adjustments varied with different organizations.

5. Trade in the Nineteen-Twenties

China shared in the post-Armistice boom of 1919. The great
drop in the price of silver in 1920 coincided with a fall in world com-
modity prices, and so served to keep the Chinese price level, measured
in silver, from being disturbed greatly. Chinese exports, measured in
silver, suffered a minor setback, but soon recovered ; both exports and
imports continued to expand during the 1920’s; there was a large ex-
cess of merchandise imports and also a large net import of silver.
The balance was made up chiefly by the invisible items of foreign in-
vestment in China and remittances from Chinese emigrants abroad.
In spite of civil wars, of communistic agitation, and of anti-foreign
disturbances, especially from 1925 to 1927, the general economic pro-
gress of the country was accompanied by a growing foreign trade,
especially after the new Nanking Government obtained control over
a considerable area in 1928,

As has been seen, the price of silver was remarkably steady from
1921 to 1929, with the exception of a readjustment to a new level in
1926. Thus, the extreme speculative element was taken out of trade,
and there was a chance for steady progress.

6. Currency Developmenis

After the close of the war a plan was developed for the unifica-
tion of the coinage, for its manufacture at one central mint in Shang-
hai, instead of at provincial mints, and for the replacement of the
tael by the dollar or yuan. The foreign banks in Shanghai were will-
ing to relinquish the tael only if they could be assured of the mainte-
nance of -equal standards of reliability for the dollar currency. In
1921 a loan was raised from a Chinese banking group, and by 1923 a
new mint had been constructed at Shanghai and equipped with up-
to-date machinery; the installation was not finally completed; on ac-
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count of lack of funds, and the plant lay idle for many years.* After
the establishment of the new Nationalist Government in Nanking in
1927, the minting of Yuan Shih-kai dollars at the provincial mints
was replaced by that of Sun Yat-sen dollars, using a die from which
a comparatively small issue of memorial coing had been struck in

1912,
?. The Kemmerer Plan

The able and progressive Minister of Finance, T. V. Soong, at
the end of 1928, invited Professor E. W. Kemmerer to study and re-
port on the Chinese currency system. Professor Kemmerer proceeded
to China at the beginning of 1929, with a large staff, and spent the
whole year in his investigations.

The Kemmerer report was submitted to the Minister of Finance,
November 11, 1929, but was not made public until the spring of 1930.
It consisted of the draft of a proposed law, followed by a report on
the problem of currency reform and a detailed explanation of the
specific provisions of the law.

The proposed law provided for a new theoretical gold currency
unit to be called the “sun” (after Sun Yat-sen) containing 60.1866
centigrams of fine gold, or the equivalent of 40 cents, United States
eurrency. This was chosen as the approximate current value of Chin-
ese silver dollars, in order to cause the least maladjustment of prices.
Provision was made for token silver coins, the silver sun to weigh 20
grams, 0.800¢ fine, while the 50-cent and 20-cent coins were to be of
proportional weight, but only 0.720 fine. This made coinage ratios of
26.58 to 1 and 23.95 to 1, respectively, and bullion parities of 77.7
cents and 86.3 cents per ounce, respectively, in New York, or 35.5
pence and 389.4 pence per ounce, respectively, in London.!?

The gold parity of the fiduciary coins would be maintained by
unlimited redemption of them in drafts on gold-standard countries,
or in gold bars, at the option of the Government, for sums of 2,000
suns or more, with a charge corresponding to the costs of shipping
gold. There was also provision for the sale abroad of drafts on China
at a corresponding charge.’® -

A Gold Standard Fund, of at least 35 per cent of the value of

1 Kann, The Currencies of China, p. 168; Dobrovolsky, “The Origin of the
Shanghai Mint.”

11 Natjonal Government of the Republic of China, Commission of Financial
Experts, Project of a Law for the Gradual Introduction of a Gold-Standerd Cur-
rency System in China, together with a Report in Support thereof.

12 Ibid., pp. 89-95, 98-100.
13 Ibid., pp. 124-132.
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coins in circulation, would be established to support exchange, and
would be held partly in interest-bearing gold deposits abroad and
partly in silver coins in China. The administration of this fund would
be in the hands of a Currency Department of the Ministry of Finance,
but would be subject to examination by certain Chinese banking and
commercial bodies. Seigniorage profits would go to the Gold Stand-
ard Fund.**

It was proposed to introduce the plan gradually, province by
province, beginning at Shanghai. First a date would be announced
for the circulation of the new currency; after at least a year another
date would be announced, after which only the new money could be
used in making new contracts. Another date would be set for the ad-
justment of old contracts to the new currency at fixed rates to be
officially established.®

The plan also provided for the immediate contraction of the cir-
culation of copper 10-cash coins, with the intention of increasing their
value and stabilizing them at 1/200 of a sun. There were provisions
for the retirement of old issues of paper money, and for the granting
of a monopoly of note issue to a Central Reserve Bank of China, which
would be reorganized from the Central Bank of China.'

The plan thus contemplated was a gold-exchange standard to be
introduced gradually, and followed to some extent the ideas of both
Jenks and Vissering. Nothing was done, however, to put it into
operation. The price of silver was falling rapidly before the report
was made public, the world depression was beginning, the control of
the Nanking Government over many parts of the country was weak,
and it would not have been practicable to start the new system.

8. The Customs Gold Unit

Although the Kemmerer recommendations could not be carried
out, one step toward a gold standard was taken by the Chinese Mari-
time Customs. Import duties in most cases were specific, that is, so
many taels per picul (133 pounds) or other unit of quantity, but were
intended to yield a certain percentage on normal prices. When the
price of silver declined, the silver price of imported commodities rose
(unless compensated for by a decline in their gold price), while the
duty remained the same amount of silver currency, and thus repre-
senied a decreasing percentage of the price. To remedy this, a new

4 Ibid., pp. 115-124.
15 I'bid., p. 31.
18 fbid., pp. 137151,
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Customs gold unit (known as C.G.U. or G.U.) was established equiva-
lent to the proposed sun unit of 60.1866 centigrams of fine gold or 40
cents U. S. currency.” All specific import duties, previously set in
Haikwan taels, were converted to gold units at a transitional rate of
Hk. Tls. 1 = G. U. 1.50 from Feb. 1 to Mar. 15, 1930, and at a perma-
nent rate of Hk. Tls. 1 = G. U. 1.75 thereafter. The latter rate
corresponded to Hk. Tls. 1 = U. 8. $0.70, which was approximately
the average for the immediately preceding years. In subsequent tariff
revisions, import duties were set directly in gold units. Beginning in
1932 statistics of imports were reported in gold units, while exports
continued to be reported in Haikwan taels, or in Chinese standard dol-
lars after the abolition of the tael in 1933,

By the adoption of the gold unit, China was assured of the col-
lection of the intended percentages of the gold value of imports. This
was of great importance, in view of the fact that a considerable part
of the Customs revenue was earmarked for the service of foreign
loans in gold currencies.

The customs gold unit is a2 money of account, not represented by
any coin. While China remained on the silver standard, duties assessed
in gold units commonly were paid in silver currency at the rate of the
day, which was set by the Central Bank of China on the basis of the
exchange rates with gold-standard countries. For the convenience of
importers, the bank undertook to sell cashier’s checks in terms of gold
units, to open current accounts in the same currency, to make for-
ward coniracts in it, and to sell gold units for gold or sterling tele-
graphic transfers at parity, plus a small charge.* Later, the bank
also issued bank notes in gold units, which, it was expected, might
come into general circulation as representing a gold currency; ac-
tually their use seems to have been confined to the payment of duties.®

9. The New Dollor and the Abolition of the Tael

In 1932 the plan of abolishing the tael and unifying the dollar
currency was revived.?® This policy was announced definitely on De-
cember 30 by Finance Minister T. V. Soong.?? The equipment of the

17 Pinance & Commerce, Vol. 19, No. 34, Jan, 22, 1930, pp. 1-3 (E. Kann).

18 Ibid., Vol, 19, No. 45, April 9, 1930, pp. 56 (E. Kann).

16 Ihid., Vol. 19, No. 100, Apr. 29, 19381, pp. 7-8 (E. Kann); No. 143, Feb.
24, 1932, p. 8 (E. Xann).

20 I'bid., Vol. 19, No. 156, May 25, 1932, p. 6; Vol. 20, July 18, 1932, p. 148
(E. Kann); July 20, 1932, pp. 176-177 (E. Kann); July 27, 1932, pp. 206-207
(E. Eann}; Aug, 3, 1932, pp. 235-237 (E. Kann); Aug. 10, 1932, p. 268 (E.

ann).
2t Jbid., Vol. 20, Jan. 4, 1933, p. 854.
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Shanghai Mint was completed, and early in March, 1938 there began
the minting of a new type of silver dollar or yuan, with the head of
Dr. Sun Yat-sen on the obverse, and a junk with rising sun and flying
birds on the reverse, as shown in the illustration. This attractive de-
sign, however, did not meet with popular approval, because the rising
sun was symbolic of Japan and the birds suggestive of airplanes at-

CHINESE DOLLAR ISSUED IN 1933

tacking Chinese shipping. Accordingly these features were deleted and
a modified design adopted.” Coinage of the new design began in May,
1933, and continued steadily. By the end of 1835 about $100,000,000
of the new coins had been minted, and in addition the mint had manu-
factured over $50,000,000 in $1000 bars, to be used for bank re-
serves.” Existing stocks of sycee were used before any attempt was
made to recoin the older dollars. In order to assure public confidence
in the quality of the new coin, the Ministry of Finance appointed a
committee of representative Chinese and foreign bankers to examine
regularly the coins produced by the mint.>

Soon after the coinage was begun, the Chinese Government sud-
denly announced on April 5, 1933 that the tael would be abolished
as of April 6. Chinese banks and merchants perforce obeyed at once.
The foreign banks and merchants at first were reluctant to make the
change, but soon accepted the situation, and from April 10 the for-
elgn exchange banks began quoting exchange rates in foreign cur-
rencies per Chinese standard dollar instead of per Shanghai tael. Bank
accounts, contracts, securities, and outstanding accounts expressed
in taels were converted into dollars at the fixed rate of Shanghai Taels
71.50 per $100.%

22 fbid., Vol, 21, May 81, 1938, p. 621 (E. Eann).

23 Thid,, Vol. 22, Sept. 13, 1933, p. 301 (E. Eann); Vol. 23, Feb. 14, 1934, pp.
183-184 (E. Kann); Vol. 25, Jan, 16, 1935, p. 59 (E. Eann); Vol. 27, Jan. 15,
1936, p. 53 (E. Kann). :

24 Ibid, Vol. 21, May 17, 1938, p. 551; May 31, 1983, p. 621 (E. Kann).
25 Ibid,. Vol. 21, Apr. 12, 1933, pp. 405407 (E. Kann).
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The objection of the foreign banks to the change was based on
the fact that sycee, prepared by the smelling shops and assayed by the
Kung-ku-chu, had proven, for three-quarters of a century, to be a re-
liable standard, whereas many Chinese coins had been debased. It
was suggested by Eduard Kann that, in order to safeguard creditors,
all loan, mortgage, and lease contracts expressed in standard silver
dollars should contain a silver clause definitely stating the weight and
fineness.?®* A number of security issues in the vears 1933 to 1935
contained such a clause:? as described in Chapter XXIX, Section 10,
this brought up legal questions when China abandoned the silver
standard in 1935.

The new dollars by law weighed 26.6971 grams (412 grains),
0.830 fine, thus being } grain lighter and containing about 2.33 per
cent less silver than the American dollar. They were subject to a
coinage fee of 21 per cent. Based on the silver content, without allow-
ance for seipniorage or charges, the parity of the dollar was 0.8166
times the London price of silver, or 0.7561 times the New York price.
Since the cost of importing silver to Shanghai was in the neighbor-
hood of 1 per cent, these charges, combined with the 2}-per-cent coin-
age fee, made the silver import point about 31 per cent above this
parity. On the other hand when silver was exported from Shanghai
it had to be melted and refined in order to be good delivery in New
York, London, or Bombay. The cost of this in 1933, plus shipping
charges and interest, worked out to be 5 or 5% per cent, so that the
silver export point was that much below parity. Thus the total spread
was 8 or 9 per cent as compared with a spread of about 5 per cent
(Chapter XII, Section 1) for the tael. This was partly because of
the 2}-per-cent charge, which was somewhat more than the charges
made by the smelting shops for converting bar silver into sycee, and
partly because of the fact that, with the price of silver low, some
charges which were fixed per ounce worked out at a higher percent-
age than before,?®

The official name of the new coin was yuan, and in Chinese it
was known by that character, which had been coming into general
use for silver dollars in recent years. In English, however, it usually
was called dollar, even by Chinese writers and the $ sign (sometimes
preceded by C. S., that is, Chinese Standard) was used when sums

26 Ibid., Vol. 21, Apr. 19, 1933, pp. 434-435 (E. Kann). _

21 For typical silver clauses, see ¢bid., Vol. 21, June 14, 1983, p. 682; Vol. 23,
Jan. 81, 1934, p. 139; Feb. 28, 1934, pp. 252-253; Mar. 7, 1934, pp. 286-—287; Vol.
24, July 18, 1934, pp. T0-71; Aug. 8, 1934, p. 150; Vol. 28, Nov. 20, 1935, p. 542,
See also Leavens, “The Silver Clause in China,”

28 The constants s’iven in this paragraph are taken from E. Kann’s compu-
tations in Finance and Commerce, Vol. 21, Apr. 12, 1933, p. 407.
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were written in Arabic numerals. In conversation it still was distin-
guished from the American dollar by the term “Mex.”

At the time when the tael was abolished, the Government im-
posed a 21-per-cent export tax on exports abroad of bar silver, sycee,
and other forms of silver builion, except bars to be manufactured by
the Shanghai mint at a 21-per-cent charge.® This provision simply
placed silver bullion in China on a par with the new coinage and
meant that all silver coming into China had to pay the charge if it
was to become part of the monetary system. On the other hand, silver
imported and used in the arts would not be subject to any tax.

Prior to 1933 China was on a de facto silver standard with
quasi free coinage, since smelting shops for a small charge trans-
formed bar silver into sycee which could enter the monetary system.
The adoption of the new standard silver dollar in 1933 placed her on
a de jure silver standard with free, but not gratuitous, coinage of sil-
ver by the Government. The 21l-per-cent coinage fee was more prop-
erly brassage than seigniorage; its only effect was to widen some-
what the distance between the silver import and export points.

10. The Shanghoei Gold-Bar Market

Although gold seldom has been used as currency in China,® it
has served as a store of value and as a means of speculation. The
speculative use developed in the present century out of the market
for gold bars which originally served to supply the needs of gold-
smiths and of individuals who wished to invest savings in gold.®
Transactions in ready gold came to be supplemented by purchases and
sales for future delivery carried on by the Shanghai Gold Stock Ex-
change, The large fluctuationg in the relative values of gold and sil-
ver during and since the World War caused the Shanghai gold-bar
market to play an important part in the Chinese financial system.

Prices of gold originally were quoted in taels per bar of 10
Chauping taels weight, containing 5657 grains of gold, 0.978 fine, or
5532.5 grains of fine gold. This was the equivalent of 238.27 gold dol-
lars of 23.22 grains fine, and formerly a gold bar was taken arbitra-
rily as equivalent to 240 gold dollars or 480 yen. After various ad-
justments to depreciated currencies, and to the substitution of the
standard silver dollar for the tael, a new standard was established on

20 Customs Notification No. 1290, ibid., Vol. 21, Apr. 12, 1933, p. 410.

30 8ps Kann, The Currencies of China, pp. 259-279, for an account of the
scattered instances in which gold has served as currency.

31 Thigs account is based on ibid., pp. 298-818, 389355, which see for fur-
ther information.
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February 16, 1934, of bars of 8.525 Chauping taels weight, contain-
ing 0.8525 X 5532.5 == 4716.5 grains of fine gold, which was equiva-
lent to 343.91 gold dollars of 13% grains fine, and was taken arbi-
trarily, including charges, as equivalent to 346 gold dollars.®

The unit of trading was 7 bars. Some actual bars used to change
hands, but in recent years most transactions were in fictitious bars
for future delivery. On the monthly settlement date contracts were
settled by paying differences or making new contracts, instead of by
actual transfer of the yellow metal.

Like other exchanges, the Shanghai Gold Stock Exchange had its
good and its bad features. Chinese merchants who were importing
foreign merchandise and would have gold obligations coming due in
the future could make a forward purchase of gold bars instead of
making a forward contract to buy exchange from a bank; the market
thus met a legitimate need. At the same time it offered speculators a
field which they were not slow o use. While purchases and sales
within the exchange offset each other, operators could hedge by mak-
ing forward exchange contracts with the banks. The magnitude of
such operations by “Kiukiang Road” speculators often reacted strong-
ly on the exchange market and on the silver markets of the world.

22 Pinance & Commeree, Vol. 23, Feb. 14, 1934, p, 183 (E. Kann); Feb. 21,
1934, p. 213 (E. Kann).



CHAPTER XXII

THE EFFECT ON CHINA OF THE FALL IN THE PRICE
OF SILVER, 1929-1933*

The sea of Fortune doth not ever flow,

S8he draws her favours fo the lowest ebb;

Her time hath equal times to come and go,

Her loom doth weave the fine and coarsest web;
ROBERT SOUTHWELL, Times Go by Twrns

1. Chinese Trade During the Depression

1t might be expected that rising or high prices of silver, with
the accompanying rising or high exchange raies for the Chinese dol-
lar in terms of foreign currencies, would stimulate imports into Chi-
na and hinder exports, It has been seen, however, in Chapter XXI,
Section 2, that in the most conspicuous period of a rising price of sil-
ver, from 1915 to 1920, these expected effects were not produced to
any great extent. The stimulation of imports was offset by the ris-
ing price, in gold currencies, of the foreign goods needed by China,
and by the restrictions on exports from all belligerent countries. The
hindrance to exports was offset by the fact that the rest of the world
in wartime needed certain Chinese commodities, such as vegetable
oils and antimony, even at high prices.

Similarly there were special factors which compensated to some
extent for the falling or low prices of silver from 1929 to 1933, which
might have been expected to hinder imports and stimulate exports.
The actual condition of Chinese foreign trade, as compared with Unit-
ed States and world foreign trade, may be seen in Table 11 and Chart-
7. The table and chart have been extended to 1937 to include devel-
opments subsequent to the period covered by this chapter; the price
of silver, of course, has not been an important factor since the depar-
ture of China from the silver standard in 1935. Both paris of the
chart are drawn with the same ratio seale, so that equal vertical dis-
tances represent equal percentage changes.

1 This chapter is based on extensive reading of current newspapers and other
publications during the period and on observations and interviews in China in
1934. References are not given, however, for every statement. To some extent

this chapter uses the content and wording of the writer’s paper, “American Sil-
ver Policy and China.” :

— 207 —



208 SILVER MONEY

TABLE 11
INDEX NUMBERS OF CHINESE, UNITED STATES, AND WORLD TRADE, 19291937
(1929 = 100}

YEAR | CHINESE [CHINESE TRADE UNITED STATES TRADE WORLD TRADE

EXCHANGE Chinese

RATE Exports | Imports | Exports | Imports | Total Total Total as per

to China | from |Exports | Imports cent of
China total
(1) (2) (3} (4) (5) (6) 7 (8) (9) (10}

1929 100 100 100 100 100 100 100 100 2.1%
1930 73 64 79 72 681 78 70 81 1.3
1931 54 46 66 73 40 46 47 58 2.0
1932 b4 30 52 43 17 30 30 39 1.9
1933 63 36 53 40 24 32 33 35 1.7
1934 83 41 53 52 28 41 38 34 1.3
1935 88 47 50 33 43 44 46 36 14
1936 73 48 43 38 47 47 1 37 1.1
1987 73 57 44 55 64 65 70 46 1.0

SO0URCES

(2) Computed from anhnual value of Chinese curreney in terms of [Inited States dollars as
given in The Trade of China, annually,

{3) and (4) Computed from annusl value of experts and imports in terms of United States
dollars, ealentated from fizures in Chinese currency given in ibid., converted at the znnual value
of Chinese currency in terms of United States dollars, The fipures for the whole period omit the
trade of Manchuria.

{5) to (8) Computed from annual figures given in Monthly Summary of the Foreign Commerce
of the United States, various issues. The figures for trade with China include that with Kwan-
tung {(Jeased territory in Manchuria) and Hong Kong.

(9) and (10) Computed from figures for exports and imports in United States dollars, of old
standard. in Statistical Year-Book of the League of Nations, 1932-33, p. 168; ibid., 1937-38, p. 225.

Chinese Customs returns do not include any figures for Man-
churian trade after July 1, 19532, Therefore indexes for Chinese trade
in Table 11 have been based on figures which exclude Manchurian
trade for the whole period, as given in the Customs reports for com-
parative purposes. The American figures for trade with China in-
clude the leased territory of Kwantung, in which is located Dairen,
the principal Manchurian port, and also include the British colony of
Hong Kong. The figures for Chinese trade as a percentage of world
trade exclude Manchuria.

Table 11 and Chart 7 indicate, for the period from 1929 to 1932,
when the price of silver and the exchange rate were falling, that:

1. Chinese imports, even measured in Ameriean dollars, stood
up as well as or better than world trade as a whole. (Measured in
gilver currency, in terms of which Chinese think and do business,
they would appear even larger.)

2. China maintained approximately her relative percentage of
world trade.

3. Chinese imports declined much less than Chinese exports. In
particular, American exports to China declined much less than Amer-
ican imports from China; that is, China was a relatively better cus-
tomer of ours than we were of hers.
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4. American exports to China declined less than American to-
tal exports; that is, China was one of our better customers in main-
taining purchases, although not in amount of purchases.

2. Reasons for the Course of Chinese Trade

- It is evident, therefore, that China did not show the great fall in
imports and increase in exports which might have been expected from
a fall in the price of silver, and which were alleged in the early years
of the depression by silver propagandists. Although these effects did
not appear in the total trade, they were felt, nevertheless, in many
lines of consumers’ goods.

In the ease of imported consumers’ goods, such as motor cars,
bicycles, fancy groceries, clothing, hardware, house furnishings, and
a variety of other products used by the foreign communities in China,
and, to an increasing extent, by the small fraction of the Chinese
population which has become accustomed to such luxuries and can
afford them, the manufacturers’ selling prices, in terms of gold or
other foreign currencies, were not reduced greatly during the de-
pression. Consequently the retail prices of such articles in China had
to be raised, in terms of silver currency, almost in the same propor-
tion that the price of silver fell. As a result, the increased retail price
was a factor tending to cut down consumption. For example, when a
Chinese student could buy an American $2.50 fountain pen for $2.50
silver, as in 1919-20, or even for $5 or $6 silver, as from 1920 to 1929,
he tried to scrape up the money to buy one, even though it was the
equivalent of a month’s board. When the same pen cost him $12.50
silver, as from 1931 to 1933, he simply could not afford it, and had to
do without or purchase a cheap Japanese substitute,

Foreigners resident in China, who make up a considerable part
of the market for the imports of many consumers’ goods, had their
purchasing power reduced, if they were paid in silver currency, and
had to get along without many of the things from home to whieh they
formerly were accustomed. To those paid in foreign currency, the
fall of silver was an advantage, for they received more silver currency
than before; this advantage, however, was offset in many cases by
salary reductions and by the depreciation of the foreign currencies
in which they were paid. During the prosperous wartime period, most
employers of foreigners in China had been able to make salary adjust-
ments, as described in Chapter XXI, Section 4, to relieve the burden
caused by the high price of silver. During the world depression, how-
ever, companies which were cutting the salaries of their employees
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in the United States and Europe were not inclined to raise the silver
salaries paid in China, even though their business there may have suf-
fered less than at home.

Thus the import of many classes of consumers’ goods was affect-
ed adversely by the low price of silver. This tendency was increased
in the case of luxury articles, such as cigarettes, by the imposition of
considerably higher import duties. Both these factors restricting
imports tended to stimulate the domestic manufacture of many
simple articles formerly imported. In the case of some articles which
could not be manufactured in China, many potential buyers had to do
without because they could not afford to buy the expensive imported
goods. American manufacturers of some lines of goods saw a dras-
tic curtailment of Chinese purchases, and were right in believing that
this was caused by low silver, and in expecting that a higher price
of silver would stimulate sales of their products in China.

This is not the whole story, however, for consumers’ goods make
up only a part of Chinese imports. In the case of many raw materials
imported by China, the fall in their prices in terms of foreign cur-
rencies was equal to or even greater than the fall of silver. This be-
ing so, they could still be sold in China without an increase in price
in terms of silver currency. Chinese imports of such commodities de-
clined much less than imports of consumers’ goods. In effect, the de-
preciation of silver, to a considerable extent, was only in terms of gold
and not in terms of commodities.

A shift in the character of Chinese imports resulted: there was
a tendency toward a decreased proportion of some manufactured
goods, and an increased proportion of some raw materials. The lat-
ter compensated for the former to some extent, so that total Chinese
imports, as indicated by Table 11, made a good showing in compari-
son with world trade as a whole.

Chinese exports did not respond to the stimulation which might
have been expected from a low price of silver. This perhaps was
caused in part by a certain inelasticity in the Chinese economiec strue-
ture which made it slow to respond to changing forces. There was
also the paralyzing effect of continued internal disturbances and Jap-
anese aggression, as well as military restrictions on, and taxation of,
trade. Undoubtedly the chief factor, however, was the world depres-
sion, which reduced the demand for most of the commodities which
China could export. The strong demand for certain Chinese commod-
ities during the World War had overbalanced the high exchange rates
of that period; the weakened demand during the depression could not
be stimulated by low exchange.
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3. Prices in China

Table 12 and Chart 8 show something of the relationship of the

TABLE 12

THE PRICE oF SILVER AND INDEX NUMBERS 0F COMMODITY PRICES IN THE
UNITED STATES AND SHANGHAIL 1911-1937

PRICE OF SILVER INDEX NUMBERS OF PRICES
New York United States Shanghai
High Low ‘Wholesale | Cost of | Wholesale | Export Import Cost of
living living
Cents per oz., 1926=100 | 132326 1926=100
0.999 fine =100
{1) (2) (3) 1) (8 (6} 1) (8) {9)

1911 | 56.500 51.375 64.9 USRS [ A [
1612 | 64.125 54.625 69.1 SRV [ S
1913 | 63.750 56.760 69.8 874 el | e R I —
1914 | 59.250 47.625 68.1 58.9 R e — VU I
1915 | 58.500 46.250 69.5 60.1 S [ (U I

1916 | 77.250 56.876 85.5 66.9 SRR SR
1917 |108.500 71.750 117.5 THL | s | s e | e
1918 101,125 85.125 131.3 96.8 | ... SUNUUR [ [
1919 (137.500 | 101,125 138.6 10252 E [ o
192¢ 1137.000 68.000 154.4 121.3 SRRV [ I

1921 | 78.625 52.625 97.6 102.8 104.6 SRR O R —
1922 | 73.7650 62.375 96.7 7.0 98.6
1923 | 68.625 62,600 100.6 98.6 102.0

1924 | 72.125 62,750 98.1 98.9 97.9 -

1925 | 72.875 66.500 103.5 101.4 99.3
1926 | €8.625 51.500 100.0 102.5 100.0 100.0
1927 | 60.000 53.625 95.4 101.9 104.4 107.3
1028 | 63.625 56.500 96.7 99.2 101.7 102.6
1929 | 57.500 46.500 95.3 99.1 104.5 107.7
1930 | 46.875 30.750 86.4 91.9 114.8 126.7
1931 | 37.250 25.750 73.0 88.3 126.7 150.2
1932 | 31.000 24.25¢ 64.8 799 112.4 140.2
1933 | 45.000 24,500 65.9 74.5 103.8 132.3
1934 | 55.750 41.750 74.9 78.8 7.1 132.1
1935 | 81.000 49.750 80.0 80.4 96.4 128.4
1936 | 49.750 44.750 80.8 82.0 108.5 1417

1937 | 46.750 | 44750 86.3 845 | 1201 | . | .

SOURCES

{2) and (3): Handy & Harman records.

4) United Statee Bureau of Labor Statistics, index number of wholesale prices, all commod-
ities, annual averages, from Statistical Abstrect of the United States, 1937, p. 800; 1937 figure
from Monthly Labor Review, Vol. 46, March, 1938, p. BO4.

(5) United States Bureau of Labor Statistics, cost of goods purchased by wage earners and

ed workers in the United States, from Statistical Abstract of the United States, 1836,

pp. 304-305; ibid., 1937, p. 306. The figures for the earlier years are for December: thereafter for
June, or for nearest date to middle of vear.

(8} Naticos]l Teriff Commission, Shanghai, Index numbers of wholesale priees in Shanghal,
annual averages, from Prices and Price Indexes in Shanghai, June, 1937, p. 2: ibid., March, 1938,

P. 2.

(7) and (8) National Tarif Commisslon, Shanghai, Index numbers of export (import) prices
in Shanghai, annual averages, from ibid., June, 1937, p.4; “Commencing January, 1837, the come
pila.tti];on of the Import and export price index numbers will be temporarily suspended for revision
o e same.”

(9} National Tariff Commission, index numbers of the cost of living in Shanghai, from ibid.,
June, 1937, . 15; ibid., March, 1938, p. 7.
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price of silver, the prices of commodities in the United States, and
the prices of commodities in China. All three parts of the chart are
drawn on the same ratio scale, so that equal vertical distances repre-
sent equal percentage changes. The upper part shows the annual
high and low prices of silver in New York from 1911 to 1937. The
middle part shows the Bureau of Labor Statistics index numbers of
wholesale commodity prices and of the cost of living in the United
States. The lower part shows four index numbers in Shanghai, com-
piled by the Chinese National Tariff Commission: import prices, ex-
port prices, wholesale prices, and cost of living., The index numbers
are all on the base of 1926 = 100, except for the American cost-of-
living index, which is on the base of 1923-25 = 100. '

Some consideration of the composition and character of the vari-
ous index numbers is necessary for an interpretation of their sig-
nificance. The Bureau of Labor Statisties index number of wholesale
prices in the United States is based on several hundred commodities
and gives a fair average of wholesale prices, but, like any average,
it obscures the differences between prices of individual commodities
and groups of commodities. Thus, although the index in 1932 stood
at 64.8, various groups of commodities making up the index had the
following levels in the same year: raw materials, 55.1; semi-manu-
factured goods, 59.8; finished goods, 70.3. The cost-of-living index
number is intended to represent costs for wage earners and low-
salaried workers, and is based on prices of a wide variety of goods
and services. It is not, however, necessarily representative of the
cost of living for persons with higher incomes.

Even greater reservations must be made in regard fo the Shang-
hai index numbers, These index numbers, of course, are all based on
prices measured in silver currency. They relate to prices in Shang-
hai, a large, semi-modernized city, where East and West meet, and
which is not representative of the great interior of China,

The prices of Chinese exports, which are chiefly raw materials,
such as bean products (before the loss of Manchuria), wood oil, tea,
eggs, peanuts, seeds, skins and hides, raw silk, and raw cotton, and
in addition the semi-manufactured item of cotton yarn, are deter-
mined in world markets. The Shanghai export price index simply
reflects these world prices converted into silver currency at the cur-
rent exchange rate, and therefore is subject to rapid change in sym-
pathy with changes in world commodity prices and in the rate of ex-
change. It does not represent so closely the actual prices received by
the Chinese farmer in the interior, because of the influence of time,
distance, old custom, and the margin absorbed by various middlemen.
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The Shanghai export price index, however, is indicative of the
course of agricultural prices, although it shows a much smaller am-
plitude of fluctuations than do such indexes as are available of the
prices of particular commodities or average of prices received by the
farmer for his products.? It therefore is probably the most satisfac-
tory index to use under the circumstances.

The Shanghai index of import prices includes a variety of manu-
factured goods and raw materials, whose price movements vary con-
siderably and many of which are not of great importance to the masses.

The Shanghai wholesale price index is of comparatively little
significance, since, in lumping together the prices of exported prod-
ucts, imported goods, and goods produced and consumed within Chi-
na, it gives an average which obscures al! details.

The Shanghai cost-of-living index relates to wage earners and
low-gsalaried workers, but represents a far lower standard of living
than that enjoyed by the class similarly designated in America. It
concerns prices in Shanghai only, where living costs are higher and
are affected more by the cost of imported goods than they are in the
interior of China,

It must be recognized, therefore, that these index numbers do
not give a picture of prices throughout China, although they are in-
dicative of conditions in her most important port. There is a certain
reaction of Shanghai prices upon prices elsewhere in China, but it
may be slow in reaching the remote interior. Nevertheless, Shanghai
prices are the best data available for judging the effects of changes
in the price of silver on Chinese prices of commodities entering for-
eign trade, so that it is worth observing the movement of the index
numbers of export and import prices.

The index number of export prices rose a little in 1930 and de-
clined only slightly in 1931; this meant that the Chinese producer, or
at any rate the middleman, got some benefit from the fall of silver.
In 1932 and 1933, while silver remained practically stationary on a
gold basis, the index number fell sharply, because commodity prices
in world markets were falling. If silver had remained at its 1929
level, this index would have fallen much more. It is not possible to
say just how far, because no index number is available of the Ameri-
can or world prices of the same list of commodities which make up
the Shanghai export price index number, Since the components are
largely raw materialg, it is reasonable to assume that the fall of their

? This statement is based on a chart of the Shanghai export price index in
comparison with various agricultural price indexes, mostly for the period 1931
to 1928, given in Hsu, Silver and Prices in China, pp. 27, 88, 42, 46, and 57.
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world prices would have been comparable to that of the raw materials
in the Bureau of Labor Statistics wholesale price index, which fell
in 1932 to 55.1 per cent of the 1926 level. Thus a stationary level of
silver from 1929 to 1933 would have meant that, if China were to
export at all, the price level of her exportable commodities would
have had to be cut almost in half; otherwise her exports would have
been curtailed drastically. In the former case China would have experi-
enced the same deflation as that through which other countries were
passing ; this would have reacted on her whole economic condition
and on consumers’ purchasing power, and would have made her a
poor customer for the rest of the world, regardless of the temporary
stimulation of some classes of imports by the high price of silver and
high exchange rates. In the latter case, if her exports had declined,
her imports would not have held up for long because, in spite of in-
visible exports, the exports of merchandise play a considerable part
in paying for her imports.

The index number of import prices rose in 1930 and 1931, but
thereafter, as the price of silver remained stationary, it declined, be-
cause of the continued fall in world prices of the commodities which
China imports. If silver had remained at the 1929 level, the import
price index would not have risen and eventually would have declined.
While this seemingly might have tended to increase imports, such a
tendency probably would have been counteracted, after the initial
stimulation, by the deflationary forces mentioned in the preceding
paragraph.

China, therefore, probably was better off during the earlier years
of the world depression than she would have been had silver not
fallen. She had the benefit of a mild inflation, compared with the de-
flation elsewhere. In so far as it was necessary for her price level to
become adjusted to the world price level, the adjustment was made
less painfully by a fall in the price of silver than by a fall in the in-
ternal price level of goods entering into foreign trade. On the whole,
China's relative escape from the worst of the world depression prob-
ably made her a better customer of other countries than she would
have been if she had gone through drastic deflation herself. It was
fortunate for the rest of the world that there was one spot where con-
ditions were relatively bright in the early years of the depression.?

3 For further discussion of the effects of the fall of silver in China, see:
Bratter, “Silver—Some Fundamentals”; Graham, “The Fall in the Value of 8il-
ver and its Consequences”; Gregory, The Silver Situation; Kirk, “Silver: A
Study in Monetary Instability”; Leavens, “Silver and the Business Depression”;
Leong, Silver, An Anolysis of Factors Affecting its Price; Lewis and Chang,

Silver and the Chinese Price Level; Kreps, “The Price of Silver and Chinese
Purchasing Power”; Salter, “The Silver Problem”; Salter, China and Silver,
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4. The Flow of Silver to Shanghai

During the period of falling silver prices, the white metal con-
tinued to flow into China on a rather large scale, the net imports for
1929, 1930, and 1931 being approximately $165,000,000, $104,000,000,
and $71,000,000 Chinese currency respectively. Part of this remained
in Shanghai, and part went out to other ports and the interior. In
1932 and 1933 there was a small net export of silver abroad, but large
amounts flowed in from other parts of China. Thus the stocks in
Shanghai increased from $103,000,000 in Chinese banks and $69,000,-
000 in foreign banks at the end of 1928, to $272,000,000 in Chinese
banks and $276,000,000 in foreign banks at the end of 1933.*

The increase in the Chinese banks was very largely cover for in-
creasing volume of note issues, which were circulating more widely
than ever before in the interior as well as in Shanghai. To some ex-
tent the flow of silver from the interior represented a substitution
there of notes for silver. It also in part reflected the falling commod-
ity price level and the decreasing export demand for Chinese agri-
cultural produets, which resulted in a lessened need for circulation of
money. In some cases it represented a flight of capital from regions
upset by civil war or communist bands.

The increase in the foreign banks, however, was not a backing
for bank notes, but rather for deposits which had accumulated rap-
idly during the period. Many of these deposits represented funds
which were being kept in China by foreigners and Chinese, who would
have sent them abroad if it had not been that the low price of silver
made the exchange rates seem unattractive., Exchange on London
became more favorable after September, 1931, but uncertainty as to
the future of the pound probably operated to delay remittances. In
1933, when the Roosevelt Administration showed inflationary lean-
ings and when there was much talk of doing something for silver,
there was a tendency to wait and see what would happen, in the hope
of making greater profits on the exchange of Chinese dollars to other
currencies. The accumulation of these large stocks of silver in the
foreign banks made for easy money conditions, and facilitated the
financing of real-estate transactions mentioned below.

5, The Attitude in China toward the Fall in the Price of Silver

The commercial and banking machinery of Chinese foreign trade
always has been geared to adjust itself to moderate fluctuations in

4 Bank of China, Finoncial & Commercial Moenthly Bulletin, Vol. 3, No.
1-2, Jan., Feb., 1936, pp. 47-52,
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the price of silver and the exchange rates, but when fluctuations were
large, or when there set in a continued steady movement in one di-
rection, the effect was upsetting. The downward movement in the
price of silver was considerable from the spring of 1929 onward; by
the beginning of 1930 it was presenting serious problems. To the
Chinese Government, which had large foreign obligations in gold cur-
rencies, secured upon the Customs revenue, it meant that the fixed
specific import duties (so many taels per physical unit) would realize
less gold for meeting the service of these loans. To the users of im-
porfed products it meant that higher prices in silver currency would
have to be paid. To the producer of Chinese products for export it
meant, on the other hand, potentially larger sales or better margin of
profit, provided foreign demand was maintained. To bankers and
merchants it meant the disturbance of price relationships and of part
of the usual flow of trade; although they could protect themselves, by
future exchange contracts, in the case of any particular transaction,
the possibility that customers would be unable or unwilling to fulfill
contracts, and that the volume of business would decline, made the
future uncertain,

The rapid fall in the price of silver in January, 1930 gave silver
and exchange the main place in the thoughts and conversation of the
business community in Shanghai.® Throughout the winter and spring
various suggestions were offered for government action,

Finance Minister T. V. Soong announced in January that the
Government had no intention of interfering with a free silver mar-
ket in China. Restrietion or taxation of the import of silver had heen
suggested, but it was pointed out that this would cut down the impor-
tation and lower the world price of silver still further. Mr. Soong
also stated that the Government had no plans contemplating the eir-
culation of gold coins, and that monefary reform would reguire an
inereased circulation of silver coins.®

On January 15 the Minister of Finance issued an order to the
Maritime Customs Administration providing for the collection of du-
ties on imports from abroad on a gold basis, as described in Chapter
XXI, Section 8.

The Kemmerer Report, described in Chapter XXI, Section 7, was
released in April, but the rapid decline in the price of silver and the
beginning of the world depression increased the difficulties in the way
of its adoption, and no action was taken,

On May 6 an embargo was placed on the import of foreign silver

5 ﬁ;:iance & Commerce, Vol. 19, No. 33, Jan. 15, 1930, pp. 1-3.
L+
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coins because of the large number of French Indo-China piastres
which were being dumped in China, after the adoption of a gold-ex-
change standard for that colony.” On May 15 an embargo was placed
on the export of gold. The high price of gold had caused a flow
of the yellow metal to Shanghai and its export abroad.® In spite of
the embargo, it was evident that a considerable quantity of the
yvellow metal continued to be smuggled out of the country. The re-
striction on the movement of gold also served to make transactions in
gold bars, which formerly could be used as a legitimate hedge on ex-
change, become purely speculative. The price of gold no longer was
closely related to the exchange rates, and sometimes varied from par-
ity as much as 60 taels per bar, or around 10 per cent.® Not all the
gold was smuggied out, however, and as supplies of the yellow metal
continued te flow in from the interior, it accumulated in Shanghai,
where, in January, 1931, there were estimated to be 40,000 gold bars
or 460,000 fine ounces, worth about $9,500,000 U. S. currency.® In
March, 1931 the embargo was relaxed to permit the export of gold
by the Central Bank of China, under special license.’* About the same
time smuggling ceased temporarily because the Osaka Mint, which
had been the chief receiver of the contraband, was closed for repairs.:2

By the end of 1930, the commercial community in Shanghai had
become more or less reconciled to the low price of silver, and had ree-
ognized it as part of the world depression.’* As noted above, funds
which otherwise might have been invested or spent abroad remained
in Shanghai and sought investment there, and funds from the in-
terior also gravitated to Shanghai. About the middle of 1930 there
began a considerable boom in Shanghai real estste, which expressed
itself not only in the purchase of land but alse in the construction of
new buildings.* This continued through the summer of 1931, when
it was checked somewhat by the Manchurian situation and by the de-
parture of England from the gold standard.

With the acceptance of the low price of silver began the realiza-
tion that a sudden and considerable rise would be as disastrous as
the fall had been. An interesting interview with a Shanghal foreign
importer in March, 1931, treated this subject. The importer admitted

7 Ibid.,, Vol. 19, No. 50, May 14, 1930, p. 7 (E. Kann).

8 Ibid., Vol. 19, No. 51, May 21, 1930, p. 5 (F. Kann).

9 Ibid.. Vol. 19, No. 58, July 9, 1930, p. 5 (E. Kann); Neo. 87, Jan. 28, 1931,

». 7 (E. Kann); No. 83, Dec. 21, 1930, p. 6 (E. Kann).

