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FOREWORD

Mr. Harasankar Bhattacharyya’s book on Indian Economic
History is the latest addition to the growing literature on this vitally
important subject. There was time when economists in this country
regarded the study of economic history as a subject not falling within
‘ their competence. Theirs was a world in which only pure theories
. ' ‘ . ' were to be analysed, uncontaminated by any touch with the actual -~

. ' , ¥ - €conomic conditions prevailing in India. There were of course some
economists who in those days concerned themselves with the study
of what came to be known as ‘Indian Economics’. But ‘they were
regarded as more or less iike second class citizens in the economic
state. The advent Qf economic planning marks an important departure
from this line of thinking and stress has since been laid on the study .
of the important economic problems facing this country. I think that
most of us would probably agree that it is essential to make a special
effort to analyse the process of the development of the Indian

- economy, asa knowledge of this factor provides the necessary back-

: _ ground for a proper understanding of the major economic problems of

‘?\;a« q:\[!gQ . this country. A large number of writers have turned their attention to

L ' : the analysis of the small amount of data that we possess with respect

to the past events, and in this task the statisticians have taken the

lead. The historians have also laid down the economists under a

i deep date of gratitude by turning their talents to the task of opening

up the pages of the economic history of India. The result has been

i that we now possess a little more knowledge about the evolution of
the Indian economy than we did before, say 1947.
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Mr. Bhattacharyya has made a brave attempt to incorporate some
of these researches into his book and as a more or less pioneering
attempt I have nothing but praise for the hard work, and intensjve
study that he has shown in this volume. There may be differences of
opinions as to the relative importance of some of the points raised by
him in the different sections of the book. But that is inevitable when
ome has to write on a subject, which, though important, is still in
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an underdeveloped stage. Though primarily addressed to the students,
I have no doubt that this book will stimulate many others to think
on this subject and pursue further research to fill up the many gaps
that exist in our knowledge, and to solve number of controversies
that exist in regard to the different episodes in our economic history.

Department of Economics
Calcutta University, S. N. Sen -
31, 1. 66 '
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PREFACE TO THE SECOND EDITION

The revised edition of the book contains the fruits of recent
research publications on different aspects of Indian economic history

_during the eighteenth and nineteenth centuries, Immense care has

been taken to unify the results of all such research for the benefit
of the students and general public. Author regrets the delay in
bringing out the revised edition and the consequent difficulties
experienced by the students and teachers for the absence of the book

‘in the market.

The difficulties of printing and the urgency of bringing out the
book have necessitated the use of two different printing houses
resulting in two different sections with separate page marks.

Author i3 deeply indebted to Sri Suprokash Basu of Progressive
Publishers for bringing out the revised edition with much competence
and speed.

Immense help has been gratefully received from Sri Sandip
Bhattacharyya, Statistic@, Research Service Section, The University
of Burdwan. :

Dated : Calcutta . Harasankar Bhattacharyya
25th September, 1980, ' '
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;\ PREFACE TO THE FIRST EDITION

Recent years have witnessed an increasing interest in the study of
economic history of our country both by the students of economics
as well, as of history. The growing emphasis on plannibg for
-economic development in underdeveloped areas including India has
necessitated a detailed study of the past socio-economic forces and
their transformation through time. It is now being increasingly
recognised that the students of economics and history should have a
course of economic history in their curriculum of study to help them
in their understanding of innmer dynamics of social and political
history and in their appreciation of the relativity of economic
‘doctrines”. \ ’

It is a matter of regret that although such studies have progressed
very far in other countries, India has lagged far behind. The pioneer
in this discipline was late Ramesh Dutta who came out with two
volumes of Economic History of India in 1906. Since then, no
<comprehensive study has been attempted by any scholar. Most of the
attempts have been confined to the analysis of limited periods and they
still remain in the form of monographs. Many periods and various
aspects are yet to be analysed before the significant relations reveal
themselves and an outline model of our past economic development
takes shape. And, the model for the past is largely conditioned by
one’s assessment of the pattern of interacting factors governing
the present state of the Indian economy. Economic growth being
.essentially a multivariate complex, such an assessment must. take
into account the whole range of variables, economic and non-
economic, characterising the economic ‘situation at particular points
of time-past and present. )

This treatise is a humble attempt to present, not a complete
outline, but a few significant issues in the different stages of our
economic development, from the supremacy of the East India
Company to the political independence of the country. Although
primarily meant for the students of history and economics in the
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‘The economic laws which operate in India are the same

as-in other countries of the world ; th\e causes which led to
wealth among other nations lead to prosperz'ty, in India ;
the causes Which impoverish other nations impoverish the
people of India. Therefore, the line. of inquiry which
the economist will pursue in respect of India is the same
which he adopts in inquiring into the wealth or poverty of
other nations’. ) :

o

j ' RAMESH DUTT
Economic History of India
Early British Rule, p. viii.

ONE

The Wealth and Poverty of N é,tions

‘The laws of wealth unfold themselves like the incidents
W a well-laid plot.’—Francis W. Hirst,

1. The need for a ‘theory’of Economic Development

in Economie History

The study of economic history is not merely an enumeration of
disconnected economic events. Neither it is a computation
of statistical tables of time-series data. Behind the veil of
apparently disjointed statistics, one can discern the broad
outlines of a pattern, or one can hear what Kipling has ( satirically )
called ‘the chorus of crystallized facts’ With the advancement
of historical studies, and the growth of the comparative and
inductive methods of study many similar events are revealed to
have taken place in the past. Through the study of such similar
events in different countries, or in the same country in different
time-periods, many similar causes and situations have drawn
the attention they deserved. Such symmetry of ‘similarities’

- and ‘dissimilarities” made possible necessary abstractions and

building up of models containing within them the causes and their -
effects, or a system of interaction between the variables.

Adam Smith set the stage for the issues that were to dominate
subsequent economic thinking when he named his book ‘An
Enquiry into the Nature and Causes of the Wealth of Nations’
Since then the ecomomists devoted themselves to enquire why the
different countries developed at different rates and why the rates
of development varied in a particular country at different time-periods.
The nineteenth century development of U. K., Germany, France
and the U. S. A. posed many questions about the nature apd
causes of industrial capitalism. And at the same time that growth
was in marked contrast with large areas of the world that remained in
a condition of relative economic stagnation. The twentieth century,
in its turn, has raised the question why the rate of development
of the already industrialised countries has come down, and why
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socialist economic structure could attain a higher rate of growth
for a longer period of time-

In India the emphasis on the study of the' .c'auses.of th:
wealth of nations is a new orientgtion. And this neces‘snatetsO 6
study of the past, of the causes of t]:.1eA poverty Of.' nations Omi‘;
.'Immense growth of population within une;'cpandmg economic
'structure has posed this challenge for studyu}g past econ e
development, for investigating the .1ong per'10d changel:s et
have already taken place. Such a full' 1n;er1;t)cr)::at;olxs10 of iivz :o}; o

i iderations of non-economic fac . n e
irse izltrzsnfzgk?;iical system. And these 'economic. fo_rces do D‘OL- ;ﬁiﬁ:
as ‘natural forces’ ; they must be considered within a socio ouure
matrix. This is particularly true for .a m-odel or an g;ldogical
development in Which politir:‘;ltll, ?ocmloog;ca(l}ozzfnmzz’ R

> ‘highly relevant. The form , '
:E;;’tczz, :If: natureyand content of educatic?n, 'the st.anda.rg1 r;)]fI heatlfllg
and veﬂiciency, the constitution and motivations 1.n. a o yjchese
human aspiration contained in the 'name of religion—
naturally influence a country’s economic developmenf. .

Inspite of the presence and influence of many tno:;—eci(i);cgill;:
factors;, the development theory can be be.tter ur.ld:r.s 00‘t 5mporary
in economic terms. Leaving others for the time being in a

' ] ic aspects of the nature,
slumber’ we can understand the econom p

causes and problems of development', It is said that. :c;);:;l;;c
development includes all economic h1stor?/ and Zcon;ml e Wé
This seems to be vast and overpowering no ou‘ .S Bt I ve
interpret development as a ‘process’,' only then the var1(t>;11 matertals
will begin to fall into their resgbectlve i?ci?ewan:eve]o; common

will .emerge. This is because : : s
;LZ?:snst?s to examine it as a form of progressi.ve action, a(.) wlo’rktgnj’n
out of certain main forces that lead to r,tertam results, . 1(11 :vdop.
this ‘logic’ or the coherent inner structure in the er:‘onormc:t e
ment would reveal itself. The attempt the’rfefore' is to ge cucat
the surface of particular events, to use the .mstc>.r1.c:a1 m%;?_cinnot
order to make the process of development intelligible. -
thus merely describe the organisation o'f an economy .orh.Story
present a descriptive narration of events in our economic hi .

We should therefore simultancously deepen and widen our{

“and ‘economic development’ al]
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understanding of Particular events and follow the operations of the
-major forces determining economic development,

2. The Meaning of Economic Development

The term ‘economic development’ cannot be satisfactorily
¢xplained by a single definition. “Economic growth’, ‘secular change’
are used as interchangeable termg

and in  essence they are considered to be. synonynious. Though
many writers have tried to define these terms with different
emphasis on some or other aspects of the development Process, we
would take up a definition which is more relevant when we
analyse the economic history of a nation. This definition would
thus include the useful and simple categories with which ‘we can,
with profit,. recognise the deeper current, the broad trend which
appears through the successive stages of economic changes which
is known as economic history. '

Economic development is ‘the Process within which the per
capita real income increases over long time periods. By ‘process’
is meant the operation of ceriain forces, when these forces act,
interact and themselves change over long period of time and
generate changes in other variables too. The details of such a
Process vary. under differeat situations in time and space but some
basic common features assert themselves, The end resuit of this
‘process’ is the growth of national income. But within this
process, before any end-result is reached many forces interpenetrate,
one change leading to other changes, ajl tending towards the
increase in output over the long period. This long beriod is not
a fixed span setin a calendar and is itself shifting forward towards
an -ever-expanding time-scale. There is no particular length of
this long period, though for the purpose of analysis and study a
period may be chosen within which the Process of change is taking
place, ‘

What are the important changes that take Place  within this
‘process’?  These can be suitably classified as (a) changes in
fundaments! factor supplies, and (b} changes in the structure of
demand for products. The former consists of changes (i) in

additional resources through discoveries, conquests, or annexations,

{ii} in the knowledge and skill of the use of old resources for




4 INDIAN ECONOMIC HISTORY

new purposes, (iii) in capital accumulation, (iv) in population, its
volume and age-composition and even the race admixtures, (v)
in techniques of production, and {vi) in institutions and human
motivations. The latter consists of shifts in the structure of
demand causing from changes {i) in size and composition of
population, (ii} in the level and distribution of income, (iii) in
tastes and habits, and (iv) in institutions and organisations, And
when all .these changes ( crudely speaking, from the supply side
and from the demafd side) operate not individually but in an
interacting manner, the end-result, at any point of time and in
the longperiod, is increase in the real national income,

By ‘real national income’ we mean country’s total production
of final goods and services. This total output is expressed not
iz money terms but in real terms, in terms of the physical volume
of goods and services with a definite period of time. If estimated in
money terms it can show an incorrect picture. An increase in
the money value of output without increase in the total volume
of such output cannot mean development. We must include not
only the output produced within the territorial jurisdiction of the
country, but also its income (plus or minus) from foreign trade,
foreign investments, foreign aid or gifts. If the money value of
goods and services are used, then such money expression must
be corrected by an appropriate price index of both consumer
and capital goods. We must also deduct capital depreciation
ailowances in order to reach at ‘net’ figure. Thus by ‘real income’
is meant “net national product corrected for price changes’,

By c‘increase’ we mean a consistent trend in its rise over

long period of time. - There may be short run fluctuations
when real income declines. These may be due to say, business
cycles, war and devastation—‘a minor wave compared with the
deep upsurge of a rising tide’. We thus talk. not of years or five-
year periods, but of decades, of twenty.-five year periods and o
ceaturies.

And lastly, by “per capita” we mean the real national income
divided by the total number of population. ¥ population growth
surpasses the increase in national output, then @gcome is just
_paralleled by an equal increase in population, the per capita
ncome remains stationary. In order to ‘grow’ or ‘develop’,

!

B

!
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therefore the rate of growth of national income must be higher
than the rate of growth of population. The per capita real income
may show a rise in such a situation. But in reality the fruits of
development will reach the people only if the inequality in
distribution does not widen. Such increase in the per capita real
income over time means a risé in the standard of living or economic
welfare, removes boverty and generates material well-being,

3. The Factors determining Economic Development

After we have decided upon the definition of ‘economic
development’, let us build up aneat, simple and coherent ‘model’
with only the crucial factors leaving aside many other important
factors but no so domipant, Let us build up this model in its
barest possible outline.

If by development is meant ‘the bProcess of inerease in the
per capita real income over time’, the next question which obviously
arises is how this increase can take place. Increase in real income
means increase in the net volume of goods and services, and such
Process of increase is only possible if there is an increase in the
capacity to produce. Thus, per capita real income can g0 on
increasing over time if the productivity of Ilabour employed in
different sectors of an cconomy can Zrow at a faster rate than
the rate of growth of population.

The basic cause of increase in the productivity -of labour
is the use of more capital in production. This capital may take
the shape of increased or improved machinery, better skill and
knowledge imparted to Iabour through technical education
or helping the entrepreneurs with social overheads or external
economies. Capital - accumuylation thus, is the very core of
economic development. Whether in a predominantly  private
enterprise economy as UK, or in a socialist economy as the
Soviet Union, economic development cannot take place without

- capital accumulation ; ‘the construction of irrigation systems, use

of fertilizers and better seeds or livestock, land reclamation, building
dams, bridges; factories with machines, roads, railways and airports,
ships and harbours, all these ‘produced means of production’ are
associated with higher productivity.,
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A question can arise : can capital accumulation take place
without technological progress and innovation ? The economy
can go on building more transport facilities, more sources of
power, more factories of the same sort. This process is sometimes
called ‘widening’ of capital, in contrast with the ‘deepening’ of
capital which means the use of more capital-intensive techniques.
Productivity per labourer, it is obvious, cannot rise with the
widening of capital ; another factory or another machinery of the
same type will not raise the productvity of labour, only an
improved machinery can do that. The ‘deepening’ of capital and
the technological progress are synonymous. Thus capital accumula-
tion is possible without technological improvement, but technological
improvements are virtually impossible = without prior capital
aecumulation.

Use of additiopai capital than before is called net investment.
Such net investment can take place only if society’s total output
exceeds what is used for its current consumption and for making
good the wear and tear on its productive facilities employed during
the period of time. )

And the volume and nature of this net investment taking place
in a scciety, at any given time, depends upon the size, allocation
and utilisation of the currently generated economic surplus or
investible capital. Economic surplus means the difference between

the society’s current output and its current consumption. It

is therefore, identical with current saving or accumulation. This finds
itself embodied in assets of various kinds added to society’s wealth
during that period ; various productive facilities and equipment,
stocks of goods, foreign balances and gold hoarding.

‘The more the surplus, the larger will be the net investment, But
it is not only the volume or the generation of surplus that is impor-
tant. If larger surplus or capital is generated, but wrongly allocated,
- the rate of growth will be naturally slower. Let an economy generate
an amount of surplus and invest in the direction of improvement of
textile factories. From such investment comsumer goods production
will rise and consumption also. If, on the other hand, that economy

employs the same amount in the improvement of steel factories, then -

more steel will be produced in the economy, this steel will generate
more machines, the machines will create either further more machines
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or more consumer goods. Thus the push is bigger if this surplus is
allocated in the capital goods sector, or net 1nvestment is increased
in the capital goods productlon

After generation and allocation what is important is the proper
utilisation of this surplus. The surplus can be utilised economically,
in the best possible manner, with po wastage at any stage of its
use. The rate of economic development will be high. Or, the contrary
can take place, when for obvious reasons, the rate of development
will become lower.

Now, the appropriate volume, the correct direction and proper
utilisation of accumulated capital all depends, to a large or small
degree, on (a) the degree of the development of productive forces,
and (b) the corresponding economic structure. How much surplus a
country can generate depends on the stage of the development of
its productive forces, i.e., its past accumulated capital in the form
of various physical capital goods and the stock of skill in the labour
foree. While Britain’s productive forces are well developed, Nigeria’s
are underdeveloped ; the former’s capacity to generate larger surplus
is greater than that of the latter. But when accumulation is done,
where and how ‘it will be used depends upon the decisions taken by
the owners of capital. Thus the allocation and utilisation of capital in a
country naturally depends upon the ownership structure. He who
owns capital has a right to use it in the direction of his choice and
in the manner he prefers. He may use it for immediate return or for ,
long term return. He may use it economically if he feels a threat
of strong competition by rivals, or he may use it uneconomically
if he continues to enjoy a monopolistic position. Changes in the
economie structure which make it more suitable for accumula-
tion, allocation and use are pressed forward by the owners of
capital. Demands for political and social transformations are often
supported or opposed by the owners of capital on the basis of
their utility to facilitate changes in the economic structure
suited to the needs of capital accumulation. Thus the
socio-political matrix, to a large extent, conditions and is itself
conditioned by the methods of capital accumulation, its allocation
and use.
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$ 4. How the economies developed :
the transition from feudalism to capitalism

If this is the ‘model’ incorporating, in barest minimum, the
variables conditioning the rate of economic development, where-in
fies its relevance in the study of economic history ? How this model
can help us to unravel the mysteries of past economic changes ?

The manner in which capital is extracted, allocated and utilised
sets a stamp on the nature of the economy itself, and a change in
the mode of extraction, in the - nature of allocation and in the
‘methods of utilisation brings changes in the ‘economic system’ as a
whole. Economic history means _the successive changes in the
economic system of a country, the previous stage germinating and
leading to the next one, including changes in all the economic
institutions within the economic structure in a country. How this
change in the economic system comes about ¢ The owners of capital

constantly press for suitable changes in the laws and conventions in

state and society, They endeavour to remove the various difficulties
which prevent larger accumulation, profitable allocation and
wasteless utilisation of their capital. They attempt to build up
necessary institutio_ns for these purposes, including the organisation
of the government or the power-constellation known as the state.
structure, When all impediments to further progress of their
capital are appropriately removed and all necessary institutions are
properly built up, the economic system becomes fit for the purpose
of generating higher rate of economic development than before.

The modern economic structure of the developed nations in the
west is known as capitalism, the economic system is based on
private ownership and use of capital. This system was preceded
by the feudal system of economy and was developed through the
destruction of feudal mode of production. In many countries, the
disintegration and the decay of the feudal mode was not complete
and such increase in output through factory methods of production
could mot come about. There might be local variations about
the superficial outlines, but the main few tenets which characterised
an economy asa feudal one were present in pre-capitalist socio-
ecopomic formations.

The changes undergone within the feudal economic structure or

in 'Efbe feudal economic system were brought about by changes
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in the methods of generation, allocation and utilisation of capital
within itself, The changes in the feudal system are brought about
by the progress of capital and were adapted to its necessities,
Economic history has evolved out of these deeper changes within
the economic system and the economic structure.

The era of feudalism covers a long period. In China, the feudal
system { of a particular variety which differs from that of Europe,
Russia or India) existed for more than two thousand years, In
western Europe feudalism covers a number of centuries, from
the time of the fall of the Roman Empire (fifth century) to the
bourgeois revolution in England (seventeenth century) and in
France (eighteenth century) ; in Russia from the ninth century to the
peasant reform of 1861. In western Europe, feudalism arose out
of the breakdown of Roman slave-owning society, on the one
hand, and the decay of the tribal system of the conquering tribes,

. on the other ; it was established as a result of the interaction of

these two processes. In those countries where there had been no
slave-owning system feudalism arose on the basis of the breakup
of the 'primitive community system; The clan aristocracy and
military leaders of the tribes took into their hands a great quantity of
lands and distributed them anong their followers.

The property of the feudal lords in land and their incomplete
property rights over the peasant serf were the basis of the
production relations of feudal society. The peasant serf was not
a slave. He had his own holding. By the side of the property
of the feudal lords there also existed the individual property of
the peasants. The feudal lord allotted land to the peasants to
‘hold’. The peasant ‘holding” was the means by which the lord
secured his labour force. With hereditary possession of his holding,
the peasant was obliged to work for the lord, to till the lord’s soil
with the help of his own implements and stock, or else to give
the lord his surplus product in kind or in money. Such a system
of economy inevitably presupposed the peasant’s personal dependence
on the landlord—a system of extra.ecomomic’ compulsion. His
working time was thus divided into necessary time and surplus
time. . ‘ '

The economic surpius which generated under feudalism in the
hands of the feudal lords took the shape of Land-rent. There were
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three forms of land-rent : (a) labour-rent, (b) rent in kind, and (c»
money rent. In the early stage of feudalism there was labour-rent,
i.e., the peasant worked for a specified part of the week (or of the
year) with his own implements on his master’s estate ( or demesne ).
In course of further development labour-rent was repiaced by
rent-in-kind. - It might be a definite portion of produce or a definite
quantity of grain, cattle, poultry and other agricultural produce.
At a later stage of feudalism, when exchange had become
comparatively widespread, money-rent arose. Money-rent is the
characteristic of the period of the breakdown of feudalism and the
appearance of capitalist relations. Various forms of feudal rent
often existed simultaneously, There were also exactions by the
Church, which received a portion of economic surplus. Some-
times the feudal Lords or Kings and the Church or the clergy
fought each other for bigger slice of this fund, but mostly they
~ combined together against the serfs to exact more from them.?*

And, how this surplus was allocated and utilised ? The
immediate lord kept a portion of it, the remainder was given to
his superior feudal chief. He, in his turn, despatched a portion
upwards. At the top was the feudal. King. Generally, the king
himself also maintained big demesne farms and directly received
this surplus from the serfs. The whole surplus being utilised for
unproductive consumption, royal pomp and grandeur, could never
transform itself into capital. :

Ground-rent was the predominant source. of surplus no doubt,
but it was not the only source  in a feudal economy. There
were handicrafts production in a feudal manner.-

Towns had already arisen under the slave-owning system.
Such towns as Rome, Florence, Venice, and Genoa in Italy;
Constantinopole and Alexandria in the Near East; Paris, Lyons
and Marseilles in France; London in England ; Samarkhand in
Central Asia and many others were inherited by Middle Ages from
the epoch of slavery. The slave-owning system fell, but the towns

1, “In all these forms of Ground -rent, whether labour-rent, rent in kind,
or money-rént (asa mere change of form of rent in kind), the rent-paying
party is always suppossd to bz actual tiller and the possessor of lgnd, whose
unpaid surplus labour passes directly into the hands of the landlord.”> Marx,

Capital, Kerr Edition, Vol III,’”’P 932,

]

.

THE WEALTH AND POVERTY OF NATIONS 11

remained. The large slave-owing workshops broke-down, but
the crafts continued to exist.

In the course of time crafts became more and more profitable
business. The skill improved. The feudal lords began tg buy the
product of handicrafts from the townsmen. He was no longer
satisfied with the work of his own serfs. The more developed
crafts were finally isclated from agriculture. ' '

The growing town population mainly consisted of run-away
slaves, pauperised serfs, craftsmen and traders. The town
acted as the centre of commodity production, as distinct from
the countryside where natural economy prevailed.s The growth of
competition from the fugitive serfs who had crowded themselves
into the towns, the struggle against exploitation and oppression
by the feudal lords, caused the craftsmen to unite into guilds.® The
guild system existed in the feudal period in almost all countries.*

2. The economy of the early foudal lords, as of the slave-owning families in
the past was basfca.llya natural one, A matural ecomomy is one in which the
products of labour are not exchanged but consumed witbin the economy where
they were produced, Each feudal estate, consisting of lord’s demesne and the
villages belonging to him, lived an isolated economic life, rarely engaging in
exchange, Fairly large estates had a sufficient quantity of craftsmen, mostly
among the household serfs, These craftsmen made clothing and footwear, made
and repaired weapons, hunting equipment and agricultural implements, and
erected buildings,.

3s Guilds arose in Byzantium and Italy in the ninth and tenth, centuries, and
later in the whole of Western Europe and Russia, In the countries of the
East Egypt,'China) and in the towns of the Arab Khalifate gﬁilds arose even
earlier than in the European countries, The 2g\zuilds united the town craftsmen
of one specifie trade or several similar ones. Only the master craftsmen were
full members of the guilds, The master craftsman had a small number of
journeymen and apprentices, The guild carefully preserved the exclusive right
of their members to -engage in that craft and regulated the process of
production, They laid down the length of the working day, the number of
journeymen and apprentices with each master, defined the quality of raw materials
and finished products and their prices, and frequently purchased raw-material
in common. Methods of work established by long tradition were obligatory
for all, Strict regulation had as its aim the prevention of any single master from.
raising himself above the others, "Apart from this the guilds served as mutual aid
organisations, ’ '

4, In India, the craft-guilds were based on various castes, and thus they
differed much from tho:e in other countries,
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from rising zbove the subsistence minimum  and
into profits. Competition among the capitalists
wasteless utilisation of capital, cost-
Profit is the characteristic

ted wages
from eating
drove them madly for
minimisation and technical progress.
form in which economic surplus appeared in capitalist society.
Under feudalism this surplus was lost in conspicuous consump-
tion. Under capitalism the frugal businessmen and a band of
wumble clergy built up a State with laissez-faire as its
philosophy. The State must not take a share of this surplus, it

must refrain from accumulation.®

The ‘allocation’ and ‘utilisation” of capital was "also arranged
in the best possible manner conducive to a high rate of growth.
The drive for profits led to the most ‘rational’ allocation of
funds as also its most ‘efficient’ atilisation. The ‘economic’ use of
scientific improvements set the stage ready for constant and gigantic
technological innovations.

The only dark cloud was the fear of ‘diminishing returns’ ®in

It would raise the cost of food, force up the level of

agriculture.
dy increase of the

subsistence minimum. It would result in a stea
of the landowning class, encroach upon profits, 1e.
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‘“the interest of the landlord is always opposed

revenues
entrepreneur’s
Ricardo warned,
to that of the consumer and manufacturer.’ _

The prospect for accumulation, however, brightened when
1andlords themselves became transformed into capitalist businessmen
and started operating his agricultural farms in the same way in whick

" urban capitalists conducted their industrial undertakings. Agricuiture
‘became an manufactor_j'f and the system of wage-labour entered the

countryside.

%
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and frugality, a contempt for worldly, temporal and transient satisfactions :
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¢“The money
e—parsimony
it
implies the striving for everlasting treasure,
puritanism, but also of Dutch Protestantism, with money making.” (Marx)s
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Artisans grown rich or in partnership with moneyed tradesmen

expanded the scale of their operations- Not infrequently even rich

landowners become involved in industry (particularly mining) and thus

laid the foundation for large capitalist enterprises. But most impor-

tant of all, the state, ever more under the control of capitalist interests,
became increasingly active in aiding and advancing the budding
entrepreneurs. As Marx has said, “They all employ the power of
the State, the concentrated and organised force of society, to hasten,
hothouse fashion, the transformation of the feudal mode of production
into the capitalist mode, and to-shorten the transition.”

As western capitalism travelled beyond its boundaries and penetra-
ted in other countries with pre-capitalist economic order, the effects it
generated on the outside world were extremely complex and different,
These effects depended on the differences in geographic location and
climate, in political, cultural and religious background, in the degrees
of cohesion and resilience of their respective per-capitalist palitical and
social structures. In North America and Australia, Western Europeans
entered more or less complete societal vacua, and settled in those
areas establishing themselves as permanent residents. They came to
the new lands with ‘capitalism in their bones’ and meeting no resistance
worth the name they succeeded in a short time in establishing on
virtually origin soil an criginal society of their own. '

But in many other countries, like India, Near East and China they
were faced by established societies with rich and ancient culture, still
pre-capitalist or in the embryonic state of capitalist development,
Here they could not settle as in America and Australia. They engaged
themselves in outright plunder or in plunder thinly veiled as trade,
seizing and removing tremendous accumulated wealth of centuries:
Dobb has said : ““In the cruel rapacity of its exploitation colonial
policy in the seventeenth and eighteenth centuries differed little from
the methods by which in earlier centuries crusaders and the armed
merchants of Italian cities has robbed the Byzantine territories of the
Levant.” And as Marx has said, ‘“‘the treasures captured outside
Furope by undisguised looting, enslavement and murder flowed back
to the mother-country and transformed themselves into-capital.”

This extraction of surplus and the methods in which it is done
violently jolted their entire development and affected drastically its
2
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trade routes, Coinage was reformed, transit duties on men and
goods were abolished, The decline of the Mughal empire led td
Peasant uprisings and internal warfare, which also brought craks in
the feudal structure,

' It thus appears that the developments in India in this period were
}n n:}any ways similar to those in Burope. Burke also mentions it
i his speech in the Parliament : “There is to be found...,..;
D‘mititude of cities not exceeded in population and trade by those of
?ne first class in Europe ; merchants and bankers who have once vied
m capital with the bank of England, whose credit has often supported
a tottering state and preserved their governments in the midst of

war and dissolution, millions of indigenqus manufactures - and
mechanics.,.”

In the recent studies on the evolution of capitalist enterprise from
the womb of feudalism two broad patterns are being distinguished
{rom one another. On the basis of studies of the West European and
specially British history, Prof. Dobb has arrived at the conclusion
that the_: capitalism in Europe came in ‘really revolutionary way,”
This means that the capitalist class grew out of the ranks of the -
producers themselves, who had slowly accumulated enough capital
and then started controlling the mode of production and acting as
m§rchants too. These merchant capitalists came from within the
existing mode of production, directly from within the system itself’
and so ‘in the really revolutionary way.” On the other hand, in the
indirect way, the merchants who had nothing to do in the actual
production of goods and were mainly confined to taking the product
from the producers to the market, later on after accumulating capital,
started controlling the mode of production in which the producers..
were brought under one roof under the direction of the merchant,

"In other words,_ wl;en this assemblage of producers under one roof
was done by some Prosperous one from the rank of producers them-
selves, it was the ‘really revolutionary way’ (Path I). And when it
was done by someone doing middlemanship in taking the prod‘ucei
from the producer to the market, it was ‘the indirect way’ (Path II).
The really revolutionary way was ‘“from within® and the‘indirect
way was ‘from above’ the mode of production. Capitalism that came-
in Western Europe, and especially in England came in way No. I ; but.
the capitalism that evolved in Japan and Prussia was in way No, 1II.
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Marx writes :” “The transition from the feudal mode of produc-
tion takes two roads. The producer becomes a merchant and capitalist
in contradistinction from agricultural natural economy, and the
guild-encircled handicrafts of medieval town industry. This is the
really revolutionary way. Or the merchant takes possession in a
direct Way of production. While this way serves historically as a
mode of trapsition—instance the English clothier of the seventeenth
century, who brings the weavers, although they remain independently
at work, under his control by selling wool to them and buying cloth
from them—nevertheless it cannot by itself do much for the overthrow
of the old mode of production, but rather preserves it and uses it as
its premise.”

In India during the Mughal period karkhanas were started.
‘There were private karkhanas, as well as public or royal karkhanas.
The artisans worked on their own as well as in the royal karkhanas.
The artisans who could accumulate some capital had their own
karkhanas in which other artisans were working on wage basis,

Inside the karkhanas during the Mughals the specialisation process
had advanced to a great extent. Sri Radhakamal Mukherjes
writes that,® “During the Mughal period there was in India consi-
derable variety of arts and handicrafts which, indeed, exhibited a
more advanced economic and financial organisation than the crafts in
contemporary Europe. In the first place, in several handicrafts,
the specialisat‘ion of task advanced to the extent that particular,
groups of artisans came to undertake distinct processes in the chain
of porduction. Such, integration and co-ordination of production
{i.e. division of labour) were hardly reached in European handicrafts.
Secondly, there were whole villages and muhallas of cities
and towns which devoted themselves ‘to production of
specialised products, Whether cotton or silk fabric gold, silver and”
brass manufacture, bidri work, or ivory to mention only a few that
comanded both Indian and foreign markets. Thirdly, the foreign
-trade in’ products of Indian arts and handicrafts developed a corres-
ponding organisation of production, under which master artisans or
entrepreneurs brought together groups of artisans or who worked for
them on the wage basis .. Artisans worked on their own account as

7. Capital Vol, IIL
8. R. K. Mukherjee, The Econoime History of India : 1600 1800 P, 81.




22 INDIAN ECONOMIC BISTORY

well as in karkhanas, big and small, under master artisans, dealers
and financiers.”

From this description we can know how ‘master artisans or
entrepreneurs brought together groups of artisans who worked for
them on wage basis.” This shows how in the Mughé.l period and
upto 18th century the capitalism was growing in India in ‘the ‘really
revolutionary way.” Prof. Dobb has described such process :
“According to the first—the really revolutionary way—a section

of the producers themselves accumulated capital and took to trade, .

and in course of time began to organise production, on a capitalist
basis free from the handicraft restrictions of the guilds® ®

We also know that from the sixteenth and seventeenth centuries
there were rich and powerful merchants, banker and financiers
dealing in Hundis and other credit instruments. Some of these names
are quite well known, like Virji Vora, Shantidas, Nalpurias, Manik
Chand, Fateh Chand and Jagat Seth. They were the Rothchilds of
India, counstituting the upper strata of merchant class mainly dealing
with credit to lower and middle strata of the bourgeoisie. These
men, in the upper strata, who were termed as hute bourgeoisie by prof.
Takahasi, financed the trade and commerce, but did not generally
engage themselves with “putting-out” system of manufacture. This
putting-out mode of production was carried out by the entreprencurs
lower and middle strata. They were master-artisans leadérs of a
group of artisans, securing orders for goods, paying wages and
advances for raw materials, collecting the products and selling them,
And when ‘the producer becomes a merchant and capitalist’ this
-becomes the ‘really revolutionary way’, the way No 1 of the develop-
ment of capitalism.

The analysis is best described in the language of Prof. Takahashi :
¢‘those who carried out the bourgeoisie revolution, who were the real
vehicles of industrial capital {capitalist production) of that time, were
to be found in the rising small and middle bourgeoisie, and that the
centre of attention must be focussed on the contradiction between
them and the merchant and usurer capitalists ( haute bourgeoisie ).
Such contradiction was very much present in England. This haute
bourgeoisie or the upper strata of capitalists eventually became an
obstacle to rapid industrial growth.

9. Studies in the Development of capftalism, P, 123,
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They were big monopoly merchants, eager to maintain their mono-
poly control over existing trade channels. They sided with the royal
forces. Cromwell was supported by the,small and middle bour-
geoisie, and the victory of Cromwell freed these people from the
mercantile bonds of the monopoly upper strata of haute bourgeoisie, '

‘In the Indian society, too, we had more or less the similar
situation. The haute bourgeoisie of India before the British rule
(represnted by Virji Vora, Shantidas and other Jagat Seths of Bengal)
in the long run proved an obstacle to the further development of
indigenous capitalism. They were dealing more and more in financial
transactions, and less and less in actual production. They had no
interest in developing new techniques in raising productivity, in
influencing the mode of production itself. They collaborated with the
Dadni merchants of the English, Dutch and French companies in
India. And when the issue was finally to be settled by the middle
and lower bourgeoisie, clustering around Siraj-ud-Daula, the haute
bourgeoisie,represented by the Jagat Seths of Bengal...threw themselves
on the side of Clive, the representative of the monopolist East India
Company, which had already become an obstacle to the development
of capitalism in the mother country, England. In England, it was the
routing of the English hauts bourgeoisie, merchant capital, in the
English Revolution of 1699, in India it was the victory of ‘the Indian
haute bourgeoisie at Plassey in 1757, who had betrayed and sides
with the monpolist East India Company. In England the triumph of
Cromwell paved the way of the lower and middle bourgeoisie, and
their final triumph in the 1681 revolution, which helped the develop-
ment of industrial capitalism ; in India the triumph of Clive sent the
lower and middle bourgeoisie to the walls.”*®

The question naturally arises, why this indigenous capitalism
could not burst forth the shackles of feudal order and bring an
industrial era 2 Why could not the native capitalism get through ?
Many answers have been attempted. The most important of these
causes was the nature of Indian feudalism based on self-sufficient
village eéonomy. These village communities, with strict caste
divisions based on hereditary division of labour, were ‘conservative
and change resisting’, ‘extremely stable and inert.” Shelvankar
writes!! : ‘Owing to the direct combination of domestic industry and

10, Shiv Prasad Jha—Studies in the Development of Capitalism in India,
11, Shelvanker—The Problem of {ndia.
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agriculture that it represented and the resultant economies, the
Vxll.age was able to preserve its equilibrium and offer the strongest
resistance to disruptive influences. The manor it is true, was in some
respectts similar to the Indian village, but it was a less stable
organisation. It was based on serfdom and ruled over by a feudal
baron, and to serfand baron alike the development of urban
trade and industry held out advantages, either of personal
freedom or pecuniary gain. Hence when these forces came into
play, the manor §uccumbed, not perhaps without a struggle
but in a comparative short period, The village on the other hand,
which had in general no room either for serfdom or baronial
exploitation, was more firmly articulated in its inner structure and
therefore succeeded where manor had failed in maintaining its
distinctive character.’ ' '

Secondly, ‘the merchants and the handicraftsmen, the bourgeoisie
as a class organised in its guilds never attained the ascendency that
its European counterpart won for itself when it seized political power
in the towns. In Europe the towns were like islands, where rising
bourgeoisie predominated. But in India the feudal state never lost
control over these towns and the merchant class became politically
impotent.’

And thirdly, the Indian merchants could not maintain their
commercial supremacy as they gradually lost their naval supremacy
vis-a-vis the English, the Dutch and the French. The Indian States
did not develop as strong maritime powers as compared with those
Buropean nations whose mercantile bourgeoisie appeared in India
from the last decade of the fifteenth century onwards. The Indian
ships were not equipped with up-to-date arms, as the ships of the
European bourgeoisie, with their superior technical and military
equipment were  This lack of up to date arms in the Indian ships
tipped the balance in favour of European ships on the high seas.
‘When naval superiority went to the Europeans, commercial superiority
also pas;sed on to their hands.

. But the most important historical cause leading to the arrest
of Indian economic gvolution was the forcible extraction of accumula-
ted funds from India by the British merchant State t,hroughI plunder,

illegal trade and political manipulation of currency mechanism. At
the time of the British invasion, as M. N. Roy puts it, ‘India stood at
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the stage of social economics, which would have been the period of
transition of her industry from manufacture to mechanofacture. But
it did not happen ; the machine could not come to India. She could
not pass from mercantile capitalism to industrial capitalism. The social
progress was obstructed.” Pandit Jawaharlal Nehru observes : “India
was in a transitional stage. . It was a manufacturing country and a
bourgeoisie class was being evolved in these towns......In course of
time this class will no doubt have grown powerful enough, as in
‘Europe, to replace the feudal class. Just then the British intervened,
with fatal results to India’s industcies.”

How this destructive role was accomplished, can be analysed,as
was done by Marx, by distinguishing between the earlier period of the -
monopoly of the East India Company upto 1813, and the later period
after 1813, when the monopoly was broken and the invasion of
industrial capitalist manufactures overran India and completed the
work.

In the earlier period the initial steps of destruction were accomplis-
hed firstly, by direct plunder. It has been well-established by facts
that “during the whole course of the eighteenth century, the treasures
transported from India to England were gained, much less by the
comparatively insignificant commerce, than by the direct exploitation
of that country and by the colossal fortunes extorted and transmitted
to England.” . William Digby, in his book ‘Prosperous British India’
notes that estimates had been made according to which between
Plassey and Waterloo—a period of crucial importance for the
development of British Capitalism—between £500,000,000 and
£1, 000, 000, 000 worth of treasure was taken by Britain from
Indja.l®

Secondly, economic ruination was caused by the neglect of
irrigation and publicworks, which had been maintained under previous

governments and were now allowed to fall into neglect. Thirdly, the
destruction of the Indian economy was also due to the introduction of
English landed system, private property in land, with powers to sale

12. This transfer of accumulated capital led to the transformation of Mercantile
Capitalism of England into Industrial Capitalism, while the budding industrial
capitalism in India was thwarted and ultimately pushed back to merchant capitalism
wnder the foreigners’ leadership with subordinate shares and interestse See also
Appendix I & I, ' %
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and mortgage, and of the whole English Criminal Code. Fourthly,
the decline of the Indian economy was hastened by the direct
prohibition or heavy duties on the import of Indian manufactures,
first into England, and later also to Europe.

But the “final blow’ came during the later period, in the era of

nineteenth century capitalism. The monopoly of East India Company
on Indian trade was increasingly challenged by the English
manufacturing interests. They carried on ceaseless agitation. But
it was not until the completion of the Industrial Revolution had
brought English manufacturing capitalism to the forefront that the

monopoly was overthrown in 1813 and its final abolition completed
In 1833,

R. P, Dutt writes, “It was only after 1813, with the invasion of
English industrial manufactures, that the decisive wrecking of the
Indian economic structure took place. The effects of this wrecking
during the first half of the nineteenth cenrury Marx traced with
formidable facts, Between 1780 and 1850 the total British exports to
India rose from £386, 152 to £8, 024,000, or from one thirty-second
part to one-eighth of British exports ; while the cotton manufacture
in 1850, for which the Indian market provided one-fourth of the
foreign markets, employed one-eighth of the population of Britain
and contributed one-twelfth of the whole national revenue,”t®

The decline of Indian handicrafts and cottage manufacture led to
far-reaching changes in the Indian economy and perpetuated the
poverty and stagnation for centuries. The village system had been
built upon ‘the domestic union of agricultural and manufacturing

13. To quote from Marx ¢ ““From 1818 to 1836 the export of twist from Great
Britain to India rose in the proportion of 1 to 5,200, In 1824 the export of British
muslins to India hardly amounted to 6,000, 000 yards, while in 1837 it surpassed
64,000, 000 yards, But at the same time populalation of Dacca decreased from
150,000 inhabitants to 20,000, This deciine of Indian towns celebrated for their
fabrics was by no méans the worst consequence, British steam and science uprooted
over the whole surface of Hindosthan, the Union between agricultural and
manufacturing industry.” ~{(British Rule in India),

Again,

“The English Cotton Machinery produced an acute effect in India. The Governor-
General reported in 1834-5 ; *The misery h’é.rdly finds a parallel in the history of
commerce, The bones of the cotton weavers are bleaching the plains of India,”
(Capital Vol. L. Ch, XV, Sec, 5.)
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pursuits.” “The handloom and spinning wkTeel were the .p?vot.s of ghe
structure of the old Indian society’. And ‘it was the Bl:ltls.h intru 1er,
who sbroke up the Indian handloom and destroyed the spinning wheel.
Thus Britain produced “the greatest, and, so to spteak the tr}1th, thi
only social revolution ever heard of in Asia.’ -T'hls re\.rolutloxiatlilooII
only destroyed the old manufacturing towns, driving their pt?pu‘f o
to crowd the villages, but destroyed the balance of economic i fa 11n
the villages, From this arose the desperate over—presstfre on agtnc:;1 ;
ture, which has continued on a cumulative. scale rlght. up fo e
present day. At the same time the mercxless. e:xtractlon 0 ot
maximum revenue from the cultivators, with?ut giving any returnt 34
necessary expansion and works prevented agricultural development.

APPENDIX 1

Plunder in India and Britain’s

Industrial Development

(From Brooks Adams, The Law of Civilisation & Decay, An
Essay on History.) - ‘

"ZIpron the plundering of India there can be no better aitholr;tsi
than “Macaulay, who held high office at Ca:lcutta ...... and w .o o
than any of the writers who have followed him was a“ moutlﬁ»pvlvzcr o
the official class. He has told how after Plas.se}" the s'o o
wealth” began to fall, and he has described Clive's 9wn gatis- : e
may safely affirm that no Englishman who started with nothing

. . . - ton
14, Marx Writes 3 “This rent may assume dimensions which seriously threate
. of the means of productions It may render

i i i ducers
an expansion of production more or less impossible, and grind the dlrectt. plror’x; o
i is i cula
i ini f means of subsistence, This is parti

down to the physical minimum o ' . : 7 e

case. when this form is met and exploited by a conquering industrial nation,
Indi:a. is by the English.’: (Capital Vol, IIL. Chi )[(llvu, Sec.tfi.)ath oy Masx in the

i jtain from India is estim

he “tribute’” exacted by Britain e i >
o ¢Tndia alone has to pay £5 million in tribute for good govern
not counting the sums sent
or by English merchants as a

" (Capital, Vols Che XXXVe,

the production of the conditions of labour,

following terms ; ! 2
ment', interest and dividends on British Capital, etc.,

home annually by officials as savings of their salaries,
part of their profit in order to be invested in England,

Sec, 4.)
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ever, in any line of life, created such a fortune at the early age of
thirty four ] But the takings of Clive, either for himself or for the
government, were trifling compared to’ the wholesale robbery ahd
spoilation which followed his departure, when Bengal was surrendered
a helpless prey to myriad of greedy officials. These officials were
absolute, irresponsible and rapacious, and they emptied the private
hoards, Their only thought was to wring some hundreds of thousands
of pounds out of the natives as quickly as possible, and hurry home
to display their wealth, Enormous fortunes - were thus rapidly
accumulated at Calcutta, while thirty millions of human beings were
reduced to the extremity of wretchedness... . The misgovernment of
the English was carried to a point such as seems hardly compatible
with the very existence of society. The Roman proconsul, who, in a
year or two, procured the means of nearing marble palaces and baths
on the shore of Campania, of drinking from amber, of feasting on
singing birds, or exhibiting armies of gladiators and flocks of camelo-~
pards ; the Spanish Viceroy, who, leaving behind him the curses of
Mexico or Lima, entered Madrid with a long train of gilded coaches,
and of sumpter-horses trapped and shod with silver, were now
outdone. ... Very soon after Plassey the Bengal plunder began to
arrive in London, and the effect appears to have been instantaneous,
for all authorities agree that the ““industrial revolution™, the event
which has divided the nineteenth century from all antecedent time,
began with the year 1760, Prior to 1760...... the machinery used for
spinning cotton in Lancashire was almost as simple as India s While
about 1750 the English iron industry was in full decline. At that time
four-fifths of the iron wused in the Kingdom came from Sweden. To
the capitalist then, rather than to the inventor, civilisation owes the
steam-engine as a part of daily life.

* * * *

For more than sixty years after the foundation of the Bank of
England, its smallest note had been for £20, a note too large to
circulate freely and which rarely travelled far from Lombart Street.
Writing in 1790, Burke said that when he came to England in 1750
there were not twelve bankers’s shops in the provinces, though then
(in 1790} he said, they were in every market town. Thus the arrival
of the Bengal silver not only increased the mass of money, but
stimulated its movement ; for at once in 1759, the Bank issued £19
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and £15 notes, and in the country private firms poured forth a flood
of paper. '
i-k * * * .
The influx of the Indian treasure, by adding considerably to the -

fation’s cash capital, not only increased its stock of energy, but added
much to its flexibility.and the rapidity of its movement, Very SOOIk
after plassey, the Bengal plunder began to arrive in London, and the
effect appears to have been instantaneous ; for all the authorities
agree that the industrial revolution, the event which has divided the
nineteenth century from all antecedent time, began with the year 17690
Prior to 1760, according the Baines, the machinery used for spinning
cotton in Lancashire was almost as simple as in India s while about.
1750 the English iron indusiry was in full decline because of the
destruction of the forests for fuel. At that time four-fifths of the iron

‘ used in the Kingdom came from Sweden.

Plassey was fought in 1757, and probably nothing has ever
equalled the rapidity of the change which followed. In 1760 the
flying shuttle appeared, and coal began to replace wood in smelting.
In 1764 Hargreaves invented qhe spinning jenny, in 1776 Crompton
contrived the mule, in 1785 Cartwright patented the powerloom, and.
chief of all, in 1768 Watt matured the steam engine, the most perfect
of all vents of centralising energy. But, though these machines served
as outlets for the accelerating movement of the time, they did not
cause that acceleration. In ' themselves inventions are passive, many
of the most important having lain dormant for centuries, waiting for
a sufficient store of force to have accumulated to set them working.
The store must always take the shape of wmoney, and money not
hoarded, but in motion. Before the influx of Indian treasure, and
the expansion of credit which followed, no force sufficient for this.
purpose existed ; and had Watt lived fifty years earlier, he and his
inventions must have perished together. Possibly since the world
began, no investment has ever yielded the profit reaped from Indian
plunder, because for nearly fifty years Great Britain stood without a
competitor. From 1694 to Plassey (1757) the growth had been
relatively slow. Between 1760 and 1815 the growth was -very rapid
and prodigious, v '




APPENDIX B

On the nature of Village Economy
1
(Karl Marx : Notes on Indla)

These small and extremely ancient Indian communities some of
whick have continued down to this day, are based on possession in
common of the land, on the blending of agriculture and handicrafts,
and on an unalterable division of labour, which serves, whenever a
new community is started, as a plan and scheme ready cut and dried.
Occupying areas from 100 up to several thousand acres, each forms a
compact whole producing all it requires. The chief part of the
products is destined for direct use by the community itself and does
not take the form of a commodity. Hence, production here, is
independent of that division of labour brought about, in Indian
Society as a whole, by means of the exchange of commodities. It is
the surplus alone that becomes a commodity and a portion of even
that, not until it has reached the hands of the state, into whose hands
from time immemorial, a certain quantity of these products has found
its way in the shape of, rent in kind. The constitution of these
communities varies in different parts of India. In those of the
simplest form, land is tilled in common, the produce divided among
the members. At the same time, spinning and weaving are carried
on in each family as subsidiary industries, Side by side with the
masses, thus occupied with one and the same work, we find the chief
inhabitant, who is judge, police and tax-gatherer in one. The book-
keeper who keeps the account of the tillage and registers everything
relating hitherto ; another official, whe prosecutes criminals, protects
Strangers travelling through, and escorts them to the next village.
The boundaryman, who guards the _boundaries against neighbouring
- communities ; the water-overseer, who distributes the water from
the common tanks for irrigation ; the Brahmin, who conducts their
religious services ; the school master, who on the sand teaches the
childaen reading and writing ;the calender Brahmin or astrologer, who
makes known the luckyand unlucky days for seed time and harvest and
for every other kind of agricultural work ; a smith and a carpenter,
who make and repair all the agricultural implements ; the potter,
who makes all the pottery of the village ; the barbar, the washerman,
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who washes clothes, the silversmith, here and there the poet, who
in some communities, replaces the silversmith, in others, the school
master. This dozen of individuals is maintained at the expense of
the whole community. If the population increases, a new community
is founded on the pattern of the old one, on unoccupied land. The
whole mechanism discloses a systematic division of labour ; but a
division like that in manufacturing is impossible, since the smith and
carpenter and etc. find an unchanging market, and at the most there
-ocbur, according to the size of the villages, two or three of each,
instead of one. The law that regulates the division of labour in the
community acts with the irresistible authority of nature, at the same
time that each individual artificier, the smith, the carpenter and so on
conducts in his workshop all the operations. of his handicraft in the
traditional way but independently and without recognising any
authority over him. The simplicity of the organisation for production
in these self-sufficingcompmunities that constantjy reproduce themselve
in the same form, and when accidentally destroyed, spring up again
on the spot and with the same name—~the simplicity supplies the key
to the secret of the wunchangeableness of Asiatic Societies an
unchangeableness, in such striking contrast with the constant
dissolution and refounding of Asiatic States and never-ceasing
changes of dynasty. The structure of the economic elements of

’ society remains untouched by the storm-clouds of the political sky.

2

(From Charles Metcalfe’s Minute, dated 7th Nov. 1830,
printed in the Report of Select Committee of House of Commons, British
Parliament, 1832. Vol. IIL.)

The Village Communities are little Republics, -having nearly
everything they can want within themselves, and almost independent
of any foreign relations They seem to last where nothing else lasts,
Dynasty after dynasty tumbles down; revolution succeeds to”
revolution ; Hindoo, Pathan, Mogul Mahratta, Sikh, English all are
masters in turn ; but the village communities remain the same. In
times of trouble they arm and fortify themselves; an hostile army
Passes through the country ; the village communities collect their
cattle within their walls, and let the enemy pass unprovoked. If
plunder and devastation be directed against themselves, and the force
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employed be irresistible, they flee to friendly villages at a distance
but when the storm has passed over, they return and resume their
occupations. If a country remains for a series of years the scene of
continued pillage and massacre, so that the villages cannot be inhabi-
tated, the scattered villagers nevertheless return whenever the power
of peaceful possession revives. A generation may pass away, but the
succeeding generation will return. The sons will take the places of
their fathers, the same site for the villages, the same position for the
houses, the same lands, will be re-occupied by the descendants of
those who were driven out when the village was depopulated ; and it
is not a trifling matter that will drive them out, for they will often
maintain their post through times of disturbance and convulsion, and
acquire strength sufficient to resist pillage and oppression with
success. The union of the village communities each one forming a
separate little. state in itself has, 1 conceive, contributed more than
anyother cause to the preservation of the people of India through alt
revolutions and changes which they have suffered and it is in a high
degree conducive to their happiness and to the enjoymerit of a greater
portion of freedom and independence.

TWO

The Theory and Practice of Mercantilism

*dccumulate, Accumulate ! That 4s Moses and the Prophets I’
K, MARX,
1. The Commereial Revolution in Western Europe : the .back-
ground of Mercantilist Thought

The period of commercial capitalism is roughly taken astwo
and half centuries, from 1500 to 1750, when Western Europe emerged
from the comparative stagnation . of the Middle Ages, gradually
discarded its feudal institutions, and acquired many characteristics of
modern nationalism. ‘ o

In 1500 the Western Europe had probably a population between

55 and 60 million. . Most of them lived at a subsistence level tilling

the soil, as serfs on the large estates of the feudal lords. Some of
them were also independent peasant farmers. A small section were
also employed as craftsmen, shopkeepers or servants of the nobles,
higher clergy and well-to-do merchants who held the reins of econo-
mic and political power;

The productive system was mainly agrarian. There were few
towns, which were mainly centres of foreign commerce, London,
Paris, Naples and Milan were big towns)( of about 200 thousand ) ;
Antwerp, Amsterdom, Lisbon, Seville, Rome, Palermo were middle-
sized towns ( of about 100 thousand ) and there were also few small
towns { of 40 to 50 thousand ). The towns were widely scattered)

In these towns, manufacturing processes took place in the shop of
the craftsman employing a few journeymen and apprentices. The
goods produced were in the main furniture, kitchen utensils, pottery,
candles, hardware and 'clothing.) But in the manufacture of woolen
textiles ( which was the dominant industry of the thriving commercial
towns of northern Italy or Flanders ) the craft guild system had given
way to more ‘advanced’ method i.e., domestic or ‘putting out’ system.
In this system, the trader or merchant-capitalist purchased rawwool ;
put it in the homes of spinners and weavers to be worked up with
their own tools and implements : collected the crude cloth and put
it out with other workers for dyeing and finishing and marketed the
completed product. In some instances a still more advanced or

3
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more capitalistic method was employed ; the capitalist provided not
only the raw materials but also the tools and a large building where
he employed a few hundred labourers on various processes of textile
‘ ‘manufacture. These capitalists arose out of two sources : master-

craftsmen transforming themselves into employers of labour through
previous accumulation or merchants turned capitalists in order to
(i) ensure supply and/or (ii) to extract more from the artisans, But
these cases were relatively few in number and{ihe craft method of
the middle ages was the dominant form . ; ‘

{Since the productivity of labour  was low, the incomes earned
were just sufficient to maintain physical existence, trade in -the
fifteenth century was small in volume. It was confined “mainly
in towns or immediately surrounding countrysidey‘ﬂ The long-
distance trade was confined into few things, for example grains from
the Baltic region and salts from the Baltic and Northseas to supple-
ment the needs of the city-dwellers, and flow of luxuries for the rich.

" These included the movement of fine cloth,silk, perfumes, spices,

drugs and dyes through the long established trade routes from the
East, of wines and fruits of the Latin countries, of other products like
armour, leather goods, Venetian glassware and furs, of the woolens of
northern Italy, Flanders and England.

