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Not on our Turf: India

Though India was not as advanced technologically as China in the
pre-modern eras it did have some strong economic sectors and had a
strong mercantile class.

Recall that after 1688 the British government had to ban the import
of Indian textiles (calicoes) to protect the wool industry.

India is another canonical example of the correlation of European
colonialism and economic stagnation.
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India

After 1757 when the British East India Company (BEIC) annexed
Bengal and Bihar, it gradually expanded into the sub-continent. The
maximal expansion occurred in 1856 with the annexation of Awadh.
Expansion stopped by the �Mutiny�of 1857.

After this the British controlled directly 63% of the land area with the
rest was ruled indirectly � the �Princely states.�

In the century up to 1857 we know little about aggregate economic
performance. This period witnessed the famous contraction of the
Indian textile industry and de-industrialization. But other sectors also
expanded, for instance exports of opium and indigo.
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Predation and Institutions

Mughals and the BEIC were predatory. Mughal land taxes were about
50% of the crop (compare with Imperial China where according to
Bin Wong land taxes were only 5% of output). These were taken over
and if the levels were not increased, collection and enforcement were
much more e¢ cient.

BEIC also engaged in a fair amount of looting.

Wholesale re-organization of the system of land tenure. In areas of
�Permanent Settlement�the BEIC adopted a system of tax farming.
Paying taxes to the colonial state was made the responsibility of
people called Zamindars who then collected the taxes directly from
the cultivators.

The Zamindars were e¤ectively given property rights to the land.

In the �Permanent Settlement�of 1793, the tax liabilities were �xed
in nominal terms in perpetuity
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Institutional Variation

Elsewhere, the colonial state collected taxes directly from the
producers - ryotwari.

Here there was no tax farming and the amount of taxes paid varied
over time.

In these areas the individual cultivators got the property rights to the
land.

There were also other systems, for instance situation where villages
were collectively responsible for taxes.

There is a lot of anecdotal evidence that these systems adapted
themselves to conditions in the ground. When the BEIC faced a
strong local elite, for instance, they made them Zamindars.
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1857 to 1948

The main economic contours are as follows:

Income per-capita increased slowly but steadily until the early 20th
century and then stagnated until independence.

Slowdown seems to be associated with deterioration (even falling)
agricultural production, expanding rates of population growth.

Very little structural change. Proportion of the population working in
agriculture almost unchanged.

Very little investment which was very low as a % of GDP.

Real agricultural wages were constant when GDP per-capita was
rising, falling afterwards �hence rising inequality in the early period.

The colonial state was very small as a % of GDP.
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Source: All Tables from Tirthankar Roy (2000) 

The Economic History of India, 1857-1947, Oxford University Press.







Puzzles

What can account for these patterns, particularly the very poor
aggregate economic performance?

A classic idea suggests that after the 1920s there was a sort of
Malthusian crisis. But this was brought on by the institutional
changes introduced into the rural areas by the BEIC.

Long standing notion in the historiography that Zamindari areas did
worse than Ryotwari. For instance the Bengal experienced the worst
declines in agricultural productivity. Also Bihar, the poorest and most
dysfunctional state in India, was heavily dominated by the Zamindari
system.

It was exacerbated by the reluctance of the colonial state to invest.
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Very Little Public Investment



Some Systematic Evidence

Banerjee and Iyer investigated the long-run e¤ects of the Zamindari
system, which they call the landlord system.

They start with a simple strategy using district level data (can�t get
income) regressing various outcomes on geographical controls and a
dummy for whether or not there was a non-landlord system.

Places without Zamindars do better today.
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Endogeneity

As we already noted which system was introduced was to some extent
adapted to the conditions the BEIC found.

Imagine that there were strong local elites when the BEIC arrived who
were made Zamindars. Then it is hard to imagine that we are
estimating the causal e¤ect of the tax revenue system and not the
impact of something else which causes there to be strong elites
(possibly bad for socio-economic outcomes).

Banerjee and Iyer propose an IV strategy. They argue that one factor
driving the creation of the revenue system was intellectual fashions in
Britain.

Therefore as an instrument they use a dummy variable which is 1 if
the district was conquered between 1820 and 1856 (the e¤ective end
of British imposition of these systems).
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What is Going On?

When did these di¤erences emerge?

Rather oddly, this appears to have been after independence.

For instance, one could imagine that the colonial state invested more
in non-landlord areas because since they could alter tax rates they
were the residual claimant on income. But why would di¤erences only
emerge after independence?

Moreover, Zamindars were expropriated in the 1950s.

Why?

Their explanation for this is that landlord areas get fewer public
investments (which expanded rapidly after independence). This is due
to lower collective action in landlord areas � legacy of Zamindari
system is non-cooperative relations between elites and non-elites.
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Direct versus Indirect Rule

Iyer further investigated whether or not we observe systematic
di¤erences today between places where the British ruled directly and
the princely states.

This does not allow you to ask what were the e¤ects of being
colonized relative to not being colonized since obviously the princely
states were heavily in�uenced by being right next to British India.
Moreover, some aspects of policy (foreign, defense) were directly
controlled. They also paid taxes to the British state.

District level data. Simplest empirical strategy: regress current
economic and policy outcomes on controls and a dummy for whether
or not the district was ruled directly.
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Endogeneity

Of course there is a problem here. The fact that direct rule is
associated with higher agricultural productivity could simply re�ect
that the British took over the most attractive places economically.

Iyer proposes a simple IV strategy.

Based on the �doctrine of lapse.�

Clear that during the tenure (1848-1856) of Lord Dalhousie as
Governor General something di¤erent happened. During this period
Dalhousie annexed some (not all) princely states where the ruler had
died without an heir (he refused to recognize adoptions).

Use the death of a ruler without an heir between 1848 and 1856 as an
instrument.
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Conclusion

Today, princely states do better in terms of public goods. This �atly
contradicts the conventional wisdom about indirect rule. In Africa,
indirect rule is said to have strengthened the power of chiefs, reducing
accountability, and generally worsening political and policy outcomes.

Seems to be a hang over from the colonial period which has persisted
(scattered evidence suggests public good provision was higher in
princely states before 1948).
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