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The Political Economy of the Raj: 
The Decline of Colonialism 

B. R. TOMLINSON 

Taking a fresh look at the institutions of economic management in colonial India 
explains much about the history of the last decades of the raj. The concept of 
political economy-the interaction of economic forces and political choices- 
provides a useful approach to the study of government economic policy and 
practice that can give a new perspective on the history of the late British Empire 
as a whole. 

THE economic historiography of the British Empire is at present in a 
confused and confusing state. This is especially true of that period 

which saw the decline of colonialism, the first half of the twentieth 
century. There are two major difficulties. The first is that the old notion 
of a distinct imperial economy has collapsed in recent years, and 
researchers have preferred to seek the key to imperial economic history 
elsewhere-in the local economies of the dependent territories, in the 
metropolitan economy of Britain, or in the international economy of 
which both Britain and her colonial possessions were merely particular 
localized expressions.1 The second is in trying to relate the explanations 
of the end of the British empire that deal with economic matters to those 
that deal with political ones.2 

One solution that has become increasingly popular focuses attention 
on the political economy of the Empire-the interaction between 
economic forces and political choices in territories bound to Britain by 
some formal tie. It has even been suggested recently that this approach 
offers "the best evidence for a unified field theory of the British 

Journal of Economic History, Vol. XLII, No. 1 (March 1982). ? The Economic History 
Association. All rights reserved. ISSN 0022-0507. 

The author is Lecturer in the Department of Economic and Social History, University of 
Birmingham, P.O. Box 363, Birmingham B15 2TT, United Kingdom. This essay is a summary and 
restatement of some of the major themes of the author's recent book on the relationship between 
economic change and the ending of colonial rule in India, The Political Economy of the Raj 1914- 
1947: the Economics of Decolonization in India (London, 1979). The preparation of the essay has 
been greatly helped by Tony Hopkins's comments on an earlier draft; the book owed much to the 
encouragement and inspiration of Jack Gallagher, Leslie Pressnell, and Anil Seal. 

l For more on this see A. G. Hopkins, "Imperial Connections" in The Imperial Impact: Studies 
in the Economic History of Africa and India, ed. Clive Dewey and A. G. Hopkins (London, 1978). 

2 This problem is not confined to imperial economic history: as Paul Uselding has recently 
reminded us, economic historians as a whole are "once again resorting] to the incorporation of 
social and institutional factors in their interpretation of events in the tableau of the economic- 
historical past"; Paul Uselding, ed., Research in Economic History, Volume 5, 1980 (Greenwich, 
Connecticut, 1980), p. vii. 

133 



134 TomlTnson 

Empire," since "the institutions of economic management, the terms of 
trade, the broad conditions of the international economy, and the 
standardization of data through statistics, allow for comparisons."3 The 
term political economy, however, cannot be used as a magic talisman: it 
requires further specification to be a useful tool. In imperial economic 
history it is government policy and official institutions that offer the 
most promising subjects for refining the approach and demonstrating its 
value. The example of India makes an especially good case study, for 
the British raj was one of the longest-lasting and institutionally most 
complex of colonial administrations. 

In examining the relationship of economic realities to political practi- 
calities in official policy making in India the first priority is to isolate the 
interests the policy was intended to serve. "What is the purpose of 
British rule in India?" was not a question of much interest to the 
majority of colonial bureaucrats, and yet the trend of their actions 
showed that they did have an answer to it. Government policy, at least 
the "high policy" made on the telegraph wires between London and 
New Delhi, was meant to secure a narrow range of objectives of 
particular interest to government itself, and in the attainment of which 
government action was all-important. This lowest common denominator 
of official concern can be termed India's "imperial commitment," the 
irreducible minimum that the subcontinent was expected to perform in 
the imperial cause. The commitment was three-fold: to provide a market 
for British goods, to pay interest on the sterling debt and other charges 
that fell due in London, and to maintain a large number of British troops 
from Indian revenues and make part of the local army available as an 
"imperial firebrigade." 

