
Conclusion 

 

Although a conclusion is mostly thought of as a recapitulation of findings in the              

preceding chapters, and an indication of the legitimation with regards to the way in              

which these findings build on one another, this is not my intention here. Instead, I am                

inclined to expatiate on what has been an encompassing interest that preoccupied many             

of the above findings, yet which I was not able to include because of the difficulty of                 

proof. It concerns the question whether the ‘even keel’ ―a hedging strategy pertaining to              

the bank branch network level of analysis― can believed to have been conducive to              

strengthening trade ties between the gold standard Western countries and East, either            

through a) decelerating, halting, or ultimately reverting the course of the gold price of              

silver in the mid-term to long-term, and/or b) flattening out the disturbing volatility             

that had become so typical since the late 1880s. 

Contrary to what an uninformed first analysis might lead us to believe, one             

should be very careful to draw any rash conclusions. With regard to the first question,               

this is more or less obvious. As is well known, the silver price did continue its free-fall                 

roughly until 1903, after which the tide seemed to reverse in the white metal’s favor, at                

least temporarily (until 1907). Yet the reason behind this course of events do not              
1

warrant a correlation with exchange banking practice. What mattered was the           

worldwide surge in demand of silver for subsidiary coinage, including for a country like              
2

Germany, which had once been famously looking for outlets for its surplus silver             

holdings. Admittedly, the largest single factor in the increased demand for silver during             
3

the years 1904-07 was the monetary demand of gold-exchange standard India, which            

was at least partly a function of the country’s increased trade volume (and hence,              
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indirectly, related to the exchange banks’ proficiency in hedging exchange risk). As            

Kemmerer points out, however, India’s commercial success was largely an effect of the             

rise of prices in gold standard countries, which was in itself caused by the large and                

increasing gold production over the period: “[t]he unit of value in India is the rupee               

adjusted to a 16d. gold par, and when that gold par depreciated in value the world over,                 

Indian prices naturally rose”.  
4

I approach the second question with much more trepidation, if only because the             

timing of the coincidence between the rise of new types of financial instruments             

(especially the interest bill) and the expansion of worldwide trade from the late 19th              

century onwards seems so flawless. This has not escaped the attention of several             

Japanese scholars. Kojima, in a thought-provoking paper from 1978, regards the           

(gold-currency denominated) interest bill as the obvious driver behind the end of the             

Long Depression (1872-1896). As the exchange banks did not have to worry about             
5

losses incurred through a flailing silver price, the argument goes, they were more willing              

to expand their portfolios, thus “ending 4 centuries of dormant East-West trade”. At the              
6

same time, as also China saw itself surrounded by an increasing number of trading              

partners on the gold or on the gold exchange standard, gold started to find its way into                 

China in a steady pace. Newly arising arbitrage opportunities in the Shanghai market             
7 8
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were bound to compress the limits between which exchange rate fluctuations were to             

occur. In other words, financial innovation had successfully subsumed (hōsetsu 包摂)           

the silver using Asian countries to the gold standard world center. Kitabayashi reckons             

that this process was furthermore bolstered through the introduction (roughly from           

about 1893) of forward exchange contracts to Chinese importers, as the latter fed back              
9

into expectations with regard to the future spot rate of the GBP in the Shanghai market.               

Nowadays, even the most acknowledged Japanese observers credit interest bills with            
10

having smoothened exchange banking operations around the turn of the century.   
11

And yet, although financial innovation played an undeniable role as a tool            

through which exchange risks were alleviated, it would be a mistake to isolate them              

from a shift in the structure of the London silver market that had been fermenting since                

the early 1890s, and that culminated in the fixing of the silver price from 1897 onwards                

(the practice would notoriously continue until August 14 2014). One observer has            

suggested that the the origin of the latter sprang from “the interest of the London               

market as a whole [to eradicate] competition and [to end] the erosion in commission              

rates by the four brokers”, but, as we shall discuss in a minute, I suspect that it is more                   
12

plausible to suggest that it arose out of a demand from silver market participants,              

however contradictory this looks at first sight. 