[The turn of the fifteenth to sixteenth century was really a

i ... . e ge
period of great transition. The birth of capitalism brought so many
changes within so short a period} and all changes are interlinked
in such a manner that the search for the ‘crucial’ factor becomes
rather difficult. Yet, (tWO very important factors standout clearly
during this period which joined together to generate changes in the
previously described method of production.)

[There was, first, the growth of populationf The increase in popula-

tion” of Europe by 17 million} ( nearly one third ) within 50 years

(from 1450 to 1500 ) had a number of effects helping this sudden
transition,. More people meant a more rapid migration from the
counfry to the towns, thus furnishing more hands for the rising
industries. It meant more hands to man the ships, more recruits to
fill the ranks of the armies, more colonists to settle overseas, It
meant, in turn, a larger demand for fish, grain and meat, for textiles,
poitery and muskets, for shoes, knives and Bibles, It meant more
profits for those who made and handled these goods, more capital
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from the profits that were saved, and an increasrd demand for the
tuxuries that the profits made possible. )
And, second, there were new geographical discoveries. The
important among them were the Cape route to the orient ( Vasco da
Gama, 1498, the North America continent ( Columbus, 1492 ),\ Brazil
{ Cabral, 1500 )| and Magallan’s Circumnavigation of the globe
(1522).1 Q"hzs discoveries led to‘ga’) improved shipping) (biggerA and
better ships and developed new navigation instruments) ;. (b) (new
-techniques)( the widening of the market facilitgted division of labour
and led to technological improvements ) ; @{the influx of goods from
fAmerica and the orient, including slave trade; (d) emigration,
which relieved population pressure, provided new raw materials
and markets for finished goods and led to the need for ‘inventions’
for labour-saving capital-intensive techniques of production,
(e) breakdown of the guild organisation as it could not cope with
production on a larger scale which has become necessary ; and lastly,
(f) the vast influx of gold and silver, which was the most important
of allj :
" Why this influx of treasure was the most important- of all ? .
‘During the 14th and 15th centuries, expansion of output led to
declining prices which acted as a deterrant to expansion. The gold
and silver which came first to Spain and Portugal was distributed
throughout Europe through the Ricardian pricespecie flow mechanism.
Prices quadrupled, wages and rents lagged behind, giving an incentive
1o speculation, capital building, promotion of new industries etc..
Very large profits were made from the Oriental trade and the inflow
of gold made possible the import from Orient without need to sell an
equivalent value of European goods to the Orient;) “Without it, the

1. Henri See and also Hamilton (dmerican Treasure and the Erice Revolution in
Spain, (1501 - 1650y, usually stressed these new discoveries, Karl Marx recognised
the existence of “'sporadic’? capitalism in the Mediterranean citles of the fourteenth-
and fifteenth centuries, but dated the ‘‘era®’ of capitalism from the sixteenth century,
The Middle Ages contributed two kinds of capital : Usurer’s capital and Merchants’
capitale Exploitation of colonies, slave trade and monopolies added to the capital
accumulation, But till the breakdowa of feudalism this capital was prevented from
being converted into industrial capltal. Through enclosures and the breakup of
feudalism ‘a2 mass of Aree proletarians was hurled on the labour market.) This
process of forcible expopriation gained new fmpetus from the Reformation and
“humbled’ the innates of the monastries ‘into the proletariat,’
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‘unfavourable’ trade with the Orient could not have been continued..
Mu;:h of the metal coming from America ended in the Orient,”2

‘@ll these combined to generate what is known as ‘commerciai:
revolution’ as distinct from ‘industrial revolution’ which is supposed
to have started from the middle of the eighteenth century.) fl“he gap
between two revolutions is thus comsidered to be one and a half
century. This preparatory period was necessary for the rise of a
bourgeois class and the breakdown of feudal economic structure) This.
does not mean that agricultural or industrial developments weré¢ not
taking place during this incubation period. The quantitative changes
were being increasingly multiplied to generate forces and motivations®
for the qualitative leap to the industrial age.

{}’et, the dominant trend of this period was the enormous expansion
of European commerce rather than her manufacture, New trade
routes were developed, bringing in new commodities and new market§>
There was a relative decline in the importance of the Italian Cities.
and the Hanseatic League in control of international trade. The
commercial class from Spain, Portugal, Netherlands, and England
were becoming increasingly important. {‘\The most marked technical
progress occurred in the field of navigation)) ‘Ships were built larger
and faster, with more decks and more masts and a combination of
square rigged and lateen sails. Knowledge of currents and winds
was enlarged. The science of astronomy advanced, the compass and
astrolabe made possible more efficient navigation on long voyages.
Maps and charts were improved, light houses built, and harbours
cleared,’

x’fl‘he commercial bourgeoisie or the _trading class gradually
dominated the economic and social life) He also effected some
changes in the mode of production. The stranglehold of feudal lords
over the serfs was strong enough to prevent mechanisation of agricul-

2, In the appendix on mercantilism in his General Theory, Keynes ipl’ovided
another rationale for the relation between the ‘price revolution’ and the rise of
capitalism, Keynes argued that, the important aspect of the gold inflow was not
so much its effect on prices as its effects on liquidity and bank reserves. In a money-~
exchange economy the volume of bank credit depends onm the slzz of the nations’
reserves of precious metals, ‘The influx of these metals, therefore, resulted in low
- interest rates and ‘‘easy money',
private investment,

This helped and accelerated the volume of
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ture and the desire to improve agricultural implements was less

‘strong, (phanges were, therefore, possible in industry. The craft
guilds were becoming obsolete, the putting-out system, or the large
‘but unmechanised factory became the dominant mode of product_ioxi,’-
not only in woolen textiles, armour and mining, but also in fire-arms,
cutlery, hardware, shipbuilding, and many other industries. {\The
merchant-capitalist became the lender and counsellor of ruling kings
and princes) :

The most highly developed capital markets were in the Mediter-

ranean cities and in the Netherlands. @ommerce was financed to a
very large extent by borrowed capital. Capital might be prov‘ided
under the various commenda arrangements, through the societas, or
-even through the sea loan, Straightforward loans on personal or
-commercial security were also made. Often shares were sold to raise
capital for ships and cargoes. In Italy and in Spain banks of deposit
existed and payments were made by bank transfers. In certain
periods these banks also made loans. Foreign exchange transactions
‘were carried on both as a means of making loans and to transfer
capital) The operation of the fairs involved a great deal of sales
credit, as did also the transaction of local business. [Public finance
involved the issue of government securities, state banks, huge inter-
national Joans etc.) The great financial houses like the Bardi,
Peruzze, Medici etc, rivalled thq Rothchilds and Morgans and
Rockfetlers of modern times.
i (In fifteenth and sixteenth centuries this financial centres shifted
-and England became gradually more important.) She developed her
own class of big financiers, such as Gresham. During the sixteenth
century Antwerp was the most important international financial centre,
over-shadowing the Italian cities of Venice and Genoa. ‘Financial
capitalism was perhaps more highly developed in Europe up to 1600
than any other form of capitalism’. It should be mentioned that in
England, the birth of the East India Company with purpose to trade
with countries of the Orient took place in 1600.3

3. “In this period there occurred the first modern crisis, based not upon famine
nor plague nor invasion but upon over-extension of credit, The break came in 1556
and the panic reached ity height in 1559. The depression in the financial market
continued for several years afterward, and the capitalistic develcpment of Europe was

xzetarded as a result, The basis of the credit inflation was Spanish war finance, with
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This period saw the rise of powerful Nation-States in Europe.
Until after the middle of the fifteenth century, the terms ‘Eng]_and>
‘France’ ‘Spain’ and ‘Netherlands’ carried little political meaning,
They had principally geographical or linguistic significance, There
had been Kings and Queens in these countries but their power to
command the loyalty of their subjects was constantly in dispute;
always challenged by the strong feudal nobility and the church., But
with increase in the accumulation of riches through expansion of
commerce and the rise of commercial class, the bases of the power of
feudal nobility gradually erodedj Th'e expansion of trade brought
with it and was supported by an increase in the supply of money.
Towns grew and multiplied, expanding the number and influence of
the wealthy burgher class. (The use of money spread, invading even
the institutions of feuda]ism) Mutual feudal rights and obligations
between Lord and Vassals got transformed into contractual payments
in money. ith the spread of money economy the royal monarchs.
no longer had to depend on feudal levies of armed knights for
military support, but could hire mercenaries, using the proceeds of
the taxes in money payments that replaced contributions in kin@
‘And in the rising burgher - class, they found men experienced in
business and finance to administer their increasingly complex affairs

and to provide, when needed, substantial loans. Finally, the intro-

duction of gun powder from China, together with the introduction of
muskets and cannon, destroyed the impregnability of the castl@sstrong-

the Fuggers and other large houses making huge loans to the King, Antwerp was
glutted with obligations of the Spanish Crown, Gresham noticed signs of disturbance
as early as 1553, In France, both King and Cardinal were borrowing constantly,
In addition to these public loans, an unestimable amount of private credit was
extended by merchants, financiers and bankers. In 1357, the war between France
and Spain broke out. Philip was advised by the Church to repudiate, but he
refunded and consolidated for fear of losing his credit altogether, Short term loans
were converted into perpetual reniess Security values fell accordingly. On the date
set for payment, only a small partof the interest owed was paid, and the king
announced the floatation of new loan, The market was unable to stand such a

strain ; both France and Spain became bankrupt and were forced into peace. The |

‘wars of religion’ completed the collapse of the international capital market,
Thus the financial crisis which is a characteristic of the capitalistﬂic system, makes
its appearance in the sixteenth century,” Summarised from Henri Hauser. ‘The
European Financial crisis of 1569, Journal of Economic and Business History, 1986

by Higgins, Economic Development. P 230-1.
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hold and relegated chain mail and plate armor to quiet cormers of
museums ’ .

Cl‘hese were the chief elements which shaped the economic ideas of
the sixteenth and seventeenth century. The growing volume of trade,
of goods and of money, the rise in prices and profits supporting rapid
capital- acéumulation, growing population, the rise of the merchant .
class, the reformation movement against feudal catholic church, the
breakdown of the feudal nobles and strengthening of the Crown
leading to the rise of the Nation-States—all these led to the much-
needed philosophising which was later named as Mercantilisuﬁ

2. Mercantilism

ﬁ‘he enterprising merchants and craftsmen needed the Nation-
State as much as the National State needed them. The Crown built,
maintained and safeguarded highways and waterways and abolished
private tolls on them. It encouraged groups of business-men by
subsidies and grants of monopoly. It protected the infant industries
against foreign competition for their products on the one hand and
facilitated the import or forbade the export of their raw materials on
the other. Its authority broke through the feudal restrictions on

_trade and accumulation of wealth and levelled the barriers of the

conservative guilds against entry of new-comers into their lines of
business of competition with their products.

The Nation-State must, therefore, be powerful, to increase the
power of the state by all possible means must be a nation’s primary
objective. Military strength is, of course, an important component
of national power. A largearmy is to be recruited, trained and
armoured, A large navy was more important for the mines provi-
ding the vital flow of gold and silver lay overseas, and shipments of
these precious metals had to be protected, also the merchant-vessels
carrying profitable cargoes. Colonies are to be protected by the
navy, they furnished an outlet for growing population and could
supply varieties of raw materials to be processed and manufactured in
the mother country.

All this is possible through money which consists of gold and
silver., The precious metals are of paramount importance. Wealth
considered above all else in gold and silver.> Was not these metals
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the most convenient and tangible form of wealth ? (With it one could
buy anything else, for it was acceptable throughout the world. It
was durable and could be stored indefinitely until needed. Saving is
the key to capital accumulation. It embodied large value in small
bulk.} Clement Armstrong, an English Mercantilist of the early
sixteenth century, asserted that it is ‘better to have plenty of gold and
silver in the realm than plenty of merchants and merchandizes’’, and
Monchretien, a Frenchman writing a century later, said, ‘we live not
s0 much from trade in raw materials as from gold and silver’,*

And how a country could accumulate riches ? If there were
mines, there -was no trouble{) But, for instance, Italy had no mines,
while Spain had direct access to gold and silver. Antonio Sera
(1580—1650) in his ‘A Brief Treatise on the causes which can make
gold and silver plentiful in Kingdoms '@here There Are No Mines’
mentioned, that manufacture was superior to agriculture for- this
purpose, since its products could more readily be sold abroad thus
bringing in money) Agriculture was dependent on the weather,
whereas labour applied in trades was ‘sure to bring gain’. Crops
were limited by the amount of land which could be devoted to them ;
not so with handicraft operations. Farm produces were perishable
and bulky and could not profitable be stored for long or carried great
distance, but woolen cloth, linens, silk, arms, pictures, sculpture,
printing, drugs, and the like ‘may be exported with every facility to
any distant country’. Moreover, they yielded great return.

The country with no mines could thus get those precious metals
through foreign trade, only by engaging herself in trade, but if it
could constantly maintain a favourable balance of trade, or an
excess in the value of exports over imports) The gain arose from
the fact that the deficit country had to meet this gap with gold and
silver. Excess of exports over imports thus was the only way of
acquiring specie for a country with no mines.

(Thc “bullionism” and the “balance of trade theory” were the
core of all Mercantilist ideas,) from which followed logically the
policies they prescribed or adopted. (1t followed that the government
should forbid the ‘export of gold and silver and should try to
maximise import of bullion by strict regulation of international
payments and’ the individual transactions that brought them about,

4, Quoted in Heckscher, Mercantilism, P, 187.
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A foreign trader who sold goods for precious metals to be brought
into the country was to be encouraged, but one who merely bartered
one commodity for another, or built up his capital abroad, was
evading his duty, A .

Thomas Mun’s treatise written in 1630,/ entitled as ‘England’s
Treasure by Foreign Trade’ stated : “the ordinary means therefore
to increase our wealth and treasure is by foreign trade, wherein we
must ever observe this rule : to sell more to strangers yearly than we
consume of theirs in value.” And, how to increase earnings from
foreign trade ? Mun argued that, what could be exported was what
could be spared by domestic population. {(Much could be done to
restrict imports and to expand the exportable surplus, If England
should "use ifs waste land to produce hemp, flax, tobacco and other
crops customarily ‘imported’ it would diminish the need to buy
abroad,) Purchase of foreign.made business could be decreased by
enforcing laws against ‘excesses’ in consumption.

The British Mercantilist also pointed out that it would be desirable
to restrict the English ships, the carrying of English commerce, and so
avoid the paying of freight to foreigners. Why buy fish from the
Dutch wher they are caught in English, Scottish, and Irish water ?
Why not restrict purchase of fish to native fishermen ? Profit can be
made by importing goods to be re-exported, and to do this warehouses
for foreign merchandise are desirable.

kfrade with distant places like the Indies brings in more money
than trade with neighbouring regions, hence should be encouraged,
even if the frader makes no more profit at it.) For example, pepper
sells London for two shillings (24 pence§ a pound. It can be bought
from Amsterdom for 20 pence—a profitable transaction. Butif the
merchant buys pepper imported from English by an English company,
only 3 pence a pound need be paid the Indians. Even if the price of
the pepper delivered in London is still 22 pence, the costs of transpor-
tation, insurance, and the like are paid to English rather than Dutch
persons and are a mere transfer within the Kingdom.

(Export duties should be reduced. On goods manufactured out of
foreign materials they should be abolished entirely, This would

9. We shall see later on that not only import but wearing of Indian silk was also
altogether prohibited in England,
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enable English manufacturers to compete abroad successfully with

Italy and the Netherlands and would lead to more employment

Likewise there should be no duties on goods brought in to be re-
exported, But taxes on domestic consumption of imported goods
should be raised, both to discourage paymentsto foreigners and to
enlarge Kings’ revenues.

Mercantilism was the name applied to this type of policies by its
subsequent critics, notably Adam Smith ; the name was not adapted
by its practitioners, They were not, indeed a self-conscious school
of economists at all, nor did they pretend to outline a complete and
scientific system of thought. They were rather practical politicians,
statesmen, merchants who wrote in defence of favoured policies on
interests which they were furthering in practice.

Critics on mercantilism were not wanting. It has been said that
the mercantilists had an essentially static view of the world and its
resources. There was no conception of expansion or outturn of
wealth through technology and increasing productivity ‘which all could
reasonably share without fighting for the limited amount of gold and
silver on the face of earth. Heckscher has described the situation 1n
this way :8 :

“Within the state, mercantilism consequently pursued thorough-
going dynamic ends, But the important thing is that, this was bound
up with a static conception of the total economic resources in the
world ; for this it was that created that fundamental disharmony
which sustained the essential commercial wars. Both elements together
implied that .the position of a particular country could change and
was capable of progress, but that this could only happen through
acquisitions from other countries. Thiswasthe tragedy of mercantilism.
Both the middle ages with their universal static ideal and laissez-faire
with its universal dynamic ideal avoided this consequence.
Without grasping this it is impossible to understand mercantilism
either in theory or in practice.”

‘3. The Nature of the Merchant Bodies

The human institutions built up in a country at a particular period
of time originate from the needs felt for them by the makers of these

6. Heckscher, Mercantilism, vol, Il, pp, 25-6.
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bodies. These bodies are obviously organised ina manner so that
the group of men bound up by a common interest can pursue their
goal through them,

The diverse interests of the merchant capitalists of England were
propagated by different English pamphlet-writers. The central ten-
dency in economic thought from the close of the sixteenth to the
middle of the eightéenth century, as revealed in the writings and
preachings of these pamphleteers is commonly known as mercantilism.
The leading features of the mercantilist outlook are :wellknown :
bullion and treasure as the essence of wealth ; regulation of foreign
trade to produce specie inflow ; promotion of industry by inducing
cheap raw material imports ; protective duties on imported manufac-
tured goods ; encouragement of exports, particularly finished goods ;
and an emphasis upon increasing population and low wages. The core
of the thought is the doctrine of national power through a constant
favourable balance of trade. Why such ideas developed in that period
has been answered by Adam Smith : mercantilism is nothing but a
tissue of protectionist fallacies foisted upon a. venal parliament by
‘our merchants and manufacturers’, grounded upon ‘the popular
notion that wealth consists in money.’

Thus the money making goal or the mercantile pursuits of the
group of merchants was the basis of unity which led them to build up
the East India Company. From its inception, this company started
activities which can properly be explained with reference to the then
prevailing mercantilist ideas. Ideas are put into practice and expe-
rience from practice generates new ideas or sharpen the old ones. The
common self interest of the merchants expressed itself through various

_ threads of mercantilist notions., And the institution, the body, the

company which was built up to achieve that selfish group interest in
material terms, in terms of pound, shilling and pence,must by obvious
logic or necessity continue to be guided by those ‘ideas’. The East
India Company was, therefore, a ‘typical’ of such mercantile com-
panies in Europe. If in mercantilism was revealed the philosophy of
the merchant bourgeoisie of that period, the East.India Company
worked as the body to practice that theory into real concrete shape.
Its name and fame was due to its phenomenal success in building up
biggest empire the world has ever seen, Its early successes were due
much to favourable constellation of -historical forces and its later
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successes were due to its early successes. Shown of its succeSses’, it
revealed all the characteristics common for the mercantile companies
of the period.

What were the essential characteristics of these mercantile bodies
_ of the merchant bourgeoisie ? The main concern of these companies
was for the maintenance of a profit-margin between the price in the
market of purchase and the market for sale. Obviously they needed
monopoly rights of both buyirg and selling, Without monopoly of
selling rights, there would be competition leading to a fall in the price
and reduction of the profit-margin. Not only that, without the
monopoly of buying cheap and enlarged profit-margin cannot be main-
tained, and thus, these companies were interested in having monopoly
of buying rights too. When they purchase from foreign lands, it
necessitated substantial control over the buying country. These
monopoly rights or privileges could be granted by the state power,
and from the beginning, these companies ~were sanctioned by Royal
Charters. Because of the Royal Charter they were allowed to function
not merely as trading bodies, but to a considerable extent as military
and political authorities in their spheres of trade. Also, not every-
body could secure admission to these privileged companies at any
time he desired, these were maintained -as highly exclusive bodies.
This was restricted by a limitation of apprenticeship and by entrance
fees which generally grew heavier in course of time. For instance,
for the East India Company the entrance fee was £50 for a merchant,
£66 for a shop-keeper, and for a gentleman “such terms as they
thought it.” Moreover, the craftsmen were generally not allowed to

‘become members of these companies, which was ‘one common feature

which characterises the whole of the charters,” The leading members
had a power of veto in the admission of new members, Thus,
patrimony was the main channel of getting a place in such companies,
just like inheriting a vast property.

Besides restricting the fortunes of their enterprise to narrow circles,
the quantities traded by these companies were carefully regulated,
presumably in the interests of price maintenance, by the control of

shipping that the company exercised. Minimum sclling prices and
maximum buying prices were enforced on members.

The East India Company, the most powerful representative of
British merchant capital, had all the above characteristics. .“To obtain
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and maintain exclusive political privileges in England, it combined
bribery with protestations of honesty, intrigues with outward sub-
mission, plunder of foreign lands for the small clique with declarations
of serving the British interest of promoting trade ; and later, rapine
of India with the martyrdom of bearing the ‘White Man’s burden’ in
the colony. To obtain mastery of Eastern waters (and particularly
India) vis-a-vis its European rivals, it alternated beiween truce and
treachery, peace and war, as the occasion demanded. And with the
same governing objective-of acquiring fortunes irrespective of scruple
or any such accepted virtue, in India, so long as the Indian powers
were strong, it used flattery, bribery and court intrigues ; played with
guile and ostentation of friendship and alliance ; alternated acquies-
cence to the Indian rulers and sudden attacks ; and after it became
the political power in India, it let itself loose on thls proverblally rich
land to make hay while the sun shines’.

4. The European Companies in India

Long before the advent of the European merchant companies in
India, her wealth and splendour were quite known to Europe. The
Greeks and Romans were well acquainted with Indian merchandise.
In those times, direct commerce developed between Europe and the
western sea-ports of India but ‘the weakness and distractions of the
Roman Empire, and subsequently the rise of the Mohammedan power
cut off the nations of Europe from all direct communication with
India.’ Henceforth, the trade between India and Eurppe was taken
over by the ‘Moors of Egypt and Arabia.’” They used to collect the
merchandise from Indian border towns and ports and hand them
over to the European traders in the Mediterranean ports, to the
enterprising Merchants of Venice and Genoa.

This merchandise went by the sea-route—by the Indlan Ocean and
Red Sea—to Egypt and Syria, to Greece and Turkey, and also by the -

- Persian gulf to Persia and to the Middle East. Some goods also

trickled to places like Bokhara by the overland routes which were .
rather inaccessible. In later times also, the European merchants
contacted India mamly by the sea. India had 5000 miles of sea-
frontier as compared to about 4000. miles of land-frontier of -the
Himalayan peaks. And also, her sea-frontier was never well-guarded
by the Indian rulers, Sea route was thus convenient for them.

By the fifteenth century, the riches of India ‘violently attracted the
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successes were due to its early successes. Shown of its ‘succeéses’, it
revealed all the characteristics common for the mercantile companies
of the period. ‘

What were the essential characteristics of these mercantile bodies
. of the merchant bourgeoisie ? The main concern of these companies
was for the maintenance of a profit-margin between the price in the
market of purchasé and the market for sale. Obviously they needed
monopoly rights of both buyirg and selling. Without monopoly of
selling rights, there would be competition leading to a fall in the price
and reduction of the profit-margin. Not only that, without the
monopoly of buying cheap and enlarged profit-margin cannot be main-
tained, and thus, these companies were interested in having monopoly
of buying rights too. When they purchase from foreign lands, it
necessitated substantial control over the buying country, These
monopoly rights or privileges could be granted by the state power,
and from the beginning, these companies "were sanctioned by Royal
Charters. Because of the Royal Charter they were allowed to function
not merely as trading bodies, but to a considerable extent as military
and political authorities in their spheres of trade. Also, not every-
body could secure admission to these privileged companies at any
time he desired, these were rraintained -as highly exclusive bodies.
This was restricted by a limitation of apprenticeship and by entrance
fees which generally grew heavier in course of time. For instance,
for the East India Company the entrance fee was £50 for a merchant,
£66 for a shop-keeper, and for a gentleman “such terms as they
thought it.”  Moreover, the craftsmen were generally not allowed to
become members of these companies, which was ‘one common feature
‘which characterises the whole of the charters,” The leading members
had a power of veto in the admission of new members, Thus,
patrimony was the main channel of getting a place in such companies,
just like inheriting a vast property.

Besides restricting the fortunes of their enterprise to narrow circles,
the quantities traded by these companies were carefully regulated,
presumably in the interests of price. maintenance, by the control of
shipping that the company exercised. Minimum selling prices and
maximum buying prices were enforced on members.

The East India Company, the most powerful representative of
British merchant capital, had all the above characteristics. “To obtain

THE THEORY AND PRACTICE OF MBRCANTILISM 45

and maintain exclusive political privileges in England, it combined
bribery with protestations of honesty, intrigues with outward sub-
mission, plunder of foreign lands for the small clique with declarations
of serving the British interest of promoting trade ; and later, rapine
of India with the martyrdom of bearing the ‘White Man’s burden’ in
the colony. To obtain mastery of Eastern waters (and particularly
India) vis-a-vis its European rivals, it alternated beiween truce and
treachery, peace and war, as the occasion demanded. And with the
same governing objective of acquiring fortunes irrespective of scruple
or any such accepted virtue, in India, so long as the Indian powers.
were strong, it used flattery, bribery and court intrigues ; played with
guile and ostentation of friendship and alliance ; alternated acquies-
cence to the Indian rulers and sudden attacks ; and after it became
the political power in India, it let itself loose on this proverbially rich
lanc to make hay while the sun shines’. '

4. The European Companies in India

Long before the advent of the European merchant companies in
India, her wealth and splendour were quite known to Europe. The
Greeks and Romans were well acquainted with Indian merchandise.
In those times, direct commerce developed between Europe and the
western sea-ports of India but ‘the weakness and distractions of the
Roman Empire, and subsequently the rise of the Mohammedan power
cut off the nations of Europe from all direct communication with
India.” Henceforth, the trade between India and Eurppe was taken
over by the ‘Moors of Egypt and Arabia.” They used to collect the
merchandise from Indian border towns and ports and hand them
over to the European traders in the Mediterranean poits, to the
enterprising Merchants of Venice and Genoa. .

This merchandise went by the sea-route—by the Indian Ocean and
Red Sea—to Egypt and Syria, to Greece and Turkey, and also by the -

- Persian gulf to Persia and to the Middle East. Some goods also

trickled to places like Bokhara by the overland routes which were
rather inaccessible. In later times also, the European merchants
contacted India mainly by the sea. India had 5000 miles of sea-
frontier as compared to about 4000 miles of land-frontier of the
Himalayan peaks. And also, her sea-frontier was never well-guarded
by the Indian rulers, Sea route was thus convenient for them.

By the fifteenth century, the riches of India ‘violently attracted the
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attention of Burope’, and the cupidity of all maritime nations in
Europe was roused, and all of them set about establishing direct
‘trade relations’ with India.”

The Royal powers and merchant lobbies helped to finance the
sea-voyages of the explorers and the great geographical d1scoverxes
were made in the last quarter of the fifteenth century affecting the
commercial relations of the different countries of the world. In 1498,
Vasco-da-Gama discovered the sea-route to India via the Cape of
Good Hope, and on 27th May of that year landed at Calicut. ‘Perhaps
no event during the Middle Ages had such far-reaching repercussions
on the civilised world as the opening of the sea-route to India.’

Europe’s main food was meat, which must be properly cooked
and protected from putrefaction, Thus the most coveted commodities
from the Orient were spices. And the Portugese found them in plenty.
By the beginning of the sixteenth century, they established themselves
in India as a trading body. A number of Portugese scttlements grew
up near the sea, such as Goa, Diu, Daman, Salsette, Bassein, Chaul
and Bombay at the west coast; San Thome near Madras at the
South-east ; and at Hugli in eastern India.

But the Portugese, instead of confining themselves within the
limits of legitimate trade, took to robbery and piracy and endeavoured
to establish their supremacy in the eastern seas. This inevitably led
to conflict with the ruler of Calicut, whose prosperity depended upon
Arab merchants. The decline of the Portugese were due to many
causes : (a) their religious intolerance provoked hostility of the
Indian princes ; (b) their clandestine practices in trade unpopularised
them ; (¢) the discovery of Brazil shifted their interest away from
the East; and (d) they failed to compete successfully with other
European companies.

Next to the Portugese came the Dutch. In spite of Portugese
opposition, the Dutch were bold enough to send four ships to trade

7. “The commerce of India, even when confined to those narrow limits which a
carriage by land had prescribed, was supposed to have elevated feeble states into great
ones ; and to have constituted an enviable part in the fortune even of the most
opulent and powerful § to have contributed largely to support the Grecian monarchies
both in Syria and Egypt ; to have retarded the downfall of Constantinople ; and
to have raised the small and obscure Republic of Venice to the rank and influence of
the most potent kingdoms.” —James Mi{l, The History of British India, P. 3.
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with India via Cape of Good Hope, This experience led to the
incorporation of The United East India Company of the Netherlands
for trading in the East by a Charter granted by the Dutch States
General on 20th March, 1602, This also empowered the company to
make war, conclude treaties, acquire territories and build fortresses.
It was thus made ‘a great instrument of war and conquest.’

Though the Dutch paid more attention to the Far Eastera areas,
such as Sumatra, Java and Borneo, they also built- up “factories”
( the trading depots of these merchant companies were generally
called by this name ) in Gujerat, in West India, on the Coromande]
coast in South-eastern India and in Bengal, Bihar and Orissa. By
supplanting the Portugese, the Dutch practically maintained a
monopoly of spice trade, central Indian indigo, and raw silk, textiles,
salt petre, rice and Gangetic opium from Bengal, Bihar, Gujerat and
Coromandel. Although newly arrived in the field, the Dutch became
a much stronger rivgl to the English than the Portugese, The
military superiority of the English in India and a shift in the European
balance of power in favour of England led to the ultimate downfall
and subsequent withdrawl of the Dutch company during the middle of
eighteenth century,

The English mercantile bourgeoisie did not lag far behind. Since
Portugese penetration they had an eye on this very lucrative commerce
and had made several exploratory voyages, In 1599 the English East
India Company was formed and in 1600 it secured a Royal Charter
granting them ‘the monopoly of commerce in eastern waters.’

The Danes came to India in 1616. But they were interested only
in small scale and often ‘clandestine’ trade Not only that, the
“British capital played a large partin their operations’, and ‘the
Danes never had any pretensions to empire on a large scale’.

The French East India Company was sponsored under State
patronage in 1664 by the famous French statesman Colbert, the great
exponent of mercantilism in France. His aims were to serve the
power and glory of the State rather than to increase private wealth.
But the enhancement of national power and seeking of gain were
almost indistinguishable in the minds of those who favoured the
mercantile regime. The “Compagnie des Indes Orientales’’ established

the first French factory at Surat in 1668, Next year another factory
was . established at Masulipatam, Thus came French settlement at
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Pondicherry and Chandernagore (1690-92). The European rivalries
between the Dutch, the English and the French had their repercussions
in India and also the conflicting and imperial interests of these
companies here, embittered their relations in Europe, For nearly
twenty years (1740—1765), the Carnatic (the Coromandel coast and
its hinterland) became the scene of a long. drawn contest between
the French and the English, out of which the English came out as
victorious.

The Ostend Company, organised by the merchants of Flanders
and formally chartered in 1722 had but a brief career in India, A
Swedish East India Company was formed in- 1731, but its trade was
confined almost exclusively to China, And Mr. Holden Furber
concludes : “In 1770°s and 1780’s, Copenhagen, Ostend, and Lisbon
became the centres of Indian trade which was for the most part
British in all but name,”®

5. The East India Company

The history of the East India Company is no doubt a most
fascinating study for the students of economic history. The story of
its birth, its conflicts and struggle inside and outside, its expansion
and ultimate decay reveals in a nutshell the whole dynamics of British
capitalism, especially the phase of its mercantile capital. The laws
and motions of three centuries of economic history, its passions and

guiding force, all are contained within the short compass of the life

history of a Joint Stock company.

When in 1600, the East India Company received a charter from
Queen Elizabeth granting it the monopoly of eastern trade for fifteen
years, the turn of the century was really the sharpest turn in the
course of world economic history. In 1599, a group of London
merchants, under the direct auspices of the Merchant - Adven-
tures floated the East India Company : ‘an association was formed,
and a fund subscribed, which amounted to 30, 133 1, 6s. 8d., and
consisted of 101 shares ; the subscriptions of individuals varying from
100 I to 3000 1”7 The company was named as “the Governor and
company of Merchants of London, trading to the East Indies.” Of
the many exclusive privileges obtained by the company through the
Royal Charter, the most imporfant ones were : B '

8. Holden Farber, John Company at Work Pp. 110-159.
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(a) ‘prohibiting the rest of the community from trading within
limits assigned to the company, but granting to them the power,
whenever they please, of bestowing licenses for that purpose’ ;

(b) power to ‘export in each voyage 3,000 L in gold and silver ;
also English goods for the first four voyages exempt from duties, and
to re-export Indian goods in English ships under the same privilege
to the end of the charter’ ;

. (c) validity of the charter for fifteen years, ‘but under condition
that, if not found to be advantageous to the country, might be annulled
at any time under a notice of two years : if advantageous, it might if
desired by the company, be renewed for fifteen years.’

A particular incident in the early life of company will reveal the
tensions and passions of mercantile capital in the early days of the
company’s life. It was the natural assumption of the merchants,
rulers and thinkers. of the time that the accumulation of money or the
metals out of which it was chiefly made—gold and silver—must be
the chief objective of national policy. Spain had led the way in
becoming richby accumulating gold and silver. Other nations sought,
with whatever resources available, to follow the example set by Spain,

The sure way of accumulating bullion was constant export surplus.
And the logical inference of the ‘bullionists’ therefore was that
government should forbid the export of gold and silver and should
try to maximise import of bullion by strict regulation of international
payments. England forbade the export of specie. Under the
environment of such mercantilist passion, in 1613 one of the East
India Company’s ships was wrecked, giving rise to the discovery that
it was carrying a large amount of bullion out of the country. A
spirited controversy arose out of this incident.

Among the defenders of the company was Thomas Mun, son of a
London merchant. He joined the East India Company in 1615 and
acted as what would now be called a public relations’expect—certainly
one of the most noted in history. His defence of the company took
the shape of a mature contribution of the theory of foreign trade,
written about 1630, and has become one of the classics of economic
science. It was entitled “England’s Treasure by Foreign Trade.” Mun
argued that “ordinary means therefore to increase our wealth and
treasure is by Foreign Trade, wherein we must ever observe this

rule : to sell more to strangers yearly than we consume of theirs in

4
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value,” If, argued Mun, this rule is observed, the net result will be
to bring money into the country, even if in the process of enlarging
foreign trade some gold and silver have to be spent in foreign
lands.®

Since the birth of the company, it was motivated by three guiding
principles : (1) Preservation of its monopoly rights and privileges
with regard to Eastern Trade vis-a-vis other English merchants ;
(2) Execution of plans to oust rival mercantile interests from the
eastern theatre ; (3) Securing special and exclusive privileges for itself
from the oriental governments in order to receive goods from the
buying countries at the least possible expense.

Now the first principle was difficult to maintain in practice.
Though, from the beginning, the company remained ¢losely linked
up with the monarchy (Queen Elizabeth being one of its shareholders),

those merchants who could not manage to secure admission to the .

privileged ranks of export companies came into acute conflict with
trading monopolies. The East India Company soon became the
greatest eye-sore to them, for it developed as the most important
foreign trading company in England, its clear profits were ‘hardly
ever below 100 per cent, being in general more than 200 on the capital
of the voyage.’*° '

While reaping great fortunes, the small clique of the company’s
shareholders endeavoured to maintain their privileged position by
proclaiming how the company was serving the interests of the British
Nation, Naturaily. the havenot merchants were not pleased with the
‘national service’ rendered by the East India Company. They,
therefore, conducted a vigorous campaign against the monopolist

9, ‘*“Indeed,” continued Mun, keeping too much money within a country is bad,
since *“plenty of money in a kingdom doth make the native commodities dearer,
which as it is to the profit of some private men In their revenues, 8o it is directly
against the benefit of the Public in the quantity of the ‘trade ; for as plenty of money
makes wares dearer, so dear wares decline their use and consumption, It is a true
lesson for all the land to observe ; lest when we have gained some store of money by
trade, we lose it again by not trading with our money,”

10. “Independently of the fact that whole fleets were sometimes leden with
captured goods, trade was often earried on by Compulsory means, calculated to-
ensute a profitable return only to the stronger party, These first voyages, in short,
exhibit the profits of trade combjned with the produce of piracy,” Hugh Murray,
History of British India, p. 42,
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companies in general. But the influence of the monarchy was on the
side of big chartered companies. Yet there were ‘weak’ rulers,
causing inconvenience to the East India Company, when sometimes
other rival companies were also granted charters encroaching upon the
goods or the territorial limits already granted to it. In order to
resolve the difficulties created by the Royalty, the King and other
‘great men’ of England were occasionally to be ‘appeased’ by ‘bribery’
or loans for very longterms, mostly uncertain’.

When the power was transferred from the Royalty to the Parlia-
ment, the fight of the deprived section of the English merchant
bourgeoisie took the parliamentary form, of movement for dissolution
-of all royal monopolies ; antipathy to particular restrictions, dama-
ging to sectional interest, became transformed into a general move.
ment against monopoly. To quote Maurice Dobb : “together with
its denial of the right of arbiirary taxation and imprisonment, the
challenge by Parliament to royal grants of economic privilege and
monopoly can be said to have formed the cenfral issue in the
‘outbreak of the seventeenth century revolution.”1?

All these dealt severe blows to the royal prerogative and all the
monopoly companies except the East India Company weakened to a
large extent. The small clique of about forty persons closely connec-
ted with the court cornered the majority shares and continued to rule.
Yet the “Free merchants” or the “Interlopers” were causing anxicty
to the company. In 1690, these free merchants formed themselves a
'society, subscribed a fund, and petitioned the Parliament to throw
open the Indian trade. This led to an agitation against the East
India Company and in 1694, Parliament passed a resolution that
*“3]] subject of England have equal rights to trade in the East Indies,
unless prohibited by the act of Parliament.”” The Act of the Parlia- -
ment recognised the New or English East India Company in contra-
distinction to old East India Company or London Corporation. The
rivalries started causing financial loss to both. At last in 1702, the
end was reached. By the Instrument of Union of that year the financial
issues were readjusted, the old company received seven years’ grace
in which to wind up its affairs, and after that the two bodies were
to merge into the “United Company of Merchants of England

11, Studies in the Development of Capitalism, p. 192,
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Trading to East Indies.” Thus the newly organised East India
Company began to represent more broadly the interests of British.

merchant capital.*?

The history of East India Company ‘_is also studied with innumer-
able minor and major political conflicts throughout the seventeenth

century and up to the middle of the eighteenth. They had to
reckon with the Portugese first, and then with the Dutch. In the
scventeenth century, the French were more or less in the background.

In the eighteenth century, the British had to contend with the

French, whom they ultimately subdued and ruled the subcontinent
without rivals for more than a century.*®

Taking advantage of the political disorders in the country, it

“began to come out more openly 'to establish its position by territorial

acquisitions. Marx wrote: “The paramount power of the Great
Moghul was broken by the Moghul Viceroys. The power of the
Viceroys was broken by the Mahrattas. The power of the Mahrattas

12, That is why Marx wrote about the East India Company: “The true
commencement of the East India Company cannot be"dated from 2 more remote epoch
than the year 1702, when the different societies, claiming the monopoly of the East
India trade, united together in one single company, Till then, the very existence of
the original East India company was repeatedly erdangered, once suspended for years
under the protectorate of Cromwell, and once threatened with utter dissolution by
parliamentary interference under the reign of William IIl, It was under the ascen-

ency of Dutch Prince when the whigs became the farmers-of the revenues of British
“Empire, when the Bank of England spring into life, when the protective system was
formally established in England, and the balance of power in Europe was definitely
settled, that the existence of an East India Company was recognised by Parliament.
That era of apparent liberty was in reality the era of monopolies, not created by
Royal Grants, 25 in times of Elizabeth and charles I but authorised by the sanction
of Parliament. This epoch in the history of England bears, in fact. an extreme
likeness to the epoch of Louis Phillippe in France, the old landed aristocracy
having been defeated; and the bourgeoisie not being able to take its place except
under the banner of moneyocracy or the ‘haute finance’. The East India Company
excluded them from parliameatary representation, In this, as well as other instances.
we find the first decisive victory of the bourgeoisie over the feudal aristoCracy;.
coinciding with the most pronounced reaction against the people a phenomenon
which has driven more than one pdpular writer, like Cobbett, to look for popular
{iberty rather in the past than in the future,’

13, In the words of Marx : ““No longer conquering, it had become ¢he conqueror.
The armies at its disposition no longer had to extend its dominjon, but only tc
wmaintain its.  From soldiers they were converted into policemen,’’
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was broken by the Afgans, and while all were struggling against all,
the Briton rushed in and was enabled to subdue them all.”

That the political conquest of India is “a matter of coincidence,”
or “a historical accident,” by the “peaceful traders with no designs on
India territory” as put forward by the British intellectuals, cannot be
accepted in the face of facts. As early as 1687, the court of Directors
wrote to the chief of Madras, “to establish such a politie of civil and
military power, and create and secure such a large revenue to secure
both......as may be the foundation of a large, well grounded, secure
English domain in India for a long time to come.”

The struggle for effective political power in India by the East
India Company is based on neither religious nor ideological, but hard
economiic reasons. It was the logical culmination of the mercantilist
policy of ‘the merchant bourgeoisie,. The Magna Carta of Englisk
trade in India was obtained in 1717 by the company from Emperor
Farrukhsiyar. It conferred, among other permissions, rights to trade,
free of duty, subject to the payment of a small tribute, to issue dastaks
exempting goods from customs check, to acquire a sizeable area
around Calcutta and mint coins at Murshidabad,

These rights given by this Moghul firman contained germs of
future conflict. Jt meant a sharp reduction in Government’s revenue.
particularly in Bengal, for in that province most commodities had to be
fetched from inland and so inland duties for trading were an impor-
tant source of revenue to the Government. ‘The trade of the English.
which accounted for the bulk of the region’s commerce, was exempt
from customs duties. Their control over the market forced many
Indian merchants out of their hereditary occupation. The privileges
granted to the company exclusively with regard to the items of export
and import were extended surreptitiously to the inland trade. The
dastaks guaranteeing exemption from customs control were granted
illegally to private merchants. Coins minted at Madras were impor-
ted into Bengal, affecting the income from the Bengal mints.” Thus
the violent outbursts of the conflict between the company and the
Bengal Nabab was the result of opposite economic interests, A
monopsonistic and, to a limited extent, a monopolistic control of the
company over the local market preceded and no doubt facilitated the
establishment of its political authority.
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In the major political conflict of the eighteenth century which
established the company’s political control over Bengal and ultimately
aver whole of India, the company found in the native financial interest
an important ally. In the twenties and thirties, the mutually comple-
mentary relationship between the native financier and the European
merchant was not yet fully developed. The Jagat Seths, with their
lucrative control over Murshidabad Mint,—their estimated income
irom batta alone was in the region of 7to 8§ lakh of rupees,—
checkmated all British effort to use the mint notwithstanding the
firman of 1717, As the chief purchaser of bullion imported by the
foreigners, they had an additional interest in retaining exclusive

control over them, Their hold over the bullion market was decisive
enough to enable them to dictate prices. By the thirties, the English
company, therefore, started winning favour of these big financiers and
developing and alliance with them. In the early days of Alivardi’s
reign the basis for a political and economic alliance was already well
taid, The reduction of the interest rate from twelve to nine per cent
on all loans offered to the company indicates the changed
relationship,®# v

It will not be a digression if we put a little more thought on the
nature of this upper rank of native Indian financiers of the time. This

14, “Ceernn. at the beginning of Alivardi's reign the Setts preserved a capital of
ten crores of rupees, Scon they established a virtual monopoly if in banking over
the whole province and all the bankers in Bengal were their factors not members of
their house............ During their first invasion of Bengal the Marathas carried from
their Kuthi two crores of rupees in Arcot coin only, but this did not curb their
enterprising spirit, or affect their resources appreciably, They continued their
custom of issuing Darsani Hundis of one crore of rupees, Towards the end of Ali-
vardi’s reign they had become......,..pro-British. In 1749 when the Nawab
blockaded the factory of Cossimbazar the English got off by paying him Rupees
Twelve Lakhs through the Setts. In the conspiracy to dethrone Siraj the Setts
were among the ring-leaders,........Another merchant Omichand who gained
notoreity in the conspiracy against Sirajeee...... was the principal contractor of the
Eo I, Company in Bengal and was so solvent and enterprising that in 1748 he
proposed to undertake a third of the company’s whole Investment, By presents and
services he had acquired so much infiuence with the chief officials of the Nawab
that the Fort William authorities used him for mediation in times of difficulty. He
was......held in esteem by the Marathas since the English tried in 1748 to recover
their plundered goods through his intercession,’” Nirmal Chandra Sinha, Studies
in {ndo-British Economy Hundred Years Ago,, pe 17.

bourgeoisie, mercha
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section of financiers may be termed, in the words of Takahashi, as

haute bourgeoisie. They were not directly related to_ the ‘putting-f)ut’
system in which manufacture was carried on at that time. The artisan
caste-guilds were provided with finance in the shape.of advances fo;
goods by the lower or middle rank of traders, who ultimately collfecfte
the goods and sold them to the companies. Th.e prosper(.)us artisdns, ,
who turned out merchant-capitalists, constituted 'thlS lower or
middle rank. In case of peed they approached the hlg.her ranks Zox;
loan capital. The haute bourgeoisie collaborated with the par.z
merchants of the English, Dutch and French companies t;n
India. “And - when the issue was ﬁ.nally to bfi .settled 1y
the middle and lower bourgeoisie, clustering around Siraj-ud-Dau a;‘
the haute bourgeoisie, represented by ‘the Jagat Sets . oe
Bengal,...threw themselves on the side of C'hve, the representa 1vc
of the monopotist East India Company whlf:h had already becom
an obstacle to the development of capital.ism in the mothe.r cm;:\trz',
England. In England, it was the routing of the .Enghsh au.e
nt capital, in the English Revolution of 1688, 1_n
India it was the victory of the Indian haute bourgeoisi'e at Plassed}t in
1757, who had betrayed and sided with the monopolist East In 1amf
Company. In England the triumph of Crogxwell pavefi thle1 vs:'ayt Ic:e
the lower and middle bourgeoisie, and their final tnum;? dmt e
1688 Revolution, which _helped the development of in u;l;le
capitalism ; in India the triumph of Clive sent the lower and mi .
bourgeoisie to the walls.”’*® .
This conflict was very much real. Up fo 1950, the Engcl;s(}il
company’s investment ( or goods purchased ) in Bex.:\gal were provi ed
by Dadni merchants of the country. They received advances an
contracted to deliver the goods at the principal . settlemer'lt. But after
that date a new measure was adopted to prov@e the mvestmex:lt;oy
direct agents of the company who were also Indians but employe ;ri
this purpose as servants of the company. It was r.cported that Dfa I;z
merchants worked against the English company u:.t the court? the
Nawab of Bengal during these crucial years which resulted 11n thz
emergence of the company as the ruler of the subah of Bengal, and -

then of the whole of India.
15, Shivaprasad Jha, Studies in the Development of Capitalism in Indids pe 95
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Henceforth, the activities of the company consisted of taking the
wealth out of India. This economic drain from India in the first
stage after the battle of Plassey took the character of indiscriminate

loot and plunder. This loot took the shape of monopsonistic trade .

on the one hand and ‘tributes’ gained by the company and its servants
from the puppet Indian rulers on the other. Various guesses and
estimates of total plunder are 'attempted at, one estimate places it at
£5940498, which does not take into account the figures of direct
Plunder from the people. And this money went to England to
industrialise that country while leading India to destitution. The
company gradually became conscious to stop this reckless vandalism,
as its employees have become too rich to keep them under control
(Clive himself attempted to get into the court of Directors of the
company}; and secondly, it would now affect the company directly
as the revenue collection will fall and trade will suffer. Clive was
sent fo India again in 1765, and on arrival in India he obtained a

charter making the FEast India Company the Dewan or civil
administrator of the subah of Bengal.

From then onwards, there started a period of ‘“‘organised”
economic drain. Land-tax was increasing, collections were made
much more efficiently than before, terms of trade between Indian
exports and British imports were manipulated, “invesments” were
made from land revenue itself. During this period the company
began to penetrate further into Indian terrifory as a political power.
Its effect was at once felt in England ; the East India Stock rose to
£263 and dividends were paid at the rate of 123%. So, there appeared
““a new enemy to the company, no longer in the shape of rival society
but in the shape of rival ministers and rival people.”*® In 1773 Lord
North’s Regulating Act was passed. It attempted to establish
sovereignty of the British Parliament on the conquered territories of
India. By this Act, the office of the Governor general for India, his

16. Marx further wrote ; It was alleged that the company's territory had been
conquered by the aid of British fleets and British armies, and that no British

subjects could hold territorial sovereignties independent of the crown. The

Ministers of the day and the people of the day claimed their share in the

‘wonderful
treasures’ imagined to have been won by the last conquests,

The company only
saved jts existence by an agreement made in 1759 that it should annually pay
. £400,000 into the National Exchequer, "’ . s
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council and a supreme court was established. The next was the

attempt of Mr. Fox in 1783 to abolish by his India Bill the courts of

Directors and Proprietors of the Company to . v?st the who.let Izd;a
Government in the hands of seven commlsswner.? gppom ef ch
Parliament. Failure of this Bill, ‘by the persona;l 1n. uence o e
imbecile King over the House of Lords’, was made ‘the 1§s;mrilﬁnand
‘breaking down the then coalition government of Fox an . orth,

of placing the famous Pitt at the head of the Government.

This trend for control of the company by tl.le' Parliament zeﬂ;;tj
-the growing influence of the industrial bourgeoisie of ]'Enlglian i e
i i i felt with the Industrial Revoluti
were making themselves increasingly .
accomplished in England in the second half of the eighteenth <.:en1tu1:y.
The governing object of the East India Companiri, la;s th‘e tzrgl:: ha::;r;
li ies hant capital, had been ‘no
.of monepolist companies of Merc . the bt
jti factures’. So from the beginning,
§or a market for British manufac . . |
British manufacturers were opposed to ‘such a pohzy, F}izy;}::g
itati i d obtained some redress
agitations against the company, an :
"ggrievances’ By 1720, the British manufactures had _suc'ceedec.inn(n
securing the complete p rohibition of the impor.t cl>f Ihndlan d:ﬁez
i 1i i land, and increasingly heavy
and printed calicoes into Eng s ;
were imposed on all Indian menufactured cotton goods.‘_ Weam:ig of
Indian silk was prohibited by law : But the merchant capital h;s o;e
its job. The accumulated funds aftér the battle of Pla.ssey le tQ.T ;g
‘techno.logical innovations and the Industrial Revolution beg;n. :
rapidly mounting manufactures needed a Asultable ;uﬂet{h V;l ni’; i ;;:S
“ ; olution in the economic system irom the
necessary was ‘a revolution 1n t ono pores
of mercantile capitalism  to the principles of free-tratde caplt?.hslﬁxe
And this in turn involved a corresponding complete' change in

methods of the colonial system.’*”

The offensive of the industrial manufactures bore tang;zledfrsil;lgt
in 1769, when Parliament decided that ‘the co.mpany lshfm Jurs
each yearv of the term, export British merchanc,ilse, exc uszf'?e i
and military stores, to the amount of 380837 I’ And .W 1.’ P
industries were being promoted at the expense of Indian u; dan;
the ideological offensive was taken up by no less a person than

17, R. P, Dutt, India Today, Pe 109
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Henceforth, the activities of the company consisted of taking the
wealth out of India. This economic drain from India in the first
stage after the battle of Plassey took the character of indiscriminate
loot and plunder. This loot took the shape of monopsonistic trade
on the one hand and ‘tributes’ gained by the company and its servants
from the puppet Indian rulers on the other. Various guesses and
estimates of total piunder are attempted at, one estimate places it at
£5940498, which does not take into account the figures of direct
Plunder from the people. And this money went to England to
industrialise that country while leading India to destitution. The
company gradually became conscious to stop this reckless vandalism,
as its employees have become too rich to keep them under control
(Clive himself attempted to get into the court of Directors of the
company}; and secondly, it would now affect the company directly
as the revenue collection will fall and trade will suffer. Clive was
sent to India again in 1765, and on arrival in India he obtained a

charter making the East India Company the Dewan or civil
administrator of the subah of Bengal.

From then onwards, there started a period of “organised”
economic drain. Land-tax was increasing, collections were made
much more efficiently than before, terms of trade between Indian
exports and British imports were manipulated, “invesments” were
made from land revenue itself. During this period the company
began to penetrate further into Indian territory as a political power.
Its effect was at once felt in England ; the East India Stock rose to
£263 and dividends were paid at the rate of 123%. So. there appeared
“a new enemy to the company, no longer in the shape of rival society
but in the shape of rival ministers and rival people.”*¢ In 1773 Lord
North’s Regulating Act was passed. It attempted to establish
sovereignty of the British Parliament on the conquered territories of
India. By this Act, the office of the Governor general for India, his

16, Marx further wrote ; It was alleged that the company’s territory had been
conquered by the aid of British fleets and British armies, and that no British
subjects could hold territorial sovereignties independent of the crown. The
Ministers of the day and the people of the day claimed their share in the ‘wonderful
treasures’ imagined to have been won by the last conquests. ... The coﬁxpany only

_ saved its existence by an agreement made in 1759 that it should annually pay
i £400,000 into the National Exchequer,"’ ' s
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council vand a supreme court was established. The next was the

attempt of Mr. Fox in 1783 to abolish by his India Bill the courts of

Directors and Proprietors of the Company to vest the who.le India
Government in the hands of seven commissioner§ appointed by
Parliament. Failure of this Bill, ‘by the personal 1n§uence of the
imbecile King over the House of Lords’, was made ‘the instrument of
‘breaking down the then coalition government of Fox and, Norsth, and
of placing the famous Pitt at the head of the Government.

This trend for control of the company by the Parliament reflects
-the growing influence of the industrial bourgeoisie of 1_England, w.ho
were making themselves increasingly felt withthe Ind}]stnal Revolution
accomplished in England in the second half of the eighteenth c.entux_'y.
The governing object of the East India Company, as th‘e typical aim
-of monopolist companies of Merchant capital, had been not‘ tll1e hunt
for a market for British manufactures’. So from the 'begmnlng, the
British manufacturers were opposed to ‘such a policy, Fheyﬁ le.d
agitations against the company, and obtained some redress todtlée}r
“grievances’, By 1720, the British manufa?tures had 4suc'cee e. ;n
securing the complete p rohibition of the.llmpor.t of Indian dsﬂ. s
and printed calicoes into England, and increasingly heavy .utles;
were imposed on all Indian manufactured cotton goods. ‘ Wearing o
Indian silk was prohibited by law : But the merchant capital has donF
4ts job. The accumulated funds aftér the battle of Pla.ssey led tosbig
technological innovations and the Industrial Revolution began. The
rapidly mounting manufactures needed a _suitable outlet. Wl?at. v;las
necessary was ‘a revolution in the economic system from the pn?ml;.) es
of mercantile capitalism to the principles of free-trade caplt'thsm.
And this in turn involved a corresponding complete’ change in the

‘methods of the colonial system.’*" -

The offensive of the iﬁdustrial manufactures bore tangible result

in 1769, when Parliament decided that ‘the co.mpany sh<->u1d durmfi
.each year of the term, export British merqhandxse, exclusw.e of n.a\.lah
and military stores, to the amount of 380837 I’ And ‘whl}g Brlt'IS

industries were being promoted at the expense of Indian industries,
the ideological offensive was taken up by no less a person than Adam

17, Re Pe Dutt, India Today, Pe 109,
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Smith, ‘the father of the classicalk political

oo . of the : , economy of free

m lilsxzf;az;usgzg Vc?pllttaltlhsm. In_ his ‘An Enquiry into fhe Natur;rzszf
S orihe W eatt of Nations,” which came out in 1776, Adam
o Immantiley a;a atcfked both, the mercantilism as a theory, and
e e compan?s ct ﬁces of these i:ompanies. He noted, °‘Such
peelusive com es, ' erefore, are nuisances in every respect ; always
S8 inconvenient to the countries ip which they are established

and destructive to tho i
se which have t i .
government.’ he misfortune to fall under their

StagThe era of industrial capitalism has thus emerged. The decisive
e came in 1813, when during the re .