During the last decades of the raj contradictions within the imperial 
commitment released a malign dialectic of their own. From the Indian 
perspective, imperial commitments depended on the twin foundations 
of British rule-political consent and public revenue. Each arm of the 
imperial commitment cost the government of India dear and diverted 
Indian resources into the pockets of British businessmen, bond-holders, 
and taxpayers. At the same time the relative poverty of the Indian 
economy limited the amount that could be extracted, while the British 
bureaucracy was convinced that the secret of successful government in 
India lay in low taxation.4 From the 1860s onwards India followed a 
policy of financial and administrative decentralization for fiscal as well 
as political reasons. By 1919 the central government had surrendered its 
rights over the staple Land Revenue to provincial administrations in an 

3 W. Golant, "Review Article: Imperialism and India," History, 66 (Feb. 1981), 65. 
4 As Lord Canning pointed out in the early 1860s, "I would rather govern India with 40,000 

British troops without an income tax than govern it with 100,000 British troops with such a tax"; 
quoted in A. D. D. Gordon, Businessmen and Politics: Rising Nationalism and a Modernising 
Economy in Bombay, 1918-33 . .. (New Delhi, 1978), p. 11. 
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attempt to buy the political peace needed to expand the tax base. In the 
interwar years the government almost entirely depended on tariffs and 
income tax for any significant increase in revenue. Customs duties were 
raised repeatedly, indirect taxes being much easier to collect and also 
politically more popular. Ultimately local revenue needs severely 
damaged India's role as a market for British goods.5 Over the same 
period the government found it increasingly difficult to keep its military 
establishment up to strength. In the great crisis of imperial defense from 
1939 onwards, as in 1914-1918, the British government was forced to 
take over financial responsibility for much of India's war effort.6 

The financial problems that the government in London faced were 
caused by competition between imperial and domestic interests for 
scarce resources. The difficulties created by India's sterling payments 
were of a different order and represented one of the most intractable 
problems for British policy after 1919. It has been suggested that the 
payments of interest and principal on loan capital, and the Home 
Charges, represented "the most important 'vested interest' of Britain in 
India" between the wars.7 The payments, however, were more signifi- 
cant for British taxpayers than for British bondholders. During the 
economic crisis of the early 1930s the British government became 
convinced that it could not avoid making good the payments should the 
government of India default, and that this would severely damage 
international confidence in sterling as well as the political credibility of 
the Indian authorities. The result was that the Secretary of State for 
India, trying to reconcile "the demands of political expediency with the 
needs of stable finance" in the drawing up of a new constitution, was 
encouraged to make sure that the creation of an Indian finance minister 
responsible to a popular assembly would not lead to a real transfer of 
authority over external financial policy.8 The compromise made it 
difficult to seek new political support in India by financial or constitu- 
tional concessions.9 No real progress could come until 1945, by which 
time the novel arrangements for financing India's participation in World 

5See I. M. Drummond, British Economic Policy and the Empire 1919-1939 (London, 1972) 
chap. 4. 

6 See B. Prasad, Defense of India: Policies and Plans (Calcutta, 1963), chap. 1. 
7 Rajat K. Ray, Industrialization in India: Growth and Conflict in the Private Corporate Sector 

1914-47 (Delhi, 1979), p. 7. This characterization is based on the "financial imperialism" that some 
authors have seen at work in India in the interwar years; see R. Palme Dutt, India Today (Bombay, 
1940). 

8 Sir Samuel Hoare to Lord Willingdon, 20.10.32, in Templewood Papers, vol. 2, India Office 
Records. 

9 As an India Office official pointed out late in 1930, "the financial stake of His Majesty's 
Government and the British people in India remains, for all practical purposes, as a permanent 
obstacle to anything that could reasonably be termed financial self-government"; private note by 
C. K[isch] Dec. 1930 in India Office Finance Department file L/F/7/2396, Finance Collection 381, 
India Office Records. 
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War II had resulted in the repayment of all the old debt and the 
acquisition of sterling balances four times as large. 