Why London was and remained the world’s silver market at the time has been              

convincingly argued by Spalding, and thus needs no extensive repetition here. It            
13
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suffices to note that London occupied the lion’s share of the West’s trade with East-Asia,               

a reality that was further reinforced by the fact that all exchange banks, notwithstanding              

the location of their headquarters or their nationality, had a presence in London in order               

to tap into the depths of the world’s financial center. And second, although the world’s               

largest silver producers were located in Mexico, the U.S., and to a lesser degree,              

Australia, their share of silver dealings with the Eastern countries remained relatively            

trifle when compared to the amounts shipped from London.   
14

By the end of the 1890s, the London silver market faced a curious mismatch              

between the expectations of the main market participants (both on the supply and the              

demand side), on the one hand, and the incentivization of speculation born out by silver               

price evolution, on the other. As pointed out by Spalding long ago, none of the market                

participants had a remote interest in fluctuations in the price of the metal. The              
15

principal first sellers being the smelters,   
16

 

“whose custom it is to sell their silver at the London market price and to buy at once a                   

similar amount of ore at a corresponding price. The smelters obtain from the silver              

miners, or, rather, the mine-owners, a certain fixed sum in gold for each ton of ore to                 

meet the charges incidental to smelting and selling. It is obvious, therefore, that the price               

of silver in reality determines the price of the ore, and, consequently, the profits of the                
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first sellers are not materially decreased when the price of silver falls nor increased much               

if it rises.”  
17

 

Perhaps surprisingly, an increase or decrease in the price of silver was also largely              

irrelevant to the demand side. The reason therefore was that the overwhelmingly large             

proportion of silver consumption was for subsidiary coinage, i.e. it corresponded to a             

demand from governments. And whereas it was admittedly in the interest of countries             
18

to obtain silver as cheap as possible, their real source of profit was derived from               

seigniorage. Still, the “spasmodic and irregular” nature of the demand for subsidiary            
19

silver made the market unpredictable and liable to speculation. 

Given the very existence of a spot and forward market for silver (contrary to the               

gold market, for which there existed only a spot market), speculation must certainly             
20

17 Spalding, William Frederick. 1917. Eastern Exchange, Currency and Finance. London, New 

York [etc.]: Sir I. Pitman & Sons, ltd. P. 254. To this one must add 1) improvements in 
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The cheapening of metallurgical processes has permitted of the working of ores, particularly 
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have been rife. Spalding mentions Budla or Budlee operations in Bombay ―after the             

Punjabi word for ‘exchange’― , or, as it turns out, an option business in which              
21

speculators would carry over selling-contracts from one date to the next, through buying             

‘ready’ (spot) to meet deliveries for the first settlement and simultaneously selling            

‘forward’ for delivery at the next settlement. The aim was to ‘corner’ or squeeze the               
22 23

market (including, I surmise, through something as a nineteenth century equivalent of            

‘spoofing’) at times government buyers were in open competition for the limited stocks             

of the sellers.   
24

Even in the absence of remaining archival evidence, it seems to me that             

silver-fixing was called into existence as a way of countering artificial silver shortages by              

means of excluding information access to everybody except for a handful of            

London-based licensed bullion brokers. As The Times put it much later, it “is [in times               
25

of speculation] that the brokers who generally have orders of a discretionary nature use              

21 Starkey, Samuel Cross. 1849. A Dictionary, English and Punjabee, Outlines of Grammar, Also 
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their powers to keep the movements within reasonable limits.” In the vocabulary of             
26

Akerlof’s famous thought experiment, their reputation or reputability ―and there is           
27

no shortage of references to the latter, in particular when describing their            

disengagement from / disdain for speculative practices― was the price the market paid             

for a price level “keeping with the statistical position of the metal. By statistical position,               

we mean the actual, visible, and potential stocks of silver within reach of the market.”   
28

If the above conjecture is true, it not only demonstrates that, when attempting to              

explain Asia’s escape from the Long Depression, one may have to consider how hedging              

technologies, largely independent of governments’ predilections for a certain monetary          

standard, conspired with, among others, the spread of the gold-exchange standard and a             

shift in the London silver market to produce new, viable conditions for trade with the               

West. As in the epitaph to this monograph, it thus adds yet another ‘little world’ to                

account for this most fascinating episode in modern financial history. 
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