10 I'bid., Vol, 19, No. 87, Jan. 28, 1931, p. 7 (E. Kann).

11 Ibid., Vol. 19, No. 94, Mar. 18, 1931, p. 6 (E. Kann).

12 Ibid., Vol. 19, No. 85, Mar, 25, 1931, p. 6 (E. Kann).

13 Ibid., Vol. 19, No. 83, Dec. 31, 1930, p. 6 (E. Kann).

14 Ibid., Vol. 19, No. 85, Jan. 14, 1981, pp. 12-13; No. 142, Feb. 17, 1932,
pp. 14-16,
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that some branches of the import trade had been hit badly, although,
in his own line of raw materials, the fall of exchange had been com-
pensated for by a fall in the gold price of the commodities. He point-
ed out that the export trade would be crippled by a rise in the price
of silver, thai the greatly enhanced rezl-estate prices would be de-
flated, and that this would lead to bankruptey of those who were finan-
cing real-estate transactions. The low price of silver had kept the
price level in China, measured in silver, from the disastrous drop
which it had undergone in Japan and other gold-standard countries.
It also had encouraged domestic manufactures, and this could not
fail in the long run to increase domestic prosperity and stimulate the
demand for foreign products, even if there were shifts in the kind
of products purchased.'’

The view taken by this importer was one which more and more
came to be accepted by those familiar with the situation in China. It
was somewhat comparable to the attitude which had developed in
America by the beginning of 1935, wher many whe had been opposed
to the devaluation of the dollar felt that it had become an accomplished
fact and feared that a decision by the Supreme Court upholding the
gold clause might do more harm than good,

A somewhat similar opinion, from the Chinese side, was ex-
pressed by Chang Kia-ngau, general manager of the Bank of China,
in his report for 1930, given in May, 1931. He pointed out that in
the case of some raw materials, such as wheat and cotton, the fall in
price had more than offset the fall in exchange, so that China had
been able to obtain them more cheaply than before, The Government
had avoided loss on the service of loans secured on the Customs rev-
enue by collecting duties in gold units, but had lost by exchange on
the service of such gold loans as were secured on other revenues.
There had been some rise in the cost of living in the larger cities, he-
cause of the increased silver cost of imported commodities, other than
certain raw materials; and wages had not kept pace with this rise,
so that wage earners had been somewhat affected. The high cost of
machinery and railroad materials also had been a handicap. On the
other hand, exports had held up as well as could be expected in a
world depression. The domestic production of woolen textiles, cotton
piece goods, chemical products, rubber goods, enamel ware, and cos-
meties had been stimulated, and this served to increase employment.
Mr. Chang concluded that it was desirable for China to have the
price of silver stabilized, but not greatly increased.'s

15 Ibid., Vol, 19, No. 92, Mar. 4, 1931, pp. 1-2.
18 Ihid., Vol. 19, No. 103, May 20, 1931, pp. %-13.
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When Great Britain went off the gold standard in September,
1931, the exchange rates in Shanghai on countries in the sterling
area rose proporticnately to the depreciation of the pound. This tend-
ed to give those countries an advantage over the gold-standard coun-
tries in selling to China. This advantage was greatest in the case of
manufactured goods, the prices of which in sterling did not rise so
much as did the prices of raw materials. For example, British motor
cars maintained their positions in Chinese imports in 1981 and 1932
better than did American cars."’

On the other hand, the depreciation of the sterling currencies
was a factor which tended either to lower the level of export prices in
Chinese currency or to decrease the volume of exports from China.
In fact, both effects were seen, as is evident from Tables 11 and 12
and Charts 7 and 8 The index of export prices dropped from 107.5
in 1931 to 90.4 in 1932. The index of the U. 8. dollar value of Chinese
exports at the same time dropped from 46 to 30, while the index of
the value of the U. S, imports from China dropped from 40 to 17.
China at last was feeling the effect of the world depression.

The situation was aggravated in 1982 by the Japanese attack
upon Shanghai in February. Real-estate transactions had also de-
clined greatly after September, 1931, although building projects initi-
ated before that time were still being carried out and served to give
Shanghai a certain amount of activity.

At the beginning of 1933 the increasing agitation in the American
Congress in favor of doing something for silver caused some uneasi-
ness among Chinese bankers, who realized that such action would be
disastrous to the export trade of China.’®* When in the spring the price
of silver did begin to rise in terms of the depreciating American dol-
lar, it created further apprehension and there was even talk of an
export embargo on silver to prevent supplies needed in China from
being attracted out of the country by the higher price.r®* At the end
of 1933, commenting upon President Roosevelt’s silver-purchase proe-
lamation of December 21, and on the possibility of further action
which might raise the world price of silver, the editor of Finance &
Commerce, Shanghai, pointed out that unless further action were
taken, the price of silver was likely to fall:

The tremendous stocks which have accumulated, it is believed, make this in-
evitable and, quite frankly, many of those who are directly concerned with Chi-

17 As shown by computation of percentages of total automotive imports
given in Chinese Customs returns.

18 Finance & Commerce, Vol. 21, Mar. 29, 1933, p. 840.

12 I'bid., Vol. 21, Apr. 26, 1933, p. 463; May 10, 1933, pp. 528-529 (Koh Tsung-
fei) ; May 17, 1933, pp. 557-560 (Y. C. Koo).
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na’s internal economy are looking forward to, and hoping for, the decline.

To restore prosperity to the great agricultural community an inflation of the
price of primary products is essential and it is thought that a drop in silver is
the quickest and best way of bringing this about. The only alternative is the
restoration of robust health to world trade, with an increase in the price of all
commeodities, in which case, of course, silver would move up with the rest. But
while this would be the ideal way out of all difficulties, the process will probably
be a long one and China cannot afford to wait.20

6. The Situation at the Beginning of 1984

The prospects early in 1934 of American silver legislation caused
considerable alarm in China. In February Pei Tsu-yee, manager of
the foreign department of the Bank of China, pointed out that China
had signed the London Silver Agreement {described in Chapter XXV,
Section 5) because she desired stability in the price of silver, but
that current agitation in America Jooked toward a great increase in
the price, which was quite a different thing.> It was reported that
Chinese bankers had sent urgent cables of protest to Washington, and
that the question of an embargo on the export of silver was being
raised again. The Shanghai Foreign Residents’ Association later in
the month cabled President Roosevelt urging that the price of silver
be allowed to advance only proportionately with other commodity
prices.?

In February, 1934 Sir Arthur Salter, who had been acting for a
few months as an adviser to the National Economic Council, sub-
mitted an official report to the Chinese Government on the gilver gitu-
ation.?* In this he pointed out that China had escaped many of the
influences of the world depression so long as the price of silver was
falling, but had begun to feel them when the departure from the gold
basis of the pound, the rupee, the yen, and finally of the American
dollar had caunsed the appreciation of the Chinese dollar in terms of
these currencies. Since the principal factor in the silver market was
the policy of the United States, he recommended that China should
make her position clear to the Government of that country.

On March 9 the Legislative Yuan of the National Government
of China ratified the London Silver Agreement (see Chapter XXV,
Seetion 5) but with a reservation that if the price of silver should rise
to an extent that would endanger China’s trade and industries, the
Government would retain the right to take whatever action it might

20 I'hid., Vol. 22, Dee. 27, 1933, p. T13.
21 Jid., Vol. 23, Feb. 21, 1834, p. 207,
22 Ihid., Vol. 28, Feb. 28, 1934, p. 239,
22 Salter, Chine and Silver, iz a condensed version of the official report,
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deem necessary.* The alleged beneficiary of the agreement seemed to
doubt whether it would really be beneficial.

At about the same time a committee was appointed by the Min-
istry of Industry to study the silver question; special attention was to
be given to the effect of silver inflation in rural areas.> A study of
the effects on China of an increase in the price of silver had been pub-
lished in December, 1933 by Ardron B. Lewis and Chang Lu-luan of
the Department of Agricultural Economics, University of Nanking.zs
They argued that a further rise would be disastrous and that it would
be desirable for China to reduce the content of her dollar as America
had done with the gold dollar.

7. Summary

The fall in the price of silver during 1929 and 1930 brought a
period of adjustment, which was upsetting to China’s foreign trade;
in particular, it tended to reduce her imports of consumers’ goods,
purchased by those who had fixed incomes in silver. On the other
hand, the price in gold of many raw materials declined sufficiently so
that their price in silver was not increased. China’s import trade as
a whole held up betier than the world average., Her export trade de-
clined because of decreased world demand for her products; it would
have declined far more if the price of silver had not fallen. With the
departure of England and other countries from the gold standard in
1931, China, and especially Shanghai which had been experiencing
something of a boom, began to feel the foree of the world depression.

By the end of 1930 it was recognized that China was better off
than many other countries, because of the mild inflationary influence
of the fall in the price of silver. After that time there was little de-
sire for an increase in the price of silver, except on the part of those
interested in the import of some consumers’ goods. The preponderat-
ing opinion was against any artificial increase in the price of silver.
It was generally helieved that while such an increase might stimulate
some lines of the import trade, its reaction on the export trade and on
the internal situation in China would be deflationary. Thus there was,
at the beginning of 1934, considerable apprehension as to what might
result from American silver legislation then under discussion.

2¢ ﬂi::l(.r.nce & Commerce, Vol, 23, Mar. 14, 1934, pp. 306-307.
25 Ihi
26 Lewis and Chang, Silver and the Chinese Price Level.



CHAPTER XXIII
PropPoSALS To DO SOMETHING FOR SILVER, 1923-1933

“In thot direction,” the Cat said, waving its right paw around, “lives
a Hatter; and in that direction,” waving the other paw, “lives a March
Hare. Visit either you like; they're both mad.”
“But I don’t want to go among mad people,” Alice remarked.
“0Oh, you can't help that,” said the Cat: “we've all mad here. 'm mad.
You're mad.”
Lew1s CARROLL, Alice’s Adventures in Wonderland

The postwar decline in the price of the white metal brought out
a large number of schemes for doing something for silver, especially
after it began to fall sharply in price in 1930. Many newspapers and
magazine articles, interviews, Congressional bills, speeches, and radio
addresses appeared on the subject, although the literature was by no
means as extensive as that of the 1890°s, nor did the subject hecome
one of such general popular discussion as it did then.

1. American Silver Producers’ Association

The break in silver priccs in 1920 did not affect American pro-
ducers seriously because the Pittman aet assured them a price of
$1.00 per ounce for the next few years. Not until the Treasury an-
noinced on March 30, 1923 that purchases soon would be concluded
did they face the prospect of having to dispose of their output at the
current world price of between 60 and 70 cents. The Senate Com-
mission of Gold and Silver Inquiry, appointed under the resolution of
March 3, took up the cause and called a meeting of producers at
Reno, Nevada, for September.)! Meanwhile, the investigation of the
operations of the Pittman act was assigned to Senator Pittman, whose
correspondence on the subject has been described in Chapter XVII,
Section 5. The commission also published an extensive collection of
statistics,® and secured the publication by the Department of Com-
merce of the study of the monetary use of silver gince 1914, mentioned
in Chapter XVIII, Section 7.2

1 Commission of Gold and Silver Inquiry, Serial 4, p. 2.

2 Ibid., Serial 3.
2 Robinson, Changes in the Monetary Use of Silver sinee 1914,

— 224 —
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At the Reno meeting,* held on September 4 and 5, 1923, there
were present representatives of both silver miners and smelting com-
panies, including those producing in Mexico and Canada as well as in
the United States. They considered the organization of a silver ex-
port association under the Webb-Pomerene act, which permitted
American companies to combine for operating in the export market
provided they did not influence the domestic market. There were,
however, a number of legal and financial difficulties in such a plan,
and it was referred to a committee, as was the question of a perma-
nent organization. Although the meeting was adjourned without any
definite accomplishments, it served the purpose of bringing together
for the first time producers and smelters, which two groups in the
past had been somewhat antagonistic,

Delays in securing an opinion from the Federal Trade Commis-
sion as to the legality of an export association made an early re-
assembly impossible. A second conference was held at Salt Lake City,
Utah, on August 6, 7, and 8, 19245 At this meeting the American
Silver Producers’ Association was organized with membership open
to all silver producers and smelters on the American continents, Dues
were not to exceed 0.1 cent per ounce produced by miners, and the
same rate on not over 25 per cent of the quantity treated by smelters.
The purpose of the association was:

. . . to advise, aid and support legislation and other procedure looking te the
lowering cost of production, reduction, and transportation of silver and the or-
derly marketing of the same, the elimination of diserimination against the in-
dustry, and to subserve, promote and protect the interest of all those engaged in
the production of silver in the United States and elsewhere and in that behalf to
prosecute any and all lines of activity which may subserve and promote the wel-
fare of the silver mining industry and those engaged therein.®

It was not possible, however, to organize an export association,
for a majority opinion of the Federal Trade Commission heid that
such an association could not include foreign members or deal in
silver produced outside of the United States, and that it would have
to avoid any direct effects on domestic price.” Since the silver market
was a world market and the price in America necessarily adjusted
itself closely to that abroad, a marketing association could not be suc-
cessful unless it could control a large proportion of the total produe-
tion, such as that produced in the two Americas, and unless it could

4 Commission of Gold and Silver Inquiry, Serial 4, is devoted to an account
of this meeting.

5 Ibid., Serial 7.

¢ Ibid., Seral 7, p. 11.

7 Ibid., Serial 7, pp. 17-21,
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raise the price universally. Although the organization problems were
referred to the executive committee for further study, no solution was
found, and the association eventually was discontinued.

Fears of a sharp decline in the price of silver after the cessation
of Pittman-act purchases were not realized, and in fact the price im-
proved somewhat in 1924, because of large European purchases for
subsidiary coinage.® The fall in price in 1926, after the Indian cur-
rency report was made public, called forth a resolution of the Ameri-
can Mining Congress asking the President to begin diplomatic con-
versations with Great Britain on the subject, but this was not sup-
ported by the large mining companies.* Comparatively little was
heard about silver until 1930 when the decline became severe. Then
a variety of plans began to be presented.

2. Proposal of a Silver Loan to China

On October 8, 1930 Senator Pittman announced that a plan to
lend China several hundred million ounces of silver was being con-
sidered by a subcommittee of the Senate Committee on Foreign Re-
lations.”® The plan provided that Great Britain, France, Japan, the
United States, and other governments should organize a silver pool,
from which loans would be made to China for approved purposes,
such as road building and famine relief. Senator Pittman stated that
he believed an agreement could be made with the dominant military
leaders of China, that it would increase American commerce with
China tenfold and permit the disposal of many of our surplus com-
modities, and that it would raise the price of silver to between $1.00
and $1.29 per ounce.

A few days later a cable from Tokyo announced that P. M. W.
Linebarger, “adviser to the Nanking Government,” was on his way
to the United States to induce the American Government to make a
loan to China of 1,000,000,000 ounces of gilver, “from silver now lying
idle in its vaults.”** This plan later was repudiated by T. V. Soong,
the Chinese Minister of Finance, and the Nanking Government denied
that Linebarger had authority to represent it.”* He apparently repre-
sented Hu Han-min, President of the Legislative Yuan, who a few
months later broke with his colleagues in the Nanking Government,

8 Annual Report of the Director of the Mint, 1925, quoting Sharps & Wilkins.
® Commercial and Financial Chronicle, Vol, 128, Oct. 2, 1926, pp. 1702-03.
10 New York Times, Oct. 9, 1930.

11 I'hid., Oct. 17, 19830.

12 Ibid., Nov. 1, 1930.
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and was held prisoner for a time.** The loan plan was kept under
consideration by Senator Pittman’s subcommittee, and it received
some publicity in the early part of 1931.** It was not favored, how-
ever, by either Chinese or foreigners in China.’> On February 11,
1931 the subcommittee presented a unanimous report to the Senate
Committee on Foreign Relations, together with two recommended
resolutions. One of these proposed a silver pool, which might include
some of the silver dollars in the United States Treasury, for a loan
to China.’* The Senate did not act on this resolution.

The whole idea of a silver loan to China was rather vague. It
was not brought out clearly whether the repayment would be in silver
or in gold. The important questions of adequate security and of
supervision of its expenditure were not discussed. The argument that
a silver loan to China would enable her to absorb American products
was fallacious; for that purpose, a gold loan would be needed. At
first sight, the idea of dumping into China the silver dollars which
were sequestered safely in the United States Treasury vaults, at a
time when there was admittedly an oversuppiy of silver on the mar-
ket, seems opposed to the interests of silver producers; Senator Pitt-
man's proposal of this can be understood only on the assumption that
he intended later, when these dollars had been shipped to China, to
press for legislation to replace them by purchases of newly-mined
American silver. All in all, the proposal was a most amazing one,

3. Proposed International Conference on Silver

On February 20, 1931 the Senate approved the other resolution
presented by the subcommitiee, after some modifications had been
made in it by the Committee on Foreign Relations.?? This called upon
the President to enter into negotiations with other governments (not
gpecifically named in the resolution)

. . . looking to the suspension of the policy and practice of governments of melt-
ing up or debasing silver coins and sales by governments of silver, and that he
take such other and further action in the premises ag he may deem necessary to
eliminate the abnormal fluctuations and depressions in the price of silver.18

It further suggested that the President, if he thought best, call an
international conference for this purpose.**

12 I'bid., Feb. 17, 20, 24, Mar. 3, 1931.

14 fbid,, Jan. 8, 9, 11, 1931.

15 Ibid., Jan. 12, 1931 ; Besion Evening Transcript, Jan. 17, 1931.
16 New York Times, Feb. 12, 1931.

17 Ibid., Feb. 21, 1931.

18 Jlid., Feb. 19, 1931.

19 Ihid.
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News of this resolution was received in China without great en-
thusiasm, but Finance Minister Soong announced that China would
co-operate in such a conference.? In Washington the plan received
little support from administration officials, because it was believed
that American concern in the silver problem was not sufficient to
justify calling a conference, which might involve international com-
plications in the interference with monetary policies of other coun-
tries, and because the bearing of silver on world trade was regarded
as doubtful in any case.®

In May, 1931 meetings of the International Chamber of Com-
merce were held in Washington. After some rather hot discussion
between those holding opposing points of view, the Chamber adopted
a resolution urging the assembly during the current year of a con-
ferenece on silver, and asking the various national committees to bring
the matter to the attention of their governments.?? Subsequently vari-
ous nations expressed themselves as ready to co-operate in such a
conference, but none took the initiative in calling it.*® Finally, on
June 2, Prezident Herbert Hoover informed Senator Reed Smoat of
Utah, Chairman of the Senate Finance Committee, that informal con-
versations with nations, some of which would be essential for the
success of the plan, developed the fact that they would not favor a
conference at the time?* Senator Pittman and others continued
throughout the remainder of 1981 to urge a conference.

Little was heard of the plan in 1932 until May, when a joint
resolution was introduced by Representative Andrew L. Somers of
New York, who, as chairman of the Committee on Coinage, Weights,
and Measures, had been conducting hearings on the effect of low
silver.” This resolution asked the President to call an international
monetary conference, which would consider the gold standard and
international exchange as well as silver.?s Before this had been acted
upon by the House, however, the British Government had suggested
to the United States a .world economic conference. The Somers reso-
lution was revised to approve participation in that conference, omit-
ting all mention of silver specifically, and was adopted by the House
on June 17, 1932.%

On June 29, 1932 in the debate on an appropriation bill, Senator

20 Thid., Feb. 24, 1931.

21 Ibid., Apr. 5, 1931.

22 Ibid., May 4, 6, 7, 8, 9, 1931,

3316111 May 15, 16 17 18 19, 20, 22, 30, 1931,

24 Ipid., June 4, 1931.

25 From March 7 to April 15, 1932. See The Effect of Low Silver.

26 New York Times, May 15, '1932,
27 Ibid., June 2, 3, 8, 18, 1932.
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Oddie of Nevada proposed an amendment appropriating $40,000 for
the expenses of an international economic conference. At the instance
of Senator Hayden of Arizona this was modified to include the con-
sideration of “restoring silver to a proper monetary status,” and the
amendment was passed in that form,*

4. Proposed Acceptance of Silver on War-Debt Account

In June, 1931 some silver producers, accompanied by Senator
Smoot, calied on President Hoover with a suggestion that the United
States might accept silver from European countries on war-debt ac-
count at a fixed valuation somewhat above the market price.® Such a
plan already had been proposed by Arthur Bassett, of the British-
American Tobacco Company, Shanghai, who had suggested a price of
50 cents per ounce.* Not very much was heard of it at the time, but in
May, 1932 Senator Carl Hayden of Arizona offered a resolution pro-
posing the acceptance of silver on war-debt account, provided the
paying nations would not melt their own coins to get the silver, and
would agree to restore the fineness of their coins o 0.900.* The rate
which he suggested was the acceptance of 1} ounces of silver as $1.00,
that is, 66.7 cents per ounce. A similar measure was introduced in
the House by Representative Somers of New York.”? Both resolutions
provided that the silver received should be coined into dollars and
used as a basis for silver certificates.

These bills never were acted upon, but similar ones were brought
up at subsequent sessions of Congress. The plan, however, was in-
cluded in the Thomas amendment to the Emergency Farm Mortgage
Act of 1933, approved May 12, 1933.% '

5. Silyer-Purchase Plans

At the First Session of the Seventy-second Congress Senator Pitt-
man proposed a bill for the purchase at the market price of not over
5,000,000 fine ounces per month of silver produced within the United
States. This bill was favorably reported by the Committee on Bank-
ing and Currency, with a clause designed to prevent too rapid a rise
in the price; the report, incidentally overstated by about 100 per cent

28 Congreasional Record, Vol. 75, June 29, 1932, pp. 14241-51.

29 New York Times, June 24, 1931,

80 Finance and Commerce, Vol. 9, No. 86, Jan. 21, 1931, pp. 1-2.
81 New York Times, May 2, 7, 11, 1932.

32 Ibhid., May 6, 1932.

33 Appendix VII.
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the guantity of silver sold by the Government of India. The bill did
not, however, come to a vote.

At the “lame duck” session of the Seventy-second Congress,
which opened in December, 1932, several bills were presented for the
purchase or receipt of silver against the issue of silver certificates,
Among the proposers were Senators Clarence C. Dill of Waghington, s
John H. Bankhead of Alabama,®® and Key Pittman of Nevada,® and
Representatives Oliver H. Cross of Texas,*® and Henry B. Steagall of
Alabama.®® These bills varied in details, as to the price to be paid,
the quantity to be purchased, and whether or not limited to American-
produced silver. Some of them were essentially on the Windom plan
described in Chapter VI, Section 3, thus assuring a reserve of full
value behind the silver certificates as long as silver did not fall below
the purchase price. ‘

None of these bills came to a vote, but the House Committee on
Coinage, Weights, and Measures held extensive hearings on the sub-
ject in February, 1933. A subcommittee drafted a new purchase bill,
somewhat on the Windom plan, providing for the purchase of not
more than 40,000,000 ounces per month, at prices not exceeding
quarterly limits of 40 cents, 50 cents, and 60 cents, and thereafter
rising gradually to 75 cents per ounce. The bill was rejected by the
main committee on February 21, 1933, and then reconsidered and
reported favorably the following day. Aeccording to the New York
Times,

. . . the committee was accused yesterday by a Republican member of being a lot
of prima donnas, each of whom had his own particular bill and would not give in

to anyone elge.f1

In the crowded final week of the session the bill was not brought
before the House.

6. Proposed Free Coinage of Silver af 16 to 1

Senator Burton K. Wheeler of Montana was the most thorough-
going supporter of silver in Congress. In January, 1932 he presented
a bill for the free and unlimited coinage of silver at 16 to 1, urging

34 Congressional Record, Vol. 75, Feb. 11, 1932, pp. 3733-34; June 20, 1932,
p. 13432; June 21, 1932, pp. 13599-601; June 27, 1932, p. 13991.

25 Ibid,, Vol. 76, Jan. 9, 1933, pp. 1401-02.

36 Ibid., Vol. 76, Jan. 17, 1933, p. 1932.

37 I'bid., Vol. 76, Feb. 13, 1933, pp. 3953-55.

38 Ibid., Vol. 76, Dec. 28, 1932, p. 1055.

29 Ibid., Vol. 76, Jan. 17, 1933, p. 1986.

40 New York Times, Feb, 18, 22, 1933,

41 Ibid., Feh, 23, 1932,
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that it would double the world’s supply of primary money, increase
the purchasing power of the Orient, and raise prices.#* Hé further
developed his ideas in an article in a popular magazine.** His bill as
such did not come to a vote during the first session of the Seventy-
second Congress in the spring of 1932, nor yet in the short session
which began in December, 1932.

The Senate had a chance, however, to express itself on the Wheel-
er plan. On January 23, 1933, in the course of his lengthy filibuster
against the Glass banking bill, Senator Huey Long of Louisiana
offered as an amendment to that bill a silver-purchase measure on the
lines of the Windom plan. This provided for the purchase of silver
at the market price, by the issuance of silver certificates, redeemable
in silver bullion at the market price; the Government to be responsi-
ble for purchasing additional bullion, if needed, to keep the value of
the bullion reserve at least 10 per cent above the face value of the
certificates. Senator Wheeler immediately offered his 16-to-1 bill as a
substitute amendment. It was debated hotly for eight hours on Janu-
ary 24. Senator Carter Glass of Virginia protested unsuccessfully
against it as irrelevant to the topic of his bill. Finally he moved to
lay on the table the amendment of Senator Long which would carry
with it that of Senator Wheeler. This motion was passed by a vote of
56 to 18, and was supported even by such loyal silver Senators as
Key Pittman and Tasker L. Oddie of Nevada, who evidently consid-
ered the 16-to-1 plan as too radical for practical purposes.*

7. Other Bimetallic Plans

Of various plans for some sort of bimetallism which were pro-
posed during the depression, two or three deserve special mention.

The first was that of J. F. Darling, a director of the Midland
Bank in London, with eleven years of banking experience in India.
After retirement from active business he had been much interested in
the unification of the British Empire. He proposed the establishment
of an Empire superbank and an Empire currency, tentatively called
the “rex.” The superbank would establish 2 minimum price of 1 rex
for 113 grains of fine gold, or the equivalent of a sovereign, and a
minimum price for silver on a 20-to-1 ratio. When necessary to keep
up its supply of either metal, it would pay more than the minimum
price, and also would sell at the minimum price or higher. The bank

42 I'bid., Jan. 4, 1932.

43 Wheeler, “The Silver Lining.”

+ Congressional Record, Vol. 76, Jan. 23, 1933, pp. 2293-84; Jan. 24, 1933,
pp. 2349-93.



232 SILVER MONEY

would take over the gold and silver reserves of the various govern-
ments within the British Empire and of their central banks, and
their currencies would be given a par in relation to the rex instead
of to gold. The bank also would absorb much of the new gold and
silver production. By management of the price of gold and silver it
was expected that the superbank could keep a steady exchange rate
between the Empire countries, could maintain the 20-to-1 ratio be-
tween the two metals, and could adjust rates between the Empire and
gold- or silver-standard countries in the interests of stability of trade.
Eventually other countries might be attracted to join the system.

Another bimetallic plan was proposed by F. H. Brownell, chair-
man of the board of the American Smelting and Refining Company.
He admitted that experience with bimetallism gave good ground for
the argument that, at a fixed coinage ratio, the overvalued metal
would drive the other out of circulation. He proposed, however, a
system of “bimetallism at no fixed ratio.” On the assumption of a
metallic base of 50 per cent for currency (which is higher than the
40-per-cent gold regerve against Federal Reserve notes) it would be
required that half of the reserve be in gold, that at least one-sixteenth
be in silver, and that the remaining seven-sixteenths might be in
either gold or silver. The silver would be taken at its average market
value for the preceding six months. For example, the metallic reserve
for $1,000 of currency would be as follows, based on silver at 25 cents
per ounce and at 50 cents per ounce:

Silver at 25¢ Silver at 50c
Gold $250.00 $250.00
Silver 125 0z = 31.25 6250z = 3125
Gold or Silver 218.75 218.75
Total Metallic Reserve $500.00 $500.00

Paper currency wounid be redeemable in gold and silver together in
the proportion of the current composition of the reserve. It was
argued that this system would have the advantage of adding silver to
gold in the monetary system, but would be flexible enough to adjust
itself to the varying supply of and demand for the two metals, and
50 would avoid the weaknesses of ordinary bimetallism.+

The Brownell plan had some similarity to the proposal of the

43 Testimony by Mr. Darling and a reprint of his psmphlet are given in
Commercial Relations with China, Part 3, pp. 357-394. See also New York Times,
Jan. 28, May 17, Dec. 17, 20, 1931, . _ )

4 New York Times, Feb, 28, 1932. The original plan will be found in Brow-
nell, Limited Bimetiallism at No Fixed Ratio,
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English economist, Alfred Marghall, for a system which he named
symmetallism. That proposal was first presented to the Royal Com-
mission on the Depression of Trade and Industry in 1886. Marshall,
however, unlike Brownell, contemplated a fixed ratio between the
quantities of gold and silver to be given in redemption of paper
money.*” Symmetallism did not receive much support during the bi-
metallic discussion in the 1890’s, but in recent years has been referred
to from time to time.

A third plan was put forward by Constantino Perez Duarte, con-
sulting engineer of the Treasury Department of Mexico. He proposed
that nations make bars of silver bullion unlimited legal tender for a
period of five years at a ratio of 50 to 1 as compared with gold, and
thereafter for successive periods of five years at ratios of 45 to 1,
40 to 1, 85 to 1, 30 to 1 and after twenty-five years at a permanent
ratio of 25 to 1. As subsidiary propositions, he would provide for
government restriction of production, for agreement to undertake
considerable coinage of subsidiary silver during the early years of the
plan, for government manufacture of stamped bars of silver bullion,
and for encouragement of the use of silver where not already used.
He argued that this plan would benefit producers of silver and coun-
tries holding stocks of it.**

8. Sources of Silver Propaganda

As was the ease in the latter part of the nineteenth century much
of the propaganda for doing something for silver came from the silver
states or from persons interested in silver production. Most of the
gilver in the United States has been produced in seven states, Arizona,
California, Colorado, Idaheo, Montana, Nevada, and Utah. In some of
these states it is considered, perhaps with insufficient basis, a very
important factor in their prosperity, There are therefore 14 Senators
naturally predisposed to aid silver, and the silver bloc in the Senate
is powerful enough so that it must be taken into account and given
some encouragement if other measures are to be carried successfully.

Silver also received some support in Congress and outside from
those who were in favor of inflation in general, or who accepted the
argument that raising the price of silver was desirable to help foreign

47 Marshall, Official Papers, pp. 13-15, 28-31, 101-113. A somewhat similar
plan, under the name of joint-metallism, was proposed, apparently independently,
in 1894 by Anson Phelps Stokes, in Joint-Metallism. The gubject was revived in
1936 by Barthold A. Butenschén in Symmetallism, An Alternative fo Orthodox
Bimetallism, a mathematical digeussion, .

48 Duarte, The World Crisis and the Depreciation of Silver.
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trade. Such support was less widespread than in the 1890’s because
silver had been out of the limelight for a generation; and, after 1933,
because the devaluation of the gold dollar provided a simpler means
of inflation.

There was for a time, however, one advocate of silver from the
inflationary standpoint whose influence perhaps was comparable to
that of “Coin Harvey” in the 1890’s, mentioned in Chapter VIII,
Section 2. That was Rev. Charles E. Coughlin, a Roman Catholic
priest, at Royal Oak, Michigan, near Detroit. His Sunday-afternoon
radio broadcasts over a national network were reputed to have ten
million listeners, many of whom contributed toward the support of
the work. During 1933 in his discussion of various public questions
¥ather Coughlin laid considerable stress on silver, using many of the
forty-year-old arguments and also some new ones, accusing Great
Britain of willful depreciation of silver for over a century, and urging
some kind of aid to silver to revive Oriental trade. In particular he
advocated a dollar based on 756 cents worth of silver and 25 cents
worth of gold.*® His explanation of this was hazy and called forth
an open letter of criticism from J. P. Warburg.*®

Although most of the agitation for silver came from Americans,
there were a few supporters in other countries. J. F. Darling’s plan
for bimetallism has already been mentioned. Some others in Great
Britain favored doing something for silver. Sir Robert Horne, a
former Chancellor of the Exchequer, and a director of the Burma
Corporation, producers of silver, was influential in the formation of
a Silver Association in 1931, and from time to time made suggestions
on the subject.® L. 8. Amery, a former Secretary of State for the
Colonies and for the Dominions, also favored aid to silver.’* Sir Hugo
Cunliffe-Owen, president of the Board of Trade, and chairman of the
British-American Tobacco Company, which does a large business in
China, suggested combination between American producers and the
Indian Government to support the price.’® Sir Henri Deterding, direc-
tor-general of the Royal Dutch Petroleum Company, one of whose
subsidiaries sells kerosene oi] in China, urged a return to silver:* he
was reported {0 have accumulated a large quantity of the white metal s
Former Finance Minister Caillaux in France advoecated broadening

+ Coughlin, The New Deal in Money, p. 63; “Inflation and Silver,” pp, 22 fI,
s¢ New York Times, Jan. 12, 1934,

31 I'bid., Sept. 23, Nov. 17, 19, 1931; Mar, 15, May 26, June 16, 1932.

52 Ibid., Sept. 23, 1931; May 26, 1932,

53 Ibid., Sept. 25, Oct. 21, 1931.

54 Jbid., Aug. 21, 1931, Apr. 23, 1933,

85 Ibid., Nov. 11, 1931,
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the metallic base by the use of silver.’® Sir Montagu de P. Webh, of
Karachi, India, was active in writing and lecturing in favor of the
rehabilitation of silver.

8¢ Ibid., Sept. 27, 1931; May 19, 1982



CHAPTER XXIV
THE ARGUMENTS FOR DOING SOMETHING FOR SILVER

Alice laughed. “There’s no use trying,” she said; “one can't believe
impossible things.”
“I dare say you haven't had much practice,” said the Queen. “When
I was your age, I always did it for half-an-hour a day. Why sometimes
I've believed as many as six impossible things before breakfast.”
LEwrs CARROLL, Through the Looking-Glass

The preceding chapter has considered some of the proposals as
to what should be done for silver. In this chapter the reasons given
for such proposals will be discussed from the point of view of early
1933, before any American action had been taken on silver and on
other changes in the monetary system.

The three main arguments which were used by the supporters of
gilver were:

1. To increase the purchasing power of a large fraction of the
world’s population and so aid American exports.

2. To broaden the metallic monetary base, since the world’s ac-
cumulated supply and current increase of gold were held to be in-
adequate to the demands of trade.

3. To bring about a “controlled inflation” of the currency, by
which phrase its supporters apparently meant inflation limited in
extent.

1. The Argument for Increasing Purchasing Power

One of the chief arguments used by almost every supporter of
silver was that the purchasing power of a large part of the world’s
population had been reduced by the fall in the price of silver. The
fraction of the world’s population dependent upon the price of silver
was stated variously by different persons. Thus, Senator Borah spoke
of “nearly half the human family” or “800,000,000 people.’’* Senator
Pittman usually stuck to “over half the people of the world.”? Senator
Wheeler mentioned “sixty per cent of the people of the world.”* A

1 Congressional Record, Vol. 76, Jan. 4, 1933, p. 1286,
2 Ibid,, Vol. 76, Dec. 15, 1932, p. 479; Feb. 3, 1933, p. 3260,
3 Ibid., Vol. 76, Jan. 24, 1933, p. 2365,
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memorial of the Legislature of the State of Idaho referred to “three-
fifths of the people of the world.”* Senator Tydings of Maryland
went as high as “two-thirds of the world’s population.”® Representa-
tive Dies of Texas talked of “1,500,000,000 people of the world,” or
over three-quarters of the population. Father Coughlin topped the
list with the statement that four-fifths of the world’s population were
“gilver trading nations.””

Actually China, with perhaps one-quarter of the world’s popula-
tion, was the only country of importance on the silver standard. Most
of the silver propagandists seemed entirely ignorant of the fact that
India went off the silver standard in 1898, although some of them
said that she changed to a gold standard in 1926. In arriving at these
large figures, they apparently included not only China and India, but
also Mexico and South America.® Representative Duncan of Missouri
made the explicit statement: “Every republic to the south of us is
on the gilver standard.”® Senator Long, like many other persons, was
apparently under the impression that 40 countries which had aban-
doned the gold standard were ipso facto on the silver standard.*
Many speakers did not use the words “silver standard,” but implied
it in speaking of “silver-using” countries, and either ignorantly or
purposely did not make the important distinction between the two
phrases.

In India, as has been seen in earlier chapters, the rupee was
pegged at 1s. 6d. gold before 1931 and at 1s. 6d. sterling thereafter;
that rate represented two or three times the bullion value of the silver
in the coin. The price of silver had absolutely no relation to the ex-
change rate and to the purchasing power of the holder of the rupees.
The charge sometimes was made that the fall in the price of silver
had depreciated the value of the savings of the Indian people, and had
cut their purchasing power in that way. This argument had com-
paratively litfle foundation. In the first place, such savings as were
in the form of rupee coins, notes, or gold coins were unaffected. In
the second place, the value of silver in ornaments had been maintained
well above the world level by the import duty on silver, described in
Chapter XX, Section 9, so that the fall in their value had not been
comparable to that in the price of silver bullion in New York and
London. In the third place, as was pointed out in Chapter IX, Section

+ Ibid., Vol. 76, Feb. 4, 1933, p. 3346.

5 Ibid., Vol. 76, Feb. 4, 1933, p. 3378.

6 Ikid., Vol. 76, Dec. 9, 1932, p. 281,

7 Coughlin, The New Deal in Money, p. 33.

8 Senator Pittman in New York Times, Dec. 7, 1930.
s Congresgional Record, Vol. 78, Jan. 20, 1934, p. 1019,
10 Ibid., Vol. 76, Jan. 3, 1933, p. 1188,
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2, the ornaments were not held primarily as a store of purchasing
power, and the quantity coming on the market, even in years of
famine and depression, was only a small fraction of the great mass
held.

There was also considerable misapprehension of the status of
silver in Mexico, which often was spoken of as if it were on the silver
standard. Actually, the exchange value of the peso had depreciated
below its gold par, but not down to the bullion value of the silver
coins. The depreciation of the peso must be laid to the poor financial
condition of the Mexican Government rather than to the fall in the
price of silver. A rise in the price in silver, unless it were so great
as to make the silver coins worth more than the exchange value (as
in fact occurred for a time in 1935; see Chapter XXVII, Section 2),
would not improve the exchange value of the peso and its purchasing
power abroad, except in so far as it had a psychological effect. On
the other hand, Mexico, as a large producer and exporter of the white
metal, was affected, of course, by its low price. In this respect, how-
ever, she was in much the same position as countries which exported
wheat, cotton, rubber, and other raw materials which had fallen in
price. Moreover, since much of the silver production of Mexico was
controlled by American interests, not all of the benefit of an increase
in the price of silver would go to Mexico, although probably such
an increase would be helpful to the mining districts in relieving un-
employment, and to the Government in increasing revenue from taxes.

In Japan and in many South American countries, the currency,
nominally on a gold basis, had depreciated. Since all these countries
used silver, if at all, only for subsidiary coins, a rise in the price of
silver would have no effect on the exchange value of their money.

Even in the case of China, the argument of increasing purchas-
ing power by raising the price of silver was of very doubtful validity,
except perhaps in the case of a few consumers’ goods. As pointed out
in Chapter XXII, although the fall in the price of silver had been up-
setting to Chinese trade at first, it actually worked to save China from
the worst effects of the world economic depression. By 1933 China
was anxious to be delivered from her American “friends” who would
help her by an artificial increase in the price of silver.

The argument for raising the price of silver to increase purchas-
ing power, therefore, could not be considered as important. India,
with a currency unrelated to silver and with her people’s enormous
holdings of silver in the form of ornaments which were practically
out of the active market, except in times of distress, would have her
buying power for American goods affected comparatively little by a
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rise in the price. Mexico as a producing country might receive some
benefit. In China there might be a temporary stimulation of some
imports, but the general effect would be deflationary and would de-
crease her buying power. In any case, under the best of conditions,
the share of Mexico and China in world trade was very small,

2. The Argument for a Broader Metallic Base

The argument that silver was needed to broaden the metallic
base of world currency was based on the assumption that the gold
supply was insufficient to meet the current demands of trade and was
not increasing rapidly enough to keep up with future expansion, if
what was considered a normal price level was to be maintained.

The premise of a gold shortage was a controversial question,
which will not be discussed here.? Assuming, however, purely for
the sake of argument, that the metallic monetary base did need
broadening, it may be of interest to examine some quantitative data
to determine how much effect the addition of silver would have had.

Table 13 gives a rough estimate of the distribution at the begin-
ning of 1933 of the gold and silver produced since 1493. The year
1933 has been chosen because it was prior to the devaluation of the
American gold dollar and the commencement of the American silver
purchase program described in Chapter XXV. Detailed figures are
given in Appendix V1.

These data are presented graphically in Chart 9. The first column
represents the total preduction of gold since 1493; it is drawn with
the same area scale for ounces as the top part of Chart 1, page 9.

The second column represents the total production of silver since
1493. It is drawn with the same area scale for ounces as the middle
part of Chart 1, page 9, that is, /4 as large as that for gold.

The dollar value of the gold, in terms of pre-1934 dollars of
23.22 grains fine, may be read from the dollar scale at the right. The
value of the silver, at the ratio of 16 to 1, may be read from the simi-
lar dollar scale at the right of the silver column. Since a weighted aver-
age of postwar coinage ratios in gold-standard countries, as shown in
Table 4, page 165, was 14.4 to 1, this dollar scale (if the depreciation
of sterling and other currencies at the beginning of 1933 is neglected)
is approximately applicable to the silver in monetary use except in
China. The monetary silver in China and all the nonmonetary silver,
however, were worth only the market price, which corresponded to a

11 See the publications of the Gold Delegation of the League of Nations,
Geneva, 1930-1932, for extended discussion of this problem.
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TABLE 13
DISTRIBUTION ON JANUARY 1, 1933 oF THE GOLD
AND SILVER PRODUCED SINCE 1493
(Millions of fine ounces)

Gold Silver
A. Monetary
United States 196 640
China 1,700
India 8- 1,050
Other Countries 372 1,550
Circulation and Hoards 40 | ...
Total Monetary 616 4,940
B. Nonmonetary
United States 80 1,000
China 13 800
India 119 3,300
Other countries 120 1,600
Total nonmonetary 332 6,600
C. Permanently lost or destroyed,
or unaccounted 162 3,946
Grand Total Production, 1493-1932 1,110 15,486
Maximumm annual production 25 260

SOURCE: See Appendix VI.

ratio of about 80 to 1. To represent their value, therefore, the heights
of the corresponding parts of the silver column should be compressed
to one-fifth of the magnitudes shown,

It is evident from the chart that more than one-half of the gold
and about one-third of the silver produced since 1493 were in mone-
tary use in 1933. Of the remaining gold and silver a considerable
quantity was in the form of fabricated metal in India, and smaller
quantities were in that form in the United States, in China, and in
other countries. The unshaded areas represent the total quantity of
the metals which has been lost by abrasion, chemical combination,
shipwreck, and otherwise, with a considerable margin of error in the
estimate,

The quantity of silver which might have been brought into the
monetary system from the nonmonetary supplies at the time when
this argument was advanced was problematical. It was not likely that
large quantities of sterling-silver tableware would be attracted to
the melting pot in Western countries unless economic conditions
should become so bad that middle-class and upper-class families had
to realize on their possessions. The quantity of fabricated silver in
India looms up large on the chart, but, as pointed out in Chapter IX,
Section 2, most of this represented ornaments owned by the women
of the country, and was not likely to be disposed of except under
severe economic pressure, even if the price should be raised consid-
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erably. So it was not probable that any large supplies of nonmonetary
silver would be transferred to the world’s monetary system.