- ’ newal of the chart f
company, its moncpoly of trade with Indi The stoe
‘ : ndia was abolished. The st
Zo; 1:?16 decline of the company was thus set, Still it lingered Ofl ?(g;:
2 v e, and th? company ruled India until 1858, when by an act of

rhiament India passed under the rule of the British Crown Tl?ei

monopolist company of Briti
onof ish merchant capita i
historical necessity, a natural death. el thus died, ‘under

APPENDIX A
(From Karl Marz : Capital Vol. 119}

s Historical Data Concerning Merchants’ Capital |

(13
Capit:;hiz i;lile ’;hat the independent development of merchants’
ersely proportioned to the de
ital . grees of development
capitalist production, become i tory of
mes particularly manifest i i '
t ‘ : in the history of
gstcclzlarrfmg htradg, for instance, among the Venetians Geno};se
» 1C, Where the principal gains we ’ ’
re not made by ex i
of the products of the home i i ot of the
industries, but by the i
exchange of products of co i e s
mmercially and otherwis i
undeveloped societies and by t} ot o o
the itati
et y exploitation of both spheres of
H ’ capital i ‘
ol ehre the merchants. capital is pure, separated from the extremes
fthp ere.s of production, between which it intervenes This is on;
: ?mam sot.1r-ces of its formation. But this monopoly of the
a:rgmg trade'dlsmtegrates, and with it this trade itself, in proportion
€ economic development of peoples advances, whom it exploits
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“at each end of its course, and whose backward development formed

the basis of this trade. In the carrying trade, this appears “not only
the disintegration of a special line of commerce, but also as the
disintegration of the supremacy of purely commercial nations and
of their commercial wealth in general, which rested upon this carrying
trade, This is but one of the special forms, which expresses the
subordination of the commercial nations and of their commercial
wealth in general, which rested upon this carrying trade. This is
but one of the special forms, which expresses the subordination of
the commercial capital to the industrial capital with the advance of
capitalist production, The manner in which merchants’ capital

' behaves wherever it rules over production is drastically illustrated, not

only by the colonial economy (the colonial system) in general, but
particularly by the methods of the old Dutch East India Company.”

“Since the movement of merchants’ capital is M~C-M’" the
profit of the merchant is made, in the first place, only within the
process of circulation, by the two transactions of buying and selling ;
and in the second place, it is realised in the last transactions, the sale.
It is a profit upon alienation. At first sight, a pure, and independent.
commercial profit seems impossible, so long as products are sold at
their value. To buy cheap in order to sell dear is the rule of the
trade. It is not supposed to be an exchange of equivalents. The
conception of value is included in it only to the extent that the
individual commodities all have a value and are to that extent money.
In quality, they are all expressions of social labour. But they are
not values of equal magnitude. The quantitative ratio, in which
products are exchanged, is at first quite axbigrary.”

* L * *

Tt was the separation of the raw material from the craftsman and
the craftsman from the consumer at this period, and the fact that
the resources in the hands of the producer ‘were so meagre and their
meagreness so straitly bounded his. horizon in space and time which
formed the source of commercial profit. It was the very coexistence
of local gluts and local famines on which merchant capital thrived.
Moreover, in conditions of primitive communications the existence
of narrow local markets, each separate from others meant that any
small change in the volume of purchasés or in the quantities offered
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for sa i i
mark: t?nded toh exert a disproportionately -large effect on the
price, so that the temptation t
. ¢ o enforce regulations i
8 1 : y S
interest of those trading between these markets was very gre tln tge
long as' these primitive conditions continued, so did the fh ees o
ixceptlonal gain for those who had the means to esploit the?;]ces 0;
it w i o
: ‘as only natural that the perpetuation of such conditions, and nn t
! el.r 1removal, 'should become the conscious policy of ';nerchaot
‘ap1-ta .For this reason monopoly was of the essence of I?
life in this epoch.” o coonome
While discussing, as (1
g not i i
e , 'q ed above, the arbitrariness of the
p io, in which products are exchanged”, Marx noted :
eXChanh;y ts;xlssum;;:jche form of commodities in as much as they arc;
: geable, that is, in as much as th
' ey may be ex i
terms of the same third thi e e
thing. The continued
exchange and th
mor i .
mor: :ngular repgductxon for exchange reduces this arbitrariness
more, But this applies not at
once to the produc d
consumer but only to the medi " wh
ator between them, th
eone : , the merchant, who
:n Ovzares the money-?rxces and pockets their difference. By his own
ments he establishes the equivalence of commodities.” (Herce

o . . »
retard this levelling tendency, the corporate bodies of merchants

developed into commercial monopolies.)

* % .
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...While the influence
of commerce as di
- : ' a dissolvent of feu
ol 1;nsll1;?s was considerable, merchant capital remained nevertflz1
- xge measure a parasite on the old order, and its conscious
Ie_vo,l ut?:n it had passed its adolescence, was conservative and not
AT
o ?Iary. Moreover, once capital had began to accumulate
et from commercial profits or fro ,
: from urban land-val
e : ues, a furt
e fat(:: pré)sperous 1n?rease opened before it. This capital,could nli;
reatt *Itlﬁ on the fruits of usury : usury practised on the one hand
e e petty producers and on the other against decadent feudal
y--against needy feudal knight '
: ghts a
satiable needs of the crown.” 2 oo Tatons and it oven les
‘ ; % * *
“Whi i
agon 1111: the count'ry exploits the towns politically in the Middle
e l, rever feudalism has not been broken down by an exceptional
e
opment of Nthe towns, the towns, on the other hand, everywhere
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. and without exception exploits ‘the land economically by its monopoly

prices, its system of taxation, its guild organisations, its direct

mercantile fraud and its usury.”
APPENDIX B
On Mercantile Companies
From Adam Smith’s Wealth of Nations

«“When a company of merchants undertake, at their owh risk and
expense, 1o establish a new trade with some remote and barbarous
pation, it may not be unreasonable to incorporate them into a joint
stock company and to grant them, in case of their success, & monopoly
of the trade for a certain number of years. It is the easiest and moOst

1 way in which the state can recompense them for hazarding a

natura
dangerous and expensive experiment, of which the public is after-

wards to reap benefit. A temporary monopoly of this kind may be
vindicated upon the same principles upon which like monopoly ofa
new machine is granted to its inventor, and that of a new book to its

author. But upon the expiration of the term, the monopoly ought

certainly to terminate; the forts and garrisons, if it was found

necessary to establish anys to be taken into the hands of government,
their value to be paid to the company, and the trade to be laid open
to all subjects of the state. Bya perpetual monopoly, all the other
subjects of the state ar¢ taxed very absurdly in two different ways:
first, by the high price of goods, which, in the case of a free trade,
they could buy much cheaper ; and, secondly, by their total exclusion
from a branch of business which it might be both conveninent and
profitable for many of them to carry on. It is for the most worthless
of all purposes, to,that they are taxed in this manner. It is merely
to enable the company to support the negligence, profusion, and
malversation of their own servants, whose disorderly conduct seldom
allows the dividend of the company to exceed the ordinary rate of
profit in trades which are altogether free, and very frequently makes
it fall even a good deal short of that rate......The East India Company,
upon the redemption of their funds, and the expiration of their
exclusive privilege, have a right, by act of parliament, to continue a
corporation with a joint stock, and to trade in their corporate capacity
to the Bast Indies in common With the rest of their fellow subjects.
But in this situation, the superior vigilence and attention of private
adventurers would, in all probability soon make them weary of trade.”
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THREE

- Mercantilism, Physiocracy and the
Indian Economy

¢ Poor p:easant, poor king, poor couniry’ .~ Quesnay.
*Without private property there can be no Public revenue’

—8ir Philip Francis
1. Indian Feudalism

Before the growth of capitalism the socio-economic formation
through which an economy has to pass is generally known now-a-
days as feudalism. Though there is perhaps no general agreement
in the details of the dynamics of the feudal economy, the broad
features of this economic structure are generally now agreed
upon,

Following Bloch and Pirenne, Dobb has tried to characterise
Feudalism as “‘virtually identical with what we generally mean by
serfdom ; an obligation laid on the producer by force and indepen-
dently of his own volition to fulfil certain economic demands of an
overlord, whether these demands take the form of services to be
performed or of dues to be paid in money or in kind...” According
to him the ‘classic’ form of feudalism contains the following charac-
teristics, (1) “a low level of technique in which the instruments of
production are simple and generally inexpensive, and the act of
production is largely-individual in character ; the division of
labour.. being at very primitive leve] of development” ; (2) **produc.

tion for the immediate need of the household or village community '

and not for a wider market” ; (3) ‘“demesne-farming : farming of
the lord’s estate, often on a considerable scale by compulsory
labour-services” ; (4) “political decentralisation™ ; (5) “conditional
holding of land by lords on some kind of service-tenure” ; (6)

“possession by a lord of judicial or quasi-judicial functions in
relation to the dependent population.’’*

1, M, Bloch, Feudal Socisty ; Pirenne, Economic and Social History of
Yediasval Burope, 4
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Paul. M, Sweezy argues that feudalism is a system of production
tor use, and that in such economic formations “no boundless thirst
for surplus labour arises from the nature of production itself.”

The origins of feudalism in India can be traced to Kushan times,

. but *Gupta pei'iod marks the beginning of some feudal practices

which became well established in the reign of Harsha’. Indian
feudalism had the law level of technique. In India also production
was “for the immediate need and not for a wider market’, But demesne-
farming was not present in India. There was of course political
decentralisation in Indian feudalism, There was grant of lands to the
Brahmins and these land grants ‘with transfer of all sources of revenue,
and the surrender of police and administrative functions’ gradually
beéame more frequent in India. These land grants led to the g%-owth
of a class of intermediaries in our country. Not only the Brfth-mms‘or
temples used to get these land-grants with accompained admm.]stratlve
and political autonomies, From the Gupta period the warrior class
also received such grants from the king, Independent chiefs or small
kings, subdued by emperor, agreed to pay annual or regular tribute.
The conquered feudatories, (like Samanta, Mahasamanta or Samapj(a
Maharaja) used to supply soldiers to the emperors and in
exchange used to enjoy rights over his area ‘of control. ‘.In the
moslem period when the military associates were endowec-I with the, :
grant of jagirs, they resembled more the European feudal fief holde.rs.

Despite these semblances of the ‘classic’ characteristics of feudalism
in India Tndian feudalism had two important distinguishing marks, the
presence of self-sufficient village community system and the absence .
of the demesne-farming of European pattern. According to Shelvankar,
‘Indian feudalism remained fiscal and monetary in character, it was
not manorial.’

In Europe the lord was intimately associated with the mapor ; he
had a direct interest in the agricultural processes of the village ; and
his own lands, the demesne, could at first only be cultivated with
the forced labour of the peasantry. There was a long struggle
between the lord and the villagers. The villagers wanted to get the
full value of labour themselves and the lord wanted to pressure the
customs and traditions which gave them the right of ownership over
the human beings. From the position of a sert to the position of a .
tenant was a long path the cultivators had to travel. The growth of
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money economy and the shortage of labour (in England due to'Black
Dfea.th) helped, along with other factors, to transform the obligation:
Eec :;reszntz:ln a;:.rvwe into money rents. The serf, thus gradually
‘ . But here in India things were different. Shelvankar writes
f)n the plane of theory, the difference is rooted in different cence i
tions of monarchical power.”® The king under European feudalisp.
cc?mbined in himself authority over all persons and things in hI'n
klngqom. When the king’s dominium was delegated under vows ;
allegiance to a number of barons and fief-holders of different degree
and a hierarchy of authority was created, the power and the righ:s,
that w?re passed on from superior to inferior were power and right:
over things (i.e, over the land of a given area) as well as overgth:
persons connected with it.

I{] .India there was nothing analogous to the Roman conceptioh of
dominium, and the sovereign’s power was not, until a late period
rejgarded as absolute and unlimited over the agricultural land of th ’
kingdom. The king did not, in theory, create subordinate owner :‘
land because he himself was not in theory the supremé owner of 1a?1§
What he delegated to the .intermediaries was not even his sovereignt ,
u.nderstood in this restricted sense, but only the specifici and indiviiuai
rigts of Zamin, the revenue collecting power. '

When there was a conflict it was over the share of the agricultural
produce to be retained by the peasant of surrendered to the lord
The foundations of agriculture themselves were not affected No;"

- was there any such widespread and genera] rise in prices B or the
temptation of greater income by turning arable into pasture fo lead
the baronage to assert their power in & mannar capable of intr’oducing
fgndamental changes in the rural economy. Even as late as the
eighteenth century there was an abundance of land, - the hard-pressed
peasant could always abscond on the open plains of the Ganges. The
lord therefore was in general satisfied to exact his utmost frox.n the
peasant in the shape of produce withsut concerning himself with the
econqmic and technical questions of increasing production.

2. A note on the Indian Village Commnu nity

| At the 'F)ase of the Indian agrarian system thers was the more or
ess collective or co-operative village. Within this village individual
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family claims and obligations are determined by the force of custom
and tradition. This village community system in India gave a
particular imprint to Indian feudalism. The village consisted of a
number of families each of which had a plot of land for its residence
and a plot of the arable land for its further limited use. There was a
common wasteland for grazing purposes and for gathering firewood
etc. The rest of the cultivable land was tilled in common and its
produce was distributed in the village. Land is the main source of
wealth and each village had usually its own weavers, potters, carpen-
ters, blacksmiths and oil pressers. The artisans resided in the village
owning a plot of land like others for their residence, but worked to

cater the needs of the village, gotting in exchange foodgrains and

services from the men in the village. The nature of exchange was
dically to consider

predominantly barter. The villagers met perio
matters of common concern and | for -the settlement of disputes
and the administration of justice.

The “urisdiction of village authorities extended over houses, street,
bazars, burning grounds, temples, weils, tanks, waste lands, forest

and cultivable lands.” The village council ‘looked after village
putes, organised works of public utility,

defence, settled village dis
acted as a Trustee for minors, and collected the government revenues

and paid them into the Central Treasury.” Even the Central
Governments ‘could eventually reach the people and discharge their
functions mainly through these bodies.” ‘Almost all functions of the
government, except that of organising the army, determining the
foreign policy and declaring and conducting a war, Were discharged
through the agency of the local bodies, where the representatives of
the locality had a powerful voice.” The village communities were
such independent and powerful societal units that ‘kings may impose
any number of taxes ; eventually those only could be realised which
_the village could agree to collect.’

By detail study Marx also pointed
characteristics of the Indian Village Community system. They are
‘based on possession in common of land, on the blending of
agriculture and handicrafts, and unalterable division of labour’ ; ‘the
chief part of the products destined for direct use by the community

itself, and does not take the form of commodity’ ; ‘the simplicity

5

out vividly the most important
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of the organisation for production in these self-sufficing communities
that constantly reproduce themselves in the same form, and when
accidentally destroyed, spring up again on the spot. and with the
same name’ ; ‘the secret of the unchangeableness of Asiatic societies,
an unchangeableness in such striking contrast with the constant
dissolution and refounding of Asiatic States, and the neverceasing
changes in dynasty.’

This economic set up based on an occupational structure sanctioned

" by religion in the name of hereditary caste-differences became
more conservative and change-resisting than the European village
community. Paul Sweezy finds European village community very
‘conservative and change-resisting’ but Prof. Takahashi correctly
argues that European village community was more brittle than the
Indian village community system, Shelvankar writes that, ‘the two sets
of conflicts : (a) between the baronage and the King, and (b’ between
the baronage and the peasantry, which were so settled that proprie
tory rights over independent and separate tracts of land, farms, came

. to be lodged in separate and independent individuals, the conflicts

which shattered the precapitalist agrarian systems of the West, never
took place in India.’®

3. « “The rights based on custom and tbe rights based on pofitical and military
power continued to run side by side, without leading by their interaction, as in
England, to any important changes in rural organisation......None of the major
conflicts in Indian History had for its object the exercise of rights within the village,
but the exercise of rights over the village. There were conflicts between overiords
of various grades for the right or power to get a payment from the peasant, not to seize
his land, European history, on the contrary reveals a conflict between the peasantry
and the manoriai lords because the latter not only demanded a share of the produce,
but desired to retain a particular method of cultivation—by forced labour—or to
introduce new methods of cultivation ( enclosures, large-scale farming ), The Indian
conflict was one between lords who were concerned not at all with methods of culti-
vation, but only to draw an income from the peasantry. If all ownership of land rests
ultimately either on the claim of the sword or the claim of the plough, the issue in
India was never fought out between the claimants of the plough and claimant of the
sword, The issue was always between different claimants of the sword, the village
and the peasantry remaining throughout the passive subject of conflict, the booty
over which rival powers fought each other,”” 2. Shelvankar, The Problem of
Indias De 19 :
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1

8. A note on Physioeracy

fghe body of economic principles to which the name ‘physiocracy’

is given developed in France in the eighteenth century. Quesnay and
Mirabeau were two leaders of the Physiocratic  school, their
relationship was that of a master and a disciple. In contrast to the
Mercantilists, these writers did no\t believe that wealth and its
increase were due to exchange orly., To the mercanti}iits wealth is
generated through trade or exchange,(to the physiocrats wealth comes
from agricultural production, from the power of land for creating
wealth and a surplus for accumulation. The central point in their
analysis was the search for this surplus, the celebrated produit net)
Having discovered the origin of this surplus or net product the
physiocrats also discovered the circulation system of wealth and this
surplus among the different classes’ of society.

(The Physiocrats assumed that their main purpose was to
analyse the system of market exchange) The system was subject
to certain objective economic laws, which operated independently of
the will of man and which where discoverable by the light of reason.
There are many force§ or variables which act and interact on one
another to develop a particular mutual interdependent systera. If
these laws were to be discovered, it was necessary to put these
variables in an orderly form ; in other words, to construct an abstract
theoretical model of 4n economy.

lehe main aim of the Physiocrats was to illuminate the operation
of the basic causes which determine thé weslth or poverty of a nation,
i.e., its general level of economic activity { its level of income and
employment ). For this purpose, they believed that it was useful to
conceive all economic activities as interrelated, taking the form of a
<circle’. In modern times we call it the circular flow of economic
activity. In this circle of economic activity production and consump-
tion were mutually interdependent variables. Within this circle,
there must be a key variable, movements in which cou_ld be regarded
_as the basic factor) causing an expansion or contraction in the
‘dimensions’ of the circle, i.e.,(the general level of. economic activity.
This variable, according to the Physiocrats, was the net product, the
capacity of agriculture to produce a surplus over necessary cost of
production. Anything which increased this net product would cause

~

’
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.
an expansion in the level of economic activity, anything which
decreased this net product would reduce this level, *

The main point of the Physiocratic theoretical system was that this
net product was yielded in agriculture, and by agriculture alome,
Agriculture was superior to all others because it only could yield a
disposable surplus over necessary cost. (It was ‘productive’, i.e.
productive of a net product. By contrast, manufacture and commerce

were ‘unproductive’ or ‘sterile’, ie. incapable of yielding a net
product,

The classification of basic social groups could be understood with
reference to the relation in which each group stood to the net product.
iI he men engaged in agriculture were ‘productive class’, and those
engaged in non-agricultural activities constitute the ‘sterile class’. In
between these two classes lay the ‘class of proprietors,’ the landowners,
the king and the clergy who received the value of the net product in
the form of rent, taxes and tithes Tespectively,

The circulation of the net product between the different classes
took place through transactions which the three basic social classes.
entered into with one another in the course of a year. This circula-
ticn process was shownin Quesnay’s ‘Tableau ceconomique’ first printed
in 1758 It was regarded at that iime to be most penetrating piece of

.economic thlnkmg Let us discuss a simplified model as provided by
Quesnay. For the sake of simplicity we would follow Quesnay’s

presentatlon in the early versions of the Tabieau and leave the king
and the clergy out of the picture, so that the net product can be
assumea to take the form of land rent alone, We start with an annual
gross product to five thousand million livres. Of this, two thousand

million are at once deducted in kind as the necessary expenses. of

reproduction (the farmer’s food, the seed etc.). The produit net is.
three thousand million, of which we assume two thousand million to
comsist of food and one thousand million of the raw  materials of

4o ““The disco;'ery of the net product, which we owe to the venerable Confucious
of Europe, will one day change the face of the world--...The whole moral and
physical advantage of societies is summed up in one point, an increase in the net
product ; all damage domne to society is determined by this fact, a reduction in the
product, It is on the two seales of this balance that you can place and weigh laws,
manners, customs, vices and virtues”,—Mirabeau, Correspondence with Rousseau.
Quoted in Ronald Meek, The Economics of Prysiocracy, p. 19-20.
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AN
manufacture. In addition to this produit net in kind the farmers also
hold the total amount of the nations’ money, say two thousand million,
The proprietors hold nothing, but have a claim upon the farmer for
rent to the amount of two thousand million livres : while the sterile
class possesses two thousand million lvres’ worth of manufactured
goods produced in.the preceding period.

The farmers now pay the proprietors their thousand million livres
as rent. The proprietors buy one thousand million livres’ worth of
food from the farmers, who thus receive back half the amount of
money they had paid out. The proprietors then spend the second
half of their rental revenue on the purchase of manufactured goods
from the sterile ciass, who spend the money thus received on buying
food from the farmers. The farmers now spend one thousand million
livres in. buying manufactured goods from the sterile class, who send
the money back in return for raw materials. The process is now
completed: The farmers are left with two thousand million liwres of
money, which will serve to set the whole process going again in the
next period. The food part of the produit net has gone to the pro-
prietors and to the sterile class, the raw material part to the ' latter
alone. The manufactured goods originally held by the sterile- class
have been divided among proprietors and farmers. And in return
the sterile class has one thousand million lvre’s worth of food and the
same amount of raw-méterials, which combine to create for the next
period manufactured goods to the value of two thousand million.

Now the general level of econmomic activity, according to thq
phjsiocrats, was largely determined by the level of agricultural output
which again depends, upon the magnitude of the net product. An
increase in the net product means (1) that the landowners will spend
more on agricultural produce, they will also spend more on manu-
fartured goods the makers of manufactured goods will spend their
increased income on agricultural produce, thus agriculture will be
stimulated with a further cise in the net product. (2) An increase
in the net product means that more would be available for investment.
More was available to land owners for improving land, to expand
their fixed and working capital. Such increase in investment would
raise the net product still further) Thus the strategic variable was
the magnitude of the net product, and({he government’s policy should
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be primarily directed towards increasing this net product. The
magnitude of the net product depended upon total output and price
of corn, the governments’ policy should be to increase the both. The
encouragement of investment in agriculture and the stimulation of

demand for agricultural produce must therefore be the main aims of
government policy.f,«

3. A short history of the Bengal Revenue system vis-a-vis

the East India Company ( up to the introduction
: of Permanent Settlement )

A probe into the history of Bengal is necessary to correctly
assess the early revenue policy of the company. Bengal completely
passed under the Mughals in 1576 during the reign of Akbar and
from 1576 up to 1707 when Aurangzeb died, Bengal developed
as a Province of Mughal Empire under the control of Governors, 8

From 1697, Bengal, Bihar & Orissa were finally united under one
Governorship. The Governor was called Nawab-1-Nazim, or Nazim in

short. Since the days of Akbar, another important administrative

post was created, who was called Dewan. Nazim was the overall

5 Adam Smith had this to say about the theories of the Physiocrats :  *“This
system, however, with all its imperfections, is perhaps, the nearest approximation
to the truth that has yet been published upon the subject of political economy:-+:++
Though in representing the labour which is employed upon land as the only
productive labour, the notions which it inculcates are perhaps too narrow and
confined § yet in representing the wealth of nations as consisting, not in the
consumable riches of money, but in the consumable goods annually reproduced by
the labour of society ; and in representing perfect liberty as the only effectual
expedient for rendering the annual reproduction the greatest possible, its doctrine
seexs to be in every respect as just as it is generous and liberal.”’

6. Raja Todar Mall was the Governor from 1580 to 1582 and Man Singh from
1587 to 1604. The perlod from 1605 to 1707 marks the period of consolidation
under the rule of 19 Governors, whom three were the sons of reigning Emperors such
as Shah Jahan (1622-1625), Sultan Muhammad Shuja (1639-1660) and Sultan
Muhammed Azam (1678-1680), and four others were related to the Imperial House
of whom the most famous was Sayesta Khan (1664-1677 and 1680-1689), Other
notable Governors were Islam Khan (1608-1613) and Mir Jumla (1660-1664)., Some
of these Governors were not loyal to Delhi, Shah Jahan himself revolted in
1628 against his father Jehangir, and conquered Orrisa, Bengal and Bihar for
himself, In 1657, Shuja rebelled and become a menace to Delhi,
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| tor of
ruler maintaining law and order, and Dewan was the collec

was
revenue and controller of trade and finance. ’Fhe h.Deiz::zeaSing
subordinate to Nazim. But later, under Aurangzel?,'wuh 1sh oo
demand of revenue to pay for his wars, the p051t19n of the pen
rew in importance. The Dewan also had an addefl 1mportal.3nci o e
iuthority to grant trade licenses to a body kltxlkg. the . a; -

ion of Farru iyar

Company. In 1713, on the accession : oo
in D:lhi Murshid Kuli Khan secured for himself the double post ©
Nazim and Dewan of the three Provinces. )

British power established its foothold in India: b); g;;ab:::u;i
trading factories. The English first came to Cu?tack in o
1633' established two factories, one at Har.xshpur an o e
Balasore. By -the year 1676, on the basis of licenses grante bly o
Bengal (:irovernors, Shuja and Sayesta Khan, the company esta: 1sther
three main factories at Hughly, Kasimbazar and B9a6las;re, O,iep -

idi i d Dacca. In 1696 the co
ith subsidiary factories at Patqa an ! '
:las given permission to build a fort at Calcutta. -It vs;aésg go';;yhotvhve
ildi is fortress but the acquisition in
ever, the building of this for : e
_of Mughal Revenue Law o
company of the tenure on terms.o : e tne
i ti and Gobindapur, that really
villages of Calcutta, Sutanat] L really e
] i itish rule i 1. ‘“By the acquisitio
soundation of British rule in Benga . e
{ i obtained for the first ti
thiee villages the East India Company' e inte
iti ‘thin the Mughal Empire and thus br
legal position within t . T
i i t of which, the accep
% e a working theory in the developmen v e acoep
:::::nzf the Dewani is the final logical completion ( Firmingers
“Historical Introduction to the fifth Report,’ page ixv.)

Thus the Permanent Settlemen;c a.ndt Zc}migja;[ u;z:exa evv;‘rlz
tablished as the integral parts O 3 _

:;i:g e’i‘his is illustrated by the tern.ls anc'l cond;xt.lons undZer :\;t;:?
the East India Company first acquired its position a; a en? fron;
The English got three Zemindari rights, ) to collect the t ;e o
ryots ; (2 to dispose of the waste lands in any \;vaytheezompan;
(3) to impose petty taxes, duties and fines. Under (1) ; ioeny
was empowered to collect from the Ryots the rent of Rs. 3 per o

as a maximum. After paying the land revenue, the average Ec())z Iz
Balance to the credit of the company amounted to Rs, 480 in f :
1132 the Company tried to raise the rent from the ryots oi 1s




7
2 INDIAN ECONOMIC HISTORY
Calcutta Zemindari b
ut received a pe
Govern.or forbidding them. The GOVEHI;TI;LOTY o g rom e
f}:‘esummg to do a thing which the
ey persi
persisted they would. by the laws of the Empire, forfeit their

. I .. ] 1 ] 1 I ] I- I 1 N- 'Al

In 1715 : .
Bengal by ;e:zngofj vl to e oo i Position further in
4 appeal to the Em

Zem - Lo peror for the pu

samelnf:ri rights in thirty-eight additional villages on payminicﬁ”set;f

Farmkhns s was ﬁxed.with Previous Zemindars. - The Empero ¥

Bengal I\:I)Illarr’h-g;azed this application but the powerful Governor c:t,~

’ shi uli Khan refused to gi
order i . ’ give effect to the E >
gaver :Eealgmln.ghthe English Zemindari rights in more townl:pe?;.s
nglisb the ground of a standi ) s

Go standing quarrel with th

Il-erL:::;nment of Bengal under the Nawab, Indeed this WaseoLoca;

hJWev:rpu§~foWard by Clive in breaking with Siraj-ud-daula LIZ: y

the com;an;ff:J-Ud-d-ama’ by a treaty of February 1757, con;entedetrc;

! acquisition of i i :

villages. of Zemindari rights in thege thirty-eight

June 17 i iri

24 Parg:Zaszitxi1 Mll‘Jaf?I for the transfer of the entire Zemindari of

case of Siraj’s defeat. The ‘

fought a . The battle of PI

thegc Om;:n\;vciz ?n 23td June 1757,  After their Victory atasIff:s:Z?/s
iny lost no time in giving effect to thy .o 7.

and' securing their promised Zemindari. ° ferms of this treaty”

T

Befoiet;ci):z;z?t' vyfasD grant?d Dewani of the whole Province in 1765
S Zemindo' ewani, between 1757 and 1765, further eigh;
St afix was c.or'zductefi by the company. For the first
the sotupns keat er acqumng_ this new Zemindari of 24 Parganas
o May ot hop the COHCCtl(?nS of revenue in their own hands,
of e o7 , however, they dec‘nded to let out the revenues to a te ‘

years and on the following among other conditions. -

YL CE,
tena(n;ed I;I‘hat rent be not increased on the Ryots of the present
yotty grounds except where jungle grounds are cleared” )

(b) “Th :
\ ¢ Farmer is not to turn

. out any R

their rents agreeable to their Pattahs™ ¥ Ryots that duly pay

114 4
(c) “No tree is to be cut down without leave”

1d them that they were
y had not power to do ;and if

Tnspi .
nspite of that, Clive entered into a secret treaty on*3rd -
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td) “The Farmer is to collect and receive rents from the Ryots

as usually have been collected by the former
(¢) “Heisalso to repair all Banks,

customary’’.

Ijaradar”. -
Dams and Drains as

In June 1759, Holwell, the then collector of rtevenues of the

Company Zemindaries, I
hands will never lead us to the knowled

therefore, proposed to
Parganas under the restrictions already

or the Revenue Farmers in those days

remarked that “keeping the lands in our
ge of their real value.” He

put them up to public auction by single
stated above. The “Ijaradars”™ +
whom the English found in

possession objected to their removal strongly.
The choice of the company lay between the following methods :

(a) Collection of revenue directly from
representatives, i.e. ryotwari methods.

(b) Collecting it throuvgh the 1
collection, i.e. through Ijaradars -

(c)

thrown into fifteen 1
to the highest bidder at public auction.
expired in 1762, the company pPropose
own hands for the

the cultivators or their

ocal agents or lessees used to such

Letting out the collections to speculattve capitalists to farm.
In 1759, the company decided in favour of the third ‘method under

the advice of Clive who agreed with Holwell.
ots each of which was farmed out for three years

The Parganas were

When this arrangement

d to keep the Parganasinits '
year. The committee that was appointed in charge

of the new lands doubted Holwell’s theory that the putting up of tl}_e

revenues to farm afforded the sim
of the farms. It was found that bi
" public auctions were
speculation led to rac
the farmer’s
Thus it is seen that the, Bri
founded upon the Zemindary
And parallel to the Compan
Zemindars in this Province

the Rajas of Natore, Rajshahi, Bishnupur were bi
There were Rajas of Burdwan, of

hereditary revenue farmers,
Birbhum, Ranbir Khan of Naldanga,

.

plest means of ascertaining the valie
ds of revenue farms made at
as a rule of the nature of speculation. Such
k-renting of the cultivators, and cqnsequently to
absconding or ultimate bankruptcy.

tish rube in Bengal had itself been
system under Permanent Settlement.
y’s Zemindari there were other big
The descendents of the Barabhuiyas,

g Zemindars or

Raghab Sidhantabagish of
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K . . )
: ;1s_a1c]1aha, Luxrn.x Kanta Majumdar of Subarna Chaudhuries of
risha, the Zemindars of Dinajpur, Laskarpur and Putiva |

e g was z?s early as 1758 that the Mughal Emperor first proposed

ewani to the company, so that he might receive Payment mo
regularly of the revenue due to him from Bengal, The oﬁ"ermwre
) . as

repeated in 1761 and 1763, till i
in 1765. » Hll it was accepted by the company

Under the terms of the Diwani, the Eést India Company was to

¢ pay an annual sum of Rs. 26 lacs to the Mughal Emperor and to

approp'riate for themselves all excess over the above sum in the
coll.ect1on of the total revenue from Bengal, Behar & Orissa, after
paying all the establishment of Nazim. The company now to:)k' all

Ramesh Dutt has pointed out how, after this Diwani the
system of land settlements introduced by the company’ s
. bh_rought untold miseries on the people. ‘From very 'azcisen:er:i:et:
the soil of Bengal was held by zemindars or hereditary landlords
:ﬁ]iet::r;vﬂskér\c]l‘uasrfeudal power.s, .paying revenues and rendering
i vice to th'e Nawab in times of need and virtually ruling
pef)ple v&uthm their own estates. They were recognised as Raja
by their subjects and tenants ; they maintained law and order settlJ g
dlsput.es, and punished crimes ; they encouraged religion and’ e .
ded ple,ty ; they fostered arts and learning, and were the patron;v arf“’
le.tters. But the company’s servants introduced a new system ; tho
_ disregarded the customary rights of the zemindars and sold, th e‘Y
estates by public auction to increase the revenue :I‘he lands wi ;311"
by pu'blic auction for the short term of three years. The systemer?i e:
| experimented in Burdwan and Midnapore, was subsequently exténdrsd
f 3:11 over Bengal by Warren Hastings./ Throughout the admini te
; tl‘on of .Verelst and Cartier the land revenue was exacted with mtls o
rigour in orde; to meet the East India Company’s demands Tille?osc;
revenuc realised from the cultivators through the auction-biciders o
partly spent on administration, partly “invested” in trade to ﬁ’nwere
exports to London and the rest was remitted to England as proii:lsn::;1
‘company. 'MoPey was being increasingly needed in London for
technological innovations’ which started appedring earlier under the

I
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impact of Plassey plunder. Bengal land revenue collections went into
financing the industrial ventures in Britisn islands. This vigorous
collection of land-tax led to the great famine in 1770, but Warren
Hastings wrote to the Court of Directors on 3rd November 1772 :
«“Notwithstanding the loss of at least one-third of the inhabitants
of the province, and the consequent decrease of the cultivation, the
nett collections of the year 1771 exceeded even those of 1768... ..”

But it is not only the question of ever-increasing volume of
land revenue, the real issue was the nature of land settlement
or the new property-relations introduced in India by the rulers
of the BEast India Company. -“Accerding to Ramesh Dutt,
“Epglishmen in the eighteenth century were familiar only with
the English land system, under which the soil belonged to landlords,
was let to farmers, and was tilled by labourers. The Bengal system
was entirely different...... The State was in no sense the proprietor,
but was only entitled to a revenue from the soil. The Zemindars
held their estates from generation to generation; were Virtually
feudal lords armed with civil and criminal power ; and were entitled
to customary rents from the ‘cultivators. The cultivators or ryots
were not mere labourers, but had rights to their holdings, which
they transmitted from father to son, paying the customary rents 1o
the landlord....The State was entitled toa revenue; the Zemindars
were entitled to customary rents, paying a revenue to the State ;
the Ryots had a hereditary right to their holdings, subject to
payment of customary rents to landlords

After a great debate raging for more than twenty years
about the nature of rights enjoyed by the Zemindars and what
ought to be the final land revenue settlement in Bengal, the
traditional system of permanent settlement Wwas put to practice
in 1973 with a new form by Lord Comwallis. The old form rather
appeared with a ‘new content. There were Zemindars as before,
but their rights of revenue farming were added with full proprietory
rights of purchase and sale All the traditional rights of the
cultivators were conditioned by or made inferior to, the private
proprietory rights of the Zemindars. The sons of the soil were
made the serfs of the Zemindars.:

The transition was much deeper than it appeared at the surface.
Tt was a comscious attempt to project the British experience on
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Indian soil and thereby leading to a silent revolution in Bengali

society, ‘

5. Mughal Land Revenue System : A short of Summary

The revenue system and administration in India before the British ,

rule had been developed by the Mughal rulers. The fundamental
principles of the: Mughal land revenue system was that the sovereign
or the State was entitled toa certain proportion of thé annual
produce of every ‘Bigha’ of land. The precise share of the produce
to be taken was not laid down by Islamic Law. The actual claim
was decided by the ruler in accordance with local conditions making
allowance for variations in the cropping pattern and in the sources
of irrigation. But the need and discretion of the sovereign was tue
decisive factor,

The two most important aspects of the Land Revenue administra.
tion are the methods of assessment of Land Revenue and the machi-
nery of collection. Under the Mughal rulers, there were mainly three
methods of assessment. Moreland described them as (i} estimation,
{ii) measyrement, and (iii) contract or revenue-farming method.

In estimation, the amount of the State’s share was determined
by the inspection of the growing crop and the peasant’s liability
was fixed before the produce was ripe. From this estimate made by
observation of crop in the fields the share of the peasantry was
deducted. The remaining quantiiies representing the State’s share
was commuted into cash at stated prices. Irfan Habib called
this method of assessment as the ‘Kankut’ method of assessment,

The second method of assessment was called measurement by -

Moreland. It developed as ‘Zabsi’ system in Akbazireign. Under
the Zabti system the land under cultivation of different crops
was actually measured for purposes of assessment. To it was then
applied a schedule of rates { or, Zabt) prepared on the basis of
average yield per unit of land for each crop. One-third of the
total produce thus assessed was regarded asthe State’s share,
and this share was commuted into cash on the basis of average
prices for different prices prevalent in the area. The total amount
of revenue thus estimated on the basis of average yields and
average prices provided the basis for the formation of average
revenue rates per unit of areg for different qualities of soil and

for different crops.

_ in the gross produce did not strict

.~ cash-crops as indigo, pun,

‘ ' { 7
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In actual practice the revenue rates per unit
ed for a number of years and these were-not
Consequently, the annual fluctuations
ly affect the amount of revenue
from vear to year. No crop rates were separately prepared for
; sugarcane etc. Revenue rates were

i duc-
directly calculated in terms of cash by converting the average] 11:;0
tion of foodcrops on these lands into their average money value.

'In Jater years, particularly during the seconc.l halfdof thte 1%;2
century the use of these rates was seriously undt*trmm,ecj1 ue to o
5 tract method which had grown con=
method of assessment bY the con . . -
-siderably and become widespread. According to -ﬂils syst;m, :I;ersta;co
h i .+ dividuals, its own officials or the 0O
contracted with certaimn indivi , . w©
receive a stipuiated sum of money annually as .1ts revenue 1flrozgons
area. The amount was determined on the basis of past codece O;_
. ‘ °
the state’s requirements, irrespectlve.‘of the actua_l proqt:m x
actual collections made by the contracting party., This sys
also known as Revenue-farming. | ‘
The machinery of revenue collection under 'fhe %\;ghalst cc::;;ss-
( i diaries, bearing different D .
ted of several layers of mterme. . ffe o
and designations. There were Rajahs, Tt alugdars, Zemmda. rs;OMI;qrfan
dams, Jagirdars, Chaudhries, Qanun.go.s etc'. Accordcxl{lgt. iy
Habib, the -imperial territory was divided into two distin ) O,f
Khalisa and Jagir. In Khalisa, the assessment and collection

revenue was made directly by Governme nt. officers, while lands in

these Jagirs were usually ‘Mansarl{)gars ) b i O otuments
ey receiv
bestowed on them by the emperor. _ .
‘either in cash from the Government treasury, 0T, mcfre commonlstr at;lz
i i Jagirs. The Jagirs were cons

were assigned particular areas as v '
transferred after short periods. For each pargana or Mahal a S::zdlfl:i
assessment or Jama was prepared. This Jama Wwas 1; o
purposes of assessment of a Jagir. In Khalisa land, there v;er . ‘1; "
ial officers like Amil or Amalguzars. There were also Tm e
used to carryout the survey or measuremenF of land. v;/l e
direct officials of the administration, posted in each pariic el
pendentof Amil were the treasurer ( Khajnadar )and the

of area were fix
revised  frequently.
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( Karkun ). Their functions were mainly to manage the treasury and
maintain the revenue accounts properly.

6. Carrents and Cross Currents behind Permanent Settlement

From the point of view of economic history the fascinating interest
of the new permanent settiement evolved by the British lies in the
great debate which preceded the final proclamation of its acceptance
by Lord Cornwallis in 1793. This debate shows on one hand the
academic interest and attitudes of its promoters, the economic and

. intellectua] environment in England, the currents and cross currents
in English ideas and the needs of the new rulers in India. This debate
reflects a rare and temporary fusion of ideas and thoughts of two
opposite viewpoints, of the mercantilists and the physiocrats. It

shows that, sometimes in matters of policy decisions, the interest of

the mercantile capital and that of rising industrial capital could unite
and peacefully coexist. It finally demonstrates that while, generally
speaking, the prevailing institutions generate ideas corresponding to
them, yet sometimes the ideas generated from a different institutional
set up may also be shaped into institutional patterns on a new soil
and thereby influencing the course of history of the peoples.

/ "o/ (1t is well-known that the central theme of Permanent Settlement

‘assessment forever’, and the main idea behind it was to create a
landed aristocracy on the English model by conferring a right of
private property in the soil on the Bengal Zemindars. This right of
private property vested in the Zemindars was almost similar to tie
rights and privileges over their undertenures as enjoyed by a landed
proprietor in England. The Zemindar received the right of collecting
rent, and also the right of regulation of occupancy of all other tenures
existing of land. And this right was transferable : the Zeminder
could seli, mortgage or gift this right, and the state ( due to arrears
in revenue ) could transfer it by open auction in the market, The
State revenue of the land included in the Zemindari estates was
declared as fixed in perpetuity. On the other hand, the demands of
the Zemindars on the cultivators were kept undefined and
unspecified in the belief that these will be regulated by laws of
demand and supply operating on land, labour, and capital.
A mild provision was included for the intervention of the
Government, if and when necessary, to ensure this security of
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the rights and privileges of the cultlvators%lt this provision was
never used in their favour until 1822, fact, all laws passed

between 1793 and 1822 sought to strengthen the rights of landlord
over their tenantsy

According to fHE famous ut1htar1an James Mill. the Permanent
Settlement was adopted on the basis of ‘abstract theories, drawn from
other countries, and applicable to a different state of things.’ Its
main provision were derived from the context of English institution
and English Political economy. Its main architects were ‘English
aristrocrats’ and their ‘aristocratic prejudices’ shaped its basic features.

Who were its main ‘architects’, its promoters in England and
what were the stages of its adoption ? It was first formulated as a
recommendation by Alexander Dowin 1770. It was the thesisof Henry
Pattull o’s Essay published two years latter. In 1776, Philip Francis
made it the very basis of his famous revenue plan and he went on
arguing for its acceptance during the rest of his term in office, until
1781. The idea was incorporated in both Fox’s bill which did not
pass and in Pitt’s India Act of 1784. During the second half of the
debate it was adopted by Thomas Law for his mukurar] experiments
in Bihar, given legal sanctioni., by Cornwallis in his rules for a
decennial settlement issued in the winter of 1789-90, and finally
entered into the statue book as Regulation I of 1793. Dow, Pattullo,
Francis, Law and Cornwallis were thus the leading champions of
Permanent Settlement, its chief advocates, the leading characters in

" 'the drama.?

It is seen that in spite/ of all doctrinal differences between
themselves, these promoters had between them two common points of
agreement : (a) that a break from the revenue policy of the company
in the recent past was essential, and (b) the permanent settlement was
indispensable and only measure to ensure the right of private property
in land. Agreement in these two pomts only united them in a
common objective,inspite of their d1vergent, even opposing intellectual
viewpoints. Dow was a mercantilist ; Pattullo and Francis were
Physiocrats, Law, and to a lesser degree Cornwallis, free traders.
“In spite of these differences their ideas came to converge on one
common and irresistible solution for Indian policy, it was because

7. Ranajit Guha, 4 Rule of Property for Bengal, p 12,
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they lay on the same axis as what was indeed one of the most forward
movihg trend of the age ---the transition from Mercantilism to Free
trade, a movement which had reached its final phase in the last quar-
ter of the eighteenth century. ...... Thus the idea of Permanent
Settlement, relayed from stage to stage during two decades, passed
through the whole gamut of contemporary economic thought, but
never lost its direction. It was this that gave it a driving force which
was expressed in its extreme form by Francis in terms of what read
like a dogma, and by cornwallis in terms of what looked like over-
bearing authority. Pioneers seldom make a virtue of patience.’®

How this system of Zemindari Settlement with permanent land
revenue assessment was introduced in Bengal and adjacent areas is a
long story. In 1772 Warren Hastings introduced various reform
measures for the collection of land revenue. The settlement of land
with highest auction-bidders, mostly speculators and money-lenders,
and settlement of land with them for a period of three or five years
spelt disaster in the country-side, Due to temporary settlements,
their only objective was maximum collection of revenue and minimum
investment for the improvement of land. A permanpent settlement
became a necessity to save agriculture from utter ruin. During 1776
and onwards, discussions followed : Warren Hastings and Barwell
proposed that estates should be sold by public auction and settlements
with purchasers be made for life; Philip Francis, a member of the
council of the Governor-general recommended that the land revenue
demand of the State should be permanently fixed. Both those proposal
were not accepted by the directors of the company in London.

Pitt’s India Bill became law in 1784. 1t placed the administration
of the company under the control of the crown, and thus compelled
some reforms., Lord Cornwallis succeeded Warren Hastings. The
directors of the company expressed their disapprobation of the
frequent changes in the revenue system of Bengal, and advised a
permanent settlement, which was carried out by Lord Cornwallis,
assisted by Sir Jobn Shore. After inqiuries lasting for three years,
a settlement was made with Zeminders, who were declared full
proprietors of the areas over which their revenue collection extended,

8. Ranajit Guha, Op, cit, p. 18-19,
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so that they might have some legal status which would epable thems
to fulfill their obligations to the government and to induce them tf;
take an interest in their estates. The assessment Wa'\s fixed approxi-
mately at ten-elevenths of what the Zemindars received as rents froz'm
the ryots, the remaining one-eleventh being left as the return for their
trouble and responsibility. In 1793, the settlement Yvas decIa@
permanent and assessment unalterable forever. The primary c.>b3ect
of the East India Company was to safeguard the punctual receipt of
the land revenue.

7. Problem of Overassessment and its Effects'on the Set'tlement

The Regulating Act of 1784 officially mentioned tk%e idea of a
permanent settlement of land revenue with the land ownu?g classes
of India. The back ground of such a measure was s.tated in S?c, 3%
of the Act itself.® It asked the company to take serious consxderaf
tions of the complaints made by the Zemindars and. suggested. that:
for future guidance Permapent rules’ r'nust be laid down upo’m
principles of moderation and justification to regulate. company s

revenue, ‘ N
demiﬁ‘glefo;:lzndbeen done to alleviate the preyailing d-istress. Within
three years of the auction settlement of 1'769 the' Zermndars~ had n:n
with an enormous debt of over £3 milll.on at hlgh:ates of interest o:
meet government demand. Gupta mentions that, "By 1786-8?, tht&}
revenue demand of estates whose management had been d;rectly;
assumed by the government, represented about ha,l,f of the totak
assessment amounting to more than a crore of rupees,

However, the British Parliaments directives to the company
about fixing principles of revenue assessment they.shou-ld adopt,,,.
had an immediate and profound effect.* The ques_txop 'w-as: What:
were to be standards of assessments on the lanq owning cIassis{
of India? Following the Act of 1784, the company's officers starte :
investigations to collect .materials in a more thorough mannee

than they had done previously.

9. It was mentioned that “Complaints are preyailed that ;xreli;eatfaiz
Zcmi;ldars, Polygars (2 class of feudal landow‘ners. in M‘adr;s), ;:D o iy
other native landholders within the’ British terit?r'es in Im?la. dz;vteions ﬁght.s i
deprived or compelled to abandon,..their respective 1ands, Jur;s cto th,e cox_npany
that...rents and services required to be paid or performed by them Y
become greivimﬂu and oppressivel.” :

8
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Major Reunell ( 1787 ) had already made a survey of Bengal
under directives from Warren Hastings and his maps were published
under the authority of British Parliament in 1781. James Grant
made an ‘analysis’ of availabie materials concerning revenue in his
well-known minute of April, 1786. Later, in the same year, i.e. 1786,
Came Lord Cornwallis with instructions to make a permanent
settlement, Further investigations followed and interrogations
were sent to the collectors, John Shore, on a famous minute in
June 1789, refuted Grant’s analysis and other materials and
recommended his own formulae for revenue assessment. .

The contemporary documents provide the following data :

lo Total area of Bengal with Midpapore
of which land assessable to revenue

2, Land assessed for revenue

3. Lakheraj, Chakeran ete,

4, Of assessable land the area cultivated 11‘5 million acres
(A) Average yield per acre 13 mds,
(B) Average Price per md. : Rs. 0°5
(C) Total value of gross produce 115x6'5

57'6 million acres
530 million acres
4+6 million acres

=748 or 7 crores.

If rent is one-third of gross produce then the rental is 7° 48/3 =
249 =25 crores. John Shore estimated the value of gross produce
at 6 crores only,

Both Grant and Shore estimated that in the Bengal districts the
incidence of ryotl rents wasabout Rs, 2 per acre on an average. Only

in 24 Parganas the rate was about Rs. 3 per acre. The total rental ,

value of the cultivated area came to 2'35 crores. - If 109 be added
for uncultivated land possibly included in ryoti holdings the total
rental would not be more than 2'58 crores. Grant had an exagge-
rated idea about the ryot's capacity for payments and suggested that
their rents throughout the province bz raised to Rs. 3 per acre as
in the 24 Parganas. But neither Lord Cornwallis nor Shore could
agree fo this suggestion. Shore could not also justify even an assess-
ment of Rs. 2 crores for the zemindars without assuming that the
ryots pay as much as 50/60 per cent of the produce they derive from
the lands, :
Shore’s idea about alliance to the Zemindars and Talukdars of all
grades was that they should get a margin of ird of the rent they
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derived from the ryots for their own upkeep. If Rs. 2'5 crores be
taken as the approximate amount of the ryoti rental at the time, an
assessment on the Zemindars of more than Rs. 167 lakhs could not

be justified. Grant pleaded that the Zemindars and Talukdars be
allowed to retain 259% of the ryotirental. Even on this basis the
assessment could not be more than 188 lakhs. Any higher assessment
meant that Zemindars were pushed to extract from the ryots

. more than the estimated amount of the ryoti rental, i.e., Rs, 2'5

CIOIEs.

Yet the directors of the East India Company insisted - that the
assumed net Jand revenue from Bengal (including Midnapore) and
Bihar must not be less than Rs. 260 lakhs. In effect, they wanted
more than Grant’s estimated ryoti rental, Lord Cornwallis was
confronted with an extremely awkward situation, How could be
impose an assessment which exceeded eventhe estimated gross rental
assets of the Zemindars ?

The solution that he found to his dilemma was to base the assess-
ment, not on existing assets, but on what might be expected in course
of time if a long period or perpetuity was assured to the Zemindars.
It was the only solution that appeared to Lord Corawallis. He was
strong in his view that if payment was to be assumed forthwith on
considerations of prospective assets the Zemindars must be assured
that the assessment should remain fixed forever. Increased profits
from improvements and extension of cultivation in their respective
estates would not be claimed by the State at-any time in the {uture,
Thus the need to stabilise a high level of revenue demand, not
properly payable in terms of assets, led to the fixation of revenue on a
permanent basis, or the settlement was made permanent. In other

. words, the future was mortgaged to the present. The point of high

revenue demand must not be overlooked in the assessment of
Decennial settlement in 1789 which was eventually declared permas-
nent, The existing assets from the rents of the ryots was ignored.
The basis adopted was high assessment which were being carried
down with modifications from the auction settlement of 1969-70.
The first rule for the assessment of the Decennial settlement in
Bengal was that the “jumma’ of the preceding year was to be the
standard.
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'8, Structure of the Permanent Settlement

éettlement of land revenue was made with the Zemindars.
They became liable to pay revenue to the government at fixed
rate at fixed intervals, no remission and reduction in the floods
and famines were to be allowed. If the Zemindars paid their
revenue they were assured of no enhancement of revenue at ani
time in future and no resumption of Zemindar’s land by the
government. Hence the settlement was called permanent.

" How the Permanent Settlement affected the Zemindars ?

" The proclamation of 1793 declared thit the Zemindars and.‘

independent Talukdars with whom the Decennial settlement (1789}

had been made were the propreitors of land, There were some.

controversy raised by Shore whether Bengal Zemindars could be
termed as absplute proprietors. However, Lord Cornwallis opined
in favour of the idea of proprietorship because of the practical
necessities of the British rule. It was, however, stressed that these
proprietorship was gift of the Government, and not any restitution
of ancient rights, The rights and obligations of Zemindars as.
absolute proprietors are enumerated below,

In the first plage, full and free rights to transfer of land by sale,
gift or otherwise, of the whole or any part of their estates without
prior sanction from the government was recognised. (#i) Further,
the Zemindari right would also pass on by succession according to
the law of inheritance of the individual Zemindar congerned.
(#t) Lastly, for the untenanted lands, which comprised the bulk of
the wasted jungles, the Zemindar were to be free to let them out in
whatever manner they liked subject to a certain time Jimit,

(\Ejestrictlons : (i) Tbe Zemindars were strictly required to pay
the government revenue punctually, without any claim for suspension
or remission on account of draught, floods, or any other calamity of
the season. In defa}llt, their estates were liable to be sold forthwith
or acquired by the government, either entirely or in part,

(i) It was also declared that the rents of a class of the existing
ryots—the resident or khudkhast ryots were not tg be raised. It was
definitely laid down that their rents could not be enhanced beyond
the consolidated rate) (consisting of their Asal Jumma and Abwabs
already imposed). “Their pattas showing their consolidated rents

. _
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<could not be cancelled while imposition of new abwabs was
forbidden.

[Qiii) ‘As regards lands which were not let out to ryots at the
time of permanent settlement, the right of the Zemindars or the
Talukdars to let them out was restricted to a period not exceeding
10 years at the first instance. After that the rent was not to exceed
the established pargana rates from similar Iand?

() Where there were intermediate holders and they held land
fora turn of years, the Zemindars were made bound to respect
their existing engagement with them.} Where these intermediaries
‘were permanent tenure holders, their re§pective rights of inheritance
and fixed rate were also to be respected.

\ () While imposition’ of abwabs was forbidden, prevailing
practice by which Zemindar proposed internal duties and takes on
merchandise was also stopped. Their police function was also
taken away.) In this manner their organic relation with the state was
snapped undgr alien rule.

%vi) The Zemindars were also forbidden to assess for their
betrefit invalid lakheraj land within their respective Zemindaries as
also the police on lakheraj lands.

On realising rents, the Zemindars were required. to grant
Teceipts when the rent was paid. Secondly, they were required to
employ Pattawaris in every village for keeping the current accounts of
the ryots such as was done under the Kanungo system. Thirdly,
Pattawaris were made liable to produce his books in the Dewani
Adalat or the collector for inspection when called to do so. The
Zemindars could seize the crops and other goods of his tenants for
nonpayment of rent but could not detain him physically. He was to
approach Dewani Adalat when the tenant {giled to pay rent.

