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FINANCIAL REFORMS AND CURRENCY IN THE RUSSIAN EMPIRE
IN THE 60-1ES OF THE XIX CENTURY

After the Crimean War the Russian Empire had quite an aggrieved financial system.
It was limited by the European financial markets and therefore it was impossible to reple-
nish the budget deficit by external borrowings to the full extent. There was a need in the
additional emission of paper banknotes. With the budget of 300-400 million rubles only
during 1855-1857 years there was issued almost half a billion banknotes!. On January 1,
1863 there were 698.9 million rubles in circulation (Fig.1).

In April 1862 there was an agree-
ment on 5% of external loan of 15
million pounds sterling in order to
raise the rate of banknotes by increas-
ing the bargaining monetary fund.
Respectively, there were about 88.5
million rubles in circulation in coins.
According to the Decree #38170 of
April 14, 1862 “About the seventh
five percent loan of fifteen million
pounds sterling™ it was noted that
the purpose of the loan which was
contracted through the mediation
of banks of N.M.Rotshild & Sons
in London and Rothschild Brothers
in Paris was to reinforce bargaining
fund of banknotes.

That in its turn had to facilitate
to “establish monetary circulation on
solid grounds” for the gradual “open-
ing the exchange of state banknotes
for coins at the State Bank” that
& - had been provided by more than 79
Fig.1 State banknote of 1854 million rubles in gold and silver in

bullions and coins, as well as 12 mil-
lion rubles of public funds. The purpose of the loan was “solely to reinforce exchanges
of Fund of banknotes™ and it was fixed by the Decree #38207 of April 25, 1862 “On the
exchange of the state banknotes”. The Decree stated that the issuance of the state bank of
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silver and gold coins and bullions in exchange for banknotes and conversely banknotes
in exchange for silver and gold coins and bullions should start on May 1, 1862, assuming
Half Imperial in 570 kopecks (Fig. 2) and a silver ruble coin (Fig. 3) in 110.5 copecks®.

Fig. 2 Half Imperial of Alexander IT Fig.3 A silver ruble of Alexander I1
(5 rubles of 1858 — 1881) (1 ruble of 1859-1881)

The initial mistake of the reform was the fact that in order to strengthen bargaining fund
only about 40 million rubles of the total loan sum were in circulation, the rest was used to
cover the deficit of the state budget which was obviously not enough for the realization of
the exchange. At first, the mechanism worked and during 1862 the rate was kept. That year
coins were issued to change for only 11.9 million rubles while provision of the bills was quite
stable*. But in November 1862 the situation changed dramatically due to objective and
subjective reasons. One of the reasons was preliminary announcement of the state bank
about the lowering rate of buying and selling of half imperials. This measure was made
up in order to increase the rate of a credit ruble. At the beginning of the exchange it was
profitable to put into the bank gold and silver in exchange for banknotes so that after cer-
tain period of time those banknotes could be exchanged back but with overcharge prices”.
So, by the beginning of 1863 the increase in price of paper ruble led to active speculation
which in its turn facilitated considerable coming out of capital abroad. At the same time
in January 1863 a non-stable political situation arisen because of Polish uprising and in
order to suppress it the government had to issue a considerable amount of accounts of the
State Treasury. There were also negative changes in the proportions of export-import balance
(at the Prussian border). Political instability in Europe caused by threatening statements of
Napoleon III at the opening of legislation meeting which were perceived by the society as
a prognostic of the all-European war had a negative reaction in financial circles. Due to
all the above-mentioned reasons the Russian funds fell considerably on foreign markets
and bills’ rates began to decrease by 7 and more per cent. Demand on gold significantly
increased. The Ministry of Finance held the measures to stabilize the rate through tracing
bills in foreign currency and limitations on exchange of banknotes for only silver but all the
measures were hardly effective. The process of falling of credit ruble price from November
1863 became irreversible. The dynamics of the change of average value of a credit ruble in
1863-1864 is presented in Fig. 4.
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As aresult, on November 5™ 1863 the emperor Alexander II made a decision to change
credit rubles for coins. That month credit ruble fell down to 92,3 kopecks which was its
natural position coming out of the dynamics of falling during almost all 1864 and got the
minimal level of 77, 3 kopecks in October, 1864 (see Fig. 4). Therefore, general results
of financial reform of 1862 let to state about its failure.