The silver in China was largely in the monetary system already,
and if it had been attracted out by a high price it would not have made
any net addition to the world’s money, except in so far as it was
coined at a value artificially above the market value. Such a transfer
wotld mean simply a maladjustment in the distribution of silver,
similar to the maladjustments which have been evident in the distri-
bution of gold.

GOLD SILVER
ATI16TO 1
BILLIONS BILLIONS BILLIONS BILLIONS
OF FINE OF FINI OF
OUNCES DOLLARS &NC& DOLLARS

Al
)

—
il

il

CHART 9—-Dls'1mv'nox OF THE WORLD'S Gom AND vam, 1938

i?ei!‘n‘id[llllllllllf '

/r MONETARY //Af) / I

The annual new production of silver, shown at the bottom of
Table 13, might make some addition to the world’s money, but, except
for the worst years of the depression period, the new production had
been zbsorbed by the normal demands for ornaments in India, for
money in China, and for subsidiary currency and industrial uses in
other countries.

Thus it would seem that no very great addition to the wozld's
metallic monetary base could have been obtained from the existing
stock of silver, even if it had been remonetized at the 16-to-1 ratio,
although there would have been some stimulus to the production of
new silver. Moreover, such strength as the argument had at the be-
ginning of 1933 was weakened later by the devaluation of the gold
dollar.
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8. The Argument for Inflation

The third argument was that of those who wished to see some in-
flation of the currency. Here again it was a controversial question
as to whether inflation were necessary and if so, whether or not it
could be controlled.

As seen in the preceding section, the quantity of silver that could
be brought into the world’s monetary system, even at 16 to 1, was not
large compared with the existing stock of monetary metal. On the
other hand, if the United States alone were to remonetize silver, it
might have to take in not only the above supply from nonmonetary
stocks, but also from stocks already in monetary use elsewhere, so
that the possible percentage increase of American currency might be
much more than the increase for the world as a whole, and might be
sufficient to cause appreciable inflation in this country. Such inflation
might be called controlled, because there would be some limit to the
amount of silver brought in, but it would be controlled more by force
of circumstances than by government management.

Silver was only one of the possible ways of inflation, and later
lost some support, when the principle of adjusting the weight of the
gold dollar gained supporters. '

4. The Production-Batio Argument

One minor argument was repeated so often that it is worth men-
tioning. Senator Pittman stated it as follows:

The ratio of the production of such metals (gold and gilver) was not only
uniform but substantially eertain. Since the beginning of time, as far as infor-
mation can be obtained, there hay not been produced throughout the world on
the average more than 15 ouneces of gilver to 1 ounce of gold. During 1982 there
were less than 13 ounces of silver produced to 1 ounce of gold throughout the
world. This uniformity of production and ratio facilitated the use of both metals
in trade, and in the exchange of such metals. There was a natural ratio between
such metals based upon equal demand and relative supply.12

For the period from 1493, for which there are generally accepted
estimates of production, Senator Pittman’s statement that “on the
average” the production ratio has not been more than 15 to 1 was
quite correct, His implication that it had been “uniform” and “nat-
ural” was entirely contrary to fact. As shown in Table 1, page 3, the
average production ratios in the sixteenth, seventeenth, and eighteenth
centuries were 32, 44, and 30 to 1 respectively. For the first forty

12 Congressional Record, Vol. 76, Feb, 3, 1933, p. 3260,
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years of the nineteenth century, it was about 39 to 1; in the 1850's
and 1860’s it was about 5.5 to 1; since then the annual ratio has
ranged between 7 to 1 and 23 to 1. The cumulative ratio of the total
production of the two metals sinee 1493 is in some ways more sig-
nificant as representing the relative proportion of the total supply of
gold and silver, although not necessarily of monetary stocks. This
ratio was between 40 te 1 and 30 to 1 down to 1850, had fallen to
about 20 to 1 by 1870, and since then was generally decreasing, but
did not fall below 15 to 1 until 1916. Thus, there has been very great
variation from the average 14-to-1 production ratio. In any case the
abandonment of bimetallism in the 1870’s removed a large part of
the monetary demand for silver while increasing the monetary de-
mand for gold. Under these circumstances the relative prices of the
two metals could not be expected to be inversely proportional to their
supply alone.!?

5. Summary and Conclusions

The argument for increasing world purchasing power was in-
valid because China was the only country of importance to which it
could apply and because it was probable that even in China the de-
flationary effects of a rise of silver would counterbalance the immedi-
ate stimulation of imports, The argument that silver was needed to
increase the metallic base of world currency was weakened by the
fact that comparatively little additional monetary service could be
obtained from silver; it was further weakened by the devaluation of
the dollar and of other currencies, which made the world’s gold able
to support a much larger number of currency units than before. The
argument for inflation had a certain appeal to those who feared un-
controlled paper currency but was only one of several ways of infla-
tion. Taking it altogether, it does not seem that in 1933 there was a
very strong case for doing something for silver.

13 Ratios in this paragraph computed by the writer from data in Ridgway,
IS:unémanzm" ed Data of Gold Production, and Merrill, Summarized Data of Silver
TO TN



CHAPTER XXV
SILVER UNDER THE NEW DEAL, 1933

Every bill and every measure
That may gratify his pleasure
Though your fury it arouses
Shall be passed in both your Houses.
W. 8. GILBERT, Jolanthe

1. The Beginning of the Roosevelt Administration

As outlined in Chapter XXIII, in spite of considerable agitation
for congressional or international action on silver, nothing was done
during the administration of President Herbert Hoover.

President Franklin D. Roosevelt took office on Saturday, March
4, 1933. Banking difficulties in many parts of the country and large
withdrawals of gold and currency by the public forced the closing by
state action of practically all banks on that day. On Monday, March
6, the President, by proclamation, declared a bank holiday for sev-
eral days.

The Seventy-third Congress assembled in special session on
March 9, with a large Democratic majority, ready to support the
President in many of his measures, but with a strong inflationary
sentiment which went beyond what it generally was believed the
President would have favored had he been independent of Congress.
With this sentiment in Congress and with the very real financial and
monetary crisis at hand, it is not surprising that legislation and ad-
ministrative action on monetary matters took such a prominent place
in the ensuing months, and that much of it was apparently of the na-
ture of a compromise between radical and conservative viewpoints.
The President frankly admitted an experimental poliey. Monetary
affairs were destined to be submitted to their full share of tinkering
by the trial-and-error method.

Congress on March 9 passed an act giving the President broad
powers to regulate banking, to control transactions in foreign ex-
change and in gold and silver coin and bullion, and to order the de-
livery to the Treasury of gold held by banks and individuals in ex-

* President Roosevelt’s radio address of May 7, 1938, in Commercial and Fi-
nancial Chronicle, Vol. 186, May 13, 19383, pp. 3268-69.
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change for currency.? On April 5 the President issued an executive
order which called for the turning in of all gold and gold certificates
in excess of $100 held by any person, with exceptions for certain
legitimate purposes.®* On April 20 he issued an executive order pro-
hibiting the export or earmarking of gold or gold certificates, except
under licenses from the Secretary of the Treasury to complete prior
contracts, or for transactions deemed by the President as necessary
to promote the public interest.* This action definitely put the United
States off the gold standard, and immediately was reflected in a drop
in the value of the dollar in terms of foreign currencies, and 2 jump
upward in prices of stocks and commodities, including silver.

2. Silver in Congress

Meanwhile, most of the old bills in regard to silver and other
forms of inflation had been presented again to Congress and referred
to committees. The first showdown on the subject ecame during con-
sideration of a bill for farm relief. On April 14 Senator Huey Long
proposed as an amendment a silver-purchase plan by which the price
would be raised steadily until it reached the monetary value of $1.29
per ounce, or the equivalent of the 16-to-1 coinage ratio.®

Senator Burton K. Wheeler immediately moved his 16-to-1 plan
as a substitute amendment. It was debated on April 17, but received
only limited support. Senators Key Pittman and William E. Borah
preferred international action on silver. Senator Joseph T. Robinson
of Arkansas, Democratic leader, announced that the President fa-
vored neither the Long nor the Wheeler amendment. On the vote the
Wheeler substitute was rejected 44 to 33, but showed a gain of 15
votes since the time when the question had been voted on in January
as described in Chapter XXIII, Section 6.* The Long amendment was
withdrawn without being brought to a vote.

8. The Thomas Amendment

Apparently with the purpose of forestalling legislation which
would make inflation mandatory, the President now stepped into the
game. Through Senator Elmer Thomas of Oklahoma, a sturdy infla-

'~’Ilnd. Vol. 136, Mar. 11, 1983, pp. 1625-27, gives the full text.
8 Ibid., Vol. 136, Apr. 8, '1933, pp. 2346-47.

& I'bid., Vol. 136, Apr. 22 1933,p 2724,

°C'tmgo-esszma.l Record, Vol. 77, Apr. 14, 1933 pp. 174142,

¢ Ibid., Vol. 17, Apr. 17, 1938, pp. 18174
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tionist, he presented to the Senate on April 20 an amendment to the
agricultural relief bill which would give the President authority to
adopt various inflationary measures at his discretion.” In addition to
allowing Federal Reserve open-market purchases of government
securities up to $3,000,000,000 and issuance of greenbacks up to the
same amount, the Thomas amendment contained two provisions about
silver, which are given in full, as finally passed, in Appendix VIL

The first of these provisions authorized the President to reduce
the weight of the gold dollar not more than 50 per cent, to fix the
weight of the silver dollar at any ratio to that of the gold dollar, and to
provide for the unlimited coinage of both metals at the ratio so fixed.
It also provided that such new gold dollar should be the standard unit
of value and that the Secretary of the Treasury should maintain all
forms of currency at a parity with it.

The second provision authorized the President for a period of six
months to accept silver on account of principal or interest of war
debts, at not to exceed 50 eents per ounce and not to exceed a total
value of $200,000,000. Silver certificates were to be issued against
silver so received to the total value at which the silver was taken.
Sufficient silver was to be coined into silver dollars and subsidiary
currency to provide for demands for the redemption of the certifi-
cates, and the balance of the bullion was to be retained in the Treas-
ury as additional security against the certificates.

The Thomas amendment was debated in the Senate for a whole
week, It was opposed by many conservatives, but supported by others
who felt that it was safer to trust the President with large discre-
tionary powers than to risk mandatory inflationary legislation by
Congress. The original draft did not include the provigion for the
unlimited coinage (“free coinage”) of silver, but this amendment was
proposed by Senator Wheeler and was adopted by a vote of 41 to 26.%
An amendment by Senator David A. Reed of Pennsylvania to cancel
the gold-content reduction, but to leave the free coinage of silver, was
rejected by a vote of 53 to 35.° Senator Glass, on April 27, made an
earnest and eloquent speech opposing the Thomas Amendment, re-
grefting that the Demoeratic party should take such a step, disavow-
ing the necessity for a gold embargo, and pointing out the dangers of
inflation.”* An amendment proposed by Senator C. C. Dill of Wash-
ington making invalid any gold clause in contracts written in the fu-

* Commereial and Finaneial Chronicle, Vol. 136, Apr. 22, 1923, pp. 2718-20.
&8 Congressional Record, Vol. 77, Apr. 24, 1983, p. 2246; Apr. 26, 1933, p. 2410,
DIbqu., Vol. 77, Apr. 27, 1938, pp. 2452, 2467-68.

10 Ibid., Vol, 77, Apr. 27, 1933, pp. 2460-62.



SILVER UNDER THE NEW DEAL, 1933 247

ture, but not affecting existing contracts, was rejected;** this is in-
teresting in view of the action later taken by the House on May 29,
and by the Senate on June 3, making existing gold clauses of no ef-
fect. 2

The Thomas amendment was adopted by the Senate by a vote of
64 to 21 on April 28, and the bill itself on the same day by a vote of
64 to 20.** It was subjected to some debate in the House, where Rep-
resentative Louis T. McFadden of Pennsylvania was especially
alarmed about the acceptance of silver on war-debt account because
it meant & partial cancellation of debts. Others, however, favored sil-
ver, with the usual arguments about increasing the purchasing pow-
er of various fractions of the world’s population. After some negotia-
tions about Senate amendments, the bill, including the Thomas amend-
ment, was accepted by the House,* and was signed by the President
on May 12.

4. Accepiance of Silver on War-Debt Account

On June 15, when installments of the war debts were due, such
nations as met their obligations at all took advantage of this legisla-
tion to make payment in silver at 50 cents per ounce (the market
price was 35} cents) except Latvia, which paid its small installment
of $6,000 in cash. Full payment from Finland, and token payments
from Czechoslovakia, Great Britain, Italy, Lithuania, and Rumania,
totalled $11,367,412, and were settled with 22,784,824 fine ounces of
silver, The British payment consisted in earmarking 20,000,000 ounces
of silver in Bombay for later delivery.’® Since the time for the receipt
of silver was limited to six months, none could be received on account
of payments due December 15, nor was any received for arrears of
old payments within the time limit.

On July 31 the Treasury announced that this silver would be
held in bars, and silver certificates issued against it.* On November
2 announcement was made that it was not yet certain whether silver
certificates would be issued, since it had not been decided whether the
legislation was mandatory on this point. It was stated that issuance
of them would not be inflation, since they would replace other forms

11 Ibid., Vol. T7, Apr. 28, 1933, pp. 2531-38.

12 Ihid., "Vol. 1, Ma.y 29, 1933, pp. 4519-57; June3 1933, pp. 48894929,

13 Ibid., Vol 7'7, Apr. 28 1932, pp. 2551—52 2662.

¢ Ibtd. Vol, 77, May 1-—12 1933, pp. 2648—3373, passim.

15 Commercial and ananmal Chronwle, Vol 136 June 17, 1933, pp. 4177-80;
Annual Beport of the Secretary of the Treasury . 1.988 p. 27

18 New York Times, Aug. 1, 1933,
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of currency.’” Early in 1934 some 3,120,000 fine ounces of this silver
were placed in the silver certificate reserve at the cost of 50 ecents per
ounce, and held as reserve against $1,560,000 silver certificates.®
These certificates differed from existing ones, in that they were se-
cured by 2 ounces of silver bullion per dollar, instead of by only 3713
grains (0.7734 ounces) of silver in the form of a coined dollar.

5. The London Silver Agreement

In April and May, 1933 President Roosevelt held a series of con-
ferences with the representatives of one foreign government after
another, as a preliminary to the work of the coming World Monetary
and Economic Conference. Although only very general reports of
these conversations were made public, it was mentioned in several
cases that the subject of silver had been discussed.r®

Meanwhile Senator Wheeler proposed a resolution asking the
delegates to the conference to

. -« . work unceasingly for an international agreement to remonetize silver on the
basis of a definite fixed ratio of not to exceed 16 fine ounces of silver to one fine
ounce of gold.2®

This was passed by the Senate on May 8. A similar resolution was
proposed in the House, but Secretary of State Cordell Hull announced
that he would regret any legislation which would tie the hands of the
delegation.” No action was taken by the House.

On May 19 Senator Pittman announced that the nations with
which the United States had discussed silver were in agreement on a
six-point program, as follows: (1) raising and stabilizing the price
of silver; (2) including silver in the general problem of currency and
exchange stabilization; (3) governmental agreement o refrain from
melting or debasing silver coins; (4) restoration of fineness of de-
based coins; (5) larger use of silver as a basis for currency; and (6)
removal or reduction of tariffs and other limitations on the free move-
ment of silver.?? Senator Pittman was one of the American delegates
to the London Conference and went with the avowed intent of secur-
ing action on silver,® although not favoring bimetallism.>

11 Ivid., Nov. 8, 1938.

18 I, S, Treasury, Daily Statement, Febh. 28, 1934.

19 Commercial and Financial Chronicle, Vel. 136, Apr. 29 to June 3, 1933, pp.
2875-76, 288081, 3068, 2259-61, 3814,

2 f%ﬁ Vol. 136, May 20, 1933, pp. 344344.

22 Boston Evening Transeript, May 19, 1938,

23 I'bid,, June 8, 1933.
34 New York Times, June 7, 1983.
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The World Monetary and Economic Conference, with delegates
from 66 nations, opened in London on June 12, 1938. A plan worked
out for world monetary stabilization, which reflected the views of most
of the foreign delegates, proved to be unaceceptable to President Roose-
velt,” and further progress in that direction became impossible. Sena-
for Pittman seized this opportunity to press the cause of silver. He
proposed to a subcommittee of the Monetary and Financial Commis-
sion resolutions favoring the gold standard in principle, with some
modifications of past practice. He asked for agreement on the limita-
tion of sales of demonetized siiver and of further debasement of coin-
age, on the restoration of a higher fineness for silver coins when prac-
ticable, and on the admission of silver as part of central-bank reserves
to a maximum of one-fifth.2®* The support of the Indian delegation and
of the chief silver-producing nations was secured for the plan.?* The
Chinese delegation expressed some anxiety lest the price of silver rise
too high for the good of their country.>

Some progress was being made on both the gold and silver plans,
when President Roosevelt again upset the conference by a message on
July 3 in which he opposed present action on gold and stood out for
the regulation of currencies to stabilize internal purchasing power,?
As a result of this the conference nearly broke up, but was held to-
gether by Secretary of State Hull, with agenda restricted to matters
on which some common ground could be found.

On July 20 the silver subcommittee unanimously adopted a gen-
eral resolution on silver. This resolution was approved by successive
commissions, and finally by the Conference at its closing plenary ses-
sion on July 27.* It recommended that an agreement be made be-
tween the principal producing and consuming countries, and that
other nations refrain from measures which would affect the silver
market; that all governments refrain from further debasement of
their silver coinage helow a fineness of 0.800; and that they substitute
silver coins for low-value paper currency as far as possible. These
recommendations were to be subject to the ratification of some agree-
ment as suggested, and were not to be in force beyond January 1,
1938.

Meanwhile, on July 22, an agreement was signed between

. the delegates of India, China, and Spain, as large holders or users of siiver,

25 Ibid., June 18, 1933.

28 Ibid., June 20, 1933,

27 Ibid., June 27, 1933.

28 I'bid., June 28, 1033.

26 Ipid.,, July 4, 1933. .

20 Jowrnal of the Monetary and Economic Conference, pp. 202, 209, 220, 248.
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~ and of Australia, Canada, the United States, Mexico, and Peru as the principal
producers of silver,

The full text of this agreement, which incorporates the July 20 reso-
lution later adopted by the conference, will be found in Appendix
VIII.

In brief, India agreed not to sell more than an average of 35,000,
000 fine ounces per year (except for American war-debt purposes),
Spain not more than an average of 5,000,000 fine ounces per year, and
China none. The producing countries on the other hand, were {o pur-
chase or otherwise withdraw from the market 35,000,000 fine ounces
per year, and make use of it for currency purposes (coinage or re-
serves) or otherwise keep it off the market. The agreement, if rati-
fied, was to be in force for four years from January 1, 1934.

On July 26 supplementary agreements were signed by the repre-
sentatives of the producing countries, allocating the 35,000,000 ounces
to be purchased as follows:*

Fine ounces

United States 24,421,410
Australia 652,366
Canada 1,671,802
Mexico ' 7,159,108
Peru 1,005,325

35,000,000

No announcement was made as to how these quotas were determined.
The share of the United States was about twice as much as its pro-
portional part of the total production of the five countries, and was
approximately equal to the country’s total production in 1932,

The agreement represented very little self-denial or positive con-
tribution except on the part of the United States. The Indian Govern-
ment in no way controlled the sale of silver derived from melted
ornaments, which might take place if conditions should favor it. The
Indian Government itself merely agreed not to sell more than 35,000,-
000 ounces of its silver annually, a figure which represenied about
the maximum which it ever had sold; larger sales would be likely to
depress the market unduly. The Chinese Government held no stocks
of silver and never had sold any; the agreement did nothing to restriet
commercial sales and export of Chinese silver coins or sycee by banks
or private parties,

31 New York Times, July 27, 1933; for full texts, see Silver, Memorandum of
Agreement . . . , Executive Agreements Series, Washington, 1984, pp. 4-11.
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In the case of the producing countries, the United States was
obligated to purchase an amount equivalent to approximately its total
production at current levels, while the other countries had to purchase
only about 10 per cent of their current production. Thus, the United
States Government, as had happened in the past, bore the principal
burden of helping silver. '

The agreement was ratified by the Indian Legislative Assembly
on November 21, 1983, without opposition.?? It was ratified in effect
by the United States by the President’s silver-purchase proclamation
of December 21, as described below. It was ratified by Australia and
Mexice in January, 1934,%* by Canada on February 27,* by China
{with reservations) on February 28,% and by Spain in April;* Peru
was reported as unlikely to ratify since her quota of over 1,000,000
ounces was a large part of a greatly reduced production,®” but eventu-
ally did so0.**

8. Government Gold Purchases

No action was taken with regard to silver by President Roose-
velt during the summer and autumn of 1933, and, as Congress was not
in session, there was no possibility of action from that quarter. A
new policy with regard to gold, however, was established. On August
29 the President issued an executive order authorizing the Treasury
to purchase newly-mined Ameriean gold and to sell it for use in the
arts or for export. The Treasury later issued regulations for carry-
ing out this order,** and from September 8 to October 24 quoted daily
a price, which ranged between $29.00 and $32.28 per fine ounce. This
enabled domestic gold producers to dispose of their product at the
approximate international value of gold, instead of at the mint price
of $20.67, which they previously had been forced to accept.

On Sunday evening, October 22, the President made a radio ad-
dress in which he stated that he was going to establish a government
market for gold and would authorize the Reconstruction Finance
Corporation

32 Commercial and Financial Chronicle, Vol. 137, Nov. 25, 1933, pp. 3762-63.

33 Congressional Record, Vol. 78, Jan. 26, 1934, p. 1384,

34 Bogton Evening Transeript, Feb. 28, 1934,

35 New York Times, Mar, 1, 1934,

38 Commercial and Financial Chronicle, Vol. 138, April 28, 1934, p. 2830.

87 Ibid., Vol. 188, April 14, 1934, p. 2508.

38 Qee Silver, Memorandwm of Agreement . .., pp. 12-13, for dates of re-
ceipt of ratifications.

39 Comumercial and Finanoial Chronicle, Vol. 137, Sept. 2, 1933, pp. 1678-80;

Sept. 9, 1933, pp. 1857-58. See Annual Report of the Seoretary of the Treasury
.+ . 1884, pp. 194-205 for material on gold program.
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. « » to buy gold newly mined in the United States at prices to be determined from
time to time after consultation with the Secretary of the Treasury and the Presi-
dent. Whenever neceszary to the end in view, we shall alse buy or sell gold in
the world market.4®

On October 25 he issued an executive order putting this plan into
effect, and the Reconstruction Finance Corporation issued regulations
and established a price of $31.36 per ounce. This. was raised almost
daily until it reached $33.566 on November 14 ; thereafter changes were
less frequent, and the price remained at $34.06 from December 18,
1938 to January 15, 1934,

7. The President’s Silver-Purchase Proclamation

The President took no action on silver until near the end of the
yvear. On Thursday evening, December 21, 1983, afier the Ban Fran-
cisco markets had clesed, he issued a remarkable proclamation, the
full text of which will be found in Appendix IX. He proclaimed that
the mints should receive for coinage into silver dollars any silver
thereafter mined in the United States; that with the consent of the
owner the mint should retain 50 per cent of the silver as seigniorage,
and should coin the other 50 per cent into silver dollars to be delivered
to the depositor; and that the seigniorage bullion should not be dis-
posed of, except for coining, before December 31, 1987, at which time
the operation of the proclamation would expire, unless repealed or
modified by act of Congress or by subsequent proclamation; the right
was regerved to modify the terms of the plan.

This action of the President raised several interesting points. In
the first place, there was the question of his authority. In his pre-
amble he referred to the Thomas amendment and to the London Agree-
ment, and said:

. . . by virtue of the power vested in me by the act of Congress above cited, the
other legislation designated for national recovery, and by virtue of all other au-
thority in me vested; ...

There would seem, however, to be some ground for questioning the
extent of his authority, The Thomas amendment provided for the
unlimited coinage of gold and silver. The proclamation, on the other
hand, limited the coinage to one-half of newly-mined American silver.
Again, although the proclamation did not explicitly use the word
“ratify” in regard to the London Agreement, the President’s explana-
tory statement did. Thus there would seem to be ground for attack

40 Commerciol and Finoncial Chronicle, Vol. 137, Oct. 28, 1933, p. 3034.
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on the question of whether the proclamation was authorized by the
Thomas amendment, and whether the President could “ratify” the
London agreement without the advice and consent of the Senate. No
serious complaint, however, was heard from any members of Con-
gress; it is probable that the President had sufficient support so that
deviations from the strict letter of the law were overlooked.

In the second place, the method was unique, The 50-per-cent
seigniorage meant in effect that for every two ounces of fine silver
which the producer deposited at the mint, he got back one ounce in
the form of standard silver dollars; that is, he was paid $1.29-+ for
one ounce; but as he got nothing back for the other cunce, his net
return was 64.5-} cents per fine ounce. The proclamation, however,
carefully avoided mention of this price or of any ratio between gold
and silver. A ratio, of course, would have been difficult to fix while
the price of gold per ounce was still subject to change.

In the third place, the cost of the measure to the Government was
worth considering. From one point of view, the cost was nil. The
Government would merely place its dollar stamp on a piece of silver
worth, at the market value on December 21, about 38 cents, and turn
it back to the depositor, and at the same time the Government would
rececive another 33 cents’ worth of silver which it could either hold as
bullion, or stamp as a dollar and add to revenue. The miner got a
gilver dollar for 66 cents’ worth of silver, or about 50 per cent above
the current market. Thus 34 cents profit for the miner, and a poten-
tial $1.00 profit for the Government were created on the basis of every
66 cents’ worth of silver to be mined in America. To be sure, this
newly-created value would be at the expense of some inflation of the
currency, but the amount of that, as discussed below, would not be
large.

On the other hand, if it really were desirable to have more silver
dollars in the currency system, it would have been cheaper for the Gov-
ernment to buy silver at the market price. Assuming that it remained
at the December 21 level, 66 cents’ worth of silver could be coined into
2 dollars, giving the Government $1.34 profit instead of only $1.00
profit as under the adopted plan. Looking at it from that point of
view, and assuming that 100,000,000 ounces might be acquired and
coined under the proclamation (actually nearly twice this quantity
was purchased in four years and the plan was continued beyond the
expiration of the London agreement; see Chapter XXX, Section 7),
the Government would be getting only $65,000,000 profit instead of a
possibie $87,000,000; the other $22,000,000, a bonus to American sil-
ver producers, would represent the cost to the Government. In com-
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parison with governmental expenditures and deficits measured in bil-
lions, this was, however, not a very significant amount, and would
have been justified if the measure really had been calculated to aid in
recovery from the depression.

In the fourth place, the potential effects on American currency
were of interest. Assuming that the operation of the prociamation
would be limited to the purchase of the 100,000,000 ounces which
would satisfy the London agreement, this would mean at most, if the
seigniorage silver were coined into dollars, 129,000,000 silver dollars
added to our currency over a period of four years. This would make
about a 25-per-cent increase in the country’s existing stock of about
540,000,000 silver dollars, which represented the silver acquired be-
tween 1878 and 1898; it would also mean the increase of silver cur-
rency by about the same average amount per year as in that period.
In view of the growth of the country since 1893, this increase would
not be great enough to produce a serious inflationary element in the
currency. Aectually, however, as described in the following chapters,
considerably more was purchased under the proclamation, and much
greater quantities under the Silver Purchase Act of 1934.

In the fifth place the effect on American production of silver may
be considered. In recent years this has been as shown in Table 14.

TABLE 14
UNITED STATES PRODUCTION oOF SILVER, 1921-1988

Date ] Millions of fine cunces Date Millions of fine ounces
1921 53 1931 31
1922 b6 1982 24
1923 73 1933 23
1924 65 1934 32
19235 66 1935 46
1926 63 1936 63
192% 60 1937 71
1928 58 1938 62
1929 ! 61 1939
1930 51 1940

* Pittman-act purchases ended in June.

SOURCE

Merrill, Summarized Data of Silver Production, p. 1B, supplemented by more recent figures
from Annual Repoert of the Director of the Mint and from Handy & Hartnan, Anncal Review of
the Silver Market.

The production of silver in the United States was cut down dur-
ing the depression years, not only because of the fall in price of sil-
ver, but also because of the decreased demand for base metals such
as copper, lead, and zine, as a by-product of which much American
silver is obtained. Thus, the increased price of silver could not be ex-
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pected to stimulate the production greatly, except in the case of
straight-silver mines. Producers of by-product silver hardly could
afford to accumulate large inventories of other metals merely to get
the silver. On the other hand, if general prosperity should revive, the
demand for these other metals, after excessive stocks were used up,
should lead to increased silver production. On the whole there was
reasen to expect that during the four years the United States would
produce at least the 24,000,000 ounces per year needed for the Lon-
don agreement, and that there might be some increase in that figure,
It did not seem likely that what might be called the normal 60,000,000
ounces per year would be reached until the latter part of the period,
if then. Production, in fact, increased greatly, because the price of
American silver was raised further in 1935, as described in Chapter
XXVII, Section 1, and because, with recovery, the production of the
associated metals was increasing.

Finally, in the sixth place, it was important to consider the ef-
fect of the proclamation and of the London agreement on the world
silver market. The price of newly-mined American silver was, of
course, stabilized at 64.5- cents per fine ounce, less transportation to
the mint. In fact, the equivalent New York official price for silver,
0.999 fine was set at 64} cents. The price for foreign silver, or for
American silver produced before December 21, 1933, however, was
not affected directly by the plan. The ratification, however, of the
agreement by the other countries concerned took away from the sil-
ver market some of the uncertainty which had been caused by the
lack of knowledge as to how rapidly the Government of India would
dispose of its stock.

8. Silver at the End of 1933

The price of silver had risen from 244 cents in January, 1933
to a high of 45 cents per ounce in November, an increase of 84 per
cent. The price of gold, however, had been raised during the year
from $20.67 to $34.06 per ounce, an increase of 65 per cent. There
was, therefore, very little change in the ratio between the values of
the two metals, which remained in the neighborhood of 80 to 1.

At the end of 1933, then, although Indian sales were to be offset
by purchases under the London agreement and although the American
silver producers had been given a welcome bonus, the world silver
market was in a very uncertain condition. The fact that Indian net
absorption of silver had fallen off to almost nothing, the fact that
China had exported silver in 1938, and the existence of speculative
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stocks amounting to 200,000,000 or 300,000,000 ounces,** all pointed
to a weakness in the price, if there were no artificial interference
with the market. On the other hand, America at last had done some-
thing for silver, and it was not impossible that she might do more.

41 Ladd, “What about our Silver Hoarders?’ p, 6.



CHAPTER XXVI

THE SILVER PURCHASE ACT OF 1934

“Cheshire Puss . . . Would you please tell me which way I ought to
go from here?”

“That depends a geod deal on where you want to get to,” said the Cat.

“I don’t much care where,” said Alice,

“Then it doesn’t matter which way you go,” said the Cat.

“ _ .. 8o long as I get somewhere,” Alice added as an explanation.

“Qh, you're sure to do that,” said the Cat, “if you only walk long
enough!™”

LEwIs CARROLL, Alice’s Adventures in Wonderland

The Seventy-third Congress assembled for its second session on
January 3, 1934. A few days previously, on December 29, 1933, a
group of 27 Senators, meeting in Washington, had adopted the follow-
ing resolution: “We favor bimetallism, the free and unlimited coinage
of silver at a ratio to be established by law.”* During the opening
days of the session several silver bills were presented in both houses
and were referred to committees. The House Committee on Coinage,
Weights, and Measures started hearings on them on January 15.*

1. The Gold Reserve Act of 1934

Interest in silver measures, however, was overshadowed tempo-
rarily by consideration of action on gold. On January 15, 1934 Presi-
dent Roosevelt sent a message to Congress, recommending that gold
coins no longer be used; that the Government take title to the gold
reserves of the Federal Reserve Banks against payment in gold cer-
tificates; that 60 per cent of the old value be the upper limit for re-
valuation of the dollar: and that a fund of $2,000,000,000 from the
profits of any revaluation be placed at the disposal of the Secretary
of the Treasury for the purchase and sale of gold, foreign exchange,
and government securities.®

The President closed the message with some noncommittal re-
marks on silver (given in Appendix X) which referred to the impor-

1 Commereial and Financial Chronicle, Vol, 137, Dec. 80, 1883, p. 4604.
2 New York Times, Jan. 14, 1934. -
8 Congressional Record, Vol. 18, Jan. 15, 1934, pp. 614-615.

—267—
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tance of silver, to the steps taken in the London argeement and in the
President’s proclamation of December 21, 1933, and to the prospects
for increased use of silver, but expressed the desirability of delaying
further action until there was “more knowledge of the results of the
London agreement and of other monetary measures.”

2. The Gold Reserve Act and Silver

During the debate, which continued for a fortnight, on the bill
presented by the President to carry out his proposals, several speak-
ers expressed the desire for increased use of silver.t Senator Burton
K. Wheeler of Montana, with Senator William H. King of Utah, pro-
posed an amendment directing the purchase of not less than 50,000,-
000 ounces of silver per month until 1,000,000,000 ounces had been
purchased, or until the price of silver had risen to the equivalent of
the 16-to-1 ratio.® The silver was to be held by the Treasury and to
be represented in circulation by silver certificates, redeemable in sil-
ver bullion at the market value, as in the Windom plan described in
Chapter VI, Section 3.

This amendment represented in form a considerable modification
of Senator Wheeler’s earlier attempts te secure free coinage at 16 to 1,
and was submitted frankly as a compromise. It would have been much
the same in effect, however, as his former bills, because the compulsory
purchase of such a large amount of silver would have sent the price
up rapidly toward the 16-to-1 ratio. In fact, Senator Wheeler ad-
mitted that probably not over 250,000,000 or 300,000,000 ounces would
be cbtainable.®

Senator Joseph T. Robinson of Arkansas, Democratic leader, an-
nounced that the President and the Treasury were not in favor of the
Wheeler amendment, One of the reagons given was that

. ..if the amendment should be carried into effect it would result in very violent
deflation and probably bring about a silver embarge in China.?

The amendment, with the amounts somewhat redueed, was defeated

4 Ibid., Vol. 78, Jan. 20 and 22, 19234, pp. 953 (Rep. Arthur H. Greenwood of
Indiana); p. 956 (Rep. Andrew Jackson May of Kentucky); pp. 963-967 (Rep.
Martin Dies of Texas); p. 970 (Rep. Fletcher B. Swank of Oklahoma); p. 980
(Rep. William Louis Fiesinger of Ohio); pp. 981-983 (Rep. Martin F. Smith of
‘Washington) ; pp. 987-988 (Re;;. Compton White of Idaho); pp. 1018-12 (Rep.
Richard M. Duncan of Missouri); p. 1024 (Rep. Ashton C. Shallenberger of Ne-
bragka) ; pp. 1070-71 (Sen. Burton K. ‘Wheeler of Montana).

5 Ipad., Vol. 18, Jan. 26, 1934, pp. 1415-18.

¢ Ibid., Vol. 78, Jan. 27, 1934, p. 1446,

7 Ibid., Vol. 18, Jan. 27, 1934, p. 1463.
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by the close vote of 43 to 45,% representing a gain of 10 votes over
those supporting Senator Wheeler's 16-to-1 amendment in April, 1933.

One silver amendment, the full text of which is given in Appen-
dix XI, was proposed by Senator Pittman, and was adopted without
a record vote. It gave authority to issue silver certificates in lieu of
silver dollars to those presenting silver for coinage (that is, under the
terms of the proclamation of December 21, 1933, or of any future leg-
islation) ; this was a wise provision as it obviated the unnecessary
coinage of large numbers of silver dollars which were not likely to
pass into cireulation. The amendment also authorized the President
to make different terms for the coinage of foreign and domestic sil-
ver; to coin the seigniorage silver: to reduce the weight of the silver
dollar in the same percentage as he reduced the weight of the gold
dollar; and to reduce the weight of silver subsidiary coins.?

The Pittman amendment as originally presented contained the
sentence:

The weight of the silver dollar shall not be fixed in any event at more than
60 per cent of its present weight.1°

This sentence, however, was omitted when the amendment finally was
presented for a vote. A reduction in the weight of the silver dollar
would mean, of course, that American silver producers would get
more dollars for the half of their silver which was returned to them
in money. The omission of the above sentence left the matter entirely
in the President’s hands. The whole amendment fundamentally did
not increase greatly the power which he already had under the Thom-
as amendment, but it placed one more piece of legislation about silver
on record.

The Gold Reserve Act was passed by Senate and House, and was
gigned by President Roosevelt on January 30, 1934.'* On January 31
the President issued a proclamation reducing the weight of the gold
dollar from 25.8 grains of gold, 0.900 fine (containing 23.22 grains of
fine gold) to 15 5/21 grains of gold, 0.900 fine (containing 13% grains
of fine gold). The proclamation explicitly stated:

The weight of the silver dollar is not altered or affected in any manner by
reason of this proclamation.

The Secretary of the Treasury issued regulations for the purchase of

a Ibid., Vol. 78, Jan. 27, 1934, pp. 1464-65.
'Ib*l.d. Vol 78 Jan. 27, 1934, pp. 1474-75.
10 Ilnd Vol. '78, Jan. 27, 1934,p 1489.

1t New York Times, Jan. 31, 1934,

12 Ihid., Feb. 1, 1934
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gold at the corresponding priee of $35.00 per fine ounce, less a mint
charge of 1 of 1 per cent, and for the sale of gold at $35.000 per fine
ounce, plus } of 1 per cent, to those licensed to use it for industrial
purposes.’s

The establishment of the $35.00 price for gold with no change in
the $1.2929 monetary value of silver, made the American coinage ra-
tio 35.00/1.2929 = 27.07 to 1 in place of the old 16 to 1.

8. Investigation of Silver Holdings

Cn February 5 Secretary of the Treasury Henry Morgenthau, Jr.
announced an inquiry into the holdings of silver in the United States,
On March 20, as a result of a newspaper report, which quoted him as
stating that the Treasury investigations into silver holdings showed
some advocates of silver legislation to be not entirely disinterested,
the Senate passed a resolution calling upon the Secretary of the Treas-
ury to furnish

. . & list of the names of hoarders of silver, if sueh information is available and
if the furnishing of such information would not be incompatible with the publie
interest.15

In April Secretary Morgenthau sent the Senate lists of silver
holders.’®* These lists did not bear out the expectation that many
prominent advocates of doing something for silver would be found
among the active speculators. The largest holdings were by banks,
which found it profitable to buy spot silver and sell forward, and by
industrial companies which used silver in their processes. Some pub-
licity was given to the holding of long contracts for 500,000 ounces of
silver by Father Coughlin’s Radio League of the Little Flower. The
treasurer of the league in a public statement quoted an address of
Father Coughlin’s in which he had referred to President Roosevell as
promising to raise the prices of American eommodities to 1926 levels:
in view of this, the treasurer considered the silver holding not a specu-
lation, but “an investment in Mr. Roosevelt’s word.”" It was gen-
erally admitted, however, that speculation in silver was a legitimate
operation for those who believed that the monetary policies of the Ad-
ministration and of Congress were likely to lead to higher prices of
that commodity, whether or not they favored those policies.

13 I'bid,

1¢ Commercial ond Financial Chronicle, Vol. 138, Feb, 10, 1934, pn. 971.

15 Congressional KEecord, Vol. 78, Mar. 20, 1934, p. 4880.

16 Hoarderg of Silver, Parts 1-3; New York szes, Apr. 25, 26, 27, 1934.
17 New York Times, Apr. 29, 1934,
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4. Developments in the Silver Situation

During February advocates of silver legislation were active.?®
On March 10 the House Committee on Coinage, Weights, and Meas-
ures reported favorably on two silver bills.”® Representative William
Louis Fiesinger of Ohio presented the first, which provided for the
purchase of silver bullion up to 1,500,000,00¢ ounces, and the issuance
of silver certificates to the amount of the cost, redeemable in silver
bullion at the current market value, as in the Windom plan, described
in Chapter VI, Section 3.

The other bill was proposed by Representatlve Martin Dies of
Texas. This provided for the receipt of silver coin or bullion from
foreign buyers, at not more than 25 per cent above the world market
price, in exchange for American agricultural products. Silver cer-
tificates were to be issued against the silver so received to the amount
of the value at which it was taken, and were to be redeemable, at the
discretion of the Secretary of the Treasury, in silver bullion at the
market value., The amount of the premium to be paid on silver was to
be limited to $400,000,000 per year, and the plan was to be in opera-
tion until January 1, 1936.2°

5. The Mission of Professor Rogers to China

The Dies bill was to be taken up by the House on March 19. That
morning, just before Congress assembled, Secretary Morgenthau an-
nounced that he was sending Professor James Harvey Rogers of Yale
University, one of the President’s monetary advisers, to China to
study the silver situation there. The Secretary stated:

There seem to be two schooly of thought on silver. One iz that an increased
price for silver will mean greater exports from the United States to China. The
other ig that if the price of silver is increased, China will have to curtail her
imports.

Professor Rogers will find out which school iz right. He will see the small
business man and farmer as well as people in the banking business and the
Government,2?

This appointment was criticized by members of the silver bloc in
the Senate as merely a move to delay action on silver.?? In May it was

18 Commereial and Financial Chronicle, Vol. 138, Feb. 10, 1934, p. 972; Feb.
17,-1934, p. 1137; Mar. 3, 1984, p. 1482,

19 New York Times, Ma.r 11, 1934.

20 Full text of the bill is given in Congressional Record Vol 78 Mar. 19
1034, p. 4844,

21 New York Times, Mar. 20, 1934,

22 Congressional Record, Vol. 78, Mar. 19, 1934, pp. 4814—17
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stated that reports from Professor Rogers were being received and
studied by the Administration.?® Professor Rogers also visited Japan
and India.?* In the autumn Secretary Morgenthau announced that it
was not likely that any report of his investigation would be made
public.??