The government retained with itself the full power for what is
called protection and welfare of the tenantry by legislation as occa-
sions might demand. Lord Cormnwallis observed at the time of
regulations that in future more regulations would have to be passed
limiting the rights of absolute proprietorship of the Zemindars. He
stated that Zemindars should not have a right to enhance ‘ryots’ rents
unilaterally, for such a situation would make the ryots absolute slaves

. of the Zemindars. He did not want that situation to develop. His
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tacit understanding about rent was that the
_ rates such as then existed
would be respected. ssted

How the Permanznt Settlement affected the Ryots 1

Very substantial changes were affected in the position of thé ryots)-
by' the regulation of the permanent settlement. The paikast or non-
resident ryots were not mentioned in these regulations but as regards
Khvrldkhast ryots, the general intention was that their rent should ndt
be increased. These rents were comprised of rent proper {Asal Jumma)‘
and other surcharges (Abwabs) already imposed. The total was

to be consolidated in one spezific sum for which the Zemindar or any ‘

la'a.ndholder subordinate to him must grant a patta (re:ord of rent and
Tights) to the ryots. This patta could not be cancelled ordinarily, It
could be cancelled only if it were proved that the rent charged ' was
less than the usual rate prevailing in that pargana. )

?11.1posi§ion of new abwabs or levies under any pretensions in
addition to the rent mentioned in the Patta was forbidden on penalty
of three times the amount for the entire period of exaction. Provisioﬁ
was also made that the landlord should fix the instalments for next
payment ‘“‘according to the time of reaping and selling the produce.’™
It ' was also to grant receipts when rent was paid, the penalty for
failure being double the amount paid. The Zemindars were also to-
e.mploy the pattawaris in each village and that every pattéwari was
liable to submit its accounts to court of collection for inspection:
when required, It has already been mentioned, that the Zemindars.
could sell the tenants’ crops but could mot detain him in person

As regards the ryots in respect of land taken by them after‘ the
Permanent Settlement there was material difference. The Zemindars
were permitted to let out these *“remaining lands” in whatever
manner they thought proper subject to “prescribed restrictions”.
Alxmong these restrictions. was the following : No landholder was to
“grant pattas to ryots or other persons, for - the cultivation of lands
for a term exceeding 10 years” or to remew such a patta till after the
end of the term. - Gupta mentions that the authority seems to have
been.anxious lest too low rates were fixed to the detriment of the:
security of t?e state revenue. At any rate, these provisions left a lot
of confusions about the intentions of the authority. ‘

Whether or not the ryots could be dispossessed of their lands after

10 years if they had paid reat according to the pargana rates was.
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never clarified. Even if something was implied by the authority in
the Regulation 4 of 1794, there is no doubt that they did not make
it explicit, to guard state revenue,

In short, for the resident ryots rent was kept fixed, and in the
case of pon-resident paikast ryots’ rent might be raised up to the
“egtablished pargana rates for similar lands”. Gupta maintains that
according to the original term of the Permanent Settlement, both
classes of ryots were to be allowed to acquire, but the latter sub-
sequently came to be known as occupant ryots. This is doubtful.
Gupta appears to take a lenient view of the intention of the Perma-
nent Settlement with regard to the ryots, Section V of regulation
44 of 1793 contains that whenever the whole or a portion of the
estate of a Zemindar is sold away for the discharge of the arrears of
revenue, all the subordinate tenancies of whatever descriptions
“.hall stand cancelled from the day of sale”. ’

It was left to the option of the purchaser to let an existing
tenant continue to hold or not, and no exception was made for the
ryots, Rybti rights were then completely disregarded whenever
government revenue was threatened. And because in the next 20 to
25 years about half of the Zemindar ‘of Bengal were knocked down at
sales for arrears of revenue, the ryoti rights were reduced to nothing.
The trend of future legislation, the non-issue of patta rights, the non-
employment of pattawaris, all tended to strengthen the tendencies of
setting the rights promised to ryots at naught, This process is called
the corrosion of Permanent Settlement. L '

g Corrosion of the Permanent Settlement

%ﬁorrosion of the Permanent Settlement refers to the non-
implementation of the provisions relating to the ryots’ rights promised .
in the settlement, combined with the laws or regulatigjns meant for
the ryots that were put into effect almost immediately. Non-imple-
mentation refers to the facts that (a) pattas were not issued to the
ryots, (b) when issued, the rents were illegally raised, and (c) the
pattawarls were never employed in the villages to keep village
accounts although all these features were promised in the settlementi

According to Gupta, both Shore and Cornwallis intended that
ryots should be granted pattas specifying the net sums of the rents
they are to pay. (Sec. 58 of regulation VIII of 1793). It was
required that the terms of the patta or recorded rights in each
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district should be approved by the collectors apparently because the

1i.wrere expected to know the rates prevalent in the districts Howevery
in 1794, the responsibility of the executive authority. to fix patt;
riﬁ.es were sharked altogether. For khudkast ryots it meaﬁt a
-czvﬂa suit, which is dilatory, difficult and expensive, leading to social
Zensions and conflict. Later it was declared that a mere motivation by
the Zemindars of what they considered to be the rates of their
'parga.nas and estates was sufficient for the regulation of 1793. The
question of peasants being given the record of rights was 'simply

-ihm\.vn overboard. In Gupta’s opinion, patta plan of Lord Corn-
wallis was allowed to lapse.

As with pattas, so with pattawaris without pattas or rent-records
the Village accountants became unnecessary, And thus Lord>
‘Cornwallis’ plan of a pattawari in evéry village liable to keep correct
accounts and submit them to the collector or the court for inspection
though elaborated by regulation 12 of 1817 was allowed to become
a dead letter.

In 1815, the Court of Directors referred to the patta regulation
again “as a measure... .. contemporaries with the Permanent Settle-
ment considered as an essentially necessary branch of the system”’
and admitted “that the patta resolution has been suffered to become a
a dead letter,... . much to the discredit of the executive authorities”,
It was a routine regret which did not in any way affect the course:
of policy. ' »

The policy was given by the trend of agrarian legislation. 'Under
the regulations the rights of all tenants stood automatically cancelled

.when an estate was sold for non-payment of government revenue,
Ryots’ rights were always of secondary importance ; realisation of
government revenue having primary importance in the scheme
of things.

Now, though the regulation of 1793 granted the Zemindars fhe
Ppower to distrain and selling the crops and other movables of the
tenants without having recourse to government authorities, the
tenants could go to the Dewani Adalat disputing a claim and demand--
ing a trial. Distrain could thereupon cease. This provision, accord-
ing to Zemindars was an obstacle to the prompt realisation of: their
rent. Since the Zemindars were the instruments through whom the

government realised its exorbitant revénue demand, the point raised
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by the Zemindars was immediate removal of all restrictions to
collect it from the ryots and to give them a completely free hand.
They demanded removal of such safeguarding provisions, especially

. the Section IX of regulation 35 of 1795. Thus followed regulation

7 of 1799, known as notorious “Haptam.” Its worst feature was that
it abolished the provisions which required that the landlord must first
satisfy the judge that the arrear claim was really due and the defaulter
was likely to abscond ; before the tenant or its surety could be
arrested and put into confinement.

It became only necessary for Zemindars to notify a minor official
of the district court that in his view the defaulter could abscond.
Then the alleged defaulter could be arrested and the prisoner would

not be released unless the landlord stated in writing that he might be

teleased ; and the tenant could not claim release on the ground that
he disputed the arrear so long as it did not appear that “a consider-
able proportion of demand is not justly due.” Attachment of the
tenants’ crops and personal effects and their seizure and sale could
continue simultaneously without any previous notice of demand on
the tenant specifying the amount, In the process of distrain state
power was given to the landlords including their employees and agents
to break open the doors of houses to seize the personal properties of
the tenants for their parpose. The police were required to assist the
landlords The plain fact was what Philip Francis noted long befroe :
protection of peasants’ rights could not be a part of the programme of
a government bent upoa realising the maximum revenue from land.
Hence it was not even in 1885 that provision was made in law for
a record of rights in the permanently settled areas; it was not till
about 20 years later that any action was taken in Bengal districts.
Cadastral survey first started in Bengal in Barisal district in 1905.

10. Permanent vs, Temporary Settlement -

The widespread famines which visited India towards the close of
the last century, and the great distress from which people suffered in -
India attracted the attention of historians, €conomists and administra-
tors to the land revenue policy of the government. This policy was
criticised generally and province by province by R, C. Dult, who.
along with certain retired European members of the Indian Civil
Service, presented a memorial on the subject to the Secretary of State,
A few years before this (1900} R. C. Duit has also addressed his open
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letters 'to l',ord Curzon, whose Government published an important
resolution in 1902 replying to the criticisms and outlining their general

policy after considering the re .
ports submitted b P
Governments. | , y the provincial

. "] N

Historians like- Romesh Dutt, Jadunath Sarkar and their British
counterparts described in detail the beneficial effects
nent settlemg;_]t in Bengal.*° (i) It has saved the land revenue of the
statc? from annual fluctuations and uncertainty of collection (i) It
avo'lds'the expense and harassment to tenants which atten;i evé
pen.odlc'al of settlement, (iii) The Zemindars have greatly extend:c);
cultivation by bringing large areas of wasteland uﬁder tillage, though
Fhey have not attended to intensive cultivation, (iv) The Z,emindgaf
is tt.xe'c?nly channel through which new knowledg\e and the comfort
of <‘:1v1lxsation can reach the cultivators, ‘his manor is oasis of cultu ;
apldst a dead level of ignorance and poverty.” (v) It ha; created IZ
rich and loyal body batween the government and the pecple. (vi) Tﬁe
Parmanent Settlement, Cco-operating with the law of equal iﬁheri’tance
of all the sons, has created a large middle class with a secure income,

of 'such perma-

intr(l))dlili(t:e‘ggforously argu.ed that if ?ermanent Settlement had been
Nty dyears l.arev.musly, that is, when its extension was pro-
Fd y Lor Canm.ng in 1860, India would have been spared the
readful.and desolating famines’ of the close of the nineteenth century
Dutt attr{buted to the Permanent Settlement the prosperity of Bengal’
;yots, their resoPrcefulness and greater resisting capacity in years of
ad barvest, the Promotion of agricultural enterprise, investment of

private capital and its accu i i
e mulation and devotion to usefu] ; i
public institutions and works.") vl industries

10, *Since 3
10. Since 1793 there has never been & famine in permanently settled Bengal
which has caused any serious loss of life,

Ip other parts of India, where th
. i e land-
tax is still uncertain and excessive ’

improvements 2nd prevents sav; , it tz:kes away all motives for agricultural
of hundreds of thoum e saving, and.famznes have been attended with the deaths
bappiness of . ands, and sometimes of millions, If the prosperity asd

P ola nation be the criteria of wisdom and success Lord Cornwallis's

m 9 [ S€3L
Pe anen settiement of 1 93 is the wisest and most successful measure whic t
BAltJSh nation haS ever adopted in India —R. Ce Duit,

hel
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Not all these arguments, however, were accepted by economists
and historians and they pointed out to the various defects and disad-
vantages of the system which impeded the increase of savings and in-
vestment in the rural sector of India, caused de-industrialisation and
perpetuated stagnation. (i) The revenue liability was fixed in a rough
and ready fashion without any survey or record of landed rights and
interests, or any investigation into the productive capacity of the
different classes of soils., Baden-Powell remarks : “The fact that the
Permanent Settlement was made without any survey, and without any
record of landed rights and interests, has proved more fraught with
consequences than perhaps any other feature of the settlement,” .
(ii) It failed to safeguard the rights and interests of the ryots, who
suffered a’ double injustice, first by losing proprietory rights, and '
secondly, by being left almost entirely to the mercy of the Zemindars,
who proceeded to rack-rent them. Here is a sacrifice of all the
community rights to an individual, a sacrifice by merging all
village rights, whether of property ‘or occupancy, in all devouring
recognition of the Zemindars’ permanent property in the soil. (iii) The
most obvious and the most important argument against the Perma-
nent Settlement, as advanced in the Report of Bengal Land Revenue
Commission (1938——40)" is that it has frozen the land revenue at a
figure which is far below the fair share which the government ought
to receive from the produce of the land, and is substantially less than
the share received by the government in the temporary settlement
areas. It made state revenue inelastic and thus put a handicap to
the government activities directed towards welfare and development.
The community has thus been deprived of its legitimate right to
share in the increasing prosperity of the Zemindars, which is due
not so much to the direct effort of landlords themselves as to the
social factors beyond their control, such as growth of population,
improved communications, rises in prices, etc. It has deprived the
Government of any share in the increment in the value of land
due to increase in population and the extension of cultivation ;
and it has perpetuated an assessment which has no relation to

the productive quality of land, which varies” widely from district
to district and which becomes more uneven as time goes on. The
advantages of fixed and stable revenue is secured at too great a cost.
Moreover, the Permanent Settlement has involved the government in
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etc, (iv) Thus the
land created a bias
dustrial enterprises
of rent-receiving as

a loss of revenue from minerals and fisheries,
discrimination in respect of taxation in favoyr of
in favour of investment in land rather than in in
and has contributed to the over.capitalisation
opposed to productive Purposes in either agricultyre or industry.
(V) The evils of absentee-landlordism, of management of estates by
uﬁsympathetic agents has failed to develop agriculture as expected by
the originators of the system, (vi) Owing to the margin between
the fixed land revenue and the economic rent of land, there developed
an unhealthy system of subinfeudation. ~ “In ope estate in Bakarganj
there are as many as thirty intermediate tenures fhetween the
proprietor and the cultivator) one under another. 11

The Report of the Bengal Land Revenye Com ission‘(1938-40)
also pointed out : “The Promise given by the East India Company
never to alter the assessment [ in Bengal] followed as it was by the
gradual growth of the Zemindar’s profits, encouraged sub-infeudation
and brought into existence g body of tenureholders vastly out-
numbering the original Zemindars.”  This growth of a long chain of
middlemen has severed the connection between the Zemindars and
the ryots and have defeated the intention of Lord Cornwallis to
establish a landlord and tenant system in Bengal on the English
model, Due to fragmentation in proprietory interests in land, ‘the
land is no body’s concern...the responsibility for agricultural welfare
<annot be fixed at any particular link in the chain between the
Zemindar and actual cultivator.” The Zemindari system, the Bengal
Land Revenge commission pointed out, contains features of the
landlord, tenant and beasant proprietorship systems, and shows most
of the advantages and few of the advantages of any of them 2

11. The Retreat from Permanent Settlement

The British were primarily concerned with securing the Jargest
possible revenue, and for this purpose, two major types of land
Tevenue systems were devised each of which shook the older structure

1L, Report of the Bengal Banking Enquiry Committee, para 17,

12. For a discussion of some of the consequences of Bengal Permanent
Settlement, (a) Repors of the TIndian  Statutory Commission, paras 381-2,
(b} M. A Haque, The Man behind the Plougr, Ph, 224-67, (¢} Report of the
Land Revenue Comsnission, Bengal, Vol, I, paras 72-93.
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of village economy in India. In Bengal and adjacent areas, beginning.
in 1793, the British converted the tax-farmers and revenue' collectors:
into private property in land. This land revenue system is kr}own as.
Zamindari system. An entirely different land system was deYISCd for.
large parts of Bombay and Madras, and later ap liec'l to areas in nor.th-,
eastern and north-western India. Here the British, instead of creating:
private landlords, dealt directly with the individual peasants on the.
land for they hoped thereby to be able to obtain more revenue than.
under the Zemindari system. Each peasint was recogn‘ised as holding.
the particular plot or plots he occupied, but his right to the land
depended upon annual payment in full ofa heavy money-rent to the.
State. Because it dealt directly with the peasant or ryot, the. new.‘
system was called the ryotwari settlement.' Whereas the. .Zemmdan
system made the landlords masters of the village communities, (Where
they did exist ) the ryotwari system cut through the heart of the
village communities by making separate arrangenments between each
peasant cultivator and the State. ’

Retreat from Permanent Settlement was due to various forces.

acting simultaneously. The climate during the turn of the century
was surcharged with ideas of French revolution, which Was a move-
ment specially directed against landed aristocracy, which was the
main pivot of Bengal Permanent Settlement. econdly, Fhere was
the development of Ricardian theory of Rent. This theory
emphasised the permanent cleavage between the interests of landed

aristocracy and all other classes of society. The then prevailing idea.
that the landlords gain while others lose szriously chal]eng_ed th.e.
Zemindar’s capacity for bringing agricultural prosperity. ) Thlrdlg{, it
was also believed by the rising theoreticians of English C]f:ISSIcal.
Political Economy that Permanent Settlement would .lead to invest--
ment in land and reduce investment in industries which can regene--

rate Indian economy and prepare it as an expanding market for British
manufactures, Fourthly, the utilitarian conception of greatest good
of the greatest number emphasised large number of peasant proprie-

tors on the one hand, and appropriation of the entire rent by the'State‘
for paternalistic benevolent administration on the other. Fifthly,

Bengal system grew up to alarge extent from the conditions then
exiéting in Bengal, while situation prevailing in other regions were

rather different. In other regions, the self-sufficient village commu...
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nities were strong enough. The developed from the breakdown of
old tribes, aryans and non-aryans, The relics of tribal sentiments and
pastoral or agricultural clan mentality prevailed more strongly in
regions other than Bengal ~ In Bengal, such sentiments were weak.
Being colonised mostly by immigrants from other regions, removing
jungles and improving waste land, their loyalty to the tribal or clan
‘brotherhood’ or ‘unity’ was less than that of the ancient settlers of
older habitations. Old Bengal Zemindars also sometimes worked like
explorer-entrepreneurs.

Such was not the case in other areas. Neither the Bengal Settle-
ment nor the Ryotwari Settlement of Madras, however, could be used
as a model in the north, in the Ceded and Conquered Provinces, for
various reasons. The existence of large and strong  agricultural
village fraternities, in which most members were both proprietors as
well as cultivators of their own small pieces of land, made it impera-
tive that a shift from Bengal pattern must be made. The introduction
of Ryotwari settlement gave new experience to the administration, it
also raised larger revenue. This induced the Company to give up
Bengal system altogether. Ultimately the system adopted in the
Ceded and Conquered Provinces ‘present Uttar Pradesh) was neither

Bengal system nor the Madras one, but something unique than both
of them. .

Let us probe fuither into it. There had been a significant relation-
ship between economic changes in India under the British rule and
the formative influences in the English society and its economy.
With the spread of industrial revolution in England during the end of
the eighteenth century, the need for direct Plunder of land revenue
ceased to a certain extent. The problem that haunted the rising
manufacturers of Britain was market, As merchants, the East India
Company now needed not direct plunder but trade profits also. The
rising British Industrial class wanted India to ‘rise rapidly into
prosperity as a market for British manufactures and source of raw-
materials’. The steady fall in the purchasing power of an impoverished
and partly unemployed population led to a conscious quest for means

to vitalise Indian agriculture, The demands, therefore, were for a -

simplified land tenure encouraging investment of capital in agriculture,
for a light permanent assessment on the soil, for a ‘rule of law’

i
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reaching out to the remotest village, so as to break upthe immemorial
communal tenures.

Why such Permanent Settlement was not further extended to
other parts of India can also be understood with reference to the
relationship between English utilitarians and the management of the
East India Company. The impact of Ricardian theories of rent on
Indian land revenue system is sometimes clearly visible. By 1820,
James Mill became the chief executive officer of the East India
Company and Bentinck became the Governor-general, The historical
situation in nineteenth century Britain did not favour, experiments
with utilitarian ideas. In India, the situation was different. ‘It is
you that will be Governor-general’, said Bentinck to Bentham before
leaving for India, and throughout the greater part of the nineteenth
century, the spirit of Bentham remained a determining influence in
the administrative policies of British India.

James Mill preferred the ryotwari system to the Zemindari system,

‘and his suggestion was to apply the theory of remt to revenue

practices in India. According to theory, rent was a suitable source
of taxation ; because a tax on rent does not reduce the supply of land
and does not encroach upon the normal profit, wages or the prices of
necessities and hence cannot retard economic growth, Rent being a
surplus over the cost of production, a tax on it cannot influence the
course of output. And the entire class, being unproductive, does not
help the process of capital accumulation in any way.

Now, according to Mill and other utilitarians, as the State was
entitled to the fall rent since it is the landlord in India, no settlement
could be granted permanently. It was equally necessary to keep the.
revenue within the limits of rent, and also to remove the
intermediaries who reduce the State’s share. Thus the State should
remain as a landlord directly in touch with the cultivator, granting
lease for twenty or thirty years to provide incentive and security for
capital investment, but continually revising its assessment on the
renewal of the leases in order to appropriate the unearred rental
increment, , _

This physiocratic product net criterion was applied with varying
degrees of doctrinaire inflexibility in the-North Westen Province and
Bombay Deccan. The systematic way in which the aristocratic
classes were set aside after 1822 owed a great deal to rent theory,
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with its doctrine of the parasitic nature of rent-receiver, Fear of
social effe:t of a sudden dissolution of co-sharing village community
inhibited drastic breaks with the pastand too vigorous an enforce-
ment of individual proprietory role. The right of preemption
consequently granted to village communities, when the interest of
any member had to be sold up, hampered the transferability of
jand and restricted individual enterprise. The commercialisation of
agriculture on the other hand, accelerated the movement towards
individual property rights, By 1850’s, with the steady increase in
the mortgageable value of land, the transfer of land to the money-
lending-classes had alreaay reached dangerous proportions. The
champions of individualism, private enterprise and utilitarianism
accepted this phenomena as a sign of progress.

Tt is seen that the most unfortunate consequence of utilitarianism
in India was the excessiveness of State demand, for it encouraged an
attitude which saw no harm in taking a very high proportion of rent.
In Bombay it led to mass desertion of cultivators and extensive tracts
thrown out of cultivation. John Stuart Mill, later on, doubted the
applicability of rent theory in India. He considered the Indian ryot
as a type of cottier-farmer, raising his subsistence from the soil by
his own labour and capital. Cottier-rent, Mill acknowledged,
was regulated not by competition of capitals, but by the competition
of tenants for land, bringing ‘the principle of populatibn to act
directly on the land, and not, as in England, on capital.” - Thus
unlike the capitalist farmer, paying surplus over profit - as
rent, the cottier is forced to cultivate land as the only means
of livelihood, and pay the entire surplus over bare subsistence
as rent. Yet, attempts to regulate revenue with the rent theory
continued down to the twentieth century. And the consequences of
this policy were no doubt disastrous for the primary producers in
our, country. :

We can now conclude, It is generally believed that private
property of the British type was introduced into India by the rulers
of the East India Company, who transformed the tax-gatherers of
the defeated local dynasties into near-replicas of English landed
gentry, and the actual cultivators into their tenants. But, if we
re-examine the record a bit more closely, we will agree that this
(the establishment of private property in land) was precisely what

- Mmﬁ
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Cornwallis and his successors did not do. Like the Mughals before

them, and the Guptas and the Mauryas before the Mughals, the
British insisted on the right of the imperial power to the first share
of the fruits of the soil. With physiocratic ideas on the one hand,
and the pressure of population on land due to “de-industrialisation”
on the other, almost entire surplus from cultivation was taxed to the
fullest extent. But this type of claim by the-State on land was
already centuries out of date in"England itself where capitalism has
advanced far in agriculture, Such a claim belongs properly to a
stage of economic development where there is, in effect, no other
source of State revenue. The key fact about all the British land
settlements of the eighteenth and nineteenth centuries, whether
zemindari, ryotwari, mahalwari, talukqdari, or malguzari, whether
permanent or temporary, was that the new rights in the land were
made invariably subordinate to the rights of the State. To no holder
was granted the exclusive right to occupy, enjoy, and dispose of
land which, in practice, is the hall-mark of western private ownership..
Without this quality of exclusiveness, real private property canmot
be said to exist. This is the main contradiction involved in the new
system.

Some of the rights normally associated with private property in
land (e4g. transferability, mortgageability, inheritability) were indeed
accorded to the new ‘owners’. But their privileges were restricted
by the simultaneous recognition of rights both superior and inferior
to their own in the same land, The State, as a super-landlord,
claimed a share of the rents ; while .
the actual tillers continued to’ exercise a traditional claim to
occupancy 2.

12. The Agricultural psltterns in England and France :
the Nature of Physiocratic Policies‘Advocated

While the English model of landlordism was the basis of Bengal
Permanent Settlement, and the French model of peasant proprietor-

s R

13. Marx wrote ; %If any nation’s history, then it is the Thistory of the
English management of India whichisa string of unsuccessful and really absurd
(and in practice infamous) experiments in economicse In Bengal they created a
caricature of English landed property on a large scale ; in south-eastern India a
caricature of small allotment of property ; in the North-West they transformed to
the utmost of their ability the Indian commune with common ownership of the soil
into a carlcature of itselfa”’

7
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ship was the basis of Madras Ryotwari settlement we should make
a rough study of those two patterns. The structure of British
agriculture in the middle of ‘the eighteenth century is quite well-
known. As a result of enclosure movements the capitalist farmers
established themselves as the agricultural entrepreneurs. The feudal
lords gradually removed the serfs and enclosed large land-areas with
stone walls and started their own cultivation with wage labour.
England’s chief export was wool, when its price rose, many lords
saw a chance to get a bigger money return by converting farm-land
into sheep pasture’s. Sometimes the lord merely enclosed the
c¢ommon lands. This means also the ruin of the poor tenants as his
cattle had no place for pasture'®. The raising of rents also impo-
verished the tenants who were forced to give up their lands.

In Physiocratic times, France was mainly an agricultural country.
The main feature which distinguished French agriculture from that of
England at this time was the relative lack of enclosures and the

————e

14. ‘The law locks up the man or woman
Who steals a goose from off the common ;
But leaves the greater villain loose,
Who steals the common from the goose.’

Arther Young in his tour through Shropshire in 1776 pointed out: “Rents by
the enclosures are geperally doubled...... Three miles from Daventry came to
Bramston an enclosure only a year old--.... The open field let at 6s. to 10s, an acre ;
but now it is {on lease) 30s. to 30s.

15, Perhaps the most infamous example of the sweeping from off the land of
the wretched labourers who had always been on it is that of the Dutches of
Southerland in Scotland, The story is told by Marx : ‘““where there are no more
_independent peasants to get rid of, ‘the clearing’ of cottages begins ; so that the
agricultural labourers donot find on the soil cultivated by them even the spot
necessary for their own housing...As an example of the method obtaining in the
nineteenth century, the ‘elearing’ made by the Dutches of Southerfand will suffice
bere, This:person, well instructed in economy, resolved...to turn the whole country,
whose population had already been, by earlier processes of the like ‘kind, reduced
to 15,000 into a sheep walk, From 1814-20 these 15000 inhabitants, about 3000
families were systematically hunted and rooted out, All their villages were
destroyed and burnt, all their fields turned iato pasturage, British soldiers
enforced this eviction, and came to blows with the inhabitants, One old woman
was burnt to death in the flames of the hut which she refused'to leave, Thus this
fine lady appropriated 794,000 acres of land that had from time immemorial
belonged tojthe clan,” .
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<consequent survival of very large numbers of small peasant proprie-
tors. These small peasant proprietors, who although they were
normally subject to heavy seigneurial dues, had the right to transfer
their property or pass it on to their heirs. A small minority of these
peasants who posseséé“'d relatively large pieces of land were well off,
but the great majority, Possessing very small pieces lived miserably
at a subsistence level. The privileged classes, i.e., the nobility and
the clergy, besides rights over the peasants’ land also owned their
own plots. The privileged classes, again unlike England, were not
‘improving landiords’, and in majority of cases the land was cultivated
by the share-croppers (metayers). The implements were poor, as
were the cultivators. Some land belonging to the privileged classes,
Particularly in the northern provinces was let out on lease to fermiers,
L.e, farmers who were more or less agricultural entrépreneurs. These
Sfermiers sometimes Rossessed large capital, their methods of cultivation
was superior to those of metayers and the poor peasants. The general
picture was one of poverty-sti‘icken agriculture. :

The physiocrats pinned -their hope on fermiers, who were
considered to be the agents of agricultural reform. Apart from
land revenues the farmers were also burdemed with all sorts of
tolls and taxes. The physiocrats therefore, suggested a bold
policy, an impot unigue, or a single tax on land-rent. Any financial
disadvantage to the proprietors, the physiocrats claimed, would
ultimately be much more than balanced by consequential increases in
agricultural investment and productivity, and therefore in the magni-
tude of future net products.

13. The Classical Economies, the Doctrine of
Rent and the Land Tax

The core of the utilitarian philosophy, its professed scientific
foundation, was the new political economy developed by Ricardo,

The system of Land Revenue was at the heart of Indian adminis-
tration. James Mill was master in this field. Himself an expert on
political economy, he was from 1819 until 1830 immediately responsi-
ble for drafting the revenue despatches to India. James Mill fiercely
attacked the Cornwallis settlement. Much of his anger was no doubt
due to attempt to create in Bengal a replica of English aristocracy
which would not bring property in the hands of many for ‘greatest
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good of the greatest number.” But the wrath was due to something
more than that. What Mill denied was the assumption that the sole
method of establishing private rights in land was by permanently
limiting State’s share. According to him, the state should remain as.
the landlord and that each peasant should hold land directly from
State as its own tenant, )

The East India Company was quick enough to visualise the impor-
tance of the science of political economy and its college at Héileybury
had been the fitst institution to establish a chair in the subject to
train up the young civilians for Indian administration, The first
holder of this chair was Malthus who continued to occupy it from.
1805 to 1834. In this company establishment, in the course of
preparing lecture notes for young civilians, Malthus ‘discovered’ the
law of rent in 1815. This law, refined gradually by the criticisms
made by Ricardo and J. B, Say, wanted to show that rent was a
special portion of wealth, distinct from profits or wages and deter-
mined in an exact scientific method. Rent originates due to the fact
that, increasing population puts pressure om the limited supply of
land, bringing the inferior grades of land under the plough. The most
inferior grade which is cultivated yields no rent, as here the total
Outlay is just returned back, leaving no surplus, The superior

g rades of land yield differential surplus varying due to differences

in fertility. The rent element can be calculated by deducting from
the total output the cost of wages and the normal rate of profit.
This surplus over the cost of production can also be termed as net
produce. Due to free competition among the cultivators, the whole
of this surplus is to be given away to landlord as rent,

Malthus regarded this surplus as a special bbunty of Providence,
as it makes possible the existence of a leisured class, civil freedom,
art and culture. But Ricardo considered rent to be a monopoly value
which arose because land was limited in quantity and variable in
quality. Unlike air, it also could be appropriated as private pro-
perty. And with economic progress in general, the food-prices rise,
the rents continue to increase. But the need for capital accumulation
keeps the wages low, and increasing accumulation leads to a falling.
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-on the community. While Malthus contented that ‘the interest of
the landlord is strictly and necessarily connected with that of the
State,” Ricardo replied that ‘the interest of the landlord is always
opposed to every other class in the community.’

Ricardo also pointed out that the course of econormic progress
would benefit only the landlord at the expense of every other class.
In the early stages of society population was small, fertile land was -
abundant, rent was practically non-existent. With the growth of
population, rents of the superior grades would continue to rise as
more and more inferior grades come under the plough, while the law
of the falling rate of profit would continue, till a ‘stationary state’
was reached where profits and accumulation had ceased. The demand
for food however, would continue to rise along with its price.

These Ricardian considerations governed the utilitarian doctrine
of taxation. Justice demanded the taxation of rent which is an
unearned increment Economic reasons also demanded taxation of
rent. Every other tax tended to check production, either directly or
indirectly. A tax on rent does not affect the supply of land, or the
rate of profit or the price of corn. :

This view of rent and a single land tax as the physiocrats desired,
Wwas put into practice on Indian soil. In his History of India, Mill
discussed the importance of rent theory for India. He took up the
position that the British power in India should not renounce but
maintain the traditional right of an oriental sovereign to the
-ownership of the soil, 1 '

From this theoretical position, the practical conclusions were that
no permanent settlement should be made. By denying itself the

future increment of rent, the State would ultimately have to resort

to taxes which fell upon capital or profits and so checked accumula-

16. In his evidence before the Commons Select Committee of 1831, Mill
argued : ‘Nineteenths probably of the revenue of the Government of Indja
is derived from the rent of land, never appropriated to individwals, and
always considered to be the property of government, and to me that appears
to be one of the most fortunate circumstance that can occur in any country

becase’ in consequence of this the wants of the state are supplied really and
trujy without taxation, As far as this source goes the people of the country
remain untaxed, The wants of government are supplied without and drain

A

rate of profit. According to Ricardo, who was a personal friend of
James Mill and a builder of the utilitarian economic doctrine, these
landlords performed mno productive service and lived like parasites

)

either upon the produce of any man's labour, or the produce of any man's
<capital,’
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tion. The collection-agencies or the revenue farmers like_Zemindhrs
or Talugdars or village brotherhoods all impinge upon the rightful
share of the state. A detailed ryotwari settlement was therefore
essential. Mill’s plan for India was State-landlordism with cultivators
as its direct tenants. The State would grant leases for twenty to
thirty years. This would provide sufficient incentive and security of
capital, but State could not forego its right to revise assessment during
"renewal of the leases so as to appropriate the wunearned rental
increment. '

The law of rent thus proVided a clear criterion of assessment.
While Munro’s system professed to adopt the traditional Indiam
principle of taking a fixed proportion of the gross produce, Mill

suggested taking away the whole or the large portion of the net.

produce. The newly emerging British political economy showed that
Indian tradition was wrong. If a fixed share of the gross produce is
taken as rent, only the superior soils would be cultivated and the
inferior grades would not. Any tax taking indiscriminately a fixed
proportion of the crop, without regard to the fertility of the soil, could
only be met out of profits. Such a tax would discourage the employ-
ment of capital on the poorer land and raise the cost of production.
In chain reaction, it would lead to a general rise. in price of corn, in
the money wages of labour, and in the level of remts. The correct
" principle, therefore, was the assessment on rent or the surplus, or the
net product.

14. The nature ot Private Property in Land
evolved by the British

British policy' in India moved within an orbit of ideas primarily

determined in Europe, the tide of British policy in India moved in .

the direction set by the development of the British economy.

When Britain conquered India, the main revenue of the State
consisted of a large porticn of the produce of the soil. The years of
anarchy, the uncertain demands, irregular collections, grossest
corruption and oppression—all led to deterioration in agriculture and
consequently the revenue resources of the State. It was generally
agreed upon by the promoters of Permanent Settlement since 1770
that certainty and regularity could be restored only by some formal
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definition of the demand made by the State. This formal definition
must draw a clear line of distinction between public and private
rights. Hitherto rights on land were hazy, complex and non-definable,
There were re lics of several broken tribal forms of common ownership
and unwritten customary laws of the agricultural communities in the
newly colonised areas. - All these tribal or semi-tribal customs and
unwritten conventions had been constantly modified by the arbxtrary
rulers to determine the shares of the State on the one hand, and of the
agency of collection on the other. There was no clear definition of
rights, no body could say clearly who owned which plot, who could
sell or mortgage a particular plot of land. The promoters of perma- -
nent settlement were eager to define the portion of State demand in

perpetuity, so that the remaining portion of the agricultural surplus

might be recognised as private property in the full legal semse.

Cornwallis was unable to reduce the then existing demand, but he

declared it unalterable, and left the great Zemindars, whom he

recognised as proprietors, to obtain a private rent from opening up

the vast tracts of cultivable waste within their domains. According

4o them, absolute precision and security for private property were

obtainable if the fiscal demand of the State were to be guaranteed

against all future enhancement, and if the tax were to be levied as a

definite monetary, sum on the land and not as a fixed share of the

produce,

The weight of the land-tax also affected the property rights. If
the tax is high, the land looses saleability, private property cannot
effectively exist. Only the State exists as a landlord. Thus only by
limiting land-tax so as to leave a private rent could saleable property
rights be really established. Such was the chain of argumentation of
the promoters of Permanent Settlement in Bengal, who were eager to
apply the English whig philosophy. It was essentially a whig convic- .
tion that political power is generally corrupting and inevitably abused.
Cornwallis believed that the function of the government should be
reduced to the bare task of ensuring the security of person and
property. And this, he believed, could be achieved by permanently
limiting the State revenue demand on the land ; only thus the execu-
tive arm of the State can be paralysed. Cornwallis believed that
everythin_g’ depended upon tkte recognition of the proprietory rights of
the Zemindars in the great landholders. And indeed, landed property
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resources to England without providing her with ‘any equivalent
return’. This has been characterised by the Indian historians and
economists of the early twentieth century as ‘the economic drain’ on

India. Modem discussions on the ‘crucial factor’ leading to take-off 1

to self-sustamed growth also point out to this shiphonning-off of ;
generations of savings of India as the root cause of the arrest in the |

next leap forward of the Indian economy, i.e., the tramsition from

feudalism to Capitalism. They also point out the close relation

between this large capital accumulation in few British hands, the

energising effect of this liquid capital and its relation to technological

innovations in England leading to rapid and farreaching changes

known as Industrial Revolution.}

The writers have pointed ouf that this drain is a post Plassey
affair, Before Plassey, the impact of English trade on Bengal’s
economy was on the whole not prejudicial. There were several
European companies, though the East India Company was the strong-
est, and therefore none could establish completely a monopsonistic
control over the market. Bengal producers, spinners, weavers and
such other artisans could get more or less reasonable price. The
‘Coast and Bay’ received a steadily increasing share of the company’s
fast expanding oriental commerce., In 1708-59, out of a total of 10
ships (about 300 tons each) sent to the east, only four were bound for
Bengal and the neighbouring regions. In 1739-40, out of 39 ships.
(of about 490 tons each) so despatched, 19 were bound for eastern
coast of India. The bullion imports into Bengal during 1718-27
amounted to £1,331,529 as compared to £722,500 in the preceding
decade. Gradually when other European companies reduced their
trade and exclusive or monopsonistic control of the East India Com-
pany developed, the terms of trade grew adverse and producers’
bargaining power became reduced.

The economic drain, therefore. started after 1757, and for con-
venience in understanding could be said to have taken place in two
stages : unprganised and organised. In the first stage after Plassey -it
took the character of indiscriminate loot and plunder. This direct
loot took the shape of tributes to the company and'its servants by the
puppet Indian rulers. 1:2 Various guesses and estimates of total

17. When in 1757 Migjafar became the Nawab of Bengal, in addition to

a million pounds to the company, half a million to the “English inhabitants

-
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plunder are attempted at, one estimate places it at £5940498, which
does not take into account the figures of direct plunder from the
people, Q’Vnters like Montgomery Martin, Brooks Adams, and
Wllliam Digby refer, in very general terms to the immensely large
Quantity of ‘Indian plunder’.2®

%gt, the total amount of drain cannot possibly be estimated
with™ accuracy- as (a) no full statistical informations are available,
and (b) no equanimity as to what. were the forms and items
of such ecomomic drain. According to Verelst, during the
five years following the grant of the Diwani, goods and bullion of
the total value of 4,941,611 million sterling went out of the country.
Dow, who wrote sometimes about 1770, estimated this drain
to be was 1,477,500 pounds sterling. Prof. J. C. Sinha thinks
that during the period 1757 to 1780 the amount of drain on Bengal’s
resources was something like 38 million pounds sterling in the import-
ant items only and to the exclusion of someé others.'® James Grant in
his ‘Analysis of Finances of Bengal’ calculated it in 1786 to be 18
millions excluding the amount of not less than twenty lakhs sent
annually to the other Presidencies of India. Mr. Holden Furiber
thinks that in order to ascertain the exact amount of drain from
India “we should need what we can never possess, full and accurate
statistics of exporgs. and dimports for the entire sub-continent”2°, How-
ever, after consulting the invoices and bills of exchange in English,

g

of Calcutta,’”’ and the sum of £ 2,70,000 for the Hindus, Mussulmans, Armenians
and other subjects of Calcutta,—which were all specified in the treaty—,
the new Nawab had to make large giftsto the principal servants of the company,
The Select Commitee of the House of Commons of 1772 estimated the total amount
of these gifts at £ 1,238,575 ; out of which the ‘“hero” Clive received £ 31,500
besides a rich Jagir or an estate for revenue farming which was estimated to bring
in £ 27,000 a year,

18. Macaulay, describing’the situation after plassey, says: €The shower
of wealth now fell copiously on the company and its servants. A sum of
eight hundred thousand pounds sterling, in coined silver, was sent down the
river from Moorshidabad to Fort William, Calcutta, which a few months
before hhd been desolate, was now, more prosperous than ever, Trade revived
and the signs of affluence appeared in every English house. As to Clive, there
was no limit to his acquisition but his own moderation.” Essay on Lord Clive,
Vol, II1, p. 240,

19. J. C. Sinha, Economic Annals of Bergal, ppe 51-52.

20, Holden Furber, Jokn Company at work, pp. 304-305, 310,
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French, Dutch and Danish languages and considering the problem

“‘on a basis of India as a whole” for the decade 1783 to 1792, he held

that the drain toward the west should not be reckoned as exceeding
£1,800,000 annually during this period,

((a ) Terms of trade forced against producers

Apart form direct plunder, there arose other specific patterns of
organised drain from India to England. In what different forms this
organised drain took place make a fascinating study in the economic
history of the period of company rule in India. Since the transfer of
political power, ‘methods of power could increasingly used to weight
the balance of exchange and secure the maximum goods for the
minimum payment’. Being ‘favourably placed in relation to the
individual producer, whether weaver or peasant, to dictate terms
favourably to himself,’ thei company was now °‘able to throw the
sword in to the scales to secure a bargain, which abandoned ali
pretence of equality of exchange.N)
(b) Liquidation of Indian Traders

The attempt to completly mBnopsonise and monopolise the Indian
products for the English led also to the liquidation of Indian trader
or middlemen class. Buying cheap and selling dear  backed by
force, the servants of the company with a dastak in hand moved about
duty-free throughout the villages and towns of Bengal)

*

Qc) Export of Specie
" Many writers point out to the direct export of bullion as the only
and the main form of economic drain during the period> This has
become a controversy among writers on this period. Old writers,
like Ghulam Hossain, writers of Siyar-ul-Matakherin, and Montgomery

Martin have written about the annual export of bullion or coin from

Bengal to England. There were also references to this phenomena
in a few statements of British officers like Warren Hastings and Shore.

i

21. The puppet Nawab of Bengal complained to the company’s Governor
in Calentta in a memorandum, dated May, 1762 : ¢They forcibly take awdy
the goods and commiodities of the Reiats ({ peasants ), merchants ete. for a fourth
part of their value ; and by ways of violenc: and oppressions they oblige the

Reiats etc. to give five rupees for goods which are worth but one rupee.” Quoted:

by R. C. Dutt, The Economic history of India under Early British Rule, p° 23.
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Modern writers, however, do not believe in the vast export of bullion

from Bengal to England., Mr. Holden Furber writes that “direct

exports of bullion to Europe were so trifling as to be negligible,”’2#
@) Remittance

The “remittance of private fortunes by the servants of the company
was a highly objectionable form of drain. Company officials acquired.
wealth through illegal presents & perquisities open or clandestine
private inland trade, and salaries. ) Apart from the servants of the
Company, the Free Merchants also made fortune through their private
trade in India. Now there were various means by which these men
remitted their private fortunes to England. One of the methods was.
selling of diamonds to Europe. The company permltted this.
method with the idea that export of diamonds could not produce
any disorder in currency, as diamonds °‘did not form any part
of the circulating medium of the country.” But ‘a necessary conse-
quence of this was that presents which might otherwise have
been made in coins were made in jewels’. And also, Bengal money
was spent in Oudh, Golconda and other distant places for the
purchase of diamonds. 22

Another method of remittance was through bills of exchange on:
English company or on any of the other European companies. At
first the East India company did not permit bills to be drawn on
itself. But when it was seen that the foreign companies were making
handsome profits by -discounting such bills, they withdrew such
objection and started taking bills themselves.

(¢) Investment from Land Revenue '

The most important form of drain was of course, the “investment”
policy of the East India Company, i.e. the policy of purchasing
exportable goods from the surplus of land-revenue collection after
the Diwani of 1765.)) Here a misconception is to be clarified. The
non-drainage schooOl points out that in the post 1757 period there was

(>

2. John Company at work, p. 310.

23. One of the charges against Clive in 1772 was monopoly of diamonds.
In refuting it Clive observed 3 €At that period there were only two ways by
which a servant of company could, with propriety, remit the fortume to
Bngland ; by bills on the company or by diamond"...Quoted in K, K
Dutta, Survey of India's Social life and Ecomomic condition n the Eighteenth®
Cenlury from Malcolm, Lifs of Robert Clive.
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an expansion in the volume of exports from Bengal to England.
The imports did not increase. The import of bullion was much
reduced in volume because ‘investments” or purchases were financed
from revenue and loans locally raised. But since the bulk of the
bullion imported became eventually fossilised as hoards. of wealth or
jtems of display, reduction of bullion-import did not perhaps affect
Bengal’s economy. On the other hand, the favourable balance of
trade must have resulted in a tremendous impetus to production as a
whole, and the creation of virtually new industries like the manufac-
ture of raw silk.

Let us carefully analyse through the tendencious incompleteness
of such non-drainage arguments. Land Revenue was raised to high
pitch. It was extracted from the peasants A portion went to
company officials as salaries etc., remitied to England. The other
portion went to artisans who were paid lowest prices possible for
their labour. The goods which were the products of land and labour
did not circulate for consumption inside the co_untryvand were sent
to England. Was not the drain present in this schema, the drain of
the entire surplus value ? No capital could accumulate, the subsis-
tence minimum was forcibly maintained, and the change in the
pattern of production was forced by the needs of the export trade.

Not only that. Already in the earlier half of the eighteenth
.century the specie was drained off from Bengal to Delhi. The money
supply was short and a commercial crisis prevailed, goods went
outside but money did not enter, there was a fall of prices leading to
more sales for same amount of money. Shortage of money supply

was at the same time a Tesult and a weapon of economic drain from

Inc}ia.
(\_\( f) Investment in Empire Building - ‘
The economic drain took place also through Bengal’s financial
assistance to the English company’s settlements at Bombay and
Madras, In other parts of India, investment was being undertaken
on the building up of an empire and peasants and artisans .of
Bengal had been drain ed off for this purpose.
’ (8) Export of Specie to China ' A
'And if the direct export of bullion from Bengal to England was
not much, the Company’s investment in China trade took a large

D o g e
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vol}lme of specie from 1757 onwards) Bengal financed Company’s
China trade, against which there was ‘no equivalent returns.” It was
of c.ourse drain to England via China. The evil consequences of such
drain was pointed out, more than once, by the Government of
Verelst.?*  The total annual drain due to China trade amounted to

25 lacs according to the estimate of the Select Committee in -
Calcutta. !

@l) - Commercial Policy of the Industrial Bourgeoisie

. An.q lastly, this economic drain was institutionalised, perpetuated,
intensified, and elongated not only by the mercantile interests of the
East India Company, but also by the rising Industrial Capital of
Eng}and t.hroug'h the most unjust commercial policy imposed on
India during the ending decades of the eighteenth century and

beginning decades of the ninetee
nth. > /

24, 4 ittee i : '
The Select Committee in Calcitta observed in its letter to the Court

to Di )
irectors, dated 26th September, 1767 : “We have frequently expressed

to (9 ansi
you an apprehénsion lest the annual exportation of treasure to China

shoul i ;
uld produce a scarcity of money in the country, This subject becomes everyday

more serious i
pore seri s as we already feel, in a very sensible manner, the eflects of
siderable drain made from the silver currency,’’

%
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Industrial Capital in England ‘and'
Fconomic Transition in India
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decided im the kitchef. —German Proverb
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“—’ndifaﬂ histo Yy OF rather the histo Y Of Indian PTOg 688 %:t ish
rule, is umintelligible without a reference to-the history .

’

. )
of progress in England —Ramesh Dutt

1. Indian Industrial Organisation in the
. Pre-British Period .

“At a time when the
Industrial Commission has observed that, At a ti

Y Py . wea [8) he
’

bt}

European writer has observ Delhi adorned

i ilks of
beautiful shawls of Kashmir and the :g)::;ii: vsvlh s O e
i t the courts o N
the proudest beauties a

i » Discoveries in recent times have also

e pam't:sd iszvaéegsy;pti];;sctombs, dating from 2091(; Bf:ti
i .M“ml?ll slins of the finest quality. “The 'sk1 o fhe
mepec}’m Indlarcli n;u f. Weber, ‘in the production of delicate WO' :
Indifms,' Observi:cingrgf.colours, the working of metalsantciIl .p:l:c:lcr)rs
f?bn‘:: , tll?etgseglaration of essences and in"all man'rier’ ’of technic . )

nes, . .
;:s from early times enjoyed a world wide celfzbrtxhz tor dage o e

The decline of Indian industries S‘t:zfzfy :lr;ys e R
Hif}du o a‘;ciifﬁ:;dwgg zalfrgesttel?iv and a great revival tookfplj;z
Thl? processcc)l s of Mughals. Among the finer crafts o et
dur}:g ::1: migﬁ mention the muslins -of Daccg, the shawls ca
period, ;

of Kashmir, the silk cIthes of Delhi an
Murshidabad, the marble work

Before the discovery of the Cape route,
India were sold to European markets by Ara
Italian cities of Venice and Genoa.
held the ‘gorgeous East in fee.’

the famous handiworks of
b merchants through the
Those were the days when Venice

With the discovery of the Cape route,
however, the monopoly of the Indian trade became the main objective

of different European natjons. The Portugese were the first to come
upon the scene. Later on the Dutch came to replace the Portugese,
only to be driven out of India ultimately by the Engli
Then ensued a bitter rivalry between England and
the former emerged victorious. The first efforts of the English East

India Company were naturally directed to exportation of Indian
cottage products to Europe.

Such prosperous €xport and inland trade must have had a strong
base of industrial production organisation. Large exports meant a
regular supply and large volume of production. In fact 3 comparison
of the contemporary conditions in India and England reveals that the
Indian industria] organisation was more developed and better-built,
In England, as in Europe, the industria] production wag mostly
localised in urban centres only, in India, however, cottage indystries

The economic structure of a
the textiles, was in many respects organjsationally differentiated

The different levels and Patterns of
ed that the degree of mercantile
to classify the eighteenth century

Organisation in ap industry revea]
Penetration varied, Let ug attempt
Indian industria] organisation according to the degree of mercantile
(capitalist) control over the artisans or the mode of production, At

the lowest level was the domestic system under the guild or caste
8
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control. At the next higher level (in respect of econoric development)
production was carried on by the artisans on the orders received from
the merchants At the next higher level, the merchants advanced
money for raw-materials and wages. Next higher level consisted of
contracts which bound the artisans with a particular merchant and
prohibited their contact with others. At this level he became less free
than he was in the earlier stages. But inspiteof all these differentiations
in industrial organisation in the seventeenth and eighteenth centuries,
we cannot conclude that capitalist mode of production had developed.
The earmark of the capitalist mode, as a qualitatively new mode than
the old domestic and semifeudal one, was the loss of ownership of the
instruments of production by the artisans. Even if the goods were
produced by the artisans according to specifications ordered by the
merchants yet the artisans continued to own their own ‘tools. Even
when production was sometimes carried on in the homes or work-
sheds provided by the merchants or master artisans, the mode of
production could not as such be properly called capitalistic. Only
with the loss of ownership of the instruments of production the
artisans became - constrained to sell their labour-power. Thus
within the feudal or pre-capitalist relations the extraction of surplus
value by the capitalist could take place, but a leap in the next
stage of economic organisation {wherein new economic laws
might have fully worked in an unhindered manner) was only possible
with a change in the ownership over the instruments of production.
The changeover from piece-rate payment to time-rate payment was
a most significant shift involved in this transition process. The
informations gathered by the research workers up to date, do not
reveal that the general body of artisans in the middle of the eighteenth
century completely lost ownership and control over the instruments of
production, though different levels of development in the different
units in-an industry were no doubt perceived, and these different
degrees of differentiation and development were mostly based on
different amounts of penetration and control of mercantile capital.
Thus the merchant capital had, in various degrees and in some way
or other, control over the nature of goods to be produced and their
trade, but its control over the technique and instruments of production

was mostly absent,

Let us analyse in more detail. At the lowest level, of course, was
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accomnts for the o n;(;n *:1f the cra.ftsman to his family, caste and guild
in India in carly daye raI y sta‘?le 1nc.1ustrial organisation that obtained
But the Indinn indz t In Indla,. as in Europe, the guilds were there
marks : the heredita:yntiin(s);]gi?sl'lsation h'ad o other distinguishiné
guild organisation mainly based i)c:lnczz;l;lg;do:u‘:)}ﬁa:?; pencs ead the

Thus the.d ; .

less contro]]c; n‘:);StI: :YSteI.D of industrial organisation was more or
tant deviations in jt as e'gullfis. Indian caste.system brought impor-
pattern. Dus to itls s xnfiust}'ufll structure relatively to the European
times worked more ngl-rehglous sanction, the caste-members some-
Innovations in techni y n0n-e?onomic compulsions and motivations.
caste  forming a nlg:e some.tlmesiled to the formatioﬁ of a new sub-.
Radhakamal Mukher; W‘ guild. "Among the oil-pressers,” writes

on oil mill of oo Tjee, there are two sub-castes. The Ghana
Ot primifive pattern, The machine has no hole fov:c’:;k
° e
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aines, History of Cotion Manufacture, p, 56
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removal of the oil which has to be soaked up with a bit of rag tied on
to astick, The Kolus use a mill with a hole .‘..The status,of the
latter is very low. The former do not adopt the improvement.” Men
who agreed to follow the new technique closely prese_rved the secret,
guarded it and retained it within the new sub-caste guild. Inter-c.aste
marriages were prohibited to preserve the secrecy 'of the productloné
technique followed by the group ; intra-caste marnages were faVO'ure
because it ensured a new helping hand conversant with the techniques
and processes of the group itself. o
In the urban centres there were various levels of orgamsa’uon in .the'
textile industry. The lowest level, from the starfd.pomt of orgams(a.‘
tion and/or direct control of capital over production-process was .\a )
independent artisans. They manufactured goods out of raw materxals»
procured by themselves, and sold the finished product directly to the
customer. Tavernier says that, in Benaras', the merchants and.
foreigners purchased the manufactured goods dlr?ctly from the m?nu-
facturers. According to Peter Mundy, a class of 1t%dependent artisans
was flourishing in the towns who used to bring their products for sale.
(b- Expansion of trade led to the growth of a ‘merchant‘ cla:ds'
who provided the artisans with raw materials and took the fmi.:l}.l
goods for supplying to the foreign traders. When the In 12;11
merchants or the foreign traders themselv_es. asked for gqo s
of their own specifications, suited to forelgn. markets, th.ey
used to supply the artisans with raw materials a1.1d financial
advances. Sometimes a semior skilled artisan was relied upon by
the merchant or he himself secured ordc.er from the merchants I;o
supply goods and was given raw materials anc'I or advances.. e
then, either distributed the total order amqng independent art%sans
of his choice { generally within his own caste )} or called the artisans
with their tools to come to his house or work-shed to ma?ufacture.
Whenever a single artisan or a contractor was relied upon, it bfecame
possible to extend division of labour under his -planmnge guidance
and leadership. De Laet wrote, “Nor is one piece of work done
by a single worker......but by a number.” Apart from the merchant;
there were bankers, bullion merchants, money lenders., brokers aq
shopkeepers. Each of these groups contacted the artisans to r_nake
money out of their labour-power and- the response. of th? arfusafxs‘
was not in wanting, leading to necessary changes in the industrial
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‘organisation of the country. {c) In the royal workshops or karkhanas
the artisans (perhaps) worked with the instruments not owned by
them, under the supervision of government officials. The raw
material was supplied to the artisans who used to manufacture the
goods as directed by royal supervisors purely on wage basis. This
wage was determined mostly by custom and not by competition.
This form was often adopted by nobles who employed the skilled
craftsmen at their residence for the manufacture of fine textiles and
various luxury goods for personal use or ceremonial Presentations to
the king. (d) Control of capital over the instruments and also
technique and mode of production must had been more complete in
royal karkhanas producing articles of state monopolies. For the manu-
facture of weapons, ammunition and coins, a group of artisans
were employed who worked exclusively for the State, under the strict
supervision of the officials. For example, a large quantity of ammuni-
tion was produced in Dacca and: along with the Indian artisans many
English workmen were also employed. (e¢) The foreign traders
soon realised that in order to ensure regular supply and earn more
profits it would be better to employ artisans (at piece-rate and or time-
rate) directly under own supervision in own factories rather than
procure the goods through the Indian merchants. English Factory
Records show that the artisans were paid wages and called to work
at the factories, In Baroda, the English Factories employed 800
workmen for manufacturing textile goods, Manufacturing centres

were also set up at Nasarpur, Samanah, Sarhind, Malda, Kasimbazar
and other places.