Critical financial situation of the state challenged the government to stabilize mone-
tary circulation with the help of internal reserves, restoring order in accounting of state
incomes and expenses through strengthening control functions of the state and holding
reforms which could facilitate the increase of incomes into the budget. The Ministry of
Finance held a series of measures in the budget sphere which had to stabilize financial
system and especially monetary system of the country.

At first, a tax reform started in 1863. Its necessity was caused by the previous peasant
reform of 1861 and abolition of serfdom in the Russian Empire. That required changes
in the system of taxation that was based on the archaic per-capita taxation. On July 10,
1859 a specially formed Commission at the Ministry of Finance worked on the issues of
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Fig. 4 Dynamics of changes of average value of a credit ruble in 1863-1864
Source: ccompiled by the author®.

reviewing the systems of taxes and imposts. The royal decree about the formation of the
Commission clearly stated its task: «to abolish taxable estates and cancel per-capita taxa-
tion with the lowering of all kinds of dues and charges which peasants had to pay, to the
level they could pay»’. Search for alternatives in taxation did not always have economic
grounding and quite often it had fiscal approach.
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The tax reform of 1863 had the following directions:

— introduction of excise system in taxation of alcoholic drinks and beer instead of
potatory mercy®;

— introduction of new tax on real estate in the second part of 1863°;

— change of the state salt monopoly system for the excise system!?;

— introduction of new customs regulations for the right to trade and merchant'';

— introduction of additional tax on village citizens and 10% tax from nobler real estate
in western provinces'?.

Secondly, the regulation was adopted which stated how to compose, consider, approve
and implement state records and financial estimates of ministries and head offices which
introduced the principle of budget unity and the correct use of funds. For the first time
it was envisaged to promulgate the budget through its publication for common study*®.

Thirdly, the system of cash unity was introduced'.

Fourthly, the state control in budget sphere was strengthened with the help of creation
of special controlling chambers in all provinces and regions. They were authorized a) to
control the accuracy of circulation and safety of financial and tangible assets and b) to make
reports on expediency of certain economical operations which were held using state funds'.

Monetary reform of 1862-1863 which was carried out by Minister of Finance M.K.
Reitern in very difficult economic and political situation predetermined its inefficiency
and failure. Leading imperial financiers who worked for the government understood that
in order to improve monetary system measures which acted on the system itself were
not enough. They had to act for the whole complex of the state financial system and to
introduce complex measures to improve production forces of the country. That is why
some of the above-mentioned measures had to stabilize state financial situation but their
results could not be quick. They needed time in order to realize the reforms and get eco-
nomic return. This process in the Russian Empire took almost 30 years. Monetary reform
of 1895-1897 (Witte reform) was carried out under more or less favourable political and
economic conditions and had considerable success which lasted till 1914.
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®dinancosi pegopmu Ta rpomosuii 00ir y Pociiicekiii IMmnepii
B 60-x pokax XIX crosiTTs
Pe3rome

CrarTs npucBsiueHa aHani3y piHaHcoBux npoodiem B Pocilichkiil imnepii, 110 BUHU-
kayu B cepeanHi XIX ctomiTTs. Po3risHyTO MeXaHi3M TPOBEICHHS TPOIIOBOI pedhopMu
1862-1863 pp., Ta TOCIIHKEHO PSIJT KOMIUIEKCHUX (hiCKaIbHUX 3aXO0IIB SIKI BYKHBATUCS
IMITEpPCEKUM YPSIAOM 33711 cTabimizamii (piHaHCOBOTO CTaHy Jep KaBH.
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