6. The Development of a Compromise Silver Bill,

The Dies bill was brought up in the House on March 19, and after
considerable debate was passed by a vote of 258 to 112.2¢ The division
was more on geographical than on party lines, some 38 Democrats,
mostly from the East, opposing the bill, and some 20 Republicans,
mostly from the West, voting for it.=”

On March 27, Senator Pittman proposed a bill for the payment
of the soldiers’ bonus from the seigniorage on 2,000,000,000 ounces of
gilver to be purchased and coined over a period of 11 years.*®

In the Senate the Dies bill was referred to the Committee on
Agriculture and Forestry, which reported on April 10. The commit~
tee proposed amendments providing for the nationalization of ail do-
mestic silver; for the purchase of 50,000,000 ounces per month afier
January 1, 1935 until commodity prices should reach the 1926 level,
or until silver should reach $1.29 per ounce; and for the issuance of
silver certificates to the full monetary value of the silver purchased,
thereby “coining the seigniorage.’?®

During the next few weeks several conferences were held be-
tween the President, or the Secretary of the Treasury, and leaders of
the Senate silver bloe, who were determined to press for silver legis-
lation before the session ended.®® The silver leaders were also active
in making plans among themselves and in trying to secure support
from their colleagues in both houses of Congress.™

During these negotiations the President was reported to be op-
posed to the extremes of the Dies and Fiesinger bills, fo be favorabie
to international action on silver, but to desire that any legislation for

18, 1’; g‘”’th Chirna Daily News, May 20, 1934; Boston Evening Transcript, May
. .

2¢ New York Times, June 5, Aug. 8, 1934,

25 Ihid., Qct. 2, 1934,

26 Congresmnal Record, Vol. 78, Mar 19, 1934, pp. 4843-63,

27 New York Times, Mar. 20

28 Congressional Reocord, Vol. '78, "Mar. 27, 1934, pp. 5488-94; New York
Times, Mar. 28, 1984.

29 Congresswnal Record, Vol. 78, April 10, 1934, p. 6291; New York Times,
Apr. 11, 1984

3¢ New York Times, Apr. 15, 18, 20, 21, 22, May 6, 9, 10, 17, 1934.

a1 Ibid., Apr. 16, 24, 29, May 16, 1934,
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domestic action be permissive, rather than mandatory. Many mem-
bers of the silver bloc, however, insisted on mandatory legislation, and
planned to make silver an issue in the November elections. Senator
Elmer Thomas of Oklahoma proposed a silver amendment to a bank-
ing bill,® but later withdrew it when there seemed to be progress
toward a compromise.?®

Finally, on May 16, nine Senators conferred with the President
and reached a general agreement, apparently satisfactory even to
Senator Borah, who had walked out of an earlier conference with
Secretary Morgenthau.3* The President was reported to have prom-
ised that he would carry out a silver-purchase program in good faith.®
It was suggested by one writer that the President’s compromise with
the silver leaders was unnecessary, that he could have prevented leg-
islation to which he was opposed, and that his surrender would lead
to further inflationary efforts in the next Congress.*

7. The Silver Purchase Act of 1934

On May 22 the President sent to Congress a message on silver,
which is given in full in Appendix XII, and the draft of a bill which,
as finally passed, is given in Appendix XIII. The bill began with the
declaration of policy that the proportion of silver in the monetary
stocks should be increased with the ultimate objective of reaching
one-fourth of the total of silver and gold together. To reach this end
the Secretary of the Treasury was directed to purchase silver until it
made up one-fourth of the total, with discretion as to times and terms
of purchase, but with the limitation that no silver was to be pur-
chased for more than its monetary value and that no silver situated
in the continental! United States on May 1, 1934 was to be purchased
for more than 50 cents per fine ounce. If the market price of silver
should exceed its monetary value, or if the monetary value of the
stoek of silver should exceed 25 per cent of the total stock of silver
and gold, the Secretary of the Treasury could sell silver. He was au-
thorized and directed to issue silver certificates to an amount not less
than the cost of the silver purchased; a reserve of silver coin or bul-
lion of equivalent monetary value was to be maintained against the
certificates. He also was given authority to regulate the movement of

82 Congressional Record, Vol. 78, May 2, 1934, pp. 7909-14; New York Times,
Mayﬂg’bﬁaﬁ:essioﬂd Record, Vol. 78, May 12, 1984, p. 8717-18.
34 New York Times, May 10, 1934.

a5 I'bid., May 17, 18, 1934,
86 Arthur Krock in ibid.,, May 20, 1934
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gilver, The Prerident was authorized to nationalize silver, that is, to
require its delivery to the mint in return for the payment of its fair
value in any United States currency. Profits made on sales of silver
were to be taxed 50 per cent.

Senator Pittman introduced the bill in the Senate and gave a
long explanation of the steps that had led to the various provisions.
The President had accepted the mandatory features when the silver
bloc had withdrawn the reguirement of purchasing certain guotas
each month. The Treasury had secured the right to buy silver with
any form of money, but the silver bloe had stipulated that silver cer-
tificates must be issued to the full amount of the purchase price.’

Senator Pittman justified the President’s desire to be free from
obligations to purchase monthly guotas, because it was more impor-
tant to acquire silver than to run the priece up, and because

- . . it is almost as disastrous for a foreign country that uses silver, such as
China and India, and even Mexico very suddenly to increase the exchange value
of its money as it is suddenly to have it depressed, because frequently contracts
are based in those countries on gix months’ time, and if there ghall be a sudden
change in the exchange value of their silver money—and a change is always
with the price of silver either upward or downward--someone is going to lose.
There is no desire on the part of our Government to disrupt the monetary systems
of other couniries; in fact, we regret and deplore that other governments have
taken advantage of their legal rights so suddenly to depreciate the value of
their currencies as to disrupt their own commercial transactions in this eountry
and we are all aware that that has happened.s®

The Senator called the bill a *“magnificent compromise” and said
that the silver group had won a victory in getting the President’s sup-
port, in view of the “antagonism of nearly every one of the Treasury
Department economists.”*®* He added that he was authorized on be-
half of the president

« . . to state that, at the time when the question was raised by the Senator from
Oklahoma [Mr. THoMAS], that the bill did not make silver primary money; the
Pregident expressed his ignorance of what the words “primary money” meant,
and that he is wil!ing to give to silver the same pogsition in our monetary re-
serve system as is given gold; and that is done in section 2. There is no provision
for the redemption of silver by gold at the present time, and the other provision,
making silver coins legal tender for both private debts and public dues, in the
act itself, in addition to other acts, seems to place silver on exactly the same
footing with gold.e®

The bill was not satisfactory to the more extreme members of the

3?7 Congressional Record, Vol, 78, May 22, 1934, 9210-17,
a8 I'hid,, Vol. T8, May22 1934, p. 9215. .

29 Ihid.

40 Ihid.
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silver bloc, Senator Elmer Thomas of Oklahoma pointed out that it
did not change the status of silver, but merely provided for a wider
use of it.** Senator Huey Long called it “another all-day-sucker’:

. . . this bill is net anything at all but a measure providing that if the President
wants to do something whiek the Treasury Department is willing to have done,
the President may do it. We know the Treasury Department does not want any-
thing done for silver, and we know the President is not going to want it done,
and we know it is not going to be done, and even if the President did try to do
anything, I do not know how he could do it under this hill.

. .. this is a hearse. This is not a bill, this is a coffin, and silver legislation has
been embalmed and encased here with all the disfiguring disguises that can be
placed upon it. That is all this thing is, It is net a bill remonetizing silver; it
is a bill destroying silver legisiation. If any Senator here hae no better knowl-
edge of the silver question than not to know it, then he knows less about ihe
subject than I do, and I know no one in the Senate whoe I think is a member of
the silver bloc who has as little information upon the silver gquestion as myself.
[Laughter] It is plain enough to me.i2

Since the bill contained a tax measure, it had to be considered
first by the House in view of the constitutional provision that revenue
bills must originate there. After a favorable report by the Democratic
majority of the Committee on Ways and Means, with a minority re-
port from the Republican members who claimed that it had been raii-
roaded through without adeguate consideration,®® it was brought up
for debate in Committee of the Whole on May 30. It was supported
by Representative Dieg and many others, but opposed not only by con-
servatives who wished no silver legislation, but also by silver men
like Representative Fiesinger, who felt that it did not go far enough.
Various liberalizing amendments were rejected.** On May 31 the bill
came up for vote, after a final shot by Representative Jochn Andrew
Martin of Colorado:

I just want to say this, that if this bill becomes 2 law and the administration
of it goes as far as the law, that will be far enough, but if the administration of
this law does not go that fer, then there will be another Secretary of the Treasury
going back fo little old New York. [Applause]+s

The bill was passed by the House by a vote of 263 to 77.%

The Senate resumed consideration of the bill on June 6 and de-
bated it for several days. Senator Pittman succeeded in shepherding
the bill through the Senate, with no amendments except minor clari-

41 Jhid., Vol. 78, May 22, 1934, p, 9218,

12 Ihid., Vol, 78, May 22, 1934, pp. 9219-20.

4 Ihid., Val, 78, May 30, 1934, pp. 1000106,
+ Ibid., Vol. 78, May 30, 1934, pp. 10019-32.
4 Inid., Vol. 78, May 31, 1934, p. 10124.

48 Ihid., Vol. 78, May 31, 1934, p. 10135.
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fications of wording, in spite of attempis by Senators Thomas* and
Long*® to change it more to their taste.

The bill was passed by the Senate by a vote of 55 to 25 on June
11.#* The House agreed to the Senate amendments on June 13.5° The
President signed the act on June 19, 1984, and on the same day the
Treasury issued regulations as to the tax on transfers of silver bul-
lion.™

8. Treasury Silver-Buying Policy

Since the wording of the act set no time schedule for carrying
out purchases of silver, and since this point had been criticized by
those in Congress who desired more mandatory silver legislation, the
attitude of the Administration was of great importance. Secretary
Morgenthau lost no time in making a statement. A Washington dis-
patch of June 21 to the New York Times said:

The Treasury will e¢arry out “enthusiastically” the policy written into the
Silver Purchase Act, and will buy at home and abroad when the metal is offered
at a reasonable price, said Secretary Morgenthau today. He added that every
effort would be made, however, to guard against speculative activities, which
might have unfortunate results,

“What we want is a rise in the price of silver, but we don’t want a sensa-
tional price rise, because the worst thing that could happen would be to have silver
go up and then have 2 collapse,” said Mr. Morgenthau.

“Asg it goes up it will stay there. We don’t want a repetition of last summer
when there was a tremendous speculation in commodities and a reaction and set
the country back six months.”52

Secretary Morgenthau also announced that the Treasury had
been buying silver abroad through the Stabilization Fund, but did not
reveal how much had been bought or at what price. These purchases
had been made to steady the world market price until legislation was
passed. Beginning June 20, under the operation of the act, purchases
would be charged to the General Fund, but there was nothing to pre-
vent further purchases through the Stabilization Fund also, since that
could be used wholly at the discretion of the Secrefary of the Treas-
ury.®® There might be some grounds for questioning whether the an-
thority of the Secretary of the Treasury, granted by Section 10(a) of
the Gold Reserve Act of 1934,

47 Ibid, Vol, 78, June 6, 1934, pp. 10603-16; June 7, 1934, pp. 10678-702.
4 Tbid., Vol. 78, June 9, 1934, pp. 10921-23.

49 Jbid., Vol, 78, June 11, 1934, p. 11060,

50 Ibid., Vol. 78, June 13, 1934, pp. 11397-98.

51 New York Twmes, June 20, 1934.

52 fg:g, June 22, 1934.

53
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for the account of the fund established in this seetion, to deal in gold and foreign
exchange and such other instruments of credit and securities as he may deem
necessary to carry out the purpose of thig section,

properly included the right to buy silver bullion. This point was not
brought up at the time, however.

On June 28 Secretary Morgenthau, with the approval of the
President, issued an order placing an embargo on exports of silver,
except under license from the Treasury. This embargo was intended
to prevent the export of silver which was physically in the United
States on May 1. By the terms of the act, such silver would be pur-
chased at not over 50 cents per ounce and subject to a 50-per-cent tax
on profits, and might be nationalized if the President should so order.
Holders therefore might consider it worth while to ship their silver
abroad and store it there in the hope of selling it eventually for more
than 50 cents per ounce. By the embargo such operations would be
prevented. The Secretary promised that export licenses would be
granted promptly for all legitimate shipments.*

While the Treasury made no immediate announcement as to the
amount of its purchases under the act, it evidently was buying rap-
idly, to judge from the figures of the Commodity Exchange, Inc. for
stocks of silver held in licensed depositories. These stocks had reached
a peak of 115,000,000 ounces on March 1; 23,000,000 ounces were
withdrawn between March 1 and May 9, and 37,000,000 ounces more
between June 18 and 28, making gross withdrawals of 60,000,000
ounces ; meanwhile additional deposits amounting to 10,000,000 ounces
had been made, so that the balance on June 28 was 65,000,000 ounces.
It was believed that most of the 60,000,000 ounces withdrawn had
been purchased by the Treasury.®

9. The Nationalization of Silver

On August 9, 1934 President Roosevelt issued a proclamation and
an executive order requiring the delivery of all silver held in the
United States, under the authority given him in the Silver Purchase
Act. The full text of these documents is given in Appendix XIV and
Appendix XV.

The proclamation provided that the mints should receive silver
then situated in the continental United States and return therefor the
monetary value at $1.2929-4 per fine ounce, “less a deduction of

54 Ibid., June 29, 30, 1934; for full text, see Annual Report of the Secretary
of the Treagsury . .. 1834, pp. 210-212.
55 New York Times, July 1, 1934,
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61 8/25 per cent thereof for seigniorage, brassage, coinage and other
mint charges.” This was equivalent to a net price of 50.01 cents per-
fine ounce. The proclamation was to be supplementary tc the procla-
mation of December 21, 1933, for the purchase of newly-mined Ameri-
can silver.

The executive order required the delivery of all silver then situ-
ated in the continental United States, with the exception of: silver
coing; silver less than 0.800 fine which had not entered into any use;
silver mined in the United States after December 21, 1933, which was
subject to the earlier proclamation; silver held for industrial use; sili-
ver owned by a foreign government or central bank; silver contained
in fabricated articles; and silver held under license, according to reg-
ulations provided. Delivery was to be made within 90 days. The Sec-
retary of the Treasury was to pay all necessary costs of transporta-
tion of the silver, including insurance. Licenses might be issued by
the Secretary of the Treasury exempting silver used in the arts, im-
ported for re-export, needed to fulfill outstanding contracts, or, with
the approval of the President, exempting silver for other purposes
deemed to be in the public interest.

According to the act the 50-per-cent tax applied only to profits on
actual sales of silver, not to profits on silver delivered to the Treas-
ury uvnder the nationalization order.

About 109,000,000 fine ounces of silver was received within the
original time limit, and some 4,000,000 ounces more before the order
was finally rescinded in 1938 (Chapter XXX, Section 9).

10. Movement of the Price of Silver

As may be seen in Chart 2, page 11, the price of silver had fiue-
tuated in the general neighborhood of 45 cents per ounce during the
first half of 1934. On August 9 it rose above 49 cents per ounce, and
the nationalization price of 50.01 cents per fine ounce {equivalent to
49.96 cents per ounce, 0.999 fine) was therefore only slightly above
the market, and represented a fair price at which to take over the
silver. In fact, the nationalization order had been prepared in June
and held to be issued as soon as the price should approach 50 cents
per ounce.*®

The market price during August and September remained in the
neighborhood of 50 cents per ounce, but in Qctober it rose to over 55
cents per ounce, and remained between 53 and 56 cents per ounce
during November and December,

8¢ Ihid,, Aug. 16, 1934,
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11, Silver Markets

One result of the nationalization of silver was the end of trading in
silver futures at the Cotnmodity Exchange, Inc., in New York, where
2,680,000,000 ounces had been bought and sold since silver trading
was begun in New York in 1931.”, Contracts were liquidated as of
August 9 at the price of 49.96 cents per ounce, 0.999 fine.

During the following weeks there was talk of reviving silver-
futures trading in New York, and groups in Toronto and Montreal
also made plans for organizing silver markets in those cities. A mar-
ket finally was opened in Montreal on October 22. The United States
Treasury granted licenses to several American brokerage firms to
transfer funds to Canada for trading on that exchange 5

On May 1, 1935 trading in silver futures was begun in London
on the Metal Exchange, for the first time in forty-five years,s®

It should be noted that although the futures market in New York
was suspended, and although futures trading in London was newly
begun, the quotations of daily New York and London prices eon-
tinued without interruption. The New York “official” price is quoted
daily by Handy & Harman, and usually is about a quarter of a cent
below the actual market. It serves as a basis for settlements between
smelting and mining companies. In London a daily meeting of four
long-established firms of bullion brokers fixes the price at such a
point as will enable them to fill the greatest volume of the orders on
their books; two prices are quoted, one for “spot” silver, for delivery
within seven days, and one for “forward” silver, for delivery in two
months,8°

12. The Basis for the Issuance of Silver Certificates

The different legislative and executive actions on silver had cre-
ated a variety of conditions for the issue of silver certificates:

1. All silver certificates issued prior to 1933 had been secured
by standard silver dollars, containing 8714 grains of fine silver, which,
incidentally, with silver at 50 cents per ounce, were worth about 38
cents as metal.

2. Under the Thomas amendment silver certificates were to be
issued against silver received on war-debt account to the amount of

57 Ihid., Aung. 10, 11, 12, 1934,
9 58 Ibid., Aug. 26, 28, Sept. 5, 10, 11, 15, 19, 21, 27, 29, Oct. 12, 16, 19, 22, 23,
5, 1934,
30 Ihid., Mar. 23, 1935; Bestorn Evening Transcript, May 1, 1935.
#0 See Bratter, The Silver Market, for full aecount.
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the price at which the silver had been received. Since the silver was
taken at 50 cents per ounce, cerfificates issued on this basis were
backed by 2 ounces of silver to the dollar. They were redeemable only
in standard silver dollars, but the surplus bullion left after coining
dollars was to be

held in the Treasury for the sole purpose of aiding in maintaining the parity of
such certificates as provided in existing law.s1

As mentioned in Chapter XXV, Section 4, $1,560,000 of silver
certificates were issued against 3,120,000 fine ounces of silver early
in 1934. The balance of the war-debt silver was not taken into the
eurrency system at that time, but remained as an asset in the Gen-
eral Fund,.

3. In the case of newly-mined American silver, the President’s
proclamation of December 21, 1933 provided that one-half of the sil-
ver should be coined into standard silver dollars and returned to the
tenderer of the gilver bullion. By the Pittman amendment to the Gold
Reserve Act of 1934 the President was authorized fo give silver cer-
tificates in lieu of the silver dollars; apparently it was intended that
these would be backed by a reserve of bullion at the rate of 8711
grains of fine silver to the dollar. The other half of the silver acquired
under the proclamation was to

. . . be retained as bullion by the Treasury and shall not be disposed of prior to
the thirty-first day of December, 1937, except for eecining into United States
coina,o?

This gave the right to coin the seigniorage, and, by a further provision
of the Pittman amendment, silver certificates could be issued against
any free silver bullion held in the Treasury, so that the seighiorage
could enter the monetary system without actual coinage. Actually no
silver dollars had heen coined and no silver certificates had been is-
sued in acquiring newly-mined American silver; the bullion simply
accumulated as silver in the General Fund, and did not enter the
monetary system.®

4. TUnder the Silver Purchase Act of 1934, the silver might be
acquired with any money, but silver certificates must be issued to the
extent of the cost, and might be issued to the full monetary value, at
$1.29+ per ounce.

With this diversity of conditions for the treatment of silver cur-
rency, some standardization was highly desirable, The Treasury took

81 Thomas amendment, Sec. 45 (e). See Appendix VII for full text.

82 See Appendix IX.

63 Thig is evident from the Circulation Statement of United States Money
and U. 8. Treasury, Daily Statement. See Table 17. '
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steps in this direction immediately after the passage of the Silver
Purchase Act of 1934.

On June 21, Secretary Morgenthau announced that, for the time
being, silver certificates would be issued only to the amount of the
cost of the silver purchased under the act.*

On August 10, the day after the nationalization order, the Treas-
ury announced that it would issue silver certificates, at the monetary
value of $1.29-1 per ounce, against all free silver bullion held in the
Treasury prior to the approval of the Silver Purchase Act of 1934.%
This silver amounted to about 62,000,000 ounces, which had cost
about $47,000,000. At $1.29-1- per ounce, this silver would provide
the basis for about $80,000,000 of silver certificates, thus showing a
seigniorage profit of $38,000,000 which would be taken in to the gen-
eral revenue of the Government.

The high average cost of the silver, about 75 cents per ounce, in-
dicated that in addition to some 22,000,000 ounces of war-debt silver
at 50 cents per ounce and some 8,000,000 of newly-mined American
silver at 64.54 cents per ounce, the balance of the 62,000,000 ounces
must have been acquired at a much higher price. Presumably some
was silver hought several years previously when the market price was
higher and some was silver from mutilated subsidiary coins held for
recoinage and valued at $1.38- per ounce.

In the case of silver acquired under the Silver Purchase Act of
1934, silver certificates would be issued on the basis of $1.29- per
ounce, but, for the time being, only to the extent of the cost of the sil-
ver. This may be illustrated by an example, taking the basis as $1.25
per ounce, instead of $1.29-4-, for convenience of mental arithmetic.
If 1,000 ounces of silver were purchased at 50 cents per ounce, cost-
ing $500, certificates to that amount would be issued and 400 ounces
of silver at $1.25 per ounce would be set aside as a reserve against
them. The remaining 600 ounces of silver, worth $300 at the cost
price of 50 cents per ounce, would represent the profit, which would
be credited to seigniorage revenue, while the bullion would be carried
as an asset in the Treasury (General Fund, but not as part of the
monetary system. It would be possible at any time, if so decided, to
issue $750 more silver certificates, at $1.25 per ounce, against the
600 ounces, showing an additional seigniorage profit of $450.

It was stated also that at any time silver held by the Stabiliza-

¢4 New York Times, June 23, 1934,

85 [hid., Aug. 11, 12, 1934. For text of the various documents relating to
silver cezréiﬁcates, see Annual Report of the Secretary of the Treasury ... 1935,
pp. 262-265.
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tion Fund might be sold to the General Fund, and then used as a ba-
sig for the issuance of silver certificates in the same way as silver
acquired under the Silver Purchase Act of 1934.

On October 18 Secretary Morgenthau announced that seignior-
age resulting from the issue of silver bullion acquired under the Sil-
ver Purchase Act of 1984, whether by purchase or by nationalization,
would

. . appear on the daily Treasury statement, not under ordinary receipts of gen-
eral and special funds, but as a separate item under the same classification as
trust funds and increment on gold.ss

Seigniorage on other silver, including that on the 62,000,000 ounces
held prior to the passage of the act, and that on newly-mined silver
purchased under the President’s proclamation of December 21, 1933,
would be taken into revenue as an ordinary receipt.

As a result of these various measures, all silver certificates had a
reserve against them of silver valued at $1.29- per fine ounce; part
of this silver was in the form of standard silver dollars and part in
the form of bullion. In addition, there was a supply of silver bullion,
representing seigniorage, held at cost price among the assets of the
Treasury, but not part of the monetary system. Additional seignior-
age on this supply was potentially available.

13. The Extent of Silver Purchases

Silver has been acquired in several different ways, and complete
current information has not been made public by the Treasury as to
all the acquisitions and stocks. From various regular official reports,
however, it is possible to get a fairly correct monthly record of the
progress of the Purchase Act program towards its goal

The Annual Report of the Secretary of the Treasury gives, for
each fiscal year ending June 30, the quantity and cost of each category
of silver acquired.®” These figures are summarized in Table 15, which
also includes a computation of the average cost per ounce and of the
monetary value at $1.29- per ounce. The Report also includes a
statement of the quantity of silver bullion in the Treasury on June 30.
In Table 16 this quantity is shown distributed between the silver cer-
tificate reserve and the general fund, together with the book value
and monetary value of each part, and the potential seigniorage which

6 Ibid., Oct. 19, 1934,
$7In the report for fiscal 1934 only the quantity of each class and the total
cost were given.
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TABLE 15

SILVER PURCHASES BY UXNITED STATEs TREASURY
FiscaL YEARS 1934 10 1938

" FISOAL YEAR GOST MONETARY VALUE
ENDED JUNE 30 QUANTITY
\ Per ounce | Total
® T (@) @ (4) G
Qunces i Cents 3 $
' WAR-DEBT SILVER
1924 | 22734824 | 5000 | 11,367412 | 29,394,520
NEWLY-MINED DOMESTIC SILVER
1934 | 8558161 | 6464 |  5532,548 11,065,097
1935 : 30,863,349 65.50 20,214,113 39,904,128
1936 I 48,784,455 77.16 37,642 417 63,074,851
1937 63,029,665 77.561 48,851,604 81,492,900
19387 | 68,715,548 T4.72 51,341,249 BE,844,538
NATIONALIZED SILVER _
1935 112,301,336 | 50.01 l 56,162,471 145,197,686
1936 650,452 50.01 325,204 840,988
1937 63,777 50.03 | 31,911 82,459
1938 17,361 50.01 8,677 22,434
PURCEBASE ACT SILVER

1934 ! 420,684 4500 | 188,208 543,915
1935 ‘ 293,737,702 52.97 155,687,533 379,782,079
19386 558,659,669 63.82 356,540,620 722,281,592
1937 i 163,030,551 47.51 77,458,785 210,786,975
1938 l 337,225,185 44.80 151,082,730 436,008,319

i SILVER CONTAINED IN GOLD BULLION DEPOSITS, ETGC. I
1934 364,826 45.00 159,672 458,765
1935 599,422 51.86 310,834 775,010
1936 411,935 53.94 222207 532,590
1937 454,301 43.95 199,647 587,379
1938 415082 |  43.80 181,807 536,672

TOTAL
1934 | 32,068495 | 53.79 | 17,248,940 41,462,297
15356 | 437,501,808 53.09 232,274,951 065,668,903
1936 608,486,601 64.87 394,730,538 186,730,021
1937 228,578,294 i 55.85 126,536,897 292,949,713
1938 406,373,161 )___ 49.86 202,614,463 525,411,763
Grand total | 1,711,008,25% | 56.89 973,405,789 2,212,212.697
SOURCES _
{2) from Anmnmnal Report of the Secretary of the Treasury . . . 1934, p. 120; iiml. 1935, p. 138;
ibid., 1938, p. 185 ; ibid., 1837, p. 172; Annunal Report of the Director of the Mint 1938 p. 4.

S‘HVEI‘ ucewed in uclnnze for Government stamped

hars is omitted

(8) = (4)/(2). except that in fiseal 1984, when cost of each kind of siiver ie hot avaiiable, the

cost of war-debt

and newly-mined silver has been taken at the figures given in

the above scurces,

and the eost of Purchase Act and wmiscellaneons ailver, reported 10 bave been bought at market
price, has been taken as 45 cenis per cunce, the approximate average for the fiscal year.

{14) from same source &3 (2), exceDt in fiscnl 1934, when it is taken as (2) x (3).

(5) = (2) X $1.29-}.
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could be realized if all the silver bullion were placed in the reserve
at the rate of $1.29-- per ocunce.

Acquisitions of silver under the President’s Proclamation of De-
cember 21, 1933 and under his nationalization Proclamation and Ex-
ecutive Order of August 9, 1934 were reported weekly until the end
of 1936. No regular reports were made of purchases under the Silver
Purchase Act; occasional summary announcements were made by the
Treasury at the request of some member of Congress.®® On December
12, 1935 Secretary Morgenthau released detailed figures of purchases
by periods of four or five weeks ending with the last Friday of each
month.®® In December, 1936 Secretary Morgenthau, testifying before
a subcommittee of the Committee on Appropriations of the House of
Representatives on the Treasury appropriation bill for 1938, pre-
sented a table of the quantity (but not the cost) of monthly purchases
in each category from January, 1934 through October, 1936;™ but
this table was not extended in the similar hearing the following year.
In the autumn of 1937 the Treasury began issuing regular releases
each quarfer, giving the quantity (but not the cost) of silver pur-
chased in each category during the quarter, and with data extended
back to January 1, 1987." Finally, in July, 1938, the Treasury in-
augurated the custom of showing the ounceage as well as the dollar
value of each class of silver listed in the Daily Statement of the
Treasury.

In spite of the lack of regular monthly information on silver
purchases before 1938, there is important monthly material available
in regular Treasury reports. The Circulation Statement of Uniled
States Money shows the book value in dollars of the silver in the
monetary system, which can be converted into ounces at the rate of
$1.294 per fine ounce for silver-dollars and for bullion in the certi-
ficate reserve and at the rate of $1.38+ per fine ounce for subsidiary
silver. The Daily Statement of the Treasury shows the cost (repre-
genting the sum of many transactions at varying prices) of the silver
bullion held in the General Fund of the Treasury, and also the seign-
iorage taken (a small part of which is for non-silver coinage). With
the aid of these data, supplemented and checked by the regularly re-

88 Through Senator Fletcher, Congressional Record, Vol, 79, Mar. 22, 1935,
Pp. 4303-04; through Senator Pittman, ibid., Apr. 11, 1935, pp. 5403-04; through
Senator MeCarran, ibid., June 12, 1935, pp. 9085-86; and through Representative
Hill, ibid., Aug. 24, 1935, pp. 14633-34. .

6 New York Herald Tribune, Dec. 138, 1935.

10 Treasury Department Appropriation Bill for 1938, p. 27,

71 Commercial and Financial Chronicle, Vol. 145, Nov. 27, 1937, p. 3425: Vol.
146, Jan. 29, 1988, p. 679; April 30, 1938, p. 2775; Vol. 147, Aug. 6, 1938, p. 825;
Oet. 29, 1938, p. 2612,
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ported annual figures and by some of the special occasional statements
mentioned above, it is possible to piece together a fairly accurate
monthly picture of the silver stocks on hand. In this way Table 17 and
Chart 10 have been constructed to show at the end of each month the
total book value of the silver, including both that in the monetary
system and the bullion held outside of the monetary system in the
General Fund of the Treasury, the potential seigniorage which could
be realized by transferring the latter into the monetary system, the
gilver-purchase quota, the amount still to buy, and the silver as a per-
centage of the gold. Prior to July, 1938 the potential seigniorage, and
hence the total silver, is an estimate; after that date it is exact, be-
cause computed from the ounce figures in Daily Statement of Treas-
ury. The silver-purchase.quota is taken as one-third of the gold stock.
Strietly it should be figured as one-quarter of the sum of the gold and
silver stocks to correspond with the wording of the Silver Purchase
Act of 1937. Such a goal could be reached most quickly by disposing
of gold at the same {ime as acquiring silver. Since, however, there has
not seemed to be much likelihood of a decrease in the amount of gold,
which in fact has been increasing almost continuously since the pas-
sage of the act, the silver quota has usually been interpreted as one-
third of the gold stock; in fact, a chart kept by the Treasury Depart-
ment itself is on this basis,™ which therefore has been adopted in this
table. Purchases required on the basis of one-quarter of the total
stock would usually be between 250,000,000 and 300,000,000 ounces
less than the figures shown in column (14).%

72 Treasury Department Aygwopﬂctﬂm Bill for 1938, p. 80.
73 For a chart similar to Chart 10, but showmg the quota ﬁgured in both
ways, see Leavens, “Five Years of Sllver Subsidy.”
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SOURCES OF TABLE 17

{2). (8). (4) from Circulation Statement of United States Money.

(6), (7) from Daily Statement of the Treasury, .

(9) estimated by the writer. Potential seigniorage as of June 30 each year is as shown in
Table 16, Figures for other months heve been estimated. For the period from Jenusry, 1934 to
October, 1936, inelusive, use has been made of the data on monthly acquisitions, in vunces, of each
kind of silver as given in Treasury Department Appropriation Bill for 1938, . 27. The cost of
newly-mined American and nationalized silver was taken at the prices fixed; that of Purchase Act
silver was estimated at the sverage market price each month and adjusted when necesssry to make
the total of monthly costs agree with fiscal-year totals as reported by the Secretary of the Tress-
ury {see Table 15). The difference between the monetary value at $1.29+ per ounee and the cost
&3 above estimated gave the total available seigniorage each month. From this wag subtracted the
seigniornge actually taken each month, as reported in the Daily Statement of the Treasury (with
adustment for that part pertaining to minor coin, yearly firures for which are given in the Annual
RBeport of the Secretary of the Tremsury) to give the potentisl scigniorage which might still be
taken. For the period after October, 1986, the same method was applied to quarterly reports of the
quantity of silver purchused, as released by the Treasury [rom time to time (see footnote 1).
Beginning in July, 1928, the Dxily Statement of the Treasurty gave ounceage for each class of sl
wer ; this made it possible to compute the potential seigniorage exactly.

(11) from Circulation Statement of United States Money: this item represents all gold held In
the Treesury, ineluding “inactive gold” for the period from December, 1836 to March, 1938, inclu-
sive; and also gold held outside of the Treasury prior to 1534.

In rounding off figures the aim has been to make those in ecolumn (8) as exact as possible,
even if that involved rounding off an occasional item in the earlier columns one unit high or low.



CHAPTER XXVII

THE EXECUTION OF THE ACT, 1935

The Queen propped her up against a tree and said kindly, “You may
rest a little now.”

Alice looked around her in great surprise. “Why, I do believe we've
been under this tree the whole time! Everything’s just as it was!”

“Qf course, it is,” said the Queen: “What would you have it?”

“Well, in our country,” said Alice, still panting a little, “you’d generally
get to somewhere else—if you ran very fast for a long time, as we've heen
doing.”

“A glow sort of a country!” saild the Queen. “Now here, you see, if
takes all the running you can do, to keep in the same place. If you want to
get somewhere else, you must run at least twice as fast as that!”

«17d rather not try, please!” said Alice. “I'm quite content to stay here—
only I am so hot and thirsty!”

LEWIS CARROLL, Through the Looking-Glass

The winter of 1934-1935 wasg uneventful in the silver market. Al-
though the Treasury made no detailed announcements as to its pur-
chases under the act, it was evident from routine reports and from the
statistics of silver imports that purchases were being continued on
an extensive scale. An exchange of gold for silver with Mexico was
reported, and Secretary Morgenthau intimated that he was ready to
consider applications from other nations for similar transactions.

1. The Price of Silver in the Spring of 1935

The 50-per-cent seigniorage established by the President's proc-
lamation of December 21, 1933 had resulted in an effective price of
64.5-]- cents per ounce for newly-mined American silver, and had
given domestic producers a bonus of about 50 per cent above the then
current price of 43 cents per ounce. By the beginning of 1935 the
market price of foreign silver had risen to 55 cents per ounce, which
was still well below the government price for domestic silver. About
the middle of February, however, the market price for foreign silver
began to rise, and went up rather steadily until, on April 10, it reached
644 cents per ounce. Around noon of that day Secretary Morgenthau
told reporters that the Government was ready to meet the world

© 1 New York Times, March 21, 22, 1935.
—282—



Tue EXECUTION OF THE AcCT, 1935 283

price of silver, whatever it might be? That evening the President
issued a proclamation which amended that of December 21, 1933 by
reducing the seigniorage from 50 to 45 per cent; that is, it increased
the effective price for newly-mined domestic silver to 71.11 cents per
ounce.*

The chief result of this action was to stimulate the world market
price of silver, which rose to 684 cents in two days, and after a slight
reaction reached 71§ cents per ounce on April 24. After a conference
with Secretary Morgenthau, the President issued another proclama-
tion, reducing the seigniorage to 40 per cent or raising the effective
price to 77.57 cents per fine ounce.* The market price jumped to 77
cents the next day, and fo 81 cents on the day after. The two succes-
sive official increases apparently gave the silver market the idea that
any rise in the price would be matched immediately by the Adminis-
tration, and opened the way to a vicious upward spiral in the price of
silver which would benefit no one but producers and speculators. It
is possible that the President realized this, for he did not raise the
domestie price further, and for the next few weeks the market price
fluctuated between 71 cents and 77 cents per ounce. On the other
hand, his restraint may have been caused by the protest of Mexico,
described below.

2. The Effect of the Rising Price of Silver on Mexico

The rising price of the white metal made the silver coins of Mexi-
co worth melting. As deseribed in Chapter XVIII, Section 5, Mexico
had established a bullion parity of $1.291 per ounce for her silver
coins in 1919 to meet the wartime rise in the price of silver. During
the world depression, however, she had not been able to maintain the
gold standard, and the exchange value of her silver currency had
depreciated below the gold par, although not down to the bullion value
of the silver coin. From early in 1934 the exchange value of the peso
had been maintained at 8.60 pesos to the new American dollar. At
that exchange rate, the bullion parity of the peso worked out at 71.9
cents per ounce. As a result, when silver passed 72 cents per ounce
there was incentive to melt the silver coins and export them. Mexico
thus began to experience a currency situation similar to that which
she, and such other countries as the Philippines and the Straits Settle-

2 New York Herald-Tribune, April 11, 1935.
3 New York Times, April 11, 1935; full text in Annual Report of the Secretary
of the Treasury . .. 1835, pp. 260261,

+ New York 'I‘tmes, Apnl 25, 1935; full text in Annual Report of the Secre-
tary of the Treasury ... 1985, p. 261,



$ 284 SILVER MONEY

ments, had gone through in 1906 and again during the World War.
The Mexican Government acted quickly. On April 26 it ordered the
-surrender of silver coins to the Government in exchange for paper
money, just as the American Government had expropriated its citi-
zens’ gold two years previously. The export or melting of silver coins
was prohibited. A bank holiday was declared over a week end to
facilitate adjustments.®

Eduardo Suarez, Mexican Finance Minister, flew to Washington
and conferred with Secretary Morgenthau on Sunday, April 28. On
the same day the Bank of Mexico announced that it would buy and sell
dollars without limit at the official rate of 3.60 pesosz to the dollar,
although market rates had fallen as low as 3.30 pesos during the
preceding week.

On Monday, April 29, Secretary Morgenthau announced that his
conversations with the Mexican Minister had been satisfactory. The
latter made a statement to the effect that Mexico had taken rapid and
effective steps to meet the situation caused by the rise of the market
price of gilver above the bullion parity of her coins; that as a producer
of silver she could not but “look favorably upon the revalorization of
the metal.”

The Mexican banks recpened the same day, and, except for a
shortage of small change before new bronze coing could be placed in
cireculation to replace silver, there was no serious inconvenience.®? On
May 24 a decree provided for the issuance of new silver coins of lower
fine content. By October over 200,000,000 of the old silver coins,
representing perhaps 80 per cent of the total existing amount, were
held by the Bank of Mexico.?

Fundamentally, since Mexico was the largest producer of silver,
the rise in its price was to her advantage, because it stimulated the -
mining industry, with consequent increase of employment, general
business activity, and tax revenue. So far as her currency was con-
cerned, although the adjustment caused some inconvenience, she was
to receive a substantial seigniorage profit from the decrease in the
silver content of the coin.

3. Effects on Other Countries

The rising price of silver similarly passed the bullion parities of
the silver coins of several other countries, and made it necessary for

5 New York Times, Apr. 28, 1935.

s Ibid., Apr, 29, 30, 1935,

. 7 Latin American Financial Notes, No. 178 June 14, 1935, p. 13; ibid.,, No.
183, Nov. 14, 1935, p. 17. ‘
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their governments to call in silver coing, prohibit melting or exporta-
tion, and issue new currency of paper or base metal. Among the
countries thus affected were Peru,® Costa Rica,® Guatemala,*® Colom-
bia,** Ecuador,*? Uruguay,’® El Salvador,** and Bolivia.'®

Italy on May 14 prohibited the export of silver even in the form
of jewelry; the bullion parity of her coins had not been reached, but
it was expected that large amounts of silver would be needed in con-
nection with the operations in Ethiopia, where the silver Maria
Theresa dollar was an important medium of exchange. On June 15
the Government called in all silver coins from circulation. Later it
began coining dollars for use in Ethiopia, using, it was reported, an
official die purchased from the Vienna mint.»¢

On May 20, 1935, as a belated neighborly gesture, the United
States Treasury issued an order, approved by the President, prohibit-
ing the importation of foreign silver coin of a monetary value less
than 110 per cent of its bullion value, except under license in special
circumstances.’” This applied to the coins of most of the above-men-
tioned countries, as well as to those of China and Hong Kong. Since
the order did not apply to bullion derived from such coins, it was not
of great importance; it merely meant that the coins would have to be
melted before shipment instead of after arrival in the United States.
In fact, throughout 1935 the Treasury undoubtedly purchased in Lon-
don large quantities of silver derived from Chinese coins smuggled
out through Japan or Hong Kong.

The experience of the countries affected by the rise in price re-
sulted in a real setback to the use of silver as subsidiary coinage. As
was pointed out in Chapter XVIII the wartime rise in the price re-
sulted in a lessened use of silver money, as reflected in raised bullion
parities (shown in Chart 8, page 16) and in the substitution of
paper and base-metal currencies. In the following decade, with
moderate and low prices of silver, there seemed little danger that
bullion parities would be exceeded again by the market price, and
there was some revival of the use of the white metal for subsidiary

&8 New York Times, May 5, 1935; Latin American Finaneial Notes, No. 172,
May 29, 1935, pp. 12-13; No. 174 June 29, 1935, p. 10.

® Ibid., No. 171, May 14, 1935, pp. 10-11; No, 180, Sept. 29, 1985, p. 8.

10 Ilnd No. 173 June 14 1935, pp. 12-13.

1 Ibzd., No. 173 June 14, 1935, p. 7; Ne. 178, Aug. 29, 1935, pp. 8-10.

12 Jbid., No. 173 June 14 1935 P 12.

13 Ibid., No, 173, June 14, 1935, p. 18,

14 Jbid,, No. 174, June 28, 1935, p. 11,

15 Ibhid., No. 176 July 29, 1935, p. 2.

16 Boston Evemng Transcript, May 14, 1935; New York Times, June 18, Sept.
26, Oct. 25, 1935,

17 For full text, see Annual Report of the Secretary of the Treasury . .. 1935,
pp. 261-262.
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coinage. The 1935 rise, however, as has been seen, endangered the
silver eoinage of several countries where a depreciation in the ex-
change value of the monetary unit had lowered the effective bullion
parities. A further rise would have threatened the silver coinage of
Spain at about 94 cents per ounce, of the Philippines at 97 cents, of
Siam at $1.04, of India, with its enormous rupee circulation, at $1.08,
of Indo-China at $1.12, of Australia at $1.17, and of Japan at $1.26,
before the final goal of $1.29 per ounce was reached.’®* Although the
price soon receded from the peak of 81 cents per ounce, the fact of
the sharp rise in April could not fail to leave the currency authori-
ties of many countries apprehensive of taking any risk with a metal
whose price was s0 subject to American political influence.