In conclusion, it must be remembered that all the different
levels of industrial organisation described above existed side by
side in the eighteenth century before the political power went to
the East India Company. All these differentiations were constantly
taking place for a long time since the beginning of the seventeeth
century, with the widening of markets for all industries, especially
the textiles. ‘The material outcome of this Process was a prosperous
class merchants. Bernier observed : “If money be gained it does not
in any measure go into his (artisans) pocket but only serves to
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increase the wealth of the merchants.” Merchants were the vehicles
of the penetration of capital into industrial production. This led
to the differentiation among the merchants too and the bigger
merchants started lending money to the smaller ones to appropriate
a portion of surplus created by the artisans, 'This they did gradually
by turning their mercantile capital into usurious capital.

2. East India Company Investment and its Impact
on {ndian Industrial Organisation

Great Britain’s men and money permeated and patterned the .

industrial organisation of India from the earlier period of the
Company’s rule through many doors aqd in gradual stages. The -
Company first sought to organise the indigenous manufactures by
facilitating the supply of raw materials to them and providing them
with the services of foreign exports. Writing in a despatch in 1668,
the Direc¢tors of the East India Company observed : “Encourage
the natives and invite them to come thither ( Bombay ). We would
_ also have you put the natives upon the making of such calicoes as
they are capable of......and lest they want cotton for that purpose,
we would have you to procure the bringing of it out of the country,
or the conveying of it to them, by the sea. We would willingly have
some manufacture under own Government......”’?

In order to ~encourage the manufactute of sail-cloth they sent two
hemp-dressers, one or two spinners and weavers, with instructions to
introduce their technique among Indian weavers, and a decade later

they despatched throwsters and dyers to the silk' indus.try. The
Company men co-ordinated and systematised various silk manu-
factories in Bengal, at Cassembazar, Patna, Maldah,‘ Hugly . and
Balasore. They lent out money to the needy workmen.

The eighteenth century saw the Company smuggling itself into the
In;iian industries through the backdoor of finance. The native
- Karkhanas usually functioned upon the orders placed for their products

M”““uthg aid of money advanced with such orders, Large sums
“~anced to merchants who would purchase goods
, on behalf of the Company. This putting-out
,ally known as ‘investment’. The investments were

g 8-
& ot
J/'és tO

5, East India Trads in the 17th Centurys p, 153.
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continued even with specie imported from England but mostly by
loans raised from big financiers in India. The officials from London
instructed in a despatch in 1746 : “As large an investment as possible
to be continued, raising what money is needed by loans,” This
instruction was very frequently repeated in further despatches. This
shows their connection with and dependence on Indian haute Finance.
The replies from Indian officials go to show that the factories were
kept well supplied with money. The Company aimed at a monopoly
of demand or monopsonistic trade and tried its best to oust other
trading powers from opportuaities of such ‘investment.’

Such monopsonistic control over Indian industries meant control
of merchants, terms of contract, prices, quality and quantity of output.
The merchants were at Company’s mercy, if the later refused to
contract, it could not find another wholesale market. The ruin of
the merchants meant in turn the ruin of the weavers and the industry,

~ because both depended upon the former for the sale of their products.

So these officials with monopsonistic advantage in- bargaining were
being constantly instructed by their heads at home that the quality of
cloth should be improved and prices reduced while contracting. Thus
the profits of the native merchants were kept low enough and the
weavers were tied down at a subsistence level.

This putting-out system via native merchants was gradually given
up and the Company started employing its salaried (or sometimes
‘commissioned’) gomasthas. Merchant’s low profits was a disincentive
and some of them preferred to become such salaried agents. As an
independent merchant he was hitherto on the supply side along with
the weaver and shared with him the exploitation from the demand
side represented by the monopsonistic Company. With an employ-
ment in the Company service as gomastha, he joined the demand side,
and thus put himself against the weaver. The burden of exploitation
fell more completely upon the weaver, ®

3. Here is a picture of it, “Usually a native gomasta was employed. But there

were objections to them. The gomastas constantly abused their position and the autho«

, rityof the company to oppress the weavers and to speculate on their ownaccount even

disposing of the company’s goods to other traders, They forced contracts upon the
ryot, will he, nill he 5 for when a piece of cloth was finished, #f not before, the price
had often been consumed in subsisting the weaver and his famlly, and he had no re-
source but to enter into a fresh agreement on the contractors own termss A constant
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Such was the outline of the mode of production and trade relations
in the industrial sector of the Indian economy in the eighteenth
century, The Company gradually penetrated to directly dominate the
industrial activities. When Hastings was appointed at Madras in 177 1,
he sought to improve matters and gave powers to the warehouse-keeper
to check the high-handedness of the gomasta. The warehouse-keeper
was allowed a share in the profits of commission for the trouble, The
warehouse-keeper, being the Company’s own man, and having the
gomasta under his authority, became the director of industries for all
practical purposes ‘

The activities of the agents of private traders were worse than those
of the Company’s. During 1762, Vansittart received numerous
complaints about the autocracy of these private trader’s agents, In
1771, the Court despatched an order to Bengal to abolish the gomasta
system and revert to the method of contracting with independent
merchants. Hastings was very reluctant to carry out the order. His
argument was that the complete subjugation of the gomasta had
brought with it a complete command over the prices of cloth ; and
there was nothing that could come in the way of the Company reducing
prices to sub-normal levels. Hastings was afraid that the independent
merchants can form effective “combines’” with other European traders
to force contracts at unfavourable prices on the Company, though
such prices would be more normal. He wrote back to the Court of
Directors explaining these points and requesting a’ reconsideration of
thebrder, But the latter pressed that it should be enforced.

Hastings then devised means to control the merchants, so that

they stayed bound to the Company and did not go to others. He
schemed the establishment of a General Bank through which he

device of raising these was to depreciate the finished cloth ju.....if the ( specified )
standard was not reached in a given piace the gomasta lowered the price correspon-
dingly......often the price was fixed at 15 per cent and sometimes as much as 40
per cent below what it would have been in the open market, and so these officials
reduced the weaver to practical slavery at sweated work. If the native tried to sell
the cloth, already contracted for, to others who offered him a fairer priée, the
company’s authority was employed, peons were set over him to watch the progress of
the work and prevent such a sale, and the gomasta would even cut the piece out of
the loom, when it approached completion and carry it off to khattah or warehouse,’®
M, E, Monckton Jones, Warren Hastings in Bengal—1772-1774, p, 38-39%
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-discovered the possibility of recovering the lost financial hold on the
merchants and industries. He explained in a circular : “Being
persuaded that the measure (of establishing the Bank) will prove of

" the greatest utility and convenience not only to the Company in

drawing the receipt of their revenues from the out districts to the

T presidency, but also to private merchants in making their advances

to the aurungs (factories), and otherwise in facilitating and rendering
secure the course and circulation of their trade, we have determined
to adopt it.”* Thus the Bank was proposed to secure the “course
and circulation of their trade”, With the help of Bank Hastings chose
to bait these free merchants info the trap of his ,credit facilities. The
system did not work well and the Bank was abolished within a year
and a half. The Court of Directors now repented for their earlier
order of 1771 of dealing with the merchants. The prices rose causing
them the alarm. In March 1775, the Court of Directors revoked the .
order of 1771, the gomastas were again brought in, the direct

igterference of the merchant capital with the actual mode of produc-
tion was resumed. '

Textiles being the chief article in the Company’s trade it meddled
with that industry and seldom thought of any others. No attempt
was made by them to create and develop new industries. Since the
Company held the trade monopoly, others also could not do it.
Though Company’s monopoly was abolished with the Charter Act of
1831, it was difficult for the new entrants to compete with an
established trade, and much more to establish new industries.
A’ few individuals made unsuccessful attempts to organise the
metallurgic industrjes. Men, money and machines did no% flow
ireely. Tt continued for two decades till the Charter Act of 1833
which abolished the trading rights of the East India Company. Par-
liament terminated the East India Company’s control over the move-
ments of private British merchants within India, and also ended the
Company’s last exclusive commercial privilege by cancelling its mono-
poly of British trade with China. Theoretically speaking, this year
saw the beginning of English enterprise in India, though in practice it
took two or three decades more for the real start, This act flung

open a huge door, inviting every English entrepreneur, advanturer
coloniser and speculator into India.

4. H. Sinha, Early European Banking in India, pe167.
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3. Inland Trade during Early British Rule

Most of the employees of the East India Company were engaged
in private trade along with their service for the Company . Their
salaries being rifiiculously poor, their right to private trade was.
recognised. Infact private trade was a great inducement. While
they could not export (excepting diamonds), the inland or ‘country’
trade was not denied to them, the Company allowed their servants.
‘in a fair way to improve their fortunes’.

There were different types of transit duties during the Mughal
rule known as ‘Sayers’, ‘Rahadari’ duties etc. Aurangzib removed
some of them, but since his death the provincial rulers reimposed
such transit duties or fundees, The number of toll collecting centres
were raised from eight to twenty two. There were differential rates
for Muslims and non-Muslims, In the face of such multi-form
feudal or bureaucratic exploitation the English Company tried to
establish exclusive and preferential trading privileges by various
“Nishans® or ‘Formans’ or ‘Parwanas’ obtained from the ruling autho-
rities,

The English Company or its agents had to pay these duties and
they were extremely eager to remove such feudal restrictions on mer-
cantile trade.

In 1717, Emperor Farrukhsiyar granted a ‘Forman’ permitting ‘the
English East India Company’s merchandise full exemption from
customs duties in return for the payment of lumpsum of Rs. 3000/~ per
year. On the basis of this forman dastaks were issued to compa-
nies servants. The dastak was a pass from the President, with
which the Company’s goods could pass without inspection in the
chokis or toll stations.

. The servants of the Company quietly extended this privilege to

their own private trade also. They used the dastak meant for the
company trade in its foreign commerce and misused them for private
gains in inland trade as well.

On the eve of Plassey, there was a change in. mechanism of
Company’s trade in Bengal. The Company used to procure its export
commodities mainly through merchant-middlemen as it could not
directly deal with the producers. It used to give dadni or advances
to middlemen who in their turn paid advances to weavers and arti-
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sans. In thc interest of the private trade of the company’s servants
the dadni merchants were offered terms which were not acceptable to
them. The dadni system was abandoned and gave place to the

agency system. ‘Gomastas’ or paid Indian agents of the Company .
now made their purchases under the direct supervision of the Euro-
pean servants of the Company. The private trade of the Company’s
servants no doubt increased as,a consequence of the abandonment
of the dadni merchant system but as yet this increase was not at the
expense of the Company. The chief sufferers were the “Moorish
Governments”, and the rival Indian traders. Abuse of dastak in-
creased very much under this system and opposition to such misuse
?Vas one of the sources of conflict with Sirajudaullah and political
intrigues against him,.

The consequences of plassey on the inland trade of Bengal
was disastrous. Though the Company did not ask Mirjafar to
grant any new trade privileges, their servants began to exploit their
special position and claimed exemption from duties on all articles in
their private trade. The gomastas of the servants of the Company
took fullest advantage of their privileged position.

After Plassey the servants of the Company broke their bounds and
began immediately to trade in salt, betelnut and tobacco which were
hither to prohibited to all Europeans. There was large-scale traffic-
king in dastaks and in the most ‘“unwarrantable and licentious’
manner, FEuropean free merchants as also native merchants bought
this privilege of the Company’s dastak from the servants of the
Company at a very high price. These abuses became enormities
during 1760-1763. Mirkasim, in disgust, declared inland trade
free of all duties for two years. He had to fell for his audacity and
when Mirjafar was restored, he promptly revoked the parwana of
Mirkasim establishing free inland trade. Privileged private trade
thus got a new lease of life with all its abuses.

Secondly, the company’s ‘investment’ policy also changed.
Previously it used to bring huge bullion as one of their main imports,
in spite of home mercantilism prohibiting such export of specie.
During the half century before Plassey, the English traders alone
imported to Bengal bullion worth more than six million pounds
sterling, After Plassey, the Company did not import any bullion
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:and used the land revenue (of Burdwan, Midnapore and Chitté{.gong&)
assigned to it by the Nawab to procure goods to Englan‘d. This ‘le
to a shortage of silver and a shortage of currency reducing the .pl:lces
of merchandise still further. Payments were also made. by }V{ujafar
to the Company on a generous scale. It h;d also Za:mmdarl income
from 24 Parganas. In the words of the court of Dlrecto'rs the L?ro-
duce of their sales in England became the channel of their receipts
from India. : v .
f Thirdly, the former channels of opulence we.re further dlsturPed
. ‘when trade of the native merchants were dlst.urbed. Armeglajll),
Muslim, Gujrati and Bengali merchants found their free tradc.: a1' y
disturbed and fettered within five years from Plassey. erkaz:::
-complained to his English masters : “Every %Bengal gogxast%:a 111:1 ke
a disturbance at every factory and thinks himself not inferior oh
Company. In every parganah, every village and every éa;:ltorz;nt1 , :Sy
buy and sell salt, betelnut, ghee, rice, straw, b'amboo, ; ; s fbrdbl;
-ginger, sugar, tobacco, opium and many other things....., he}; e
take away the goods and commodities of the reiat..s, merc ad ; pre:
for a fourth part of their value ; and byt way.s of ﬁ:x:lc:ﬁ;: ;nfor g[:) T
ssions, they oblige the reiats, etc., to glve: - fonens
ich“are worth but one rupee .” competlthn from ofher 0
cz)};;]:nies like the French and the Dutch, which so;ne:cil.m:s Iée:rpeedd
the producers in securing better term§ of trade gradually disapp ,
leaving only the English to monopolise.

The directors were in despair, they wrote i.n anger, “Dgstiksrrllla:\;?
been prostituted.” The3; ordered that a register of dastaki Z e
tained and dastaks should be granted on oath and mus nemhant
property of any native of Bengal or of any Europea}n freie mIn 1760,
or of any other person. But directors’ orders‘were in valn.k - b;
the directors proposed an alternative wherein the dastaks o
bolished. In 1762, the directors positively ordered that none o

writerships had expired. Nothing came .OUt of such
directors got exasperated and again ordered
dastaks., In 1764, the directors asked .the
“form a proper and equitable plan for carrying

- They ordered the entire abolition of

should have the benefit or liberty of dastaks until the time of
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Clive and his Select Committee took this opportunity and proposed
the floating of a private trade society, distributing shares among.
themselves, having monopoly of the trade in salt, betelnut and tobacco-
to be carried on exclusively. The Company’s revenue was to be
derived from a duty. On receipt of such a plan the directors prono-
unced the inland trade society a violation of their repeated orders,

this Exclusive Society. Yet
The Court of Director were
ervants and Free Merchants,

should be confined within the ancient
limits of export and import trade only. They asked for withdrawl of

all dastaks. Thus at long last in 1768 the previleged inland trade of
the Company servants came to an end. ‘

After 1768 the Com
for themselves in their
banians and cohtinued

the society continged trade till 1771.
Very emphatic in their order that their s
residing under their protection,

pany’s servants tried to Create new openings

legal private trade, They appointed native.
benami trade in their names,

4. The Decline of Indian Handicratts in Eariy Nineteenth Century
A. The Nature of the Decline

When we speak of a general decline
Was the most widespread of a]]
industrial machinery-
decades in Bengal w
of such decline were

of handloom industry (Which.
and the axle around which the whole
of the time revolved), during the early two
e should well remember that the time and rate
not the same in the case of different varieties.
of cotton goods. The demand for some varieties of coarser or
“stout calicoes” declined as early as the beginning of the eighteenth
century, when they were excluded from the British market by
protective ftariffs, No such decline took place in thg.out turn of
muslins before 1788. But the complete decline of muslins came
earlier than that of calicoes and other classes of coarser fabrics.,
Generally speaking, coarser the variety, the slower was the decline.
This was presumably due to continued interna] demand for coarser

varieties. While the demand for finer varieties lingered on for a -
while.

“

The decline of Indian handicrafts production or de-industrialisa~-
tion process started at the turn of the century but proceeded rapidly-

#
1
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after 1813, In the course of about two decades the once so flourishing
~ cotton industry sank into insignificance. The impact of Industrial
Revolution in England began to press hard on India’s economy from
the beginning of the nineteenth century, and the first to yield to its
pressure was the cotton manufacturing industry. As early as the
year 1800, the Court of Directors wrote that they were obliged to
make a substantial reduction in the investment of Bengal muslins,
which were no longer much in demand in the British market. They
observed two years later : “A very material alteration has taken
place in the indent for goods from this factory (Dacca) by the entire
exclusion of doorias, both plain and stitched, and a considerable
reduction has been made in other sorts of muslin ; this is required by
“the altered state of the market which "are now overflowing with
substitutes for these goods from British looms, at rates of price that
preclude all prospect of gain on such articles in -our sales.” By 1806,
the decline accelerated still further, on 10th June that year in his
Report on the External Commerce of British India .Mr. Tarkins stated
that the exports of piece goods on the public account had “very
considerably decreased,” and the consequences were that “the weavers
finding no employment for their looms, many of them have been
necessitited to quiet their homes and seek employment elsewhere ;
most of them take to the plough, some remain in their own districts,
while others migrate into distant parts of the country.” And eight
years later, the weavers of Midpapore represented that the Company’s
advances to them for some time past being much 1ess than before”,
and -the purchases of the Danes, the Dutch and the Americans having
totally stopped,” they were in great distress and unable to pay off the
arrears to the Company.

By the Charter Act of 1813 the East India trade was opened to
private enterprise and Napoleonic war terminated in 1814-15. They
combined to enormously enccurage the import of British machine-
made cloths to India. “In 1813-14, not more than 91,800 sicca rupees
worth of cotton gooas were imported into the Bengal Presidency from
England. In-1822-23, the total import of British cloths to the
Presidency was valued at 67,717,279 sicca rupecs. At the same time
the total export of Bengal piecé-goods to the United Kingdom, which
had amounted to forty-siX lakhs of rupees in 1812-14, fell to little
over three lakhs of rupees. ’
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e it;;;;p;r:pc;iﬂf:::f::‘:::: V311“ectcad not the weavers only but also
for thread with the fall in the d:;ZDZOI_ZiSP;’;lj;?EOfaHfm t%le oo
about 1825 the spinners” did not feel it so very kéellllll s, ol
only Rs 81,000 worth of British yarn was importe{i ; . 18‘25-26,
f‘ToIllleowiéng year the valTJe. of.its import exceeded eight lak’h: 2;' 1'11111 e
Wom:n e;:; ::s ;h?fannﬂ.nl.atlon of the business of the spinners, mzz::.
™ part,iauy ] yoa .a million, w-ho pad been engaged in spinning, ful y

par . 1}ts1de the textile production women had no o
m.a_lor wage-earning occupation, and with the decline of spim;'scope o
virtually became an unnecessary factor in industrial organi mg’ ey
the couptry and lost their economic independence. gaﬂlsatlol} o

The breakdown of the cotton handloom i ;
19t.h century, especially between 1813 andogiiér,li:::r Z o thc.eaﬂy
serious magnitude. It brought in its trail immense mise:ievomt]oIl o
une mployment, devastating deaths, an increased pres o oolossal
and an all-pervading sense of gloom among those whoS :fliv?n <1:1and’
;ztaS_trolzlpe- “Many of these unemployed turned Bairagis and “:a :h§
ggmg. oor to door singing the songs of futility of life, A o
frus_t;.atlon and alienation from the life and society e. d Ppry
A virile and skilled artisan class suddenly felt themr;e;:a ° tt'lem'
?vorthless and fruitless. The sense was deeper than 5 SOC]?}HY
it was.vloneliness in the crowded world. The Gove G,
wrote in 1832: “Cotton piece goods, for so many a;n Orl;General
manu{_acture of India, seem thus forever lost......The :St " Saple
the .cc.nTrt is deeply excited by the Report of gl’l.e Boayé]’1 yoad
ex.].ubltlng the gloomy picture of the effects of a commer 'Of Trade
}utlonf productive of so much present suffering to numerrma1 s
in India, and hardly to be paralleled in the history of com;iiczlisses

- ".Il‘ll:{e ?on-textile handicraft industries did not experience th
p;l dllatllngd eﬂ“ccts of the Industrial Revolution directly during thj:
iod. Indirectly they were hit b immi

' y the sudden immiserisation

;I::rc;vor}(mg people, the artisans and the cultivators alike, the fall iorf
asing power leading to loss of mark hi

I ts, The ship-buildi
ind ustry was hard hit b i i N ! polition

. y the introduction of steamshi iti
discouragement faced fr itai i
om Britain, Some textile industri : '
pscour ] ; industries, such as
he indigenous manufacture of jute products and to a limite:1 extent,
”
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the silk manufacture still flourished. The saltpetrcj. manufacture mA
Bihar and Western U.P. survived for a considerable tlm-e. The suga:;
industry received a distinct impetus from the opening of the Eas

India Trade in 1813-14, .
B. Causes of the Decline

Economic historians have shown various reasons for such decline.
Mr. R. C. Dutt maintained that the decay of )the handloc.)mE co;ctor(;
industry in India was due mainly to _‘the policy p.u.rSued in h.ng ainw
to discourage Indian manufactures.”® In oppgsmon to this v eja}
Prof. C. J. Hamilton held that it wa§ not t.he se}ﬁsk;comm;r:;t;
policy of England, but the inability of Indian artisans anc. mercWhicﬁ
to compete Wwith the machine-made *p{odu;ts of that cou.?t}:.yt ical.
led to the downfall. According to li}lm it was a sort c; 1ts (c;r o
inevitability and British Commercial golxcy h:ad not accle; ega ;:umial
breakdown process.® Dr. J. C. Sioha opm.ed that ¢ 7 'nd swral
Revolution in England ‘only hastzneg the IgeclzneDc;i tl:ens:.o;: [ ;lxat s

i began before’”; an r. K. K. v
Z:::? otflalgenga% Cotton Industry ‘did .not .begin or end at aa;ny defi-
nite day, but was a long process continuting for max?y years.

B;afore we enfer into a discussion of tpe serious causes,l lettzz
discuss at the start, some of the arguments which 'analy;e,d hon y ena.
surface conditions and did not probe .deetper 1ntf> the p ;nozézeath,
Firstly, the breakup of the central authorlty in Delhi aft;r te 'Zh dearh
of Aurangzib and the political d‘isturbances tproughou.t the ei 1

obstructed peaceful pursuits  of Benga
ha raids, the incursions of the Mugs
oots of the Sannyasis-or Fakirs
all these must have.
But these disturban-
g and weaving do
The second

century India no doubt
artisans. 'The successive Marat
and the Portugese pirates, frequent 1 '
(especially during and after the famine of 1770),
brought some uncertainties among the artlsans.‘ :
ces are temporary in nature and ‘regular spmmn. ”
not seem to have been seriously dislocated by it.

ey

5. Re C. Dutt, Bconomic History of Indid, Vol I* pp. 256-65.
6. C.J. Hamilton, Trade Relations between England an
184, 194
.7, J.C. Sinha, Eeonomic dnnals of Bengal, P. 276. ) .
8, K.X, Dutt. Studies in the History of the Bengal Subah P. 486
¢ H.R. Ghosal, Beonomic Transition in Bengal, P. 28.

4 India Pp. IlI..

ECONOMIC- TRANSITION IN INDIA - 129

contributory cause often referred to was the famines of 1770 and
1788 which reduced the weaving population of the towns. But this
had only a temporary effect and there was large expansion of the
industry after 1783. Thirdly, the monopsonistic control of the
Company and the oppression on the part of their omasthas and
dalals also did not really give a crushing blow to the industry.
It led to the decline of native middlemen merchants, and the
exploitation of the weavers increased. This brought a change in
the firancial interests related to handicraft trade, but cannot be
properly accepted as the cause of its breakdown.ﬂ;,;ﬁourth. it is
sometimes held that the decay of indigenous courts led to the decline
of cotton manufacture. But this also cannot be accepted as true
because (a) the loss to the industry was mainly of highquality
muslins used in the courts, and (b} this loss»was more than
up by increase in exports,®

Let us now analyse the main causes, their interdependence and
relative importance in bringing about such a rapid decline in our
cotton handicrafts. These causes were, (a) the highly protectionist
fiscal policy pursued in England, and, (b) the technological advance-
ments in English Cotton industry ( which are commonly known as
the spearhead of English industrial revolution ) in response to the

energising effects of Indian plunder during Plassey and the following
years.

made

It was as early as the year 1700 that the English Parliament
imposed protective duties on Indian manufactures.’® In that year

9. “It follows then that the. decline of the indigenous courts and of the old
aristocracy of Northern India during the latter half of the eighteenth century did
not bring much quantitative loss to the manufacturers. The further shrinkage in
the demand for Dacca fabrics in these courts during the early nineteenth century
does not also seem to have affected them very much so far as quantity is concerned.
Nevertheless it must have steadily impa:ired their artistic skill by compelling them
to turn increasingly to the production of coaxser stuff. The withdrawal of court
patronage may also have reduced the outturn of finer goods in certain other centres
of cotton manufacture. But there is no reason to suppose that the cotton industry
as @ whole sustained a permanent injury on account of it.” H.R. Ghosal, Hcon.
Transition tn Bengal, pp- 33-4. ‘

10. For a clear analysis of the economic interests, conflicts, passions and

9
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an act was passed forbidding the use of painted, dyed or pri’nted
calicoes in England ; and though muslins proper and white .cah‘coes
did not come within the orbit of this Act, they were,- at this time,
subjected to an import duty of 15 per ;ce;nt _ ad valoren-z. ﬁ long
series of other measures followed this Act in quick succession. Ix;
1765, Indian cotton piece goods had to pay an ad valorem dutg of 4
per cent, which exceeded by more than 190 per c.ent the uty 01;
rawmaterials imported from India. In spite of thls, .an addltlcfna
duty of 5% was imposed in 1779 on all ma.nufactm:es _ 1mportedbn.1to :
Epgland, and a further 5% was added' in 1782. In 1783 eizg
“impressed by the rapid growth of smugghng brought. about by , .e
high tariff’ ‘ parliament repealed all prev1o?‘s duties upon p ain
muslins, unrated muslins and calicoes, and subjected them to a :mg e
import duty of 18 per cent ad valorem an'd a drawback of 10% (;n
reexport. This reduction of import duties on some types of .go? s
increased their exports between 1784 to 1787. The consolidation

Act of 1787 made each article subject to a single rate of tax instead ~

of separate duties hitherto levied, it in fact made an alteration In
the duties on rated calicoes which then approximately amounted to
40 per cent. -

From 1797 onwards fresh tariffs were imposed by Parliament '01;
o ods imported into England. The 18%‘ad valorem d'uty levie
on plain muslins, muslins and calicoes, ﬂowere.d or stltc.hed Z‘?Z
raised to more than 35% ud valorem in 1805 ; while on plain whi
calicoes and dimities the duty rose from 4Q% before. 1.797 to o;lzer
66% in 1805. Duties were further increas?d untll' in 181311t ey
reached their maximum. In that year plain muslins as we y :s
muslins, flowered or stitched, were subjected to an ad valorem .u (311
of more than 44%, and on calicoes and dimities the rate was raise
to slightly above 85%.

agitations which combined {o force the Parliament to stand a.gainst' Indian cotton
'u%dustry at this time, see P. J. Thomas. Mercantilism and East India Trade-

11: In 1704 an additional duty¥of 15 per cent was imposed on:calicoes and some

- inted
other cotton producﬁs. Tn 1720 another act was passed forbidding the use of printe

alicoes, even printed within England. Further duties were imposed upon Indian
Zoods in7 1747, 1759 and 1765. See Hamilton, Trade Relations between England and
India. pp. 107-8. .
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Many economists or historians point out that the influence of
these protectionist policies taken in Britain could not be considered
as too much injurious. It is argued that the English market was
only a tiny bit of the great export market for Indian cotton goods
‘which ranged from Japan and China to the Spice islands—Burma,
Pegu, Persia, Arabia, West Africa and Europe outside England’,* %
But this view seems to ignore that after Plassey otherforeign companies’
trade with India gradually declined. The trade contacts also had
changed, goods were being sent to England to be reexported by the
English merchants to the countries of Europe. A protective policy
by England, therefore, was bound to reduce the volume of Indian
exports and production.3

"R. C. Dautt was the leading historian who held this tariff
policy as the main cause. He observed : “India in the eighteenth
century was a great manufacturing as well as a great agricultural
country, and the Indian handlooms supplied the markets of
Asia and Europe, The East India Company and the British
Parliament, following the selfish commercial policy of a hundred
years ago, discouraged Indian manufactures in the early years of
British rule in order to encourage the rising manufactures of England.
Their fixed policy, pursued during the last decade of the eighteenth
century apnd the first decades~ of the nincteenth, was to make
India 'subservient to the industries of Great Britain, and to
make the Indian people grow raw-produce only in order to
supply materials for the looms and manufactories of Great Britain.
This policy was pursued with unwavering resolution and fatal
success ; orders were sent out to force Indian artisans to work
in Company’s factories ; commercial residents were legally vested with
extensive powers over villages and communities of Indian weavers ;
prohibitive tariffs excluded Indian silks and cotton goods from

England, English goods were admitted in India free of duty or on
payment of a nominal duty”,14

12. Knowies, The Ecomomic Development of the British Overseas Empire, p. 310.
13. “It was due also to Napoleon's Continental System which by checking their
export to bhe continent indirectly affected the supply to Great Britain, and to the

outbreak of war between England and Denmark in 1807-08, which completely
stopped the Danish trade with India.” H. R. Ghosal, op. ¢it., p. 37.

14. R. C. Dutt, Econ. History of India under Early British Rule, Pp. vii-yiii.
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There were economists and historians, however, who triec.i to rehtl;:
 this idea put forward by R. C. Dutt. This leads .us tof glsc;isr -
i t . pointed out for the decline of handicrafts.
second important cause poin .
A bold attempt to refute the view of Dutt was made by Prof. (Il o
Hamilton.*® He pointed out : “By the end of the 18th century 1: ia
ilton. 2 .
w::n beginning to lose her export markets and early 1:;1 tche 19%1;:1};;2
ds were being driven ¢
ducers of the finer cotton 200 bein, ;
ﬂ;e fxi)ome market. But this was the inevitable result of an uneqz}tlal )z:gh;
e - ) .
;etween the handicrafts man and the machine I;rcc);'iuct. tt’fmema;i
. . o ]
i i ither directed against the Indian ¢ -
lish duties were nel . | . .
g?:furers nor did they play any really important part in determining

2"
R i :  ‘What was more
‘Many modern writers also echo .Hamllton Vhat was more
i was the competition of English goods in In nd e
B t By far the most important reason for .the epres
YVOﬂd mzf}“; S:cextﬂe and other manufactures of this per.1od was th.e-
}izssi:?alli{evolution in England. In any ca;e, thveF?};i;tEa;?O ddc;‘inrzsit;;
i ossibly have wi i
ani;;tiiiz hiif:;rzg:ivzzu?s slzf:ngl’zh from the formidable industrial
compet R

ith its gigantic machinery, large scale production,

o d transport and commu-

complex division of labour and improve

nications’.*®

England and India{1600-1896)-
Also H. R. Ghosal
dian manufactures

15. C. J. Hamilton, The Trade Relations bet:f)een lanas
’ 16' éee Jathar & Beri, Indiah Hconomics, Vol I, pp. 3

. . In
“while it is £ the heavy duties levid on

e e stem of Napoleon materially affected the
the ultimate cause

op. cit. p. 38. o dhat T
i itain and the continenval sy !
T e otts soods to British and continental markets, : id
g industry is to be sought in the rap

the mechanical inventions

supply of cotton piece- .

of decay of -Bengal's handloom cottgn e tison
i trial activity in England cons qu : ' e o

o thltndZ:h century. The point is that British tariff policy and the Nap

of the eightee y.

i themselves have brought
i its decline, could not by
e e e, lj;lp'ea zjen ethe complete absence of these factors couli
o ade fabrics canno
rested its decay, for the simple reason thab hamd]:ad o fabrics e,
O a ition with machine-wrought articles. Indee e ¢ o
1T10 : o
d the mushroom g
i g ter-frame from 1785.an ; ;
. se of Arkwrights’ water ‘ : o ion o
- uijleninﬂ mills during the next few years led to an dlm::bﬁcs B o
o o d in England, which easily onsted the handmade
cobtton goods in i s

oY 13 < __142
other parts of India from the market.”” 129

about its practical ruin.

long stand in compet

gen.
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The crucial question, however, is the relative importance of these
two causes and finding out the one which may be termed as ‘first
among equals’, It /may be safely pointed out that the balance of
judgement by the economic historians seems to be in favour of R. C.
Dutt and not for Hamilton and others. The crux of the problem
lies in the point whether the English industrial revolution could
have started without the protective wall set by high tariffs.
Mr, H. H. Wilson points out, ‘Had not such heavy duties and the
prohibitory decrees existed, the mills of Paisley and Manchester
would have been stopped in their outset and would have scarcely
been set in motion, even by the power of steam. They were created
by the sacrifice of Indian manufactures, , ... ‘The British manufacturer
employed the arm of political injustice to keep down a competitor
W_itﬁ whom he could not have contended on equal terms.’

Hamiltonians may argue that England’s manufactures would have
developed even without protection against Indian goods owing to the
overwhelming advantage of machinery. But this view ignores several
crucial problems, Without protective duties and the use of ‘political
arm’, the market for British cotton manufacture could not enlarge
at that time to the extent that it had, and the stage for the innova-
tions would not have been set, the cost-reducing external and internal
economies would not have thus accrued. And if protective wall had
not been built up against Indian cotton goods, any one of the following
two consequences might have followed, (a) the English industrial revo-
lution might have taken a separate path with increasing innovation
and investment in some other commodity as the leading sector, and
(b) British or native capital, separately or jointly, would have felt
the necessity of and actively pursued to bring technological innova-
tions here on Indian soil. In such a situation, an industrial revolu-
tion in India would have started at the turn of the nineteenth century.
It happened in the case of Anmerica, it could so happen in India also.
And we could develop industrially earlier than the U.S. A. because
of this early start and a large store house of highly skilled artisan
class. Cotton textiles production would have been our leading
sector and India could have entered into the industrial age. Prohi-
bition of Indian goods, therefore, historically speaking, is to be

considered as the leading cause or the first among equals’, The
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comment by R. C. Dutt correctly signifies the relative importance
when he says that, “The invention of the powerloqm in Europe
completed the decline of Indian industries’’, the process was. started
with the selfish commercial policy of the rising manufacturing clase
of England.

"In conclusion, some observations should also be made on the ;
phrase used by Hamliton, (ie. ‘the inevitab.le re.sult of an uneqt.JaI
fight’. Such ‘inevitability’ approach is sheer historical fatalism which
refuses to penetrate deeper into the historical processes. and ref1'1ses
to reveal the laws of economic development in that particular perlod(i
If it is considered that what happened in history must have happenf: :
because it was inevitable to happen, then all events stand self-explain-

ed, their occurrence prove that they are natural,

This Hamiltonian inevitability thesis fails to analyse prop'erly the
past, the present, and the future. It forget§ th'e past. when 1t;i c;clshe.s
its eyes to the period of ruthless exploitation whlch‘prece e is
phase, direct plunder, abuse of dastaks and. other 1ntterna1 t.ra(%e
privileges cunningly or forcibly obtained,.hlgh prot-ectl.ve tariff u;
England, decay of the market for luxuries with the xumatlor} of ol
feudal aristocracy, constant wars in India and extremely high lanc.i—
taxes leading to the impoverishment of the peasantry as revealed in
the famine (;f 1770, and thus the market fo.r goods., It als? forgfets
the past when it fails to perceive in the preceding phase thev '1ntens1.vei
primitive accumulation whichultimately led to the grczwth of }ndustrlljl
capitalism and machines—the effect of the precedn?g pe'rlod as the
cause of the present one. It forgets the present when it fal.ls to .ana-
lyse the superiority of skill and knowledge of the Indian artxsa?s

and their technical know-how which to a large extent helped its
survival even after the machine-made goods appeared. - And "not
only the machines, these machines were protected by m.en, becausev
the owners of these were men who preferred to ﬁght b‘ehmd a ‘steep
protective tariff wall. Tariffs on imports and. bounties for equrts,
legislation against the wearing of Indian silk were humal.n m'ach{n.a-
tions and not just the “blind” forces of history. Such 1nev1tab11}ty
theory forgets also the future when it fails to explore Fhe altgrnat.lve
historical possibilities in India. . Had there been no forqxble f'eductlc‘m»
of economic surplus, could not there bean independent industrial
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growth in India itself ? And, if there had been no colonial rule,
and if India would have been a free country to impose protective
duties against machino-facture of England and could stop the extrac-
tion of the industrial rawmaterials out of her territory, what course

the economic history of India would have taken “inevitably’; and
“naturally™ 2 '

C. The Efects and Significance of the Decline

Such decline in the cottage and small industries or the process of
‘de-industrialisation’, brought far-reaching changes in the nature and
direction of Indian economic history. At the base of Indian agrarian
system there was the more or less collective or co-operative village.
These village-communities were mostly based on common possession
of land, on the blending of agriculture and handicrafts and on a more
or less unalterable division of labour based on caste. Spinning and
weaving were carried on in each family as subsidiary industries.
A smith, a carpenter, a potter, a barbexj, a washerman, a silversmith,
and a poet who Very often worked as a school teacher—all were parts
of an organic whole. These occupations helped the main batch of
‘productive’ labourers, i.e, the agriculturists, and by helping them used
to become themselves ‘productive’. They used to live on the meagre

sufplus generated in the villages due to the low development of the
productive forces.

Now, therefore, the artisan of the earlier days was an organic
member of the village commurity; he owned the tools that
he employed and also the raw-materials of his trade, which he

- obtained from the neighbourhood of the village or from distant

sources. The village weaver was the only craftsman who broke

through the circle of village self-sufficiency, and found an outlet for
his products in places far away from his village. In the town, the
artisans had to meet the needs of varied social groups, each with its
own standard of comfort and Iuxury. Such expanded market for
the weavers led to an increase in their skill and workmanship. Weav-
ing industry could, therefore, generate larger wealth relatively to

-other forms of village industries and. thus stood on a higher plane

than others.

The ‘de-industrialisation’ or increased ‘ruralisation’ process
brought far-reaching changes in the socio-economic structure of

a
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the Indian villages by destroying this slender balance of the old
‘natural economy”. The artisans lost their traditional sources of
livelihood and fell back on land which was not remunerative either.
The prosperous village industries used to siphon-off the increase in
labour-force due to natural increase in population and the land-man
ratio was thus traditionally kept in balance. The decline of village
industries pushed them back into agriculture making it extremely over-
crowded. The disguised unemployfment, seasonal unemployment and
general underemployment all were rooted to the imbalance in the
occupational structure due to such ‘de-industrialisation’. A ' new
proletariat arose within the country, not a proletariat of industrial
workers employed in large scale production, but a proletariat of half-
starved farmers and landless labourers, i

The real impact of the decline of cottage industries was. on the
path of course of Indian economic development. Not only did it slow
down the rate of primary capital accumulaticn, remove the Ppossibility
of technological innovations, and delay the emergence of ‘enterpreneu-
rial class’, ‘the captains of industry’ or ‘the Indian "bourgeoisie’, it
also chartered for India a separate path, a distinct course for the
emergence of capitalism in India—the peculiarities of which still put
a stamp on the nature of Indian economy today.

In the recent studies on the evolution of capitalist enterprise from
the womb of feudalism two broad patterns have been distinguished
from one another. On the basis of studies of the West European and
specially English history, Prof, Dobb has arrived at the conclusion
that the capitalism in Europe came in ‘the really revolutionary way.’
This means that the capitalist class grew out of the ranks of the
producers themselves, who had slowly accumulated enough capital
and then started controlling the mode of production and gradually
acting as merchants too. These artisan capitalists came from within
the existing mode of production, directly from within the system
itself and so ‘in the really revolutionary - way.’ On the other
hand, the indirect way to the rise of capitalism consisted of the
following manner. The merchants who had nothing to contribute in
the actual production of goods and were mainly confined to taking
the prodﬁce from the artisans to the market, later on after accumula-
ting some capital, started controlling the mode of production. The
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Producers were brought under one roof under the direction of the
merchant. In other words, when this assemblage of producers under
one roof was done by some prosperous one from therank of producers
themselves, it was ‘the really revolutionary way’ (PathI). And when
it was done by some one doing middlemanship in taking the produce
from the producer to the market, it was ‘the indjrect way’ (Path II).
The really revolutionary way was ‘from within® and the indirect way
was ‘from above’ the mode of production. Capitalism that came in
Western Europe, and especially in England came by the first way ;
but the capitalism that evolved in Japan and Prussia came by the
second way,

Simultaneously with the gradual emergence of capitalism in
Western Europe from the sixteenth and seventeenth centuries a
parallel situation was unfolding in the I ndian society. As the records
show, ualike in western Europe, both the paths were being opened
and a simultaneous trodding of these two paths was the possibility in
India. Capitalism was being born in both the ways. With the
impact of foreign trade, the merchants grew in strength and they
started advancing large sums of money to the artisans. Their next
step was to call the artisans to work in a factory for money wage.
Indian producers and the merchants through domestic trade and
foreign exports were accumulating capital rapid enough to take that
leap into the new stage. But the decline of handicrafts ended such
possibilities. Neither path could open ap. -

From the second half of the nineteenth century Indian native
capitalism again started coming into being, but this time the first way
was totally blocked to it. Non-producer Indian or foreign merchants

' now endeavoured to assemble the producers under a roof, advanced

them rawmaterials and money, collected the goodsto sell them
through their own initiative. The indigenous capitalism that evolved
in India from the second half of the nineteenth century was thus in
the seconid way.: like Japan and Prussia,

5. De-industrialisation in India

One of the recent controversies among the economic historians
hover round the process of deindustrialisation in nineteenth century
India, due to the British economic policies. The nationalist viewpoint
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strongly asserts that there can be no doubt a point deindustrialisation
and clearly points out three important causes :

(a) Selfish tariff policy destroying the Indian handicrafts for
the benefit of Manchester and Lancashire textile industry, (b) ruinous
land revenue system destroying the economic balance and integration
between industry and agriculture, as the cotton textile production
was mostly an agro-based industry /and {c) continuous economic
drain leading to decline of capital’ stock. In support of such
deindustrialisation the nationahisis point out §fo the (i) decline of the
volume of textile exports to England from India, and (ii) decline of
weaving population in the towns where the artisans were concentrated, |

Though no statistics are readily available, it is quite known that
some varieties of coarser and “stout calicoes” declined as early as
the beginning of the eighteenth century, when they were excluded
from the British markets by protective tariffs. Muslins started
declining after 1788. .- The decline sharpened after 1813 and withi
1833, the decline was complete.’ ‘

Parallel to de-industrialisation in India was the rise in imports of
textile goods from Britain. In 1813.14 not more than 91,800 sicca
rupees worth of cotton goods were imported into Bengal Presidency
from England, In 1822-23, it amounted to 6,777,279 sicca rupees.
At the same time the total export of Bengal piece-goods to the UK.,
which had amounted to forty-six lakhs of rupees in 1812-14, fell to
little over three lakhs of rupees. The spinning industry, where
mdstly women were employed, broke down completely with the
import of Lanchashire threads. In 1825-26, only Rs. 81,000 worth
of British yarn was imported, but in the following year the value of
its import exceeded eight lakhs of rupees.

Nationalists also point out to the decline of towns where -artisans
were concentrated. In 1840 Charles Trevelyan reported the decline of
Dacca “which was the Manchester of India where population has
fallen from 150000 to 30000. Montgomery Martin reported “The
decay and destruction of Surat, of Dacca, of Murshidabad, and other
places where native manufactures have been carried on is too painful
a fact to dwell upon.”

The modern critics of de-industrialisation thesis, however, do not
find out enough evidences to suggest such de-industrialisation.

R
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Unfortunately their data consist of late nineteenth century, while
de-industrialisation is a phenomenon of early nineteenth century.
Encouraged by Theodore Morison’s ‘Economic Transition in India”
where he supported the- thesis, that British rule in India has been
conducive to her economic regeneration, Moris D. Moris and Daniel
Thorner also do not subscribe to the de-industrialisation proposition,
Thorner analysed the census data of 1880-1931 and saw no decline in
the percentage of persons engaged in secondary occupations.
Buchanon-Hamilton also analysed some data from North Bihar
districts and tried to prove that™ the percentage of persons engaged in
secondary sector has not changed over decade.

Their conclusion seems to be that since there had been (i) no fali
in the proportion of population engaged in secondary industries, or,
(ii) no fall in the proportion of total number of people benefited by
the secondary industries (with multiplier effect), there was no de-indus-
trialisation. They also contend that during nineteenth century there

“was fall in output in some other countries also;, or a slackening of

their growth rate, Hence, even there was stagnation and non-
growth, it was a world-wide phenomenon not peculiar to India.

Three comments are due on their point of view, First, that there

‘was stagnation or slow growth of the percentage of population -

engaged in the secondary occupations during the late nineteenth
century does not prove that there was no de-industrialisation in the
early nineteenth century.

~ Second, while in Europe, deindustrialisation was soon and
simultaneously followed by re-industrialisation, no such process took
place in India, Technological unemployment was not absorbed in the
new type of industries. . ‘ :

Third, de-industrialisation was perpetuated as both the: path I and
path IT of the growth of capitalism was obstructed by the British
(2) Tariff policy, (b) High Land tax, (c) Economic Drain, (d) Econo-
mic  policy, (e) Industrial policy and {f) the Currency policy of an
Imperial ruler set to recreate a colonial economy to suitthe advantages
of Industrial Capital at the first stage and Financial Capital at the

later stage, with limited foreign investment in plantations, mines and
raw material extraction.
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6. . Commereialisation of Agriculture

The older rural : framework of India was weakened by the new
Land system introduced by the East India Company between 1793
and 1850, But this weak framework was shattered by the spread of
commercial agriculture between 1850 and 1947, Commercialisation
of agriculture means the production of crops for sale, rather than for
own consumption, It grew out of a variety of conditions. The fore-
‘most reason was the constanily recurring need of the peasants under
the new land systems to find ways of getting cash money to meet the
‘mounting demands made upon them by the State and the landlords.
The increase of demand for money in the money market led to an
increase in the supply of crops in the commodity market. And
urbanisation being slow, the price of crops fell and consequently the
peasantry suffered from continued adverse terms of trade, which
necessitated further commercialisation of crops. Secondly, by the
middle of the nineteenth century Britain itself had passed through the
Industrial Revolution. British industries kept on expanding and the

need for raw materials increased. Thirdly, the British industries also

teguired markets and under pressure from British merchants and
‘manufacturers, India’s coastal towns were linked up with Britain in
the 1840’s by steamship and the interior of India was covered up
after 1850’s by the most elaborate railway network in Asia.

Prof. Gadgil writes, ‘The first impetus towards this tendency of
-commercialisation was noticed when money economy was introduced
into the village in the shape of cash assessments’, ‘rents in kind went
out of fashion and cash rentals were intfoduced’. The second impetus
was the ‘interest of the money lender’. ‘To pay these two dues the
cultivators had to rush into the markets just after harvest, and to sell
a large part of their produce at whatever price it fetched., This
process was further facilitated by the ‘case of communications.’*?

17. “The basis on which agriculture was conducted in India was being slowly
changed._ Broadly ;speaking, the change might be described as a chapege from
cultivation of home consumption to cultivation for the market. The spread of
transport facilities, when it began to breakdown the compact character of the village,
affected also its agricultural economy. The change was seen in a gradual extention
-of the area of some industrial crops under cultivation and a specialisation in crops
:grown in different districts. Export trade ‘increa,sed% and internal trade
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In his India in the Victorian Age, R. C. Dutt, put forward two-
other reasons for such commercialisation. According to him, trade
on the basis comparative cost difference was beneficial no doubt, but.
export of agricultural goods was forced and was thus not based on
this classical natural law. Heavy land tax and a heavy tribute, were
the two main causes ; -the land revenue system of India, as well as the
Home Charges forces the export of food grains, much of which the.
country needs for its own population,*8

Once the railways were opened it became possible for the inland’
areas of India to produce for a wider market, the peasants entered
into the cash-nexus, they were drawn into the vortex of the world
market. ‘The commercialisation of agriculture had progressed.
most’, writes Prof. Gadgil, ‘in those tracts where the crops were largely
grown - for export out of the country. This was so in the Burma rice
area, the Punjab wheat area, the jute area in Eastern Bengal and
the- Khandeth, Gujerat and Berar cotton tracts’. ‘

The commercialisation of agriculture in India was more pronounced.
during the civil war in North America, Before that, raw-cotton had
started being exported to Lancashire, more and more with the decline
of weavers and spinners in India. In fact, Lancashire was pressing.
for railways in India since 1830°s. The disturbance in the U. S. A,
diverted British demand to India. After 1862, exports of raw-cotton.

very great extent.....'.But it is not so much to the increase in the area unde;:-'indU.Sw

trial crops that we look for signs of this change, a;s‘to the changes in the method of
marketing the crop. It is the basis of cultivation rather than the proportion under -
different crops that has changed. The cultivator today does not try to grow every
kind of agricultural produce that he may require at home, as he had to do whenethe
means of communication were deficient. He is more ready now toresort to the
market for his requirements and also for his surplus produce. This market for
agricultural produce of all kinds might indeed, be said to have been non-existent
before the middle of the last century.” D.R. Gadgil, The Industrial Evolution of
India in Recent Times,p. 153,

18. Commerce, éven when carried on by foreign capitaland foreign merchants, is
beneficial to a country. It brings in articles cheaper than the country can produce.
And i} also brings a higher price for the home produce than can be obtained at
home. Tn both these ways commerce is beneficial, even though the profits of trade-
go to other lands. But, in India, even this benefit is restricted because her foreign
trade is forced. not natural. The excise imposed on cotton manufactuers restricts .
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had spectacular rise. From Rs. 56 crores in 1859-60, the exports
of cotton rose to Rs, 37°5 crores in 1864-65. There was increase in the
exports of food grains too. Exports of rice, wheat -and other food-
grains amounted to Rs. 3°6 crores in 1859-60, it went up to Rs. 6
crores in 1864-65. At the end of the civil war, export of raw-cetton
no doubt declined, but the cotfon-merchants’ capital accumulation led
to modern spinning and weaving industry in India, and therefore, the
domestic demand increased. Exports of food grains,.oil seeds, jute
and tea continued to increase. Opium aﬂg indigo production and
other exports expanded. The total value of exports rose from 289
.crores in 1859-60 to Rs. 1657 crores in 1906-7. :

Spread of commercial agriculture and money economy brought a
humber of important changes in the Indian agrarian structure. The
older practices associated with a self-subsisting economy declined
leading to a further break up of the self-suificient village economic
equilibrium. As the industrial crops were more paying than the food-
grains, the peasants who were at liberty to choose their own crops
showed a tendéncy to shift towards them. In some- districts the
peasants shifted over completely to industrial crops and had to buy
their food requirements from traders. The cultivators sent to the
market even the cereal reserves traditionally kept for poor years.
They became less prepared to meet poor harvests and more vulnera-

ble to families/r

Such substitution brought serious dislocation in the food Supply
‘position in our country. About the famine of 1866 in Bengal and
Orissa it was stated by a leading local Zemindar, Shibo Parkesh
Misser of Tulsipur, that one of the causes of the famine was that “best
lands of the district (Monghyr) were in possession of planters for
cultivation of indigo ;” ““during last five years indigo concerns had
increased, - the area under cultivation of rice had fallen. This accor-
ding to him, was the chief cause of the distress,”*°

system of India, as well as the Home Charges, forces export of food grains, much of
the productiou of articles which the country could produce. And the land revenue
which the country needs for its own population. Thaus large imports of cotton
goods into India are secured by restrictions on the Indian ir;dustry. And large
.exports of food are compelled by a heavy tax anda heavy tribute.” R. C. Dutb

India in the Victorian Age, p. 535.
19. Govt. of India Proceedings. Home (Public) No. 144, June, 1867.
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I.n the opinion of Mr. Cockerell, who, himself enquired into this
z'farmne stated, ‘“one of the causes of scarcity of foodgrains was the
increasing cultivation of indigo which year by year absorbed a large
area of land which otherwise-would  have been devoted to the culti-
vation of cereals,”2° Dr. MacGill of United Presbyterian Church
-wrote'to the Secretary of State for India in 1870, ““one. cause of the
wa1.1t in Rajputana,..,..the absence of supplies once provided by fertile
Plains of Malwa, They are now devoted to the growth of poppy, in
consequence, it is believed, of the encouragement lent to its production
by the Government.” '

Secondly, to produce, stock and sell the crops for market the
peasants required credit. They turned to the money-lender. The
symbols of private ownership of land, the land-revenue systems with
the necessity of payment of rent in ready cash and the legal system
develope‘d in India—all helped? to develop a money lending
f:ommumty. To the State also, the money-lender was of invaluable aid:
In converting the peasants’ crops into cash and passing on the land-
revenue due to the Government., The money-lender could make aJ
good and secure profit under the new order to things, If the peasants
df:faulted he could use - the new legal procedure to attach their lands,
hvest?ck and personal possessions. Furthermore, from the middle of
the nineteenth century the price of land rose rapidly, théreby
encouraging the money-lender to broaden his operations. He began
to take over the peasants’ land and rent it out to them again thus
getting a larger slice out of peasant’s cake in the name of rent and
interest. ‘When the money-lenders started financing the petty grain
traders, he could also appropriate a portion of trading profits. Thus

20. TLetter of Bengal Govt. 15th Feb, 1867, Home Proceedings No. 196.

21. The British monopolies, controlling the system of finance and credits in Indis,
used the local trading and loan capital as their agency. British banks financed the ;
mone:y-lenders, who in turn lent money to the peasants, and +paid the banks a
cofls.1derable part of the interest they received from the peasants. In this way the
British financial monopolies exploited not only the Indian workers and handicrafts-
11’.:1611, but the I'pfaa,sa,ntry .8 well. This explains the close economic connection

etween the Britigh monopolies and the feudal and semi-feudal landlords and money-
lenders. Exploitation of the peasantry by the money-lenders and through them by
the British monopolies steadily increased.




144 INDIAN ECONOMIC HISTCRY

the money-lenders grew in number and in wealth. As the control of
usurious capital gradually grew in the countryside, the actual tillers.
were fast becoming pauperised agricultursl 1aboprers and the owner-
ship of land became concentrated in fewer hands.2*

The commercialisation of agricuiture brought changes in the
pattern of production no doubt, but it failed to bring the necessary
changes in the mode of production, It did not act as the catalytic
agent in agrarian reformation, There was private property in land,
however, imperfect that might be. There were accumulation of capital,
differentiation of the peasantry into rich and poor, an impoverished
section of semiprolefarians, and above all, production for market and
money-economy. Yet full fledged capitalism in agriculture did not
develop in India as in western Burope. Unlike other countries the
comn{ercialisation of agriculture could not be the steppingstone to
capitalist agriculture.?? . -

What happened to India was typical of the undqrdeveloped
countries in the world. The way in which capitalism broke into the
historical development of the now under-developed countries pI‘CCll.l-
ded the materialisation of ‘classical’ conditions of growth. In In.dla.
agricultural labourers were pauperised, the peasant’s margmfa.l
productivity became negligible, disguised unemployment appeared in
the countryside. The economic surplus taken away from the actual
tillers was no longer small in amount.