Throughout the first half of the twentieth century British rulers in 
India were constantly under pressure to admit that their economic 
policy was designed to favor foreign interests at the expense of Indian 
ones. By the interwar period native critics of the colonial government 
had refined the old nineteenth-century critiques of the drain theory and 
the swadeshi movement into an attack upon imperial costs, the rupee 
ratio, and tariff policy. Thus the eyes of the economic nationalists were 
firmly fixed on what we have termed India's imperial commitment. 
There can be no doubt that the particular interests of the colonial 
government determined that the main lines of its day-to-day economic 
policy should encourage the externally-oriented sectors of the local 
economy at the expense, if necessary, of the internally-oriented ones. 
This was a plausible policy so long as it seemed likely that the 
international economy's influence on India was benign, or could be 
made so by improvements in native economic institutions. In the 
interwar years, however, this view became increasingly hard to sustain. 
Yet the colonial government was still committed to its external obliga- 
tions and, however reluctantly, saw these as an inescapable first 
priority. Thus, when in the late 1920s the government of India was faced 
by a shortage of remittance to meet its obligations in London, it was 
compelled to withdraw currency notes from circulation in India in order 
to make exchange from the currency reserves in London available to the 
Secretary of State. The action unfortunately exacerbated the tight 
money and capital scarcity that had caused the shortage of remittance. 10 
The difficulties of the domestic credit-distribution system at the time, 
which were certainly not eased by the action government took to meet 
its own obligations, were in turn a major cause of the dislocations in the 
domestic economy, leading to widespread discontent and political 
protest in the 1930s. 1 

In reality the raj was fast running out of room in which to maneuver. 12 

The colonial administration that had developed in India in the late- 

10 For more on this aspect of government remittance policy see B. R. Tomlinson, "Britain and 
the Indian Currency Crisis, 1930-32," Economic History Review, 2nd ser. 32 (Feb. 1979), 88-99 
and "Britain and the Indian Currency Crisis, 1930-2: A Reply," Economic History Review, 2nd 
ser. 33 (May 1981), 305-07. 

" On this see Christopher J. Baker, The Politics of South India 1920-1937 (Cambridge, 1976), 
pp. 170-84. For a survey of recent approaches to the problem of relating political mobilization to 
economic change in this period see B. R. Tomlinson, "Congress and the Raj: Political Mobilisation 
in Late-Colonial India," Modern Asian Studies (forthcoming). 

12 For parallel treatments of some of the themes that follow see Christopher Baker, "Colonial 
Rule and the Internal Economy in Twentieth Century Madras" and D. A. Washbrook, "Law, State 
and Society in Colonial India" in Power, Profit and Politics: Essays on Imperialism, Nationalism 
and Change in Twentieth-Century India, ed. Christopher Baker et al. (Cambridge, 1981) reprinted 
from Modern Asian Studies, 15 (July 1981). 
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nineteenth and early-twentieth centuries was conditional on the exis- 
tence of a certain type of local and international economy. Before 1914 
the colonial administration had provided useful linkages between the 
Indian, British, and international economies and had successfully 
maintained an export-oriented free-trade system. Subsequent events 
were to show that the raj could only operate successfully in an economic 
environment providing adequate tax revenue and a foreign exchange 
surplus on private transactions. Such a system was also the only one 
that could be run on the laissez-faire principles that the colonial 
authorities saw as the foundation of economic management. After 1929 
and especially after 1939 this aim became increasingly hard to achieve. 
Global depression and war broke down the established systems of 
marketing and credit-supply within India, and damaged the mechanisms 
by which food and raw materials were extracted from the rural areas 
and exchanged for consumer goods and bullion from the towns and from 
the international economy. In attempting to repair the damage, govern- 
ment was sucked into a new relationship with the domestic economy 
and was forced to improvise institutions to allocate scarce goods, 
capital, and foreign exchange among competing native interests. Oper- 
ating a government of this type required a much more sensitive political 
system than the colonial administration could provide. The British 
administration's failure to run the economy of India effectively during 
the war and in the immediate postwar period helped to intensify the 
nationalistic and communal passions that were already pushing inexora- 
bly towards Partition and the transfer of power. By 1947, since the 
limitations of imperial commitment no longer applied, the British were 
resigned to this course, seeking the best possible bargain with successor 
governments which had the political roots necessary to run the interven- 
tionist economic system now required. 

The decline of colonialism in India cannot be understood properly 
without an awareness of both economic and political factors. Studying 
official institutions is useful, although government policy by itself does 
not provide all the answers. The best way of putting policy into a larger 
context is by looking at the areas where economic realities and political 
practicalities met and interacted. The concept of political economy can 
be used to give a fresh perspective of the dynamics and constraints that 
underpinned the economic history of the British empire in the twentieth 
century. 
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