In fact there was very little new coinage of silver throughout
the world in 1984 and 1935. A certain amount was coined in Colom-
bia,'* Venezuela,®® and Cuba,* because of the need of circulating cur-
rency or because of the attraction of the handsome seigniorage profit.

In the United States, although only a few silver dollars were
coined, the bulk of the purchases being held as builion, the revival of
business and the upward movement of prices, necessitated a heavy
coinage of silver subsidiary coins, the stock of which increased from
$294,000,000 on May 31, 1231 to $372,000,000 on December 31, 1937.22
The progress of this increase may be seen in Table 17, pages 278-230.

4. Siver in Congress

The first session of the Seventy-fourth Congress assembled on
January 3, and adjourned on August 26, 1935. The silver question was
much less prominent at this session than at those of the preceding
years.®® Several silver bills were introduced at the opening, but never
got out of committee.®

On March 11 Senator Thomas of Oklahoma proposed an amend-
ment to the joint resclution appropriating $4,880,000,000 for work
relief, which had been under discussion for several weeks. This
amendment provided that silver certificates should be issued to the

18 Leavens, “Silver Coins to the Melting Pot’’; see also G. A. Roush, “The
Melting Point of Silver Coinage the Resultant of Price and Exchange Rates.”

12 Latin American Financial Notes, No. 175, July 14, 1935, p. 5.

20 Ibid., No. 171, May 14, 1935, p. 23.

21 Thid., No. 163, Jan. 14, 1935, p. 8; No. 180, Sept. 29, 1935, p. 9.

22 Circulation Statement of United States Money, passim; annua,l Report of
the Director of the Mint, passim.

23 For a fuller account of silver at this session, see Leavens, “Silver at the
Recent Session of the American Congress.”

24 H, R. 2002, 2009, 2011, Congressional Record, Vol. 79, Jan. 3, 1985, pp.
fg;go; H7.4%. 2747, ibid., p. 52; H. R, 2799, ibid., p. 54; H. R. 4357, ibid., Jan, 22,

» b. 740,
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full monetary value of the silver acquired, instead of merely to the
extent of the cost: that silver certificates should be kept actively in
circulation; that silver purchases should be made at the rate of
50,000,000 ounces per month; that when the price of $1.29} per
ounce had been reached there should be free coinage of silver; and
that the Secretary of the Treasury might, at his discretion, exchange
pold for silver, and might accept silver in settlement of any balance
due to the United States.?* This amendment was opposed by the
Treasury?® and was laid on the table by a vote of 40 to 33.*" Senator
Thomas, however, succeeded in persuading the Senate to accept a re-
vised amendment without the provisions for compulsory monthly
purchase and for free coinage.” I was expected that this amendment
would be eliminated when the work-relief joint resolution went to
conference with the House, as in fact it was.®® Senator Thomas lost
no opportunity during the remainder of the session to air his views on
silver.te

Senator Patrick A. McCarran of Nevada, on April 4, presented a
bill to repeal Sections 6, 7, and 8 of the Silver Purchase Act, which
provided respectively for the regulation by the Secretary of the
Treasury of all silver transactions, for the nationalization of silver,
and for the tax of 50 per cent on profits from silver transactions.®
This bill was opposed by the Treasury? but was reported favorably by
the friendly Committee on Agriculture and Forestry.®® It was aecepted
as an amendment to the revenue bill on August 15,%¢ but was rejected
in conference.®* In order to prevent a filibuster against the revenue
bill, the McCarran bill finally was allowed to pass the Senate as a
gseparate measure on the eve of adjournment.* When referred to the
House at the opening of the second session in January, 1936, it was
returned to the Senate, because the House considered the bill out of

25 I'hid., Vol, 79, Mar. 11, 1985, p. 3330, text of amendment; Mar. 22, 1935,
pp. 4288-4305, discussion.

26 [bid,, Mar, 22, 1935, pp. 4303-04.

27 I'hid., Mar. 23, 1935, pp. 4348-49.

28 Ibid., Mar. 28, 1935, pp. 4349-53, 4362,

20 [bid., Mar. 26, 1935, pp. 4465, 447071, 4476; Apr. 14, 1935, pp. 5115-16,

3b.

80 fhid,, Apr. 4, 1935, pp. b006-08; Apr. 5, 1935, pp. 5116-29; May 2, 1935,
pp. 6771-73; May 14, 1935, pp. 7440-50; July 26, 1935, pp. 11917-21; August 15,
1935, pp. 13241-43; Aug. 24, 1935, p. 14479; Aug. 24, 1935, pp. 14630-32.

318 2507, ibid., Apr. 4, 1985, p. 4983; Apr, 5, 1935, pp. 5093-94; Apr. 9,
1935, pp. 5323-24.

82 Ibid,, Apr. 11, 1935, pp. 5412-13; Apr. 16, 1935, pp. 5732-33.

33 Ibid., Aug. 1, 1935, p. 12244,

84 Ibid., Aug. 15, 19385, p. 13240.

35 Amendment 25 in Conferenee Report on H. R. 8974, ibid., Aug. 24, 1935,
Pp- 14627-31, 14633-34. i

a8 8 3260, ibid., Aug. 24, 1934, pp. 14480-84.
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order; in view of the constitutional provision that all bills concerned
with raising revenue must originate in the House.?”

On April 12, 1935 newspapers reported that the Senate Cornmit-
tee on Agriculture and Forestry had considered favorably a bill pre-
sented by Senator Wheeler of Montana, ordering the purchase of
50,000,000 ounces of silver per month until silver should make up
one-fourth of the monetary stocks or until the price should reach a
ratio of 16 to 1 as compared with gold.?® This, of course, was even
more thoroughgoing than the Thomas bill, since a ratio of 16 to 1
would mean a price of $2.19 per ounce for silver in comparison with
$35.00 per ounce for gold, No official report on this bill, however, was
made by the committee,

Throughout the session Senator Pittman generally showed a more
moderate attitude than the extreme members of the silver bloe, and
supported the Administration in its execution of the Silver Purchase
Act.®® He did, however, go so far as to introduce a bill for paying the
soldiers’ bonus with silver certificates to be issued against seigniorage
gilver.s

The President, in a letter of July 25 replying to an appeal by 46
Senators for aid to silver, declared that the Silver Purchase Act was
being carried out vigorously and in good faith, and

... that our duty has been, and will be, discharged in the manner most advan-
tageous to the public interest, as the act itself enjoins, and in pursuit of our
cormon objective of a wider monetary use of silver.?

After the August drop in the price of silver, described below,
both Senators Pittman and Thomas proposed resolutions for the in-
vestigation of the administration of and the effects of the Silver
Purchase Act.*? The more moderate resolution of the former was
adopted, and a committee consisting of Senators Pittman, King,
Thomas of Oklahoma, Borah, and McNary was appointed.* No report
of this committee has ever been made public.

5. The Protest of Silver Manufacturers

Meanwhile, the rapid rise in the price of silver during the spring
had alarmed industrial users of the white metal. On May 9 Repre-

37 I'bid., Vol. 80, Jan, 15, 1936, p. 448,

3¢ New York Times, Apr. 12, 1935.

3% Congressional Reecord, Vol. 79, Apr. 11, 1935, pp. 5403-06; July 23, 1935,
Pp. 11614-15.

4¢ Ibid., May 27, 1935, pp. 8219-20.

41 Ibid., July 26, 1935, p. 11921.

2 Ibid., Aug. 15, 1935, pp. 13198; Aug. 24, 1985, p. 14479,

43 Ibid., Aug. 16, 1935, p. 13391.
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sentative Joseph W. Martin, Jr. of Massachusetts addressed the House
regarding the ill effects on the silverware industry. He pointed out
that for many years the price of silver had averaged around 60 cenis
per ounce, and that the industry had been able to stand the high war-
time price of its raw material only because of the general high prices
and prosperity which then prevailed. The current rising price of sil-
ver would necessitate an increase in retail prices of silverware and
would reduce sales. He stated that 70,000 men, women, and children
were directly dependent upon the manufacture of silverware, and that
225,000 people were dependent upon the retail jewelry stores through
which the product was distributed.*

On June 5 Senator David I. Walsh and Representative Martin of
Massachusetts introduced bills in their respective houses to amend the
Silver Purchase Act of 1934 by authorizing the Seeretary of the
Treasury
. . . to set aside and earmark for commereial use in the arts and industries . .
an arnual allotment from the Treasury's accumulated stocks of silver from
whatever source derived. The annual allotment so earmarked shall he in a total
sum of fine ounces equivalent to the total consumption by all such commercial
users, and in no event shall . . . exceed 40,000,000 fine ounces in the first year of
the operation of this act.s®

This silver was to be sold to commercial users at 60 cents per
ounce, or, if silver were “officially priced” at more than $1.00 per
ounce, then it would be sold at 40 cents less than the official govern-
ment price.

~ No action was taken on this bill, and in fact the fall in the price
of silver during the summer made the matter less serious for users of
the white metal. It is significant, however, that legislation chiefly set
up for the benefit of a producing industry should bring its reaction in
the request for special favors from a related consuming industry.

6. The Price of Silver after the Spring of 1935

After the flurry in April, the price of silver dropped slightly,
when it became apparent that the Government was not going to keep
on raising the price for newly-mined American silver. It remained
above 70 cents per ounce, however, until the end of June, when it
began to fall again. From July 13 to August 12, inclusive, it re-
mained steady at 674 cents per ounce in New York and at the approxi-
mate equivalent, around 30 pence per ounce, in London. This pegging

44 Ibid., May 9, 1935, pp. 7237-38.
45 8, 3000, 1bid., June 5, 1935, pp. 8667-68; H. R. 8367, June 5, 1955, p, 8742.
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was accomplished by the fact that the American Treasury was ready
to take, at that figure, all that was offered in the London market.

In August, however, offerings increased greatly, and the Treas-
ury purchased 25,000,000 ounces on one day, August 14, but at a
lowered price of 65§ cents per ounce, The price was kept pegged at
this point, the equivalent in London fluetvating in the neighborhood of
29 to 291 pence per ounce depending upon the sterling exchange rate,
vntil December 7, in spite of the Chinese abandonment of the silver
standard on November 3 to be described in Chapter XXIX.

On Monday, December 9, there was a delay of two hours in set-
ting the London price, because no bid had been entered by the United
States Treasury at fixing time. The price was dropped ;% pence in
Londcn and § cents in New York.* On December 10, for the first
time since the World War, no price was set in London, because there
was such a flood of selling orders. In the Montreal futures market
the price dropped 5 cents and more. In New York the drop was only
1 cent, buf the quotation was nominal.*® In Bombay the price dropped
7% rupees per 100 tolas, or the equivalent of 73 cents per ounce.*

During the next fortnight the price dropped rapidly in all mar-
kets. The New York price then remained steady at 494 cents per
ounce from December 24, 1935 to January 15, 1936; and at 442 cents
per ounce after January 20 except for occasional minor fluctuations,
During the period of adjustment the New York price was not always
near parity with the London price, but, after it was finally pegged af
44% cents per ounce, the London price held close to the parity, which
was approximately 20 pence per ounce, fluctuating with the sterling
exchange rate,

7. The Change in the Treasury Purchase Policy

The reason for the December drop in price was the sudden aban-
donment by the American Treasury of its former policy of taking all
gilver offered in London at the equivalent of the New York price of
65% cents per ounce.

Secretary Morgenthau, however, made public very little informa-
tion about this action or the reasons for it. On November 7, after
the departure of China from the silver standard to be described in
Chapter XXIX, he merely stated that developments in China were be-
ing followed closely but as yet had brought no change in the American

48 New York Times, Aug. 15, 1936.

47 I'bid., Dec. 10, 1935,

48 Ibid., Dec. 11, 1935,

“ Financial News, Vol, 8, No. 49, Dec. 14, 1935, p. &5,
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policy.®® On December 10 the Treasury refused to say more than that
it was *still fulfilling the provisions of the Silver Purchase Act.”** On
December 12 Mr. Morgenthau stated that he was continuing to carry
out the provisions of the act. He said that he bought silver on Decem-
ber 9, 10, and 11, “in different places in addition to the domestic
market,” but refused to reveal the quantities purchased.®* On Thurs-
day, December 19, he stated that the Treasury had purchased silver
“every day this week.”s* He also stated that the United States was
buying silver directly from the Mexican Government and was taking
all the Mexican newly-mined silver. He contended that the American
silver policy had been successful and was “in the interest of the
public.”’s

The Treasury’s reticence in explaining its policy naturally led to
many attempted explanations on the part of others. Among these
were the following:

1. Tt might be to avoid purchasing at a high price the flood of
silver which could be dumped on the market by China and Hong Kong
in their abandonment of the silver standard.®® These governments
both would be in the market for sterling and American dollars to pro-
vide support for their managed currencies; and to procure them they
might have to sell silver. It would seem reasonable that the United
States Treasury, in carrying out a law ostensibly intended to increase
the world monetary use of silver, might be loath to aid and abet gov-
ernments that were abandoning the white metal. The strength of this
argument was weakened later when it transpired (Chapter XXX,
Section 2) that the Treasury already had purchased 50,000,000 ounces
of silver from China at the current price of around 65 cents per ounce,
The December action of the Treasury, however, might possibly rep-
resent a change of policy after the situation was more fully under-
stood. There were two variants of this reason, beside the cbvious one
that, with China a seller, the price of silver might be expected to drop
and the Treasury could save the taxpayers’ money by taking advan-
tage of this. The first variant was that the American Administration
wished to punish China for her lack of co-operation in the plan for
the world rehabilitation of silver, and to bring pressure on her to
restore silver to a monetary status.”® The second variant was that it
wished to help China, for, by allowing the price to drop, the profit in

50 New York Times, Nov, 8, 1935.
51 Ibid., Deec, 11, 1935.

sz Ibid., Dec. 13, 1935.

53 Ihid., Deec, 20, 1935.

54 IThid.

55 Ihid., Dec. 11, 1935; New York Herald-Tribune, Dec. 11, 1935.
56 New York Herald-Tribune, Dec. 11, 1935.
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smuggling silver out of China would be largely removed, and the
Chinese Government would be aided in carrying out its plans for the
nationalization of silver.s

2, The heavy purchases of silver during the autumn months
might have been intended to keep up the value of the pound sterling
at a time when there was a large flow of capital from Europe to
America, which otherwise would have tended to strengthen the dollar
and weaken the pound; with the cessation of this flow of capital about
the beginning of December it was no longer necessary to support the
pound.® If, however, the silver-buying program had been intended to
support the pound, it seems as if the price of silver would have heen
allowed to vary and that of the pound kept pegged as closely as pos-
sible; whereas in fact the price of silver in New York was pegged at
65¢ cents from August 14 to December 7, while the price of the
pound varied between $4.89 and $4.98 during the same period.

3. Senator Pittman saw in the Treasury’s action an attack on
the British financial dominance.®® Since domestic producers still were
receiving 77.57 cents per ounce, his constituents were not injured by
the fall in the world price. Senator Thomas of Oklahoma at first took
the same view*® but later stated that the Treasury had lost money by
the drop in price and intimated that the silver bloc would demand an
investigation.s

Whatever the Treasury’s reasons may have been, the slowing
down of its purchases and the resultant drop in the world price were
factors for the ultimate benefit of the Treasury and of the world silver
market, upsetting as they were for a time. If the action could have
been accepted as the beginning of a policy looking toward the repeal
of the Silver Purchase Act, it could have been hailed as a statesman-
like move. Unfortunately, however, there was no evidence to show
that it was any more than a hastily-conceived temporary expedient,
which might be changed by future whims of the Administration.

57 Wall Street Jowrnal, Dec, 11, 1935.

%8 New York Times, Dec. 11, 1935.

8 Ibid.; New York Herald-Tribune, Dec, 11, 1935,
80 I'hid,

61 Ihid., Dee. 13, 1935.



CHAPTER XXVIII
THE EFFECT OF AMERICAN SILVER PoLICY oN CHINA, 1934 AND 1935*

“By-the-by, what became of the baby?” said the Cat. “I'd nearly for-
gotten to ask.”
“It turned into a pig,” Alice answered. . .
“I thought it would,” said the Cat, and vanished again.
LEwWIs CARROLL, Alice’s Adventures in Wonderland

1. The Reception of the Silver Purchase Aci

As pointed out in Chapter XXII, Section 5, opinion in China by
the end of 1933 generally was against any artificial rise in the price
of silver; at the beginning of 1934 there was serious concern over the
prospects of American legislation on the subject.

The appointment, in March, 1934, of Professor Rogers (Chapter
XXVI, Section 5) to study the silver situation was weleomed in
Shanghai as a sign that the American Government would consider the
interests of China in this matter. By the time he arrived, however,
the activity of the silver proponents in Washington was in full swing,
and there was some skepticism in Shanghai as to whether the Ad-
ministration would be able to defer action on silver until an adequate
report on the Chinese aspects of the matter had been received.?

During the spring developments in the silver situation in the
American Congress were watched with interest in Shanghai, and
there were many expressions of opinion opposing any artificial rise
in the price of silver unaccompanied by recovery in the general com-
modity price level.® The opposite view was expressed by a few, but
without very convincing arguments to support their case.*

1 This chapter follows to some extent the plan and uses at times the wording
of the author’s paper, “American Silver Policy and China,” Hervord Business
Review, Vol. 14, Autumn, 1935, pp. 45-58.

z China Press, April 13, 1934,

3 R. Calder Marshall, Chairman of British Chamber of Commerce, Shanghai,
and H. G. W. Woodhead, Chairman of China Association, speaking at joint meet-
ing, North China Daily News, April 18, 1934; Chang Kia-ngau, annual report of
the Bank of China, China Press, Apr. 15, 1934; Chairman of Hankow British
Chamber of Commerce in report for 1933, Nerth China Dail(g News, Apr. 27,
1934; North Chine Daily News, editorial, May 16, 1934; H. G. MacEwan, Sta-
tistica{r Setiretarzy of Chinese Customs, Report on the F’areign Trade of China,
19323, Vol. 1, p. 2.

1 Letter from “Silverite,” Ching Press, Apr. 22, 1934; articles by Prof, Pa-

uan S. Hsu, Ching Press, April 24, 25, 1934; letter from “Outport,” Finance &
ommeree, Vol. 23, Mar, T, 1934, p. 271.
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Presumably in order to be prepared in the event of American
silver legislation which might tend to draw silver out of China, the
Ministry of Finance on April 29, 1984 announced that special permits
would be required for the shipment of silver from Shanghai to foreign
countries or to outports.®* Rumors arose from time to time that the
Government was considering an embargo on the export of silver, but
these were denied,® and permits were given freely. There was talk
also of a reduction of the silver content of the Chinese dollar, but this
was not considered a practical measure.”

The possibility of some future devaluation of the Chinese silver
dollar was recognized, however, when the Municipal Council of the
Shanghai International Settlement on May 31, issued C. S. (Chinese
Standard) $7,000,000 of debentures without any such silver clause
defining the weight and fineness of the Chinese silver dollar, as had
been commonly used in recent years.

The Council explained this action as follows:

In recommending that no further definition of the weight and fineness of the
dollar be given than “Chinese Standard Silver Dollars,” the Treasurer stated
that it would in his opinion be improper to impose a potential burden on the
ratepayers in respect to the new loans in having to provide funds for the equiva-
lent of the silver content of the dollar at any time. The Couneil’s credit stood
higher than ever before, and he considered that it should not adopt a dangerous
principle and potential risk.®

In spite of this lack of safeguard for the investor, the loan was over-
subscribed three times as soon as the books were opened.®

President Roosevelt’s silver message of May 22, given in Appen-
dix XII, was received favorably by Chinese bankers. Pei Tsu-yee,
manager of the Shanghai Branch of the Bank of China, issued a stafe-
ment in which he said:

From an immediate standpoint, the possibility of any sharp change in the
price of silver, with a consequent disturbing effect on China’s economic life, is
greatly lessened. This for the following reasons: first, becaunse the U. 8. Treas-
ury ... ig not at present prepared to pay a price of more than 50 cents an ounce;
pecondly, because specnlation in gilver will be greatly discouraged by the likeli-
hood of practical stability; thirdiy, because the proposed tax of 50 per cent on
all profits resulting from dealings in silver will further render unattractive sil-
ver speculation.

The message is particularly acceptable because it would indicate that in-

5 China Press, Apr. 30, 1934.

6 Finan¢e & Commerce, Vol. 28, May 2, 1934, p. 519.

 Ibid., Vol 23, Feb. 28, 1934, p. 243 (E, Kann).

8 Municipel Gazette, Shanghai, June 1, 1934,

® North China Daily News, June 1, 1934; see also ibid., editorial, May 31,
593149,3211d letters in the correspondence columns on May 28, 29, 30, 31, and June
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terests other than those purely American have been taken into account, that it
is based on international as much as on national considerations.

. . . any policy which aims to give stability to silver must be welcomed by China,
the one country whose monetary system is based on that metal, while the imme-
diate move to lift silver from the speculative arena is gurely for her good.1o

The reaction of Mr. Pei and of other Shanghai opinion might
have been somewhat different if the full text of the bill had been
available, instead of brief cabled summaries, which apparently caused
misunderstanding of an important point. According to the outline of
the bill cabled Shanghai,

. « . it provides no purchases of the white metal shall be made under the follow-
ing conditions:

1. At prices in excess of the monetary value of silver.

2. Whenever, and for so long as, the monetary value of silver stocks shall
be equal to or greater than 25 per cent of the aggregate value of gold and silver
stocks.

8. At a price in excess of 50 cents an ounce.1?

The first two of these conditions were stated correctly, but the third
omitted the important fact that it was to apply only to “silver situ-
ated in the continenta] United States on May 1, 1934.” Although this
limitation was mentioned in some newspaper accounts, that its full
import was not appreciated in Shanghai is evident from other re-
marks in the newspapers during the ensuing few weeks,? until the
full text was received by mail.2®* Even after that, some references in-
dicated that 50 cents per ounce still was thought of as the limit.+
The general expectation that the price of silver would not rise
above B0 cents per ounce had a steadying influence., The price re-

10 Ibid., May 24, 1934. ]

11 Jhid.; the same phraseology was repeated in ibid. on June 13, 1934 in de-
seribing the passage of the bill. L

12 480 far as the price of domestic metal is concerned it is stipulated that the
price of b0 eents shall be the high limit, which was yestert_ia:y.oonmdered Teason-
able in Shanghai, seeing that the present price is in the vicinity of 45 cents per
ounce.” Shanghai Times, editorial, May 24, 1934, This, to be sure, recognized
that the 50-cent price applied to silver in the country, but the tone of the edi-
torial was that that wouid be the limit.

“With the present American price for gilver at 45-1/4 cents an ounce troy,
the decision not to pay more than 50 centa an ounce may have the effect of limit-
ing the movements of the price of the metal within the narrow limits of 4-3/4
cents . . . ,” North Ching Daily News, editorial, May 25, 1934,

12 The full text of the bill appeared in the North China Daily News of June
21, 1934.

14 “Pyrchasges of silver . . . may be made at home or abroad at prices not ex-
ceeding 50 cents an ounce.” Finance & Commerce, Vol. 23, June 27, p. T42.

« ., seeing that the new act only sanctions Government purchases up to a
limit of 50 cents an ounce . . . ¥ Ibid.,, Vol. 24, July 4, 1934, p. 1{.

“Under the terms of the new Silver Act the limit of price for Government
purchases is 50 cents an ounce.” Ibid., Vol. 25, July 11, 1934, p. 35.
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mained in the neighborhood of 46 cents per ounce during June and
July. In August, silver in America was nationalized as described in
Chapter XXVI, Seciion 9, and the price rose to the neighborhood of
50 cents per ounce, where it remained during August and September,
By that time it was understood in China that the limit was $1.29-},
not 50 cents per ounce, and the anxiety, which had been lulled for a
time by the steady price, was revived.?

2, The Export of Silver from Ching

During the first five months of 1934 there had been compara-
tively small movements of silver into or out of China, except in April
when some 10,000,000 taels in sycee were shipped to Bombay for the
coinage of British dollars for Hong Kong.'® In June and July, how-
ever, silver exports amounted to C. S. $13,000,000 and C. 8. $24,000,-
000, respectively, and in August rose to C. S. $79,000,000. The fol-
lowing contemporary comment expressed the complications of the
situation:

It is not, perhaps, a matter for surprise that, in the circumstances, specula-
tors felt convineed that the Government must take immediate steps to check this
drainage of silver from China. How this might be effected was not the point—
the nervousness they unanimously displayed was rooted in the helief that the
situation called for urgent action. Those who have the interests of China at
heart cannot but sympathise with her Government in the dilemma with which it
is faced. Is she to stand by helpless and watech a continually increasing export
of silver with all its attendant evils, or is she to take a step which is tantamount
to debasing her currency and ean only lead to possibly irreparable damage to
her credit? That the latter is a step which she still has no intention of taking
we are assured by those who alone are in a position to know. It would indeed
be a disaster of the first magnitude if her new-born attempt to establish her
currency on a sound footing were to be frustrated by cireumstances beyond her
control. On the other hand, the existing positien is one of extreme difficulty and
danger. That it has becn ecreated entirely by the steps taken in another country
to satisfy, from political motives, a craving for experiment, makes it no easier
to bear.??

About August 20 an official statement was issued by Dr. H. H.
Kung, Minister of Finance, that the Central Government was not
contemplating the imposition of restrictions on the export of silver.:®

18 Fhid,, Vol. 24, August 22, 1934, p. 204.

18 Aceording to thid., Vol. 23, Apr. 4, 1934, p. 406, this shipment was made
March 27, but Customs statistics indicate that it was recorded as of April. Pre-
sumably this discrepancy is due to the fact that the eustoms statistical month
closes gefore the end of the corresponding calendar month, in order to allow
prompt tabulation of returns.

17 Ihid., Vol. 24, Aug. 22, 1934, p. 204.

18 1hid., Vol. 24, Aug. 22, 1934, p. 199.
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Dr. Kung also suggested that the export of silver was merely a nor-
mal phase of the adjustment of China’s balance of payments. A truer
explanation would seem to be that silver was exported because of the
possibility of an embargo later, and because the disparity of exchange
rates made it a profitable operation.?®

On September 8 the Ministry of Finance issued this order:

Until further notice purchases or sales of foreign exchange shall be pro-
hibited except for the purpose of financing:

1. Legitimate and normal business requirements.

2. Contracts entered into on or before September 8, 1934,

3. Reasonable travelling or other personal! requirements.2?

At the same time an order was issued forbidding setting off gold-bar
transactions against foreign currency, in order that operations of
the Shanghai Gold Stock Exchange might not have repercussions in
the exchange market. These measures were intended to check exces-
sive speculation, but were difficult of application because of the lack
of adequate definition of speculative and nonspeculative transactions.”

3. Correspondence with the United States Government

On September 28, Dr. Kung announced that an exchange of
views with the American Government had been taking place for some
time in an effort to point out to the United States the hardships to
China brought about by fluctuations in exchange and particularly by
the drain of silver.2? Following is a summary of correspondence prior
to and subsequent to that announcement, as later made public.

On August 19, 1934, Dr. Kung sent a message to the President
of the United States, stating that China had signed the London Sil-
ver Agreement

. with the understanding that it was designed primarily to assure the sta-
bility of the price of silver which was thought to be menaced by the haldings of
large surplus stocks on the part of the Governments of India and Spain. . . .

Under the Silver Purchase Act of 1984 it would now appear that the sta-
bility of the silver price and China’s interests are menaced as much as they were
by the previous situation of potential sellers. In order that China may properly
safeguard her currency, which has recently been flowing out of the country to
a degree that is potentially alarming, China would appreciate an indication of the
probable policy of the United States in the future purchage of silver.z3

The United States Government, on September 22, 1934, replied

19 Thid., Vol. 24, Sept. 26, 1934, p. 346.

20 North China Herald, Vol. 192, Sept. 12, 1934, p. 398.

21 Finance & Commeree, Vol. 24, Sept. 19, 1934, p. 312,

22 North Ching Herald, Vol. 193, Oct. 3, 1934, p. 19.

28 China, the Maritime Customs, The Trade of China, 1884, Vol. 1, p. 6.
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that under the act the Secretary of the Treasury was reguired to pur-
chase silver until it amounted to one-fourth of the total monetary
stocks. The Government believed that by such an increase in the
monetary use of silver it was furthering the purpose of the London
Conference resolution (approved by all 66 nations, and distinet from
the agreement gighed by 8 nationg) which recommended to all gov-
ernments to substitute silver coins for low-value paper currency.

Incidentally, it seems very doubtful whether many of the other
nations at the conference would have congidered “low value” to go as
high as $1.00. In fact, the United States note admitted that the sil-
ver would be represented in circulation by silver certificates. The ex-
perience of half a eentury has shown that only very few actual silver
dollars can be absorbed into circulation in the United States.

The note concluded:

The Government of the United States appreciates that the greatest care
must be exercised in carrying out the policy. . . It recognizes the unfortunate
effects on its own currency and that of other nations which an excessively high
price of silver would have. . . .

In making purchases . . . the United States is desirous of avoiding any ac-
tion which would hamper the action which any other Government might take
relative to protecting silver and to prevent the flight or destruction thereof.
Should the Government of China at any time find it necessary in order to pro-
tect its coinage to adopt a policy of discouraging the export of silver this Gov-
ernment will be glad to receive the view of the Chinese Government of the man-
ner in which the purchasing program may be carried forward in co-ordination
with such poliey of the Chinese Government,z+

This message was delayed in transmission and was not received
until October 2 by Dr. Kung, who meanwhile had sent another tele-
gram to Washington on September 23, 1984, On October 2 Dr. Kung
replied to the American delayed message of September 22:

American co-operation to prevent a further rise in the price of silver and
to maintain stability as contemplated in the London agreement is particularly
vital to China. In this connection it may be pointed out that the rise of silver
discourages the export of commodities and thereby impairs China’s purchasing
power for imports. . . .

With respeet to discouraging the export of silver from China it may be ex-
plained that this condition results largely from artificial stimulation of the price
of silver abroad and that restrictive measures would create difficulty here which
the Government has striven to avoid, particularly beeause restrictions would
probably ecreate severe breaks in exchange detrimental to trade, and, it is feared,
would aggravate the present difficulty in the local financial market,

Could not the American Government for the present restriet its purchases
to gilver already in America to avoid further promoting the drain from China?25

24 Jbid,, p. 7.
23 New York Times. Oet. 15, 1934.
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On October 12 Secretary of State Hull replied that the silver-
purchase program was embodied in an act of Congress which was
mandatory, as to its general objective, upon the Executive.

The ways and means to be used for carrying out this objective are left with-
in the discretion of the Executive, but, of course, must be consistent with the
achievement of that objective,

This Government is desirous of go carrying out the program as to produce
the general benefit that would result from the enhancement and stabilization of
the price of silver, and to avoid so far as may be possible disturbances to the
economy znd public finanees of China. Therefore, in conducting operations un-
der the Silver Purchase Act this Government, while necessarily keeping within
the general purposes of enactment, will give the closest possible attention to the
possibilities of so arranging the time, the place and the quantity of its purchases
as will keep in view the considerations put forward by the Chinese Government
in its communication.2s

4. The Chinese Export Duty on Silver

On receipt of this communication, the Chinese Government ap-
parently decided that it could hope for nothing more than kind words
from the American Government, and immediately took action of its
own. Following a twenty-four hour eonference with his advisers, Min-
ister Kung on Sunday, October 14, 1934, issued the following order:

In view of the undue rise of silver out of relation to the level of general
commodity prices, the National Government, in order to safeguard China's eco-
nomic interests and protect its currency, has fixed the customs duty on exports
of silver, effective October 15, as follows:

On sgilver dollars and mint bars, 10 per cent, less 2 1/4 per cent minting
charges paid, i. e., 7 3/4 per cent net.

On other forms of silver, 10 per cent (in lieu of 2 1/4 per cent).

In addition, an equalization charge will be imposed on exports of silver,
equal to the deficiency, if any, existing between the theoretical parity of Londen
silver and a rate of exchange officially fixed by the Central Bank of China, after
making allowance for the export duty.®’

Dr. Kung alse issued the following statement:

There iz no reason to expect the forces which have been stimulating the
price of silver abread will scon cease to operate, Therefore, the Government,
out of regard for the economic welfare of the people of China, have taken this
measure as necessary to safeguard China’s currency from a potentialty danger-
ous strain on the country's reserves and to place a check upen the harsh defla-
tionary forces which have been reflected in falling internal prices.

The measure has been determined upen after most careful consideration of
various proposals for meeting the emergency, and after full consultation with

28 Thid, :
27 North China Herald, Vol. 193, Oct. 17, 1934, p. 82.
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leaders of business and finance. Among these proposals an embargo has most
frequently been suggested. The Government considers, however, that an embargo
should not be imposed. It prefers a flexible duty that will restrain the exports
of silver within limits actually required by the balance of payments.2s

Shanghai press reports added the following information:

The measure had been determined uwpon, said Dr. Kung, after most careful
consideration of various proposals for meeting the emergency, and after full con-
sultation with leaders of business and finance, . . .

Dr. Kung expressed assurance that the measure would allay misgivings that
have lately disturbed the markets and by stabilizing the situation permit legiti-
mate business to proceed with renewed confidence.

Dr. Kung, when asked concerning rumours about the possibility of reduction
of the silver content of the dollar, stated that this subject had never been men-
tioned at any of the conferences and that he would not even consider such a
proposal if made.2?

The Central Bank of China announced that it would

. . notify to the Customs at 11:30 A.M. on every business day, beginning Octo-
ber 15, 1934, its officizl rate for determining the deficiency between the theoretical
parity of London silver and the rate on London in Shanghai, in accordance with
the terms of the Government order fixing the duty and imposing an equaliza-
tion charge on exports of silver.s¢

8. The Computation of the Equalization Charge

Since the London silver quotation is based on the standard ounce
of 480 grains, 0.925 fine, it is in effect for 444 grains of fine silver.
The Chinese standard dollar, 412 grains, 0.880 fine, contained 362.56
grains of fine silver. Therefore, the Chinese standard dollar contained
362.66,/444 = 0.8166 standard ounces. This figure was the theoretical
parity constant.

The computation of the equalization charge may be illustrated
by the following example:** If on a certain day the price of silver in
London were 25 pence per ounce, the silver in a Chinese standard dol-
lar would be worth 0.8166 >{ 25 pence = 20.41 pence. This would be
the day’s parity of exchange, Shanghai on London, with no allowance
for charges. The actual rate might be above or below parity, within
the range set by shipping and other costs. Assuming that the ex-
change rate on the same day was 18 pence per Chinese dollar, we
have the following computation:

28 New York Times, Oct. 15, 1934.

:: %:ii"th China Herald, Vol. 193, Oct. 17, 1934, p. 82.

31 The method is taken from E. Kann’z example in Finance & Commerce,
Vol. 24, Oct. 17, 1934, p. 428, but round numbers have been used for simplicity.
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Theoretical parity of exchange 20.41 pence
Actual market rate of exchange 18.00 pence
Difference 2.41 pence
This difference, expressed as a percent-
age of the market rate, was 13.39 per cent
Subtract export duty T7.75 per cent
Equalization charge was set at 5,64 per cent.

That is, the exporter had to pay a fotal duty of 7.75 per cent --
5.64 per cent = 13.39 per cent. If he exported C. S. $1000., the total
outlay was C. S. $1,133.90, with no allowanee for shipping and other
costs. In return for this he got 1000 < 20.41 pence = 20,410 pence in
London (provided he had fixed the price by a forward sale of silver
by ecable). On the other hand, he could have used his C. S. $1,133.90
to buy a telegraphic transfer on London at the rate of 18.0 nence to
the dollar, realizing exactly the same amount, 20,410 pence. By ship-
ping silver, he would have lost exactly the amount of the various ship-
ping and other costs, which, as pointed out in Chapter XXI, Section
9, amounted to at least 5 per cent.

The equalization charge, therefore, was a device which, in effect,
put the export of silver dollars on the same basis as if the exchange
rate were always exactly at parity with the London silver price; such
a basis made the export of silver unprofitable to the extent of the
costs involved. In the case of silver in forms other than standard sil-
ver dollars, there was the additional 21-per-cent duty.

6. The Effects of the Silver Export Duly

The announcement of this plan upset the Shanghai exchange
market, and rates dropped over 10 per cent in a few days.?® There-
after, however, they became steadier, on a level from 10 to 15 per
cent below the parity with the London or New York price of silver.
Large sales of exchange by the Central Bank of China assisted in
easing the situation.

The export duty on silver may be said to have taken China off the
silver standard, although not to the same extent that American action
had taken the United States off the gold standard. Silver still was ob-
tainable for bank notes within China, but the lack of a free movement
of the white metal between China and the rest of the world divorced
the value of Chinese dollar from the world price of silver.

32 Ibid., Vol. 24, Oct. 24, 1934, p. 458.
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The next step taken by the Chinese Government was the appoint-
ment of an exchange stabilization committee, to be supplied with an
equalization fund of C. S. $100,000,000 with which to operate in order
to keep exchange rates at the desired level.** This committee was com-
posed of one representative each from the Central Bank of China,
the Bank of China, and the Bank of Communications, It had the duty
of fixing the daily equalization charge, and received the proceeds of
that charge as a fund for its operations. It was authorized to make
transactions in foreign exchange and bullion through the Central
Bank of China, and to export and import bullion.

As pointed out above, the equalization charge applied as planned
would have made the export of silver unprofitable. For the first few
days this policy was carried out, but thereafter it was relaxed.* For
example, the market opening rates of exchange on London were
about 22 per cent below parity during the last week in October, which
would have indicated an equalization charge of about 14 per cent.
Actually it was set at about 8 per cent; this left a 6-per-cent margin,
just about sufficient to cover shipping and other costs.®

7. The Export of Silver

After the imposition of the duty and equalization charge, exports
of silver fell off sharply. In October they amounted to C. S. $57,000,-
000 but dropped to about C. 8. $12,000,000 per month in November
and December, The year ended with a recorded net total of C. S.
$260,000,000 exported from China. Of this C. S. $221,000,000 came
from the foreign banks, reducing their stocks to C. 8. $55,000,000,
the lowest level in fen years. It would seem, therefore, that the move-
ment must have liquidated to a very large extent the excess balances
which had accumulated in these banks pending more certainty about
silver prospects. :

After the beginning of 1935 recorded exports of silver practically
ceased. In February the Ministry of Finance decreed that silver
might be imported in consignments of not less than 500,000 ounces,
under arrangements whereby it might be re-exported free of duty
(except for the regular 21 per cent) and equalization charge.®® It
was hoped that this might encourage imports of silver which would

23 North Chine Herald, Vol. 198, Oct. 24, 1934, p. 138; also, Oct. 31, 1934.

34 Finance & Commerce, Vol. 24, Nov, 7, 1934, pp. 507 (E. Kann), 513; Nov.
14, 1934, p. 540.

35 Computations by the writer.

38 North China Herald, Vol. 184, Feb. 20, 1935, p. 290; Finance & Commerce,
Vol. 25, Feb. 20, 1935, pp. 197-198.
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ease the monetary situation., Actually about C. 8. $11,000,000 of sil-
ver was imported during 1935.

In April the Ministry of Finance announced that it had secured
the co-operation of the Chinese and foreign banks for the stabilization
of the monetary situation.®” This “gentlemen’s agreement” there-
after was the chief factor in preventing exports of silver, which, dur-
ing the first eleven months of 1935, amounted to only some C. S.
$3,000,000 according to the Customs returns. The equalization charge
was set at a nominal figure, which in itself would not have prevented
exports. It was, however, to the interest of all the banks to avoid ex-
ports of the white metal, because of the effects on the money market
and general business confidence,

Annual net exports of silver, including those recorded by the
Customs and estimates of smuggling, are shown in Table 18; and the
recorded monthly figures are given in Appendix XVI. The recorded
exports after 1934 were almost entirely on government account.

TABLE 18
NET EXPORTS OF SILVER FROM CHINA, 1933-1938

Recorded Smuggled Total Total
{estimate)
Millions of Chinese dollars Millions of

1) (2) (3) 1) {5)

1933 4 1 L. 14 11
1934 260 20 280 211
1935 59 230 289 218
1936 250 40 290 219
1937 398 | L 398 300
1638 (10 mos.) 8 . 80 60
D R . T e ——
194¢ ] .| e e

SOURCES

(2} China, The Maritime Custoins, The Trade of China, 1937, Vol. I (Part 1), p. 193: 1938 fig-
ures from monthly Gustoms reports as reprinted in Finance & Commerce.

(3) 1984, 1935: Bank of China, Report for 1935, in Finance & Commerce, Vol. 27, Apr. 8,
1986, p. 392; 1936, Bank of China, Report for 1936, in ibid., Vol. 29, Apr. 7, 1937, p. 369. Esti-
mates by Eduard Kann are $80.000,000 lower for 1935 and $10,000,000 lower for 1936: he econ-
giders that there was no smuggling worth considering in 1937 because it would not have been
profitable (ibid., Vol. 31, Feb. 28, 1938, p. 149).

{4} =— Sum of (2) and (3).

(6} == (4) X 0.755 fine ovunces, the silver content of the Chinese dollar.

8. Smuggling of Silver out of China

The great spread between the value of silver in China and its
world value, discussed below, made it highly profitable to smuggle the

a7 North China Herald, Vol. 195, May 1, 1935, p, 166; Finance & Commerce,
Vol. 25, Apr. 24, 1935, p. 472
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white metal out of the country. Abnormal movements of silver from
Shanghai to southern coast ports obviously were intended for smug-
gling across to Hong Kong. In the North it was comparatively easy
to take silver to Japan by steamer or to Manchoukuo by rail. Esti-
mates of silver smuggled from China during 1935 range from C. S.
$150,000,000 to C. S. $230,000,000 or from 112,000,000 fine ounces to
172,000,000 fine ounces.*

To prevent smuggling, the Government took various measures.
The Ministry of Finance issued regulations restricting the movement
of silver within the country except under permit.®® Various restrie-
tions were placed by provincial governments.*® Travellers and crews
of foreign ships were also subject to limitations. In May the Execu-
tive Yuan imposed penalties on smuggling, accerding to degree of
the offense, ranging from imprisonment for not less than 5 years to
death.«

The prevention of smuggling was made difficult, however, by the
fact that it could be carried on with impunity by Japanese subjects,
including Koreans, who were not subject to Chinese law. Numerous
cases of this kind were reported,*? and probably far more cases were
undetected. In December, 1935, however, the Japanese authorities
began to take action to prevent their nationals from engaging in this
traffic, both in North China and in Shanghai,®

9. The Exchange Value of the Chinese Dollay

Table 19 and Chart 11 show the course of Chinese exchange com-
pared with the price of silver befove and after the imposition of the
export tax, and also the Shanghai export price index number.