But the crucial factor which arrested the growth of }arge-scale—
capitalist farming is the mode of utilisation of this economic surplu:s.
Taking agriculture as a whole, it was highly probable that ?CODOImC
surplus generated in this sector comprised at least half . of %ts ?.ggre-
gate output. It was obvious that the use made of this significant
share of the national product was of crucial importance for a take-off
from commercial farming to capitalist farming. But here, as

99, ¢*The writer of th; Hyderabad census Report ( 1911) says with reference to the
mous expansion of the area under cotton in Marathwara, that ‘wh?n a country
C‘Ho'f to produce rawmaterials of manufacture in place of food crops, it has started
‘:Zgi;: ro:d to industrialisation.’ This statement cannot apply to India, as a whole,

For here there was no large displacement of food crops....The result of this process.
or

not industrialisation ; indeed, it is doubtful how far such industrialisation has
W:S place in India, But commercialisation of agriculture undoubtedly, did follow,"*
taken ’ - ) 3 ‘
D. R. Gadgil, Indusirial Evolution of India, P 155.
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elsewhere, this economic surplus that was squeezed out of the
Peasant sector of agriculture was appropriated by the land-
owners, the money lenders and the merchants and to a smaller extent,
by the State. A considerable share of this surplus was absorbed by
the excess consumption of the landowning aristocracy. Socio-
cultural traditions no doubt regulated this squandering away of
wealth for unproductive consumption, the objective €conomic condi-

tions also were not at all ready for its transformation into productive

capital. Labour being relatively cheaper no improvement in the
technique was profitable, capital-intensity was not called for. Indus-
trialisation did not proceed in the towns at an accelerating rate

creating labour-shortages in the rural sector necessitating investment
in agricultural machinery, Returns on capital invested in agriculture
tended to materialise rather slowly, so that the high rates of interest -
prevailing in India largely discouraged the sinking of funds in agricul-

tural improvement. The questionable and undefined proprietory
rights in land in India also checked investment in agriculture. And

at the same time, the usually large fluctuations of agricultural prices,

now dominated by world forces, rendered such investment particularly
risky. %8

7. Growth of Towns -

Prof. Maurice Dobb writes: “So far as the growth of the
market exercised a disintegrating influence on the structure of
Feudalism, and prepared the soil for the growth of forces which were
to weaken and supplant it, the story of this influence can largely be
identified with the rise of town as corporate bodies.2¢ The story of
towns in India, their growth and decay and resurrection, also shows
the development of productive forces in India before the British
conquest, the arrest of the normal path of economic evolution and the

23. “‘Economic, social and political processes unfolding outside agriculture, and
in particular the accumulation of capital and the evolution of the capitalist class,
while themselves originally largely determined by processes that have taken place in
agriculture, become with the onset of capitalism the prime movers of the historical
development,” ’ ’

24. M, Dobb, Studies in the Development of Capitalism, p:70, “The influence of
their presence as trading centres, especially on the smaller estates of the knights, was
a profound one. Their existence provided a basis for money dealings, and hence for

10 : N
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rise of feeble colonial capitalism in India as a junior partner to British
capital, with predominantly trading interests. For this purpose we
can study (a) the nature and causes of the growth of towns in India
- before the British conquest ; (b) the causes which led to their decay ;
and (c) the growth of the towns during the nineteenth century.

According to Prof. Gadgil, the origin and prosperity of most of
the oid towns in pre-British India may be traced to three reasons :
(i) They were places of pilgrimage or sacred places of some sort like
Allahabad, Benares, Gaya,. Nasik, Puri ; or, (ii) they were the seats
of a court or the capital of a province like Delhi, Lucknow, Lahore,
Poona, Tanjore, Arcot ; or, (iii) they were comnzercial centres, owing
their existence to their favourable position along trade routes such as
Mirzapur, Bangalore, Hubli etc, 2% '

From the account given above it may transpire that ‘the dominant
trait of Indian towns was their non-industrial character.’” But it does
not mean that ‘the Indian towns at this time had no industries, but
rather, the industries were not the cause of their importance.” Before:
the British, in large towns ‘there was a class of middlemen or capita-
lists who advanced money to craftsmen, purchased their goods or
made them repay the loan in the form of articles manufactured to
their order, collected 1arge stores of such goods and either sold them
locally or exported them.” Clive wrote after entering Murshidabad
in 1757:  ‘The city is as extensive, populous and rich as the city of

money payments from peasants to lord (which however, were never entirely absent
during the feudal period), and, if the pressure of feudal exploitation and the decline
of agriculture helped to feed the towns with immigrants, the existence of the towns,
as more or less free oases in an unfree society, itself acted as a magnet to the rural
population, encouraging that exodus from the manors to escape the pressure of feudal
exactions which played the powerful role in the declining phase of the feudal system
..... But while these urban communities to the extent that they were independent
centres of trade and of contractual dealings, were in a sense alien bodies whose growth
aided iu the disintegration of the feudal order, it would be wrorg to regard them as
being, at this stage, microcosms of capitalism. To do so would be to anticipate
developments that belong to a later stage. Nor can one regard their existence as
fecessarily in all circumstances a solvent of feudal relations.” :

25. *In India cities'were created in the ‘past either:by the royal refidence or the
special religious sanctity of a place, wherever our Muhammedan sovereigns or their
provincial viceroys lived, cities sprangup. In a few years the tents were replaced
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London, with this difference that there w.
possessing infinitely greater propert
was referred to by the Portugese as Porto Grande, According to
V. A. Smith, Patna had extensive trade in raw-cotton, cotton cloths
sugar, opium and other-commodities, Ralph Fitch found Patna ;
a flourishing trade centre in 1586. Both politically and commercially
}Etatna was linked with Benares and Agra, It alsp became\ a connec'-
ting link between Bengal and Northern Hindusthan, Prayag was in
Wil!iam Finch’s time (1608—11} ‘one of the wonders of the East.’
Penares was the ‘principal mart of Bengal goods’ and Ayodhya beiﬁ;g,
one of the largest cities of India’ in the days of Ain, ‘Agra and
Fatehpore are two very great cities, either of them much greater than
.Londo‘n and very populous’. In the north-west of Indja -the most
lmportant towns then as now were Srinagar, Lahore, Delhi and Agra,

In West India the chief city was Cambay in Gujerat, In South India
the most Hourishing cities were Calicut and Vijaynagar,

ere individuals in the first
¥ than in thelast city.’ Chittagong

The original aim of the East India company in its trade with Indija
Was the typical aim of the monopolist companies of merchant capital,
it was to rpake a profit by securing a monopoly trade in the goods
and products of an _overseas country. The governing objective was
not the hunt for a market for British manufacture,
to secure a supply of the products of India and Ea
spices, cotton goods and silk goods),
England and Burope. The .problem, however, whijch faced the
company was that, in order to secure these goods from India by way
of trade, it was necessary to offer India something in exchange. But
England then had nothing to offer India in exchange for her goods
And therefore, “from the outset the merchant adventurers of the East.
India Company were much concerned to devise a means to solve this
problem and secure the goods of India for little or no payment,” The

margin between trade and plunder began to 8row conspicuously thin
_fmargin betwee ‘ .

by houses and when jater on a defensive wall was added,
Here all the best artisans of the land were concentrated,

Tevenue was spent, Again, the Indian manufacturer of o
out to seek his customers,

famous centre of pilgrimage,

but the endeavour
st Indies (especially
which found a ready market in

it became eomplete city,
and here most part of, the
1d never thonght of going
he expected them to come to his doors,

such as Benares, Puri, Kanchi,
teas of thousands of visitors every year afforded a
artisans to settle there. In time,

-Hence, every
or Mathura by drawing
n excellent market and Induced
arth the temple became the centre of a large and flour-
ishing city.”” Jadunath Sarkar, Economics of British India, P. 83.
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And when the administration of the revenues passed into the
hands of the Company with the granting of the Dewani or civil
administration of Bengal, Bihar and Orissa in 1765, a new field of
limitless direct plunder was opened up in additions to the profits of
trade. The effects of the East India Company are better to be
quoted from foreign sources.

“In former times, the Bengal Countries were the granary of
nations, and the repository of commerce, wealth and manufacture in
the East......But such has been the restless energy of our misgovern-
ment that within the short space of twenty years many ports of these
countries have been reduced to the appearance of a desert. The
fields are no longe} cultivated : extensive tracts are already over-
grown with thickets ; the husbandman is plundered ; the manu-
facturer oppressed ; famine has been repeatedly endured; and
depopulation ensued ”’*® Lord Cornwallis reported in 1789, “I may
safely assert that one-third of the company’s territory in Hindusthan
is now a Jungle inhabited only by wild beasts.” 1In 1840 Sir Charles
Trevelyan reported : “The peculiar kind of silky cotton formerly
grown in Bengal from which the fine Dacca muslins used to be made
is hardly ever seen ; the population of the town of Dacca has fallen
from 1,50,000 to 30,000 or 40,000, and the jungle and malaria are fast
encroaching upon the town......Dacca, which was the Manchester of
India, has been fallen off from a very flourishing town to a very poor
and small one; the distress there has been very great indeed.””
Montgomery Martin reported :- “The decay and destruction of
Surat, of Dacca, of Murshidabad, and other places where native
manufacturers have been carried on is too painful a fact to dwell
upon.” Thus by destroying the Indian .industries and by removing
the powers of trade from the hands of the Indians, the old flourishing

towns were put into poverty and men were driven into the villages
to depend on rackrented agriculture, ’
From the middle of the nineteenth century, modern towns started
emerging in India, and as Prof. Gadgil has pointed out, ‘one of the
most imp'ortaﬂt factors determining the growth of towns in India at

the present time i$ railway construction.” But these towns which came

26. William Fullarton M. P. A visw of the English interests in India, 1787,
quoted in R. P, Dutt, India today. P. 93. -

t
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into being after the construction of railways were more in the nature
of ‘commercial depots’ or ‘distributing centres.” The Indian railways
“sank old towns into oblivion or resurrected them as mere distribu-
ting centres in the new economic dispensation.’ ‘Calcutta is a
distributing centre for hides and skins and jute ; Madras is a distri-
buting centre for ground nuts, flue-cured and other types of tobacco
and tanned hides and skins...... Cawnpore is a railway junction and
convenient distributing centre for the imports of Manchester piece-
goods, hardware and machinery from Bombay and Calcutta, while
its factories produce ‘very large quantities of leather goods, cotton
textiles and tents’; Delhi is a ‘clearing ‘house for cotton, silk and
woolen piece goods for the Punjab, the western districts of the United
Provinces ;- Amritsar is a distributing centre for hides, skins and
and grains...... of the Punjab ;...... Lucknow is a distributing centre
for the rich agricultural products of Qudh.’

In these ‘distributive centres,” or modern towns, the native Indjan
merchants started coming into being for the second time as junior
partners to British industrial capital. With increasing British invest-
ment in railways, coal, jute, tea, coffee and rubber plantations, the
urbanisation process started ‘all over again. But the process could
never become fast. So ‘most of the urbanisation that exists is not the
result of industrialisation. It is the artificial result of an artificial
-conomic evolution.” Prof. Gadgil writes that, ‘The factis, then,
greatly emphasised by this, that in India the growth of industries has
been taking place very slowly, whatever little growth in towns there
bas been is due much more to the growth of commerce than of
industry.” The slow rate of urbanisation is reflected in the propor-
tion of the urban population to the total Population in the country by
different censuses :

1872 census 872 per cent

1881- » 941 » »
1891 7 946 » »
1901 ’ 988 7 »
145 ' 942 » >
1921 AR 102 » »
1931 ” ' 11 » e
1941 3 o
1951 7 173 7 >
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Let us, for example, review the growth of few big cities in India,
Until the middle of the 19th Century Bombay was little more thap
‘a mere collecting centre for the trade of the smaller ports of the
west coast.” But the great stride in the growth of Bombay is the
result of Indian enterprise as well as by the Britsh. Calcutta grew
out of the villages Sutanuti, Gobindapur and Kalikata. Like
Madras it also became a port or a commercial depot and developed
as a merchant town. In these merchant towns the provincial landlords
flocked as well as the impoverished Peasantry due to successive
famines. The different occupational basis and the social stratifica-

tion of these cities clearly reveal the now-solidified waves of

immigration into the cities of ruined artisans, peasants and other
professional classes uprcoted by the breakdown of the village
economy in the countryside,

The British, therefore, are to be credited as the modern port-cum-
town builders of India. Hunter writes : “Emporia of commerce
must grow of themselves,,, It is this difficult enterprise, in which the
Portugese, the Dutch, the Danes and the French had successively
failed, that the British in India have succeeded. (The British).. have
tuled not as temple-builders. like the Hindus, nor as palace and tomb-
builders like the Musalmans, nor as the fort-builders like the
Marathas, nor as the church-builders like the Portugese ; but in the
.more common place capacity of town-builders,”*s”

Only two towns were exceptions, their character- being mostly
industrial. More than half of the population of Ahmedabad was
engaged in cotton textile industry, Jamshedpur was a steel town,
its heart throbbed with the factory. Only these towns could claim
to be industrial on the one hand and ‘Indian’ on the other.

Prof Gadgil had pointed out that besides railways, ‘the other
factors making for an increase in town population are : (i) new
industries or further growth of old industries ; (ii) famines ; (iii)
creation of a landless labour class ;  (iv) tendency of wealthy land-
lords and others to live in towns’. He also points out the factors.
leading to de-urbanisation: (i) diversion of trade routes (both
railways and water ways) into different channels s (i) decay of old.
handicrafts : (iii) epidemics ; (iv) insanitary conditions and bad
housing in towns.”

27. - William Wilson Hunter, Ths Radion Empire. P. 660.
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Prof. Gadgil had also pointed out one of the most important
trends in urbanisation in modern India—the growth of cities at the
expense of smaller ‘towns. The smaller towns in India during the

British period were either stagnant or decadent and the bigger towns
were expanding,. '

Being essentially commercial in nature, these towns could not
exert ‘profound influence’ as the European industrial cities did,
These towns increased ‘the volume and rapidity of money dealings and
hence forced the pace of money payments from the peasants to the
landlords. Commercialisation of agriculture increased at a more
rapid rate. Absence of manufacturing industries in the towns led to
stagnation in the mode of production in agriculture, Excess popula-
tion from agriculture was not drawn in to the factories in the towns
and no pressure was generated for increasing the capital intensity of
farm production. A parasitic rentier class and trading community

_ dominated the towns and such towns could not act as ‘solvent of
~ feudal relations.’

) 8. A Short Outline of Railway history

‘/Lord Dalhousie (18481856}, the administrative disciple of
Bénthamj!was surcharged with utilitarianism and the zeal for reforms,
He was out to unify the country and provide it with an able and
honest administration. Along with it the need of the English manu-
facturers for the collection of rawmaterials and expansion of market
inside India also created the necessary objectivq conditions ready for
the introduction of railways in this country./? Dalhousie’s personal
share in laying down a railway policy and programme is rightly

v regarded as among his most notable achievements. Dr. Eric

Stokes comments : “His (Lord Dalhousie’s) own experience at the
Board of Trade in dealing with English railway’development enabled
him to work confidently and boldly. Freed from limitations
imposed by the parliamentary system he was able to achieve his
own ideal of central railway planning and control.”’?®

¥ The idea of railways in India first occurred to Mr. George Clark,
the chief engineer of Bombay Government in 1843. The first

proposals for the construction of railways were submitted in 1844 to

28. Eric Stokes, Th e English Utilitarians and ndia, P. 251.
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Government at a cost of £ 23, 695, 226 while up to 1880 private
companies had built 6,128 miles costing about £ 97,872,000. The
policy of State construction had to be abandoned because of the
Government’s financial difficulties caused by war and famine shortly
after 1875 and the fall in the gold value of silver. The Famine
Commission of 1880 urged the need for 5000 miles of additional lines
and the country could not be held safe from famines until the Indian
railway mileage had aggregated 20,000. The Famine Commission,
also suggested that ‘tho&gh the original form of guarantee had been
condemned it may not be impossible to find some substltute which
shall be free from its defects

A new period in rallway history was ushered in when the Govern-
ment decided again to make contracts with private companies but
with terms more favourable to itself. The main differentiating
features of the new guarantee system were as follows : (i) the lines
constructed by the companies were declared to be the propertv of the
Government, they were called ‘State lines worked by companies.”
The Government was given the right of concluding the contracts after
25 years or at subsequent intervals of 10 years, repaying at par
capital provided by the companies, (ii) the rate of interest on the
capital raised by the companies was guaranteed at lower rate the
usual rate being 3% per cent, and, ‘iii) the State was given a much
larger share (usually three-fifths) of the surplus profits, When the
contracts of the old guarantee companies ran out, the Government
exercised the power of termination between 1880 and 1905 in all
Lases except one by paying the purchase price in cash or in Govern-
‘ment of Tndia securities. Some of these lines were retained under
direct State management while others were handed over to company
management under the new guarantee system with more favourable
terms for the Government,

During the last quarter of the nineteenth century more money
became available to the Government for railway construction. After
1878, part of the Famine Insurance Grant, when not spent for direct
famine relief, could be spent on railway development ; and in 1890
the whole available balance of the grant was applied to that object.
During this period the Government was empowered to raise the limit
of borrowmg and the companies with Government guarantees were
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forbidden to borrow capital in India, having to take advances only
from the Government. .

At the dawn of the twentieth century, most of the sub-continent’s
present railway network was clearly visible, But the expansion was
still poor relative to other developed contemporary countries. In 1906,
India had only one mile of railway line to every 63 square miles, EMI;
had one mile-for every 5 square miles, U.S.A. had one mile for every
17 square miles, and Japan had one mile for every 29 square miles.

Between 1900 and 1914 there was rapid extension and develop-
ment of railways and the commencement of railway profits. During
this period about 10000 miles of branch and feeder lines were built
up. The branch line companies were subsidized from main line’s
gross earnings from traffic interchanged with the companies lines.
In 1905, the Railway Branch of <the' Public Works Department was
abolished and a Railway Board consisting of a President and members
was established at the head of the railway system under the Depart-
ment_of Commerce and Industry.

The loss to the State or Indian tax payers as a whole during the
first forty years of the existence of railways amounted to Rs. 58 crores.
After that the railways began to yield a net return to the State on the
capital outlay. This was due to general economic development of
the country during this period and also the mew guarantee system.
The gain to the State was small for the first ten years after 1900, but
it greatly increased during the first world war period. By 1924 the
total gain had accumulated to Rs. 103 crores. High net profits were
obtained only at the cost of capital depreciation and immense incon-
venience to passengers,

Not until the Acworth Committee was appointed in 1920 was the
question of State Management versus Company Management discussed
more fully. The Committee held that the present system was -unsatis-
factory and desired that the system of management through companies )
domiciled in Britain should cease as soon as the varjous contracts ,
lapsed. The Committee were, however, almost equally divided on
the question of the future management and on the ways of raising
capital, The majority were for direct State management of State owned
railways. They pointed out that the system of divided responsibility
did not make for efficiency. The minority expressed the view
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that the mapagement ,should be transferred from English to Indian
Companies, The majority did not support the proposal, they argued
that it would not improve matters as companies substantially indepen-
dent of Government could not be started in India, and without such
independence the benefits of private -enterprise could not be realised.
The majority expected also that State Management would lead to
cheaper rates, better facilities and impartial treatment of both Indian
and Foreign business firms. On the question of raising capital, the
miinority wazs sceptical dbout the Government’s ability to provide
large funds required every year. The majority opined that the money
should be raised in India as far as possible, and the public would
“more readily subscribe to the loans if the management was done by
the Government.: Moreover, if external loans were necessary, the
credit of the Government of India would be of great help. Indian
opinion also wanted complete nationalisation. Indian merchants
complained of discrimination against them by the companies. State
management was considered necessary for opening top positions in
the rajlway administration for the Indians. - It was also hoped that
State management would reduce the burden on the tax payer. In
1923, the Indian Legislative Assembly passed a resolution in favour of
State Management and between 1925-1950 all the railway lines were
gradually brought under State management.

The Acworth Committee also urged the separation of railway
finance from general finance om -various grounds. (a) It would
remove the element of uncertainty in the annual budget estimates due
to the inclusion or railway profits. Railway profits are subject to
remarkable variation from year to year, depending as they do on the
rainfall and the course of internal and external trade. The budget
estimates may be upset by several crores of rupees. (b) The depen-
dence of the railways on the exigencies of the general budget prevents
them from being run on & commercial basis. The capital budget of

railways might necessitate the unbalancing of the annual budget fora
particular year, but this would be impossible so long as the railways

had no separate budget. In 1924, the Legislative Assembly adopted
the convention that railway finances should be separate from the
general finances of the country and that the general revenues should
receive a definite annual contribution from the railways which-should
‘be the first charge on their receipts,
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In 1922 the Inchcape Retrenchment Committee made a number of
recommendations for the reduction of working expenses, 'I'hesé were
~adopted in the budget for the year 1923-24, As a result the financial
position of the railways improved between 1924 and 1929, rajlways.
were pngsperous and contributed about Rs. 35 crores to the general
revenues, and built upa reserve from Rs. 18°43 crores.

.The impact of 1929-30 depression on Railways was very hard,
their net earnings ceased to be sufficient even to meet the interest
charges. In 1932, the Pope committee made several recommendations
about economy in expenditure and methods of increasing incomes,
But by 1936 the railways had practically drained off their reserves
and unpaid contkributions to general revenues stood at Rs. 25 crores.
A_ period of mild recovery started in 1936 and lasted until 1940,
Since then, the period of world war II saw unprecedented prosperity,
The gross receipts swelled from year to year until 1946. The entire:
arrears of contribution to the general revenues were cleared off, and

the railway reserve fund was increased to Rs. 38°13 crores.

Of the pre-partition mileage of 40,524, Pakistan received 6,958
miles. In 1950, the Government of India announced that 33 000
miles of Indiar railways would be regrouped into six zomes. At ’the
end of 1949-50, the capital-at-charge stood at Rs. 81299 crores
Nearly 2 million persons were employed on the railways and thei‘I:
wages and allowances came to Rs. 107 crores. The Government of
India thus inherited a public sector undertaking of giant magnitude,
which facilitated administration and proper planrning and also gavé
}'ise to important feeder industries accelerating the general course of
industrial development in the country after independence-

) v"8. Indian Railways and Economic Development

By the first quarter of the nineteenth century, the transformation
in the economic reIationship between an industrialised Britain and.
her Indian dependency was an accomplished fact. Yet both as a
buyer of finished products and as a supplier of raw materials, India
disappointed British merchants and manufacturers. India could not
absorb as many goods and as fast as they wished she should do. The:
basic problems were of low purchasing power and declining producti-
vity. The underdevelopment of transport facilities, however,
prevented  the full exploitation of even the limited opportunities and.
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resources that are available. In 1840, the P. and O., subsidised by
the Rritish Government and the East India Company, openeda regular

‘'service to the Hast. The inland areas, the great cotton bowl of the -

Deccan, in particular, still remained inaccessible. Hence at the chiel
British mercantile houses concerned with India the outstanding
question in 1840°s was railways. Hyde Clarke, a leading railway
economist, urged the need for improved transport facilities ‘which
would promote the sale and transmission of the raw products and
incidentally, compel the Hindus to receive their cotton in a manufac-
tured shape.” The projected railway from Bombay to the cotton
districts was, according to John Chapman, considered by the
Lancashire merchants as ‘nothing more than exiension of their own
line from Manchester to Liverpool.” The E. I. R, on the other hand,
was considered a ‘political line,” one which would facilitate adminis-
trative and military activities; ensuring ‘promptness and certainty in
the execution of the orders of the ruling power.’

" The introduction of railways represerted ( acéording to
Shelvankar }: (i) the inflow of goods produced by new
- manufacturing industries of Britain ; (ii) the investment of British
capital not only in Railways but in plantations, mines and factories,
50 as to increase the supply of raw materials and food stuffs; and
(ii) the export of raw materials and food-stuffs of everykind
oroduced in India to pay for the manufacture she 1mported and to
keep the wheels of British industry in motion.”

The development of :Indian Railways expresses the relationship
‘between the growth of British capitalism and the evolution of a
colonial economy in India  The terms under which British capital
was first invested in steamship and railway lines for India, and ‘the
struggle to secure these terms’, represent an inportant milestone in
the development of capitalism in England. The export of capital
from England to India under these terms constituted the largest
single unit of international investment during the period.®

Prior to the advent of railways the 5 lakh villages with varymgv

social customs, languages, and geographical environments, used to
produced for self-consumption. Marx wrote, ‘The village isolation

30. Daniel Thorner,ﬁﬁInvestment in Empire—DBritish Eailway and Steam shipp-
ing Dnterprise in India, 1826—1849,
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Produced the absence of roads in India and the absence of roads
the perpetuated the village isolation’. With the advent of railways
this isolation gradually broke down, obscure villages have grown
into towns, several towns into big cities. The peasants were drawn
into the vortex of the world market and this also necessitated
"ommermahsatxon of agriculture. Jute, tea, coffee and’ rubber were
)' grown in remote places and carried to the towns and ports,
Impact of Railways on Industries was twofold : ‘1it led to the ruin
<')f ancient industries and-it also led to the wrowth of modern
industries. - Railways carried the éheap machine-made goods from
the shores of London to the interjor villages and ruined the already
broken up cottage industries. The laissez faire pohcy pursued in
India prevented the adoption of any tariffs. The Railway rates
policy was regulated in such a way so that the British manufactured
goods 5:0.u1d penetrate into the villages cheaper than the movement
- of indégenous goods. Railways, however, before independence,

. could not directly help industrialisation of India by setting up huge

factories and workshops for the manufacture of locomotives,
loc'omotive parts, coaches, and other rolling stock and railway stores
Raijlway expansinon went with State guarantees and State-backing.
but the ancillary and necessary heavy and basic industries like Iron
and Steel etc, could not be expanded propérly due to opposition from
English industrialists. } It is pointed out, “It should be emphasised,
however, that the policy pursued was one of trial of State under-
takings ; it did not go beycnd that. India’s policy stood in sharp
contrast with the policy which Japan pursued in the Meiji era,
Public investment in these and other inaustril undertakings was on a
small scale and whenever the necessity of increased public investment
became irpperative, the State was extremely cautious.””®! Attempts
for iron production in the State sector have been made in spite of
opposition from British industrialist class in 1860-61 ( The Burwai
Iron works ), in 1876 ( Kumaon Iron works 9, in 1882 (Bérakar
Iron works ) The necessity of fuel for Railways also led to the
working of coal mines both in the private and the public sector
though to a very limited extent,®*®

31. Dr. Sunil Kumar Sen, Industrial Policy and Development, P 105,
32, ¢*The Warora mine sltuatgd at Chanda in the Central Provinces was opened
in 1871, and it was the first coal mine to be worked by the State...Nearly the whole
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Railways also contributed much to the development of commerce-
and trade in India since the middle of the nineteenth century, In
the pre-railway period, in spite of British market for cotion, for
example, adequate supplies could not be shipped from India for
-want of transport. 32 :

In 1854, directly after the close of the East India Company’s.
operation, the volume of the whole foreign trade of India, for
example, was no more than Rs. 14°34 crores. The advent of railways.
helped the movement of goods in and out of the country. With the
railway stations came bazars, which developed into thriving towns.
and construction of roads and feeder lines acquired new stimulus.
In Bombay, for instance, during the ten years 1855-1864, the value
of imports trebled and that of exports quadrupled. Factories.
for cleaning cotton sprang up, steam presses for pressing and packing.
bales were put up and the foundations were thus laid for development
of the giant textile industry of Bombay. Famines were handled,
the tendency towards regional equalisation of prices appeared to
assert itself. Mr. Buchanan writes, ‘Besides facilitating military and
. governmental operations, railways also made possible for the first
time the formation of contracts and relationships’—social, cultural,
political and economic. Money economy spread with amazing.
rapidity, especially in rents and wages. - The farmer raised a specia-
lised crop which was sold to London and brought the Manchester and
Birmingham goods in his railway town for cash. Instead of giving
grain to families of workers for their customary services at certain
seasons of the year, the land owning rich fa;mers ‘began to hire:

output was taken by the great Indian Peninsular Railway. From January, 1884, coal
was sold to the great Indian Peninsula Railway at the reduced rate of Rs, 4-8.0 per

ton, so that by 1889 the reductions benefited the Railways to the extent' of’

Rs. 2,14,000.”

33. Captain Wingate teports:that (Fifth report from Select Committee on Indian
Territories) : “Berar has produced this year the finest cotton crop we have seen for
many years, if ever ; the quality of much of its superior to the best Broach, and the
cultivation of such cotton can be almost indefinitely increased in that province
but to what purpose so long as it canmot be conveyed to the coast, where alone it can

be converted into money §  Much of the crop will not be despatched owing to the-
difficulties of transport over the wretched bullock tracks, which alone are available-

for over three-fourths of the journey to Bombay.”
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labourers for wages. Freeq for long periods and able to remain
away permanently if they liked, these customary labourers began
trailing away to seek wages in the building of railways and canals,
the mining of coal or the working of new Indian factories. The
armour of the isolated, self.sufficient village was pierced’ by steel
rail, and its life blood ebbed away. In some fields, such as land
ownership and tenancy, the blow to the village economy came
from the new English laws, but in the main it came because the
railways ‘made exchange and competition economical 3¢

10. A short note on the Guarantee System

It was R. M. Stephenson who first put forward the idea that the
Government must underwrite the rail projects. In the long debate on
the question of British investment for railways in India this guarantee
issue remgined the central focus until the support of very powerful
cconomic and political interests in Britain won. The guaranteed-
interest railway contract, was an outstanding instance of ‘private
enterprise at public risk.’ Bright, Cobden, Baron Rothschild and,
of course, the Lancashire merchants and manufacturers were among
the supporters of the demand for this guarantee. The now familiar
debate on the relative merits of public and private enterprise figured

‘Prominently in the struggle for the guarantee, when it was proposed

that the government should construct the railways., The spokeman
for the railways pleaded the superiority of private initiative angd
urged the need for putting the people into possession of a principle
Qf association, a matter of extreme importance in India where ‘the
energy of individual thought has long been cramped by submission to
despotic governments.” The opponent of public enterprise had one
unanswerable argument : the miserable record by the East Indija
Company in the field of public works to which it had devoted 1less
than one per cent of its revenue. Any further evidence was in fact
hardly necessary for condemning the Company’s entire econorhic
policy in India.

The old guarantee system expresses also the culmination of a long
process of struggle of the ‘new investors® fighting the .monopoly of
the plunder of India by the shareholders of the East Indja Company.

Hungry British investors fought for the spoils through this guarantee
Zlungry British ivest .

34¢.  Indian BRailways : One Hundred Tears, 1853-1953, p, 148,
11
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The contracts with the G. I. P. and E. I. R, provided for the payment
by the E.I. Company of 5% interest on the capital of each
railway for period of 99 years and the grant of land on 99 years’ lease
at no cost to the railways, Elaborate provision for Government
control and eventual acquisition of the railways by the Government
without compensation were included in the contract. The net results
were best summed up in the following words : ¢ ... The interests of
the railway companies and the private investors in them were far
from being unprotected, The key provisions in the contract for gov-
ernmental supervision of the railway companies were more than
counterbalanced by other provisions inserted in the interest of the

companies......Clause No. 16 virtually compelled the East India

Company to pay 5 per cent with no questions asked, on all capital
deposited with it by the railways.” '

This system, however, proved to be a great drain on the resources
of the State and a burden on the tax-payer in India. The companies
were unable to earn their interest. The government had to make
good the deficiency, and the deficit on railway budget amounted to
Rs. 1,66,50,000 by 1859. Such drain on tax-payers’ money was due
to the extravagance of the companies who had no .incentive in cons-
truction. \R. C. Dutt wrote on the old guarantee system as follows :
‘Railway operations were commenced in India under an arrangement,
calculated to lead to extravagance, and not calculated to secure the
comfort of passenger,’)Lord Lawrence in his Minute in 1867 strongly
condemned the system. Acworth Railway Committee considered
that the formation of English domiciled companies was the only course
at that time due to the shyness of Indian capital and special attrac-
tions to British capital was necessary. But William Thronton speci-
fically noted before & Parliamentary Committee, that ‘considering how
this country (England) is always growing in wealth, and what an
immense amount of capital is seeking investment which it cannot find
in England, and goes to South America and other countries abroad I
cannot conceive that it would persistently have neglected India.” The
contention that the rate of interest actually guaranteed was needlessly
high is strengthened by the later experience of the government when
they were able with no difficulty, to enter into contracts on terms
much less favourable to the companies in respect of the guaranteed
rate of interest and other concessions. '
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11. The Sigpificance of the Guarantee : The Private
Enterprise at Publie Risk

The .ﬁnal question that may be posed about the guaranteed interest
failway contract : what kind of private enterprise did it propose to
introduce into India 9 At the outset of the struggle for guarantee
the companies asked for guaranteed profit. What they actually got
was much better than that, it was an absolute guarantee of interest,
The guaranteed profit would have put the companies under an obliga-
tion to economise and for proper management. The guaranteed
interest, on'the other hand, gave an incentive to spend any amount
of capital which might be raised in London.] The alternative to
guarantee was government ownership which was opposéd by these
promoters mainly on two grounds: the record of the East India
‘Company of spending in the field of public works was too poor, and,

. the value of private enterprise. ‘Private enterprise was associated

with laissez faire among the battle-cries of the Manchester School,
Whic_:h scored its greatest victory in 1846 with the repeal of Comn
Laws. Private enterprise in India, it was held, could not help but
wither away that greatest of all obstacles to the modern economic
development of India, that aged incubus, the East India company,’ss

The private enterprise, that risk-bearing adventurer, the innovator,
the captain of industry, and the fighter for freedom was always pic-
tured to be in classical economic theories as an honourable believer
in self help. 1In reality, however, the guaranteed contract smacked of
old mercantilist protectionism under the favour of the State, ‘From
the start the E. I, R. and the G. I. P. were to be shored up by a
guarantee of 5 per cent interest, that is, a mostimpressive Sovernmental
subvention. Neverthelgss all of the profit was to be ‘private’, and if
that failed to materialise, the railway entrepreneurs avere to be at
liberty to withdraw, leaving the State to hold the unprofitable baby,
In short, the enterprise was called private but the risk was made
public,’se

This is rather highly significant that the manufacturers and mem-
bers of the Parliament from Manchester, the centre of laissez faire
agitation, were the leading advocates of state-intervention to under-

85. Daniel Thorner, Tnvestment in Empire, p. 176.
86. D. Thorner, op. cit, p. 178.
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write railways for India, The agitation for private enterprise was
simultaneously carried on with similar zeal for governmental aid.
This apparent paradox lends force to the contention of J. Bartle
Brebner that laissez faire in mid-nineteenth century Britain was essen-
tially 2 myth—in the sense of ‘a slogan or war-cry employed by new
forms of enterprise in their politico-economical war against the landed
oligarchy’. The new industrial entrepreneurs, Brebner argues, keenly
‘wanted new freedoms, but also new services, and extracted both from
the state.” The kind of enterprise promoted under the guaranteed-
interest system was at least as much public as private—and the
‘private enterprise’ being campaigned for was at least half mythical®”.
But, as Brebner observes, myths (or semi-myths) can be powerful
and to the promoters and shareholders of the E. I R. and G. L. P.
their enterprise was real, it was ‘private’, and, for them, it eventually
proved quite profitable.

The agitation for the guarantee was not a part of any ‘dogma’ or
theorising ; the promoters made it ‘the cardinal consideration of their
pecuniary strategy because it promised to make them financially
invulnerable.” Their success in getting the Suarantee signified politi-
cally that the interests backing railways for India had been strong
enough to impose their will on the East India company and the
British cabinet. { The launching of railways for India truly constituted,
in Leland Jenk’s words, one of those ‘memorable episodes in which
arts of political manipulation gave aid to the craft of enter-

prise.’]
\/12. Railways versus Irrigation

During the thirties and forties of the last century when Railways
for India were being proposed in Manchester and London, a school
of opinion prevailed in India who preferred inland navigation for
India and not the railways. As early as 1828, H. T. Prinsep, then
secretary, submitted an interesting note on the subject in which he

37. The Glasgow Chamber of Commerce and ' Manufacturers used an expression
that was both apt and candid when it referred in 1847 te the proposed Indian rail-

way set up as “copartnery” of government and business, Horace Bell, in his impor-
tant work on Railway Policy in India, described mid-nineteenth century policy as
sone Of encouraging so-called “private enterprise’.. .? D. Thorner, op. ¢it., p. 132
L

-
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made a comparative estimate of canals and railways. The cost being
the same the rajlways might pay higher return, though the indirect
effects of canal in improving agriculture would be much larger. This
discussion did not proceed further asthe railways won the debate.
The coniroversy, however, went on throughout the nineteenth century.

Sir Arthur Cotton the architect of the magnificent Kaveri and
Godavari works, was one of the few men of his time who saw the
great need of canals in India both for irrigation and for transit. He
stated his conviction before the parliamentary committee :

“...What India wants is water carriage; that the railways have

“completely failed ; they cannot carry at the price required ; they can-

not carry the quantities ; and they cost the country millions a year,
and increasing, to support them. That steam-boat canals would not
have cost more than one-eigth that of the railways ; would carry any
quantities at nominal prices and at any speed ; would require no
support from the Treasury ; and would be combined with irrigation.”
Two other eminent administrators, Charles Trevelyan and Lord
Lawrencé also recognised the importance of irrigation works for
India. “‘Irrigation is everything in India,” said Sir Charles Treve-
lyan, “water is ‘more valuable than land, because when water is
applied to land it increases its productiveness at least sixfold, and
generally a great deal more...”

Such was his passion for irrigation that an English member of
Parliament remarked that he must have water on the brain. Inspired
by a vision of grandiose network of canals linking the great river
valleys, Sir Arthur Cotton went to England to obtain Parliamentary
sanction for the enterprise, but he failed in his mission although his
cause was strengthened by the eloquence of John Brlght, the best
orator of England at that time. Cotton’s plans were described as
‘shadowy and too speculative in character’, and a member of the
Secretary of State’s council who denounced them ‘invented a range of
mountains in order to make it impossible for a canal to be carried
across the lower part of central India.’®® The Select Committee of
1878, which nullified Cotton’s schemes failed to note that conditions
which brought about the decline of canals in England were not
present in India. In a memorandum which he prepared in 1879 on

38. Lady Hope, General Sir Arthur Cotton, p. 211,
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the report of the Select Committee of the House of Commons on
Public works in India Sir Arthur Cotton observed : “The Godavari
navigation was carried on at a cost of three quarters of a million
in twenty five years, and was stopped entirely when it wanted
some £ 20,000 to complete the second barrier works, which would
have finished the first part of the project opening 400 miles of

navigation and bringing some ten millions of people within reach

of the markets of the world. At this very time the then Secretary
of State spent half a million on sixty miles of branch railways in
the most out-of-the-way part of Central India merely to carry
coals and cotton, the returns on which were last year £ 8500 or
1'7 per cent. So wtih Orissa canal to connect the whole populous
delta and the Mahanadi valley with Calcutta.” Cotton has been
vindicated by history ; Just a year after his proposals were turned
down, the Famine commlsglon of 1880 declared that among the
measures that would be necessary to protect India from famine, the
first place should be assigned to irrigation works.

At the closing years of the nineteenth century and the early years

of the twentieth, the irrigation and the inland navigation policies of

_the Government of India was sharply criticized by leaders such as
Gokhale and R. C. Dutt. Their point was that irrigation helped the

people more than the railways, and that the Government ought to

have spent much more on dams and canals, The British point of view -

on the controversy is summed up by Dr. Vera Anstey, “There is a
natural limit beyond which without far reaching changes in knowledge
and skill irrigation cannot profitably be carried.” This view presumes
that such a limit had already been reached for the country asa whole
at this time. The recurring famines point out that such a limit was
far off. A small increase in the expenditure on irrigation would, in
some places, have brought much additional benefit to the people.

LR. C. Dutt who took a leadiig part in it showed how, by 1902,
only about 38 crores had been spent by the government on irrigation
as against 370 crores on railways. This disparity appeared more
objectionable, as Mr. Dutt has shown, on account of the railways
being a losing concern and a burden on the tax payers on the one
hand ; and in view of the intensity of the famines at the close of the
last century, on the other. Dutt argued that under the influence of
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capitalists, speculators and manufacturers in England, pressure was
brought to bear upon the government unduly to hasten railway cons-
truction with a guarantee system. Furthermore, Dutt showed that
the undus hastening of railway construction accelerated the decline
of indigenous industries and led to the congestion in agriculture, thus

‘practically defeating the object of the protective railways, namely to

reduce the severity of famines. The Government of India, like a true
bania, calculated its relative earnings from investment in railways and
irrigation. But they forgot that strictly commercial considerations

of profit and loss are out of place here and the question should have

been looked at from the broader point of view. Prof, Gadgil has put
it : ‘In estimating the financial soundness of an irrigation scheme,
account should be taken not only of the revenue directly attributable
to the work in question, but also of the additional revenue indirectly

accruing to Government, as a result of the i increase in the wealth of -

the population.’

The economic effects of extravagance on railways and neglect of
irrigation were severe in India. Dutt writes :  ‘Railways helped the
distribution of food supply in times of famine, but did not add to
that supply. It was irrigation works which added to production
and secured crops in years of drought. Hindu and Mohamedan
rulers had therefore paid the greatest attention to irrigation works.
But the British pation, more familiar with railways than with canals
in their own country, did not adequately realise the supreme impor-
tance of irrigation works in India : and did not extend them with
the eagerness with which railway lines were multiplied.’s

In financial terms, railways have brought good return in twentieth
century, no doubt. This makes it difficult to appreciate the
nineteenth century criticism of the railways. In England, the agrarian
revolution took place earlier than the industrial and the transport
revolution. Here in India, railways preceded both. This shift
from the normal pattern was due to India’s colonial status, where
national economic development was not the dominant plank of
Government’s policy and also the specific historical situation in
which British capital migration was the dominating trend.

That the deviation from the ‘normal’ took place can be shown
by innumerable sources. In a letter to the Select Committee of

v
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1878 Colonel Fischer pointed out that, whereas the districts of the
Madras Presidency, through which railways ran, lost, during the
current famine, over 85 per cent of their revenues and two-thirds of
the population, the Godavari district, thanks to its canals, paid
double the revenues it had ever yielded in the most prosperous years
and carried on a trade which was fortyfold in - value to what it had
been before the district was irrigated. Another observer reported,
‘Taking this century and considering the period! from 1800 to 1860
as a pre-railway era ( though railways were begun in 1848 } there
were 13 famines in those years and a ‘probable loss of life of
4,000,00C or 5,000,000...In the Railway era from 1861 to 1878 the

loss was 11,871,420, It might have been shown that, in districts -

which could be named, in which there are railways, a fourth of the
population died from famine and famine-occassioned disease in two
years, and the cultivated area decreased dy one quarter.’®®

An interesting historical point emerg.es out of this discussion.
Had there been no railways and only canals with navigation and
irrigation facilities, what course could the Indian economic
development take ? But this must be considered an idle speculation,
in as much as, the course of economic growth in imperial England,
by its own necessity, would have deiermined the course of events in
the colonial economy. During the middle of the last century, England
needed raw materials and markets and she had large investible funds,
Had there been no other colonies or scurces of raw materials for
British industries, the Indian fields would have been better irrigated
for increasing the food crops and commercial crops needed in
England. The American and Egyptian cotton, the Canadian wheat—
all were avzilable for England, and the historical need for irrigating
Indian soil was thus absent. The problem was of rapidly vanishing
investment opportunities at home for the large volume of accumulas
ted capital. The funds must be invested to ‘prepare’ the colony
for the imperial country. The opposition of English manufacturers
checked the establishment of manufacturing units here in India.
Theoretically speaking, the exodus of capital from England was
also an ecnnomic necessity, as it helped to maintain a low organic

39. Horace Bell, quoted in “Railways in India”, an article in the Modern
Review, June, 1909.
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-composition of capital in England and consequently a higher rate
of profit. The exodus of capital became, therefore a necessity par
excellence to halt the tendency of a falling rate of profit under
developed capitalism.

13. Famines in India

Famines have been knownto India for. time immemorial.
During the Hindu period, famines must have occured, though records
are not available to give us any details about them.4® The testimony
of foreign travellers also show that these were exceptional
occurrences. ¢ *

During the Muslim pericd several famines visited the country,
four of them being very severe. The first was in 1343 during the
reign of Mohammed Tughlak. Dui‘ing the reign of Akbar, there
was a terrific famine which ranged all over the country for three or
four years. Under Shah Jehan, one of the greatest famines ever
recorded in - history visited India. _Another famine followed during
the time of Aurangzib.

During the rule of the East India Company, ( the 1901 Famine
Commission Report points out that } ‘India suffered, in one part or
-another, from twelve famines and four severe®scarcities.” The most
important of these famines can be easily charted. The undisguised
Plunder by the company and its officials, the Diwani grant to the
Company in 1765, the uncertain land tenure systems and auction-
eering of land settlements, the forcible collection of land-revenue at
increasing rate, the exportation of goods and specie in large
‘quantities from Bengal, the Bengal wealth spent for the expansion
of British Empire in North and South, all combined to generate
this famine of 1770. James Mill wrote of this famine, ‘by which

40. When Famines did occur adequate relief measures were undertaken by the

-Btate. Kautilya, in Ar¢hasastra mentions the following among other remedial and

relief measures : (i) remission of taxes., (ii) emigration, (iii) the granting of
money and grain from State funds, (iv) construction of artifical lakes, tanks, wells,

-etc. and (v) the import Qi grain from other places BK 4 ; chapter 3.

41. Megasthenes saYé ‘“‘Famine has never visited India and there has never

.been a general scarcity in the supply of nourishing food” (MGGrlndle, Ancient

India as described by Megasthenes & Arrian).
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more than a third of the inhabitants of Bengal were computed to
have been destroyed’. The price of common price rose from 40 seers

a rupee to 3% seers.*? .

In Madras, 1781 and 1782 were the years of severe scarcify, and
in 1784 a severe famine devasted the whole of India. A drought in
Madras and Hyderabad in 1791 was followed by the ‘skull famine’
of 1792. It was on this occasion that relief works were first opened
by the Madras Government for the support of the famine-stricken.
‘In 1802-03, a failure of rains led to famine in Bombay and scarcity in
Madras, which were followed in the next year by a bigger famine in
the North.-Western provinces and Oudh.. In 1806-07, there was a
severe scarcity in some districts of Madras. The next great famine
was that of 1833, known as the ‘Guntur Famine’ which affected the
Northern districts of Madras, and parts of the Southern Mahratta
country and of Mysore and Hyderabad. Out of 500,000 people in
Guntur 200,000 died. In 1854, a severe famine visited the limited
area in Northern Madras.

Since the transfer of administration of India from the Company to
Crown there have been ten important famines, and also a large num-
ber of severe scarcities. It started with 1860-61, the main area affected
being that between Dellii and Agra. A drought in the previous yeaf
was followed in 1866 by a severe famine, known as ‘Orissa Famine.”
It was estimated that about a million persons died in Orissa alone. A
year had hardly elapsed before Northern and Central India was
visited by omne of the most widespread and grievous famines on
record. The next great famine was in Behar in 1874, A far more

49. 'W.W. Hunter in his 4dnnals of Rural Bengal (vol. I, pp 26-27) describes the
famine as follows : “All through the stifling summer of 1770 the people went on
dying. The husbandmen sold their cattle ; they sold their implements of agricul-
fure, they devoured their seed grains; they sold their sons and daughters till at
length no buyer of children could be found, they ate the leaves of trees and the
grass of the field ; and in June 1770 the Resident of the Durbar affirmed that the
1iving were feeding on the dead...At Moorshedabad...the streets were blocked up
with promiscuous heaps of the dying and the dead...Even the dogs aud jackals, the
public scavengers of the HFast, became unable so accomplfsh their revolting work
and the multitude of mangled and festering corpses at length threatened the exis-
tence of citizens.”
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terrible famine visited Madras only three years later.4® In respect of
the area and the population affected, as well as the duration and the
intensity of the distress, this great famine of 1877 was the most
grievous°calamity experienced since the beginning of the nineteenth
century.**

Between 1878 and 1896, there were two famines and five scar-
cities, all of them of a more or less local character. The great famine
of 1896-97 affected almost every province, though in varying degrees
of intensity, the population affected being estimated at 34 millions.
Following closely upon this came another calamity of the severest
type, namely, the famine of 1899-1900. A large number of famines.
and scarcities of a local character occurred between 1901 and 1941,
those of 1906-07 and 1907-08 being the most important. The Ilast
important famine under the British rule was, of course, the Bengal
famine of 1943. War.generated inflation, hoarding and speculation
increased, profiteers took the opportunity. The famine was thus a
rpan-made one, the like of which has rarely been witnessed anywhere-
inthe world.

Before the introduction of railways in the mid-nineteenth century,
famines were mostly a lack of food as well as a lack of employment.
In Rajputana famine, too, people had to go without tfood even though
tﬁey had the means to buy it. It was mainly regional maldistribution
due to lack of communications. In the words of Baird Smith, who
dealt with the famine of 186061 in North-West Provinces, the practi-
cal question was then ‘not so much how to get good, as how to get

43. Never within the memory of living men, never within the present century,

- has there been destruction of life so terrible and so great as in the Madras famine

of 1877. And when atlast that great calamity ‘had subsided and a census was.
taken, it was found that over five million of people had been swept away. & popu-
Iation of Ireland had disappeared under the desolating breath of the famine of
18777 R. C. Dutt, Paper on Famines in India, Fortnightly Review, 1897, pub-
lished in Speeches and Papers on Indian Questions.

44, The Government refused to recognise their responsibility for saving human
lives, and declared with cynical calmness that “the task of saving life; irrespective
of cost, is one which is beyond their power to undertake, and that in the interests.
of the distressed population itself, as well as of the taxpayers generally, the Govern-
ment of India was bound to adopt precaution against indolence or imposition.”

Report of the Famine Commission. 1901
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the starving people to the food or the food to them in the cheapest
and the most expeditious way possible,” The decade 1860-70 saw a
change in the nature of Indian famines, Henceforth, the Indian famine
meant no longer only a serious lack of food, but scarcity pri::es and
a universal lack of employment. The miseries of the people were
also aggravated by the fact that a very usual feature of the famines in
India was the complete lack of fodder.

The first and the most apparent effect of the famines was on the
rate of increase in population. Famines reduced this rate ; the lack
of sufficient food checked the birthrate during the years of scarcity
and people were easy victims of the epidemics of fever, cholera, etc.
which were the invariable companions of famines in India. (ii) Yet
another effect of famines, which was more disastrous to the prosperity
of India, was the setback to agricultural improvement. Inevitability
of famines led to non-improvement by cultivator of his land and cattle.
Cultivator’s capital consisted of his pair of bullocks and famines
generally eroded his capital first, not the Zemindar’s land, (iii) The
study of agriculture in the famine-stricken areas has shown that two
of the most immediate effects of these famines in the domain of agri-
culture were : (a) the decline in the double-cropped area, and (b) the
displacement of the industrial crops and the export-crops by food-
grains. (iv) The famines also severelly affected village industries as
the markets for the products of the artisans consisted of agriculturists.
Famines led to trade-depression all around but the most hard hit were
the hand-spinning and hand-weaving. Asthe Famine Commission (1380)
showed that of all classes the weaver came the earliest for relief. The
Famine Commission (1896) describes the effects of famines : ‘In the
absence of extraneous aid, many weavers are obliged under the stress
of the famine to fall off from their own trade ; and of those a consi-
dérable number never return to it, but sink into and swell the ranks
of ordinary labourers.’

But the most important effects of famines were those which have
affected the structural patterns of our economy, creating the basis for
far-reaching changes in future. During famine time the rural popula-~
tion went out of work ; indeed, an Indian famine might be described
as a time of national unemployment, Having no work in the field,
the village population went to the towns for employment. A portion
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settled there and thus, indirectly, the urbanisation was encouraged.
The absentee landlordism was also due to famines in the villages. The
growth of towns and the town-population both were largely affected
by the successive waves of famines in India. The creation of a class
of rural proletariat, i.e. the landless labouring class, was also the
result of famines, and it simultaneously revealed the dispossession of
the old peasant proprictors. The British had given rights of free
transfer and absolute ownership—especially in the ryotwari tracts—to
the cultivators. The land became a commodity, mortgageable and
saleable. The money-lenders could now cover their risk of lending
more easily., Again the judicial system which had been adopted gave

.. the money-lender a great power over his debtor. Largescale transfers
occurred and concentration of ownership of land in the hands of the
non-cultivator class increased.

The recurrence of famines in India was discussed by the econo-
mists and historians of the late nineteenth and early twentieth century.
The economists attributed their severity to the different policies adop-
ted by the Government. They referred to the huge economic drain
under the British rule whickh led to the arrest and decay of Indian

* industrial growth. It broke up the self-sufficient village economic set

up and led to imbalance in the occupation structure through increas-
ing ruralisation and disguised unemployment. Secondly, this rural
population was drained off their savings through increasing land
revenue and strict collection measures imposed from above. The
" margin of profit left to the cultivators could never increase, as at each
successive revenue settlement the land tax was raised. R. C. Dutt
pointed out that the absence of permanent settlement thus led to
recurring famines in the temporary settlement area, ‘the absence of
permanent settlement operates as discouragement to improvement, the
fixity of tenure more than any other measure will enable them and
their tenants to resist famine.” Thirdly, the neglect of irrigation led
to famines. R. C.Dutt wrote, ‘Railways helped the digtribution of
food supply in times of famine, but did not add to that supply.
It was irrigation works which added to production and secured
crops in years of drought” Up to the end of the nineteenth
century, he pointed out that, while two, hundred million pounds
have been spent on railways, only twenty million pounds have
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been spent on irrigation works. Fourthly, the nineteenth century
writers also pointed out to the increasing government expenditure
in wars of imperial expansion which were conipletely unproductive
form the standpoint of the Indian people. These wars and other
‘Home Charges’ led to the corresponding growth of taxation
impoverishing the people.4®* And laStly, as the. successive Famine
Commissions have pointed out, - the absence of industries and
complete reliance on unproductive agriculture were the maia cause of
famines. The absence of secondary and tertiary sectors led to an
imbalance in the economy making it highly susceptible to famines.

Several other writers pointed out some other surface factors as
the causes of famines.“® About the stock argument that increase in
population is the root cause of famines ( put forward by Mrs. Vera
Anstey ), no better analysis than R. C. Dutt can be put forward :
...‘much has been said of the increase of population in India. But
India is not the only country in which population increases. The
population of the British islands was twenty-five millions when Queen
ascended the throne, it is now forty millions, not counting ten
millions more who have found homes beyond the seas. The
‘population of India, excluding annexations, has not increased at

¢

45. “Forty years ago, when India passed under the direct rule of the Crown, a
pledge was given that the cost of wars outside India would ot be charged to India,
within the period of forty years the limits of England’s Asiatic Empire ( miscalled
India ) have been extended to the frontiers of China in the east and have been
pushed forward into Afghanistan, Beluchistan, and Tartary in the west; and the
.cost of these outside extensions has been charged to India. And within this period
the expenses of India have so enorimously increased that every responsible Indian
statesman has been filled with anxiety, and every method of taxation, bearing
more and more severely on the people, has been tried, with poor and ghastly results.
We seem to be coming back in despair to taxes which every civilised country has
discarded. A scheme %o reimpose tolls on roads and to levy tax on every marriage
is now under the consideration of the Bengal Government.” R. C. Dutt, Famires
in India, Speeches & Papers on Indian Questions, p. 10.