The scale at the left of Chart 11 represents the price of silver, in
cents per ounce, or the index number of export prices with 1926 =
100. Since the Chinese standard silver dollar (and its predecessors,
such as the Mexican dollar and various Chinese issues) contained ap-
proximately three-quarters of an cunce of fine silver, its parity was
approximately 0.75 times the price of silver. The scale at the right-

33 Finanee & Conumerce, Vol. 27, Apr. 1, 1936, p. 359 (E. Kann); Apr. 8,
1956, p. 392 (Bank of China).

39 North China Herald, Vol. 194, Jan. 2, 1935, p. 2; Finance & Commerce,
Vol. 24, Dec. 26, 1934, p. 704.

# North Ching Herald, Vol. 193, Oct. 31, Nov. 21, Dee. 12, 1934; Vol. 195,
May, 8, 1935,

#1 Finance & Commerce, Vol. 25, May 29, 1935, p. 613.

92 North Chine Hevald, Vol. 196, July 17, 1935, p. 94; Aug. 21, 1935, p. 298;
Vol. 197, Oct. 9, 1935, p, 53; Nov. 27, 1935, p. 353.

= Ibid., Vol. 197, Dec. 4, 1935, pp. 390, 395; Dec. 11, 1935, p. 438: Dec. 18,
1935, pp. 465, 477,
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TABLE 19
PRICE OF SILVER, EXCBANGE RATE, AND SHANGHAI EXPORT PRICES
Price of | Shanghai Priceof | Exchange Shanghal
Sllver ; Expaort Silver Rate Export
Date Pﬁmf,_ Date Prices
U.5. Certs 1926=100 U.S. Centa U.S. Cents 1926=100
DET QX DPerT 0.
1) (2 (4) (1) {2) (3) (4)
1901 59.7 J— 1934
1%2 52.8 e Jan. 44.2 33.6 71.8
1903 54.2 Feb, 45.2 34.0 74.2
19504 57.8 Mar, 45.9 34.3 71.3
1905 61.0 Apr. 452 84.0 63.2
s Tune 5y | %% e
1906 67. une . r .
1937 66.0 July 46.3 33.7 70.9
1908 53.5 Aug. 49.0 347 74.2
1909 ‘ 52.2 3 Sept, 49.5 35.3 71.5
1910 ' 54.2 ' Oct. 52.4 34.4 70.3
l Nov. 54.3 33.0 2.0
1911 gg.g ........ Dec. 54.4 33.7 75.3
1912 0 | e
1913 gLz | .. 1935 | !
1914 56.3 | ........ Jan. l 54.4 i 34.5 77.2
1915 511 | . Feb. 54'3 gg.a 72.2
Mar. 59, . T4.
1916 67.2 | ........ Apr. L 8178 I 38.5 74.7
1917 84.0 D e May 744 | 410 5.0
1918 984 | June | 719 ’ 40.4 I 70.4
1919 1121 [ July 68.2 358 71.0
1920 101.9 I Aug, 66.4 36.5 747
| Sept. . 65.4 | 36.9 i 5.4
1921 63.1 e Oct. 65.4 35.5 80.8
1922 67.9 ‘ ........ Nov. \ 65.4 | 20.6 89.6
1923 gg.g . Dec. 524 | 295 90.0
1924 . N
1925 69.4 l S 1936 i
1926 62.4 | 100.0 %‘arﬁ' \ ﬂ:g gg'g gg'g
. - e N v . .
1927 56.7 106.1 Mar. 448 20,9 92.4
1928 58.5 t 104.5 Apr. 449 29.8 97.3
1929 53.3 | 1052 May 44.9 29.8 94.5
1930 28.5 108.3 June 448 25.8 97.5
| July 448 29.8 1007
1931 ‘ 29.0 107.5 Aug. 44.8 29.9 97.6
1932 ‘ 28.2 l 904 Sept. 44.8 29.9 95.9
1933 ‘ 35.0 | 820 gct. ﬁ.s Lz)g.g g.i
ov, 4 3 .
\ | | Be: 464 29.4 102.9
SOURCES
(2) Annun! figures from Annoal Report of the Director of the Mint . . . 1937, p. 86; monthly

firures from Handy

ibid., 1838, p. 34.

(4) Prices and Price Indexes in Shan

& Harman, Review of the Silver Market, 1934, p. 45; ibid., 1935, p. 54;

{3) Bank of China, Fimancial and Commercial Monthly Bulletin, various issnes,
ghai, varicus issues.

hand side has been constructed on this basis: that is, the mark for 100,
representing cents per cunce is labelled 75, representing cents per
Chinese standard silver dollar, and so on,
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The solid line shows the price of silver in New York, and may
be read in cents per ounce from the left-hand scale; or it may be tak-
en to represent the parity of exchange of the Chinese dollar, if read
from the right-hand seale. No attempt is made to show the actual
exchange rates for the period prior to 1934, because they were usually
very close to the parity. From the beginning of 1934 the dotted line,
which should be read from the right-hand scale, shows the actual ex-
change rate in Shanghal on New York., Since the chart is drawn on
a ratio grid, the percentage by which the exchange rate falls below

100 F : A i 44.‘ jl T 75
- \ || INDEX OF SHANGHAI EXPORT PRICES | /"
- \ 1826 ~ 100 -~
-+ \ LEFT-HAND SCALE H
80 — " 3 60
; pA | 1
&0 \/ b JHV L 45
PRICE OF SILVE o,
2 CENTS PER OUNCE ] A A
FY-HAND SCALE =" EXCHANGE RATE
|___CENTS PER CHINESE DOLLA
40 RIGHT-HAND SCALE
|
L I ;
| SCALE FOR |
i PERCENTAGE
1 ] | BELOW PARITY 20 -l
30
20 ko I Aol b Ll AL b Lol 1l LU L L] I T I I R e l||llllJl]|15
1801 1910 1920 1830 1934 1935 1936
ANNUAL MONTHLY

CHART 11.—PRICE OF SILVER, EXCHANGE RATE OF CHINESE DOLLAR,
AND INDEX OF SHANGHAI EXPoRT PRICES, 1901-1936
parity is equal to the distance between the two curves, regardiess of
the level of the parity curve, and may be read against the scale pro-
vided.

It is evident from the chart that the exchange rate fell below
parity in the summer of 1934 by about 5 per cent, enough to balance
shipping costs and make export of the white metal possible. In the
autumn the discount increased after the imposition of the duty and
equalization charge. The gap gradually narrowed during the winter,
but with the rapid rise of silver in the spring of 1935, the exchange
rate dropped to about 25 per cent below parity, The equalization
charge was not set high enough to correspond to this discount, and
exports of silver were prevented only by the co-operation of the banks.
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10. Money Stringency in Shanghai

The great drain of silver from Shanghai left the financial center
of China with an inadequate supply of cash upon which to base its
credit structure. During the years of large silver stocks, credit had
been easy to obtain and interest rates had been low, but in the latter
part of 1934 interest rates rose rapidly and moreover bank loans were
difficult to secure at aimost any price.

The inerease in the exchange value of the Chinese dollar and the
potential further increase acted to lessen the value of Shanghai real
estate, because there was always a tendency, especially among for-
eigners, to think of real-estate prices in terms of American dollars
or sterling. Since most banks had loaned rather heavily on real es-
tate, they were anxious to reduce old loans and unwilling to make
new ones. There were no purchasers, so that banks and individuals
found themselves with frozen assets on their hands. The failures of
several Chinese banks and of an American bank and associated real-
estate companies in the spring of 1935 were precipitated by the finan-
cial stringency. Fundamentally, however, these institutions probably
had not taken adequate precautions against the adverse effects of ris-
ing exchange, which at least had been a possibility to be considered
for many months before the American legislation was passed. In the
case of the American bank and its affiliates, the subsequent trial and
conviction of two of its officers brought out evidence of fraud.#

The rise of the price of silver in the spring of 1935 accentuated

41 For Chinese bank difficulties see the following references in 1935: North
China Herald, Vol. 195, May 29, p. 338; June 5, p. 3%4; June 12, p. 428; June 19,
p. 484; June 26, pp. 512, 527; Vol. 196, July 3, p. 11; July 10, p. 67; Aug. 7, p.
220, Sept. 11, p. 416; Sept. 18, pp. 460, 462, 472; Vol. 197, Oct. 16, pp. 103, 10b;
Oct. 28, p. 153; Oct. 30, p. 194. . ) .

The failure of the American-Oriental Banking Corporation and associated
companies is only incidentally connected with the subject of silver money. For
those who are interested in tracing the history of a very regrettable ineident in
American business in China, the following references to investigations and court
proceedings are given: In 1935, North China Herald, Vol, 195, May 29, p. 338;
June 5, pp. 372, 375, 394, 398; June 12, pp. 420, 428, 436, 441; June 19, pp. 462,
485, 488; June 26, pp. 506, 527, 530; Vol. 196, July 3, pp. 1, 16; July 10, p. 54;
July 24, pp. 129, 139; July 31, pp. 169, 179; Aug. 7, p. 221; Aug. 21, p. 304; Aug.
28, 'pp. 341, 358; Sept. 4, pp. 383, 892; Sept. 11, pp. 423, 433; Sept. 18, p. 463;
Sept. 25, p. 512; Vol. 197, Oct. 2, pp. 16, 24, 31; Oct. 28, p. 162, 163; Oct. 30, pp.
202, 210; Nov. 6, p. 248; Dec. 4, p. 409,

Also in 1936, Vol. 198, Jan. 1, p. 28; Jan. 8, pp. b5, 65, 66; Jan. 15, pp. 106
108; Jan. 22, pp. 149-161; Jan. 29, pp. 190-192; Feb. 5, pp. 209, 233-236; Feb.
12, pp. 280, 281; Feb. 19, pp. 311, 323; Feb. 26, p. 365; Mar, 11, pp. 441, 448, 455;
Mar. 18, p. 500; Vol. 199, April 1, p. 32: Apr. 22, p. 161; May 6, pp. 224, 234,
937; May 13, p. 291; May 20, p. 33%; May 27, p. 381; June 10,‘?. 465; June 17,
p. 492; Vol. 200, Ju]yDl, p. ?é3; At:ﬁ.85,4pé.a 243; Aug. 12, p. 287; Vol. 201, Oct. 14,

. 60; Dec. 2, p. 363; Dec. 16, pD. s .
P Also in ,15)37, Vol. 202, Jan. 13, p. 73; Mar. 3, p. 378; Mar. 24, p. 503; Vol
203, May 26, p. 333; Vol. 204, Sept. 8, p. 383.
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the difficulties of the situation, but these were somewhat relieved
when Chinese exchange turned downward after May, as shown in
Chart 11. The effects of the actual and the possibilities of a further
rise in the price of silver, however, were beginning to turn informed
opinion in favor of some measure of devaluation, which had been
locked at askance a year before,** It had become more a question of
the best method of bringing about a change in the currency standard,
rather than whether there should be a change.

11 The Course of Exzport Prices

The Chinese Government, in accord with general banking and
commercial opinion, objected to the artificial rise in silver and ex-
change because of the deflationary effect which it was expected to
have on the Chinese price structure and on the export trade. All Chi-
nese price index numbers had declined from about the middle of 1931
to about the middle of 1934, by an average of around 25 per cent. For
the next year, however, they did not show any decided movement in
either direction, but fluctuated in the neighborhcod of the 1934
average.

The Shanghai index number of export prices, shown in Table 19
and Chart 11, had, if anything, a slight upward tendency for nearly
a year after the passage of the Silver Purchase Act. With world com-
modity prices showing only a slight improvement, and with Chinese
exchange showing a rise of about 20 per cent in the same period, Chi-
nese export prices might have been expected to drop at least 10 or 15
per cent. That they did not may have been the result of special forces
of demand for some Chinese commodities, which caused their world
prices to rise above the general level. For example, in January, 1935
exports of peanuts and sesamum seed to the United States inereased
greatly, because of the demand for oils due to the AAA policy which
had reduced the production of lard and cottonseed oil.*¢

The maintenance of the price level, however, was possible only
because the Chinese dollar, except in May and June, wag held below
40 cents, U. 8. eurrency, or about 26 per cent below parity with the
world price of silver. If the Chinese dollar had been allowed to rise
to parity, undoubtedly commodity prices would have fallen. The ex-
port tax on silver was at best a temporary makeshift, but it served to
protect China from the worst consequences of a rising price of silver.

m&;i)g'inance & Commerce, Vol. 25, Apr. 17, 1935, p. 437; May 29, 1935, pp.
16 Jbid., Vol. 25, March 6, 1935, p. 257.
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12, Governmentel Monetary Policy

From time to time during the year following October, 1934 ru-
mors arose that further action concerning silver was contemplated by
the Chinese Government, such as nationalization of silver or devalua-
tion of the silver dollar. All such rumors led to official denials.

At the end of December, 1934, in an interview in Shanghai, Mr.
Wang Ching-wel, chairman of the Executive Yuan and Minister of
Foreign Affairs, stated that such rumors came from speculators or
from ignorant persons. He pointed out that, since the great bulk of
the silver in China was in the hands of the publie, there was nothing
to be gained by nationalization or by decreasing the content of the
dollar, and that the Government would on no account consider such
impracticable measures.*

On February 2, 1935 the Government appointed a Monetary Ad-
visory Committee of some fifteen prominent bankers to advise the
National Government on the currency situation, the stabilization of
exchange, the improvement of China’s balance of international pay-
ments, the financing of internal trade and industry, and other mat-
ters.®

In his address to the first meeting of this committee, Dr. Kung
said it was necessary

. . to ensure that the structure we propose to create shall be suited to the foun-
dations from which we must work. A blind imitation of the plans and devices
adopted in other countries will not serve our purpose, because conditions in
China vary so greatly from those existing elsewhere, and because we have still
so much to do in constructing and strengthening the bagis of our economic organi-
zationm, . . .

Responsible leaders of the National Government have recently, on more than
one occasion, indicated in their public pronouncements that they place no re-
liance on cheap remedies as a means of solving the fundamental problems with
which our country is now faced, and we have no wish to adopt extreme measures
that may undermine public confidence and create a situation in which the coun-
try’s economic reconstruction and development would be retarded. At the same
time we recognize that there is room for considerable improvement in the cur-
rency and financial organization of China. Trade within the country is still
handicapped by the difficulties of financing and making payments te producers
and merchantg in different parts of the country.

1t is necessary that we should improve the system of note issue 80 as to ze-
cure a more uniform and stable currency over a wider area. In addition, we
must develop banking facilities by establishing better machinery for the finane-
ing of internal trade, through the provision of adequate storage accommodation

47 North Chinag Herald, Vol, 193, Dec. 26, 1934; Finance & Commerce, Vol
24, Dee. 26, 1934, p. T01. ]

42 North China Herald, Vol. 194, Feb. 6, 1935, p. 202; Finance & Commerce,
Vol. 25, Feb. 6, 1935, p. 142,
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for agricultural products and the development of the system of discounting trade
bills.4®

At about the same time the Government attempted to attract mis-
cellanecus old silver jewelry, ornaments, and utensils, by arranging
with the Central Bank to redeem these at their full value in standard
silver dollars.’® Unlike the market for old gold in England, India, and
the United States, this offered no particular premium to the holders
of the white metal, but merely assured them its full value without any
deduction which a silversmith might make. Accordingly it was not
expected that it would attract any great quantity of the white metal,
but it was considered a worth-while experiment.*

On March 1, in an interview at Hankow, Dr. Kung again demed
that there was any change in the Government’s policy regarding Chi-
na’s monetary problems., He made a similar denial on March 7.5

On March 2 the Executive Yuan presented a petition to the Cen-
tral Political Council for a definition of the Government’s policy con-
cerning the monetary standard. The petition suggested that to main-
tain the monetary standard three fundamentals must be assured; free
convertibility of paper currency, free coinage of standard currency,
and free import and export of silver. Without these, the existing stan-
dard would have to be abandoned.5

In Marech there were rumors of a loan to China by Great Britain,
or by a group of nations. Various noncommittal official statements
were issued.’* Apparently there had been some negotiations between
China and other governments. The publicity represented trial bal-
loons, of which little more was heard.

In April the Government took steps for the reorganization of the
three principal banks. The government ownership in the Bank of
China was increased from a minority to 60 per eent and there were
to be four government appointees among the seven members of the
standing committee of the board of directors.’ In the Bank of Com-
munications government ownership was increased from 20 to 60 per
cent, and government directors added.’® Additions were made to the

48 North China Herald, Vol. 194, Feb. 20, 1935, p. 290; Finance & Commerce,
Vol. 25, Feb. 20, 1935, p. 197.

50 North Chma Hemld Vol. 194, Feb, 20, 1935, p. 302.

51 Finance & C‘ommerce, Vol. 25, Feb. 20 1935 p. 199,

5z North China Herald, Vol. 194 Mar. 6, 1935, p. 378; Mar. 18, 1935, p. 419,

53 Ibid., Vol. 194, Mar. 6, 1935, p. 878; Finance & C'ommerce Vol. 25, Mar.
6, 1935, p. 259,

5+ North China Herald, Vol. 194, Mar, 13, 1935, p. 462; Finance & Commerce,
Vol. 25, Mar, 13, 1935, p. 286.

35 North China Hemld Vol. 195, Apr. 8, 1935, p. 2; Finence & Commaerce,
Vol. 25, Apr. 3, 1935, p. 383,

56 North China Hemtd, Vol. 195, Apr. 24, 1935, p. 126.



THE EFFECT OF AMERICAN SILVER POLICY ON CHINA 311

directorate and to the capital of the Central Bank of China, of which
the Government remained sole owner.®’

These changes were ostensibly to ensure the fullest co-operation
between the three banks and the Government.’® Mr, T. V. Soong, for-
mer Finance Minister, who became chairman of the board of directors
of the Bank of China, stated:

It is the purpose of the Government to make the Central Bank a “banker’s
bank,” the Bank of China a foreign trade bank, and the Bank of Communica-
tions a bank specializing in industrialization. It will be the aim of the Bank
of China to avoid competition with the Central Bank of China, so far as Govern-
ment business is concerned. The Bank of China will direct its attention entirely
towards business, devoting itself especially to the assistance of the export trade.s®

13. The Mission of Sir Frederick Leith-Koss

In June, 1935 it was announced in London that Sir Frederick
Leith-Ross, Chief Economic Adviser to the British Government, would
leave for China in August to inquire into all relevant questions affect-
ing the Chinese financial situation. It was intimated that he might
g0 via America, and Secretary of State Cordell Hull issued a state-
ment which might be taken as an invitation to him to confer at Wash-
ington.*®®

The proposed visit gave rise to numerous rumeors in China, but
it was reiterated that it was merely a mission of investigation.®? Sir
Frederick did not go to Washington, but stopped in Japan where he
had an interview with the Foreign Minister.®

Sir Frederick arrived in Shanghai on September 21.%* In wel-
coming him Dr. Kung stated that a visit from a French financial ex-
pert was expected, and that he hoped that Japan, the United States,
and other friendly powers would send similar experts to study Chi-
nese problems.

A fresh crop of rumors sprang up after his arrival, but Sir Fred-
erick limited his public utterances to generalities, stating that China
needed peace, stability, and trade, and that an efficient administration
would restore prosperity to the country.*

57 Ibid., Vol. 195, Apr. 8, 1835, p. 2.

ua ﬁ’)ﬁ Vol. 195, Apr. 17, 1935 98

50 ! o Ol. ] T. ) r P -

o Ihid., Vol. 196, Jl?ly 8, 1935, p. 10; New York Times, June 28, 29, 1935.
&1 North Ching Heroald, Vol. 196, Aug. 14, 1935, p. 249; Sept. 11, 1935, p. 413.
82 [pid,, Vol. 196, Sept. 11, 1935, p. 419; Sept. 18, 1835, p. 458,

2 Jhid., Vol, 196, Sept. 25, 1935, p. 509.

4 I'bid., Vol. 197, Oct. 2, 1935, p. 15,

s [bid., Vol. 197, Oct. 9, 1935, p. 59; Oct. 16, 1935, p. 93.
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14. The Shanghat Exchange Market in the Autuinn of 1935

During the summer of 1935 the Shanghai exchange market
showed unheertainty, which was reflected in the wide difference he-
tween rates for cash and for forward delivery, or the equivalent of
very high interest rates for funds employed in legitimate hedging
operations in the course of ordinary business. The Central Bank at
one time attempted to cut down this spread, but found its resources
insufficient.®

There was also a political element in the exchange markef. Per-
sistent rumors of government action affected the rates. There was a
“political group” of speculators, who were reputed to have inside in-
formation, and who in any event were making money.* By the begin-
ning of October it appeared that this group was expecting lower
rates.s®

A speech by Dr. Kung on October 10, the Chinese National Holi-
day, emphasized the evils of the current high exchange, and gave the
impression that the Government was working towards some plan of
lowering it.® Rates continued to drop, with minor reactions.™ Dif-
ferences between cash and forward exchange rates were equivalent
to as high as 35 per cent per annum.” Ewveryonhe was buying foreign
exchange, few wanted to sell. Rumors of Government plans in-
creased.”* The situation during the latter half of October was upset-
ting to regular business, where exchange contracts had to be made in
ordinary course. The exchange rate on New York dropped from 37+
cents on October 1 to 301 cents on October 31 and on London from
1s. 61d. to 1s. 2%d. during the same period.

By the beginning of November the market was demoralized and
the time was ripe for action.

88 Finance & Commerce, Vol. 26, Aug. 7, 1935, p. 147,
o7 Ihid., Vol. 26, Ang. 21, 1935, p, 196.

a8 I'bid., Vol. 26, Qet. 2, 1935, p. 354.

&8 Ibid., Vol. 26, Oct. 16, 1935, p. 403.

70 Ibid., Vol, 26, Oct. 23, 1935, pp. 436-437.

71 I'bid.,, Vol. 26, Oct. 30, 1935, p. 462 (E. Kann).

72 Ibid., Vol. 26, Oct. 30, 1935, p. 464.



CHAPTER XXIX

THE ABANDONMENT OF THE SILVER STANDARD BY CHINA

With all my will, but mueh against my heart,
We two now part,
My Very Dear,
Our solace is, the sad road lies so clear.
COVENTEY PATMORE, A Farewell

1. The Chinese Currency Eeform of November 4, 1935

On Sunday, November 3, 19385, Dr. H. H. Kung, Minister of
Finance, made the following announcement:

In order to conserve the currency reserves of the country and to effect lasting
measures of currency and banking reform, the Government, following the prece-
dent of many countries in recent years, has decreed, with effect from November
4, 1935, as follows: ‘

1. The banknotes issued by the three Government banks, i.e.,, The Central
Bank of China, The Bank of China, and The Bank of Communications, shall be
full legal tender, and the banknote reserves of the three banks shall be placed
under a unified control. The notes of all other issuing banks will continue in
eirculation, but will gradually be withdrawn and replaced by notes of The Central
Bank. No new notes are to be issued by these banks and all their unissued notes,
as well as their bank note reserves are to be deposited with the Central Bank,

2. All debts expressed in terms of silver shall be discharged by the payment
in legal tender notes of the nominal amount due.

3. All holders of silver are required to exchange their silver for legal tender
notes.

4. The exchange value of the Chinese dollar will be kept stable at its present
level, and for this purpose the Government banks will buy and sell foreign ex-
change in unlimited quantities.

The Government-owned Central Bank is to be reorganized as the Central
Reserve Bank of China and will be owned principally by banks and the general
public, thus becoming an independent institution, devoting itself chiefly to main-~
taining the stability of the nation’s currency. The Central Reserve Bank of China
will hold the reserves of the banking system and act as depository of all public
funds and will provide centralized rediscount facilities for the other banks. The
Central Reserve Bank of China will not undertake general commercial business,
and after a period of two years will enjoy the sole right of note issue.

The announcement also stated that plans were being made for

1 North China Herald, Vol. 197, Nov. 6, 1935, p. 222; Finance & Commerce,
Vol. 26, Nov. 6, 1935, p. 487.
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strengthening the commercial banking system, and for balancing the
national budget within a period of eighteen months in corder to avoid
the danger of inflation. A Currency Reserve Board was to be created
to control the issue and retirement of legal-tender bank notes and to
have custody of the reserves. To carry oul the purpose of keeping
exchange stable at its current level the three government banks would
buy and sell foreign exchange in unlimited quantities.?

2. Reception of the Reform

The announcement met with general approval in both Chinese
and foreign circles in Shanghai.? Two years of uncertainty over the
silver situation, with price deflation, export of silver, and great mone-
tary stringency, had brought to China its full experience of the world
depression. These conditions had led gradually to 2 widespread desire
for reform of some kind. In 1934 it had seemed doubtful whether a
devaluation of the currency was either practicable or desirable. By
the autumn of 1935, however, opinion was swinging more in that di-
rection. While there might be some doubts as to the success of the
announced pian, it seemed more promising than inaction. :

Therefore it is not surprising that the mercantile and financial
community, both Chinese and foreign, welcomed the action of the
Government. As described below, British merchants informally and
the British Consul-General officially approved the use of legal-tender
paper in lieu of silver money, The immediate foreign willingness to
co-operate with the Chinese Government was almost unprecedented in
Sino-foreign relations.

The one exception was the attitude of the Japanese Government.
Apparently it was taken by surprise by the sudden promulgation of
the plan, and saw therein a deep British plot, engendered by Sir
Frederick Leith-Ross, to extend British financial control in China to
the detriment of Japan. In December the Japanese Commercial As-
sociation of Shanghai, comprising the small and medium-sized Japan-
ese shops, voted to adopt the yen currency for their transactions.s A
Japanese credit union also decided to collect rents in yen.® Although
such action involved chiefly transactions among Japanese nationals,
they aroused protests from Chinese who considered it an interference

2 North China Herald, Vol. 197, Nov. 6, 1935, p. 242.

3 Ibid., Vol, 197, Nov. 8, 1985, pp. 225, 235; Dec. 11, 1935, p. 443; Ching Press,
Nov. 4, 1935; Finance & Commerce, Vol. 27, Nov. 6, 1935, pp. 485-86.

4 North China Hereld, Vol, 197, Nov. 27, 1985, p. 349.

5 Ibid., Vol. 197, Dec. 18, 1935, p. 479.

8 I'bad., p. 482,
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with the unification of Chinese currency.” Eventually, however, the
Japanese accepted the new conditions.

3. The Mechanism of the New Currency System

The new system was essentially a managed currency, with the
Chinese dollar unit no longer based on silver, but to be kept fixed
in terms of foreign exchange. The rate announced was 1s. 2§d. ster-
Ying or 29.5 cents 1. 8. currency. It was not made clear whether the
Chinese dollar was to be pegged to sterling or to the American dollar;
after the adoption of the reform, however, the cross rate between New
York and London fluctuated within limits narrow encugh so that the
Chinese Government did not have to decide which currency to follow.

To keep the exchange value of the currency up to the pegged
value, the government banks had to be always able and ready to sell
foreigm exchange at close to the fixed rate in return for their own
notes. Fortunately the Central Bank was able to take over large
amounts of foreign exchange which had been overbought by specula-
tors during October, and so accumulated a fund of around £10,000,000
in foreign currencies against which it could sell exchange.®* Moreover,
it could realize further sums at any time by the sale of silver abroad,
so long as the United States should continue to support the market.

To keep the exchange value of the currency down to the fixed
rate, the banks had only to be ready to buy foreign exchange when it
wag offered. This could always be done by the issuance of new notes,
sinee the exchange itself would be ample reserve.

The notes of the government banks had been backed by a reserve
of 60 per cent in silver and 40 per cent in securities. The current
price of silver was 65§ cents U. S. currency per ounce, a level which
had been maintained since August and which had come to be looked
on as fairly stable; at least there was little expectation that the Ameri-
can Treasury could allow it to drop without vigorous protests from
the silver bloc. At that price, the Chinese silver dollar of about 0.76
fine ounces had a bullion value of about 50 cents U. 8. currency. The
60-per-cent metallic reserve against a $1.00 note wag, therefore, worth
0.60 X 50 cents = 30 cents U, S, currency, or approximately the level
at which exchange was pegged. Thus the metallic reserve was raised
automatically from 60 per cent to 100 per cent, while the remaining
40-per-cent reserve in securities was an extra safeguard. China, in
effect, made a considerable book profit in the revaluation of her cur-

7 Ibid., Vol. 198, Jan. 8, 1936, ». 57.
& Finance & Commerce, Vol. 26, Nov. 20, 1935, p. 548; Dee. 11, 1935, p. 6365.
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rency, just as the United States did in reducing the gold content of the
dollar.

4. Regulations Regarding Silver

The Government later in November issued regulations govern-
ing the exchange of silver for legal-tender notes. These ordered the
delivery of all silver, except that required for use in arts or manufac-
tures under special regulations, ancient or rare silver coins, and silver-
ware or silver ornaments made or owned before the promulgation of
the regulations. Blackmail of holders of silver and paying of premium
for silver dollars were made punishable offenses.?

At the same time regulations were issued governing the use of
the white metal for silverware. Silversmiths were to be limited to
using silver 0.300 fine in their manufactures. They were to purchase
silver from the government banks and were to be allowed a quota of
only 30 per cent of the average quantity sold for the past three years,
They were to make regular reports of inventory.:®

The silversmiths held a meeting to protest against these regula-
tions. Their former standard had been 0.880 fine, and they pointed
out that silverware only 0.300 fine would be easily breakable, and
that it would be impossible to carve it. They asked the Chinese General
Chamber of Commerce to petition the Ministry of Finance to recon-
sider the matter.’* Eventually, on May 17, 1936, Dr. Kung announced
the removal of these restrietions.?

5. Effects of the Fall in the Price of Silver in December and January

The cessation of American support of the price of silver in De-
cember gave rise to rumors that the Chinese government banks were
making large sales of the white metal in London. A government
spokesman denied that such sales had been made or that any part of
the silver stocks had been shipped abroad.:®

On December 20, however, a shipment of about 10,000,000 ounces
was made to the United States and a similar one followed on December
23. It was stated that this represented a sale by the government
banks to the Chase National Bank and the National City Bank of
New York to provide additional reserves for exchange stabilization,*

:ol\Ifg’r_'éh China Herald, Vol. 197, Nov. 20, 1935, p. 323.
id.

11 7bid,, Vol. 197, Nov. 27, 1935, p. 353.

12 Finance & Commerce, Vol. 27, May 20, 1936, p. 562.
3 North Chine Herald, Vol, 197, Dec. 18, 1935, p. 488,
4 Ibid., Vol. 197, Dec. 25, 1935, p. 526.
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These banks, of course, were purchasing for the United States Treas-
ury. Another shipment left on January 7, 1936.%

The United States Treasury at first refused to confirm that it
had purchased silver from the Chinese Government,® although it
later admitted that it had purchased 50,000,000 ounces.”” These ship-
ments gave rise to exaggerated rumors that the United States had
purchased 500,000,000 ounces. Dr. Kung denied this, but stated that
during the first 11 months of 1935 (presumably in November) the
United States had purchased 20,000,600 ouneces, and in December an
additional 30,000,000 cunces.1®

The fall in the price of silver of about 30 per cent between De-
cember 9, 1935 and January 20, 1936 caused the Chinese Government,
which controlled perhaps 500,000,000 ounces of silver, a paper loss of
about $100,000,000 U. S. currency, by reducing to that extent the
value of the silver reserve behind the bank notes, and destroyed any
hopes that it may have had of disposing of the whole stoek at the
higher price,

Nevertheless, China got the benefit of the 65-cent price on the
50,000,000 ounces sold to the American Treasury. The proceeds of
this sale, together with earlier acquisitions of foreign exchange, were
sufficient for the immediate needs of an exchange fund.

Moreover, since the new level of the silver price, 45 cents per
ounce, was only a little above the 40-cent-per-ounce bullion parity of
the 30-cent exchange rate, the margin of profit on smuggling the white
metal out of China was reduced greatly. Thus the program of na-
tionalizing silver was facilitated, and if there should be any subse-
quent rise in the price, the Government might have a greater stock of
silver on which to profit.

6. Progress of the Nuationalization of Silver

To nationalize silver in China naturally was a much more difficult
undertaking than to nationalize gold in the United States, where most
of the gold was already in the banks and the Treasury. In China, con-
siderably more than half of the silver was in circulation among the
people, some of it hoarded. Although notes had come to circulate over
an increasing area during recent years, experience in almost every
region at some time with depreciated notes created a certain preju-
dice in favor of hard silver for hoarding purposes. For over a year

15 Jhid., Vol. 198, Jan. 8, 1936, p. 60.
10 Thid.

17 New York Times, Feb. 14, 1936.
18 North China Herald, Vol. 198, Jan, 22, 1936, p. 146.
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in the coast provinces it had been profitabie to smuggle silver out to
Hong Kong or Japan. Nevertheless, a serious attempt was made to
enforce the nationalization order, and supplies of the white metal
gradually dribbled in to the banks.!®

A Customs notification of December 11, 1935 allowed domestic
shipment of silver only by the three government banks. Another no-
tification imposed the 10-per-cent duty, plus equalization charge, on
silverware and silver articles exported abroad.z®

In Canton, where the circulation consisted of 20-cent pieces, in-
stead of dollars, a 20-per-cent premium was offered to encourage the
exchange of coins for bank notes. This caused a considerable inflow,
but at the same time smuggling was still profitable, and strict meas-
ures of search were instituted. These could not, however, be en-
forced against Japanese, by whom, it was alleged, considerable smug-
gling was being done.” Control of the currency was to remain in the
hands of the provincial authorities until the province had made the
transition from a currency based on 20-cent pieces to one based on the
national dollar.z?

Important progress was made in January, 1936, when the foreign
banks in Shanghai, with the exception of the Japanese ones, agreed to
turn over their silver holdings to the government banks. This was
done under an arrangement by which the government banks would
pay interest to the foreign banks for two years: it gave the latter the
equivalent of a slight premium over the current exchange value of the
Chinese dollar. It was not until March, 1937 that the Japanese banks
consented to a similar arrangement.?®

The time limit for turning in silver by the public without penalty
had been set originally at three months, expiring February 3, 1936;
because of the belief that considerable silver had not been turned in
and because of the lack of sufficient notes to replace silver, this limit
was extended.>

It is probable that there is a very considerable quantity of silver
scattered through the country in small “hoards,” a few dollars here, 3
few hundred there, which will gradually come on the market over a
period of years.

0 Ibid., Vol. 197, Nov. 27, 1935, 350, Kaifeng correspondence; Nov. 27,
(11935 P- 351, Canton currespondence Dec 4, 1935, p. 394, Shaoshing correspon-
ence,

2e Ibid., Vol. 197, Dec. 18, 1935, p. 471,

2 Ilnd. Vol. 197, Dec. 11, 1935, p. 433 Dec. 18, 1935, p. 478.

”Ibut. Vol. 198 Jan, 1, 1935, p
1937331!1141. Vol. 188, Jan. 15, 1936 p 99 Vol. 208, Apr. 7, 1987, p. 19; Apr. 21,

P

“Ib'l-d Vol. 198, Jan. 22, 1936, p. 144.
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7. Egxports of Silver

As noted in Section 5 above, the Chinese Government sold the
United States Treasury 50,000,000 fine cunces of silver in November,
1935. Further similar sales were arranged from time to time as de-
scribed in Chapter XXX, Section 3. It was generally believed that in
return the Chinese Government agreed not to dump silver on the world
market and so depress the price.

Net annual exports are shown in Table 18, page 303, and month-
ly figures are given in Appendix XVI. The large exports since 1935
have not all been taken by the United States; part of them have gone
to London for safekeeping pending future disposition.*:

8. Reorganization of Central Bank of China

On January 15, 1936, the Central Political Council approved a
change in the organization of the Central Bank of China. This origi-
nally was wholly owned by the Government. At first it was planned
to increase the eapital and allow 40 per cent to be owned by commer-
cial interests. Under the final arrangements it was provided that not
over 60 per cent of the capital might be held by Chinese banks, pro-
vineial and municipal governments, and citizens.?® Detailed regula-
tions were issued later, providing for a total capitalization of 1,000,-
000 shares of $100 each, of which 400,000 shares were to be subscribed
by the National Government, 50,000 by provincial and municipal gov-
ernments, 350,000 by Chinese banks and money exchanges, and 200,-
000 by private individuals.®

9. New Subsidiary Coinage

Rumors of a reorganization of the subsidiary coinage, to replace
the system of depreciated silver and copper coins, circulating at flue-
tuating values, had been heard for some years. In July, 1935 it had
been announced that such a plan had been recommended by the Cur-
rency Commission of the Ministry of Finance.?® On August 9 Dr.
Kung announced that the plan was under consideration, and warned
that it must not be construed as an inflationary step.?? On December
3 it was announced that the minting of new subsidiary coins was un-

25 China, The Maritime Customs, The Trode of China, 1937, p. 103.
26 North China Herald, Vol. 198, Jan, 22, 1936, p. 144,

27 Ihid., Vol. 198, Feb. 12, 1936, p. 273.

28 Thid,, Vol. 196, July 81, 1935, p. 166.

29 Ihid., Vol. 196, Aug. 14, 1935, p. 271.
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der way.*® Later all provincial mints were ordered to ship to Nanking
the dies for minting the oid copper and siiver coins, so that no more
of these might be issued and placed in circulation.®

On January 9, 1936 draft regulations concerning subsidiary coin-
age were accepted by the Finance Committee of the Legislative Yuan.
These provided for the minting by the Central Mint and issuance by
the Central Bank of China of nickel coins of 20, 10, and 5 cents, and
copper coins of 1, and & cents, the use of nickel and copper coins to be
limited to $20 and $5 respectively in one payment, and for the with-
drawal of subsidiary silver coins from circulation.’* This was con-
firmed by a mandate issued by the National Government on January
19.33

The new coins were placed in circulation in Shanghai on Febru-
ary 10, 1936.** The niekel coins had the head of Dr. Sun Yat-sen on
the obverse, while the copper coins had a 12-pointed star. All vari-
eties had on the reverse a design of the ancient Chinese spade coin.**
Down to the end of June, 1987 the Central Mint produced and deliv-
ered to the Central Bank 814,770,000 pieces of the new coins of a to-
tal value of nearly C. S. $26,190,000.>¢ The work of the Central Mint
was interrupted by the Japanese attack on Shanghai in the following
summer, but some of the provincial mints were recpened to manu-
facture subsidiary coins.

On May 17, 1936, in announcing that an agreement for the sale
of silver to the United States Government had been concluded, as will
be described in Chapter XXX, Section 3, Minister Kung stated that
silver coins of 50-cent and $1.00 denominations would be issued with
a silver content below that of the former standard.’” It looked at the
time as if this were merely a verbal sop to American silver interests,
and it seemed doubtful if anything would be done about it. Nothing
more was heard of it for two years, until a Treasury press release an-
nounced that the San Francisco mint had coined 345,032 one-dollar
silver pieces and 3,240,000 half-dollar silver pieces for China during
May, 1938.%* No information was given as the weight and fineness
of these coing. If seems unlikely that they will come into circulation
under war conditions.

se Thid., Vol. 197, Dec. 11, 1935, p. 446.

3 7bid., Vol. 198, Jan. 1, 1936, p. 2.

2 Ibid., Vol. 198, Jan. 15, 1936, p. 99.

32 Ibid., Vol. 198, Jan. 22, 1936, p. 144.

3¢ Ibid., Vol. 198, Feb. 12, 1936, p. 266.

35 Ibid., Vol. 198, Feb. 5, 1936, p. 219.

36 Fn}ance & Commerce, Vol. 30, Aug. 11, 1937, p. 137 (E. Kann).
37 Ibid., Vol, 27, May 20, 1936, p. 562 (E. Kann).

3 New York Twvmes, June 2, 1938.
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10. The Silver Clause tn Contracts

The Chinese order of November 3, 1935 definitely took China off
the silver standard and made debts expressed in silver dollars payable
in legal-tender notes, regardless of any silver clauses which had been
included in some contraets.

Since Americans, Britons, Japanese, and several other national-
ities in China were still under the extraterritorial jurisdiction of their
own officials and subject to their own national laws, it was doubtful
whether the Chinese order of November 3 could be enforced against
them. In view of this condifion, the British Ambassador, acting under
aunthority vested in him, early on November 4 issued King’s Regula-~
tions forbidding British subjects to make payments in silver, under
penalty of imprisonment for a period of not exceeding three months,
or a fine not exceeding £50, or both.** Other governments having ex-
traterritorial jurisdiction in China did not follow the British example;
but so far as everyday transaciions were concerned their nationals
had little cheice but to acquiesce in the general inconvertibilily of
bank notes and deposits.

Soon after the promulgation of the Chinese order, a meeting of
representatives of British companies and banks was held fo consider
the question of silver obligations. A resolution was passed that:

. without prejudice to any question of law, payment of obligations expressed
in terms of Mexican or Chinese standard dollars should be made and accepted
by British subjects in Chinese legal tender notes to the same nominal amount.s®

This resolution, of course, had no legal force, but probably represent-
ed the general fecling of the British community at the time.

In December, in contemplaiion of interest payments due at the
end of the month, the directors of Central Properties, Ltd., a British
company, called a meeting of its debenture holders. The debentures
of this company, issued in March, 1934, contained a clause which pro-
vided for the payment of principal and interest in the defined silver
dollar, or in legal tender for the amount of the cost of equivalent sil-
ver bars, with adjustment for coinage fee. The chairman of the com-
pany argued that, while the clause probably was legally enforceable,
it was not intended to be punitive to the company, but merely to pro-
teet creditors against any possible hardship due to inflation; and that
the reduction in the exchange value of the Chinese dollar was not real
inflation, but merely a restoration of the sfafus quo, and had not
harmed the debenture holders. Opposite opinions were expressed by

38 North China Herald, Vol. 197, Nov. 8, 1935, p. 222,
40 Finance & Commerce, Vol. 26, Nov, 20, 1935, p. 541,
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some, but holders representing a large majority of the issue voted to
accept interest due December 31, 1936 in legal-tender notes without
prejudice to their rights in regard to future payments. Similar action
was taken from time to time as successive interest payments became
due ; debenture holders of other companies acted similarly. In general,
it seemed to be recognized that, with the Chinese dollar at 30 cents U.
S. eurrency, creditors were not suffering any real loss, and there was
no disposition to go to the expense of bringing the case into court,
where, in view of American and European decisions on the gold
clause, there was some doubt as to whether the silver clause would be
upheld. Moreover, in view of the extraterritorial status of many for-
eigners in China, suits in every case would have to be brought in the
court of the defendant’s country, and, where parties of more than one
nationality were concerned, there would be complications.#

In January, 1937 the British Ambassador, with the approval of
the Secretary of State for Foreign Affairs, issued new King’s Regula-
tions, which, although ambiguocusly worded, seemed to set aside arbi-
trarily the effect of silver clauses, without leaving creditors the re-
course to the courts which they had in the case of gold clauses in Eng-
iand.** Since the matter has not, at the present writing, come up be-
fore British courts, it is impossible to know the final legal status of
the silver clause.