46. “R.'C. Dutt suggested that the heaviness of land revenue assessment was
one of the most important causes of the famines which visited the country during

the last century, especially towards its close. Asto the connexion between land
revenue and famines...we hold that land revenue can only be regarded as a minor
cause of famines, as it is for rural indebtedness.” Jathar & Berl, Indian Economics
Vol. I, (1949 Edn.) p. 390.

s
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half this rate. On the other hand, trade and commerce have
increased in India, railways and canals have been opened, wastes
have been brought under cultivation, and the resources of the country
have been developed during these sixty years. The increase of

DPopulation has not been greater than the increase in cultivation.

The increase \_in population, affords no explanation, therefore, for the
recurring famines of India.’

Let us have done with such generalisations, and go to the root
of the matter. Let us, or those of us who can do so, mark the
condition of Indian cultivator in his home, and find out what cause
impoverish him and make him unable to save, The reason is not a
want of frugality, or of sobriety, or of prudence. The Indian peasant
is the most sober, the most frugal, and the most prudent peasant on
the face of the earth. The reason is, that at each settlement the rent
payable by him is increased, and his capacity to save is decreased,
The reason is that, with no savings of his own, he goes to the money

lender under every pressure and our civil courts, with their hard-and-

fast rules, only cast him deeper into the meshes of money-lender.
The reason is that in every petty dispute, civil and criminal, he is
compelled to have recourse to distant and expensive law-courts.
The reason is that he has to pay many taxes in order to maintain
England’s Empire in Asia.’

14. Potentiality of Industrial Revolution in the British India

The De-industrialisation debate has come to the forefront due to
another debate, closely connected with it, The nationalists point
out that during the late eighteenth century India was on threshold
of an ‘industrial revolution’. The British industrial revolution was
built with capital accumulated from Indian plunder, and colonisation
of India put a brake on the wheels of history. The Indian economy
rolled backwards in history, could not enter into the phase of
industrial revolution which was knocking at the door. The 'imph'ed
thesis is, had there been no colonisation India would have experienced
the course of industrial growth before England could even conceive.
De-industrialisation appears to be more tragic as because it destroyed
not only what India had, but also what she could had been. By des-
troying the then present, de-industrialisation destroyed the future also,

‘the future which was very rapidly becoming a reality at that time,
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Though most historians will agree that there wasde-industrialisation
due to the British, not all will agree that there was a high potential
of industrial growth during the period. Irfan Habib*?, V. I, Pavlov+s,

A. L Chicherov*® have rejected the idea of the potential for capitalist.

development in pre-British Indian society. On the other hand,
Rajani Palme Dutt®°, M. N. Roy®!, Paul Baran®% and A. R. Desai®®,
have held the opposite view, According to the latter view the Mughal
Empire had started disintegrating very rapidly in the eighteenth
century, and on the ruins of the Mughal Empire the British colonia-
lists succeeded in laying the foundation of an empire of a new type 54
This distorted the potential developments towards ‘Capitalism’,
because Indian society was by that time quite ready for bursting
through the fetters of feudal agrarian system.

The historians who subscribe to the view that industrial revolution
imminent during the pre-British rule point out to three factors,
(a) extent of commodity production ; (b) prevalence of wage labour ;
and (¢) increased monetisation of the economy as sure signs of
capitalist embryo within the womb of feudalism. These theorists of
the transition from feudalism to capitalism reduce it to commodity
production. .

Recent historians on the other hand point out that the economic
categories no doubt provide the basis, but it is the nature of class
struggle arising out of particular class alignment that gives decisive
twist to the destiny of a society. Therefore, the main issue is the level
of maturity of class relations in India on the eve of British colonial

47. Irafan Habib, ‘Potentialities of Capitalist D_ew"elopme:ﬁo in the Economy of
Mughal India. Brquiry, New Series, Vo!l. III, No. 3, 1971.

48. V. I Pavlov, The Indian Capitalist Class, pp 41-42. and Hisforical Premises.

for India’s Development.
49. A. T Chicherov, Economic Development in the 16-18th Century p. 236.
50. Rajani Palme Dutt, Tndia Today, pp. 95-6.
51. M. N. Roy, India in Transition p. 90.
52. Paul Baran, Political Economy of Growth. pp. 179—180.
53. A. R. Desai, Social Background of Indian Nationalism, p. 16.
54. Satish Chandra, Parties and Politics at the Mughal Court, 1707—1740,

P xvii
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enslavement which could have brought about changes in the feudal
production relations for ushering industrial revolution, 55

Recent writings point out severe backward features of Indian
economy for which such maturity did not develop. (i) First, “the
structural pattern of pre-British India contained, alongside the
dominant feudal structure comsiderable residue of clan and tribal
relations. In a number of regions the structure was patterned by
tribes and clans. (#) Secondly, eightesnth century India did not
have a class or a large social group ‘equipped’ with an ideology that
combined the vital aspirations of the nascent bourgeois - class.
Neither of the two great religions (Hinduism and Muslim) passed
through a reformation movement as experienced by Christianity.5¢

(i) "Thirdly, the agricultural surplus was mostly appropriated
by the Mughal ruling class and their relatives,®?:

{v) The village community system was described in the works
of Marx as “the self-maintaining unity of agriculture and craits
manufacture.®® Such unity of handicrafts and agriculture within
each community made it possible to contain within it all the conditions
of its reproduction.

55.  Saibal Gupta, Potentialities of Industrial Revolution of British India.
EP.W M?rch 1, 1980

-56. R. Ulyanovsky and V. Pavlov, 4sian Dilemma pp. 25-96.

57. “The redistribution of rent under the control of the Zamindar landed estates
tended to prolong the historical being of the socially conservative and economi-
cally parasitic' elements of India’s society, of all the retainers, the countless
‘relatives’, priests, big and small tax collectors, watchmenjand guards. In the areas
under the Permanent Settlement there was no disbandment of the feudal military
retinue, an important condition for primitive accumulation in the social and purely
financial sense. The countless idlers continued to consume the surplus-product
produced by the cultivators without feeling any (let alone imperative) need for a
leap from one (feudal) to another (capitalist) formation”” V.I. Pavlov, Historical
Premises for India’s Transtiion to Capitalism, Pp. 362-3.

53. “Bach of the places in the community’s division of labour was systematically
reproduced : the individual could not emancipate himself from the community or
from his predestined place in the division of labour. The absence of reproduction
and the rigid division of the labour within the communities, systematically excluded
the possibilities of change or development—except for purely quantitative changes
within existing social relations, the growth of communities or foundation of new

12
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The consumer demand in the villages was satisfied by crafismen
who did not break their ties with the community (potter and cobbler,
tailor and jeweller).®® Weavers were the only largeo group of
artisans who stood outside the village community (produced for out-
side markets), Since.they themselves made a part of thei; implements,
the volume of intersectoral division of labour with industrial
production itself was reduced.®®

(v) Fifthly, part of the value ‘created in the peas?nt household
in the form of traditional remuneration of the commumty c'raftsman
and payment of the artisan by the feudal lords was redistributed so
that the total value of the craflts article would merely enable the
artisan>and his family to maintain themselves and ensure at.least
simple reproduction. Such a situation stemmed from the relatlv.ely
low productivity of craft labour. It rendered extended repfoductlon
in industry exceedingly difficult and made impossi?le any w1des1-)rea}d
beginning of capitalism, for which as Marx stated, a s.teep rise in
the productivity of industrial labour as compared with that of
agricultural labour was needed,®*

communities. The unity of handierafts with agriculture and the social separation
within the community from one another gave Asiatic society a collular structi.m.nf—
each of the cells unaffected by the presence or absence of other cells'a'nd remam,l’ng
unaffected by the dissolution of any state which unites them at political levels.”—
Saibal Gupta,op. cit ,

59. Marg, for example assumed that the village communit‘ies “were ba.s.ed' 'on
domestic industry, in that peculiar combination of hand weaving, h’a:nd spinning
and hand-tilling agriculture which gave them self-supporting power. Marx a:nd
Engles, On Britain, ph 396-7.

60. R. Ulyanavsky and Pavlov,op. cit, P 82

61. K. Marx, ‘Theories of Surplus Value', Part II, Ph 109-10.

The question arises : what products ultimately compensated the 1a.b'our of the
arbisans ? Marx long ago gave us a model of exchange (like the Phy.smcrats). of
the agricultural product for the articles produced by these crafts. Even in the mid-
19th century, as he pointed out, archaic forms of relations between the feudals
and the artisans survived in the backward provinces of British Indi'ta,. “The Tnon-
agricultural labourers are employed by the magnates to whom a portion of ag‘rmul-
tural surplus in product is rendered in the shape of tribute or rent. Ongﬂ portion 'of
this product consumed by the magnates in kind, another is. convertetf for their

~use, by the labourers, into articles of luxury and such like things , while thg rest
forms the wages of the labourers, who own their implements of labour.” Katl Marx,
Capital, Vol T, P. 538.
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Sixthly, while the feudal strata acted as the chief clients
and consumers of the output of the crafts, the merchant capital
performed.the function of their agent. To this should be added the
important circumstance that in India, State feudal ownership of the
land also extended to urban lands.

Seventhly, the merchant capital was not directly connected with
production, it stood separate and distant, There was prosperous
foreign trade, strong mercantile guilds, developed money- economy,
and well-established ‘cash nexus’. “Yet,” as Max Weber rightly

observes, “modern capitalism did not develop indigenously before
English rule.”’e9

The guild power in India remained purely money power,
uansupported by any authority of political or military or social power.
It collapsed as soon as the king found it convenient to call in the
aid of priestly and feudal elements.®®

Eighthly, in western Europe, and especially in England, the
‘haute bourgeoisie’ who formed the uppermost rank in the class of
the bourgeoisie eventually became an obstacle to the further
development of “capitalism. In India too the ‘haute bourgeoisie of
pre-British period, who had accumulated enough capital, proved an
obstacle to the development of native capitalism, Earlier they had
been collaborating with feudal interests and later they started
collaborating with English, Dutch, and French companies. They
joined hands with Clive, the representative of English monopoly
mercantile company which was itself anti-Industrial Revolution
in its own mother country. Since then they sided -with British
imperialism in consolidating the gains of theé empire for the benefit
of industrial capital in England.

Ninthly, though considerable quantity of bullion flowed into
India during Mughal period, it was “swallowed ‘up,” and was not
available for productive enterprise and organisational expansion,
Bernier attributes the lack of productive investment to the feudal
and despotic political system of the country, The general practice
among all merchants was to keep money concealed, lest it should
—_—

62. Max Weber, The Religions of India, P. 4.

63. B. R. Misra, The Indian Middle class, P. 8.
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excite the capacity of the local governor or officer possessing
“inclination to deprive any man of the fruits of his industry.”
Feudal despotism in fact discouraged the circulation of precious
metals and withdrew wealth from productive undertaking.®*

Lastly, while the Indian technology or skill was definitely superior,
the direction or the use to which it was put was thoroughly
unproductive. It was not so in England. Instead of building
pyramids and cathedrals the commanders Qf social surplus in
that country chose to invest in ships, warehouses, raw materials,
mechanical devices, finished goods and such other ‘productive’
directions. The social surplus was thus converted into enlarged
productive capacity, This brought about Industrial Revolution.
Capital was mobile and productive in the west, here in India it was.
stagnant as also non-productive. The social surplus here was
squandered in building mosques, mausoleums, temples, palaces etc—
the typical investment pattern of Mughal India.

In India. it was even bad feudalism. A ‘good’ feudalism could
have invested in expanding irrigation works, but the State-landlordism.
and the ‘“Mansabdari’ type of rent collecting feudals did not put their
surplus any where near productive investment even in agriculture.
which fed them, not to speak of industry.

64. B. B. Misra, op. ¢it. P 25—6.

APPENDIX 1.
{ From Dobb : Studies ia the developm>3nt of Capitalism )

“But in "the ‘40’s and *50’s of the century there arrived on the
scene a novel activity which, in its absorption of capital and of capital
goods, surpassed in importance any previous type of investment expen-
diture, Even when we label these decades of the mid-nineteenth
century “the railway age’’, we often fail to appreciate to the full the
unique strategic importance which railway-building occupied in the
economic development of this period. Railways have the inestimable
advantage for capitalism of being enormously capital-absorbing; in
which respect they are only surpassed by the armaments of modern
warfare and scarcely equalled by modern urban building. This is not
to say that they were the only source of demand for iron at this
period...... But the 2000 miles of railway line opened in the United
Kingdom in 1847-8 must have absorbed nearly half a million tons of
iron for rails and chairs alone, or one quarter of the iron output of
that date ; and according to Tooke, railway expenditure ,gave employ-
ment to 300,000 “‘on and off the lines” in ths peak year. By 1860
some 10,000 miles of railway had been laid in Great Britain and
Northern Ireland : a figure which was to increase by half again

between 1860 and 1870.

Railway building at home was by nz means the whole of the story
of the importance of railways for investment and for heavy industry in
Britain. Although we generally have in mind the ‘80’s and the
decade prior to 1914 when we speak of capital export, it must not be
forgotten that foreign investment playad a far from negligible role in
the middie of the nineteenth century, Foreign investment at this
time chiefly took the farm of lending to governmeats, and not of
direct investment as was later to bz the case, But this foreign invest-
ment was ultimately directed to railway construution in a very large
maasure, and served the double function of providiag a profitable
outlet for capital and also stimulating the export of British capital
goods, Close on the hsels of the British railway boom of the ¢40’s
came continental railway building ; and following this there yawned
the even larger maw of American railroad coastruction. Batween
1850 and 1875 there was an average annual export of capital from -
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this country of £15 million, in addition to the reinvestment of the net
earnings on past investments, which by the 1870°s had attained a level
of £50 million. The *50’s witnessed a considera ble rise in the exports
of capital goods ; iron and .steel exports doubling in valuein ‘the first
three years of this decade and in the early ‘70’s reaching a level five
times that of 1850. Between 1856 and 1865 £35 million of railway iron
was shipped abroad, and between 1865 and 1875 £83 million : and
already by 1857 products of iron, copper and tin amounted to one-fifth
of British exports. Between 1857 and 1865 there was some shift of
British capital towards Indian railways and public works, and the iron
for Indian railways was almost exclusively supplied from "British
orders. Railway building in Russia and in America continued,
however, to create a strong demand for British railway iron in the
60’s : and although German railway building was more or less at
‘an end by 1875, Russian railway building only reached its peak in the
‘90’s, when some 16,000 miles of road were constructed, while
American building proceeded spasmodically into the last quarter of the
century, and in 1887, in a revived burst of activity, 13,000 miles of
track were built in the United States, indeed, over the whole period
of 1865 to 1895, American railway mileage multiplied four or five
times ; although as the century drew to a close an increasing propor-
tion of American railway equipment was supplied from American and
not from British sources. Taking U. S. A., Argentine, India, Canada
and Australasia together the lengh of railway track in these countries.
rose from about 62,000 miles in 1870 1o 262,000 miles in 1900 ; and
even in the seven years prior to 1914 British capitalists provided £600
million for railway construction in overseas countries —countries,,
incidentally, which were mainly concerned in the production of raw
materials and food stuffs.” '

APPENDIX 2.

Impact of Railways on Indian Economy
( From Marx : Notes on India )

“The ruling classes of Great Britain have had, till now but an
accidental, transitory and exceptional interest in the ‘progress of India.
The aristocracy wanted to conquer it, the moneyocracy to plunder it
and the millocracy to undexsell it. But now the tables are turned.
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The millocracy have discovered that the transformation of India into a
reproductive country has become of vital importance to them, and
that, to th.at end, it is necessary above all to gift her with means of
irrigation and of internal communication. They intend now drawing
a net of railroads over India, And they will do it, The results
must be inappreciable, ’

It is notorious that the productive powers of India are paralysed
by the utter want of means for conveyance’and exchanging its various
produce...... The introduction of railroads may be easily made to
subserve agricultural purposes.....Railways will afford the means of
diminishing the amount and the cost of the military establishments ..

We know that the municipal organisation and the economical basis
of the village communities has been broken up, but their worst
feature, the dissolution of society into stereotyped and disconnected
atoms, has survived their vitality. The village isolation produced the
absence of roads in India and the absence of roads perpetuated the
village isolation, On this plan a community existed with a given scale
of low conveniences, almost without intercourse with other villages,
without the desire and efforts indispensable to social advance. The
British having broken up this self-sufficient inertia of the villages will
provide the new want of communication and intercourse

I know that the English millocracy intend to endow India with
railways with the exclusive view of extracting at diminished expence
the cotton and other rawmaterials for their manufactures. Buat when
you have once introduced machinery into locomotion of a country,
which possesses iron and coal, you are unable to withhold it from its
fabrication....... The railway system will therefore become, in India,
truly the forerunner of modern industry. This is the more certain as
the Hindus are allowed by British authormes themselves to possess
particular aptitude for accomodatmg themselves to entirely new
labour, and acquiring the requisite knowledge of machinery.,.Modern
industry resulting from the railway system will dissolve the hereditary
divisions of labour, upon which rest the Indian castes, those decisive
impediments to Indian progress and Indian power.”
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Y}jmpire, Enterprise and Investment

““Colonies remain a vast system of outdoor relief
for the upper classes''—James Mill,
“ Egpansion is everything...These stars...these vist world which
we can never reach. I would annex the planets
if I could.”—Cecil Rhodes,
“Thevallianc'é between capital and mob is to be found at
the gemssis of every consistenily imperialist
policy.'’—Hannah Arndt,

1. The Foreign Enterprise and Economic Development :
a general stady.*

Foreign enterprise in a colony can take two forms : it may produce
mainly for the colonial market, or it may produce commodities
for export, - If the foreign enterprise produces for the colonial
market itself, then obviously the rate of capital 'accumulation,
investment and growth is slackened. Such enterprise may come to
the colony from the imperial country due to many reasons : (a) excess
of investible capital at home, (b) existence of a particular category
of raw material (like a definite type of land) which cannot be trans.
ported, and (c) availability of very cheap labour leading to large

economic surplus, however, does not help to industrialise the colony.

Though a portion of the economic surplus is spent locally, as on the
maintenance of highly paid executives, the most of it is transferred
abroad. The personal savings of these executives also go to the
imperial country without adding to the national savings of the colony.
These are sectors where production is carried on by superior technique,
and large capital accumulation takes place. Ifthat could be invested
in the land of origin then industrialisation could have started. Invest-
ment is calied forth by investment, one investment act gives rise to
another, and the second investment act provides rationale for the third,
In fact, it is this clustering of investments, their synchronisation, that
sets Off the chain reaction which is synonymous with the evolution of

1. Paul Baran, Political Economy of Growth, ch 6, IIT & IV.
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industrial capitalism. Without the widening impact of investment, the
originally narrow market remained of necessity marrow. This was
discoverpd with much sorrow by the British capitalists who had
anticipated no limits to their ability to export manufactured goods to
India. ‘Under such circumstances there could be no spreading of
small industrial shops that marked elsewhere the transition from the
merchant phase of capitalism to its industrial phase.’

When, in course of time, the possibility of undertaking some
industrial production arose, such enterprise was founded by the
foreigners themselves and not by the colonial capitalists (Who some-
times collaborated with the foreign capitalists). In India, for example,
this was institutionalised in the manpaging agency system, through
which the foreigner brought to bear their experience and technical
know-how upon the organisation of the new venture. They built up
single large-scale modern plant or chain of small-scale not-so-modern
plants (under one managing agency house, of course), which became
sufficient to meet the existing demand. The total amount of capital
invested was sometimes large, but a very small portion was spent on
the colony and the larger portion was spent in the mother\ country for
machineries and other perquisites. Such investment had é’onsequently
little stimulating effect, but it paralysed the indigenous attempts for
industrialisation. ‘The narrow market became monopolistically
controlled, and the monopolistic control-became an additional factor
preventing the widening of the market......Completing swiftly the
entire journey from a progressive to a regressive role in the economic
system, they became at an early stage barriers to economic develop-
ment, rather similar in their effect to the semi-feudal landownership
prevailing in underdeveloped ceuntries. Not only not promoting
further division.of labour and growth of productivity, they actually
caused a movement in the opposite direction. Monopolistic industry on
one hand extends the merchant phase of capitalism by obstructing the
transition of capital and mea from the sphere of circulation to the
sphere of industrial production. On the other hand, providing neither
a market for agricultural produce nor outlets for agricultural surplus
labour and not supplying agriculture with cheap manufactured
consumer goods and implements, it forces agriculture back towards
self-sufficiency, prepetuates the idleness of the structurally unemployed,
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and fosters further mushrooming of petty traders, cottage industries
and the like’.?

And secondly, more complex was the role played by foreign
concerns in an underdeveloped country producing for exports (like
indigo, tea, coffee, rubber, jute, etc in India ).  To evaluate their
impact on economic development of underdeveloped countries like
India, let wus consider separately the different aspects of their
activities: (1) the significance of the investment by the foreign
entrepreneurs ; {2) the direct effect of its current operations ; and (3)
its more general influence on the underdeveioped country. It must be
remembered that the large part of foreign investment in a country
consists of export-oriented producing units. The League of Nations
Report ‘Industrialisation and Foreign Trade’, points out that, ‘Typical
manufacturing industries working chiefly for domestic market do not
appear to attract foreiga capital.’

Beginning with the first we can note that such foreign investment
could not make a significant contribution to the colonial countries’
economic development for various reasons. ’

{a) Production of exportables started with actually little amount
of capital, for the control over land for plantations or for mining was
secured either by political force (e.g. indigo) or forcible expropriation

2, Paul Baran, The Political Economy of Growth, P, 176,

“Thus in most underdeveloped countries capitalism had a peculiarly twisted
career, Iaving lived through all the pains and frustations of childhood, it
never experienced the vigour and exhuberance of youth, and began displaying at an
early age all the grievous features of senility and decadence, To the dead weight of
stagnation characteristic of pre-industrial society was added the entire restrictive
impact of monopoly capitalism, The economic surplus appropriated in lavish
amounts by monopolistic concerns in backward countries is not employed for froduc-
tive purposes. It is neither plowed back into their own enterprises nor does it serve
to develop others, To the extent that it is not taken abroad by their foreign stock-
holders, it is used in.a manner very much resembling that of the landed aristocracy,
It supports luxurfous living by its recipients, is spent on construction of urban and
rural resid:nces, on servants, excess consumption, and the like. The réemainder is
invested in the acquisition of rent-bearing land, in ﬁnanbing mercantile activities of
all kinds, in usury and speculation. Last but not least, significant sums are removed
abroad where they are held as hedges against the depreciation of domestic currency or
as nest eggs assuring their owners of suitable retreats in the case .of social and poitical
upheavals at home,” (P, 177).
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of the native population (e.g. Assam tea estates), or at a nominal
price from the rulers, feudal lords or tribal chiefs (e.g. Gondoana
coal region). After such negligible primary investment, further
investment came from profits.®

(b) A very large part of such investment consisted of ‘investment
in kind’ ie. machineries ordered and brought from the mother
country.

{¢) The replacement demands expanded the mother country’s
‘internal market’ rather than widening the market in the underde-
veloped countries,

Now to the second point, i.e. the effects of its current operations,
The resources produced are exported abroad, and are not used as
inputs in the colonial country’s production-structure, The total
wage bill also was kept very small due to either low rate of wages or
high degree of mechanisation requiring smaller amount of labour*.
Even this wage bill could not enlarge the market encouraging the

3. Sir Arthur Salter observes in Foreign Invesiment (Princeton, P. 1l.) that
“it was only in an earlier period, which terminated soon after 1870, that the
resources for foreign investment came from an excess cf current exports over imports,
In the whole period from 1370-1913, when total foreign investment from about £1000
million to nearly 44000 million the total sew investments made were only about 47,
of the income from past investment during the same period. The somewhat ksimilar
growth of Dutch, French and (later on) American holding abroad foliowed substan-
tially the same pattern ; it was largely attributable to the plowing back of profits
earned by operations in foreign couatries.” Ibid. P.179,

" 4. ‘In Venezuela, petroleum accounts for over 90 percent of all exports (and for
a large part of total national product), but the oil industry employs only some 2 per
cent of Venezuela's labour force, and its local currency expenditures (exclusive
government payments) do not exceed 20 percent of the value of exports {shown by
Nurkse) ; some seven-eighths of these expenditures have gone to meet the wages and
salaries bill, with the remainder being used for purchases within the country. In
Chile “before the first world war about 8 per cent of the active population was
engaged in the mineés or associated processing plants, but this proportion bas fallen
steadily’>, (U. N. Reporf). According to an unpublished study of the International
Monetary Fund, the proportion of the value of the industry's total product locally
spent is also approximately 20 per cent; the parts of labour and material costs
respectively cannot be determined. In Bolivia about 5 per cent of the wquers dre
employed in the tin mines ; it has been estimated that during the last half of the
1940’s about 23 per cent of total receipts were required to meet wage payments,
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development of industrial enterprise as it accrued largely to low-paid
workers who spent on consumption ie., on elementary wage-goods
that are produced in agriculture by local craftsmen. A portion of
s_ale-proceeds went to the mother country or abroad in such a manner
that the mother country’s manufactures are not affected. Reinvested
another portion is paid as taxes and royalties,” whose amount is so
negligible ( except in the twentieth century oil producing countries)
~as not to make any impact on economic development. Prof, Nurkse
thus concludes that ‘...the trouble about foreign investment of the
‘traditional’ sort is not that it is bad, or that it does not tend to
promote development generally : it does, .although unevenly and
indirectly., The trouble is rather that it simply does not happen on
any substantial scale.®

Let us discuss the third point, i.e. the foreign export-orieated
enterprises’ Indirect effects on the economic development of
underdeveloped countries. The establishment and operation of
enterprise has sometimes necessitated investment in installations
which are not an integral part of the production and exportation of
rawmaterials. But they were indispensable. The railways and ports,
roads and airports, telephone and telegraph, canals and power stations
—all combine to generate “external economies” congenial for further
growth. The study of history however shows that the acceleration of
investment and external economies were interrelated in a different
manner. These external economies were present in India for past
hundred years, yet no outstanding flow of investment have occurred
due to them. There is, theoretically speaking, much difference between
acceleration and external economies. Acceleration is investment-
snowball effect, one investment inevitably necessitating the secoad,

which leads to the third, and so on, No such inevitable necessity, or '

an internal pressure is inherent within the creation of benefits. The
investment-snowball effect or acceleration means economic develop-

but this is undoubtedly high, because the low official rate of exchange was used to
compare dollar sales figures with Bolivian wage figures, In the Middle East, all of
0°34 percent of thevpopulation are engaged In the oil industry while less than 5 per
cent of the oil revenues are paid out as wages (U. N. Report) Ibid. P, 181.

5. Ragnar Nurkse. Problems of capital formation in underdevsloped countries,
P. 29, .
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ment. It creates along with it all the external economies necessary to
feed or help its,growth process ; the external economies by themselves

‘do not constitute growth, they do not automatically or, inevitably lead

to transition of the entire economy from feudalism or commercialism to
industrial capitalism,®

The crux of the matter is that the ‘auxiliary facilities’ in question
are for the most part auxiliary to no one but foreign export-oriented
business, and that the external economies stemming from them benefit
nothing but additional production of raw-materials for export, In
the words of Dr, H. W. Singer, ‘the productive facilities for export
from underdeveloped countries which were so largé_ly a result of"
foreign investment, never became a part of the internal economic
structure of those underdeveloped countries themselves, except in the
purely geographical and physical sense.’

6. ‘‘Just.asit has been recognised to be a mistake to expect that on a given levet
of income and effective demand a mere lowering of the ratg of interest will result in
an increase of investment so it is a fallacy to believe that the sheer presence of poten-
tial sources of external economies is bound to generate economic expansion, The
similarity goes further, As the earlier insistence of economics on the strategic signi-
ficance of the rate of interest was by no means “innocent’’—implying as it did the
desirability of laissez faire and of government non-intervention in economic affairs—
so like-wise the current ¢lamour for providing uncerdeveloped countries with install.
ations giving rise to-external economies (power stations, roads, etc.) is far from being
a mere theoretic fad, Its significance becomes transparentas soon as oneasks, to
whom should the facilities that are to be erected furnish the external economies ¢ $It
is necessary only to take a glance at the statements of official economists and of
various big business dominated organisations to see clearly that such sources of ¢‘ex-
ternal economies’ as are to be created in underdeveloped countries are primarily to
assist western enterprise in the exploitation of their natural resources. What is mcre,
the pronounced emphasis on the indisg¥nsability of government aid in finazcing these
project (e.g. Indian rallways) reflects the time-honoured notion of business as to what
constitutes “harmonious cooperation’’ between national administrations and mono-
polistic corporations : the former should shoulder the costs of establishment and
conduct of business with as little as possible financial ‘“intervention*’ of the Interes-
ted firms, while the latter should reap the profits resulting therefrom with as little at
possible financial “intervention’® of the public treasury,” P. Baran, op. cit. pp. 191-7

7. Quoted in P, Baran, ap. cit. P, 198, from **The Distribution of Gains between.
Investing and Borrowing countries’’. American Econromic Eeview, (May, 1950)
P. 475. “Itis interesting to note that the United Nations Technical Assistance:
Mission in Bolivia concludes its analysis of the coun'ry’s mining economy with the:
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They constitute alien bodies in a socio-economic structure into which
they have been artificially injected, and hence, their effect on economic
development would be practically nil or negative. ‘For it is not
railways, roads, and power stations that give rise to iudustria] ’capita-
lism : it is the emergence of industrial capitalism that leads to the bujl.
ding of railways, to the construction of roads, and to the establishment
of power stations. The identical sources of external economies, if
appearing in a country going tarough the mercantile phase of capital-

- ism, will provide, if anything, ‘external economics’ to merchant capital.
Thus the modern banks established by the British during the second
half of the nineteenth century in India, in Egypt, in Latin America and
elsewhere in the underdeveloped world became not fountains of indus-
trial credit but largescale clearing houses of mercantile finance vying
in their interest charges with the local usurers. In the same way, the
harbors and cities that sprang up in many uaderdeveloped countries
in connection with their briskly expanding exports did not turn into

centres of industrial activity but snow-balled into vast market places -

providing the necessary °‘living space’ to wealthy compradors and
crowded by a motley population of petty traders, agents and commi-
ssion men. Nor did the railways, trunk roads, and canals built for the
purposes of foreign enterprise evolve into pulsafing arteries of pro-
ductive activities. ; they merely accelegated the disintegration of the
peasant economy and provided additional means for a more intensive
and more through mercantile exploitation of the rural ’interiors’.’

2. Foreign Enterprises and Iuvestment in India

It is sometimes taken for granted that foreign investment in India
represented a transfer of capital from Britain to India. It js also
taken for granted that had there been no such transfer to India that
capital would have been invested in Great Britain itself, Britain is
supposed to have placed a part of its surplus product (savings) at the

statement that ‘this new trading ecomomy remained divorced to an extraordinary
degree from that of the rest of the country,’ Report of the U, N, Mission of Technical
Assistance to Bolivia (1951), p. 85 ; while the United Nations Economic Commission
for Latin America in its Recent Facls and Trends in the Venesuelan Economy (1951)
observes that petroleum operations in vénczuela could be more properly considered a
a part of the economy ia which the investing companies are domiciled than of
Venezuela itsell.”
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disposal of India and in this way first started our economic regenera-
tion in the nineteenth century, In return Britain received interest and
dividengs. We are presumed to have benefited from this. Mrs. Vera
Anstey and D. H, Buchanan would like us to take it just as a matter
o} history,

In order to test their conclusion on this aspect of Indian econo.
mic history, let us enter into the detailed mechanism of foreign
investment by Great Britain into India. Let us approach the problem
deeper. (a) This foreign investment was made possible by political

"subjugation, by the labour and savings of the Indians plundered and

looted through unfair terms of trade imposed upon by the monopolis-
ttc trading rights, (b) Foreign, investment in India was a process
of using up of a portion of Indian land revenue, business profits and
tax-earnings before it went to England in enlarged amounts. The
capital was furnished by the former servants of the company who had
made fortune by extortion and bribery. In other words, the new
industries were built up with the money they had earned in India by
unfair means®. ‘These interests represented simply portions of the
Indian spoils and revenue reinvested in India. They did not constityte
an export of British capital.’”®  (c) The foreign capital here invested
was not due to philanthrophy, but with a desire to take the advantage
of cheap labour and sﬁecialised natural resources (mines, topography,
climate and soil) endowed by nature to India.

As no detailed statistics available are we cannot also show the in-
crease in the capital accumulation of Great Britain from the earnings
of foreign investment, The relation between British home investment
and its foreign investment (including India) has not yet been closely

.analysed for the early British industrialisation period. An attempt

has been made recently.*® Prof A, K. Cairncross points out that the
hey-day of British foreign investment (in all countries including India)

~ was the half-century before the First World War. According to his

estimate, in the years 1870--1913 there was a net export of capitil

‘from Great Britain of £2'4 billion, equivalent in those days to some 12

billion dollars having more than twice the purchasing power of today’s

8. W. W. Huuter, The 4Annals of Rural Bengal, Pp. 366-68.
9. L. H. Jenks, The Migiation of British Capital to India P. 208.
10. A. K. Cairncross, Home and Foreign Investment, 1870-1913.
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dollar. Even by today’s standards, that is a lot of foreign investment.
But, the crucial question is, did it really represent any transfer of
resources from Britain to the receiving countries ? Evidently, the
answer depends on how much income was flowing into Britain from
these investments during the period in question. According to Prof.
Cairncross, the sum was £4'1 billion. In other words, the flow of
capital from Britain was only about three-fifths of the flow of income
to Britain, Or to put it still another way, during the 43 years
preceding the first World War, Britain extracted from the rest of
the world £1'7 billion more than she invested in it, while at the same
time steadily building up her foreign holdings, The question may
thus be very properly asked, who was ‘aiding’ whose economic
development ?

By the beginning of this century, ‘India had come to be .regarded
asa plaﬁtation of England, growing raw products to be shipped by
British agents in British ships, to be worked into fabrics by British
skill and capital and to be reexported to India by British merchants
in India through their British agents.’*? That India had come to be
so regarded by the nationalist thinkers was no accident. Much British
effort has gone into moulding the colonial economy into I‘Ol.lgh
complementarity with that of the imperialist ; a lot of British capital
had come to ensure that it remained that way.

wa much British capital came into India is difficult to say.
Estimates of investments prior to world war I are so unreliable as
not to be worth giving. Dr, V. K. R. V. Rao’s estimate relating to
1926.7, puts total British private investment at just over £150 milljon.
Whatever might be the precise figure there is no doubt that British
capital concentrated almost exclusively on supplying British industry’s
demand for raw-materials, either by producing or transporting them.
An Economist report in 1911 covering India and Ceylon (excluding
Government and railway securities) attributed 60 per cent of invest-
ments to tea and rubber plantations, 12'3 per cent to tramways,
electricity and other utilities, 8'9 per cent to vegetable oils, 5'7 per-
cent to finance, 27 per cent to shipping and 3'7 per cent to

11. Mover of the Swadeski resolution adopted at the Allahabad convention of

the Indian Congress in 1910,
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commercial and industrial undertaking.!? In other words, slightly
more than three quarters were in the extractive industries that domi-
nated India’s exports at that time and most of the rest were in the
mean of transporting them to their foreign markets.

Another important characteristics of foreign enterprises and invest.
ment in India was its close dependence on the State. They could not
have taken place without prior intervention of the colonial State ; nor
could they have sustained themselves without the States’ unremitting
efforts at keepmg the colonial exploitation unchanged. It was the
£20,000 a year special subsidy from the East India Company which
enabled the P. & O. line to inaugurate and maintain a regular shipping
service between India and Europe from 1841 ; it was the officially
guaranteed-interest-railway contracts signed initially at the close of
that decade that linked up India’s hinterland with her ports and,
ultimately with Great Britain. Although ‘the solid core of pressure
both for steam navigation and for railways came from the great
mercantile houses of London and the other -leading British ports
trading to India and China’,*® their existence was organised, assured
and underwritten by the State. So it was with the supply of labour
to the uphill plantations, with the fixing of the rupee exchange rate to
facilitate the free flow of funds between Calcutta and London, and
magy such others. So necessary was the help of the State, that
it itself became a major sphere of investment ; well over half the
foreign capital in India in 1926-27 was held in Government stock,
and the proportion hardly changed until World War II when the
official debt abroad was refunded.1+

At the end of the first World War Indian Industrial Commission
observed : ‘A characteristic feature of organised industry and
commerce in all the chief Indian centres is the presence of large
managing agency firms, which except in the case of Bombay, are
mainly European, In addition to participating in import and export.
trade they finance and manage industrial ventures all over the country

12. The Economist, London 21 June, 1911, p. 1845, Quoted in Michael Kidron,
International Capitalism.

13. Daniel Thorner, Investment in Empire, p. 28.

14 *V. K. R. V. Rao, cited in Census of India’s Foreign Liabilities and Asssts:
Reserve Bank of India, p. 153.
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and often have several branches in large towns, The importance of
these agency houses may be gauged from the fact that they control
the majority of the cotton, jute and other mills as well as, of the tea
gardens'and the coal mines.” ( Report, p. 12 ). In 1921-22 interests on
foreign investments (as the rate of 6 per cent) had been calculated at
Rs. 60 crores and profits ( at the rate of 10 per cent ) at Rs. 100 crores
( Shah and Kbhambata, Wealth and Taxable Capacity in India, p. 221, )
In 1935-36 foreign investments (excluding capital of foreign companies
-operating in India under Indian companies Act ) stood'at £573 million.
In 1948, the Reserve Bank census put it at Rs. 398 crores. Of this
total Rs. 248 crores were held by Great Britain, ( Reserve Bank,
Census of India’s Foreign Liabilities and Assets, p. 39.) Thus the
question may again be repeated : Foreign investments in India
brought whose economic developmentﬁand who decayed ?

3. Foreign Investment in India :
the nature of pulls and pushes

The transition of the British economy from mercantile stage to the
industrial one generated forces for the beginning of foreign invest-
ment in the colonies like India. The mercantile interest of the
company was more involved in buying the finished goods cheap from
the Indian producers and selling them at highest possible prices in
Great Britain and other European markets. The rising industrial and
manufacturing interest of Great Britain was, on the other hand,
more in favour of getting the raw-materials from India in order to be

transformed into finished products to be sold in India and other

countries of the world.

Herein lay the whole contradiction. The English would like to
buy cheap, which meant low purchasing power for Indian people ;
but they desired to sell dear which required high purchasing power.
India could not therefore satisfy the manufacturers of early Victorian
Britain, She was England’s greatest overseas possession, but could
take in only one-tenth as much per capita of British manufactures as
Brazil, which did not even belong to Britain. India also could not

satisfy the captains of British industry as a source of raw-material for-

its fastly moving wheels.
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‘Stories were current on the other hand, which made the British
elieve that there was no limit to the possible and profitable develop-
ment of economic relations with India, India was still considered as
El Dorado. Descriptions of India’s immense population and vast
undeveloped resources simply made the British businessmen appreciate
more keenly the tantalizing gap between the potentialities and
.actualities of that far off land.’

During the first three decades of the nineteenth century the
-quantity of British goods exported to India increased sharply.
Machine-made British textiles moved into the more accessible markets
-of India and hastened the decline of Indian handicrafts. But in real
~value, British trade with India was far from impressive. It failed to
-atfain the dimensions expected of it, In order to develop raw-
material production and the sale of finished goods extensive
communichtions were felt necessary. : ‘

The material background in India which was inviting investors
should better be analysed. In India, at that time, even the small
enterprise of the native industrialist had been paralysed, for his
financial resources had been thined to insignificance. ‘The grinding

-extortion of the English government has effected the impoverishment

of the country and people to an extent almost unparalleled’, wrote
Hoa. Joha Shore ia 1834, ‘while the ruinous system of inland customs
and town duties has prevented the establishment of manufactures, and
greatly lessened the activities of those that were in existence...It is
impossible that they can be retained much longer ; and if not totally
abolished, must at least be so modified as to allow the energies of
the country some scope for exertion ; and then the skill and capital of
English artisans and mechanics may be fairly brought in toaction’. He
clearly perceived that more than enthusiasm substantial finance was
required to work out India industrially, and stressed the necessity and
advantage of carrying capital before starting out to India: ‘The
possession of some capital is almost a sine qua non for new settlers :
they will find it extremely difficult to borrow of the native bankers
and merchants except by the temptation of such exorbitant interest
that it would be ruinous. The reasons are...the great losses which
the natives have suffered by their dealings with the English merchants,
and the dread of being involved in any process of the supreme court,.
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India is rich in natural resources, were they properly developed ; but
in proportion to the extent of country and population, poor in
money’.**

The material background in England which was pughing the:
British investors to get out of the country may also be analysed.
There was luxurious supply of capital, not infrequently superfluous,
There was a tendency for capital to fiow abroad on the attraction of
higher rates” of interest than that allowed on the floating debt of
England.*® It was clearly demonstrated in 1825. Twice during the
three years immediately preceding that date the government effected
conversion operations, each time reducing the rate, and the demands
for loans by foreign governments and new adventurers in South
America were very readily met by the English public.

Side by side with the regional diversion in investment there also
occurred changes in the distribution of capital among various catego-
ries of investment. In the Bubble Act in 1825, important changes
had to be made in the working of the Joint Stock Companies. But
the disturbances caused during these transfer transactions was too
violent for an ill-developed currency system : and thus the drain of
gold and an abundance of uncovered paper money preceded the crisis
of that year, The growth of the floating capital in Britain during
this period ready for investment abroad took the form of abundance

of paper notes, Banks created the notes, and notes created the

capital.

More or less the same circumstances developed once againin 1844.-
Money was found to be cheap all over the country and a gradual
reduction of the rate of interest on a portion of the national debt ;
was announced. This time the railways absorbed a huge amount of
capital, dislocating the export industries by increasing imports more

““vu‘y‘ than exports and thinning the Bank of England reserves,
“he picture prominent among the events preceding the crisis

: s also immediately followed by the gold rush, Before
BA

~e was again an abundant supply of capital
takt ,
Brazi,.o & N iah, opreit., p. 100, from Notes on Indian Affairs.

satisny{é,S’ 5 . .
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5 . .

finding employment in an accelerated speed in joint stock companies,
after the extension of limited liability to any business body that
wanted it by the Act of 1862. Once again the crisis of 1873 followed

a heavy demand on the Bank of England to feed continental enter-
Prises, especially German.

This was the objective situation in England during the early
nineteenth century or the material background of export of capital,
This background gave rise to oversaving explanations of economic
crisis, propagated by a series of victorian economists.!?” It was
contended by Fullarton in 1844 that ‘the amount of capital seeking
productive investment accumulates in ordinary times with a rapidity
greatly out of proportion to the increase of the means of advantage-
ously employing it.’” He analysed that the investor who was
scrupulous about the security of investments found that these ‘secure
investments’, usually funded debts of government, went on yielding
decreasing incomes due to falling interest rates, The interest of earning
higher incomes drove him to venture out into other fields of invest.
ment. John Stuart Mill was more explicit when he wrote in his
Frinciples of Political Economy,® that one of ‘the counterforces which
check the downward tendency of profits in a country whose ‘capital
increases faster than that of its neighbours, and whose profits- are
therefore nearer to the minimum’ was ‘the perpetual overflow of capital
into colonies or foreign countries to seek higher profits that can be
-obtained at home. I believe this to have been for many years one of
the principal causes by which the decline of profits in England has
been arrested.”  Giffen argued on the - same lines in 1878 and Levi
repeated Fullarton almost verbatim. The thought expressed in these
theories did react on the material situation so as to alter it by way of
accelerating foreign investments. It pointed out to the capitalists
that their speculative activities were a natural reaction to decreasing
profits that if they did not invest their savings somehow, somewhere,
the prospect of their remaining solvent was not promising,

Thus the finance capital*® entered into India and promoted and
developed most of the major Indian industries (apart from ‘Railways),

17. For a good summary “The victorians and Investment,” by A. K.
Lairncross, in Bconomic History, February, 1936.

18. 7. 8. Mill, Principle of Political Feonomy, Book IV, Ch, IV, §a
19. Originally it was Hilferding who ocoined this term to describa the

4
i
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jute, tea, coal and the metallurgical. The results of this entry was
good in the sense that India’s natural resources were being developed.
It could not have been bad as it was an attempt by British Capita-

lism for self-preservation tried on a country with underdeveloped: -

resources. The industrial development was forced from .above, it
did not originate from the dynamics of -Indian economy itself.
Master artisans here did not first accumulate money and employed
pauperised peasantry for manufacture and trade as in the ‘classical”
pattern of growth, It was this capital that created the big bourgeoisi¢~
in Indian industry, and proceeded to the next stage in its own.
development, namely, the assimilation of local capital.

The indigenous capital that joined this finance capital came from.
two sources. The first was the class of local small industrialists and.
merchants. The native small industrial capital had no chance of
independent development, because only ‘through absorbing markets.
the small firms could increase the scale of output, minimise costs
through technological innovations, and go on increasing capital accu-
mulation ; only through this path a small industrial economy becomes-
a big industrial capitalism. The petty bourgeois Indian industry could.
not manage a succesful market abroad and within India it was being.
continucusly repulsed by the products of the English industrial
revolution. It faced extinction. And therefore, the upper half of
this industrial petty bourgeoisie, i.e. those who had accumulated some
capital joined the new big capitalists, The lower half became
salaried employees or wage workers under the new industrialism.
according to the degree of their dispossession.

The other important source was the landed aristocracy. So long.
they were used to invest funds in money-lending and accumulated.
funds through uéury, robbing a portion of the toil of the producer
‘class, They put a portion of their accumulation in new ‘industrism’
which started.in India during the middle and later decades of the.
nineteenth century.

integration of finance and industry since about the last decade of the nineteenth.
century. Maurice Dobb interprets this concept as “an integration of finance with

industry with its subordination of industrial decisions to large scale financial

_strategy ( Political Economy and Capilalism, p. 245 ).

SIX

L4

The Dynamics of a Colonial Economy

“The old imperialism levied {ribute, the new imperialism
lends money at in'erest”.,
—H. N. Brailsford

L]

1. A General Survey of Industirial Growth in India

The development of factory industries in India did not, as in
England, follow on immediately after the ,decéy of handicrafts.
There was a hiatus between the decay of handicrafts and the industrial
development. There were railways, pauperised peasantry and limited
market. But the Indian business enterprise and native capital were
lacking, as also the Government’s industrial commercial policies were
inimical, so the necessary take-off did not take place. Economic
isolation broke down, but the industrial thurst was absent. The ’
improved communication broke up the old economic organisation of
self-sufficient villages with artisans and weavers, but the new produc-
tive apparatus of industrial towns, wage-labour and higher technocracy
did not take its place. The transport system, instead of co-ordinating
factors of production necessary for industrial establishment, commer-
cialised the agricultural production. Old order changed but there was
no yielding place to the new ; and the dissolution of the old order at
the same time remained incomplete,

Towards the middle of the nineteenth century the factory industry
was introduced into India. It was during this period that the
first outposts of the industrial revolution were planted in the country.’
In Bombay and Bengal respectively two of our most important manu-
facturing industries were established. Bombay had a hinterland of
black soil producing raw cotton ; Calcutta’s hinterland produced raw
jute, From the start the cotton mill industry was financed and
managed by Indian capital and enterprise, and the jute mill industry
was financed and managed by British capital and enterprise. This
llmlted industrial revolution spread to the mining industries angd then
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to various other industries such as cotton gins and presses, coal,
manganese, gold and mica, steel and iron, rice husking and grinding
mills, oil mills etc.

Progress was at first very slow and was confined to ohly a few
places in the country and it was only towards the end of last century
that factory industry began to develop!. Prof, Buchanan has entered
into some dicussion as to the cause of this remarkable growth.?

Free trade was instituted in India during the eighties of the last
century. Revenue duties were retained only on a few articles such as
liquour and arms. Free traders cite this rapid growth as a demonstra-
tion of the truth of their doctrine, ‘But, observes Prof, Buchanan,
‘whether free trade alone can be given such credit for such a great
change is doubtful.” According to him, the opening of the country by
the railways and the commercial revolution were progressing rapidly.
The new tariff on imports in Great Britain harmed the cotton pro-
duction here and helped the Lancashire goods to enter Inglian market
more freely. Tariffs therefore went against India and did not help
her. ‘The advance was caused by more important changes. The
Indian people were abandoning their old habits of local cloth
manufacture  for cash purchase, and that had a favourable effect
upon the business of Indian cotton mills, As for jute manufactures,
this was the period of great growth in the world demand for jute
products, The grain lands of America and Australia, as well as
other sources of crude products, were being rapidly developed by the
extension of railway and shipping services while the later arrange-
ments of handling grain in bulk had not yet been perfected. The

- greatly increased demand for the coarser types of gunny bagging

1. “To those who look forward with hope to an industrial revolution in India,
the bright side of the picture is not to be sought in the village at all' but in those
manufacturing centres which have sprung into life in recent years and in which
industry is organised on a completely modern basis. Itis to Bombay, Cawnpore
and the banks of Hooghly that we must go to find labour concentrated together and
working under expert supervision. It is in such cities that capital has been freely
spent on the erection of mills and costly machinery, that the economics of large
scale production have been secured, and that Indian Captains of Industry have
arisen.” Morison, Economic Transition in India, pp. 170-71.

2. D. H. Buchanan, The Development of Capitalistic Enterprise in India,
pp. 188-39.
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affected that line of manufacture much more than did the small tariff
changes.’

. By 1890 India .had a large factory industry of some 300,000
people e'mployed in factories and mines, about 200,000 were in cotton
mills, jute mills, and coal mines in the proportions of 11, 6 and 3.
Reviewing the growth of industry from 1880-95, Prof, Gadgil comes
to the conclusion that the rate of growth became specially prominent
after 1885, the rate was not very rapid but it was remarkable and
continuous, and there was an entire absence of any violent fluctuation
throughout the period. In spite of increased competition from Japan,
the cotton textiles continued to grow. Jute manufacture continued
to grow relying on the foreign markets, The coal industry was very
small in 1880 and the progress was very slow upto 1886, but after
this date the industry began to progress rather rapid]y. The growth
of this industry depended upon (a) growth of railways, (b) growth of
steam engines in other factories, and (c) exports. Of the plantation

industries, tea had by now assumed great importance, It enjoyed con-

tinued prosperity and growth inthelast three decades of the nineteenth
century. The industry was concentrated in Assam, ie. in the
Brahmaputra and the Surma Valleys. Bengal followed as the second.
Better methods of cultivation and increased use of machinery in the
manufacturing processes started in this industry during this period.
The cultivation of coffee was almost wholly confined to Mysore,
Coorg and the Nilgiri and Malabar districts of the Madras
Presidency. Till about 1879 industry was fairly prosperous, but the
next decade saw the plant diseases and the Brazillian competition.
It however recovered after 1889. Indigo, however, was stationary
and did not grow. The class of semi-factory industries like Madras
tanning industry or the brick and tile industry of the Malabar Coast
developed at a continuously high rate. ‘On’ the whole’, concludes
Prof. Gadgil, ‘during these fifteen years— especially during their
later part—there was a certain amount of quickening in the develop-
ment of Indian industries. The bigger and the already established
industries grew at a rapid pace, and there was fair growth in the
auxiliary and the smaller industries.’

The trend which evolved towards the end of the last century
persisted continuously during the beginning of the new century. The
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Swadeshi movement of 1905, which arose at this time, stimulated
Indian hand-industries and led consumers to prefer Indian products.
The movement became stronger after the civil disob:dience upheaval

as the Indian National Congress emphasised importance of pieferring -

Indian products all round. The existing industries continued to grow
slow but steady, and many new industries grew up. “The growth
from 1890.until the world war was fairly steady in all fields. Cotton
spindles more than doubled, cotton power-looms quadrupled, jute
looms increased four and half times and coal raising six times, while
the extensxon of railways continued at the rate of 800 miles per
annum.’® The average daily number of operatives in factories
increased from 316,000 in 1892 to 869,000 in 1912 and 951,000 by
1914. Bat, ‘prior to the war certain attempts to encourage Indian
industries by means of pioneer factories and government subsidies
were effectvally discouraged from whitehall.”

The following tables indicate the tread in our iﬁdust:ial
development on the eve of the first world war* :
Cotton Textile Industry
1879-80 1889-90 1900-01 1913 14
No. of mills 58 114 194 264
No. of persons employed 39,537 $9,224 156,355 260,847
No. of spindles 1,407,830  2934,673 4942,290 6,620,576
No. of looms 13,307 22,078 40,542 96,688
Jute Industry '
1879-80  1889-90 1901-02 1913-14 -
No. of mills 22 27 36 64
No. of persons employed 27,494 62,789 114,795 216,288
No. of spindles 70,840 164,245 331,382 744,289
No. of looms 4946 8,264 16,119 36,050
Coal Indusiry
1885 1901 1914
No. of persons employed " 22,745 reee 151,367
Output ( tons ) - 1,294,221 6,038,053 15,738,153

i

3. Buchanan, op. cit., p. 189.
4" Gadgil, Industrial Evolution in Indiz, pp. 76-79, 107, 110-11%

'

»
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 The impact of World War I (1914-1918) on Indian industrial
growth was no doubt beneficial. The war created enormous
demand for factory goods due to (a)lack of usual imports from Europe
and, (b) increase of war requirements of the Allies. Cotton manufac-

“tures were the chief example of the former and jute and steel

manufactures of the latter. Leather, wool and numerous other
commodities also felt the effect of Europe’s frantic demand for the
sinews of war. During the war, Provincial Departments of Industries -
were established in each major Province. The war, moreover, sadly
exhibited the extent of India’s dependence on inports from abroad
for plant and machinery. It changed to some extent the British
attitude towards industrialisation in India. The want of heavy
industry in India led to difficulties of delayed supplies of war
materials when quick military. supplies were necessary. There was also
a desire to enlist the support of Indian capitalists in the war by
concessions in favour of Indian industries. The competition from
newly industrialised Japan had also to be checked. All these to led a
minor shift in the industrial policy of the government. Munitions
Board was established and an Industrial Commission was appointed.

During the war period cotton and jute mills worked at full
capacity and made huge profits. Steel production increased from

- 19,000 tons in 1913 to 124,000 tons in 1918. Due to reducing imports

from foreign countries, the production of various consumer goods was
also developed. This period, however, did not lead to further
industrial growth due to many factors. First, profits were frittered
away in dividend payments and were not reserved for replacement
or additional investments. Secondly, there were difficulties of expan-
sion due to lack of heavy, basic and key industries or the machines
to produce machines. Thirdly, once the world war was over the
government attitude changed. Even the halting proposals of the
Industrial Commission were shelved. Lokanathan correctly observed
that the First World War ‘beyond affecting temporary gains to a few
established industries, did nothing to set the country firmly on the
road to industrialisation, After 1818, the few industries which had
been cstablished on account of the war either stagnated or decayed ;
they could not face the competition of advanced industrial countries.’®

5. Lokanathan, “Industrislisation”, Oxford Pamphlet, No. 10,
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The Indien Industrial Commission categorically pointed out to
the Government the slow rate and the low stage of industrial
development in our country. It also pointed out the urgent need to
produce machines and reduce their imports. It remarked, ‘India
produces more than 3,000,000 toms.-of raw sugar a year, and in
addition, imports manufactured sugar to the value of Rs. 15 crores,
vet the value of the sugar machinery imported was only a little over
Rs. 4% lakhs, Similarly oilseeds worth nearly Rs. 25 crores were
exported ; but oilcrushing and refining plant to the value of only
three lakhs of rupees was imported. These figures are significant
of the exiguity of efforts hitherto made in India to replace imported
articles by the manufacture of indigenous raw materials.’