During 1936 and 19387, while the exchange value of the Chinese
doliar was kept very steady, the matter of the silver clause was not of
great importance. In the spring of 1937 the Shangha! Power Com-
pany (an American corporation), desiring to avoid any possible fu-
ture legal complications, made an exchange offer to the holders of its
5}-per-cent First Mortgage Debentures, of which some C. S. $88,000,-
000 were outstanding. Holders could surrender the old debentures,
containing the silver clause, to be stamped payable in Chinese legal
tender, and would receive in addition a 3-per-cent cash bonus. Hold-
ers of large blocks, amounting to over half the issue, accepted this
offer in advance of the public announcement; and it was very gen-
erally taken up by the remaining holders.*

The inauguration of exchange control in the spring of 1938 and
the resultant drop in the exchange value of the Chinese dollar made
the status of the silver clause more important, but it is questionable
whether it would be expedient to attempt to enforce it in wartime.

41 For a more detailed discussion of the silver clause, with full reference to
contemporary news reports, see Leavens, “The Silver Clause in China.”

42 Finonce & Commerce, Vol. 29, Jan. 6, 1937, p. 3; Jan. 18, 1937, pp. 25-26.

43 Ibid,, Vol. 29, Apr. 21, 1937, pp. 415, 419; Apr. 28, 1937, pp. 439, 443; North
China Herald, Vol. 203, Apr. 21, 1937, p. 93; Apr. 28, 1937, p. 159.



THE ABANDONMENT OF THE SILVER STANDARD BY CHINA 323

11. The Struggie with Japan*

Contrary to the misgivings of many, the new currency system was
eminently successful and during 1936 and 1937 China enjoyed an ex-
change rate as stable as that of any country in the world. At the same
time there was general recovery from the depression, the result partly
of the currency stabilization and the ensuing confidence and partly of
the world-wide recovery, During the first half of 1987 there were
many evidences of economie advance; the columns of Finance & Com-
merce reflected a spirit of optimism on the part not only of Chinese
but also of resident foreigners, who often have tended to be skepti-
cal of Chinese progress. There were even signs of Sino-Japanese co-
operation: a Japanese trade mission visited Shanghai and was well
received.*®* To be sure, the issue of the paper which spoke hopefully
of this event also recorded a regulation of the Chinese Municipality
of Greater Shanghai which required that all new buildings costing
more than C.S. $30,000 must be provided with bomb-proof shelters ;s
but this might be considered to mean only that China was following
the European fashion of the year.

The bright prospects of the first half of 1937 were rudely shat-
tered when Japan attacked in North China in July and in Shanghai
in August and began the long-drawn-out struggle. The story of the
undeclared war is outside the scope of this book, except for brief men-
tion of its effect on the currency.

On Sunday, August 15, the Ministry of Finance issued regula-
tions restricting withdrawals from deposits in Chinese banks to 5
per cent each week and to a maximum of C.S. $150 per person at one
time. The Chinese banks agreed on further regulations, which were
approved by the Ministry. These amounted to making all bank paper
and existing deposit accounts equivalent to “wei weh” or transfer
money, which eould be used for transactions between accounts in the
sarne or different banks, but was not exchangeable for legal tender or
for foreign exchange, New deposits would be recorded as “legal ten-
der” or “wei wah” according to the form of payment made and might
be withdrawn only in the same form.” Wei wah was at a discount
fluctuating around 1 to 3 per cent as compared with legal tender, but
it was always possible to obtain legal tender, so that the system did
not work much hardship once the first adjustments were made.

44 This section is based on the contemporary news in the North China Herald

and Finance & Commerce. Since it concerns silver only indirectly, few detailed
references are mven

45 f’l:rgnce Commerce, Vol. 29, Mar. 24, 1937, pp. 305-306.

+8

&7 Ib‘ld. Vol 30 Sept. 1, 1937, p. 160.
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During the autumn of 1937 the government banks maintained
the exchange rate, and, with the co-operation of the foreign banks,
exchange was made available for legitimate needs, aithough specula-
tion and the export of capital were discouraged.*®

In March, 1938 the Japanese anthorities in North China organ-
ized a reserve bank, which was to issue irredeemable notes and force
their use instead of the national legail-tender notes, This might have
led to acquisition by the Japanese of large amounts of legal tender,
which they could use to obtain foreign exchange and so weaken the
National Government’s reserves abroad. To prevent such a drain the
Ministry of Finance on March 13 issued regulations centralizing the
sale of foreign exchange in the hands of the Central Bank of China
“at the seat of Government,” then Hankow.*® Although it scon was
recognized that such control was needed and did not necessarily im-
ply a depreciating currency, it naturally caused apprehensions at first.
Moreover, the weekly allotments of exchange were insufficient to meet
the demand. The rate fell from around 29.5 eents, U.S. currency, per
Chinese dollar, at which it had been pegged for more than two years,
to less than 24 cents in a few days. In April it recovered to around
27 eentg, but in May hegan to fall again. In June and July it held at
around 18 cents, and for the rest of the year was in the neighbor-
hood of 16 or 17 cents.

Meanwhile, as shown by Appendix XVI, the National Govern-
ment of China had exported in 1937 and 1938 large quantities of the
white metal, which in part were sold to the United States Treasury
and in part were held in safekeeping abroad. In this way it built up
ample supplies of foreign currency, which, if held as reserves against
the legal-tender notes, meant that there was no real depreciation. If,
however, these funds were “borrowed” for financing the purchase of
munitions, there was a real weakening of the currency. The lack of
explicit financial reports by the Government makes an opinion on the
matter impossible when this is written.

12. Hong Kong Currency

As pointed out in Chapter XI, Section 8, the currency of the
British colony of Hong Kong consisted of paper notes backed by sil-
ver dollars and bullion, but usually at a premium above the Shanghai
doliar, which contained nearly the same quantity of silver. When Chi-
na imposed the export tax on silver in October, 1934, the Shanghai
exchange rate on London dropped below parity. The Hong Kong rate,

48 Ibid., Vol. 31, Jan. 5, 1938, p
49 For regulatmns see ﬂnd Vol 31 Mar. 16, 1938, p. 205.
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however, remained in approximately its former relation to the world
price of silver, As a result the premium of the Hong Kong exchange
rate over the Shanghai exchange rate increased from its normal level
of about 10 per cent, and for a year varied between 23 and 42 per cent.

This situation was inconvenient, because Hong Kong’s business
was almost entirely as an intermediary between England and other
foreign countries on the one hand, and China on the other. The trade
was accustomed to a fluctuating exchange rate between the Hong Kong
dollar and foreign currency, but to a fairly fixed exchange rate be-
tween it and Chinese currency. To have both relationships fluctuate
complicated the situation., Until China’s currency future was more
settled, however, there was little that Hong Kong could do. Oeccasion-
al rumors of devaluation plans during 1935 were denied.®

After China’s action of November 3, 1235, however, with the
prospects of a certain degree of stability in Chinese exchange, it was
possible for Hong Kong to take action. On December 5 the Legisla-
tive Council ordered the surrender of all silver coin or bullion of a
value of more than ten dollars, the establishment of an exchange fund,
and the continuance of hank notes as legal tender, Since very little
silver circulated, the order for the surrender of silver affected chiefly
the banks, which were required to turn over the reserves held against
their notes in exchange for government certificates of the same face
value. The silver would be held by the Colonial Treasurer as an ex-
change fund, and would be used to regulate the exchange value of the
currency. It would be managed by the Treasurer in consultation with
an advisory committee consisting of a representative of the banks and
a representative of the British Treasury.®

The Government already had been issuing one-dollar notes and
cupro-nickel 5-cent and 10-cent pieces, and had withdrawn 40 to 50
per cent of the small silver from circulation.®

Later in December the Hong Kong Treasury shipped some Hk.
$20,000,000 of silver to London.’® A similar shipment was made on
January 11, 1936.% In January Hk. $20,000,000 was shipped to Bom-
bay.® Until the Colonial Government took control of the sitnation,
banks for a time had made considerable profit in shipping silver.’®¢ The
Government allowed the premium over Shanghai to drop to the normal
10 per cent by the beginning of 1936. By adopting a policy of manag-

5o North China Herald, Vol. 195, May 1, 1935, p. 186.
51 [bid., Vol. 197, Dec. 11 1935, p. 433.

52 [bid., Vol. 197, Dee. 11, 1935, p. 436

53 Ibui., Vol. 197, Dec. 18, 1935, p. 490.

54 Ihid., Vol. 198, Jan. 15, 1936, p. 98.

56 Ihid., Vol, 198, Jan, 22, 1936, p. 144,

s¢ Finance & Commerce, Vol. 27, Feb. 12, 1936, p. 168,
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ing the currency, it gradually reduced the premium {o about 5 per
cent at the end of 1936.

During 1937 and 1938 the exchange value of the Hong Kong dol-
lar was held in the neighborhood of 30 or 81 eents, U.S. currency,
and no attempt was made to depreciate it to matech the Chinese dol-
lar.

Much of the silver exported from China went first to Hong Kong
and thence to England, so that the recorded movements of treasure
into and out of Hong Kong were very large. Exports generally ex-
ceeded imports, indicating that the Colonial Government was dispos-
ing of some of its supplies.

13. Summaory and Conclusions

The abandonment of the silver standard by China, which had
been talked of for years, and which the plans of Jenks, Vissering, and
Kemmerer had recommended as the ultimate goal, was finally brought
about as a result of the critical situation caused by the American
policy of raising the price of the white metal. The preparations made
for this important step were adequate, and, in spite of fears, the adop-
tion of a managed currency was entirely successful, not only during
a year and a half of peace, but during the first months of the war.

China definitely cut herself loose from both the advantages and
the disadvantages of the silver standard. By adopting a managed
currency, with apparently sufficient financial reserves to facilitate
the management under not too abnormal conditions, she placed her-
self in a position to join the international monetary game. She un-
doubtedly hoped to be able to play her modest hand to her greatest
advantage in case the other players of the game should make it nec-
essary for her to make any readjustments in her exchange rate.

The conflict with Japan has naturally interfered at last with
the management of the exchange, and it is not possible to predict the
future.

As regards the world silver situation, the action of China re-
moved what for many years has been one of the largest elements on
the demand side. Since 1938 China has been a supplier of silver rather
than a taker, and has exported over 1,000,000,000 fine ounces out of
the 2,500,000,000 fine ounces which she was estimated to have had at
that time in monetary and nonmonetary use,



CHAPTER XXX
DEVELOPMENTS IN THE SILVER SITUATION, 1936-1939

“But what good came of it at last?”
Quoth little Peterkin.
“Why that I cannot'tell,” said he;
“But 't was a famous victory.”
RoeErT SoUuTHEY, The Beitle of Blenheim

1, Arrangements with Mezxico and Canada

The year 1986 opened with the price of silver still falling until it
became stabilized after January 20. Meanwhile Mexico, which had
been alarmed at the rise in the price of silver in April, 1935, was now
dismayed by the fall. The adjustment to the high price had been car-
ried out successfully by calling in silver coin and replacing it in eir-
culation by paper money and by silver of lesser content. The Govern-
ment had been profiting by taxes on silver at the high price, and by
the inereased general prosperity consequent upon mining operations.
The December drop in the price threatened to decrease tax revenue,
to interfere with the prosperity of the mining regions, and possibly
to destroy confidence in the currency because of the lowered value
of the reserves, which still consisted chiefly of silver.

At the end of December, 1935 the Finance Minister of Mexico,
Eduardo Suarez, came to the United States, ostensibly on other busi-
ness, but it was announced that he would confer with Secretary Mor-
genthau in regard to silver.! Conferences were held beginning Decem-
ber 81. Secretary Morgenthau made no announcement of the details
of the “mutually satisfactory” agreement which was reached, but re-
ferred to the President’s silver message of May 22, 1934 (see Appen-
dix XII) as having pointed the way to conferences on silver with
neighboring nations. It was believed that the agreement stipulated
that the Treasury would continue to buy all the Mexican newly-mined
gilver which might be offered, provided Mexico did not dump its sil-
ver reserves on the world market.?

On March 4, 1936 Secretary Morgenthau announced that he had
authorized the Federal Reserve Bank of New York to purchase for the

1 New York Times, Dec. 29, 1935.
*fbid., Jan. 1, 8, 7, 8, 1936,

- —827—
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Treasury through the Bank of Canada newly-mined Canadian silver;
it was expected that practically the whole of the production of that
country would be taken.? Nothing was announced about the price in
the case of either Mexico or Canada.

The production of the United States, Mexico, and Canada in 1935
had amounted to about 138,000,000 fine ounces or over 60 per cent
of the world production of 220,000,000 fine ounces.* Thus, if the
United States Treasury took all production of the three countries,
there would be left about 80,000,000 fine ounces, which would be more
than encugh to supply the industrial and subsidiary-coinage demand
of the Western world, and perhaps the demand for ornaments in In-
dia, even if no old silver came on the market.

In December, 1937 Minister Suarez again visited Washington
and conferred with Seeretary Morgenthau, On December 28 the
Treagury announced that the policy of buying silver from Mexico had
been on a month-to-month basis during 1937, and would be continued
at least through January, 1938, subject to further negotiation as to
the future.®* This neighborly action of the Treasury Department was
taken at the very time the State Department was seeking assurances
from the Mexican Government that it would slow down its policy of
Mexicanization of industry, which was adversely affecting American
interesis.®

A few days later Secrefary Morgenthau announced at a press
conference that a similar extension of the agreement with Canada
would be made. The quantity of silver each country could offer was
a fixed, but undisclosed, percentage of its production, and the price
was to be fixed by the Treasury. The Secretary also stated that the
only other understanding with a foreign nation on silver was with
China, and that it had been extended to July 1, 1933

Having gotten the silver agreement continued for at least a
month, Mexico promptly abrogated another agreement gn oil and an-
nounced that United States producers of petrolenm in Mexico could
hold their concessions only by paying royvalties.® A few days later,
Minister Suarez announced that the United States Treasury had
agreed to buy 5,000,000 fine cunces of silver per month for a year, and,
in addition, to buy 35,000,000 fine ounces, representing the quantity
which Mexico had purchased under the London Silver Agreement dur-
ing the preceding four years; since Mexico’s quota was 7,159,108 fine

8 Ibid., Mar, 5, 1936. .

¢ Annual Report of the Director of the Mint . . . 1937, pp. 101-103.
5 New York Times. Dec. 29, 1937.

8 Ibid., Dec. 27, 1937,

7 I'bid., Dec. 81, 1937,

8 Ibid., Jan. 3, 1938.
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ounces per year, this quantity was somewhat greater than the quota®
Secretary Morgenthau confirmed this statement, but pointed out that
the agreement to take 5,000,000 fine ounces per month was on a month-
to-month basis. He also disclosed that the monthly quantity to be
purchased from Canada was 2,000,000 fine ounces.??

Later in Janvary, 1938, when Mexico placed very high duties on
imports, Secretary Morgenthau said that that action would not inter-
fere with the silver understanding,'* and at the end of the month he
announced that the agreements with Mexico and Canada had been
extended through February.?

In March, however, when the Mexican Government seized foreign
oil properties, Secretary Morgenthau announced that the United
States would buy no more silver from Mexico after April 1 until fur-
ther notice.”® President Lazaro Cardenas immediately issued a procla-
mation announcing the action of the United States and requesting his
countrymen “to judge it with the necessary serenity and justice,” and
stated that Mexican silver would be sold on the world market. 1+

The immediate result was a weakening in the London price of
silver, and the United States Treasury on March 28 reduced its buying
price for foreign silver by 1 cent, the first reduction since January 20,
1936 ; on March 29 it reduced it another cent to 43 cents per fine ounce,
making the New York official price 422 cents per ounce, 0.999 fine,
the lowest since May 4, 1934.2> The Treasury, however, continued to
buy all the silver that was necessary to support the price at the new
level, and asked no questions as to the ultimate source. The only
effect on Mexico, therefore, was to make her dispose of her silver
through the New York market and receive a price lower by 2 cents
and by whatever additional expenses she incurred under the new
plan.t¢

2. Purchase from Ching

On February 13, 1936 Secretary Morgenthau announced that the
Treasury had purchased 50,000,000 fine ounces of silver from China.
This was not news, for the fact had been known in China when the
silver was shipped in December, as described in Chapter XXIX, Sec-

9 Ibid., Jan. 9, 1938.

10 Ibid., Jan. 11, 1938.

1 Ibid., Jan. 25, 1938,

12 I'bid., Feb. 1, 1938.

13 Ibid,, Mar. 28, 1938,

14 Ibid.

5 Ibid., Mar. 29, 30, 1938.

1e [hid., Apr. 15, 16, 22, 1938,
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tion 5. Although no details were made publie, it was understood that
this purchase had taken place between November 3, when China de-
parted from the silver standard, and December 9, when the Treasury
ceased supporting the silver market, and that it had been made at
65 cents per ounce, The proceeds to China amounted to $32,500,000,
which the Chinese Government at first kept on deposit in New York;
later it had $10,000,000 of gold earmarked there.??

As pointed out in Chapter XXVII, Section 7, it seemed rather
strange that the Treasury should make this deal and then shortly after
let the price drop in the world markets. If the Treasury intended to
let the price drop, this purchase was simply a gift to China of 20 cents
extra per ounce. Various explanations were suggested at the time. It
may have been ‘“conscience money” to make up for the havoc already
wrought with Chinese currency. It may have been done on the basis
of a secret agreement by which China, in return for this sale at a good
price, promised not to dump the remainder of her silver, a step which
might have precipitated a price decline even below the 45 cents
reached in January. It may have been a clever deal put over by the
Chinese upon a guileless American Treasury which had not realized
the full implications of China’s departure from the silver standard,
and which later decided that it was hopeless to maintain the price at
65 cents per ounhce. In any case, China would seem to have been the
gainer in the transaction.

3. Agreements with Ching

In April, 1936 a Chinese Government mission, headed by K. P.
Chen, a leading Shanghai banker, arrived in Washington at the invi-
tation of Secretary Morgenthau to “exchange information on mutual
monetary policies.””** Conversations extended over a period of several
weeks. Finally, on May 18, it wag announced that an agreement had
been concluded by which the United States would make substantial
purchases of silver from China. It was stated that most of the pro-
ceeds would be kept in New York in the form of earmarked gold, and
held for the stabilization of Chinese currency. The purchases were to
be made at the world market price.

Secretary Morgenthau issued no official statement, but gave out
the news in a press conference. He declined to indicate how much
gilver would be bought.

The Chinese delegation released an official statement emanating

7 I'bid., Feb. 14, 1936.
18 I'bid., Apr. 8, 1936.
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from the Minister of Finance to the effect that the Chinese Govern-
ment would keep adequate reserves against note issues,

. ., consisting of gold, foreign exchange, and silver, the silver portion of the
reserves to have a value equivalent to at least 25 per cent of the note circulation;
2. For the purpose of completing the reform of the Chinese coinage system
the Government will issue silver coins of fifty cents and one dollar denominations;
3. For the purpose of further strengthening the position ef the Chinese
currency definite arrangements have been made to inerease the gold and foreign
exchange portion of the note issue reserve.

The Minister expresses the firm belief that these supplementary measures of
monetary reform and the arrangements made will assure the continued mainten-
ance of an independent currency system not linked to any foreign monetary unit
and the permanent stability of the Chinese currency, which will inevitably lead to
greater economic improvement and prosperity of the Chinese people.1®?

This agreement very likely contained a stipulation on the Chinese
part not to dump silver on the world market, but to confine its sales
to the American Treasury. In this way, the Treasury probably hoped
to avoid any serious drop in the price, which might re-arouse the silver
bloc to bring pressure, :

In July, 1937 Dr. H. H. Kung, Chinese Minister of Finance, who
was travelling in the United States, conferred with Secretary Morgen-
thau, and a new agreement was reached. A joint announcement called
this “further progress in monetary co-operation between the two
countries in pursuit of the understanding reached a year ago.” The
United States Treasury was to purchase from the Chinese Govern-
ment additional quantities of silver, and to supply it with “a substan-
tial amount of gold.” No figures were released as to the guantities of
the two metals involved. It was stated later that the agreement also
provided for the extension of loans to China on security of gold or
silver on deposit here, without actual purchase of the metal.*

In June, 1938 Treasury Department officials stated that in all
there had been four agreements with China, and that the total quan-
tity of silver taken from 1936 up to July 15, 19338 would amount to
more than 250,000,000 fine ounces. On July 14 Secretary Morgenthau
announced that the arrangements had been extended indefinitely.®

4. Silver in Congress, 1936

The Second Session of the Seventy-fourth Congress, which sat
from January 8 to June 20, 1936, gave very little consideration to
silver,

19 Thid., May 19, 1936.

20 Ibid., July, 10, 13, 1937.
21 [pid., June 2, July 15, 1938,
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In the debaie on the soldiers’ bonuns bill that doughty inflationist,
Senator Elmer Thomas of Oklahoma, proposed an amendment pro-
viding for financing the bonus, among other ways, by means of the
seigniorage to be gained by issuing silver certificates to the full mone-
tary value of the silver acquired by the Treasury. This would have
provided several hundred million dollars, as may be seen froma Table
17 and Chart 10, pages 276-281. This action prebably will have to be
taken some day if the full implications of the Silver Purchase Act are
1o be satisfied. The Treasury, however, although it has carried out the
purchase policy with some “enthusiasm,” has conservatively refrained
from taking this step, which would be at least mildly inflationary.
The Senate also acted conservatively, and rejected the Thomas pro-
posal by a vote of 64 to 27 on January 18, 1986.22

Undaunted, Senator Thomas on March 10 introduced a bill for
the retirement of United States notes, that is, the $346,000,000 of
greenbacks remaining from the Civil War issues, by means of silver
certificates to be issued against the profits cn an additional supply of
silver to be purchased entirely outside of the purchases under exist-
ing legislation. This plan would have involved the acquisition of about
400,000,000 additional ounces of the white metal. This bill, however,
nevar got outside committee.®

A minor phase of silver legislation was the large number of bills
passed in this session for coining special 50-cent pieces in commemo-
ration of various national and loeal anniversaries. These coins were
to be issued at par value to local committees, and sold by them at a
premium, usually for $1.00 apiece, to raise funds for the celebration.
The first such coin was the Columbian half dollar of 1892 and 1893;
only two or three other varieties were issued until the 1920’s, when
an average of one or two were authorized annually. After 1933 the
flocd of such requests increased. The Treasury protested against such
issues, because they complicated the system of currency outstanding;
it recommended that medals be struck instead of coins. Local pres-
sure, however, was strong on Congressmen to push bills for their own
localities, and no one liked to incur the resentment of a colleague by
cpposing his pet bill. More than thirty such measures were proposed
during the session, and about half of them were passed.”* The Senate

22 Congressional Record, Vol. 80, Jan. 9, 1936, p. 210; Jan. 18, 1936, pp. 648
650, 669671,

22 Ibid., Vol. 80, Mar. 10, 1936, p. 3473. .

1 See Annual Report of the Dirvector of the Mint . .. 1936, n. 6, for a list of
the 15 coins authorized at this session, to the total amount of $665,000; the plate
opposite p. 5 shows the not unattractive designs of three coins authorized at earl-
ier scasions,
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did have the courage to alter some of them to provide for medals in-
stead of coins.

On May 25, 1936 the Fconomists’ National Committee on Mone-
tary Policy issued a statement to the press recommending to Congress
that purchases under the Silver Purchase Act be stopped and the act
repealed; that purchases under the President’s proclamation of De-
cember 21, 1833 be stopped and notice given to the other signers of
the London agreement; that all authority given to the President to
re-establish bimetallism or otherwise to aid the silver industry be re-
pealed; and that the silver held by the Treasury be disposed of as
advantageously as possible over a period of eight years.?

Apparently this appeal never was presented officially to Congress.
Its appearance in the press, however, drew from Senator Pittman a
lengthy speech, which contained a mixture of faet and fancy and a
number of misleading conclusions. He spoke of the great benefit to
China from the Treasury’s stepping in and buying silver from her,
His argument seemed to be that if a pedestrian is badly injured by
a motor car, he should give thanks that the motorist is kind enough to
drive him to the hospital and so prolong his life,

The Senator also made the amazing misstatement that there was
a dollar’s worth of silver back of every siiver certificate at the market
price, and that

. .. the silver can be sold anywhere in the world, and every certificate redeemed,
dollar for dollar.2¢

While it was true that the Treasury held silver which cost one dollar
for every dollar of silver certificates issued, the market value at the
time the Senator spoke, namely 45 cents per ounce, was considerably
below the average cost of the silver, as may readily be seen from a
study of Table 15, page 278, so that there would have been a loss
even if the silver could have been disposed of at the market price. Ac-
tually, of course, if the United States should turn seller, the price of
silver would drop much further. QOur enormous hoard of silver prob-
ably never can be sold without a loss, even if the operation should be
spread over many vears. The Chinese market has been entirely de-
stroved, and the Indian demand has not continued even at the low
price. ,

In his closing lines Senator Pittman made reference to the Senate
Silver Committee appointed in August, 1935. So far, no report has
been made public by this committee, and it will be interesting fo see
whether it ever does publish one, and if so, whether it has found any

25 New York Times, May 26, 1936.
28 Congressional Record, Vol. 80, May 25, 1936, p. 7876.
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stronger arguments than the ones made by its chairman not only in
the above speech, but also in many previous ones.*

A bill introduced by Representative Robert 1. Bacon of New
York for the repeal of the Silver Purchase Act? did not get out of
Committee. Neither did a bill proposed by Senator Borah on the last
day of the session, for 3 monetary authority which should purchase
at least 1,000,000,000 fine ounces of silver within five years, subject
to a maximum price of $1.29 per ounce, and to a total holding of sil-
ver not to exceed 25 per cent of its gold holdings.?*

5. Silver in the Presidential Campaign of 1936

The tentative Republican platform, brought to the Cleveland con-
vention in June, 1936, by William Allen White, included a plank for
a return to the gold standard and the repeal of the silver-purchase
program.®® The platform, as adopted, however, although it advocated
“a sound currency to be preserved at all hazards,” did not mention
either gold or silver. The presidential candidate, AIf M. Landon,
nevertheless telegraphed the convention stating that he stood for a
return to the gold standard when conditions justified it,;>* but made
no reference to silver. A few days later at Denver he side-stepped
a reporter’s question as o where he stood on silver.®> Chairman John
D. M. Hamilton, speaking in Salt Lake City, intimated that a return
to the gold standard did not “preclude a favorable consideration of
silver,”’s .

The Democratic platform also declared for a “sound currency”
without mentioning either of the precious metals.®* Candidate Roose-
velt, in a speech at Denver, said:

When we laid the ghost of the old gold parity of the dollar, when we purchased
gold and purchased silver, you in the mountains felt the old thrill of the search
for precious metal. Old developments became profitable, new developments sprang
up. Mining beeame again an industry where men could find jobs.

The great bullion reserves now in the United States Treasury—and you in
Denver know something about them—are sufficient to redeem every dollar of our
currency far more than 100 per cent. And yet people for partisan purposes are
willing to spread the gospel of a fear that our currency is not on a sound foun-

27 For text of speech, see ibid., pp. T874-T7; for a full discussion, with ex-
cerpts, see Leavens, “Silver at the Second Session of the Seventy-fourth Con-
gress.”

28 Congressional Record, Vol. 80, May 28, 1936, p. 8278.

29 Ibid., Vol. 80, June 20, 1936, p. 10364-65.

30 New York Times, June T, 1936.

31 Ibid., June 12, 1936.

32 I'bid., June 26, 1936.

33 Ibid., Aug. 8, 1936.

34 Fbid., June 26, 1936.
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dation. I tell you, and you know, that our monetary system is the soundest in
the world today.3s

Senators Pittman and Wheeler, who accompanied the President
to Denver, both spoke enthusiastically of the prospects of silver.s

Aside from a few references like the above to silver in campaign
speeches in the mining states, both parties kept very silent on the sub-
ject. The Democrats realized that they had no case which would stand
scrutiny, The Republicans, on the other hand, did not dare raise a
comparatively minor issue which might have lost them votes in the
mining states and among farmers who might stil] believe that the sil-
ver policy had useful inflationary effects.

6. Silver in Congress, 19377

The First Session of the Seventy-fifth Congress, with the over-
whelming Democratic majority which accompanied President Roose-
velt into his second term, assembled on January 5 and adjourned on
August 21, 1937. Silver received very little attention. Bills to repeal
the Silver Purchase Act of 1934 were introduced by Representative
Robert L. Bacon®™ of New York and by Senator John G. Townsend,
Jr.* of Delaware, but never got out of committee.

The former proponents of doing something for the white metal
made little noise during the session, although others at times took
occasion to criticize the silver policy.s®

In August Senator Townsend proposed a Senate Joint Resolution
to terminate the power of the President to authorize the unlimited
coinage of silver,*! and another resolution for an investigation of the
Administration’s silver policy and the general problem of silver.:
Neither of these resolutions got out of committee,

The ecommemorative-coin racket, which had gained such headway
in the preceding Congress, grew by its success, and bills were pro-
posed for some sixty different issues, most of them for occasions of
very local historical interest. An article in a popular magazine in-
formed the public of the evils of these issues,** The House Committee

5 Denver Rocky Mountain News, Oct, 13, 1926,

368 I'bid.

371 For a fuller account, see Leavens, “Silver at the First Session of the
Seventy-fifth Congress.”

38 Congreasional Record, Vol. 21, Jan. 18, 1937, p. 356.

s¢ Ibid., Aug. 4, 1937, pp. 8163-64. .

+0 I'bid., Feb. 18, 1937, pp. 1385686 (Dirksen); Apr. 28, 1937, pp. 2916-20
{Taber); Apr. 29, 1937, pp. 393334 (Vandenberg).

41 Ihid., Aug. 4, 1937, p. 8164,

42 I'bid.

43 Arnold Nicholson, “Money on the Make”
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on Coinage, Weights, and Measures held hearings on some of the bills
and was agreed on the undesirability of the custom. Finally three
bills which represented proposals practically approved by the preced-
ing Congress were passed with the understanding that no more would
be recommended by the Committee.*

The Second Session met from November 15 to December 21, 1937.
Since the London Silver Agreement and the President’s silver-pur-
chase proclamation of December 21, 1933 (as later amended) were
to expire on December 31, Senator Pitiman, on Nov. 22, made a
lengthy speech arguing that it was no time to discontinue the purchase
of American newly-mined silver. He claimed that this policy had tak-
en 400,000 men and women off relief.® Others such as Senator Wil-
liam H. King of Utah,*, Representative Compton I. White of Idaho,”
and Senator Elmer Themas of Oklahoma®s also spoke at various times
in favor of the poliecy. No legislation on the subjeect was even consid-
ered.

7. Reduction of Domestic Price

The operation of both the London Silver Agreement and the
President’s silver-purchase proclamation of December 21, 1933 was
to expire on December 31, 1837. There was so little likelihood of any
foreign interest in renewal of the agreement that silver supporters
in this country made no attempt to arrange that. They were anxious,
however, as mentioned in the previous section, that the purchase of
American newiy-mined silver should be continued. There was consid-
erable discussion as to what President Roosevelt would do.

At a press conference on December 6 Secretary Morgenthau said
that the President would issue a new silver proclamation.*® No hint
of the price was given, however. During December the London price
of silver declined more than a penny; for a few days Handy & Har-
man set a special price for industrial users based on the London price
rather than on the official price which was maintained at 447 cents
by Treasury buying. This industrial price fell as low as 42 cents.”®

The President kept his own counsel, and did not issue his procla-
mation until after the close of business on New Year’s Eve. Some-

41 Congressional Record, Vol, 81, June 21, 1937, pp. 605960, 6073.
49 ;iébui Vol. 82, Nov. 2%, 1937, pp. 219-224. See also tbid., Dec. 6, 1937, pp.
46 [hid., Nov. 22, 1937, pp. 224228,
41 [hid., pp. 236-240.
48 Thid., Dee, 1, 1937, p. 596.
4 New York Times, Dec. T, 1937.
3¢ Ihd., Dee. 28, 29, 1937.
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what to the surprise of observers, he toock the courageous step of rais-
ing the seigniorage to 50 per cent, that is, reducing the effective price
to 64.5-+ cents.”* Members of Congress from the silver states ex-
pressed disappointment at this,’ but probably inwardly were thank-
ful that the President had compromised, instead of going the whole
way and removing the subsidy to American producers entirely.

8. Silver in Congress, 1958

The Third Session of the Seventy-fifth Congress met from Jan-
uary 3 to June 16, 1938. Early in the session the Treasury Depart-
ment appropriation bill for the fiscal year 1939 was under considera-
tion. This included various items of expense in connection with carry-
ing out the Silver Purchase Act. Representative John Taber of New
York took the occasion to discuss the evils of the silver policy and to
move to strike out these items one by one as they came up. His vari-
ous amendments were all defeated, but at least he had the satisfaction
of bringing the subject to the attention of his colleagues and of se-
curing about 20 votes on his side.?

Some remarks were made on buying Mexican silver at the time
that country imposed high tariffs;** Senator Arthur H. Vandenberg
proposed a Senate Resolution asking the President for information
regarding the purchase of silver from Mexico, but this was not adopt-
ed.’s

Representative Bruce Barton of New York, who had entered Con-
gress with the avowed intention of trying to get much obsolete or un-
desirable existing legislation repealed, included the Silver Purchase
Act in his program, but without results.**

9. Miscelloneous Developments

The huge accumulations of silver belonging to the Treasury pre-
sented a storage problem. Much of it was stored in rented vaults in
New York.>” In hearings on Treasury Department appropriation bill
for the fiscal vear 1938 Mrs. Nellie Tayvloe Ross, Director of the
Mint, stated that plans were under way for establishing a silver de-

51 Ipid., Jan. 1, 1938.

52 I'hid.

58 Congressional Record, Vol. 83, Jan. 15, 1938, pp. 592, 598, 602-603; Jan.
17, 1938, pp. 644648, 653—654,

54 Ihid., Jan. 24, 1938, pp. 1027-28,

85 Ihid., Mar. 25, 1938, p. 4069.

58 Ibid., Jan. 19, 1938, p. 810.

57 Boston Evening Transcript, Jan. 21, 1936.
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pository, similar to, but of course of much larger capacity on account
of the greater bulk of the white metal, the gold depository at Fort
Knox, Kentucky.” In August, 1937 Congress passed legislation pro-
viding for such a vault on the military reservation at West Point,
New York. This was completed in the spring of 1938, and in July
the transportation of about 1,000,000,000 fine ounces from New York
to West Point by truck began.>®

On April 28 President Roosevelt signed an order suspending the
regulations adopted in connection with his silver nationalization proc-
lamation and executive order of August 9, 1934 (see Appendixes XIV
and XV).%° As is evident from Table 15, page 273, over 112,000,000
fine ounces of silver were received during the fiscal year ending June
30, 1935, some 600,000,000 fine ounces in the following year, and only
negligible quantities thereafter. The action of April 28, therefore,
merely recognized that the nationalization program had been com-
pleted.

The undiscourageable Senator Pittman came out in September,
1938, with an amazing proposal to dispose of the country's large sur-
plus of cotton at the rate of 10 pounds of cotton for 1 ounce of foreign
silver, The silver would then be coined into silver dollars to pay the
cotton farmers at the rate of 12.9 cents per pound. The Senator blithe- -
Iy remarked:

The Government neither makes nor loses anything on the transaction. It
simply conducts the trade and coins the menetary metal inte legal-tender certifi-

cates, under existing law.61

The price of cotton was about 8 cents per pound and that of sil-
ver 43 cents per ounce. Thus the foreigner would get 80 cents’ worth
of cotton for 48 cents, at a profit of 37 cents; the American farmer
would get $1.29 for 80 cents’ worth of eotton, at a profit of 49 cents.
The total gain for both would be 86 cents, or exactly the profit which
the Government could realize by purchasing the silver for itself and
taking the seigniorage, the difference between the monetary value,
$1.29, and the cost, 43 cents, of an ounce of silver. The silver-pur-
chase policy, with all its faults, is certainly better than handing out
windfalls so freely to foreigners and natives. The Senator’s proposal
was criticized vigorously.s*

58 U, 8. Congress, Treasury Department Appropriation Bill for 1938, p. 337.

82 New York Times, May 3, June 5, 14, 19 (pictures in rotogravure section),
July 1, 6, 7, 1938.

8o Ihid., Apr. 29, 1938.

81 Ihid., Sept. 29, 1988,

62 Ihid., Oct. 1, 2, 1938.
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In October, 1938 the committee on finance and currency of the
New York State Chamber of Commerce passed a resolution pointing
out that the silver-buying experiment had been a costly failure and
asking repeal of the Silver Purchase Act of 1934 ‘and halting of fur-
ther purchases.®?

A feature of 1938 was the considerable increase in the quantity
of demonetized silver coming on the market, in addition to that from
China. This amounted to nearly 100,000,000 fine ounces, including
the Mexican 35,000,000 ounces sold to the United States Treasury
(Section 1 of this chapter), 40,000,000 ounces from Spain, and 22,000,-
000 ounces from Siam.*

One of the few hopeful signs in the whole silver situation is the
fact that the American Silver Producers’ Association, evidently ree-
ognizing that much of the former monetary demand for the white
metal has been destroyed and that American Government support
cannot be continued forever, has inaugurated an active program of re-
search to find new uses for the product. The Association has spon-
sored a number of research projects in American universities and re-
search institutions, and at the National Bureau of Standards. Among
the promising uses investigated are as a bearing metal for airplane
parts, as the lining of vessels used in industrial chemistry and in food
manufacture, as the lining of containers for food and for beer, as a
bactericide and fungicide for purifying drinking water and the water
in fish hatcheries, as electrical contacts and brushes, and other uses.*®

10. Continuance of Domestic Price

As the end of 1938 approached and the period for which the
President had set a price for newly-mined domestic silver was about
to expire, there was a general expectation that he would keep the price
at 64.5+ cents.** Some mining interests petitioned for a higher
price,*” but probably without much expectation of success.

As in 1987, the President waited until after the close of business
on December 31, 1938, and then issued a proclamation, extending the
50-per-cent seigniorage, that is, the effective price of 64.51 cents per
fine ounce, for newly-mined domestic silver “delivered fo a United
States coinage mint not later than June 30, 1939.”%* This date was

83 fbid., Oet. 31, 1938,

¢+ Handy & Harman, Annual Review of the Silver Market, 1958, p. 28.

5 New York Times, Nov. 27, 1937, Feb. 26, Apr. 8, 1938.

s Ihid., Dec. 20, 30, 1938. . '
et Colorado Springs Guzette, Dee. 10, 1938; New York Times, Dec. 31, 1988.
88 New York Times, Jan. 1, 1939,
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set because it was the date of expiry of the President’s power to re-
value the gold dollar and to coin silver, as originally given in the
Thomas amendment fo the Agricultural Adjustment Act of 1933 (see
Appendix VII) and amended by the Pittman amendment to the Gold
Reserve Act of 1934 (see Appendix XT).%

It should be pointed out that, although the authority of the Presi-
dent to issue his original silver-purchase proclamation of December
21, 19383 was doubtful, as mentioned in Chapter XXV, Section 7, his
action was made legal by Section 13 of the Gold Reserve Act of 1934,
which explicitly confirmed all actions taken under Sections 43 and 45
of the Thomas amendment.”® Moreover, the Pittman amendment to
the Gold Reserve Act of 1934 (see Appendix XI, paragraph 4) ex-
plicitly authorized the President

.. . to prescribe different terms and conditions and to make different charges, or
. to collect different seigniorage, for the coinage of siiver of foreign production
than for the coinage of silver produced in the United States or its dependencies.

Thus his silver-purchase proclamations subsequent to the first were
fully authorized at the time they were made.

By Treasury regulations announced on January 16, 1939 it was
provided that “delivery” on or before June 30, 1939 could be accom-
plished by the acceptance by the mint of a duly executed instrument
of transfer. This made possible the inclusion of silver mined practi-
cally up to that date, even though it might be several months before it
passed through the smelting operations and was physically delivered
at the mint.™

Any extension of a special price for newly-mined domestic silver
beyond June 30, 1939 will depend upon actior at the First Session
of the Seventy-sixth Congress.

11. Silver at the Beginning of 1939

Table 20 and Chart 12 show the distribution of the world’s sil-
ver on January 1, 1933 and on January 1, 1939. The figures for the
former date are repeated from Table 13, p. 240, and the left-hand
column in Chart 12 ig identical with the right-hand column in Chart
9, page 241, and is drawn with the same area scale as the middle
part of Chart 1, page 9. The changes during the 6-year period, shown

e By the Gold Reserve Act of 1934 these powers expired on January 30,
1936, but were extended by the President (under authority given in the act) to
January 30, 1937, and by Congress to June 30, 1939 (see Annual Report of the
Secretary of the Treasury ... 1956, pp. 269-270; ibid., 1987, pp. 262-263).

70 Ibid., 1924, p. 193.

™ New York Times, Jan. 17, 1939.
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in column (3) of Table 20, represent the sum of the annual estimates
of Handy & Harman, rounded off to the nearest 10,000,000 fine cunces;
these estimates may differ slightly from corresponding figures, based
on official sources, which are given for some of the items elsewhere
in this book.

One of the ostensible purposes of the United States silver policy,
if it may be called a policy, has been to increase the world monetary
use of the white metal. This has been accomplighed to the extent of
665,000,000 fine ounces, or approximately one-half of the new produc-
tion during the period. But this increase has not been universal: the
United States has piled up an enormous hoard equal to one and one-
half times the total new production, while China has gotten rid of
two-thirds of her monetary stock, and India and other countries have
also reduced their use of the white metal for currency. Nobmonetary
uses in Western countries have taken normal guantities, but the In-
dian demand has been much beilow normal and has not fulfilled the
promise of 1936 when it reached pre-depression magnitude.

TABLE 2¢

DISTRIBUTION OF THE WORLD'S SILVER ON JANUARY 1, 1933 AND JANUARY 1, 1939
{(Millions of fine ounces)

" Jan.1,1938 | Net change | Jan, 1, 1938
. e in é years
(1) I__(ﬂ . (3) (4)
A. Monetary
gﬁl_ited States . ) ﬁgg +1,9§g“ 2,575
ina i .7 —1,1 280
India | 1,050 -—110 940+
Other countries : 1,550 _—40 - 1,610
Total monetary 4,940 - 665 5,605
B. Nonmonetary g
g}:tlllited States 1,000 -+160 1,160
ina 800 | ... 800
India 3,300 -+-210 3,610
Other countries ) 1,500 +150 1,650
Total nonmonetary 6,600 -+520 7,120
C. Permanently lost or destroyed,
or unaccounted 3,946 <+-175 +4,121
Grand total production since 1493 | 15,486 +1,360 16,846

* Thig figure includes a smell guantity of silver bullion held in the General Fund of the Treas
ury on Jen. 1, 1933 and is aleo adjusted to give the correct final quantity on Jan. 1, 1939, It there-
fore is slightly larger than the sum of Handy & Harmon's annual estimates, and the unuccounted
itern is reduced correspondiogly.

t Includes silver taken outv of the monetary system znd held by the Covernment for sale,

SOURCES
{2) from Table 13, page 240,
(3) From Handy & Harman, Annual Review of the Silver Market, accumulgtion of the annual
ﬁg-ures) for ﬂ(le) 8 -’_yel(u')s. 1833-1938.
(4) = (2 3.
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12. Sdver at the First Session of the Seveniy-Sixth Congress

The First Session of the Seventy-sixth Congress opened on Janu-
ary 3, 1939. The November elections had brought in a strong Repub-
lican minority and a number of Democrats who were not very sympa-
thetic to the Administration, and opened up the possibility of some
effective opposition to New Deal measures.

On January 4 Senator John G. Townsend, Jr. of Delaware intro-
duced Senate Joint Resolution No. 1 for the appointment of a special
Joint committee to investigate the silver problem. In the preamble to
this he enumerated no less than 52 objections to the silver policy. The
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CHART 12,—DISTRIBUTION OF THE WORLD'S SILVER, 1933 AND 1939

resolution called for a committee of 5 from each House and provided
that pending the submission of their recommendations the further
purchase of foreign silver by the Treasury should be suspended.™
This proposal received favorable comment.™

Evidently to forestall action on this resolution Senator Pittman
on January 16 induced the Senate to add Mr. Towhsend and three
others (Senators George L. Radcliffe of Maryland, Edwin C. Johnson
of Colorado, and Henrik Shipstead of Minnesota) to the Senate Spe-
cial Silver Committee appointed in the summer of 1935 (Chapter
XXVII, Section 4). He also stated that this committee would soon hold
hearings.” On the same day his colleague, Senator McCarran, intro-

72 76th Congress, 1st Session, S.J.Res. I, Jan. 4, 1939, 8 pp.

. ™ Excerpts from letters received by Senator Townsend appeared in Cohgres-
mongi foszgrd (daily edition), Vol. 84, Jan. 19, 1939, pp. 765-766; Jan, 23, 1939,
PP- .

4 fbid., Jan. 16, 1939, p. 499. Hearings began on Feb. 7, 1939,
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duced a bill (8. 625) to limit purchases under the Silver Purchase Act
of 1984 to domestically-mined metal and to fix a minimum’ price for
such purchases. ™

Senator Townsend countered the next day by introducing a bill
(S. 785) to repeal the Silver Purchase Act of 1934 and to authorize
and direct the Secretary of the Treasury to dispose of surplus stocks
of silver at such prices as he might deem best. The bill also would re-
move the President’s discretionary power as to silver. In order to
stimulate the expansion of the industrial market for the white metal
it provided for an appropriation of $250,000 for research by the
Bureau of Standards.®

Senator Pittman replied to this on January 19 with a bill {S.800)
to amend the act completely, eliminating the 50-per-cent tax on prof-
its, setting the price for domestic silver at $1.29-}- per ounce, and
limiting the acquisition of foreign silver to payment for exports of
United States products. This was, in effect, to implement such schemes
as that for cotton deseribed in Section 9 above. He secured reference
of the bill to the Committee on Agriculture and Forestry, which he
doubtless expected would be more favorable than the Committee on
Banking and Currency, to which it logically should have gone.”

The above proposals are therefore in the hands of committees as
this book goes to press. It remains to be seen whether either the
advocates of silver or their opponents can secure enough support to
have the problem reconsidered.

75 Ihid., p, 496.

78 I'hid., Jan. 17, 1939, p, 587; New York Times, Jan. 18, 1939,

™ Congressional Record (daily edition), Vol. 84, Jan. 19, 1939, p. 67%; Cole-
redo Springs Gazette, Jan. 20, 1939.



CHAPTER XXXI

SUMMARY AND CONCLUSIONS

We’ve trod the maze of error round,
Long wandering in the winding glade;
And now the torch of truth is found,
It only shows us where we sirayed.
GEORGE CRABBE, Late Wisdom

Prior to the middle of the nineteenth century silver was neces-
sarily the chief element in the world’s monetary systems. Since the
discovery of America its production had averaged between 30 and 40
times that of gold by weight. As the value ratio had remained fairly
steady in the neighborhood of 15 or 16 to 1, the total value of the sil-
ver production was between 2 and 8 times that of the gold. Because
there was not enough gold to go around for monetary purposes, ex-
tensive use had to be made of silver. With England on the gold stand-
ard, France and the United States on bimetallic standards, and Asia
and parts of Europe on silver standards, the distribution of the two
metals was to a large extent automatic, and their relative value fluc-
tuated but little.

The large gold discoveries in the middle of the nineteenth cen-
tury reduced the production ratio to less than 6 to 1, and provided in
two decades what appeared to be an ample supply of gold, so that the
international conference of 1867 was almost unanimous in favoring
the gold standard. Soon after that there began the shift to gold which
in itself would have tended to lower the demand for silver. When the
change of standard was combined with large sales of silver by Ger-
many, with a sharp increase in the production of silver, and with a
slight decline in the production of gold, it was inevitable that the
price of silver should fall and that bimetallic countries should have
to close their mints to the free coinage of silver if they were to avoid
becoming silver countries.

It was naturally hard for even the unbiased observer to become
adjusted at once to the sudden change in the status of silver, and for
those whose pocketbooks were affected it was still more difficult. More-
over, gold production did not increase during a period of considerable
technical development and economic expansion, and the world experi-
enced through more than two decades a declining price level with the

— 344 —
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consequent hardships to debtors and to producers of raw materials.
The arguments for an expansion of the metallic monetary base were
of considerable validity, and it was not surprising that the sgilver
question was prominent for nearly a generation.

The United States was then the largest producer of silver, and
also had a large agricultural population affected by the declining com-
modity price level. Remonetization of silver thus obtained consider-
able political support in the West, but was opposed by more conser-
vative eastern opinion. The Bland-Allison act of 1878 and the Sher-
man act of 1890 were compromises which accomplished nothing to-
ward restoring silver to a place in the world’s monetary systems, and
yet loaded the Treasury with some 570,000,000 silver dollars, usually
worth less than half that amount as metal, and entering into cireula-
tion chiefly in the form of silver certificates. The weakness of the
plan led to the repeal of the Sherman act in 1893, and in 1896 the
decisive defeat of Bryan apparently settled the silver question per-
manently.

During the same period the movement for international bimetal-
lism had received support from many able economists and public men.
There was much to be said in its favor if it could have been adopted
before the decline of silver had proceeded too far. Whatever its theo-
retical advantages, however, the conferences and other negotiations
on the subject showed that it was not practical politics. The interests
of different nations were too diverse to secure agreement; if agree-
ment could have been secured it might not have stood the strain of
war or serious depression.

By the beginning of this century gold had won almost universal
acceptance, in the form either of pold-coin or of gold-exchange stand-
ards. The increasing production of gold in South Africa provided an
ample and even excessive supply of the yellow metal. Nations which
could not maintain the gold standard lapsed to “inconvertible paper”
(the term “managed currency” had not then been invented). India,
which had abandoned the silver standard in 1893, continued to absorb
large quantities of the white metal for coinage and still larger quan-
tities for women’s ornaments. Only China and a few other countries,
not important in world trade, remained on the silver standard.

Even in the United States the silver question dropped out of the
public eye as a new generation grew up which knew not 16 to 1. Ameri-
can silver production had changed in character, becoming predomi-
nantly by-product silver instead of the straight silver (and gold) ore
of the Comstock-lode type. The silver interests no longer were a
power in American politics.
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The World War created a demand for silver subsidiary coinage
everywhere, for enormous rupee coinage in India, and for silver in
settlement of China’s balances. At the same time production declined
because of civil war in Mexico. As a result, the price of silver rose
even above pre-1873 levels and for a time silver hardly could be found
at any price. The Government of India was obliged to raise the ex-
change value of the rupee to keep the coins from being melted for
their silver content. By the end of 1919 the silver coins of most coun-
tries were in danger of the melting pot; in many countries they dis-
appeared from circulation. One nation after another in postwar cur-
rency reforms reduced the silver content of its coins or replaced sil-
ver by cheaper metals.

The sale of American gilver dollars in 1918 to relieve a serious
situation in India had been made, by the Pittman act, into a piece of
special legislation to favor American silver producers. Assured of a
good market for about three years after the price of silver elsewhere
had slumped to prewar levels, they grew by what they fed on and
asked for more, For ten years, however, all attempts at special legis-
lation were ineffective,

Meanwhile silver had fallen sharply in price in 1920, and ad-
justed itself for the next few years to a level slightly above prewar.
The Piftman act kept American silver off the market until the middle
of 1923, but world production increased and supplies of demonetized
Furopean silver also were available. China and India, however, tock
all that was not absorbed by the arts and coinage in Western coun-
tries. In China, the silver went directly into the monetary system; in
India, it was used largely for ornaments, the Government buying prac-
tically none for coinage after 1920. The price dropped about 10 per
cent to a new level in 1926 when India was considering the adoption
of a gold-bullion standard which would involve the sale of a large
quantity of silver over a period of ten years.

The great decline in the price of silver began in 1929 and to some
extent preceded the fall of other commodity prices. It was greater
than the fall of the United States Bureau of Labor Statistics index
number of wholesale prices, but not as great as the fall in price of
many individual commodities. The two facts, the fall in the price of
silver and the world depression, were seized upon by silver supporters
and other inflationists to argue that the former was the cause of the
latter, and that something ought to be done for the white metal in
order to cure all our ills. A sounder view would seem to be that the
fall in the price of silver was to a large extent a result of the world-
wide fall in commodity prices, which caused an adjustment between
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the commeodity price level in terms of silver in China and the com-
modity price level in terms of gold (or paper) elsewhere. This ad-
Jjustment took place more readily by a decrease in the price of silver
than by a decrease in commodity prices in China.

The arguments for doing something for silver have not been con-
vineing to those who understood the facts and whoe were loath to see
undue experimentation with the sensitive monetary structure. The
argument for increasing the purchasing power of a large portion of
the world’s population was unsound, because only China was on a sil-
ver standard, because the deflationary effect of an increased value of
her money would have outweighed any temporary stimulation to some
import lines, and because in any case her trade was an almost insig-
nificant fraction of total world trade. All this was pointed out by sev-
eral writers, and would seem to be confirmed by the vigorous protests
against the American silver-purchase policy which came from China
and by the experience of that country when the price was raised. The
argument for broadening the metallic base of the world’s currency
rested on the controversial premise of an insufficient gold supply;
moreover, the addition of all available silver would have made a much
smaller increase than was generally realized. The argument for in-
flation by means of silver was based on the likewise controversial
premise that inflation was needed, and it was weakened by the argu-
ments for inflation by other methods. ,

Increasing agitation on the part of the silver supporters failed
to secure any legislation under President Hoover’s administration,
but in 1933 there began to be a new deal for silver. The World Eco-
nomic Conference of 66 nations gt London labored, under the minis-
trations of Senator Pittman, and brought forth the silver agreement.
In December President Roosevelt ratified this, and gave American
silver producers a bonus of about 50 per cent above the current mar-
ket price. This satisfied for a time those interested primarily in do-
mestic gilver prices, but the silver inflationists kept up their demands,
and, after various attempts to stall them off, the President finally gave
in and allowed the compromise Silver Purchase Act of 1934 to be
passed.

The passage of the act was temporarily satisfying. The most
rabid silver supporters, however, continued to some extent to press
their views. Nevertheless, the fact that the effects upon China were
quite opposite to those predicted by the silver leaders, and the increas-
ing public enlightenment as to the uselessness and wastefulness of the
silver-purchase policy, have to a considerable extent quieted the voices
of former supporters. The Treasury has carried out the provisions
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of the act with considerable faithfulness to the spirit in which it was
passed, and rather more energetically than required by the strict let-
ter of the law. It can hardly be thought, however, that the Treasury
is really “enthusiastic” about the silver policy. It is in the position
of having to buy snormous quantities of silver merely to support the
price, for any considerable drop would stir up the now quiescent sil-
ver bloe. Meanwhile, with the great inflow of gold into the country,
the npurchases of siiver, large as they are, bring the silver reserves
only very slowly toward the goal of one-third of the gold.

The addition of the large amount of silver to the country’s cur-
rency has had no sericus i1l effects as yet. It is of minor importance
as an inflationary factor compared with other foreces which might
lead to real inflation. In fact, it may be argued that if we had not
purchased silver, our balance of international payments would have
had to be settled with even more gold than we have received, with the
accompanying dangers to us and to other nations. Nevertheless, the
silver is piling up in the Treasury; it can never be pushed into circu-
lation to any extent; there is very little chance that it can ever be dis-
posed of to other nations, and if it could be, the silver bloc doubtless
would revive and insist on some repurchase arrangement, similar to
that of the Pittman act; and some day, if the flow of gold should be
reversed, it may be a serious inconvenience to have such a large part
of the couniry’s monetary base in a nonliquid form.

In China, the early effects of the world depression were mitigated,
because the falling price of silver in 1950-1932 made it unnecessary
for Chinese export prices to fall in order to ecompete in world trade.
China, or at least Shanghai, experienced prosperity while the rest of
the world felt the depression. The devaluation of sterling in 1931 in-
terrupied this, and the devaluation of the American dollar and the
raising of the price of silver brought fo China the full foree of the
depression in 1834 and 1935. Temporary measures were inadequate
and in November, 1935 China was forced to the momentous step of
abandoning the silver standard and adopting a managed currency.
In spite of the misgivings of observers, this proved eminently success-
ful for over two years, until it was interfered with by war conditions.
Meanwhile the Chinese Government had exported large quantities of
siiver and built up reserves abroad; with a stabilized exchange the
country was able to share in the world recovery of 1936 and 1937 and
to make rapid economic progress. China for a generation had been
discussing abandonment of the silver standard. To be forced to do so
by American politics was a temporary hardship, but perhaps on hal-
ance has been a good thing, Certainly the Chinese Government was
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strengthened to meet the war emergency by having a considerable
part of its currency reserves abroad.

American silver producers, to whose efforts the adoption of the
Administration’s silver policy has been, at least in part, due, must
view their success with mixed feelings. Since 1933 they have re-
ceived for their product a considerable bonus over the world price
(and the world price itself, much of the time, has been kept well
above its natural level by Treasury purchases). This bonus must have
been a great help in depression years. But the future is not so bright.
It is hardly to be expected that the country will be willing to keep
silver permanently on relief. When it has to support itself again, it
will find its best customer, China, out of the market.

It is interesting to speculate on what might have happened to sil-
ver if it had been let alone. If the Administration and Congress had
resolutely turned down a1l plans for aiding the white metal, it is unde-
niable that the silver market would have been greatly upset. It would
have been hopeless to expect the world to absorb new production plus
the 800,000,000 fine ounces of speculative stocks that existed at the
beginning of 1934. Undoubtedly the price would have dropped con-
siderably; just how far, it is difficult to say. Speculators and pro-
ducers would have suffered together. It is a question, however, wheth-
er they would have suffered more than did other speculators and pro-
ducers of other commodities not so kindly treated by the Government.
On the other hand, a drop in the price probably would have stimulated
Indian purchases for the ornament trade. The number of ounces of
silver, if not the value, taken by China would have increased. That
country in all probability would have remained on the gilver stand-
ard. These compensatory forces of increased demand, combined with
the decreased world production which would have followed a low
price, would have tended to bring about a new equilibrium, perhaps
at a lower price than in the past, but still at one which producers
could view with equanimity.

But this was not to be. Silver obtained assistance for a time.
That time must come to an end, and the readjustment promises to be
much more painful than if the price had been allowed to reach an
equilibrium without interference. With, China out of the market, the
industry must find new users for its product. Its research into indus-
trial uses is promising; even at present prices, however, silver costs
more per ounce than most competing metals do per pound, 8o it is
obvious that industrial uses will be limited, except where silver shows
unusual superiority, unless the price drops much below the present
level.
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At the beginning of this century silver was in much the position
of Humpty Dumpty after his fall. Its warmest friends had come to
realize reluctantly that the efforts of all the King's horses and all the
King’s men could not restore it to its proud position of old. The World
War lifted it once more to a dizzy height, from which it crashed again.
In recent years the efforts of its friends have had only a temporary
success; the future is unpromising. The unprejudiced bystander will
feel that there is no use trying to patch up broken eggs, even such a
good egg as Humpty Dumpty.
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APPENDIX I

SoURCES OF DATA FOR CHART 1

World Production of Gold

1493-1927: Ridgway, Summarized Data of Gold Production, large table.

1928-1937: Annual Report of the Director of the Mint, summarized from de-
tailed figures given each year.

1938: Engineering and Mining Journal, Vol. 140, February, 1939, supple-
mented by estimates for classifications not given.

N.B. U. S. production includes Philippine Islands from 1907.
World Production of Silver

1493-1927: Merrill, Summarized Data of Silver Production, large table.

1628-1937: Annual Report of the Director of the Mint, summarized from de-
tailed figures given each year. '

1938: Handy & Harman, Annual Review of the Siver Market, 1938, p. 28,
supplemented by estimates for classifications not given.
Other Supplies of Gold and Silver

See Tables A, B, and C.

TABLE A
UNUSUAL SUPPLIES OF GOLD COMING ON THE MARKET, 1931-1938
{Millions of fine ounces)

Year United United India China Total
States Kingdom

(1) (2) (3) 4) (5) (6)
1931 1 e e 4.6 0.5 5.1
932 | 2.5 9.5 1.1 13.1
1988 ) .. — 6.1 0.7 6.8
1934 0.7 - 6.6 0.5 7.8
1935 0.2 e 4.5 0.4 5.1
1986 Y .| . 3.5 0.4 3.9
1937 | e N 1.8 0.5 2.3
1938 e J— 1.6 | 1.6
193¢ | ——— T I
1940 1 e e b e e e

SOURCES

(2) These represent excesa of old gold coming on the market over = “normal” figure taken
as the average for the 10 years, 1920 to 1929 inclusive. Data in Annoal Report of the Director of
the Mint, . . . 1937, p. 86,

) Sharps and Wilkins, quoted in ibid., 1933, p. 80, estimate domestic sales of old gold at
£15,000,000 in 1982, This estlmats has been converted into fine ounces at 118 shillings per ounce,
the average price during that year. No sllowance is made for & “normal” supply of old gold;
thiz may be balanced by unknown excess quantity marketed in 1933, for which no estimates are
available but which 1s believed to be mmuch less than in 183Z.

(4) These figures are summarized from monthly net export of gold, as reported in Accounts
Relating to the Ses-Borne Trade and Navigation of British India

(6) These figures represent annual net exports of gold, converted to fine ounces from Custornm
gold units, as reported in The Trade of China. .

— 353



354 SILVER MONEY

TABLE B
SALES OF SILVER BY GERMANY, 1873-1879

(Millions of fine ounces)

Year Quantity Year Quantity

1873 1.7 1877 46.1

1874 11.3 1878 26,1

1875 3.4 1879 6.1

1876 19.5 Total 114.2
SOURCE

Proceedings of the International Monetary Conference . . . held . . . in Paris in . . . 1881,
p. 18; figures there given in (metric) pounds of 500 grams have been converted te fine ounces.

TABLE C
SALE® OF DEMCNETIZED SILVER, 1918-1938
(Millions of fine cunces)

Year United United Conti- India China Other Total
States Kingdom nent
1918 53.0 I B - neeane - 53.0
1919 1470 | s | e | e e 147.0
1920 22.0 290 | o | e 49.0
192y | 6.5 300 | o | e 36.5
1922 | ... 24.0 19.0 | ] e 43.0
1923 25.0 200 | s | e e 45.0
1924 . 2.0 2K | S R IR N 20.0
1926 | ... 70 | 7.0
1926 0.7 | .. 0.7
1927 12 8.0 9.2 18.4
1928 5.5 32.0 22.5 60.0
1920 | ... 10.0 10.0 35.0 67.0
1930 | ... 22.0 29.5 715
1981 | s | e 35.0 68.5
1932 | | e 12.1 24.0 47.1
1938 | | e 45.8 47.1 103.8
IR -7 S R R 256.0 33.0 258.0
1936 22.0 29.0 250.4
1936 ——— 20 | .. 304.0
1937 " 6.2 0.9 189.5
1938 | | e 40.1 2.3 334.0
19839 | s | e e e
1940 | L e 0 s b b i s e
SOURCES

1918-1920: Estimated sales of Pittman-aet and other silver,

1921-19828; Estimates from Handy & Harman, Annual Review of the Silver Market. “Un-
allocated Supplies” in 1935 and 1937, representing speculative stocke withheld from market in early
1980°s, are not included.

Price of Silver

1833-1873: Equivalent New York prices computed at par of exchange from
London high and low prices as given in Annual Report of the Director of Mint
...1938, p. 886.

1874-1937: Actnal New York high and low prices given in ibid., p. 85.

1938: Actual New York high and low prices taken from current quotations
in Commereial and Financial Chronicle.
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CURRENT DATA

For a few important series, figures are given here from 1933, with space
for the reader to fill in figures for the next few years if he so desires,

e TABLE D
PRODUCTION OF GOLD, 1933--1938
(Millions of fine ounces)
Year United | British Mexico South U.5.5.R. Other Total
States Empire Americs. Countries
1933 2.3 16.6 0.6 0.9 2.7 2.3 26.4
1934 2.7 16.3 0.7 1.1 3.9 2.7 274
19356 3.2 17.1 0.7 1.2 4.8 3.0 30.0
1936 44 185 0.8 1.2 b2 2.9 33.0
1937 4.8 20.2 0.8 1.4 5.0 2.5 34.7
1938 b1 20.3 0.9 1.4 5.3 41 3Ta
1939 — — UUUUEE (R,
1940 — o JEP A R —

TABLE E
PRODUCTION OF SILVER, 19331938
(Millions of fine ounces)

Year United Britizsh Mexico South U.8.8.R. Other Total
Btates Empire America Countries
1933 | 23 30 68 13 1 34 169
1934 32 34 74 17 1 32 190
1935 46 a7 76 27 4 31 2231
1936 63 41 77 33 7 33 254
1937 71 47 85 29 7 35 274
1938 62 45 86 32 7 34 265
1939 — — o— J—— I ———— ——
1940 J— J— — — b s O U

SOURCE: as in Appendix 1.
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TABLE F
MoNTHLY HiGH AND Low PRICE of SILVER, 1933-1938
New York London
Month Cents per ounce, Pence per gunece,
0.999 fine 0.926 fine
High Low High 1 Low
1933

Jan. 26.25 *24.5 17.125 *16.5
Feb 27.25 25.376 17.31256 16.5625
Mar. 30. 26.5 18.4375 17.
Apr. 37.25 219. 20.4375 17.25
May 36.25 32.125 *20.6 1B.1875
June 36.75 84.95 19.5625 18.375
July 40.375 35.5 18.9375 17.875
Ang. a7, 35, 18.125 17.75
Sept. 40.5 36.625 18.5 18.0626
Oct. 40. 36.125 185 17.75
Nov. 45, 40. 18.625 18.25
De{:é 24 44.625 426 19.0625 18.4376
Jan. 45, 43.26 18.75 19.0625
Feb. 46.75 43.375 20.6875 19.25
Mar, 46.75 45.125 20.75 19.875
Apr. 48.75 42.5 20.25 18.75
May 45.125 *41.75 19.81256 *18.1875
June 46.25 44.5 21.125 19.4375
July 46.75 45.75 21. 20.0625
Aug. 48.75 46.375 21.875 20,4375
Sept. 50.00 49.25 22.4375 21.625
Oet. 55,625 50.00 24.875 22.4375
Nov. *5b.75 53.00 *25.25 23.4375
De{:é’s5 55. 53.25 24.875 23.8125
Jan. 55. 53.875 24.75 24.3215
Feb. b6.5 53.5 25.6875 24.3125
Mar, 61.25 56.875 28.875 26.0625
Apr. *31. 61.25 *86.25 28.25
May 1. 71.25 35.375 32.3756
June 74. 89.5 33.75 31.
July 69.75 81,715 312125 30.1875
Aug. 67.75 65.375 80.1875 29,
Sept. 65.375 65.375 29.5625 29,
Oct. 65.375 65.375 29.625 29,3125
Nov. 65,375 65.375 29.5 29,1876
Deféf!ﬁ 65.375 *40.75 29.25 *20.876
Jan. *49.75 4475 22.375 *19,
Feb. 44.75 44,75 20.0625 19.4375
Mar. 44.75 4475 20.1875 19.0625
Apr. 45.75 44.75 20.875 19.875
May 45.75 44.75 20.875 19.75
June 44.75 44.95 20.0625 19.4375
July 4475 44,75 19.75 19,375
Aug. 44.75 44.75 19.6875 19,125
Sept. 44.75 44.75 20.0625 19,4375
Oct. 44.75 44.75 20.1875 19.6875
Nov. 47.5 44.75 *22.9375 0.
Dec. 46.56 44 875 21.376 20.875

*High or low for the year.
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TABLE F-—-(continued)
MoNTHLY Hi¢H AND Low PRICE oF SILVER, 1933-1938

| New York | London
Month i Cents per ounce, Pence per onnce,
0.99% fine 0.925 fine
High Low High | Low
1937

Jan. 45.75 *44.75 *21.3125 1 20.25
Feb. 44.75 44.75 20.1826 19.9375
Mar. 45.75 44.75 21.125 | 20.1875
Apr. *46.75 44.75 216 20,1876
May 45.26 44 876 20,4375 20.25
June 45. 4476 20.875 l 19.75
July 44.75 44.76 20.1875 ‘ 19.1875
Aug. 44,75 4475 20. ‘ 19.1875
Sept. 44.75 44.75 20. 18.95
Oct. 44,75 44.75 20.0626 1 19.1875
Nov. 44.76 | 44.75 19.9376 ‘ 19.5625
Def§38 44.75 44.75 19.6875 *18.187H
Jan. *44.75 44.75 20.375 19.25
Feb. 44.76 4475 26,3126 19.9376
Mar. 44.75 *42.75 *20.5625 *18.375
Apr. 42.75 42.75 19.1875 i 18.5625
May 4275 42.75 18.9375 18.625
June 42.75 42.75 19,0626 18.6875
July A2.95 42.75 19.9375 18.9376
Aug, 42.75 4275 19.876 19.125
Sept. 42.75 42.75 19.9375
Oct. 42,75 42.75 19.8125
Nov. 42.75 42.75 20.25
Dec. 42,75 42.75 20.25
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THE COMPUTATION OF PARITY CONSTANTS

1. TABLF OF WEIGHT AND MONETARY CONSTANTS

Weights
1 avoirdupois ounce = 4371% grains.
1 troy ounce — 480 grains.
1 gram = 15.4324 grains.
1 tola (India) =— 180 grains.

World Silver Markels
New York: quotations in cents per troy ounce, 0.999 fine.
London: quotaticns in pence per troy ounce, 0.925 fine.
Bombay: quotations in rupees per 100 tolas, fine.

American Coinage

1 gold dollar (1834-1934) = 25.8 grains gold, 0.900 fine,
= 23.22 graing fine gold.
1 ounce fine gold == $20.6718 in pre-1934 dollars.

15 5/21 graina gold, 0.960 fine,

13 5/7 grains fine gold.

$35.00 in 1934 dollars.

412% grains silver, 0.900 fine,
371% grains fine silver.

$1.2929-- at bullion parity of silver

1 gold dollar (Jan. 31, 1934— )

1 cunce fine gold
1 silver dollar (1837- )

ININININ

1 ounce fine silver

dollar.
1 dollar in subsidiary eoin (1878—- ) — 25 grams (385.81 grains) silver,
0.900 fine.
— 22.5 grams (847.23 grains) fine silver.
1 ounce fine silver — $1.3828- at bullion parity of subaidi-
ary coin,
British Coinage (ot old par)
1 pound sterling (£1) = 123.274478 grains gold, 11/12 fine,
= 113.001605 grains fine gold.
1 ounce gold 11/12 fine (basig — £3.89375,
of quoting before 1919} = £3 17s. 10%d.
1 ounce fine gold (bagis of = £4.24773,
quoting after 1919) == £4 4s, 11354,
1 pound sterling (£1) in silver coin
(before 1920) = 1745.455 grains silver, 0.925 fine,

= 1614.546 grains fine silver.
1 pound sterling (£1) in silver coin

{1920~ ) 1745.456 grains silver, 0.500 fine,

= 872,727 grains fine silver.
— 358 —
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Indian Coinage
1 rupee (1835— ) =— 1 tola (180 grains) silver, 11/12 fine,
= 166 grains fine silver.
Chmese Coinage
1 Chinese standard dollar {1933-1935) =— 26.6971 grams (412 grains) silver,
0.880 fine,
= 23.4934 grams (362.56 grains) fine,
silver.
2. CHAIN RuULE

Computations connected with monetary parities and foreign exchange are
done most easily by the method of chain rule, except in cases where they can be
solved by simple proportion.

Chain rule may be illustrated by the following example to find the old par
value of the pound sterling in American currency. A series of equations is writ-
ten down, each one beginning with a guantity expressed in the same concrete
unit as the guantity with which the preceding equation ended:

(a) X dollars
(b) 1 pound sterling
(¢} 23.22 grains fine gold

1 pound sterling,
113.0016 grains fine gold,
1 dellar,

[

The above equations are derived as follows:
(a) Statement of the problem;
(b) Definition of the pound sterling;
(e} Definition of the doliar.
Next, the three equations are multiplied together, and the right-hand side of
the resulting equation is divided by the left-hand side, giving:

1 pound sterling X 113.0016 grains fine gold X 1 dollar

1=3 dollars X 1  poundsterling X 23.22 grains fine gold

Since exactly the same concrete units appear in both numerator and de-

nominator, they cancel out, and the answer becomes:
= 4.86656 (commonly taken as 4.3665, as established by law in 1874).

In practlce, the concrete units are omitted in writing the produet of the

original equations.
3. COMPUTATION OF FORMULAS
Symbols

G — price of gold in London, in shillings per fine ounce.

G’ —price of gold in New York, in dollars per fine ounce,

S == price of silver in London, in pence per ounce, 0.925 fine.

S’ — price of silver in New York, in cents per ounce, 0.999 fine.

R — ratio between values of gold and silver in London.

R’ — ratio between values of gold and silver in New York.

E — exchange rate, New York on London, or current par of exchange, in dol-

lars per pound sterling,

The relationship between New York gold price and London gold price is:

@ dollars = 1 ounce fine gold,
1 ounce fine gold — G shillings,

20 shillings — 1 pound sterling,
1 pound sterling — E dollars,
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__1XGX1IXE
G'X1X20X1’

GE
1 G = —;
(1) ™
or, for the special case of the old par, where E == 4.8665,
@) & = 0.2433G.

The actual relationship on any day may differ slightly from the above be-
cause of the condition of the exchange market, but the difference normally will
be limited by the cost of shipping.

The relationship between New York silver price and London silver price is:
=— 1 ounce gilver, 0.999 fine,

S’ eents
1 ounce silver, 0.925 fine — § pence,
240 pence =— 1 pound sterling,
1 pound sterling — E dollars,
1 dollar — 100 cents,
__ 0999 X 8 X 1XE X 100
8% 0.925 X240 X 1X 1~
(3) 8 =— 045ES ;
or, for the special case of the old par, where E — 4.8665,
(1) S = 2.1908

The actual relationship on any day may differ slightly from the above be-
cause of the condition of the silver market, but the difference normally is limited
by the cost of shipping.

Note that in the chain-rule computation, since the right-hand member of the
first equation and the left-hand member of the second equation both are 1 ounce
gilver, only the finenesses are used in combining them.

The relationship between London silver price and the ratio is:

E ounces fine silver 1 ounce fine gold,

1 ounce fine gold == G shillings,
1 shilling — 12 pence,
S pence — 1 ounce silver, 0.925 fine,
1= 1XGEX12X0925
RX1X1XS§ '
5) B = 1113
S’

For the special case of the pound at its old gold value, the price of gold was
£4 45, 11%d., that is, G = 84.955 shillings; formula (5) becomes:

943.00
S .
The relationship between New York silver price and the ratio is:
R’ ounces fine silver 1 ounce fine gold,

(6) R =

1 ounce fine gold ; &' dollars,
1 dollar == 100 cents,
8 cents = 1 ounce silver, 0.999 fine,

1X G X 100 X 0.999
RX1X1IXS
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9996
R

For the special case of the dollar at its pre-1934 value, where ' — 20.6718,
formula (7) becomes:

(1) E

2065.1
S-l'
For the special case of the dollar established January 81, 1934, where G
= 85.00, formula (7) becomes: :
8496.5

9 R = .
(9) S

For example, at the current monetary value of silver, 8’ == 129.16, which
gives a coinage ratio of

(8) R =

v 84965

" 12916
= 27.07 to 1.




APPENDIX IV

COINAGE RATIOS AND BULLION PARITIES OF SILVER COINS
TABLE G. PREWAR

Table G shows the coinage ratios and bullion parities of the silver coing of
the principal countries of the world, as determined by monetary legislation ex-
isting before the World War,

Columns (2) and (3) give the name and par value in American cents of
each country’s monetary unit.

Column (4) gives the coinage ratio, obtained by dividing the fine-silver con-
tent, per monetary unit, ¢f the silver coins, by the fine-gold content of the mone-
tary unit. In this and in the next two columns, where more than one figure is
shown for & country, it means that different denominations of silver coins have
different coinage ratios; that for the highest denomination is given first. Coin-
age ratios that have remained unchanged after the war are marked with an
asterisk (*).

Column (5) gives the bullion parity in cents per ounce, 0.999 fine. This is
obtained by dividing 2065.1 by the coinage ratio, in accordance with formula (8)
of Appendix IIT.

Column (6) gives the bullion parity in pence per ounce, 0.925 fine. This ia
obtained by dividing 943.00 by ihe coinage ratio in accordance with formula (6}
of Appendix III.

TasiE H. POSTWAR

Table H gives the corresponding dats based on legislation in force in each
country, after it had returned to the gold standard subsequently to the World
War, and while Great Britain and the United States still were on the gold stand-
ard. As in Table G, coinage ratios that have remained unchanged since the war
are marked with an asterisk (*).

The departure of any country from the gold standard makes the figures
gshown for that country incorrect. The departure of the United States and Great
Britain from the gold standard makes all the bullion parities incorrect, when
measured in depreciated cents and pence. Until currencies are stabilized on a
new gold basis, however, this table serves as a base from which current parities
may be computed by the use of current exchange rates, as deseribed below.

ADJUSTMENT FOBR DEPRECIATED CURRENCIES

If it is desired to find the bullion parity in cents per ounce of any foreign
silver coin at present, when most currencies are off gold, it is only necessary to
multiply the figure given in column (5) of Table H by the current exchange rate
for the foreign currency concerned (in terms of U, 8. cents) and divide by the
par value from column (3), No adjustment is needed for the current gold value
of the American dollar, because the exchange value of the foreign currency and
the price of silver both are measured in the current dollar, and the old dollar
cancels out, as shown in the following example,

— 362 —
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Exzample: If the exchange rate of the French frane is 2.678 cents, what is

its current bullion parity? : :
2.673 current cents
Answer:
3.918 old cents

The corresponding bullion parity in pence per ounce may be found by con-
verting cents to pence by formula (3) of Appendix III; or by multiplying the
old parity in pence by the current exchange rate of the franc in London and di-
viding by the old par of the franc in London, The two methods may give slightly
different results if the exchange rates in the iriangle New York-Paris-London
are not in exact equilibrium,

See also Roush, “Melting Point of Silver Coinage the Resultant of Price and
Exchange Rates,” for a nomogram for quick computation of bullion parities.

X 179.0 old cents = 122.1 current cents.

TABLE G
PREWAR COINAGE RATIOS AND BULLION PARITIES OF SILVER COINg
MONETARY UNIT BASIS OF SILVER COINAGE
Par value Bulilon Parity
in pre-1984 Coinage Cents Pance
COUNTRY Name U.S. cents Ratio PEr 0%., per 0z.,
0.2822 grains 0.990 fine 0.925 fine
fine gold
(1) {2) (3) (4) {5) (8)
North America
United States Dollar 100.¢ 15.99* 129.2¢ 59.0d.
14.95* 138.1 63.1
Canada - Dollar 100. 14.34 144.0 65.8
Mexico Peso 49.845 82.69 63.4 28.9
26.67 774 864
South America
Argentina Peso 96.472 15.60 133.2 60.8
Bolivia Boliviano 38.93 28.45 72.6 . 331
Brazil Milreis 54.635 10.95 188.6 86.1
Chile Peso 86.498 11.80 175.0 79.9
12.29 168.0 76.7
16.39 126.0 57.5
Colombia Dollar 97.831 15.36* 184.4 614
Ecuador Suere 48.665 30.78 67.2 307
Peru Pound 486.65 30.73 67.2 80.7
Uruguay Peso 103.422 14.46* 142.8 65.2
Venezuela Bolivar 19.295 15.50* 133.2 60.8
14.38* 143.6 65.6
Europe
Austria- Crown 20.262 14.17 145.7 66.5
Hungary 18.22 113.3 518
13.69 150.8 68.9
Belgium France
Bulgaria Lev
France Franc
Greece Drachma
Italy Lira 19.295 15.50 133.2 60.8
Rumania Leun 14.38 143.6 65.6
Servia Dinar
Spain Peseta
Switzerland Frane

*Coinage ratio unchanged after World War.



364 SILVER MONEY

TABLE G—(continued)
PrEWAR COINAGE RATIOS AND BULLION PARITIES OF SILVER COINS

MOMNETARY UNIT BASIS OF SILVER COINAGE
Par value Bullion Parity
in pre-1934 Coinage Cents Pence
COUNTRY Name U.S. cents Ratio pet oL, Der ot.,
0.2322 grains 0.999 fine 0.925 fine
fine gold
1) {2) Q) (4) () (6)
Denmark Crown 14.88 138.8¢ 63.4d.
Norway Crown 26.798¢ 14.40 1434 65.5
Sweden Crown 14,38* 143.6 65.6
Finland Markka 19.295 15.50 133.2 60.8
13.17 156.8 716
Germany Mark 23.82 13.95 148.0 67.6
Netherlands Florin 40.195 15.62 132.2 60.4
(guilder) 15.13* 136.5 62.3
14.81* 139.4 63.7
Portugal Escudo 108.06 12.84 160.8 734
Russia Ruble 51.455 23.24 88.9 40.6
11.62 177.7 81.1
United Kingdom | Pound 486.65 14.29 144.5 66.0
Agia
India Rupee 32.443 21.90 94.3 43.1
Japan Yen 49.845 21.60 95.6 437
Netherlands Florin 40.20 15.62 132.2 60.4
Indies (zuilder) 15.13 136.56 62.3
14.81 139.4 63.7
Philippine Peso 50. 21.27* 97.1 44.3
Islands 19.94* 103.6 47.3
Siam Tieal 37.085 24.19 854 39.0
21.50 96.1 43.9
Straits Set- Dollar 56.78 21.30 97.0 44.8
tlements 19.07 108.3 49.4
Africe and
Australasia
Australia Pound
New Zealand Pound 486.65 14.29* 144.5 66.0
South Africa Pound
Egypt . Pound 494.30 15.69* 131.6 60.1
Coins in certain
couniries  prior
to recoinage in
1907
Japan Yen 49.845 28.75 7.8 32.8
Philippine
Isiands Peso 50. 32.25 64.0 29.2
Straits Set-
tlements Dollar 56.78 28.40 T2.7 33.2

*Coinage ratio unchanged after 'World War,

SOURCE

Computed by the writer from weights and finenesses of gold and silver colns given in . 8.
Bureau of the Mint, Monetary Systems of the Principal Countries of the World, Washington, 1917,
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TABLE H
PosTWAR COINAGE RATIOS AND BULLION PARITIES OF SILVER CoINS
! MONETARY UNIT BASIS OF SILVEE COINAGE
Par value Bullion Parity
in pre-1 n 1 n
COUNTRY Name ?J% cmff.sn‘l cﬁiat'i‘oge pSfT:.. l:: a:i
0.2322 grains 0.999 fine l 0.926 fine
fine gold
{1 (2} (3} (1) (5) (6)
North America
United States Dollar 100.¢ 15.99* 129.2¢ 59.0d.
14.95* . 1381 63.1
Canada Dollar 100. 12.40 166.5 76.0
Mexico Peso 49.85 16.00 129.1 I 58.9
South America
Bolivia Boliviano 36.499 21.85 94.5 43.2
Brazil Milreis 11.963 10.00 206.5 943
Chile Peso 12.166 13.11 157.56 71.9
Colombia Peso 97.331 15.36* 124.4 681.4
Ecuador Suere 20, 11.96 1726 | 78.8
Peru Sol 28, 29.67 69.6 31.8
Uruguay Peso 103.42 14.46* 142.8 65.2
12.85 160.7 l 3.4
Venezuela Bolivar 19.295 15.50* 133.2 60.8
14.38* 143.6 65.6
Europe
Albania Franc 19.295 ~ 15.50 133.2 60.8
14.38 143.6 65,6
Austria Sehilling 14.07 18.14 113.9 52.0
Bulgaria Lev 0.7224 920 224.5 102.5
Czechoslovakia | Koruna 2.96 15.70 131.5 60.1
Danzig Gulden 19.47 5.12 403.8 184.1
8.54 242.0 110,56
Estonia Kroon 26.80 7.44 277.6 126.7
France Franc 3.018 11.54 179.0 81.8
Germany Reichsmark 23.82 6.98 296.1 135.2
Greece Drachma 1.298 14.50 142.4 65.0
17.92 115.2 b2.6
Hungary Pengo 17.49 12.16 169.8 T7.5
Irish Free State : Pound 486,65 11.58 178.3 81.4
Italy Lira 5.263 7.58 272.6 124.5
10.54 195.9 89.4
Latvia Lat 18.295 15.50 133.2 60.8
14.38 143.6 65.6
17.25 119.7 54,7
Lithuania Litas 10, 8.97 230.2 105.1
Netherlands Florin 40.195 11.90 173.5 79.2
{guilder 15.13* 136.5 62.3
14.81* 139.4 63.7
Poland Zloty 11.22 9.78 211.