The Industrial Commission pointed out a number of deficiencies
which were to be removed. They were among others scarcity of
capital, neglect of industries based on technical science, the inadequate
manufacture of metals, chemicals, vegetable and animal products,
cement and soap, and failure to produce machine tools, steam engines,
boilers, oil and gas engines, hydraulic presses, and heavy cranes.
“India can build a small marine engine and turn out a locomotive,’ it
stated, ‘provided certain essential parts are obtaired from abroad, but
she has not a machine to make nails or screws, nor can she manufac-
ture the essential parts of electrical machinery..a..\.The list of
inddstries, which, though their products are essential alike in peace
and war, are lacking in this country, is Jengthy and almost ominous,’®

The inter-war period (1918-1939-from the end of the First World
War to the beginning of the Second one) fostered a number of indus-
tries and raised India to tenth position in the industrial map of the
world, both for the volume and variety of her manufactured products.
*Next followed the  post-war boom,” Buchanan observes, ‘when
production, profits and expansion outran all precedents.” The leading
cotton mills in Bombay paid 120 per cent dividends, The reports of
41 jute mills with a total capital of £6 million showed profits of nearly
£23 million in four years (1918-21), in addition to £19 million carrigd
to the Reserve Funds. British capital became eager to share in these
colossal profits. Thus at the end of the war, large amounts of British
capital were attracted to India. The annual export of British capital

6. Report of the TIndustrial Commission, p. 55.
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to India increased from £14'7 million or 9 per cent of the total in

1908-10 to £29 million in 192] and illion i
£36 million in 192
one-fourth of the total British exports. % or more than

Prol":»Gadgil has shown that in 1918-19, the number of registered:
con.xpames was 2,713 with a paid-up capitalk of about Rs 106gls ores
which rose to 4,781 with a paid-up capital of Rs, 22‘3 crozor?sy
19%1-22. The post-war boom ended by 1920 and the de S' "
which followed hit the Indian industries hard. Hardship w;.s 'PfeSSIOD
by increased foreign competition on the one hand and themcreased
ment’s currency policy, on the other. Many Indian companie gO;’ .
ded during the boom period became bankrupt and even the Tst 'ZUD--
and Steel Company was in trouble., The persistent demand fro . ? dr'on
capital, now to a large extent supported by British capital in\zrn tndla'mn
India, led to the appointment of a Fiscal Commission to desi : t}in
modes of granting protestion, The Fiscal Commission inS 1926‘
recommended a policy of discriminating protection which was accept ;Z
by the Government in 1923. A number of industries like stee] coftte
sugar, paper and matches were granted protection, The country,rea }?né
self-sufficiency, of course at a low income and consumption lev:l :
sugar, matches and cement, The change in the content of exte , m‘
jcrade of India also reflected the same trend, namely, a fallin ;’nai” )
imports of consumption goods, like sugar, matches ar;;d ceme:gltoa (::I‘
an increase in the imports of machineries and various raw materiz;.lsn

The extremely inadequate and halting policy of discriminating
protection was made further ineffective by the policy of Im lf]g-
Preference Which characterised the Indian tariff system from PT;‘;;
onwards. This policy gave British products an advantage over both
non-empire and Indian products in the Indian market. The Ott |
Agr.eements in 1932 thurst the system of Imperial Preference u3Wa~
India. Miss Mitchell points out, ‘In this way the tariff system of 11(1)1:

" ear]y twenties, originally proclai 5
. ) ¥y P med as a means for accelerating

Inc.lian industrialisation, was transformed into a system which assisted
Pntish industry to compete in the Indian market, while giving Ilrjd?

in return the privilege of favoured rates for the sale of her ravlvi
materials and semi-manufactures in the British market—_an obvioue-

.attempt to revert to the pre 1914 status.’?

7. Miss Kate Mitchell, Industrialisation of the Western Pacific, p. 285.
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The world economic depression of 1929-30 hit the Indian industries.
During 1929-33, the value of exports fell from Rs. 339 crores to Rs.
135 crores and the value of imports from Rs. 260 crores to Rs, 135
crores. The payment of Home Charges and debt interests had to be
met by gold exports which totalled £ 241 million for the seven years
1931-37. This gold drain from the past savings of the masses of the
Indian peasantry meant a still further impoverishment of the Indian

market and a corresponding depression of Indian industry.

The impoverishment of the peasantry, and the relative increase in
the capital of Indian propertied classes, on the other hand, led to the
increase in the number of joint stock companies and new enterprises.
The new enterprises were mostly in light industries, primarily in

cotton textile industry.

To sum ﬁp the industrial development between 1922 and 1939, the
production of cotton piecegoods in the country increased two and half
times, that of steel ingots rose eight times, and of paper went up two
and a half times. In sugar and cement India achieved self-sufficiency.
Other industries, like matches, glass, vanaspati, soap and a number of

g industries also witnessed increased output. A beginning

engineerin,
goods was also made

in the manufacture of electrical equipments and
by 1938-39.
In spite of such a growth in various industries the broad pattern of

remained largely underdeveloped as before.

our economic structure
n favour of

Occupational structure still revealed the imbalance i
agricultural occupations and a small proportion of industrial working
class. The nature of industries was light and consumer type, the
capital goods or basic industries were conspicuous by their absence.
And also, in the limited number of consumer goods industries, the

productivity per unit of labour and capital was incomparably low.
The slow rate of development can iso be shown from the number
4 the number of indus-

of workers employed. Between 1897 and 191
trial workers had increased from 421,000 to 951,000, while between

1922 and 1939 it increased from 1,361, 000 to 1,751,000. Writing
about the economic development of India during the inter-war period
Dr. Vera Anstey remarked, ‘The recent expansion of industrial out-
put owing to the protective policy has been achieved at the expense of

{he cultivators who have to pay for what they have to buy, and. who
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?Sr:hi:ien;.ent on world prices for what they sell. My own conclusio
ndia cannot expect to proceed far y
s the i : or fast upon the road
woﬁl ;cranl:ru]ldlfstrnal development and that intensification of protecti:xf
erely mcrease the profits of a small i ‘
se i
at the expense of the masses.’ ' FHom ofthe population

The second world war had a stronger impact on India’s i i
égt::?vilrtf;n' :hatt, of the First W.orld War. Two facets ;‘dglio:&dzitrri?gl
o limite(:i :nr(xiotegl ; tz:t ;Elciz;asedt prgduction of existing units

ited and, ment of machine i
Ezil:zeclé:‘mgzli ;Psd\fsgiei._ ;I‘ne latter brought alimitI;EIOdslIl:inflt]gin 3:;2 |
! f industrial structure towards a ‘deve i
S‘t;:lantc;d eco.nomy. _ Japan’s entry into the war made it d:)OuI;;?r n:cl:lecf
. Iy .at India should be developed as speedily as possible i
1deustr1a1 arsegal for Great Britain. The fall of France the m'tQ o
tion of sh.ipping lines due to bombing, the shoi—tage :)f gzgésslocac;
dmaterlals in general and Japan’s penetration into the Southern paca:]fli
Bemonstrated the need of India and Australia as sources of su llc‘
: :;:;Z t:; (}utbfeak of the war, for instance, India had to entli)fély);
manufactureso::gnf;:u;;:fst ;;r hiih gr;de steel, for most of steel

ctur es of machinery.

:94;1(,) pig m?n production increased from 1,6}(,)0,0?(1)1 tt’or?sy tikxllel‘;;% ;)9f
tgns, iI(1)01,(9)2)(9) tons, Finished st?el production increased from 867,000

0 to 1,259,000 tons in 1941 and to 1,400,000 tons in l;4
programmfa costing Rs. 4 crores for the expansion of ar "
works, explosive plants and small arms factories was initiated 'miment
At the end of 1941, ordnance factories were assisted b 215% o
wt?rkshf)Ps and 23 rajlway workshops, producing 700 dig‘erent Frade
o mu.mtlons supply. Fiftyfour firms were licensed to m sture
machine tools- and lathes, drilling, shaping and plannin, aDUfa?the
furnaces and power blowers., Over 280 new items of y m.aChH}eSa
:I::(r:;s? were t:eing manufactured in India ranging from sn:la‘lai1 fc;l;?: 1;1111115

e parts to heavy calibre guns, torpedo - i
Zables. A considerable expansion took :))Iace bizattl?e a;igjf;zSSIngf‘
rugs, leather manufactures, hardware, glassware, cutlery a d n‘ .
goods. A heavy chemical industry developed ,in 1941y I}I'h(i)sp;l::l
. r

also saw the birth of Hindusthan Aircraft Factory. The unwilling

G iy , . .
N lf:;entxﬁnt haq ’to take up measures like the Eastern Group Con
, the Report of: the Grady Commission, and the appointment of
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Seller S market ga'e' a great lmp etus to the PI'OduCtIOD mn eStabllSCd
o 2 .

new machines.

.

readily agree to be satisfied with such

. 1 '
ot all economisis Wi adil : v h suh

i ) ive record of industrialisation during. the war p.erlo

e . tion against India while develop-

Lokapathan complained of discrimina minst Tndi e ot
ing industrially the Eastern group countries.

i the war has tremendously acce-
e ‘?t’le %egiza:ii:fgiiééé'ésh?: ahproposition which, to' say the .
tore e 111(11(113 Seelcll1 a lot of préving. While it is true that certam esta-
;?:};;Z (;;lduslzries have increased their production1 ifl r;(s)ﬁc;iiz 1;(()) ;1}112

i i undamental 1m
con demaﬂd: f‘:af;lb::: ;23;5(::;;5 g:ff)rz the war, have, under stress
e W?: s, been either abandoned or been unable to reach
o c'on 1 li\i , personal view is that, on a careful ba}ance of t'he

| eoﬁfpletl;’ﬂ; s 13,1 the situation, it will be found that, unlike countrfes.

viifi: é:n(;da and Australia, the war has been more a hampering
5

. . s
than an accelerating influence in India.

i iod i ja was
The transition from the war period to peace period in ‘Indlzrtion
beset with many problems as in other countries, The major fv o
T
f our industrial apparatus had been tremgndously ovte1 o
duri the war period, had become obsolete and urgently e
e e s s u
duru'1gs and replacement The cost-minimisation attempts c10 e
alr ‘ . . 3 - - Ou
reli)'ely overlooked during an inflationary situation. In{;l?stna o i ,
Sa i d in seve
ini ity appeare
trend, the excess capac :
owed a declining s ' o o
?hdustri‘és Anticipating a post-war depression, schemes ol P
1 .
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works were drawn up and put into effect. Thus the post war depres-
sion did not tast longand a new wave of inflation oiled the wheels of
industry, This postwar inflation was due to the building up of a
develop_mental economy on the basis of a war economy without allow-
ing the latter to reach at normalcy, The black market money was
used to buy up foreign concerns by the Indian capitalists. The eclipse
of Japan towards the end of the war «opened the South-east Asian
market to Indian producers. This situation continued up to 1950,
wﬁhen the Korean war gave our industrial production another push.

The Indian economic structare did n&t have a major change due to.
Partition and Independence in 1947. The partition of the country
into India and Pakistan created a difficult raw material problem for
jute and cotton textile industries, as the raw material producing areas
of India’s these two industries went to the latter. This led to the
production of those two commercial crops on Indian soil and gave a
boost to further commercialisation of agriculiture, India lost only
three per cent of the mineral resources of the sub-continent and,
barring the loss of gypsum and rocksalt, it did not affect her industria}
potentiality, The loss of market in the areas now called Pakistan
was a serious one no doubt, but the opening of South-east Asia saved

the situation, Due to partition, only nine per cent of the sub-conti.
nent’s industrial units went over to Pakistan.

In spite of a hundred years® industrial expansion, India in 1950, on
the eve of her planned development remained an underdeveloped
country comparatively to other industrialised nations of the world.
Her per capita consumption of steel was only eight pounds per year
as compared to 860 pounds in the U.S.A., 520 pounds in the U.K., and
470 pounds in Australia. Her annual consumption of cement of 11
pounds per capita, compared ill with Turkey’s 29, Hungary’s 42, -
France’s 162 and England’s 260 pounds. The per capita consumption
of coal was 07 tons in India per year, in the U. S. A. it was 4'7. The
figure for salt in India was 12 pounds, the lowest in the world. The
per capita consumption of paper boards and paper per year was 1'4

pounds in India, whereas it was 150 in U, K., 175 in Canada, and

over 300 in the U. S, A. Her per capita consumption of sulphuric acid
was 400 times lower than that of the United States of America.

14
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9. The Managing Agency System
rowth differs in many respects from

that of England. This difference in path obviously led to many such
differences also in the forms and institutions developed <n these tWO
countries. The pioneering and management of largescale factory

industry in England has been taken up by owners of capital some=
times jointly combined into a joint stock company. These companies
were managed by the repres owners of capital, jointly

entatives of the
called the Boards of Directors. In India, however, a “new’ pattern
was evolved. In this system, Joint Stock

the Boards of Directors of
Companies producing goods entered into a contract with another
company Whose task was only management and provision of loan
capital when and if necessary. The Board of Directors of the origi-
nal company gave up its rights of management which were vested on

this managing agency company. it was supposed to be a curious
e to the joint stock organisation

The path of Indian Industrial g

in India so as to fundamen-

Prof. Buchanan observed :
«The organisation of large-scale factory industry in India is peculiar
in that a special arrangement for management of corpoxations—-the
managing agency system—is almost universally employed. Some-
thing akin fo this system exists in other parts of the Orient to which
European enterprise has gone. But generally it applies only to con~

cerns operated by Europeans, whereas in India. it has been adopted
by nearly all Indian companies.”®

appendag
tally alter its character and working.

The managing agency firms in India developed in yarious patterns,
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usually formulate policies and carry them out while the board
gives assent to already accomplished facts.”
Ca@italistiE Enterprise in India, P 165. .
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¢peculiar economic
tc. But this view failed to show why these gectgll:; historicai
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<country and the colony thus necessitated the control of companies
by the managing agents. The system originated from the “Agency
Houses™ of Calcutta in 1830’s. These “Agency Houses” did not
import capital from England. Thomas Bracken, a partner of a
Calgutta Agency House named Alexander & Co. described the origin
as follows : ‘the Houses were chiefly formed of gentlemen who had
been in the civil and military services, who finding their habits

perhaps better adapted for commercial pursuits, obtained permission

to resign their situations and engage in agency and mercantile business.

They had of course a great many friends and acquaintances in their

respective services and from those gentlemen they received their

-accumulations. They lent them' to others or employed them themsel-

ves, for purposes of commerce ; they were in fact, at first . the

distributors of capital rather than the possessors of it, They

made their profit in the usual course of trade, and by the difference of
interest in lending and borrowiﬁg money, and by commission. In the
course of time, carrying on a successful commerce, many became

possessors of large capital, and returned to this counftry leaving most

part of it there; but the persons who succeeded generally came in

without capital of their own, the same system being continued, and

those houses became the usual depository of a great portion of the
savings and accumulations of the military and civil services in India.’

And what was the ‘“‘economics” of the period which led to the
birth of this system ? The Charter Act of 1833, which paved the way
of British industrial capitalism on Indian soil, also facilitated the
‘growth of the Managing Agency System. In England, the develop-
‘ment of capitalism could be roughly charted into three stages, that of
mercantile capital, industrial capital and finance capital. The mercan-
tile capital traded but did not produce ; the industriaicapital produced
but did not trade ; the finance capital owned and controlled both the
trade and the production but entered into none. Finance capital was
the titular king who reigned but did not govern. Mercantile capital
‘handled commodities in transit, the industrial capital handled commo.
-dities in production, the finance capital handled the ledger books and
bank accounts. It arose out of gradual differentiation among the

-owners of capital and consisted of the ‘upper strata which dominated,

utilised and employed that middle and the lower strata of the owners.
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of capital. The managing agency system revealed the superior
bargaining power of finance capital over petty entrepreneurs, the
special privileges of the big bourgeoisie over the petty bourgeoisie.

What then was the historical role it served or how and in what
direction the course of development of Indian economy was directed
by the managing agency system ? The Britisk finance capital was.
working through the mechanism of the managing ageney houses to
control the indigenous enterprise and to share in its accumulation.
The native merchants were from the beginning ‘go-between dalals’ or
‘Barden carriers’ (i.e. persons who carry cotton bales),!® they were
diverted from their interest in land to industrial investments. . These
native merchants who accumulated capital by profiteering in the cotton
boom, opium, yarn and cloth trade in the East—now started making.
industrial investment, building cotton mills in Bombay and Ahmeda-
bad areas. The development of capitalism through way No. II started.
taking place within the Indian economy. ‘The stimulus for this
transition of the native merchants from sheer middlemanship to-
industrialism came from British finance capital via this managing
agency system:.

This system was also responsible for the present pattern of’
capitalism in India. In England, the Mercantile capital gave way to
Industrial capital only for a temporary period, soon the huge
accumulated funds of the merchants endeavoured to control the indus-
trialists by various means. Fabulous pric§s were offered for the
stocks and through stock market speculation the old merchant houses.
cornered shares enough to control the industries. The law of compe-
tition inevitably led to monopoly, the success in competition required
growing bigger and bigger through mergers and combinations. In
U. K. such process of monopolisation or concentration, developsd
the system of ‘managers’ or ‘agents’ under similar managing agency
contracts, Inthe U. S. A., the industrial combinations develoned
their own institution, e.g. the holding company system. The holding
company or the controlling company nrianage and control a number

of concerns—the key positions in the companies are held on the

nomination of the holding company which receives a fee based om

13. P. 8. Lokanathan, Industrial Organisation in India, p. 22.
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8ross revenues or net profits, for the various services rendered. 14
In India also the special form by which monopoly and concentration
of capital and ownership developed in the industrial structure was the
managing afency system. A salient feature of the highest stage of
capitalism was brought into being in an industrially backward country.
- Our industrialisation process thus started not in an atmosphere of free
competition with inherent pressure for cost-minimisation, technological
improvement, expansion of output and improvement of its quality ;
but in an economic environment - controlled by monopoly, with no
inherent'pressure to remove the vestiges of feudalism and rapid
‘transformation through technological progress. Managing Agency
Houses remained the monopoly units through managerial integrations
or interlocking directorships, not even bringing the economies of
integration as the producing firms continued to remain under tflem
scattered and separated. Our industrial development thus started

under monopoly with all its restrictive features, but none of its
-sqcalled economic benefits.

The voice of the middle and lower strata of Indian entrepreneurs
could be heard in the criticisms made against the system through
decades. Though the industrial Commission reported in its favour, ,
the majority of the Central Banking Enquiry Committee raisedx
objections to the system. The Tariff Board which enquired into the
Cotton Textile Industry in 1925 mentioned innumerable defects' and
malpractices such as the arrangement of secret commissions, invest-

. ment of surplus funds with firms of the shroffs who might be

identical with the managing agents, the appointment of the relatives
of the managing agents as auditors, shady transactions relating to
purchase of supplies, the shifting to mill of any loss sustaind by
Speculatvie purchases, undertaking of the job of the brokers for
purchase, sale and borrowing of funds for the mills they managed,
and failure to study market situations. The Tariff Board found
that, of the 174 dirgctors of the Bombay mills, only 11 had received
practical training./ The Directors were mere dummies whose only
functi;on was to sign the balancesheets and who, had they ventured
to assert themselves, would have to quit., Considering all these Prof.

Buchanan concludes, “However necessary the managing agency

14. Nabagopal Das, Industrial Enterprise in India, p. T7.
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system was for the building up Indian industry, it has been
expensive,”*® ' "

One of the most powerful indictments of the work . of the
managing agents came from the Coal Mining Committee of 1937,1¢
and the Shareholders Association. Its memorandum pointed out,
“Borrowing have been made for illegitimate purposes ; loans and
advances of a non-trading nature have given to friends and nominees :
interlocking dealings and transactions in the form of advances and
investments have been entered into allied concerns, and assets of
financially sound concerns have been mortgaged, and debentures
issued, not because the concerns themselves were in need of funds,
but because their managing agents wanted funds for their own
purpose or in furtherance of their own plans.”*”

Dr. Lokanathan has very ably pointed out thedefects of such
rule by Finance Capital : ‘Finance, instead of being the servant of
industry, has become its master.” Mr. Manu Subedar in his minority
report of the Indian Central Banking Enquiry Committee pointed out
that, in actuality, capital accumulation and genuine industrial

15. “A member of the managing agency firm teld the writer that they were
drawing about one lakh of rupeesa year for managing a concern capitalised for
Rs. 15 lakhs. In the year 1924 one of the cldest cotton mills in India suffered a
loss of Rs. 437,000 but the managing agents drew for their interest in the manage-
ment & “poundage” of Rs. 438,000. D.H. Buchanan, The Devi. of Cap. Ent. in
India, p. 169. :

16. Tt observed : “The methods of the managing agents place a premium on
high outputé, big sales and large profits and are generally calculated to focus effort
on immediate rather that future gains, it being remembered that these managing
agents control mills and other industrial concerns which benefit by cheap fuel...
...Shareholders seldom attend the general meetings of these companies in any
numbers, two holders of ordinary shares personally present at such meetings
constituting a quorum to chose a chairman and declare a dividend. So far as we
are sware no firm of managing agents has a technical expert on its calcutta staff,
but it is from calcutta that the policy of every coal company is directed with
reference to commercial considerations. Some witnesses told us in confidence that
they. have on occasions been faced with the alternative of adopting unsound mining
methods or loosing their livelihood, and though they are held legally responsible
they do mot actually have “control, management and direction of the mine”, as is
contemplated by Section 15 of the Indian Mines Act.”

17. Memorandum of Shareholders’ Association, 1949, p. 41.
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‘investment has been checked by the speculative dealings of the manag-

ing agents. He observed : “The managing agency system tends
not to encourage but to check the flow of capital in industry. The
managing.agents take advantage of a rise in prices to boom their shares
and unload them at top level, leaving the public to hold the baby.
In this they not only play with loaded dice, but they discourage the
bonafide investor and give to industrial investments a bad name.”*®

All these criticisms and agitations, however, could not remove
the system and its stranglehold on the Indian economy. Attempts
at modernisation were undertaken by amending the Indian Companies
Actin 1936. The nationalist economists pointed out: “The

~ Amended Act of 1936 was not, however, comprehensive enough to
meet with the abuses associated with the managing agency system.”
The National Planning Committee under Pandit Nehru opined that
even after so called reforms, ‘the system is rotten, root and branch,
leaf and bark and blossom.’

3. The Indian Working Class /

For the development of capitalism ‘two very different kinds of
commodity possessors must come face to face and into contact: on.
the one hand owners of money, means of production, means of
subsistence, who are eager to increase the sum of values they possess,
by buying other people’s labour-power; on the other hand, free
labourers, the sellers of their own labour-po wer...... With this
polarization of the market for commodites, ‘the fundamental
conditions of capitalist production are given. The capitalist system
pre-supposes the complete separation of the labourers from all
property in the means by which they can realise their labour......The
so called primitive accumulation, therefore, is nothing else than the
historical process of divorcing the producer from the means of
production...... The expropriation of the agricultural producer, of the
peasant, from the soil is the basis of the whole process.’

A. The origin of the wage-earning classes

In India, before the growth of ’ wage-earners as a class, the
preater porticii of the peovle lived in villages ; where either collective

18. The Central Banking Enquiry Committee Report, vol. I, Part II, p. 331,
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or individual ownership of land prevailed. In either case the ryot or
cultivator was economically bound up with the soil. Inany kind
of landlordism which might have prevailed, the ryot had only to
pay a fixed share of his produce as rent. The economic position of
the domestic menials or household slaves was worse than that of the
ryots, The artisans engaged in various handicrafts production were:
bound by customary rules and conventions set by the caste guilds,
controlled by the leaders of the community. In case a productive
operation need additional hands, it was met by voluntary exchange
of men from different occupations, who were generally paid in kind
at the customary rate. Labour thus was not free in the village, In
the towns also, industries were generally in the hands of craftsmen or
Hgdes people, They used to draw apprentices from among the pool
of younger members of the caste. Freé labourers, the class of the
wage-earners, working people with only labour-power as a commodity,
were thus mostly absent in our economic strucure,

The rise of the wage-earning class in India, as elsewhere, is the
result of demand for them and their supply. In other countries,
the demand created its own supply. Here in India, the process of
the evolution of wage-earning class revealed the opposite trend, the

" supply of pauperised labour preceded the demand for it. The pressure
of Lancashire-machine production supported by the unjust political
arm of the British rulers broke down the economic organisation of

“Indian handicrafts. The British traders and their gomastas completed
the task by uprooting the small traders. The handicraftsmen, artisans

and traders, all lost their occupations and were thrown on land. There .

on land, a system of landlordism was being evolved which impoverish-
ed the tillers of the soil through high revenue demands and the

uncertainty regarding proprietory rights, The commercialisation of

agriculture, money rent and overcrowding in land gradually made
the stage ready for the newly rooted small land-lords and the uproot-
ed small traders lending money at usurious rates. Under new land
systems, land was sought to be made a commodity, saleable
and mortgageable, Increasingv indebtedness led to the
. transfer of land from the tillers to the moneylenders. The
result was-like that of England, the expropriation of the tillers of the
soil, the removal of time-honoured traditions, conventions and
customs. The inevitable result was the emergence of agricultural

U
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proletariat. This class went on increasiﬁg with years due to famines,
normal increase of population and further breakdown of the agrarian
ecopomy. This process of emergence started with the later years of
the eightednth century and the beginning of the nineteenth. The
process gained in momentum gradually with the increase in demand
for such labourer, but there was a gap between the supply and demand.
leading to untold misery and impoverishment. Qut of this pauperised
Peas.antry, artisans and petty traders, came the industrial proletariat of
India. Wage-earning loosened the joint family bonds and the conse-
Quent insecurity speeded up wage-earning. The railways not only
created demand, but also helped the impoverished with the necessary
knowledge of jobs and cheap transportation facilities. N

The demand for free wage-earning labourers arose long before the
the middle of the nineteenth century. Such demand came from British
‘co.logies in Africa and other less populated regions of the world. The
Prlm.ltive tribes of those regions were being pushed out of their
Frad{tional abodes by British capital with the help of such Indian
Immigrant labourers, as the traditional knowledge of cultivation was
a{bsentin those tribes. In India the British plantations were the
first to demand a class of farm labourers as such. Indigo and
coffee plantations atracted the wage labourers as attempts were
fnade to introduce capitalist farming of the British type. But
1t was not until the tea plantations were established that the demand
for such a.labouring class was keenly felt. With the construction of
railroads there appeared a new demand for labour. The public-
works of the government, such as road construction, bridge building

- Or maintenance works gradually demanded more wage-earners. The

demand for labour in mines started with the opening of coal fields in
different parts of the country, especially Bihar, Orissa and Bengal.
In 1885, there were 24,541 labourers engaged in coal mining. Mining
labour came from the most backward‘and primitive tribes like Santals
etc.. Factories originated in 1850’s in Bombay and the surrounding
regions and in Bengal. The Cotton and Jute factories also started
demanding labourers from this labour pool. In theearlier years
the degree of proletarianisation i.e. separation of labourers from

land and the village economy was slow. It gradually increased
with years.
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B. The Emigrant Labour

As more and more countries of Asia and Africz'l came unde.-r B:;:;::
.domination, the British planters started plantatlofl farmsd 1nted. ot
colonies. In their own country farming was being condud o
capitalist modes and, since it was more pr?ﬁtable, t?;ys exm;)lanters
capitalist agricultural farms in these colonies {00. T e1 R
used to mobilise labour through slave trade, the aborlgu;?.l % e
these colonies were being captured and sold as commo! 1;1cs eg o
colonialists to the planters. In 1807, the s}a}ve-tradc?, was a.l'mr -
in 1833 the slave system was abolished. This gave rise to a :;1 yr oo
shortage of man-power in the Zolonie;. ”s[‘s:ﬂ:tlia:;cegfs I:‘;aira o e rers

ing ‘free’ labourers from India. lran tior
-:12§te§r:s early as 1819 in other colonies, b.ut it 1ncrease.:d :r:z};exgu;t;
after 1833. In 1842 and 1848, -two com.mlttees were 1ns1; o
British Parliament té enquire into the affair. We come:f othe e
the report of the first committee that ‘in c.onsefque.nce o] e
pation of the Negro there had been a dimmutl1o_n in tpe s a1 S
tion”. The committee further stated that ‘the pr1nc(111.3atress o
the diminished production ( of sugar ) and consequeilt t:S O e
grear difficulty which has been exPerienced by the plan
i continuous labour. o
e ;;ei:};;ﬂ; 315 workers were sent out under the. emlg;a:::ellla\;vs ;:
Mauritius, Natal, British Guiana and the West Indies. _fer N
and 1837 as many as 7000 emigrants left Calcujct:ah (2} e e
In 1838 two ships carrying 400 emigrants left for.B.rc;tlg o -Iondian
first consignment- of labourers were sh.ipp:ed to Tnn;3 a la47 th.e olony
emigrants were introduced into Jamaica 1n 1845. .y oo o o
had received 4000. Natal got its first s.upply in 'gra:c o ated
islands like Granda, St. Lucia and St. Vincent eml
in 1856, 1858 and 1861 respectively. | ;
It would be wrong to think that the Indian work'eis ::frekt;?ap;r;d
they willingly left the country. Im fact, they were vif urogaéated o
by means of fraudulent agreements. .The planters fracts oy,
the labourers were free men entered n?to' these cl?nm o e et
But the social-reformers of Great Br1ta1fn, the cda : :)bourers i
slavery, always pointed out that such mdenture. S ners. M.
never be called free labourers. One of the socia
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Nowell Buxton said that ‘the natives of India who were exported into

Mauritius and the West Indian colonies were in any degree regarded
as slaves.”

Till 1837, the Indian emigrants had no legal rights or safeguards.
The situation deteriorated so much that some sort of legal safeguard
became a necessity, Following the recommendations of the Law
Commission of 1837, the Government of India passed a law known
as the first Emigration Act (1837). The system of indenture intro-
duced under the emigration Act was worse than slavery itself, While-
slaves were to be housed and clothed and fed, this new system freed.
the employers from such obligations.®

N

Within India also, especially in the plantations, the system of”
indentured labourers continued for a pretty long time. From the
employment of labour under indenture or the system of penal
contract and of private arrest by planters, acquiesced in by the
illiterate and gullible rural folk—who are apt to be deceived by
the rosy pictures given to them by itinerant Arkathis or professional
recruiters—to the free movement of coolies without being.
recruited has been a long path of advance in India. Various.
kinds of abuses were connected with the indenture system. False
allurements were given by the Arkathis. The planters advaneed
money to these intermediaries who withheld a part of it and gave a
smaller amount to the recruited coolies. The journey was under
inhuman conditions, the life in plantation was hard and akin to-
slavery. Any one who once accepted contract money was doomed
forever and there was no way of escape left,+ The housing condi-
tions beggared description and no medical facilities could be-

19. The rate of emigration can be gauged from a single instance; the situation.
in Mauritius :

Years Men Women Total -
1851 64,282 13,714 77,996
1861 141,615 51,019 192,634 .
1871 141,804 74,454 216,258
1681 151,352 97,641 248,993
1891 147,499 108,421 255,920
1901 143,100 115,986 259,086
1911 138,974 118,723 257,679

1921 139,150 126,374 265,524
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i s spend
ected. Generally, the ptantation-owners did not themsli:: ts "
e . j d out to these wor
ing, a plot of jungle was leasc? . . b
afterlhouzmg[;lmfghed and a residential hut built therein by
. Ope , i i . -
jvi)rkers’ own labour, equipments, and materials

C. The Ag;iculiural Labour

iti i economy, or before the nineteenth
In the Pire.B;:slsgotI:if;d on by hired 1abox.ir. Within tk'le stelf;
‘centu.ry, form o8 If-perpetuating village communites, the cuhiwa OT
suffeien? and1 Sfis with the assistance from the members of his ovs{:;
wsed to fatE o as no distinct class of working people wh.ose mai
fomily and‘the}:e Wd was labour on other people’s lands against wagi
soutcs of lfVell.hzo In 1842, Sir Thomas Munro as _Cens1.1s Co:_nnus
e kmth. t there were no landless peasants in India. This ;vas
soner IePQTtEd i aorrect picture, but this indicated that the numbers
undoubiedli;z;fecd large enough to require statistical measurement.
were not co

i ew capitalist spirit in Indian
e ﬂ‘le attenl;ptn;:v ;:;?d:;sie;s andpthe breakdown of the
.agricwature thcrl‘wg handicrafts leading to increased dependenec 02
i In' xanew class of agricultural labourers gradually(emerge g
e tgls nlonised tribal people and of the 1?west strata :s
ou o t}?e ecfl)'he most powerful instrument in. this _proces; W :
agricu‘x-turls';s' k t in cash which threw the peasants 1n'to t.he hands ;ﬁ
Pt (‘)'f rend rI; The process of capital formation .1n the r:de_
e mo_ne)’ }en tlie 'hands 'of money-lenders and the process oh
coumr?md'e - ¢ landrelations continued simultaneously,' v;r mc;:
B o, wsult was the risé‘of a floating mass of agrl.cu. :
‘Stmcm'ral end-res;ile members of the Orissa Famine Commission 11;
s b dascsi. the formation of this class. ‘All our’commerc; ?:d
o Zb:e:ivsz our great works and improved s.ystems s thlz ;ages-;
:)ur oy P' cr,ease the class of labourers depending o.n ‘regu rages
s 01'. rorcas of private wealth, enabling the rlf:her to ’en e
T n: uigrsuvfktza::e o longer slaves or serfs, add to this class.
abo
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i ia- akistan.
90. Surendra J. Patel, Agricultural Labourers in India and P
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1871-1931, it has been shown that durip

8 the last three decades of the
nineteenth century,

the agricultural labourers for
proportion of the total agricultural Population,
18 per cent in 1871-72, 15 per cent in

It has not been possible to state clearly whether the decline in the
proportion of agricultural labourers was real or was merely caused by
the changes in classification and coverage,??t

Amidst the expectations of a ‘period of co
and ¢ considerable increases in the jnco
culti vating classes’,22 the pation-
rude shock to the whole country,
was another famine in 1899.1900.
Previous ome, it was certaj
disastroys years,

med a very smali
This proportion was
1881, and 13 per cent in 1891.

mparative prosperity®?
mes -of the landholding and
wide famine of 1896.97 came as a
‘Hardly a few years pas§ed and there

Though not as widespread as the
nly more severe. This halfa decade of
in which famine followed famine, washed away the
effects: of the preceding period of relative agricultural Prosperity,
leaving in its deadly trail fields devasted, cattle destroyed and the
People prostrate, The Indian Famine Commission of 1898 pointed
out that as a comsequence of the famine, the class of rural labourers
far from contracting, seems to be widening, particularly in the more
-congested districts’#3,

The 1901 Census data amply justified the conclusions of the

Famine Commission. The proportion of agricultural labourers to the
total agricultural population jumped from a mere 13 per cent in
1891 to 25 cent in 1901, or virtually doubled. The number of persons
classified as ‘unspecified labourers’ (who were normally regarded ag
agricultural labourers) was exceedingly large in this ‘year. With the
return of relatively normal times in 1911 g part of the a
labourers resettled themselves on the soil,

small decline in the relative Proportion of a
the total agricultural bopulation, which fell

gricultural

This was reflected in a
gricultural labourers to
from 25 per cent in 1901

21.

‘It appears that the decline in the proportion of agricultural labourers from
18 per

cent in 1871-72 to 18 per cent in 1891 is likel

y to have been:more apparent
than real’ 8.7, Patel, 1bid, p. 13,

22. D. R. CGadgil, The Industrial Epolution of India,
Indian Famine Commission p. 363.

28.  Ibid, p. 363

See 8. J. Patel, Ivid, p. 13.

p- 63, Report of the
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to 22 per cent in 1911 Barring this decline, this proportion ha%c
thereafter shown a consistently upward tzndency. t.Theo fgr::;e
i i isintegration
¢ i 1 prices led to greater aisin
depression of agricultura . . : of e
: ociety, This was
- itutional framework of the agrarian § -
fns’::: t:zxergence of agricultural labourers as a distinct and the larﬁes;
l]zoup of all the occupational groups in Indp. The propq;t;zn
gf agricultural labourers {0 the total agrlcultufal popu ! _
? ged from 26'2 per cent in 1921 to 38 per cent in 1931., neartifl
]t‘;TeI; times higher than that in the last decade of the nmzteen .
issi f 1931 was amazed an
. The Census Commissioner . of 1931 !
celmrt;xrgd In his opinion ‘the change in ratlo.ls s?mewhat rema;':d
abie eVe'ﬁbwhen adopting the lowest ratio which can be compared
a

with that of 1921 N |
This was the period in which a tremendous 1ncrease In

i from 253°8 million in 1881 to
tion took place, it TOSE from : .
ggg}gai;?ﬁion in 1931, There was an Increas¢ in the absolute

n

M 24
in the relative proportion of agricultural labourers.

nea] Land Revenue Commission (1938)

TdhethprC:;L:f ;]ZitBieisus will show a conmsiderably larger

ﬁtate ’a' the number of agricultural labourers. The resu.ltsv

o loa1 lnnsus were not known. The Indian Faminej Enquiry

o*f '194'1 'CZ (1945) however in the Report on Bengal estln?tzfted the

C;?cﬁ:;;zl {abour as | 26'6 per cent of agricultural families, In
a

1 25
other provinces the rise was greater.

— . . he-
4 ‘k'This increase in their relative proportion cannot be explained by the
24, ¢

0 i alation alone. The raere inerease in population should have aﬁ']:ct;d
i s o ’ ’ . - » . - .o
e Ptitut'mg agricultural population in jdentical proportions with the
e tions of these groups would not change at all. The

hat the relative propor Foup . b ch e
resulb th% the relative proportions, therefore, indicate shifts Wn:;hm 13]:1elg1'oupg1 o
Charf;: nflsuch intra-group shifts other groups within the agricultural populatio
g resulb O

. Cils

1ost heavily to the group of agricultural labourers? S. J. Patel, op. ct
bave los
P. 17-18

) ia Ki 1948
95. Karyanand Sharma. the President of the All India Kisan Sabha for

ress Q 911110]1 that this pro; por tlon has rise than 30 P 1
ed his n from more ha er cent in
€xp

1931 o about 45 per cent in 1947-8,
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D. The grbwth in the number Factory Labour

Apart from Emigrant Labour, Plantation Labour and
Agricultural Labour, there grew up in India from the middle of
the nineteenth century, the modern Factory Labour. The growth
in the number of such factory labourers or of the industrial proletariat
in the true sense of the term, naturally coincided with the growth
of modern factories or the spread of industrialisation as such. B

Records as to the number of cotton mill workers were not kept
until 1879-1880, when 47855 such persons were found in the mills of

the country. Labourers in jute mills, recorded still later, numbered
59,222 in 1889." ‘

The first systematic record of all labourers in all classes of
factories, working under the factory act of 1881, was taken in
-189/2 and their number was found to be 316,715. The increase
since that time is shown in the table below :

Growth of Factory Labour from 1 892 to 1918

_ - . | Number of pei'sons '
Year Number of factories employed Average -
A Percentage Percentage member of
increase increase bersons per
- : Total compared Total Compared factory .
: _ to 1892 to 1892
1892 | 653 — 316,715 — 485
1900 {1,207 85 468,956 48 388
1910 2,271 248 792,511 150 - 349 .
1918 3,318 408 1,123,072 - 254" 338

The above table indicates the comparative growth in the number
of factories and labourers in the 26 years period, the number of
factories having increased 408 per cent and that of labourers 254
per cent. The decline in the average number of workers in each

factory:-(shown in the last column) was due to the gradual inclusion of

many smaller establishments within the scope of the factory Act. Of

the 3167 15~«~wo;kers engaged in different factories in 1892, there were
2,54,236 men, 43,392 women and 18,887 children, In 1918, the total
number of workers rose to 11,23,072, of whom 8,97,619 were men,

1,61,343 women, and 64,110 children. The increase in the number
15 - '
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of different classes of employees in 1918 as compared with 1892 was
252 per cent of men, 270 per cent for women and 254 per cent for
children, showing a higher rate of increase among woman employees
than among other groups.

Though the rate of increase ‘of numbers of factory lgbourcrs’ﬁ
increased from the beginning of the nineteen-twenties, yet tl‘le rate
was slow., The slow growth was due to many reasons. (1) First; the
labouring classes in India have been freeholders and are slow to leave

~ their old positions, whereas in the west the ancestry of the present

wage-earning classes was remotely connected with serfdom and it was
natural for their descendants to get away from their hefrc.l lot a{xd
humiliation at the first opportunity. (2} Seco.nd‘ly, the Jo'mt family
system in India holds together all the members of the farfu}y _system
in Indsa holds together all the members of the fami]y and even

* when some of them leave for distant towns they retain their attatch-

ment for home. (3) Thirdly the conditions of work and living in the
towns are really sordid, the labourers thus continue to long for a
peaceful and better living conditions in the villages.

" . E. The supply and Mobility of Factory Labour

'The availability of a work force untrammel¢d by  traditional
restrictions or social and sentimental barriers to mobility is one crucial
element in the economic development of an industrial society. Several
questions may be asked : {a) to what extent has the lack of such a
mobile labour force inhibited the growth of Indian industry ? (b). I-'Iow
greatly have the sentiments of agricultural attachment, the religious
tenets of caste and family and the continued existence of rural occupa-
tions operated to limit the mobility of labour and the free ﬂow. of a
work-force into  the factories of India ? ¥n other v{ords_, is tl}e
problem of achieving this precondition of industrialization in India
different in kind or merely in tempo from the pattern elaborated by
countries of the North Atlantic nucleus ?

Although there is complete agreement that in India today both
open and disguised unemployment is widespread, there is almost

equally uniform agreement among industrialists, officials and sc_holérs :
" that industrial development in India before 1947 was seriously handi-

capped by the difficulty of organising a stable, disciplined labour-
force of adequate size. This was the considered judgemeqt of the

-
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Indian Factory Labour Commission of 1908 : #The position of the
operative has been greatly strengthened by the fact that the supply. of
factory labour undoubtedly is, and has been, inadequate ; and there
is, and has been, the keenest competition among employers” to secure
a full labdur supply.” The classic statement on the‘subject appeared
in 1931 in the.report of the Royal Commission on Labour “in India :
“Throughout the greater part of its history, organised industry in
India has experienced a shortage of labour. A generation ago, this
shortage was apt at times to be critical...(After 1905) the position
became easier in the factory industries, but even.in these, before the

. {first world) war, few employers were assured of adequate labour at

all seasons of the year.. Perennial factories...have now reached a -
position in which most of them have sufficient labour at all seasons
and there is a surplus of factory labour at several centres, ,

.Speaking
generally, it would be true to say that the turnin

g point came - during

 the last five years, up to that stage, labour tended to have the upper

hand in that there was competition for its services ; since then the
tendency has been for the workers to compete for jobs.”*® The same
Point was recently made by an American scholar who referred to
“the excess of jobs over jobseekers which typified Indian induystries
for the period between 1900 and 1935" and by the official historian

of the Indian cotton textile industry.=*

Shortage of labour is supi)osed to have (i) directly affected the
rate of industrial growth by reducing it : and also (i) indirectly
shaped the behaviour and attitudes of the workers coming into.
industry. The behaviour pattern of the Indian workers is genérally
described /in one of the two wholly cdntradictory'ways : (a) labour
being scarce, eniployers had to scramble for workers and had to make
unnecessary concessions which weakened control and discipline. They
were allowed too frequent returns to the villages. And (b) labour
being abundant, employers were able to abuse workers unmercifully,
Since working conditions in the factories were intolerable, labour
tended to remain in the villages or was very quickly forced- back to
the land by utter exhaustion.®® These t(wo essentially contradictory

26. Eeport of ihe Royal Commission on Labour, p- 2L
27. Oscar A. Ornati, Jobs and Workers in India, p. 85.
28. Indian Factory Labour Commission, pp. 18-19; 81-93 ; Jathar and Beri

PP. 76-77 ; Gadgil, Industrial Bvolution of India, pp. 127-130. :
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hypothesis (labour scarcity and labour-abundance) however led to
the same general conclusion that workers constantly endeavoured to
retain their rural links to an extent which limited the supply of
labour for industrial development, As a consequence, Gisciplined
urban-industrial or proletarian types of behaviodr did not developed.
This was supposed to be quite necessarily accompanied by high rate of
labour turnover and the slow growth of trade unionism in
our country. It was also argued that the institutions of the older
social order seriously inhibited the creation of an industrial labour
. force ; claims of kinship, caste and village supposedly served as bonds
keeping people on land or operated as powerful forces to bring them
back. Thus any movement towards city was a temporary one,

The recent research works, based on fresh historical data and
interpretation, however, attempt to disprove these timehonoured
hypothesis and conclusions.?® ~ Prof. David Morris has shown by
analysing the growth of the-Bombay Cotton Textile Industry, that
quite different conclusions emerge as historical truth. ‘Not only

did the industry steadily expand the size of its labour force, but the .

evidence suggests that during the critical period, the half-century
before 1920, mills were able to obtain new recruits without any
significant upward pressure on the wage rates at which novice mil}
hands were employed. If labour shortages had persisted for long
periods of time—i.e., if market conditions had favoured a more rapid
" expansion of output than actually occurred—we would expect to
find evidence of steady upward trend of hiring-in wage rates,
particularly when labour costs were relatively small proportion of
total costs and profit expectations were quite high. Moreover, we
would have expected evidence of a shift in the industry’s technology
iﬁcreasingly in the direction of more capital-infensive methods of
production.  Neither of these two tendencies can be found in the
period before 1920,

“Nor can it be argued that wage rates, for cultural Teasons specific
to India, were unresponsible to a labour shortage when it appeared...’

99. The most fmportant research work disproving the old notions which were

based on little gystematic historical evidence and “were untested by historical
material is by Prof. Morris David Morrls, The Emergence of an Indusirial Labour
Force inIndia, a study of the Bombay Cotton Mills, 1854-1957 ( 1965 ).
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The data collected by Prof. Morris with regard to the place of

- origin of the labourers suggest an additional feature about the labour

force ‘ong running counter to the widely accepted view that the
industry depended almost entirely on workers who migrated only -
tempora;ily from the countryside and returned to the countryside
at the end pf the period of service...The fact is significant because it
casts very serious doubt on the propositions which attributed labour
force instability to the persistence of a rural nexus'.

‘Just as the analysis supports the view that a growing proportion
of the labour force was permanently tied to the industry for its
Iivelihood, a reassessment of the materials on absenteeism suggests
that these rates have been grossly overstated. It is likely that willful
absenteeism by mill-hands was typically less than 10 per cent, and
much of this could be attributed to illness. Moreover, statistical
evidence does not support the claim of an enormous seasonal swing in
absenteeism associated with agricultural requirements of the rural

“sector’,

‘Just as other traditional institutions did not seem seriously to
inhibit either the movement of people to Bombay or their recruitment
into the mills, so »traditional village caste (fatl) divisions apparently
did not have overwhelming effect on the mobilization of a factory‘
labor force...... The traditional subcaste distinctions of’ the country-
side did not affect the employer’s ability to recruit as much labor as
he needed of the type that he wanted......Moreover whatever,
distinctions did persist survived only because they were irrelevant to
mill operations. Whenever and whatever industrial functioning
required the disruption of traditional distinctions, they were apparently v
swept away with ease,’®°

4. The Labour Movement in India
A. The Origin
Except for the movement for national government, no movement
in India was historically so important as that of labour. Considered
from the view point of economic and\social history, it is in fact the

most significant movement in the whole history of our country. The

30. Morris David Morris § The Emergence of an Industrial Labour Force in
India, a study of the Bombay Cotton Mills 1854-1947. pp, 198-210,
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w

labo i .
abour movement was a means to (i).the economic improvement of

labour by getting a larger portion of national dividend for wage

earners, (11).the reclamation atd fertilisation of the phy‘sical anc%

) mental. creative energy of the tréditionally inert and vegetative masses
f’f India, (iii) the build up an effective shield of countervailin

I relation to the united capitalist class. s

The labour movement in India falls int

_according to the dominant forces whic

h influenced the course of its
development, 'Ijgg ff.s,t_}.’f@ﬁ‘-« started with the object of regulating

child and woman labour in factories and lasted from 1875 to 1891
The abolition of the indentured system was the main pufpose of thé
second period which lasted from 1891 to 1517. The third period
began 1n. 1918 with the principal aim of organising the Workers into
trade unions and is still in the process of growth. These three

Perloc‘Is n.zight be conveniently called as the regulation, abolition and
organisation periods, ) - "

o three distinct periods

Qlfhe ‘underlying cause of the labour movement was use of women

am? children in growing numbers in the cotton factories of India
which started springing up rapidly during the seventies of the last
century. The initial cause was the rivalry of Lancashire manuface
turers, who sent in 1874 a deputation to the Secretary of State to urge
upon.the necessity of factory legislation, especially the4regula_tion of
working hours in Indian factories. On the advice of the Secretary of
State, the Government of Bombay appointed a Commission in 1875
At the same time the philanthropists in Bombay like ur. Sorabjet;
Shapoorjee Bengalee started agitation for legislation, Wliich' formed
the nucleus \qf the labour movement in India,

The majority of the Commission suggested no action. This
revived the agitation of the Manchester interests, which were shortly
followed by counter-actions by cotton-manufacturers in India mini-
mising the grievances of the labourers. As usual the Man;hester
won, and this resulted in the enactment of the first factory act and in
the regulation of child labour in 1881. But the failure of the agzt to
regulate woman labour led to agitation for its amendment. Qut of
these agitations emerged the first labour leader in India, Mr. Narayan
Meghajee Lokhanday who started life as factory labourer and worked
for the cause of labour till the end of hic life E
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A ‘second commissioni was appointcd in 1884 to consider the
desirability of amending the factory act. Mr. Lokhanday organised a
conference*of the workers and drew up a memorandum, asking for the
redress of their grievances. It was signed by 5500 workers and was
presented to the Commission. In October, 1889, the workers in the
spinning and weaving industries of Bombay submitted a petition to
the Governor-General asking for the amendment of the Factory Act.
In April 1890 a mass-meeting of factory workers was held in Bombay.
Two women addressed the meeting and demanded a weekly holiday
which was granted by the employers. ' :

In 1890, Mr. Lokhanday founded the first organisation among the
working people of India, the Bombay Millhand’s Assoeiation. He
also started a labour paper, called the Dinabandku, or the friend of
poor, which became the clearing house of the grievances of the
workers in the city of Bombay.

In the same year another Factory Commission was appointed and
Mr. Lokhanday represented Labour in that Commission. In 1891,
the second factory act was passed which tried to regulate the labour
of women and to raise the minimum and maximum ages of children.
Thus ended the first period.

@];e second period of the labour movement was a protest against
the “indenture. system by which the Indian labourers were sent out
to British Colonies to take the place of Negro slaves emancipated
in 1834, The system was introduced in Mauritius and Trinidad
in 1834 and later on into Natal, Fiji and other Colonie? Discrimina-
ting laws against the Indians were passed by the Trafsvaal Govern-
ment as early as 1883. In 1891, Natal started a series of repressive
measures, which made the condition of the indentured Indians very
severe and brought the question to the public notice. The Indians in
Natal started passive resistance. 1906 the Transvaal government
brought about a_npew bill against Asian immigration, which was
passed in 1907. (The new wave of popular political consciousness in
1905 through movement against proposed Bengal partition deepened
the anguish and determination, Protest meetings were held all over
the country. In 1910 a resolution of Mr. G. Gokhale was passed in
Legislative council to prohibit the emigration of Indians as indentured
labourers to Natal. Early in 1912 Mr. Gokhale again moved a
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resolution for the abolition of the system itself, but the Government
opposed the motion. The pressure of the movement by the Indians
forced the South African Government to enact the Indian Relief Act,
1914. The India Government prohibited emigration during the war.
By the Act of March 1922, the system was finally a‘polishegyf?
.. O b TUGosss baderd '

G‘lne organisation period §tartéET from the eﬁ& of the First World
War. The growth in the numbers of factories and the labourers and
also the rise of class-consciousness among workers were the funda-
mental causes of the movement for organisation. Although the first
labour union was founded in 1890 and the second in 1910, it was not
until 1918 that the movement for trade unionism staried. In that
year an industrial union was organised among the textile workers in
Madras. By 1919 there were 4 unions in Madras Presidency with a
membership of 20,000 persons. From Madras the movement spread
to the other parts of the country and similar unions were founded in
Bombay, Calcutta, Ahmedabad and other industrial centres.

The political unrest in the country, the higher cost of living, the
news of the working class state in Russia and the propagation of the
working class philosophy of social change through the movement of
classes—all these operated together to generate a higher degree of
consciousness among the industrial workers of India. In Décember
1919 a conference of Bombay factory workers was held and about 72
factories were represented. They drew up a memorandum deman-
ding the reduction of hours and the increase of wages.  The
employers did not meet these demands, the workers revolted and
organised the waves of strikes till the whole industrial organisation
of the country was paralysed. :

Gradually the labour movement went on its natural course with
the development of organisational structures, It assumed national
importance in 1920 Wheq the first All-India Trade Union Congress
was held at Bombay with Lala Lajpat Rai as President and Mr.
Joseph Baptista as Vice-President. 1In its second congress next year:
- at Jharia there were 10,000 delegates from 100 unions representing
10,00,000 members and a constitution was adopted.,

In summary, in the first period, ‘the movement had no definite
aim and only petitions and appeals were the main objects ; in the
second period, the movement was led mainly by intellectuals and

'
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agitation against the indenture system was at its centre ; in the third
period, the movement assumed the proper economic nature or the
proper Trade Unionism has begun. Labour unions sprang up and
it became a movement for and by the workersi; although for leader-
:ship, it still had to depend upon outside help. )

B. History of Trade Unions or Labour Organisations in India

Report of the Royal Commission on Labour in India observed
‘that “prior to war, organisation scarcely extended beyond the betten
paid railways employees and some classes of Government sefvants.’r
In 1890, at the time of the amendment of the Indian Factories Act,
Bombay Mill Hand’s Association was formed. ‘But it was not a Trade
Union in the correct sense of the term. It was a ‘loosely organised
body’ with no definite aim or constitution. In 1897, the Amalgama-

- ted Society of Railway Servants of India and Burma was formed. Its
- membership was limited to the Anglo-Indian apd European employees

-of the railways. It was merely a friendly society and cannot be
.accepted as a trade union proper. There was the Frinters’ Union m
Calcutta in 1905, and the Bombay Postal Union in 1907, both spo;adlc
.and of ad hoc nature.  Some philanthropists of Bombay started the
Kamgar Hitvardhak Sabha in 1909 to carry on welfare aqtivities
among the labourers. In Calcutta, there were other minor labour
organisations like Mohammeden Association and the Indian Labour
Union. .

The real history of trade unionism started after the end of the
First World War, when many factors combined together to promote
its growth, During and after the war several elements brought 'al?out
a revolution in the social, political and industrial life of India. First,
the Great War, which stirred the whole world, affected also the
masses of India, who had to bear the burden of recruitment, loa{xs
and taxes. Second, the national movement became very strong in
power and adopted defying methods for the achievment of Swaraj.
‘Third, some of the repressive measures of the British Goveljpment,
such as the martial law, Jallianwalabagh massacre, Rowlat acts and
imprisonment of national leaders, aroused a spirit of deﬁance. among
the people. Fourth, the agitation against the discrimination by
colonies and dominions created a feeling of national self-respect
on the one hand, and of sympathy and responsibility towards the
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labouring classes on the other. The last, but not the least, was the
revolution in Russia, especially the establishment of the Soviet
Republic, which awakened hope for a new social order.®! . The new
consciousness was related to, as the Royal Commission on Labour
4had written, ‘the realisation of the potentialities of the strike.’

‘From the earliest time, the labour movement has been guided
by two distinct doctrines, The first is that iniquities of modern
industrial society, of which labour problems are a part, have resulted
from the capitalistic system and cannot to remedied without breaking
down the system itself. This is the doctrine of the revolutionary
wing of the labour movement and consists of several phases from
philosophical anarchism to state socialism. The second is that the
present iniquities have been caused by employees to make a better
bargain with their employers and can be remedied by labour
organisation which will give labourers the same advantage as the
employers have. This is the doctrine of that wing of the labour
movement which aims at the solution of labour-problems.through
collective bargaining. It accepts modern socio-economic institutions
and attempts only at equalising the bargaining power of labour with

_ that of capital.’

The first Trade Union in India was the Madras Labour Union
established in the first quarter of 1918, It became the forerunner of
trade unionism of our country. It started as an organisation of
-textile Wdrkers, but subsequently it became a general union of all
sections -of the workers namely, the workers of Railways, Prin